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April 13, 2004

Mr. Lawrence W. Smith
DireclOr·of TechnicaJ Application and Implementation Activities
FinllllciaJ Accounting Standards Board

401 Merrilt 7, P.O. Box 5116
Norwalk, Connecticut 06836-5116
RE: File Reference No. 1200400
Dear Mr. Smith:
PG&E Corporation is pleased to comment on the Financial Accounting Standards Boord's
(FASB) Exposure Draft, "Accounting Changes and Error Corrections - a Replacement of
Accounting Plinciples Board Opinions (APB) No. 20. Accounting Changes, lIIId Financial
Accounting Standards Board's (FASB) No.3, Reponing Accounting Changes in Interim
Financial Statements" (the proposed Statement).
PO&E Corpor.ttion is an energy-based holding company with approximately $10 billion in
revenues in 2003, and approximately $29 billion in asset, at the end of 2003. It conducts its
business principally through Pacific Gas and Electric Company, a utility that delivers natural gas
and electricity service in Northern and Central Cal i fornla.
We recognize that the FASB and the International Accounting Standards Board (lASB) are
committed to converge the aecounting standards of their respective jurisdictions through a longterm plan in order to achieve more comparability in cross-border financial repOlting. As pan of
the plan. the FASB and the lASE have undertaken a sholt-term project to eHminate certain
differences between the accounting pronouncements of the IASB and those of the FASB. Under
the shnrt-telm project, the reporting of accounting changes has been identified as an opportunity
for convergence. Although the provisions of Ihis proposed Statement are consistent with both
the PASS's and lASS's goal of promoting international convergence of aCcounting standards,
we are concerned that retrospective changes to historical financial Statements may actually
detract from the quality of financial reporting in the United States by causing unease amongst
investors resulting from the constant re"ision of historical financial resllils.
We agree with the FASB in adopting the lASB's conclusion that a change in depreciation
method should be treated as a change in estimate effected by a change in accounting principle.
Changes in a depreciation method are often related to the continuing process of obtruning
additional infomlation and revising estimates, and therefore, are considered changes in estimates.
FurthemlOre, we concur with the FASB's decision to require disclosure of the justification to
&UPpOIt the change to a new accounting principle,
We support the FASB's position in the proposed Statement to carry forward, without
reconsjderation, the provisillns for correction of an elTOr from paragruphs 13.36 and 37 of APB
20. As errors consist of mathematical mistakes. mistakes in applying accounting principles, and
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oversight or mJsl.ISe of facts that existed at the time !he fimmcial statements were prepared, it is
appropriate for lin entity to restate its financial statements in order to correct an error.
We a1sC/agree with !he FASS's position to carry forward the guidance in APB 20 to account for
II chllnge. in accounting estimate (or a chllnge in accounting estimate effected by a chllnge in
acoounting principle) prospectively, and a cbange in the reporting entity by restatement, lind to
disclose !he justification for a change in accounting principle. Furthermorc. we support the
proposed Statement to carry forward !he guidance in SFAS No.3 on reporting accounting
chrmges in interim financial statements.
However, we do nC/I agree that reporting II change in accounting principle by retrospective
application would improve tbe quality of tbe financial statements by enhancing the inter-period
comparability or consistency of financial information. We believe thai APB 20 currently
provides !he appmpriale accounting guidance in accounting for a change in accounting principle.
Under APB 20, most cbanges in accounting principles are recognized by including the
cumulative effect of changing to a new accounting plinciple on the income statement lind in
retained eamings at the beginning of the period in which the change is made. The financial
statements for prior periods included for comparative purposes should be presented as previously
reported. As discussed below, pro forma disclosure of prior year results could be required if
called for in specific instances. and comparison is warranted.
We believe that investors should be able to rely on historical financial statements. However,
reliability will be disrupted by continually changing financial statements resulting from
retrospective application of accounting principles. For example. prior period finllncial
statements would have been modified at least quarterly b'lsed upon tbe numerous modifications
to SFAS No. 133. Although disclosures can help investors understand thc changes, constant recasting of historical results can lead to confusion, frustmtion and a gencrallack of integrity in the
quality of tbe historical information being providcd. Further treating the correction of
accounting errors and changes in accounting principles similarly will tend to eliminate tbe
distinction between the two, We continue to believe that the corrections of accounting errors and
