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2. Contributions for conventions and meet-
ings of the industry. 

3. Research, development, and demonstra-
tion expenses not charged to other operation 
and maintenance expense accounts on a 
functional basis. 

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 re-

ports to stockholders. 
11. Public notices of financial, operating, 

and other data required by regulatory stat-
utes, not including, however, notices re-
quired 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 op-
erated in connection with the customer ac-
counts, 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 as-
signable to customer accounts, sales, admin-
istrative, and general functions of labor, em-
ployee pensions and benefits, social security 
and other payroll taxes, injuries and dam-
ages, 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 Ac-
count 398, Miscellaneous Equipment. (See 
§ 1767.17(b).) 

B. Maintenance expenses on office fur-
niture 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 clear-

ing 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 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] 

§ 1767.41 Accounting methods and pro-
cedures required of all RUS bor-
rowers. 

All RUS borrowers shall maintain 
and keep their books of accounts and 
all other books and records which sup-
port the entries in such books of ac-
counts in accordance with the account-
ing principles prescribed in this sec-
tion. 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 Ac-
counting Standards Board (FASB). 
Each interpretation includes a synopsis 
of the requirements of the standard as 
well as specific accounting require-
ments and interpretations required by 
RUS. The synopsis provides general in-
formation to assist borrowers in deter-
mining whether the standard applies to 
an individual cooperative’s operations. 
The synopsis is not intended to change 
the requirements of the FASB stand-
ards unless it is set forth in the section 
entitled RUS Accounting Require-
ments in each interpretation. If a par-
ticular borrower believes a conflict ex-
ists 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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Numerical Index—Continued 
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Subject Matter Index—Continued 
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Work in Progress ............................ 114 
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Deferred Compensation ..................... 604 
Demand Meters—Retrofitting ........... 122 
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Service ........................................... 113 
Disallowances of Plant Costs ............ 133 
Disconnect Switch—Pole Top ........... 105 
Discounts Allowed by Power Cooper-

ative to Distribution Cooperative 
Owning Transmission Lines ........... 617 

Distribution Cooperative/Power Sup-
ply 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 
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Financing—Supplemental ................. 201 
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and Rights of Way .......................... 110 
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ing .................................................. 129 
General Plant .................................... 132 
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Joint Use ........................................... 109 
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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 Nonop-

erating ........................................... 503 
Material—Salvage and Obsolete ....... 130 
Materials and Supplies—Refund for 

Overpayments ................................ 117 
Member Relation Costs ..................... 614 
Membership Fees—Forfeited ............. 506 
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Based .............................................. 140 
Meter Reading Systems—Turtles ...... 138 
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Mobile Substations ........................... 107 

N 

Neutral—Replacement of .................. 103 
Nonoperating Margins ...................... 503 
Nonrefundable Payments for Con-

struction ........................................ 116 
O 

Obsolete Material .............................. 130 
Operating and Nonoperating Margins 503 
Operations Costs ............................... 609 

P 

Patronage Capital Assignments ........ 501 
Patronage Capital Furnished by 

Other Cooperative Service Organi-
zations ............................................ 505 

Patronage Capital from G&T Co-
operatives ....................................... 504 

Patronage Capital Retirements ........ 502 
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Subject Matter Index—Continued 
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Postretirement Benefits ................... 627 
Power Cost Study .............................. 612 
Power Supply/Distribution Coopera-

tive Borrowing ............................... 616 
Prepayment of Debt .......................... 625 
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Purchase Rebates .............................. 620 

R 
Radio-Based Automatic Meter Read-

ing Systems .................................... 140 
Rate Discount Allowed by Power Co-

operative to a Distribution Cooper-
ative Owning Transmission Lines .. 617 

Rebates—Purchase ............................ 620 
Refunds for Overpayments for Mate-

rials and Supplies ........................... 117 
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 .......................................... 110 
Rural Economic Development Loan 

and Grant Program ........................ 626 
S 

Sacrificial Anodes and the Replace-
ment 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 Con-

tracts ............................................. 111 

Subject Matter Index—Continued 

Num-
ber 

T 
Temporary Facilities (Services) ....... 113 
Terminal Facilities ........................... 104 
Theft Losses not Covered by Insur-

ance ................................................ 618 
Training Costs, Attendance at Meet-

ings, 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 re-
moved 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 re-
corded 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 re-
moved and not replaced, material 
salvaged shall be recorded on a mate-
rial salvage ticket. Items of material 
recorded on this ticket shall be charged 
to the materials and supplies account 
and credited in the miscellaneous col-
umns of the Materials Register to the 
Accumulated Provision for Deprecia-
tion. In this example, it is assumed 
that the cost of removal is nil. If, how-
ever, costs are incurred during the re-
moval of minor items of plant, these 
costs shall reduce the credit to the Ac-
cumulated Provision for Depreciation. 

When a staking sheet supporting a 
single work order reflects a combina-
tion of new construction and replace-
ments, or system improvements, the 
predominant cost shall be the gov-
erning factor in determining the 
amount of cost RUS will finance. To il-
lustrate, assume that a service is to be 
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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 condi-
tion 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 ex-
isting span, pole, and service were re-
tired. 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 run-
ning of a new service. Assuming the re-
placement of the pole is the costliest 
part of this project, the construction 
and retirement activity shall be classi-
fied as an ordinary replacement even 
though the work includes new con-
struction and retirements without re-
placement. 

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 de-
termine whether sacrificial anodes are 
needed to protect underground cable 
against corrosion. The following proce-
dures shall be followed to account for 
sacrificial anodes and the replacement 
of a neutral: 

1. If the study results in the installa-
tion of sacrificial anodes, the cost of 
the study shall be capitalized to Ac-
count 367, Underground Conductors and 
Devices. If the study does not result in 
the installation of anodes, the cost 
shall be charged to Account 594, Main-
tenance of Underground Lines. 

2. Costs incurred in the first installa-
tion are capitalizable even though an-
odes 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 con-
stitute 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 un-
derground 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 ac-
cumulation of all costs, the cost of the 
facilities that become the property 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 appropriate plant ac-
counts. 

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 re-
tained by the utility, shall be capital-
ized in Account 371, Installations on 
Customers’ Premises. If a switch cabi-
net is purchased with a current trans-
former 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 
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transformer, meter, and meter base, to-
gether with the first installation costs, 
shall be capitalized, upon purchase, in 
Account 370, Meters. 

Payments received from the cus-
tomer toward construction costs shall 
be credited to Account 371, Installa-
tions on Customers’ Premises. Such 
payments, together with any amount 
not financed by RUS, shall be entered 
in column 9 of the RUS Form 219, In-
ventory of Work Orders. The associated 
maintenance costs shall be charged to 
Account 587, Customer Installations 
Expenses, or to Account 597, Mainte-
nance 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 cred-
ited 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 Ex-
penses of Merchandising, Jobbing and 
Contract Work. 

Future maintenance costs incurred 
by the cooperative that are not billed 
to the customer shall be charged to Ac-
count 587, Customer Installations Ex-
penses. 

106 Steel Pole Reinforcers 

The cost associated with the pur-
chase and installation of steel pole 
reinforcers shall be charged to Account 
593, Maintenance of Overhead Lines. 

107 Mobile Substations 

Mobile substations shall be ac-
counted 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 mo-
bile substation, together with the trail-
er 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 transpor-
tation 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 sec-
ondary wire and a security light, the 
cost of the pole shall be charged to Ac-
count 364, Poles, Towers, and Fixtures, 
even though the plant investment in 
security lights is recorded in Account 
371, Installations on Customers’ Prem-
ises. 

109 Joint Use 

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 an-
nual rental. If such joint occupancy ne-
cessitates 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 be-
longing to the communications utility 
with a higher pole, the cost of the high-
er pole, less net salvage (if any) of the 
pole replaced, shall be charged to the 
account in which the pole rental is in-
cluded. 

Contributions made to an electric 
utility by a communications utility for 
the costs incurred in stubbing joint use 
electric poles shall be credited to Ac-
count 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 re-
corded in the appropriate plant ac-
counts 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 
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clearing and grading of land and rights 
of way and any resulting damage there-
to, to be included in the accounts for 
structures and improvements or equip-
ment 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 Conduc-
tors 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 sys-
tem plans shall be charged to Account 
183, Preliminary Survey and Investiga-
tion Charges, as incurred. The cost of 
engineering services incurred in pre-
paring a long-range system plan rep-
resents a legitimate component of the 
total cost of construction of all system 
improvements detailed in the plan. The 
amount of engineering costs to be asso-
ciated with any specific system im-
provement 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 in-
cluded in the engineering plan is not 
constructed, or if the study is super-
seded by another complete study, the 
cost of that portion of the original 
study not resulting in construction 
shall be charged to Account 182.2, Un-
recovered 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 Ac-
count 407, Amortization of Property 
Losses, Unrecovered Plant and Regu-
latory Study Costs, as the costs are re-

covered through the rates. Any costs 
included in Account 182.2 that are dis-
allowed for rate-making purposes shall 
be charged to Account 426.5, Other De-
ductions. 

The allocation of engineering serv-
ices to the various construction 
projects requires the exercise of judg-
ment. In some cases, system improve-
ments 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 
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 contin-
uous manner, the engineering cost 
shall be allocated on the basis of the 
estimated costs of the various larger 
system improvement projects which re-
sult from the long-range plan. 

If construction is performed by con-
tract, the engineering cost applicable 
thereto shall be transferred from Ac-
count 183 to Account 107, Construction 
Work-in-Progress—Electric, and there-
by spread to the appropriate plant ac-
counts 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, Construc-
tion 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 or-
ders, they shall be capitalized as over-
head. 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, In-
ventory 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 ad-
vance by RUS. 
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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, Dem-
onstrating 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 De-
ductions, shall be charged. 

113 Temporary Facilities (Services) 

Plant installed for temporary use, a 
period of less than 1.ar, shall be re-
corded in Account 185, Temporary Fa-
cilities, net of any payments received 
from customers. Upon retirement, this 
net cost plus cost of removal, less any 
salvage value, shall be cleared to Ac-
count 451, Miscellaneous Service Reve-
nues. 

When a temporary service is installed 
at the site of a building under con-
struction, the location of the perma-
nent 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 suffi-
cient 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, Mainte-
nance 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 com-
pleted or completed but not yet placed 
in service, has been damaged or de-
stroyed 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 re-

quired to deliver the plant in new con-
dition. Therefore, any repairs required 
prior to the completion of construction 
and acceptance by the utility, are ordi-
narily borne by the contractor. 

115 Liquidated Damages 

Liquidated damages are 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 con-
struction cost. Even though a portion 
of these damages may compensate the 
utility for costs which are not ‘‘identi-
fiable,’’ 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 de-
duction 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 Ex-
penditures to Date,’’ of the RUS Form 
595, Financial Requirement and Ex-
penditure Statement, and as an in-
crease 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 (contribu-
tions) from customers and developers 
for underground construction shall 
first be credited to Account 107.2, Con-
struction Work-in-Progress—Force Ac-
count. When the constructed plant is 
unitized and distributed to the indi-
vidual plant accounts, the contribu-
tions shall be credited to those plant 
accounts which gave rise to the con-
tribution. 

When a customer or developer fur-
nishes a trench or other service in con-
nection with buried plant, the coopera-
tive shall debit Account 107.2 with the 
actual or estimated cost of the service 
performed, and account for the credit 
as set forth above. 
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117 Refunds of Overpayments for 
Materials and Equipment 

Refunds of overpayments for mate-
rials and equipment previously pur-
chased are occasionally received as the 
result of legal action brought against 
electrical suppliers for price fixing in 
violation of antitrust laws. Such re-
funds 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 appro-
priate plant accounts. 

3. Other material or equipment items 
that were installed through work or-
ders 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 trans-
actions. 

5. Amounts approved for advance on 
the RUS Form 595, Financial Require-
ment and Expenditure Statement, and 
on the loan budget records, shall be ad-
justed. For special equipment items, 
the adjustment shall be requested in a 
letter to RUS. For materials installed 
by work order or contract, the adjust-
ments 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 Sup-
plies. 

7. If the material was used in mainte-
nance activities or operations, the re-
fund shall be credited to the appro-
priate maintenance or operations ex-
pense account. 

8. Refunds for materials or equip-
ment 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 re-
funds shall be deposited in the general 
funds. 

118 Load Control Equipment 

The primary purpose of a Load Man-
agement System is to optimize load 
dispatch and to reduce or minimize 
system peaks in order to reduce pur-

chases of power or to delay or elimi-
nate the need for construction of new 
plant. A Load Management System 
may be used on integrated systems, or 
on generation, transmission, or dis-
tribution systems separately. The te-
lemetry equipment used for data acqui-
sition and interpretation may be in-
cluded 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 devel-
oped by the G&T and is passed on from 
the G&T computer system to the load 
control computer systems of the mem-
ber distribution cooperatives. 

The equipment at the member dis-
tribution system level is the type actu-
ally being used by an integrated power 
system to operate a load control pro-
gram. 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 re-
quires 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 fac-
tors in determining the account in 
which the equipment shall be recorded. 
The following example depicts a com-
mon load control system and the asso-
ciated 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 classi-
fication. 
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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. Gen-
erally, 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 mini-
mize the peak power requirements of 
the entire member distribution system. 
This involves load dispatching to con-
trol transmission circuits and break-
ers. The computer system for load con-
trol shall, therefore, be recorded in Ac-
count 353, Station Equipment, with the 
associated operating expenses recorded 
in Account 561, Load Dispatching, and 
maintenance expenses recorded in Ac-
count 570, Maintenance of Station 
Equipment. 

2. Coordinating System Communications 
Link 

The G&T load control computer sys-
tem is usually linked to the load con-
trol computer system for each member 
distribution system by a radio or tele-
phone link that is dedicated to that 
purpose and is not shared with other 
communication activities. Under such 
circumstances, communications equip-
ment shall be classified in Account 353, 
Station Equipment. If the communica-
tions equipment is shared with general 
use or voice communications equip-
ment, however, the equipment shall be 
classified in Account 397, Communica-
tion Equipment. 

3. Depreciation 

Load control equipment shall be re-
corded in separate subaccounts of the 
primary plant accounts detailed above 
and shall be depreciated based upon the 
owner’s estimate of the equipment’s 
useful service life. 

Distribution Borrower 

1. Member System Equipment 

Member system equipment is the 
data acquisition, processing and con-
trol hardware and software used as a 
subset to the overall load control ef-
forts by the integrated power system. 

The member system computer for 
each distribution member system ac-
cepts 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 dura-
tion 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 coordi-
nating system for use in developing 
load projects and evaluating control 
strategies for the integrated power sys-
tem. 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 mainte-
nance expenses shall be recorded in Ac-
count 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 dis-
tribution system to which it is con-
nected. Substation Remote Controllers 
also serve as a receiver of inbound sig-
nals from transponders located in the 
distribution system. They also send 
data back to the member system com-
puter. 

Substation Remote Controllers shall 
be recorded in Account 362, Station 
Equipment. The associated operating 
expenses shall be recorded in Account 
582, Station Expenses, and mainte-
nance expenses shall be recorded in Ac-
count 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 In-
jection Unit is to receive load control 
signals from the member system com-
puter and inject them into the power 
line based system to be transmitted to 
the Load Control Receivers. Substation 
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Injection Units can also perform con-
trol and SCADA functions similar to 
those performed by Substation Remote 
Controllers. 

Substation Injection Units shall be 
recorded in Account 362, Station Equip-
ment. The associated operating ex-
penses shall be recorded in Account 582, 
Station Expenses, and maintenance ex-
penses shall be recorded in Account 592, 
Maintenance of Station Equipment. 

4. Remote Terminal Units 
Remote Terminal Units perform elec-

tric utility SCADA functions in a dis-
tribution substation or delivery point. 
These functions include monitoring 
equipment for abnormal operating con-
ditions, monitoring analog quantities 
such as conductor voltage or sub-
station load, and controlling of certain 
equipment within the substation. 

Remote Terminal Units shall be re-
corded in Account 362, Station Equip-
ment. The associated operating ex-
penses shall be recorded in Account 582, 
Station Expenses, and maintenance ex-
penses shall be recorded in Account 592, 
Maintenance of Station Equipment. 