changes in accounting principlcs are very different. Theref1lre, we believe that investors'
confidence would be weakened as a result of retrospectl ve application of chttnges in accounting
principles. Our belief is consistent with the discussion in paragraph 14b of AI'B 20, whicb
stares: "Restating financial statements of prior periods may dilute public confidencein financial
statements and may confuse those who use them. Financial statements previously prepared on
the basis of accounting principles genemlly accepted at tbe time tbe statements were issued
sbould therefore be considered final except for changes in !he reporting entity or corrections of
errors." An altemativc to retrospcctive application is to enbance the cumulative effect
disclosures in the financial statements. The cumulative effect disclosures demonstrate
comparebility between periods by presenting financial results prior to 11 change of accounting
principle, and financial results as a result of tbe recent guidance. We believe that disclosure of
the pro forma effects on eamings resulting from the accounting change may also help with
comparebility and could be included in tbe cumulative effect disclosures.
We believe that the lack of specific requirements on retrospective application would result in
variability in practice. The proposed Statement calls for judgment in determining what lin entity
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would consider practi~. Under the proposed Statement, retrospective application would be
utilized unless it is impracticable to determine the period-specific effects of an accounting
change on one or more individual prior periods presented, or the cumulative effect of applying a
change in accounting principle to ail prior periods. In an attempt to enhance application
consistency, the FASS providns guidance that limits the use of the impracticability exception.
The FASB concludes tbat retrospective application would be considered impracticable if the
effects are not determinable, application would require assumptions about management's intent
in a prior period, or application would involve significant estimates made as of a prior period.
However, in deciding whether retrospective application is impracticable, we believe that a high
level of judgment and subjectivity would be involved. Accordingly, the earliest period for which
rctrospecti ve application is practicable or the earliest date for which the change is made
prospectively WQuldvllry widely in practice.
In addition, retrospective appli1lation will potentiaUy create an administrative burden on
eompanies, In our view, Slitbanes-Oxley Section 404 requires that financial statements be based
upon a ledger that is supported by schedules and work papers, and it requires timely
reconciliation of a company's accounts. These schedules and work papers also support other
financial reporting requirements, such as preparation of the company's tax returns. We believe
retrospective application of changes in accounting principles will require companies to reopen
prior period books and records and to adjust prior year work papers and schedules. This will be
a burden to companies regardless of their size and the sophistication of their accounting systems.
In the event that the FASB decides to proceed with i~~ plans to report a change in accounting
principle by retrospective application, we recommend that the FASB provide additional guidance
in the following areas: (1) how to decide the effects of retrospective application are not
determinable, (2) how to objectively determine what constitutes a "significant estimate," and (3)
how many accounting periods back retrospective application should be applicable. Without
explicit guidance in these areas, we beHeve that there would be a lack of consistency in
application and comparability hetween companies. This would not aid investors in their
asses.~ment of a company's financial position and would likely result in more confusion> If the
FASB insists on retrospective application. we also recommend that the FASB consider a
requirement to include an affirmative statement in the financial statements in regard to the time
period over which the financial statements are reliable. With the frequency and number of
changes in accounting principles, a company would be expected to restate its prior results
regularly> It would be difficult for investors and other users of Ihe finandal statements to keep
abreast of changes in accounting principles and to know whether they render the financial
statements tbey are using obsolete. Accordingly, the affirmative statements would IIIlow
investors and potential investors to know when to expect the next revised version of the financial
statements and di$regard the previous version. Furthermore, the FASB should implement II sct
of rules to identify the types of financial documents and data (such as Regulations S-K, S-X, tax
retlJffiS and financial ratios) that utilize historical financial information that also require
restatement due to retrospective application of new accounting prinCiples.
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We would be ple:asedto dlscussour comments with the Board or its staff lit yout convenienCe.
Sineerety,

Christopher i". Johns

Senior VicC President and Controller

PG&E Corporation

One Market. Spear 'tower
San Francisco, CA 94105
(415) 267-7000