5. Line Device Transponder 
A Line Device Transponder directly 

controls a piece of distribution appa-
ratus, such as a voltage regulator or a 
power factor correction capacitor, lo-
cated 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 re-
corded in Account 368, Line Trans-
formers. The associated operating ex-
pense shall be recorded in Account 583, 
Overhead Line Expenses, or Account 
584, Underground Line Expenses, as ap-
propriate, and maintenance expenses 
shall be recorded in Account 595, Main-
tenance of Line Transformers. 

6. Communications Verification Tran-
sponders 

Communication Verification Tran-
sponders are used to respond to inquir-
ies from Substation Remote Control-
lers. In power line based systems, these 
transponders are used to verify the per-

formance of the communications sys-
tem. They are also used during adverse 
system operations to isolate sections of 
the distribution system that are expe-
riencing an outage. 

Communication Verification Tran-
sponders 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 re-
corded in Account 592, Maintenance of 
Station Equipment. 

7. Load Control Receivers 
The Load Control Receiver, also 

known as a load control switch, is lo-
cated at the site of the consumer’s 
load. These receivers directly control 
the electric supply to an end-use appli-
ance, 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 de-
termines that load shedding is nec-
essary, it sends a signal to the commu-
nication link which then sends signals 
directly to the Load Control Receivers. 
In a power line based system, the sig-
nal 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 commu-
nications 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 Re-
ceivers and assumes full responsibility 
for maintenance and replacement of 
the equipment, it shall be classified in 
Account 371, Installations on Cus-
tomer’s Premises. Load Control Re-
ceivers 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 In-
stallations Expenses, and Account 598, 
Maintenance of Miscellaneous Dis-
tribution Plant, respectively. Expenses 
applicable to Load Control Receivers 
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donated or given to consumers shall be 
recorded in Account 908, Customer As-
sistance 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. 

8. Communication Links 
The communication link in the mem-

ber distribution systems between the 
Member System Computer, the Sub-
station Remote Controllers or Sub-
station Injection Units, Remote Ter-
minal Units, Line Device Tran-
sponders, Communication Verification 
Transponders, and Load Control Re-
ceivers 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 cir-
cumstances, communications equip-
ment shall be recorded in Account 362, 
Station Equipment. If, however, the 
communication equipment used is 
shared with general use or voice com-
munications equipment, the equipment 
shall be charged to Account 397, Com-
munication Equipment. 

9. Depreciation 
Load control equipment shall be re-

corded in separate subaccounts of the 
primary plant accounts detailed above 
and shall be depreciated based upon the 
manufacturer’s estimate of the equip-
ment’s useful service life. 

119 SPECIAL EQUIPMENT 

Special Equipment items are classi-
fied as such because they are contin-
ually being moved from one location to 
another due to load changes and main-
tenance 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 in-

cidental costs necessary to prepare the 
equipment for use, shall be capitalized 
with the material upon purchase. All 
subsequent costs of removing, reset-
ting, changing, renewing oil, and re-
pairing constitute operations and 
maintenance expenses. The capitalized 
cost of special equipment items, in-
cluding the first installation, shall be 
removed from the electric plant ac-
counts only when the items are aban-
doned or retired from the system. 

Meters, line-type transformers, oil 
circuit reclosers, sectionalizers, cur-
rent and potential transformers, meter 
sockets, and other metering equipment 
listed in Account 370, Meters, as well as 
pole-type and underground voltage reg-
ulators in Account 368, Line Trans-
formers, are considered to be special 
equipment items. Similarly, load con-
trol 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 equip-
ment, and current and potential trans-
formers for substations are not. 

Special equipment items which are 
classified as nonusable shall be seg-
regated in the warehouse and retired 
from service. The Summary of Special 
Equipment Costs shall be retitled Sum-
mary of Special Equipment Costs Re-
tired and used for this purpose. A jour-
nal 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 In-
ventory of Work Orders, it is improper 
to take a credit for any salvage in-
volved in the retirement of special 
equipment on the Inventory of Work 
Orders. 

Electric borrowers that wish to re-
ceive a waiver from the special equip-
ment accounting requirements should 
submit a letter request to Rural Devel-
opment. In order to expedite these re-
quests the letter to Rural Development 
should state that the borrower will ad-
here to the following requirements to 
account for special equipment using 
the work order procedure rather than 
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the special equipment accounting pro-
cedures prescribed by Rural Develop-
ment: 

1. New purchases of special equip-
ment items are to be charged to Ac-
count 154, Materials and Supplies, upon 
purchase. 

2. Labor, material and overhead costs 
associated with the initial installation 
and all subsequent installations of spe-
cial equipment are recorded on con-
struction work orders and charged to 
the appropriate plant accounts upon 
closeout of the construction work 
order. 

3. Labor and overhead costs associ-
ated with the removal of special equip-
ment items, whether the items re-
moved are placed in inventory or per-
manently retired and disposed of, are 
recorded on retirement work orders 
and charged or credited to the depre-
ciation reserve account upon closeout 
of the retirement work order. 

4. The special equipment items re-
tired and salvaged for reuse are re-
turned 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 re-
quirements noted above, the borrower 
should indicate how it plans to account 
for the items of special equipment that 
have been charged to the plant ac-
counts 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 ac-
counts for the installed cost of the 
equipment in inventory, charge the 
equipment cost to materials and sup-
plies, and charge the installation cost 
to the appropriate operations expense 
account. Also, under the second meth-
od, the borrower must submit a ‘‘nega-
tive’’ 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 sock-
ets, 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 im-
plied by long standing practice and tra-
dition in the electric utility industry. 

121 Minimum—Maximum Voltmeters 

A minimum—maximum voltmeter is 
used to record the minimum and max-
imum voltages at a specific line loca-
tion over a period of time. It is nor-
mally installed on a pole in connection 
with a 11⁄2 kVA 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 instal-
lations, 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 re-
main in Account 368, Line Trans-
formers, with the cost of the meter 
bases remaining in Account 370, Me-
ters. 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, Mainte-
nance of Line Transformers, or Ac-
count 597, Maintenance of Meters, as 
appropriate. Costs associated with 
reading the voltmeters shall be charged 
to Account 583, Overhead Line Ex-
penses, and the cost of relocating or 
changing the complete installation or 
any part thereof, other than retire-
ment of the meter base, shall be 
charged to Account 583, Overhead Line 
Expenses, or Account 586, Meter Ex-
penses. 
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122 Retrofitting Demand Meters 

A demand meter measures the 
amount of electricity used over a pe-
riod of time in kilowatt-hours (kWh) 
and indicates the maximum kilowatts 
(kW) required at any one time by 
means of a pointer. 

Electronic or solid state demand me-
ters have a direct readout which reads 
kilowatt demand to two decimal 
places. The use of a direct readout de-
mand 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 di-
rect readout. The cost of such a re-
placement 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 cap-
italized. 

123 Transformer Conversions 

The conversion of an overhead trans-
former to an underground transformer 
constitutes a betterment and shall, 
therefore, be capitalized. 

124 Transclosures 

Transclosures are enclosures or cabi-
nets in which line transformers are 
mounted. The cost of transclosures 
that are purchased separately from the 
transformer shall be charged to Ac-
count 154, Plant Materials and Oper-
ating Supplies, when received, and cap-
italized, 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 

Services 

A retirement unit shall consist of a 
complete service rather than the indi-
vidual wires comprising that service. If 
each separate wire of a service were 
treated as a retirement unit, the re-
tirement unit would represent a com-
paratively 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 retire-
ment unit. 

Minor Items 

When minor items of property are 
added separately from complete retire-
ment units, the costs of these items 
shall be included in work orders, and 
by unitizing all costs of completed con-
struction 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 re-
quires the addition of a conductor, an 
insulator and a pole-top pin. A pole-top 
pin is typically capitalized as a compo-
nent 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 con-
ductor, 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 allo-
cating 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 in-
clude poles. 

The retirement and replacement of 
isolated single retirement units cannot 
be charged to maintenance; a retire-
ment 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, Miscella-
neous General Expenses, and may in-
clude: 

1. Labor and expenses incurred in de-
veloping an inventory of property; 

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 sys-
tem. 
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127 Continuing Property Records for 
Buildings 

When establishing continuing prop-
erty 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 Con-
struction Fund account from the sale 
of property, regardless of materiality, 
shall be reflected on the RUS Form 595, 
Financial Requirement and Expendi-
ture Statement. Proceeds from the sale 
of property shall be reported on the 
Form 595, by budget purpose, as a re-
duction 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 ‘‘Em-
ployee 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 re-
ceived 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 build-
ing 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 extraor-
dinary item in Account 434, Extraor-
dinary Income, or Account 435, Ex-
traordinary Deductions. 

130 Salvage and Obsolete Material 

The value of material salvaged from 
the retirement of units of property re-
duces 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 be-
tween the realized value and the esti-
mated value of the salvaged material 
shall be charged or credited to the ap-
propriate 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 Deduc-
tions. 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 re-
corded in Account 114, Electric Plant 
Acquisition Adjustments, and amor-
tized to Account 406, Amortization of 
Electric Plant Acquisition Adjust-
ments, or Account 425, Miscellaneous 
Amortization, as required by the regu-
latory commission having jurisdiction. 
Accounts 406 and 425 shall be closed to 
operating margins. 

132 General Plant 

When the unit method of deprecia-
tion is used for general plant items, 
gains and losses on sales, trades or dis-
posals of equipment shall be recorded 
as such. If the composite method of de-
preciation is used, gains or losses on 
the disposal of general plant items 
shall be recorded in the appropriate de-
preciation reserve account. 

A truck which is used only for trans-
porting power operated equipment 
mounted thereon shall be charged, to-
gether with the installed equipment, to 
Account 396, Power Operated Equip-
ment. If the same type of truck is used 
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for transporting materials and sup-
plies, tools and work equipment, per-
sonnel, or other items, the cost of the 
truck shall be charged to Account 392, 
Transportation Equipment. 

Depreciation and other expenses re-
lating 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 charge-
able. 

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 con-
struction cost. To avoid a duplicate ad-
vance of funds, however, the amount of 
depreciation on such items that has 
previously been financed from loan 
funds shall be deducted from Inven-
tories 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 Ac-
counting Standards Board issued 
Statement of Financial Accounting 
Standards No. 90, Regulated Enter-
prises—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 dis-
allowance of plant costs. 

Plant Abandonments 

When an abandonment becomes prob-
able, 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 pro-
vided with a full return on the invest-
ment 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 in-
vestment. This determination shall be 

made based upon the facts and cir-
cumstances of the specific abandon-
ment, and past practices and current 
policies of regulatory jurisdiction. 

If a full return 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 reason-
ably estimated shall be recognized as a 
loss in the current year with the car-
rying 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 invest-
ment is likely to be provided, any dis-
allowance of abandoned plant costs 
that is both probable and reasonably 
estimated shall be recognized as a loss. 
The present value of the future reve-
nues 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 equiva-
lent amount for a period equal to the 
expected recovery period. In deter-
mining the value of expected future 
revenues, the borrower shall consider 
the probable time period before the re-
covery is expected to begin and the 
probable time period over which recov-
ery is expected to be provided. 

The amount of the new asset shall be 
adjusted from time to time, as nec-
essary, 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 in-
cremental 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 jurisdic-
tion in which recovery is expected to 
be provided shall be used. 
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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 ex-
pected 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 recov-
ery 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 per-
mitted. 

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 re-
stated and the financial statements 
shall disclose the nature of the restate-
ment 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 fi-
nancial statements, the effect of apply-
ing 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 mar-
gins 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 construc-
tion work-in-progress shall be recog-
nized 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, Unre-
covered Plant and Regulatory Study 
Costs. 

3. The difference between the charge 
to Account 182.2 and the present value 
of expected future revenues for recov-

ery 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 ap-
propriate segregation of operating and 
nonoperating income. 

4. During the waiting period for re-
covery of the new asset to begin, car-
rying charges shall be accrued by a 
debit toAccount 182.2 with a concur-
rent credit to Account 421, Miscella-
neous Nonoperating Income. Debits to 
Account 182.2 shall be treated as reduc-
tions to the credit subaccount of Ac-
count 182.2. 

5. The borrower shall amortize the 
amount debited to Account 182.2 by 
charges to operating income, con-
sistent with the way the amortized 
amounts are recovered through rates. 
These charges to income shall be re-
corded in Account 407, Amortization of 
Property Losses, Unrecovered Plant 
and Regulatory Study Costs. 

6. As the recoverable amount re-
corded in Account 182.2 is recovered 
through rates, the borrower shall ac-
crue income by charges to Account 
182.2 and credits to Account 421, Mis-
cellaneous Nonoperating Income. Ac-
cruals 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 account-
ing 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 por-
tion of the cost of recently completed 
plant will be disallowed for rate mak-
ing purposes and a reasonable estimate 
of the amount of the disallowance can 
be made, the estimated amount of the 
probable disallowance shall be de-
ducted from the reported cost of the 
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plant and recognized as a loss. If a por-
tion of the costs is explicitly, but indi-
rectly disallowed, the equivalent 
amount of the cost shall be deducted 
from the reported cost of the plant and 
recognized as a loss. The specific ac-
counts that shall be used to record 
transactions involving the disallow-
ance of plant costs are as follows: 

1. Estimated disallowed plant costs 
which the borrower records as a credit 
to Account 101, Electric Plant-in-Serv-
ice, shall be charged to Account 426.5, 
Other Deductions. 

2. If the loss qualifies as an extraor-
dinary item under the criteria set forth 
in General Instruction No. 7 of the 
USoA, the borrower shall record the 
loss in Account 435, Extraordinary De-
ductions. To be considered extraor-
dinary, an item shall be more than five 
percent of income computed before ex-
traordinary items. If a borrower be-
lieves that a loss of less than five per-
cent should be treated as an extraor-
dinary 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 juris-
diction, RUS approval is required. 

134 Utility Plant Phase-in Plans 

In August 1987, the Financial Ac-
counting Standards Board issued 
Statement of Financial Accounting 
Standards No. 92, Regulated Enter-
prises—Accounting for Phase-in Plans 
(Statement No. 92). This section pro-
vides 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 in-
tended to recover allowable costs be-
yond the period in which those allow-
able costs would be charged to expense 
under generally accepted accounting 
principles applicable to enterprises in 
general. 

3. The method defers the rates in-
tended to recover allowable costs be-
yond the period in which those rates 
would have been ordered under the 
rate-making methods routinely used 
prior to 1982 by that regulator for simi-
lar allowable costs of that regulated 
enterprise. 

If a phase-in plan is ordered by a reg-
ulator in connection with a plant on 
which no substantial physical con-
struction had been performed before 
January 1, 1988, none of the allowable 
costs that are deferred for future recov-
ery by the regulator under the plan for 
rate-making purposes, shall be capital-
ized for general-purpose financial re-
porting purposes (financial reporting). 

If a phase-in plan is ordered by a reg-
ulator in connection with a plant com-
pleted before January 1, 1988, or a plant 
on which substantial physical con-
struction had been performed before 
January 1, 1988, the criteria specified 
below shall be applied to that plan. If 
the phase-in plan meets all of those cri-
teria, all allowable costs that are de-
ferred for future recovery by the regu-
lator under the plan shall be capital-
ized 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 de-
ferred for future recovery by the regu-
lator under the plan shall be capital-
ized for financial reporting. The cri-
teria for determining whether capital-
ization 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 re-
covery 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 fu-
ture year is no greater than the per-
centage 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 per-
centage increase in year three is no 
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greater than the percentage increase in 
year two, etc. 

By definition, a phase-in plan ap-
proved prior to 1982 that contains pro-
visions contrary to those detailed 
above is not subject to the provisions 
of Statement No. 92. This exemption, 
however, only relates to a specific util-
ity and a specific regulator. For exam-
ple, a utility cannot use a phase-in 
plan approved by its regulator for a dif-
ferent 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 in-
vestment 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 re-
turn on its investment. Statement No. 
90 specifies the accounting for dis-
allowances 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 dis-
allowance of plant costs, that disallow-
ance shall be accounted for in accord-
ance with Statement No. 90. Cumu-
lative amounts capitalized under 
phase-in plans shall be reported as a 
separate asset in the balance sheet. 
The net amount capitalized in each pe-
riod or the net amount of previously 
capitalized allowable costs recovered 
during each period shall be reported as 
a separate item of other income or ex-
pense in the income statement. Allow-
able costs capitalized shall not be re-
ported as reductions of other expenses. 

The terms of any phase-in plan in ef-
fect during the year or ordered for fu-
ture years shall be disclosed in the fi-
nancial statements. Statement No. 92 
does not permit capitalization for fi-
nancial reporting of allowable costs de-
ferred for future recovery by the regu-
lator pursuant to a phase-in plan that 
does not meet the criteria or a phase- 
in plan related to plant on which sub-
stantial physical construction was not 
completed before January 1, 1988. Nev-
ertheless, 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 re-
stated financial statements shall, in 
the year that Statement No. 92 is first 
applied, disclose the nature of any re-
statement and its effect on margins be-
fore extraordinary items, net margins, 
and on patronage capital at the begin-
ning of the earliest period presented. If 
the 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 de-
layed if both of the following condi-
tions are met: 

1. The enterprise has filed a rate ap-
plication to have the plan amended to 
meet the criteria of Statement No. 92 
or intends to do so as soon as prac-
ticable; 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 enter-
prise delays filing its application for 
the amendment or the regulator does 
not process the application in the nor-
mal 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 
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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 im-
plementation. 

135 Accounting for Removal or Relo-
cation of Electric Facilities Result-
ing from the Action of Others 

Under arrangements with another 
party, a borrower agrees, or is obliged, 
to remove, relocate, rearrange, or oth-
erwise make changes in utility prop-
erty, other than for the purpose of ren-
dering utility service to the other 
party, for which the utility is reim-
bursed for all or a portion of the costs 
incurred. 

Plant Accounting 

The relocation of the line shall be ac-
counted 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 con-
structed in a new location before the 
old line is removed, construction and 
retirement work orders shall be pre-
pared 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 re-
tirement units (such as at the end of 
the line) or poles not suitable for reset-
ting, 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 iso-
lated retirement units or the replace-
ment of poles not suitable for resetting 
shall be accounted for through use of 
construction and retirement work or-
ders. 

3. If a line is moved intact without 
any change in assemblies, the cost 
shall be charged to maintenance ex-
pense. 

Reimbursement 

If the borrower receives reimburse-
ment for the costs related to the relo-
cation of the line, the reimbursement 
shall be accounted for by crediting op-
eration and maintenance expenses to 
the extent of actual expenses occa-
sioned by the plant changes and cred-

iting the remainder to the accumulated 
provision for depreciation, unless con-
tractual terms definitely characterize 
residual or specific amounts as applica-
ble to the cost of replacement. In the 
latter event, appropriate credits shall 
be entered in the plant accounts. 

Reimbursement received from a tele-
phone company for adding a pole or re-
placing a present pole with a taller 
pole under joint use contracts falls 
within this latter category. In this in-
stance, appropriate credits are charged 
against the plant accounts. 

Financing 

The total reimbursement, less any 
portion for operations and mainte-
nance costs, shall be entered in the 
‘‘Contributions in Aid of Construction’’ 
section at the bottom of the Construc-
tion Work Order. When the Inventory 
of Work Orders (RUS Form 219) is pre-
pared, enter only enough of the con-
tribution 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 re-
imbursement received is recorded in 
the accounting records as a contribu-
tion in aid of construction. 

136 Storm Damage 

As a result of recent hurricane, flood, 
and ice storm damage, the Rural Utili-
ties Service (RUS) has received several 
inquiries concerning the proper ac-
counting for storm damage costs and 
the associated funds received from the 
Federal Emergency Management Ad-
ministration (FEMA). 

Storm damage costs should be ac-
counted for under the work order pro-
cedure. 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 con-
struction and retirement costs is as ac-
curate as possible, an effort should be 
made to accurately accumulate mate-
rial, labor, and overhead costs. Even 
when extreme care has been exercised, 
however, it may still be necessary to 
use estimates to develop the appro-
priate cost figures. 

When a storm occurs, a utility typi-
cally incurs a large retirement loss, all 
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or a part of which should be charged to 
the accumulated provision for depre-
ciation. 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 usu-
ally results in excessive costs being in-
curred. 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 ex-
pense. 

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 in-
curred. If the recording of such losses 
will materially distort the income 
statement, such losses may be charged 
to Account 435, Extraordinary Deduc-
tions. These costs may be deferred and 
amortized to future periods only if the 
provisions of Statement of Financial 
Accounting Standards No. 71, Account-
ing for the Effects of Certain Types of 
Regulation (Statement No. 71), are ap-
plied. Under the provisions of State-
ment No. 71, a utility may defer cer-
tain costs, provided such costs are in-
cluded in the utility’s rate base and re-
covered through future rates. If an 
RUS borrower elects to apply the pro-
visions of Statement No. 71, RUS ap-

proval is required. To obtain RUS ap-
proval, 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 pe-
riod selected; 

b. The accounting journal entries 
being used by the cooperative to record 
the expense deferral and amortization 
of deferred costs; and 

c. A copy of the state Commission 
order authorizing recovery of the de-
ferred costs through future rates, or in 
the absence of commission jurisdiction, 
a resolution from the cooperative’s 
board of directors authorizing such re-
covery. 

To assist in the restoration of the 
damaged facilities, the Federal govern-
ment often provides assistance through 
Federal Emergency Management Agen-
cy (FEMA). 

Under current FEMA procedures, 
FEMA provides funds for the restora-
tion of facilities based upon the cost 
estimates submitted by the entity re-
questing assistance. If the FEMA grant 
is for less than 100 percent of the cost 
estimates, and does not specify offset 
expenses, thereby providing the bor-
rower 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 retire-
ment costs. 

ACCOUNTING JOURNAL ENTRIES 
Dr. 108.8X, Retirement Work in Progress—Storm Damage .............. $1,015.17 

Cr. 107.4, Construction Work in Progress—Storm Damage ........ .................. $1,015.17 
To transfer the removal costs recorded in Column 11 of Retirement Work Order #4401X to 

Account 108.8X. 
Dr. 107.4, Construction Work in Progress—Storm Damage .............. $4,141.55 

Cr. 108.8X, Retirement Work in Progress—Storm Damage ........ .................. $4,141.55 
To remove material salvaged in the llllllllll 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 #4401X.) 

Dr. 108.8X, Retirement Work in Progress—Storm Damage .............. $312,230.41 
Cr. 364, Poles Towers and Fixtures ............................................. .................. $133,377.55 
Cr. 365, Overhead Conductors and Devices ................................. .................. 59,683.08 
Cr. 368, Lines Transformers ........................................................ .................. 19,704.60 
Cr. 369, Services .......................................................................... .................. 97,651.23 
Cr. 373, Street Lighting and Signal Systems .............................. .................. 1,813.95 
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ACCOUNTING JOURNAL ENTRIES—Continued 
To remove the original cost of property destroyed and retired from the classified plant ac-

counts. This retirement is recorded, in detail, on Retirement Work Order #4401X. It is un-
derstood that this retirement covers all distribution property retired or destroyed in the 
llllllllll 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 Depreciation of Distribution 
Plant ............................................................................................. $309,104.03 

Cr. 108.8X, Retirement Work in Progress—Storm Damage ........ .................. $309,104.03 
To record the net loss due to the retirement of distribution lines in the llllllllll 

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 Progress—Storm Damage ........ .................. $259,220.37 
To record, in the proper classified plant accounts, Construction Work Order #4401 covering 

the llllllllll 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 using standard record unit 

costs ........................................................................................ 124,515.27 

Total ....................................................................................... 259,220.37 

Dr. 108.8X, Retirement Work in Progress—Storm Damage .............. 2,384.00 
Cr. 107.4, Construction Work in Progress—Storm Damage ........ .................. $2,384.00 

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 11 of Retire-
ment Work Order #4400X). 

Dr. 107.4, Construction Work in Progress—Storm Damage .............. $1,939.74 
Cr. 108.8X, Retirement Work in Progress—Storm Damage ........ .................. $1,939.74 

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—Storm Damage .............. $162,172.06 
Cr. 355, Poles and Fixtures ......................................................... .................. $47,738.45 
Cr. 356, Overhead Conductors & Devices ..................................... .................. 80,304.11 
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.) 

Dr. 108.5, Accumulated Provision for Depreciation of Transmission 
Plant ............................................................................................. $128,462.82 

Dr. 108.6, Accumulated Provision for Depreciation of Distribution 
Plant ............................................................................................. 34,153.50 

Cr. 108.8X, Retirement Work in Progress—Storm Damage ........ .................. $162,616.32 
To record the net loss due to the retirement of transmission lines ($128,462.82) and sub-

stations ($34,153.50). (See Retirement Work Order #4400X): 

Sub-
stations 

Trans-
mission 
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 
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Dr. 355, Poles and Fixtures ............................................................... $161,784.05 
Dr. 356, Overhead Conductors and Devices ....................................... 124,704.77 

Cr. 107.4, Construction Work in Progress—Storm Damage ........ .................. $286,488.82 
To record, in the proper classified plant accounts, the costs of a 69 kV transmission line 

(llllllllll) as detailed in Work Order #4400. This work order includes construc-
tion costs as follows: 

Material Used (Net) .......................................................................... $171,665.62 
Labor and overhead estimated by using standard record unit 

costs ........................................................................................ 114,823.20 

Total ....................................................................................... 286,488.82 

Dr. 107.4, Construction Work in Progress—Storm Damage .............. $329.40 
Cr. 108.8X, Retirement Work in Progress—Storm Damage ........ .................. $329.40 

To correct the journal entry for cash received from the sale of scrapped meters and trans-
formers. 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—Storm Damage .............. .................. $137,671.22 
Cr. 365, Overhead Conductors and Devices ................................. .................. $4,557.00 
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 ........................................................................ $112,815.22 
31 OCRs ....................................................................................... 4,557.00 
1,532 Meters ................................................................................ 20,299.00 

Total ....................................................................................... 137,671.22 

Dr. 108.6, Accumulated Provision for Depreciation of Distribution 
Plant ............................................................................................. $137,341.82 

Cr. 108.8X, Retirement Work in Progress ................................... .................. $137,341.82 
To record the net loss due to the retirement of meters, transformers, and OCRs. (See Retire-

ment 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 Progress—Storm Damage ........ .................. $1,319.85 

To record the engineering costs associated with future construction work in the 
llllllllll 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 Progress—Storm Damage ........ .................. $26,568.66 
To charge the costs of repairing damaged meters, transformers, voltage regulators, and 

OCRs to the appropriate expense accounts. Repair costs were originally charged to Ac-
count 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 Progress—Storm Damage .................... ........................ $36,421.69 

VerDate Nov<24>2008 13:42 Feb 22, 2010 Jkt 220023 PO 00000 Frm 00178 Fmt 8010 Sfmt 8010 Y:\SGML\220023.XXX 220023W
R

ei
er

-A
vi

le
s 

on
 D

S
K

G
B

LS
3C

1P
R

O
D

 w
ith

 C
F

R



169 

Rural Utilities Service, USDA § 1767.41 

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 Progress Storm Damage ...................... ........................ $36,756.00 
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. 
Dr. 426.5, Other Deductions ............................................................................ $275,000.00 
Dr. 435, Extraordinary Deductions 
Dr. 182.1, Extraordinary Property Losses 

Cr. 108.5, Accumulated Provision for Depreciation of Transmission 
Plant ...................................................................................................... ........................ $35,000.00 

Cr. 108.6, Accumulated Provision for Depreciation of Distribution Plant ........................ 240,000.00 
To restore the accumulated provisions for depreciation to their appropriate levels based upon a study of plant 

currently in service. 
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. 
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 Depreciation of Trans-
mission Plant .......................................................................... .................. $74,205.00 

Cr. 108.6, Accumulated Provision for Depreciation of Distribu-
tion Plant ................................................................................ .................. 191,575.00 

Cr. 186, Miscellaneous Deferred Debits ....................................... .................. 872.00 
Cr. 355, Poles and Fixtures ......................................................... .................. 129,056.00 
Cr. 356, Overhead Conductors and Devices ................................. .................. 99,408.00 
Cr. 364, Poles, Towers and Fixtures ............................................ .................. 78,916.00 
Cr. 365, Overhead Conductors and Devices ................................. .................. 82,840.00 
Cr. 368, Line Transformers ......................................................... .................. 20,056.00 
Cr. 369, Services .......................................................................... .................. 23,108.00 
Cr. 373, Street Lighting and Signal Systems .............................. .................. 1,744.00 
Cr. 426.5, Other Deductions ......................................................... .................. 219,220.00 
Cr. 571, Maintenance of Overhead Lines ..................................... .................. 2,900.00 
Cr. 593, Maintenance of Overhead Lines ..................................... .................. 26,600.00 
Cr. 595, Maintenance of Line Transformers ................................ .................. 15,300.00 
Cr. 597, Maintenance of Meters ................................................... .................. 5,200.00 
Cr. 920, Administrative and General Salaries ............................. .................. 25,491.00 
Cr. 921, Office Supplies and Expenses ......................................... .................. 3,509.00 

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 .............................................................................. 63,324.26 

Retirement Loss: 
Account 108.5, Accumulated Provision for Depreciation of Transmission 

Plant ............................................................................................................. 93,462.82 
Account 108.6, Accumulated Provision for Depreciation of Distribution 

Plant ............................................................................................................. 240,599.35 
Account 426.5, Other Deductions ..................................................................... 275,000.00 
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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: 63,324.26÷1,255,837.16=.0504=5.0% 
Retirement: 609,062.17÷1,255,837.16=.4850=48.5% 
Construction: 547,029.04÷1,255,837.16=.4356 = 43.6% 
Administrative: 36,421.69÷1,255,837.16=.0290=2.9% 
Maintenance: $1,000,000.00×5.0%= ........................................................................... $50,000.00 
Retirement: $1,000,000.00×48.5%= ............................................................................ 485,000.00 
Construction: $1,000,000.00×43.6%= ......................................................................... 436,000.00 
Administrative: $1,000,000.00×2.9%= ....................................................................... 29,000.00 

Total ............................................................................................................. 1,000,000.00 

Distribution of FEMA Funds—Maintenance 
Account 571: 3,675.60÷63,324.26=.0580=5.8% 
Account 593: 33,687.24÷63,324.26=.5320=53.2% 
Account 595: 19,365.86÷63,324.26=.3058=30.6% 
Account 597: 6,595.56÷63,324.26=.1041=10.4% 
Account 571: $50,000.00×5.8%= ................................................................................. $2,900.00 
Account 593: $50,000.00×53.2%= ................................................................................ 26,600.00 
Account 595: $50,000.00×30.6%= ................................................................................ 15,300.00 
Account 597: $50,000.00×10.4%= ................................................................................ 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÷609,062.17=.3950=39.5% 
Account 426.5: 275,000.00÷609,062.17=.4515=45.2% 
Account 108.5: $485,000.00×15.3%= ............................................................................ $74,205.00 
Account 108.6: $485,000.00×39.5%= ............................................................................ 191,575.00 
Account 426.5: $485,000.00×45.2%= ............................................................................ 219,220.00 

Total ............................................................................................................. 485,000.00 

Distribution of FEMA Funds—Construction 
Account 186: 1,319.85÷547,029.04=.0024=.2% 
Account 355: 161,784.05÷547,029.04=.2958=29.6% 
Account 356: 124,704.77÷547,029.04=.2280=22.8% 
Account 364: 99,075.40÷547,029.04=.1811=18.1% 
Account 365: 104,142.22÷547,029.04=.1904=19.0% 
Account 368: 25,036.07÷547,029.04=.0457=4.6% 
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Account 369: 28,865.08÷547,029.04=.0528=5.3% 
Account 373: 2,101.67÷547,029.04=.0038=.4% 
Account 186: $436,000.00×.2%= ................................................................................. $872.00 
Account 355: $436,000.00×29.6%= .............................................................................. 129,056.00 
Account 356: $436,000.00×22.8%= .............................................................................. 99,408.00 
Account 364: $436,000.00×18.1%= .............................................................................. 78,916.00 
Account 365: $436,000.00×19.0%= .............................................................................. 82,840.00 
Account 368: $436,000.00×4.6%= ................................................................................ 20,056.00 
Account 369: $436,000.00×5.3%= ................................................................................ 23,108.00 
Account 373: $436,000.00×.4%= ................................................................................. 1,744.00 

Total ............................................................................................................. 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: $29,000.00×87.9%= ................................................................................ $25,491.00 
Account 921: $29,000.00×12.1%= ................................................................................ 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), requires reporting 
entities to review all long-lived assets 
and certain identifiable intangibles 
that are to be held, used, or disposed of 
by that entity for impairment when-
ever events and changes in cir-
cumstances indicate that the carrying 
amount of the asset may not be recov-
erable. If the sum of the expected fu-
ture cash flows (undiscounted and 
without interest charges) is less than 
the carrying value of the asset, the en-
tity must recognize an impairment 
loss. The impairment loss is measured 
as the amount by which the carrying 
amount of the asset exceeds the fair 
value of the asset. The impairment loss 
is reported as a component of income 
from continuing operations before in-
come taxes for entities presenting an 
income statement and in the statement 
of activities of not-for-profit organiza-
tions. Statement No. 121 does not apply 
to assets included in the scope of 
Statement of Financial Accounting 
Standards No. 90, Regulated Enter-
prises—Accounting for Abandonments 
and Disallowances of Plant Costs. 

Assets To Be Held or Used 

Entities are required to review long- 
lived assets and certain identifiable in-
tangibles whenever events or changes 

in circumstances indicate that the car-
rying value of the asset may not be re-
coverable. For example: 

1. A significant decrease in the mar-
ket 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 the value of an asset; 

5. An adverse action or assessment by 
a regulator; 

6. An accumulation of costs signifi-
cantly in excess of the amount origi-
nally expected to acquire or construct 
an asset; and 

7. A current period operating or cash 
flow loss combined with a history of 
operating or cash flow losses or a pro-
jection or forecast that demonstrates 
continued losses associated with an 
asset used for the purpose of producing 
revenue. 

The impairment of the asset is meas-
ured by estimating the future cash 
flows expected to result from the use of 
the asset and its disposition. Assets are 
grouped at the lowest level for which 
there are identifiable cash flows that 
are largely independent of the cash 
flows of other groups of assets. Future 
cash flows are those cash inflows that 
are expected to be generated by the 
asset less the cash outflows expected to 
be necessary to maintain those inflows. 
If the future cash flows (undiscounted 
and without interest charges) are less 
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than the carrying value of the asset, an 
impairment loss must be recognized. If 
the expected future cash flows are 
greater than the carrying value of the 
asset, no impairment loss exists. 

The impairment loss is the amount 
by which the carrying amount (acquisi-
tion cost less accumulated deprecia-
tion) of the asset exceeds the fair value 
of the asset. The fair value of the 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 evi-
dence of fair value. If this information 
is not available, the fair value should 
be based upon the best information 
available. Consideration should be 
given to the price of similar assets and 
valuation techniques such as the 
present value of the expected future 
cash flows discounted at a rate rep-
resentative of the risk involved, op-
tion-pricing models, matrix pricing, 
option-adjusted spread models, and 
fundamental analysis. All available in-
formation should be considered when 
using the above pricing techniques. 

If an impairment is recognized, the 
carrying value of the asset is reduced 
to the lower of its fair value or its car-
rying value and, if depreciable, depre-
ciated over the remaining useful life. 
Previously recognized impairment 
losses cannot be restored. If the asset 
was acquired in a business combination 
and there is goodwill resulting from 
the transaction, the goodwill is in-
cluded in the asset grouping and re-
duced or eliminated before any adjust-
ment is made to the 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 as-
sets 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 state-
ment or the statement of activities in 
which the impairment loss is aggre-
gated if that loss has not been pre-
sented as a separate caption or re-
ported parenthetically on the face of 
the statement; and 

4. If applicable, the business seg-
ment(s) affected. 

Assets To Be Disposed 

Statement No. 121 also applies to all 
long-lived assets and certain identifi-
able intangibles for which manage-
ment, having the authority to approve 
the action, has committed to a plan of 
disposal 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, Unusual and Infre-
quently Occurring Events and Trans-
actions. An asset to be disposed of is 
carried at the lower of its carrying 
amount (acquisition cost less accumu-
lated depreciation) or its fair value less 
cost to sell. 

The fair value of the asset to be dis-
posed of is computed in the same man-
ner as that for an asset to be held or 
used by the entity. Selling costs in-
clude the incremental direct cost to 
transact the sale—broker commissions, 
legal fees, title transfer, and other 
closing costs that must be incurred be-
fore legal title can be transferred. 
Costs such as insurance, security serv-
ice, and utilities are generally excluded 
unless these costs are part of a con-
tractual agreement that obligates the 
entity to incur such costs in the future. 
If the asset’s fair value is based upon 
current market price or the current 
selling price for a similar asset, the 
fair value is considered a current 
amount and is not discounted. If, how-
ever, the fair value is based upon dis-
counted expected future cash flows and 
if the sale is to occur beyond one year, 
the cost to sell must also be dis-
counted. Assets covered by this state-
ment are not depreciated (amortized) 
while being held for disposal. 

Subsequent revisions in estimates of 
fair value less cost to sell are reported 
as adjustments to the carrying amount 
of the asset to be disposed of as long as 
the carrying amount of the asset 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 cir-
cumstances leading to the expected 
disposal, the expected disposal date, 
and the carrying amount of those as-
sets; 
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2. If applicable, the business seg-
ment(s) in which the assets to be dis-
posed of are held; 

3. The amount, if any, of the impair-
ment loss resulting from the adoption 
of this statement; 

4. The gain or loss, if any, resulting 
from subsequent revisions in the esti-
mates of fair value less cost to sell; 

5. The caption in the income state-
ment or statement of activities in 
which the gains or losses are aggre-
gated 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 enti-
ty’s results of operations for the period 
and can be identified. 

Accounting Requirements 

All borrowers must adopt the ac-
counting prescribed by Statement No. 
121. 

Effective Date and Implementation 

Statement No. 121 is effective for fi-
nancial statements for fiscal years be-
ginning after December 15, 1995. Im-
pairment losses resulting from the ap-
plication 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 ap-
plied and met. Impairment losses at-
tributable to assets to be disposed of 
must be reported as the cumulative ef-
fect 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 implemen-
tation date, the following entry should 
be recorded: 

Dr. 426.5, Other Deductions 
Cr. 300 Series of Accounts, Plant Ac-

counts 
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 re-
corded: 

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 dis-
posed. 

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 re-
vision 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 In-

come 
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 sys-
tems. One such system, developed by 
Hunt Technologies, Inc., is called by its 
brand name, the Turtle system. In ad-
dition 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 (retro-
fitted) inside the meter; 

2. A receiver located in each sub-
station; and 

3. Monitoring and programming 
equipment (software and personal com-
puter) usually located in the head-
quarters building. 
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The system transmits continuous in-
formation 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 read-
ers at the same time. The data is then 
transmitted to the headquarters moni-
toring equipment via telephone line or 
an equivalent communication system. 

The technical literature and other in-
formation provided by the manufac-
turer 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 ac-
count 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 de-
vice and retrofitting the meter with 
the meter reader unit shall be capital-
ized 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, ei-
ther fitted or retrofitted with the de-
vice; the receiver; the personal com-
puter; and the system software. The 
meters, receivers, and personal com-
puter shall be depreciated over the 
manufacturer’s estimated useful serv-
ice life. The system software shall be 
depreciated over the estimated useful 
service life of the program not to ex-
ceed 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 tech-

nology geographic data collection sys-
tem to update and modernize their sys-
tem maps. GPS uses a system of sat-
ellites orbiting the earth to establish 
plant locations with pinpoint accuracy. 
By triangulating from three satellites 
and using radio signals to measure dis-
tances 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 map-
ping conversion software. 

All equipment associated with GPS is 
dedicated to the mapping effort. The 
base station is installed at a fixed loca-
tion and ties satellite measurements 
into a solid local reference. The remote 
station is a portable receiver that is 
taken into the field to determine loca-
tions and is moved from site to site. 
The GPS program is the application 
software that operates the station 
equipment and is used by layout tech-
nicians to gather information of exist-
ing and new facilities in the field. The 
conversion software is used for con-
verting the GPS and inventory infor-
mation 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 com-
ponents 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 sub-
account of Account 391, Office Fur-
niture and Equipment. 

2. GPS Program and Conversion Soft-
ware for Mapping. The cost of GPS pro-
gram 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 sur-
vey and field inventory of the existing 
system, by either a consultant or the 
utility’s own forces, shall be charged to 
Account 588, Miscellaneous Distribu-
tion Expenses. 
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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 in-
stalled in a new meter. The ERT device 
‘‘encodes’’ energy consumption and 
transmits this information to a radio 
transceiver equipped handheld com-
puter. 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 ac-
count in which the equipment shall be 
recorded. The components of the radio- 
based automatic meter reading system 
shall be recorded in Account 370, Me-
ters. The cost of the meter reader en-
coding device and retrofitting the 
meter with the meter reader unit shall 
be capitalized to the cost of the exist-
ing meter. Any associated operating 
expenses shall be charged to Account 
586, Meter Expenses, with maintenance 
expenses charged to Account 597, Main-
tenance of Meters. 

Separate continuing property records 
shall be established for the meters, ei-
ther fitted or retrofitted with the de-
vice; the handheld computer; and the 
upload software. The meters and 
handheld computer shall be depre-
ciated over the manufacturer’s esti-
mated useful service life. The upload 
software shall be depreciated over the 
estimated useful service life of the pro-
gram not to exceed 5 years. 

201 Supplemental Financing 

Many borrowers secure additional fi-
nancing from sources other than RUS. 
CFC was established to provide a 
source of supplemental financing. Al-
though the accounting provided in this 
section refers to CFC, it is applicable 
to other sources of supplemental fi-
nancing 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 Invest-
ments in Associated Organizations. 

2. Subscriptions 
The subscription agreement to pur-

chase Capital Term Certificates (CTCs) 
is a binding obligation to pay an initial 
subscription in equal annual payments 
over the first three years and an addi-
tional 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 bor-
rower shall estimate the amount of 
CTCs that are required to be pur-
chased. Estimates are not expected to 
be precise and adjustments shall be 
made when future projections indicate 
a change is needed. When the agree-
ment to purchase CTCs is made, an 
entry shall be recorded debiting Ac-
count 123.21, Subscriptions to Capital 
Term Certificates—Supplemental Fi-
nancing, and crediting Account 224.11, 
Other Long-Term Debit—Subscrip-
tions. When the CTCs are actually pur-
chased, 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 Financ-
ing 

Cr. 123.21, Subscriptions to Capital 
Term Certificates—Supplemental 
Financing 

3. Interest Receipts 
Interest accrues monthly to the hold-

er 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 Receiv-

able 
Cr. 419, Interest and Dividend Income 

To record the monthly accrual of inter-
est. 

Dr. 131.1, Cash—General 
Cr. 171, Interest and Dividends Re-

ceivable 
To record the receipt of interest pro-

ceeds from the investment in CTCs. 
NOTE: Any amounts received in excess of 

the previous accruals shall be credited to Ac-
count 419. 
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Interest penalties may be charged by 
CFC for late payments on any subscrip-
tion 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 appro-
priate subaccount of Account 224, 
Other Long-Term Debt, shall be cred-
ited. If the note is due less than one 
year from the date of the note, Ac-
count 231, Notes Payable, shall be cred-
ited. 

When a loan from CFC has been con-
summated and a note is executed, Ac-
count 224.13, Supplemental Financing 
Notes Executed—Debit, shall be deb-
ited; 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 depos-
ited into the Construction Fund Trust-
ee Account. 

From two to seven percent, depend-
ing 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 bor-
rower’s first requisition under the CFC 
loan, the following entry shall be re-
corded: 
Dr. 131.2, Cash—Construction Fund— 

Trustee 
Dr. 123.22, Investments in Capital Term 

Certificates—Supplemental Financ-
ing 

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 coopera-
tive basis, a borrower may receive cap-
ital credit allocations. These alloca-
tions are usually based upon the bor-
rower’s participation in the lending 

program with participation measured 
by the amount of interest expense and 
conversion costs incurred. 

To account for patronage capital al-
locations from cooperative lenders, the 
following journal entries shall be re-
corded: 

Dr. 123.1, Patronage Capital from Asso-
ciated Cooperatives 

Cr. 424, Other Capital Credits and Pa-
tronage Capital Allocations 

To record the allocation of capital 
credits from a cooperative lender. 

NOTE: If any portion of the interest ex-
pense was capitalized as a component of con-
struction cost, a similar portion of the cap-
ital credit allocation shall be credited to 
construction rather than to Account 424. The 
portion credited to construction shall be de-
termined by applying the percentage of in-
terest expense charged to construction for 
that particular lender to the interest ex-
pense incurred for that lender. 
Dr. 131.1, Cash—General 

Cr. 123.1, Patronage Capital from As-
sociated 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 ap-
plied to unpaid energy bills, with the 
balance remitted by check to the cus-
tomer. 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 de-
posits shall remain in Account 235, 
Customer Deposits, until the legal li-
ability of the cooperative to make such 
a refund has elapsed. When there is no 
further legal liability to refund the de-
posit and if it does not escheat to the 
state, it shall be transferred to Ac-
count 144, Accumulated Provision for 
Uncollectible Customer Accounts— 
Credit, retaining full information of all 
particulars. 

401 Computer Software Costs 

Computer software consists of pro-
grams and routines (sets of computer 
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instructions) which direct the oper-
ation 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 pro-
vides operating support for individual 
applications. This would include pro-
grams for such tasks as making print-
outs of machine-readable records, sort-
ing records, organizing and maintain-
ing files, translating programs written 
in a symbolic language into machine- 
language instructions, and scheduling 
jobs through the computer. These pro-
grams are generally furnished by the 
manufacturer. 

Application software consists of a set 
of instructions for performing a par-
ticular data processing task. Applica-
tion programs are generally written by 
the user installation, but are fre-
quently obtained as prewritten pack-
ages from software vendors. Applica-
tion software includes programs such 
as payroll, billing, general ledger, as 
well as engineering or managerial ap-
plications. 

Costs incurred with the purchase or 
development of computer software 
shall be accounted for as follows: 

1. Capitalize in a subaccount of Ac-
count 391, Office Furniture and Equip-
ment, all costs for generalized soft-
ware. 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 appro-
priate to include the full amount in 
hardware costs. Capitalize in a sepa-
rate subaccount of Account 391, all 
costs for applications software deter-
mined to have a service life of over one 
year. Depreciate the cost over the esti-
mated useful service life of the pro-
gram. This depreciation period shall 
not exceed five (5) years. RUS realizes, 
however, that there may be cir-
cumstances 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 ex-
tended period, written justification 
shall be submitted to RUS for ap-
proval. 

2. Expense in Account 921, Office Sup-
plies and Expenses, in the period in-
curred, all costs associated 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 Ac-
count 921, the unamortized cost of all 
software determined, during the year, 
to be no longer used by or useful to the 
cooperative. Such costs that are clear-
ly applicable to any category of oper-
ating expenses other than the adminis-
trative and general category, however, 
shall be included in the appropriate ac-
count in such category. In accordance 
with the USoA, no portion of such 
costs shall be capitalized to construc-
tion or retirement activities. 

In determining the total cost of pur-
chased or internally developed soft-
ware, the following items shall be in-
cluded: 

a. Costs incurred for feasibility stud-
ies if they result in the purchase or de-
velopment of software; 

b. All costs related to the actual pur-
chase or development of the software. 
These costs must be specifically identi-
fiable with the software and properly 
supported by time cards, invoices, or 
other documents; and 

c. All costs incurred in ‘‘testing and 
debugging’’ the software. 

Computer software costs are properly 
chargeable to Account 107, Construc-
tion Work in Progress, provided that 
the following criteria are met: 

1. The computer program is specifi-
cally dedicated to performing a con-
struction related activity, and 

2. The cost of the software is 
itemized separate and apart from other 
hardware and software costs. 

The cost of software programs meet-
ing the above requirements and having 
an estimated useful service life in ex-
cess of 1 year shall be recorded in Ac-
count 186, Miscellaneous Deferred Deb-
its, and amortized to Account 107, Con-
struction Work in Progress, over the 
estimated service life of the program 
not to exceed 5 years. 

All costs related to training per-
sonnel 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 
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costs of the recordkeeping necessary to 
amortize these costs outweigh the ben-
efits 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 activi-
ties, loan activities, or general serv-
ices. 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 there-
to, which can be identified and sup-
ported as such, shall be capitalized in 
Account 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 identi-
fied will require expensing to either 
Account 417.1, Expenses of Nonutility 
Operations, or Account 923, Outside 
Services Employed, as appropriate. 

To properly support the capitaliza-
tion or deferral of legal fees, the attor-
ney shall provide an itemization of 
services performed and the cor-
responding costs. Only those costs spe-
cifically identified by the attorney as 
being related to construction or loan 
activities shall be capitalized or de-
ferred as described above. 

403 Leases 

Lease transactions shall be ac-
counted for as either a capital lease or 
an operating lease depending upon 
whether or not the lease meets the cri-
teria 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 trans-
fers substantially all of the benefits 
and risks inherent in the ownership of 
the property to the lessee, who ac-

counts for the lease as an acquisition 
of an asset and the incurrence of a li-
ability. 

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 pay-
ments 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 trans-
ferred to the lessee by the end of the 
lease term; 

2. The lease contains a bargain pur-
chase option; 

3. The lease term is equal to 75 per-
cent or more of the estimated useful 
life of the leased property; or 

4. The present value of the lease pay-
ments 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 ex-
ceeds the fair value of the leased prop-
erty at the inception of the lease, the 
asset shall be recorded at its fair mar-
ket 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 sepa-
rately according to the detailed ac-
counts (301–399) provided for electric 
plant in service. 

Monthly payments made under the 
lease obligation shall be charged to 
rent expense, fuel expense, or construc-
tion work-in-progress as they become 
payable. Similarly, the leased asset 
and the associated obligation shall be 
reduced by the current amount due. 
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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 
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 fol-
lows: 
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 jour-
nal entries presented in this interpre-
tation debit Account 550, Rents. How-
ever, Account 507, Rents (steam power 
generation); Account 525, Rents (nu-
clear power generation); Account 540, 
Rents (hydraulic power generation); 
Account 550, Rents (other power pro-
duction); Account 567, Rents (trans-
mission expense); Account 589, Rents 
(distribution expense); and Account 
931, Rents (general and administra-
tive), should be charged, as appro-
priate, depending upon the function of 
the equipment being leased. 

404 Consolidated Financial 
Statements 

In October 1987, the Financial Ac-
counting Standards Board issued 
Statement of Financial Accounting 
Standards No. 94, Consolidation of All 
Majority-Owned Subsidiaries (State-
ment No. 94). For purposes of reporting 

to RUS, Statement No. 94 shall be ap-
plied as follows: 

1. An RUS borrower that is a sub-
sidiary of another entity shall prepare 
and submit to RUS separate financial 
statements even though this financial 
information is presented in the par-
ent’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 supple-
mentary schedules presenting a Bal-
ance Sheet and Income Statement for 
each majority-owned subsidiary in-
cluded 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 in-
vestments. For distribution borrowers, 
this requires that the investment be 
shown on Form 7 in Part C, Balance 
Sheet, on line 7, Investments in Sub-
sidiary Companies, or line 9, Invest-
ments 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 In-
vestments. For generation and trans-
mission borrowers, the investments 
should be shown on Form 12, in Section 
C, Balance Sheet, on Line 7, Invest-
ments in Subsidiary Companies, or 
Line 9, Investments in Associated Or-
ganizations—Other—General Funds, as 
appropriate. The result of operations 
should be shown in Section A, State-
ment 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 re-
late to the application of the standard 
bylaw provisions. 

The entries required, at year’s end, 
to record patronage capital trans-
actions where there is no major mer-
chandising program are as follows: 
Dr. 219.1, Operating Margins 
Dr. 219.2, Nonoperating margins 
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Cr. 201.2, Patronage Capital Assign-
able 

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 dol-
lar 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 cap-
ital to be credited to each consumer 
account. Divide ‘‘1’’ by ‘‘2’’. 

4. Determine the amount of capital 
to be credited to each consumer. Mul-
tiply the individual consumer’s 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 fol-
lows: 

1. Determine the total amount to be 
assigned for the year. 

2. Determine the total amount of rev-
enue received from each classification 
of customers. 

3. Determine the total cost of power 
for each classification of customers. 
(For example, use cost per kWh sold). 

4. For each classification of cus-
tomers subtract the amount obtained 
in ‘‘3’’ from the amount obtained in 
‘‘2,’’ to obtain the total amount re-
ceived, less cost of power, by classifica-
tion 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 classifica-
tion 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 classifica-
tion of customers. 

7. Multiply the total amount to be al-
located (amount obtained in ‘‘1’’) by 

the prorata percentage for each classi-
fication 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 classifica-
tion of customers (amount obtain in 
‘‘2’’) to obtain the percentage factor for 
each classification of customers. 

9. Determine the total amount re-
ceived from each individual customer. 

10. Multiply the total amount re-
ceived from each individual customer 
(amount obtained in ‘‘9’’) by the per-
centage factor for his classification 
(amount obtained in ‘‘8’’) to obtain the 
amount of capital to be assigned each 
individual customer. 

After calculating the patronage cap-
ital to be credited to each customer, 
there is usually a small balance re-
maining. This small balance shall re-
main in Account 201.2, Patronage Cap-
ital Assignable, and shall be added to 
the amount to be assigned in the fol-
lowing 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 As-
signable accounts to the Patrons’ Cap-
ital Credits Assigned accounts or to 
the Patrons’ Capital Credits accounts 
and the making of entries to individual 
patron’s records constitutes an assign-
ment of capital credits. This holds true 
for recordkeeping purposes as well as 
from a legal point of view. This assign-
ment shall be followed by formal noti-
fication to patrons within a reasonable 
period of time. 

In the event that a distribution coop-
erative incurs a net loss, that loss shall 
not be allocated to its members (pa-
trons). The loss shall be accumulated 
and offset by future nonoperating mar-
gins. 

502 Patronage Capital Retirements 

As the board of directors has the re-
sponsibility for determining whether 
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the financial condition of the coopera-
tive will permit retirement of capital 
credits and whether the proposed re-
tirement 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 cred-
its shall be as follows: 
Dr. 201.1, Patronage Capital Credits 

Cr. 238.1, Patronage Capital Payable 
To record the board of directors’ au-

thorization to make payments of 
capital credits. 

Dr. 238.1, Patronage Capital Payable 
Cr. 131.1, Cash—General. 

To record actual cash payments of cap-
ital credits. 

NOTE: To provide better control over the 
payment of patronage capital credits, a spe-
cial 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 internal control and to 
facilitate the settlement of estates, the 
board should adopt a policy specifying 
exactly how payments of capital cred-
its shall be made to the estates of de-
ceased patrons. Payments made to es-
tates shall be recorded as follows: 
Dr. 201.1, Patronage Capital Credits 

Cr. 131.1, Cash—General 
To record the payment of capital cred-

its when an estate is settled by re-
funding 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 cred-
its 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 Assign-

able 
To record the reallocation to current 

patrons of the amount of the dis-
count, if provided for in the bylaws. 

If a capital credit check is returned 
due to an inability to locate the pa-
tron, 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 cred-
ited 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 pa-
tron to facilitate payment if his or her 
whereabouts is subsequently deter-
mined. 

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, appro-
priate amounts shall be included to 
cover payments due these patrons. The 
cooperative shall then make a reason-
able 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 pay-
ment checks are returned. 

Under the standard bylaw provisions 
recommended by RUS, it is not proper 
to use capital credits that were as-
signed to former patrons to liquidate 
their delinquent bills. When the stand-
ard 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 accu-
mulated provision for uncollectible ac-
counts. If the patron has capital cred-
its assigned to him or her, these re-
main untouched except for a notation 
to indicate the amount of the unpaid 
bill. When a general retirement of cap-
ital 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 con-
cerning the accounting for the balances 
in Accounts 218, Capital Gains and 
Losses; 219.3, Other Margins; 219.4, 
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Other Margins and Equities-Prior Peri-
ods; 434, Extraordinary Income; and 
435, Extraordinary Deductions. The 
balance in these accounts shall be ac-
counted 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 As-
signable, unless otherwise provided for 
in the bylaws. 

2. The balances in Account 434, Ex-
traordinary 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, Cap-
ital Gains and Losses, shall remain in 
these accounts unless they are allo-
cated to patrons or used to absorb fu-
ture losses as provided for in the by-
laws of the cooperative. 

When a cooperative is engaged in a 
major merchandising activity, all costs 
properly chargeable to the merchan-
dising 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. Merchan-
dising activities of this nature may re-
quire a bylaw provision allowing for 
the allocation of margins generated by 
a major merchandising activity sepa-
rate from other operating or nonop-
erating 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 219.3, Other 
Margins; the credit balances in Ac-
counts 218, 219.2, or 219.3 resulting from 
prior years’ operations shall be trans-
ferred, to the extent necessary, to off-
set such deficits. If the board deter-
mines that amounts shall be allocated 
to prior years’ patrons, the credit bal-
ances remaining in these accounts 
shall be transferred to Account 201.2, 
Patronage Capital Assignable. 

If there are current year’s losses re-
sulting in debit balances in either Ac-

count 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 re-
ceived until after the close of the year 
to which it relates. If precise informa-
tion cannot be obtained from the G&T 
within a reasonable time, capital cred-
its shall be recorded on an estimated 
basis. The difference between the esti-
mated 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 pro-
vided for in the bylaws. Unlike dis-
tribution cooperatives, a G&T has the 
option to offset accumulated losses 
with future operating and/or nonop-
erating margins. 

505 Patronage Capital Furnished by 
Other Cooperative Service Organiza-
tions 

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 mu-
tual enterprises. These enterprises 
often make patronage refunds or pro-
vide 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 
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such capital may be retired at some fu-
ture date upon certain conditions hav-
ing been met. The following provides 
the accounting journal entries for 
these types of transactions: 

1. Insurance policy refunds from mu-
tual companies, in cash or as credits 
against subsequent purchases, shall be 
credited to the appropriate expense ac-
count. If sufficient information is not 
available to credit the refunds to the 
appropriate expense accounts, they 
shall be credited to Account 165, Pre-
payments, and reduce premiums for the 
current year. 

2. Patronage capital allocations from 
cooperatives, other than mutual insur-
ance 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 patron-
age capital credits between Account 424 
and construction work-in-progress 
shall be made on an equitable basis. 
For example, patronage capital alloca-
tions received from a cooperative 
money lender are allocated between 
Account 424 and construction work-in- 
progress based upon the ratio of inter-
est charged to construction for that 
particular lender to total interest ex-
pense incurred for that lender. Patron-
age capital allocations received from a 
material supplier are allocated based 
upon the ratio of materials charged to 
construction to total materials pur-
chased. 

3. The face amount of patronage cap-
ital certificates received by the cooper-
ative from the purchase of goods or 
services from cooperative money lend-
ers (CFC), oil dealers, material sup-
pliers, pole treating plants, commu-
nications services, and others shall be 
charged to either Account 123.1, Pa-
tronage Capital from Associated Co-
operatives, or Account 124, Other In-
vestments, as appropriate. Account 
123.1 shall include investments in only 
those cooperatives, or enterprises, that 
are directly related to the electric util-
ity industry and controlled by the elec-
tric cooperatives. These include state-
wide 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 pre-
scribe certain rules and regulations 
concerning membership in the coopera-
tive. Among these are provisions for 
forfeiture of membership fees. Some 
bylaws provide for application of mem-
bership fees against any unpaid ac-
counts 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 cred-
ited 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 

The costs of employees’ fringe bene-
fits (hospitalization, retirement, holi-
day, sick and vacation pay, etc.) shall 
be accumulated in an appropriate 
clearing account and allocated month-
ly on the basis of payroll. Vacation 
costs shall be accrued monthly by ap-
propriate credits to an accrual ac-
count. These monthly accruals shall be 
allocated on the basis of direct payroll 
costs to construction, retirement, and 
the applicable operations, mainte-
nance, and administrative expense ac-
counts. 

Sick leave costs are not normally ac-
crued 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 so-
cial 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 Com-
pensated 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: 
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1. The employer’s obligation for pay-
ment for future absences is attrib-
utable to employees’ services already 
performed. 

2. The obligation relates to employee 
rights which vest or accumulate. Vest-
ed 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 es-
timated. 

A company’s liability shall be esti-
mated based upon payments it expects 
to make as a result of employees’ work 
already performed. If a reasonable esti-
mate cannot be made, the company 
shall disclose that fact in the financial 
statements. 

Statement No. 43 does not apply to 
severance or termination pay, post-
retirement benefits, deferred com-
pensation, 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. 108.8, Retirement Work in Progress 
Dr. Various Operations, Maintenance, 

and Administrative Expense Ac-
counts 

Cr. 242.3, Accrued Employees Vacation 
and Holidays 

To record the liability for benefits 
earned in the current period. 

603 Employee Retirement and Group 
Insurance 

Some borrowers have group insur-
ance or retirement plans or both for 
their employees. As a general rule the 
cost of these programs is borne par-

tially by the cooperative and partially 
by its employees. The cooperative may 
pay the full cost in advance and re-
cover the employee’s share through 
payroll deductions. The accounting for 
these transactions is as follows: 

1. The cooperative’s advanced pay-
ment of premiums on insurance and re-
tirement agreements shall be charged 
to Account 165, Prepayments, for the 
employers portion, and Account 143, 
Other Accounts Receivable, for the em-
ployee’s portion. 

2. The cost of the employer’s portion 
of a retirement and group insurance 
program shall be charged to construc-
tion 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 di-
rect labor dollars or direct labor hours 
depending upon which allocation tech-
nique provides the most equitable dis-
tribution of costs. 

604 Deferred Compensation 

Many utilities participate in the 
NRECA Deferred Compensation Pro-
gram. Based upon the provisions of the 
program, the following accounting en-
tries shall be made: 

Dr. 186.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 an-
nual deposit to NRECA’s 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, Re-
tirement Work in Progress, or the 
Various Operations, Maintenance, 
and Administrative Expense Ac-
counts, as appropriate. 

Cr. 186.XX, Miscellaneous Deferred 
Debits—Deferred Compensation 

To record monthly accrual of deferred 
compensation. 
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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 par-
ticipate in the deferred compensation 
program with an annual account state-
ment 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 en-
tries shall be recorded to recognize the 
increase or decrease in the fund assets: 

Dr. 128, Other Special Funds—Deferred 
Compensation 

Cr. 419, Interest and Dividend Income 
Cr. 421, Miscellaneous Nonoperating In-

come 
To record an increase in the fund value 

as of December 31, 19xx, resulting 
from interest and dividend income 
and from unrecognized holding gains 
on trading securities. 

Dr. Various Operations, Maintenance, 
and Administrative Expense Ac-
counts 

Cr. 228.3, Accumulated Provision for 
Pensions and Benefits 

To record an increase in the liability to 
the employee resulting from an in-
crease 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, 19xx, resulting from un-
recognized holding losses on trading 
securities. 

Dr. 228.3, Accumulated Provision for 
Pensions and Benefits 

Cr. Various Operations, Maintenance, 
and Administrative Expense Ac-
counts 

To record a decrease in the liability to 
the employee resulting from a de-
crease in the investment account. 

Payments made to participating em-
ployees because of retirement or sepa-
ration for other reasons shall be re-
corded 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 de-

ferred 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 Ac-
counts 

Cr. 131.1, Cash—General 
To record payment to employee for de-

ferred compensation. Payment was 
made because amount returned did 
not equal salary deferred. 

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 bene-
ficiary. Such arrangements shall be ac-
counted for as follows: 

1. Charge Account 426.2, Life Insur-
ance, for the net amount of the pre-
mium paid each year on the insurance 
policy. 

2. At the anniversary date of the pol-
icy each year, charge Account 124, 
Other Investments, and credit Account 
426.2, Life Insurance, with the amount 
of the annual increase in the cash sur-
render value of the policy; provided 
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such increase is less than the net pre-
mium 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 sur-
render value increase equal to the net 
premium paid shall be credited to Ac-
count 426.2. The remainder is to be 
credited to Account 419, Interest and 
Dividend Income. 

3. Upon retirement of the insured em-
ployee 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 de-
cided to grant to the retiring insured 
employee all, or any portion, of the 
cash received upon surrender of the 
policy, Account 926, Employee Pen-
sions 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 insur-
ance company. Credit Account 124, 
Other Investments, for the cash sur-
render value previously charged there-
to, and credit the remainder to Ac-
count 421, Miscellaneous Nonoperating 
Income. 

606 Pension Costs 

With the issuance of Statement of Fi-
nancial 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 high-
light the accounting and reporting re-
quirements for the major types of pen-
sion plans. It should be noted, however, 
that the definitions and accounting 
procedures outlined in this section re-
late to financial accounting and they 
may differ from those used for tax ac-
counting. 

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 cur-

rent wages, retirement income pay-
ments in future years after the em-
ployee 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 sur-
vivors live, how many years of service 
the employee renders, and the employ-
ee’s compensation in the years imme-
diately before retirement or termi-
nation. 

Under a defined benefit plan, the de-
termination of pension costs, assets, li-
abilities, and the disclosures in the fi-
nancial statements require many cal-
culations and assumptions to be made. 
This section provides a general over-
view of the accounting and reporting 
requirements associated with a defined 
benefit pension plan. Consult State-
ment No. 87 for guidance in making the 
necessary calculations and assumption. 

The accounting and reporting re-
quirements related to a defined benefit 
pension plan are as follows: 

1. The following components shall be 
included in the periodic recognition of 
net pension cost by an employer spon-
soring a defined benefit pension plan: 

a. The service cost component recog-
nized 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 attribu-
tion method and assumptions. 

b. The interest cost component rec-
ognized in a period shall be determined 
as the increase in the projected benefit 
obligation due to the passage of time. 
Measuring the projected benefit obliga-
tion 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 re-
turn on plan assets, if any, shall be de-
termined based upon the fair value of 
plan assets at the beginning and the 
end of the period, adjusted for con-
tributions and benefit payments. 

d. Plan amendments (including initi-
ation of a plan) often include provi-
sions that grant increased benefits 
based upon services rendered in prior 
period. Because plan amendments are 
granted with the expectation that the 

VerDate Nov<24>2008 13:42 Feb 22, 2010 Jkt 220023 PO 00000 Frm 00196 Fmt 8010 Sfmt 8010 Y:\SGML\220023.XXX 220023W
R

ei
er

-A
vi

le
s 

on
 D

S
K

G
B

LS
3C

1P
R

O
D

 w
ith

 C
F

R



187 

Rural Utilities Service, USDA § 1767.41 

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 amend-
ment but provides for recognition dur-
ing the future service periods of those 
employees active at the date of the 
amendment who are expected to re-
ceive benefits under the plan. 

The cost of retroactive benefits (in-
cluding benefits that are granted to re-
tirees) 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 fu-
ture 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 plan’s participants are inactive, 
the cost of retroactive plan amend-
ments affecting benefits of inactive 
participants shall be amortized based 
upon the remaining life expectancy of 
those participants rather than the re-
maining service period. 

To reduce the complexity and detail 
of the computations required, con-
sistent use of an alternative amortiza-
tion approach that more rapidly re-
duces the unrecognized cost of retro-
active 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 ac-
ceptable. The alternative method used 
shall be disclosed. 

In some situations, a history of reg-
ular plan amendments and other evi-
dence may indicate that the period 
during which the employee expects to 
realize economic benefits from an 
amendment granting retroactive bene-
fits is shorter than the entire remain-
ing service period of the active employ-
ees. Identification of such situations 
requires an assessment of the indi-
vidual circumstances and the sub-
stance of the particular plan situation. 
In those circumstances, the amortiza-
tion of prior service cost shall be accel-
erated to reflect the more rapid expira-
tion of the employer’s economic bene-
fits and to recognize the cost in the pe-
riods benefited. 

A plan amendment can reduce rather 
than increase the projected benefit ob-
ligation. 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. 

The expected return on plan assets 
shall be determined based upon the ex-
pected 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 in fair value in a systematic 
and rational manner over not more 
than 5 years. Different ways of calcu-
lating market-related value may be 
used for different classes of assets but 
the manner of determining market-re-
lated value shall be applied consist-
ently from year to year for each asset 
class. 

Asset gains and losses are the dif-
ferences between the actual return on 
assets during a period and the expected 
return on assets for that period. Assets 
gains and losses include both changes 
reflected in the market-related value 
of assets and changes not yet reflected 
in the market-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 re-
quired to be amortized. 

As a minimum, amortization of an 
unrecognized gain or loss (excluding 
asset gains and losses not yet reflected 
in market-related value) shall be in-
cluded 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 
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the projected benefit obligation or the 
market-related value of plan assets. If 
amortization is required, the minimum 
amortization shall be that excess di-
vided 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 ex-
pectancy of the inactive participants 
shall be used instead of average re-
maining service life. 

Any systematic method of amortiza-
tion 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 period in 
which the minimum is greater (i.e., re-
duces the net balance by more), the 
method is applied consistently, the 
method is applied similarly to both 
gains and losses, and the method is dis-
closed. 

The gain or loss component of net 
periodic pension cost shall consist of 
the difference between the actual re-
turn 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 pen-
sion cost) shall be recognized if the net 
periodic pension cost recognized pursu-
ant to Statement No. 87 exceeds 
amounts the employer has contributed 
to the plan. An asset (prepaid pension 
cost) shall be recognized if the net peri-
odic 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 shall recognize a liability 
(including unfunded accrued pension 
cost) that is at least equal to the un-
funded accumulated benefit obligation. 
Recognition of an additional minimum 
liability is required if an unfunded ac-
cumulated benefit obligation exists 
and an asset has been recognized as a 
prepaid pension cost, the liability al-
ready 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, pro-

vided that the asset does not exceed 
the amount of unrecognized prior serv-
ice cost. If an additional liability re-
quired to be recognized exceeds unrec-
ognized 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 balance sheet, the related 
intangible asset and separate compo-
nent of equity shall be eliminated or 
adjusted, as necessary. 

3. An employer sponsoring a defined 
benefit pension plan shall disclose the 
following information: 

a. A description of the plan including 
employee groups covered, type of ben-
efit 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 pen-
sion cost for the period showing sepa-
rately the service cost component, the 
interest cost component, the actual re-
turn on assets for the period, and the 
net total of other components. 

c. A schedule reconciling the funded 
status of the plan with amounts re-
ported in the employer’s balance sheet, 
showing separately, the fair value of 
plan assets, the projected benefit obli-
gation identifying the accumulated 
benefit obligation and the vested ben-
efit obligation, the amount of unrecog-
nized 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 ob-
ligation or net asset existing at the 
date of initial application of Statement 
No. 87, the amount of any additional li-
ability recognized, and the amount of 
net pension asset or liability recog-
nized in the balance sheet (which is the 
net result of combining the previous 
six items). 

d. The weighted-average assumed dis-
count 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. 
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e. If applicable, the amount and type 
of securities of the employer and re-
lated parties included in plan assets, 
and the approximate amount of annual 
benefits of employees and retirees cov-
ered by annuity contracts issued by the 
employer and related parties. Also, if 
applicable, the alternative amortiza-
tion periods used. 

f. An employer that sponsors two or 
more separate defined benefit pension 
plans shall determine net periodic pen-
sion cost, liabilities, and assets by sep-
arately applying the provisions of 
Statement No. 87 to each plan. In par-
ticular, unless an employer clearly has 
a right to use the assets of one plan to 
pay benefits of another, a liability re-
quired to be recognized for one plan 
shall not be reduced or eliminated be-
cause 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 ag-
gregated for all of an employer’s sin-
gle-employer defined benefit plans, or 
plans may be disaggregated into groups 
so as to provide the most useful infor-
mation. 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 uncondi-
tionally undertakes a legal obligation 
to provide specified benefits to specific 
individuals in return for a fixed consid-
eration or premium. An annuity con-
tract 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 em-
ployer) may participate in the experi-
ence of the insurance company. Under 
these contracts, the insurance com-
pany ordinarily pays dividends to the 
purchaser. If the substance of a partici-
pating contract is such that the em-
ployer 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 annu-

ity contract for purposes of Statement 
No. 87. 

To the extent that benefits currently 
earned are covered by annuity con-
tracts, 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 bene-
fits formula to service in the current 
period are covered by nonparticipating 
annuity contracts, the cost of the con-
tracts determines the service cost com-
ponent of net pension cost for that pe-
riod. 

Benefits provided by the pension ben-
efit formula beyond benefits provided 
by annuity contracts (for example, ben-
efits related to future compensation 
levels) shall be accounted for according 
to the provisions applicable to plans 
not involving insurance contracts. 

Benefits covered by annuity con-
tracts shall be excluded from the pro-
jected benefit obligation and the accu-
mulated 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 expe-
rience 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 pur-
chase 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. Oth-
erwise, the participation right shall be 
measured at its amortized cost (not in 
excess of its net realizable value), and 
the cost shall be amortized systemati-
cally over the expected dividend period 
under the contract. 

Other Contracts with Insurance 
Companies 

Insurance contracts that are, in sub-
stance, equivalent to the purchase of 
annuities shall be accounted for as 
such. Other contracts with insurance 
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companies shall be accounted for as in-
vestments 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, pro-
vides 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 de-
fined contribution plan, the pension 
benefits a participant will receive de-
pend only upon the amount contrib-
uted to the participant’s account, the 
returns earned on investments of those 
contributions, and forfeitures of other 
participants’ benefits that may be allo-
cated to the participant’s account. 

To the extent that a plan’s defined 
contributions to an individual’s ac-
count 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 serv-
ice 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) includ-
ing employee groups covered, 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 dur-
ing the period. 

A pension plan having characteristics 
of both a defined benefit plan and a de-
fined 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 applica-
ble to a defined benefit plan. 

Multiemployer Plans 

A multiemployer plan is a pension 
plan to which two or more unrelated 
employers contribute, usually pursuant 
to one or more collective-bargaining 
agreements. A characteristic of multi-
employer plans is that assets contrib-
uted by one participating employer 
may be used to provide benefits to em-
ployees of other participating employ-
ers since assets contributed by an em-
ployer are not segregated in a separate 
account or restricted to provide bene-
fits only to employees of that em-
ployer. 

An employer participating in a mul-
tiemployer plan shall recognize as net 
pension cost, the required contribution 
for the period and shall recognize as a 
liability, any contributions due and un-
paid. The required contribution in-
cludes both current costs and prior 
service costs. If an employer elects to 
fund prior service cost in full at the in-
ception of the plan, the total payment 
becomes the employer’s required con-
tribution, and accordingly, its pension 
cost for the period. 

The following provisions are applica-
ble to RUS borrowers participating in a 
multiemployer pension plan: 

1. An electric utility participating in 
a multiemployer plan may defer cur-
rent period pension expenses if the pro-
visions of Statement of Financial Ac-
counting Standards No. 71 (Statement 
No. 71), Accounting for the Effects of 
Certain Types of Regulation, are ap-
plied. 

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 con-
tractual agreement to pay the costs in-
curred (prior service pension costs) for 
the amendment. In such cases, the 
agreement is noncancelable and pay-
able regardless of continued participa-
tion in the plan. 

Since the utility is unconditionally 
committed to making these payments 
and such payments are not contingent 
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upon the utility’s continued participa-
tion 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 re-
quired to record the transactions asso-
ciated 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 Pro-
gram is as follows: 
Dr. Various Operations, Maintenance, 

and Administrative Expense Ac-
counts 

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 dur-

ing the moratorium. 

Sample 2—Prior Service Pension Expense 

The journal entries required to 
record the prior service costs associ-
ated with the NRECA Retirement and 
Security Program are as follows: 

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 Ac-
counts 

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 fi-

nance prior service pension costs over a 
period of years and there is no deferral 
of costs under the provisions of State-
ment No. 71, the following entries shall 
be recorded: 
Dr. Various Operations, Maintenance, 

and Administrative Expense Ac-
counts 

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 fi-

nance 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 re-
corded: 
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 Ac-
counts 

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. 
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 pro-
visions of Statement No. 71, the fol-
lowing 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 Ac-
counts 

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 Pro-
gram, they are applicable to all multi-
employer pension plans. 

VerDate Nov<24>2008 13:42 Feb 22, 2010 Jkt 220023 PO 00000 Frm 00201 Fmt 8010 Sfmt 8010 Y:\SGML\220023.XXX 220023W
R

ei
er

-A
vi

le
s 

on
 D

S
K

G
B

LS
3C

1P
R

O
D

 w
ith

 C
F

R



192 

7 CFR Ch. XVII (1–1–10 Edition) § 1767.41 

An employer that participates in one 
or more multiemployer plans shall dis-
close the following separately from dis-
closures 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 contribu-
tion), and the nature and effect of sig-
nificant matters affecting com-
parability of information for all peri-
ods presented. 

2. The amount of cost recognized dur-
ing the period. 

Multiple-Employer Plans 

A multiple-employer plan is, in sub-
stance, aggregations of single-em-
ployer plans combined to pool their as-
sets 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 partici-
pating employers to have different ben-
efit formulas. Such plans shall be con-
sidered single-employer plans for finan-
cial accounting purposes and each em-
ployer’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 de-
fined as time on duty during which pro-
ductive work is not performed due to 
inclement weather conditions, mate-
rial shortages, machine repairs, or 
other reasons. 

If lost time attributable to construc-
tion has a material effect on the con-
struction accounts in any one month, 
these costs shall be deferred and dis-
tributed over a reasonable period of 
time by means of a predetermined per-
centage based upon direct labor. 

608 Training Costs, Attendance at 
Meetings, Etc. 

Utilities engage in many types of 
training programs. Seminars are con-
ducted for directors, managers, office 
managers, attorneys, engineers, and 

others. Bookkeepers and office man-
agers attend accountants’ meetings. 
Safety engineers attend safety schools 
and subsequently conduct regular safe-
ty meetings at the cooperative. Costs 
incurred for the various types of train-
ing 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 sem-
inar fees, salary time attending such 
seminars including the associated pen-
sions and benefits expense and payroll 
taxes, and the related per diem and ex-
penses shall be charged to the func-
tional expense accounts. Salaries paid 
to employees shall also be charged to 
the appropriate functional expense ac-
count. Fees and expenses for directors’ 
attendance shall be charged to Account 
930.2, Miscellaneous General Expenses. 

3. When the office manager, book-
keeper, or work order clerk attends a 
state or regional accounting meeting, 
their salary time and the associated 
employee pensions and benefits and so-
cial security and other payroll taxes 
shall be charged to the account to 
which the employees’ time is ordi-
narily charged. 

4. Employees’ salary time employee 
and the associated pensions and bene-
fits and social security and other pay-
roll taxes spent attending regular safe-
ty meetings conducted by the coopera-
tive shall be charged to the account to 
which the employees’ time is ordi-
narily 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 state-
wide safety school shall be charged to 
Account 925, Injuries and Damages. 

6. The salary time and the associated 
employee pensions and benefits and so-
cial 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, Ad-
ministrative and General Services. 
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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 ac-
tual breakdown of those facilities. 
These activities are classified as main-
tenance. 

‘‘Maintenance’’ is the general term 
used to describe the activities involved 
in the upkeep and repair, but not the 
enlargement or improvement, of prop-
erty 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, Ad-
ministrative and General Salaries. Re-
lated office supplies and expenses shall 
be charged to Account 921, Office Sup-
plies and Expenses. When a forecast is 
performed by an outside consultant, 
the cost shall be charged to Account 
923, Outside Services Employed. 

611 Advertising Expense 

The cost of advertising and the cost 
of informing the public about the elec-
tric cooperative’s activities shall be 
charged to Account 930.2, Miscella-
neous General Expenses. 

Most of a cooperative’s advertising is 
instructional in nature and relates the 
cooperative’s history and current ac-
tivities. This type of advertising activ-
ity should not be confused with that di-
rected towards the enactment of a spe-
cific law or laws directed toward ob-
taining a specific decision from a regu-
latory body. Political advertising of 
the type defined above shall be charged 
to Account 426.4, Expenditures for Cer-
tain Civic, Political, and Related Ac-
tivities. 

612 Special Power Cost Study 

A special power cost study is defined 
as a study to determine whether suffi-
cient power will be available in the fu-
ture. If additional power or power 
sources are needed, the study deter-

mines 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 im-
prove the operation of the system. 
These costs shall, therefore, be charged 
to Account 588, Miscellaneous Distribu-
tion Expenses. However, the cost of 
system mapping in the planning stage 
of construction is an acceptable over-
head cost of the resulting construction. 

614 Member Relations Costs 

Many electric cooperatives hire em-
ployees whose duties concern a mixture 
of power use and member relations ac-
tivities. The salaries for these employ-
ees shall be charged to Account 930.2, 
Miscellaneous General Expenses, ex-
cept as provided below: 

1. Account 912, Demonstrating and 
Selling Expenses, shall be charged with 
all labor, material, advertising, and 
other expenses incurred in pro-
motional, demonstrating, and selling 
activities; the objective of which is to 
promote or retain the use of utility 
services by present or prospective cus-
tomers. 

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 else-
where. 

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 ex-
penditures for the purpose of influ-
encing public opinion with respect to 
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the election or appointment of public 
officials, referenda, legislation, or ordi-
nances (either with respect to the pos-
sible adoption of new referenda, legis-
lation or ordinances or repeal or modi-
fication of existing referenda, legisla-
tion or ordinances); or approval, modi-
fication, or revocation of franchises; or 
for the purpose of influencing the deci-
sions of public officials. Account 426.4 
shall not include expenditures which 
are directly related to appearances be-
fore regulatory or other governmental 
bodies in connection with the bor-
rower’s existing or proposed oper-
ations. 

615 Statewide Fees 

Additional fees collected by a state-
wide association from its members for 
construction of a statewide building 
shall be charged to Account 930.2, Mis-
cellaneous General Expenses. Any 
amounts that are to be repaid by the 
state association shall be charged to 
Account 143, Other Accounts Receiv-
able, or Account 123.23, Other Invest-
ments in Associated Organizations, de-
pending upon the terms of the repay-
ment. 

616 Power Supply/Distribution 
Cooperative Borrowings 

When a power supply cooperative 
borrows money from a distribution co-
operative as the result of a long-term 
loan agreement, the money shall be re-
corded on the books of the power sup-
ply cooperative as general funds unless 
restricted to a specific purpose. If re-
stricted, 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 op-
erates 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 co-
operative’s expense in operating and 
maintaining its transmission facilities. 
The contract between the power coop-
erative and the distribution coopera-
tive 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 charg-
ing 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 sup-
plies, equipment, or electric plant-in- 
service that is not covered by insur-
ance. The charges for nominal unin-
sured losses shall be recorded in the 
following accounts: 

1. Cash—Account 924, Property Insur-
ance, shall be charged. 

2. Plant materials and operating sup-
plies—Account 163, Stores Expense Un-
distributed, shall be charged. 

3. Equipment—Account 163, Stores 
Expense Undistributed, shall be 
charged for stores equipment; and Ac-
count 184, Transportation Expense— 
Clearing, for transportation and garage 
equipment. The appropriate miscella-
neous operations or administrative ex-
pense account (Account 506, 524, 539, 
549, 566, 588, 905, 910, 916, or 930.2, as ap-
propriate) shall be charged for all other 
equipment. 

4. Electric Plant-in-Service—A re-
tirement 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, Ac-
cumulated 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. 
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619 Self Billing 

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 esti-
mated. A journal entry shall be made 
to record the estimated revenue and 
kWh sold by debiting accounts receiv-
able and crediting the appropriate rev-
enue accounts. The estimated bill shall 
be posted to the customer’s account 
and identified by an appropriate sym-
bol 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 co-
operatives 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 re-
bate shall be accounted for as a reduc-
tion in the cost of the material or ap-
pliances 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 pur-
chase of plant materials and operating 
supplies that are normally charged to 
Account 154, Plant Materials and Oper-
ating Supplies, a credit shall be made 
to Account 163, Stores Expense Undis-
tributed. If the rebate is based upon ap-
pliances and equipment held for mer-
chandising or contract work, the credit 
shall be spread over the items in Ac-
count 155, Merchandise. To avoid mate-
rially distorting the cost of the re-
maining 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 estab-
lished by the board of directors. The 
contra charge to the reduction in cost 
shall be to an appropriate account de-
pending upon the relationship of the 
recipient to the cooperative. For em-
ployees, this shall be Account 926, Em-
ployee Pensions and Benefits; for direc-
tors or patrons, Account 930.2, Mis-
cellaneous General Expenses. 

621 Integrity Fund 

The CFC Integrity Fund was estab-
lished to assist borrowers in their at-
tempts to stop takeover bids by inves-
tor-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 bal-
ance in its account. Each year, the bor-
rower receives a statement indicating 
(both for the total fund and the indi-
vidual borrower’s share) the amount 
contributed, interest earned, disburse-
ments made, and the ending balance. 
The disbursements from the fund are 
allocated to each contributing bor-
rower’s account based upon their indi-
vidual account balances. At the end of 
the 5-year period, the balance in the 
account, if any, is refunded to the con-
tributing 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 con-
tribution is returned at the end of the 
5-year period, the refund shall be cred-
ited 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 pur-
pose of satisfying scheduled payments 
of both principal and interest related 
to a specific debt obligation. Under the 
structural arrangements of an in-sub-
stance defeasance, the probability that 
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the debtor will be required to make ad-
ditional future debt payments is re-
mote. In these specific circumstances, 
debt has been determined to be extin-
guished even though the debtor has not 
been legally released from his obliga-
tions under the debt instrument. 

The trust established in a defeasance 
transaction is restricted as to the na-
ture 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 in-
terest and principal. For debt denomi-
nated 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 pay-
ments on the collateral, flow imme-
diately through to the holder of the se-
curity. 

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 defea-
sance apply only to debt with specific 
maturities and fixed payment sched-
ules and, as such, do not apply to debt 
with variable terms in which advance 
determination of debt service require-
ments is not possible. 

Generally accepted accounting prin-
ciples (GAAP) address the extinguish-
ment 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, recog-
nized as an asset and liability for fi-
nancial reporting purposes. The trans-
action, 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 dis-
closed in the footnotes to the financial 
statements as long as the debt remains 
outstanding. 

Debt is frequently extinguished be-
fore its scheduled maturity. Debt may 
be extinguished by the use of the bor-
rower’s general funds, or by the reac-
quisition of another debt issue at a dif-
ferent interest rate or varying terms. 
As these assets are expected to be rev-
enue producing during those years, 
both the assets and the revenue they 
generate may be utilized to meet ma-
turing 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 out-
standing principal balance. The dif-
ference 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 re-
maining 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 finan-
cial statements. 

The RUS Form 7, Financial and Sta-
tistical Report, and the RUS Form 12, 
Operating Report—Financial, must, 
however, reflect the actual amounts re-
corded 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 record-
ing transactions involving satellite or 
cable television services. 

1. Separate Subsidiary 

If a borrower provides satellite or 
cable television services through a sep-
arate subsidiary, the investment in the 
subsidiary shall be recorded in Account 
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123.11, Investment in Subsidiary Com-
panies. 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 Com-
panies. 

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, Non-
utility Property. All income associated 
with these services shall be recorded in 
Account 417, Revenues from Nonutility 
Operations, and the associated ex-
penses shall be charged to Account 
417.1, Expenses of Nonutility Oper-
ations. 

3. Sale and Installation of Satellite or 
Cable Television Equipment 

If a borrower sells or installs sat-
ellite 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 Ac-
count 415, Revenues from Merchan-
dising, Jobbing, and Contract Work, 
and the associated expenses shall be 
charged to Account 416, Costs and Ex-
penses 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, Com-
munication Equipment. 

624 Pollution Control Bonds 

The construction and installation of 
pollution control facilities are often fi-
nanced by issuing tax exempt munic-
ipal securities. The funds generated 
from the sale of these securities are de-
posited into an account that is con-
trolled 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 pol-
lution control bonds during the con-
struction period shall be capitalized in 
Account 107, Construction Work-in- 
Progress. After construction is com-

plete, all subsequent accruals of inter-
est expense shall be charged to Ac-
count 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—Pol-
lution Control Bonds, shall be debited 
and Account 171, Interest and Divi-
dends Receivable shall be credited. 
Upon completion of construction, Ac-
count 419, Interest and Dividend In-
come, 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.X1, Long-Term 
Debt—Pollution Control Bonds 

To record the sale of pollution control 
bonds. 

Dr. 107, Construction Work-in-Progress 
Cr. 232, Accounts Payable 

To record costs incurred in construc-
tion of pollution control facilities. 

Dr. 131.1, Cash—General Funds 
Cr. 221.XX, Long-Term Debt—Pollu-

tion Control Bonds—Trustee 
To record the transfer of funds from 

the trustee. 
Dr. 107, Construction Work-in-Progress 

Cr. 221.XX, Long-Term Debt—Pollu-
tion Control Bonds—Trustee 

To record interest expense on pollution 
control bonds. 

Dr. 171, Interest and Dividends Receiv-
able 

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 Re-
ceivable 

To record receipt of interest income by 
the trustee account. 

Dr. XXX, Various Plant Accounts 
Cr. 107, Construction Work-in- 

Progress 
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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 redemp-
tion, the borrower may incur a gain 
(discount) or a loss (penalty) on the 
early extinguishment of debt. The ac-
counting for this gain or loss is high-
lighted in this section. 

If debt is redeemed without refunding 
(paid with general funds), the gain or 
loss incurred shall be recorded in Ac-
count 189, Unamortized Loss on Reac-
quired Debt, or Account 257, 
Unamortized Gain on Reacquired Debt, 
as appropriate. The borrower shall am-
ortize the recorded deferral on a 
monthly basis over the remaining life 
of the old debt issue. Amounts so amor-
tized shall be charged to Account 428.1, 
Amortization of Loss on Reacquired 
Debt, or credited to Account 429.1, Am-
ortization of Gain on Reacquired 
Debt—Credit, as appropriate. 

If the debt is redeemed with refund-
ing (refinanced), the gain or loss in-
curred 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 

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 specifi-
cally disallows the rate principle of 
amortizing gains or losses on the re-
demption of long-term debt without re-
funding, 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 redemp-
tion of long-term debt with or without 
refunding. The alternative method re-

quires that gains or losses be recorded 
in Account 421, Miscellaneous Nonop-
erating Income, or Account 426.5, Other 
Deductions, as incurred. When the al-
ternative method is used, the borrower 
shall include a footnote to the finan-
cial 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 Develop-
ment 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 ad-
ministering grants. The accounting 
journal entries required to record the 
transactions associated with a rural 
economic development loan are as fol-
lows: 

Dr. 224.17, RUS Notes Executed—Eco-
nomic Development—Debit 

Cr. 224.16, Long-Term Debt—RUS 
Economic Development Notes Exe-
cuted 

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—Eco-
nomic Development—Debit 

To record the receipt of the economic 
development loan funds. 

Dr. 123, Investment in Associated Orga-
nizations or 

Dr. 124, Other Investments 
Cr. 131.12, Cash—General—Economic 

Development Funds 

To record the disbursement of Eco-
nomic development loan funds to the 
project. 

Dr. 131.1, Cash—General Funds 
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Cr. 421, Miscellaneous Nonoperating 
Income 

To record payment received from the 
project for loan servicing charges. 
Dr. 171, Interest and Dividends Receiv-

able 
Cr. 419, Interest and Dividend Income 
To record the interest earned on the 

investment of rural economic develop-
ment 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 in-
vestment of rural economic develop-
ment loan funds. 

NOTE: Interest earned in excess of $500.00 
must be used for the rural economic develop-
ment 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 Or-

ganizations or 
Cr. 124, Other Investments 
To record receipt of the repayment, 

by the project, of economic develop-
ment loan funds. 
Dr. 426.5, Other Deductions 

Cr. 123, Investment in Associated Or-
ganizations or 

Cr. 124, Other Investments 
To record the default, by a project, of 

economic development loan funds. 
Dr. 224.16, Long-Term Debt—RUS Eco-

nomic Development Notes Exe-
cuted 

Cr. 131.12, Cash—General—Economic 
Development Funds 

To record the repayment, to RUS, of 
the economic development loan funds. 

The accounting journal entries re-
quired to record the transactions asso-
ciated with a rural economic develop-
ment 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 termi-
nation of the revolving loan program, 

Account 224.18 should be credited. If 
the grant agreement states that there 
is absolutely no obligation for repay-
ment upon termination of the revolv-
ing 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. 
Dr. 123.3, Investment in Associated Or-

ganizations—Federal Economic De-
velopment Loans 

Cr. 131.13, Cash—General—Economic 
Development Grant Funds 

To record advances of Federal funds 
to associated organizations for author-
ized 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 au-
thorized rural economic development 
projects. 
Dr. 171, Interest and Dividends Receiv-

able 
Cr. 419, Interest and Dividend Income 
To record the accrual of interest on 

loans made to associated and nonasso-
ciated organizations with Federal 
funds for authorized rural economic de-
velopment projects. 
Dr. 131.14, Cash—General—Economic 

Development Non-Federal Revolv-
ing 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 Or-

ganizations—Non-Federal Eco-
nomic Development Loans 

Cr. 131.14, Cash—General—Economic 
Development Non-Federal Revolv-
ing Funds 

To record advances of non-Federal 
funds to associated organizations for 
authorized rural economic develop-
ment projects. 
Dr. 124.2, Other Investments—Non-Fed-

eral Economic Development Loans 
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Cr. 131.14, Cash—General—Economic 
Development Non-Federal Revolv-
ing Funds 

To record advances of non-Federal 
funds to nonassociated organizations 
for authorized rural economic develop-
ment projects. 
Dr. 171, Interest and Dividends Receiv-

able 
Cr. 419, Interest and Dividend Income 
To record the accrual of interest on 

loans made to associated and nonasso-
ciated organizations with non-Federal 
funds for authorized rural economic de-
velopment projects. 
Dr. 131.14, Cash—General—Economic 

Development Non-Federal Revolv-
ing Funds 

Cr. 123.4, Investment in Associated 
Organizations—Non-Federal Eco-
nomic Development Loans or 

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’ Ac-
counting for Postretirement Benefits 
Other than Pensions (Statement No. 
106), requires reporting entities to ac-
crue the expected cost of postretire-
ment benefits during the years the em-
ployee provides service to the entity. 
For purposes of applying the provisions 
of Statement No. 106, members of the 
board of directors are 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 enti-
ty in exchange for the benefits. 

As defined in Statement No. 106, a 
postretirement benefit plan is a de-
ferred compensation arrangement in 
which an employer promises to ex-
change future benefits for an employ-
ee’s current services. Postretirement 
benefit plans may be funded or un-
funded. Postretirement benefits in-
clude, 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 writ-
ten 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, con-
stitute a postretirement benefit plan 
under the provisions of this statement. 

Postretirement benefit plans gen-
erally 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 multiem-
ployer 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 result-
ing from services already provided. 
Statement No. 106 allows the transi-
tion obligation to be deferred and am-
ortized on a straight-line basis over the 
average remaining service period of the 
active employees. If the average re-
maining service life of the employees is 
less than 20 years, a 20-year amortiza-
tion period may be used. 

Accounting Requirements 

All RUS borrowers must adopt the 
accrual accounting provisions and re-
porting requirements set forth in 
Statement No. 106. The transition obli-
gation and accrual of the current pe-
riod cost must be based upon an actu-
arial study. This study must be up-
dated to allow the borrower to comply 
with the measurement date require-
ments of Statement No. 106; however, 
the study must, at a minimum, be up-
dated every five years. RUS will not 
allow electric borrowers to account for 
postretirement benefits on a ‘‘pay-as- 
you-go’’ basis. 
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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 commis-
sion 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 re-
tirement activities provided such 
charges are properly supported. 

Effective Date and Implementation 

For plans outside the United States 
and for defined benefit plans of employ-
ers that (a) are nonpublic enterprises 
and (b) sponsor defined benefit post-
retirement plans with no more 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 be-
ginning 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 am-
ortization of the transition obligation. 
A copy of a board resolution or com-
mission order, as appropriate, indi-
cating 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 Bene-
fits 

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 recogni-

tion of the transition obligation for 
postretirement benefits. Note: A por-
tion of the transition obligation may 
be charged to construction and re-
tirement 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 Ac-
counts 

Dr. 107, Construction Work-in-Progress 
Dr. 108.8, Retirement Work-in-Progress 
Cr. 182.3, Other Regulatory Assets 
To record the amortization of post-

retirement benefits expenses as they 
are recovered through rates in ac-
cordance with Statement No. 71. 

3. The deferral and amortization of 
the transition obligation under the 
provisions of Statement No. 106 is con-
sidered to be an off balance sheet item. 
If, therefore, the borrower elects to 
defer and amortize the transition obli-
gation on a straight-line basis over the 
average remaining service period of the 
active employees or 20 years in accord-
ance with Statement No. 106, no entry 
is required. Instead, the transition ob-
ligation 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 state-
ments. 
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Accounting Journal Entries—Current 
Period Expense 

The current period postretirement 
expense should be recorded by the fol-
lowing entry: 

Dr. Various Operations, Maintenance, 
and Administrative Expense Ac-
counts 

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 postretire-

ment 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 ben-
efits. 

Accounting Journal Entry—Funding 

If a borrower elects to voluntarily 
fund its postretirement benefits obliga-
tion 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 postretire-

ment benefits expense into an exter-
nal, irrevocable trust. 

If a borrower elects to voluntarily 
fund its postretirement benefits obliga-
tion 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 postretire-

ment benefits expense into an invest-
ment vehicle other than an external, 
irrevocable trust. 

628 Postemployment Benefits 

Statement of Financial Accounting 
Standards No. 112, Employers’ Ac-
counting for Postemployment Benefits 
(Statement No. 112) establishes the 
standards of financial accounting and 
reporting for employers who provide 
benefits to former or inactive employ-
ees after employment but before retire-
ment. Inactive employees are those 
who are not currently rendering serv-
ice to the employer but who have not 

been terminated, including employees 
who are on disability leave, regardless 
of whether they are expected to return 
to active service. For purposes of ap-
plying the provisions of Statement No. 
112, former members of the board of di-
rectors are considered to be employees 
of the cooperative. 

Postemployment benefits include 
benefits provided to former or inactive 
employees, their beneficiaries, and cov-
ered dependents. They include, but are 
not limited to, salary continuation, 
supplemental benefits (including work-
men’s compensation), health care, job 
training and counseling, and life insur-
ance coverage. Benefits may be pro-
vided in cash or in kind and may be 
paid upon cessation of active employ-
ment or over a specified period of time. 

The cost of providing 
postemployment benefits is considered 
to be a part of the compensation pro-
vided 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 Fi-
nancial Accounting Standards No. 43, 
Accounting for Compensated Absences, 
a postemployment benefit obligation is 
accrued when all of the following con-
ditions are met: 

1. The employer’s obligation for pay-
ment for future absences is attrib-
utable 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 car-
ried 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 es-
timated. 

If all of these conditions are not met, 
the employer must account for its 
postemployment benefit obligation in 
accordance with Statement of Finan-
cial Accounting Standards No. 5, Ac-
counting for Contingencies (Statement 
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No. 5) when it becomes probable that a 
liability has been incurred and the 
amount of that liability can be reason-
ably 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 esti-
mated, the financial statements should 
disclose that fact. 

Accounting Requirements 

All RUS borrowers must adopt the 
accrual accounting provisions and re-
porting requirements set forth in 
Statement No. 112 as of the state-
ment’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 imple-
menting Statement No. 112 in accord-
ance with the provisions of Statement 
of Financial Accounting Standards No. 
71, Accounting for the Effects of Cer-
tain Types of Regulation, the deferral 
must be approved by RUS. 

Effective Date and Implementation 

Statement No. 112 is effective for fis-
cal years beginning after December 15, 
1993. Previously issued financial state-
ments 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 

The journal entries required to ac-
count 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 im-

plementing Statement No. 112. 
NOTE: A portion of the cumulative effect 

may be charged to construction and retire-
ment 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 ac-
cordance with the provisions of State-
ment 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 cumu-

lative effect of implementing State-
ment No. 112 in accordance with the 
provisions of Statement No. 71. 

Dr. Various Operations, Maintenance, 
and Administrative Expense Ac-
counts 

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 cu-

mulative 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 Ac-
counts 

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 ac-
crued under the criteria set forth in State-
ment 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 liabil-
ity is reevaluated and subsequently adjusted. 

629 Investments in Debt and Equity 
Securities 

Statement of Financial Accounting 
Standards No. 115, Accounting for Cer-
tain Investments in Debt and Equity 
Securities (Statement No. 115), estab-
lishes the standards of financial ac-
counting 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 invest-
ments in consolidated subsidiaries. 
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At the time of acquisition, an entity 
must classify debt and equity securi-
ties into one of three categories: held- 
to-maturity, available-for-sale, or trad-
ing. At the balance sheet date, the ap-
propriateness of the classifications 
must be reassessed. 

Investments in debt securities are 
classified as held-to-maturity and are 
measured at amortized cost in the bal-
ance 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 re-
sponse to changes in market interest 
rates and related changes in the secu-
rity’s prepayment risk, needs for li-
quidity, changes in the availability of 
and the yield on alternative invest-
ments, 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 avail-
able-for-sale securities and are meas-
ured 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 ei-
ther trading securities or held-to-ma-
turity securities. 

Statement No. 115 requires unreal-
ized holding gains and losses for trad-
ing securities to be included in earn-
ings 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-ma-
turity, an entity must determine 
whether a decline in the security’s fair 
value below the amortized cost is other 

than temporary. If the 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 up-
ward for subsequent recoveries in the 
fair value. Subsequent increases in the 
fair value of available-for-sale securi-
ties are included in the separate com-
ponent of equity. Subsequent decreases 
are also included in the separate com-
ponent of equity. 

All trading securities are reported as 
current assets in the balance sheet and 
individual held-to-maturity and avail-
able-for-sale securities are classified as 
either current or noncurrent, as appro-
priate. Cash flows from the purchase, 
sale, or maturity of available-for-sale 
securities and held-to-maturity securi-
ties 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 implemen-
tation date. Unrealized holding gains 
or losses for trading securities shall be 
recorded in either Account 421, Mis-
cellaneous Nonoperating Income, or 
Account 426.5, Other Deductions, as ap-
propriate. Unrealized holding gains or 
losses for available-for-sale securities 
held by the corporate entity are recog-
nized as a component of stockholder’s 
equity in Account 215.1, Unrealized 
Gains and Losses—Debt and Equity Se-
curities. A contra account of the in-
vestment account shall be debited or 
credited accordingly. Unrealized gains 
and losses for available-for-sale securi-
ties held in a decommissioning fund 
shall increase or decrease, as appro-
priate, the reported value of the fund. 

Effective Date and Implementation 

Statement No. 115 is effective for fis-
cal 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 
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statement may not be applied retro-
actively to prior years’ financial state-
ments. 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 Coopera-
tive Association Split Dollar Life In-
surance 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 em-
ployee is the owner of the policy, the 
employee must sign a collateral assign-
ment giving the cooperative absolute 
right to the cash surrender value of the 
policy. Under the terms of this collat-
eral assignment, the employee must re-
imburse the cooperative for the pre-
miums paid upon the employee’s termi-
nation 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, Ac-
counting for Purchase of Life Insur-
ance (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 re-
ported 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 pre-
miums paid in determining the expense 
or income to be recognized for the pe-
riod. The cooperative shall, therefore, 
record the cash surrender value of the 
policy as an asset because of its abso-
lute right to receive that value based 
upon the employee’s collateral assign-
ment. Any receivable that may occur 
as a result of the employee reimburse-
ment for the premiums paid is contin-
gent upon the employee electing to 
maintain the insurance coverage after 

termination of employment or reach-
ing the age of 62 and is not recorded as 
an asset on the cooperative’s records. 

Accounting Journal Entries 

The journal entries required to ac-
count for the NRECA Split Dollar Life 
Insurance Program are as follows: 

Dr. 124, Other Investments 
Cr. Various Operations, Maintenance, 

and Administrative Expense Ac-
counts 

To record an increase in the cash sur-
render value of the insurance con-
tract. 

or 
Dr. Various Operations, Maintenance, 

and Administrative Expense Ac-
counts 

Cr. 124, Other Investments 
To record a decrease in the cash sur-

render value of the insurance con-
tract. 

Dr. Various Operations, Maintenance, 
and Administrative Expense Ac-
counts 

Dr. 107, Construction Work-in-Progress 
Dr. 108.8, Retirement Work-in-Progress 
Cr. 131.1, Cash—General 
To record the premium cost of the in-

surance contract. 

631 Special Early Retirement Plan 

The Special Early Retirement Plan 
(SERP) being offered through the Na-
tional Rural Electric Cooperative Asso-
ciation (NRECA) constitutes an amend-
ment to its Retirement and Security 
(R&S) program. The SERP is often cho-
sen as a vehicle through which the co-
operative 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 re-
tire 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 eligi-
ble 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 pro-
gram, NRECA calculates the cost of 

VerDate Nov<24>2008 13:42 Feb 22, 2010 Jkt 220023 PO 00000 Frm 00215 Fmt 8010 Sfmt 8010 Y:\SGML\220023.XXX 220023W
R

ei
er

-A
vi

le
s 

on
 D

S
K

G
B

LS
3C

1P
R

O
D

 w
ith

 C
F

R



206 

7 CFR Ch. XVII (1–1–10 Edition) § 1767.41 

the plan based upon the criteria se-
lected by the cooperative and allows 
the cooperative to pay the cost imme-
diately or on an installment basis. 

Under this plan, the employee re-
ceives 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 participa-
tion 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 in-
crease in costs associated with State-
ment of Financial Accounting Stand-
ards No. 106, Employer’s Accounting 
for Postretirement Benefits Other 
Than Pensions (Statement No. 106). 

Statement of Financial Accounting Stand-
ards 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 multiem-
ployer plan are recognized when they 
become due and payable. Since NRECA 
calculates the amount due and payable 
at the time of the amendment, the en-
tire amount due, whether paid imme-
diately or financed through NRECA or 
any other institution, must be recog-
nized as an expense at that time. This 
cost may, however, be deferred in ac-
cordance with the provisions of State-
ment of Financial Accounting Stand-
ards No. 71, Accounting for the Effects 
of Certain Types of Regulation (State-
ment 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 Ac-
counts 

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. 

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 Ac-
counts 

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 ac-
cordance with Statement No. 71. 

Statement No. 106 

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 transi-
tion obligation; and 

3. Any remaining reduction shall be 
recognized in a manner consistent with 
the accounting for prior service post-
retirement benefit costs. 

In accordance with Statement No. 
106, prior service postretirement ben-
efit costs are recognized in equal 
amounts in each remaining year of 
service for active plan participants. Be-
cause 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 per-
mitted the recognition of the transi-
tion obligation in one of two ways. The 
transition obligation was recognized 
over the longer of the average remain-
ing service period of current plan par-
ticipants or 20 years, or it may have 
been recognized immediately. If the de-
layed recognition option was chosen 
under Statement No. 106, this, too, was 
an off-balance sheet item that requires 
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only a memorandum entry to reduce 
the amount of unrecognized transition 
obligation. However, if the immediate 
recognition option was chosen, the co-
operative either recorded the expense 
in that year or, with RUS approval, de-
ferred 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, how-
ever, the transition obligation was de-
ferred in accordance with Statement 
No. 71, the journal entry required to ef-
fect the reduction in Statement No. 106 
expense is as follows: 

Dr. 228.3, Accumulated Provision for 
Pensions and Benefits 

Cr. 182.3, Other Regulatory Assets 
To record a reduction in the deferred 

Statement No. 106 transition obliga-
tion 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 re-
mains, it shall be recognized in a man-
ner 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 nor-
mally charged to the various oper-
ations, maintenance, and administra-
tive expense accounts and Account 
228.3 as postretirement benefit ex-
penses. 

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 Regula-
tions (CFR) 7 CFR part 1785. A cushion 
of credit payment is a voluntary un-
scheduled payment by a borrower in 
excess of amounts due and payable. A 
cushion of credit account is automati-
cally established by Rural Develop-
ment for each borrower who makes a 
payment after October 1, 1987, in excess 
of amounts then due on a Rural Devel-
opment 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 sec-
ond will be applied to the installment 
due. By law, cushion of credit accounts 
earn five per cent interest annually, 
accrued daily and posted quarterly. Al-
though 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 be-
fore recording the debt payment. Below 
is an example of the adjustment re-
quired: 

As billed Adjustment Adjusted 

Payment Billed .................................................................................................. $1,000 ........................ $1,000 
Principal ............................................................................................................. 800 ¥$50 750 
Interest ............................................................................................................... * 200 50 250 

* Includes reduction of $50 for interest earned on cushion of credit account. 

Cushion of credit is intended to en-
able the borrower to deposit funds and 
have those funds available to make 
scheduled payments (or installments) 
only. A borrower may not have more 
cushion of credit funds, including ac-
crued 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 automati-
cally 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 fol-
lowing situations: 
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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 

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 re-
quired that the balance in the cushion 
of credit account be reported, on the 
Form 7, Financial and Statistical Re-
port, as a reduction of the Rural Devel-
opment 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 reduc-
tion in Current Maturities Long-Term 
Debt. Additionally, beginning with cal-
endar 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 bal-
ance of the cushion of credit account as 
a long-term investment is an accept-
able alternative to Rural Development. 

[58 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 30288, May 27, 2008] 

§§ 1767.42–1767.45 [Reserved] 

Subpart C—Depreciation Rates 
and Procedures [Reserved] 

§§ 1767.46–1767.65 [Reserved] 

Subpart D—Preservation of 
Records 

SOURCE: 73 FR 30290, May 27, 2008, unless 
otherwise noted. 

§ 1767.66 Purpose. 

This subpart establishes policies and 
procedures for the effective preserva-
tion and efficient maintenance of fi-
nancial records of Electric borrowers. 

§ 1767.67 General. 

(a) Rural Development endorses the 
guidelines as described by the Federal 
Energy Regulatory Commission’s 
(FERC) ‘‘Regulations to Govern the 
Preservation of Records of Public Util-
ities and Licensees.’’ The FERC guide-
lines can be found in 18 CFR part 125. 

(b) The regulations prescribed in this 
part apply to all books of account, con-
tracts, records, memoranda, docu-
ments, papers, and correspondence pre-
pared by or on behalf of the borrower 
as well as those which come into its 
possession in connection with the ac-
quisition of property by purchase, con-
solidation, merger, etc. 

(c) The regulations prescribed in this 
part shall not be construed as excusing 
compliance with any other lawful re-
quirements for the preservation of 
records. 

§ 1767.68 Designation of a supervisory 
official. 

Each borrower shall designate one or 
more officials to supervise the preser-
vation of its records. 

§ 1767.69 Index of records. 

(a) Each borrower shall maintain a 
master index of records. The master 
index shall identify the records re-
tained, the related retention period, 
and the locations where the records are 
maintained. The master index shall be 
subject to review by Rural Develop-
ment and Rural Development shall re-
serve the right to add records, or 
lengthen retention periods upon find-
ing that retention periods may be in-
sufficient for its purposes. 
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