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D'-- . - ,.:Jf'h"l'-' "h- rr ',' J I' - hl' - '. k\._ewttng to !'\sselS anu --,lad.Hiles wlt .1. LJ:ncert~ilntleS~ anu cxp .. alns \vhy 1 Le leve that thIS 
nha"'e o-("ih~ ,..--onVero-["·nc;:>. nro-i~f·t i\.;;:!i'1 anp,rC'I)rl'ot~ t;n·)p fo'''' 1-I-lr. Fl·,<;B. tn J'e'-ii~;t SFi,S ~1.1·' i f -.'-' ~ ~ ........... -". ~ -'''''.l -., ........ -~ ...--.. - of" ".' .... ..... .. _.... -'- ~ '-c -' '--' ........ • -~ ••. ~ ,_ -,~ 

and Interpretation 47 fu'lrl fiJI the lASS to revisiltne treatrnent of legal 3liO constructive 
.. -"hlJ·--f<;jt·.-· ..... ,~ ""0' '~'-'l't-l~'j "\' 1:\ ,1'"1' ~if-. ;...,t',:.'·-,-,( ,'- tn' ,::. 'i{'-'~llI"l'n" 'rO"'m~l'I' ,t~ l>-"-~a' "no' VUi 1-.<->- .l.L!l:L~ 0j. ;;:;:l... ,...;. u: u-"t.; _ !, ~"lV iiii .... !;;::~ 3i.". .... t..,-A":-V iL i 1.;. L 1;,.i:J.. h .. ~. L, h .. 'l, ... j til, I 

"- • ~... <,.- '-' 

Dth.cr obligations s!eras from a career that includc-d conducting the speciai studies needed 
h . , .. 'h .. A " ' ,, ' h h Ly ent1tH~s practlclng L-e group concept 01 uepreCIUtlOn accounling to aetennnlC \v _et ~er 
their existing dcpreciarlcil1 rates rernaiu valid. \Vhile no\,v retired, nly interest in 
depreciation accounting renlains~ aTld 1 coniinue io f~Jllo\.v actions of the Board and others 
that influence such accounting_ 

SFA.S 143 responds to a perception of inconsistent recognition of t:xpenditures to renlove 
or abandon assets at the end of their life (rernoval costs). J believe this perception is 
va1id~ because I a!H a"vare that non-rc!:,'Ulated entities tend to recoid such expenditures as 
an expense vlhcn incurted~ \vhereas the l Jnifornl Systerns of Accounts of regulators 
dictate that jllrisdictional entities record such expenditures ratably over the life of the 
"p,'at,:.,--l a,-";O"~ I '\!l'''"-'~T c-c /"S' 14'" <;:j~ h~"l'J-ln f";;<-Js;t~'\!,:-."'o Th~ ev(ent l'jla;- ;;- +( ",;""'-'es J'on. 
L,,", .... u "~""~." ..... n .. jl'~""\.~ ~ .Ju...J"'--' ..... --1-'. i-~T"'L <-U .... ,,,,-., ~"<-J"",l ... ·- •. ~ ~ -regulated entities to disclose othcnvisc unrecognized legal obligations, l-Io\vcver, SF P.,s 
" " ' f- " d ' ' " , , , - ~ h' 'h' '" f'j 14.) has al1e' to solve tne iJlC-OnSISlenc v nrot11ern~ anu as Ctamagea t e ability o~ t'i.e ,.. r . . .... ,.. 

- '1 t' 'd .. , "h' " , hnanC!a~ statelnents 0 reo-ulatc· entItles to accurately GC01C.! t _len results ot operailons - - , 
and chan£es in financial position. This dan1age results from (1) shining reu10vai costs 
for legal obligations frcan being recorded ratabiy to being severely backloaded, thereby 
creating a misnlatch behveen the recording of accretion expenses a.Dd ihe usage of the 
related assets, and (2) the presunlptton that! 1,S. GAAP dictates that renloval costs be 
expensed when incurred. 1 explain later in these conul1ents \vhy I believe this 
presmnption is incorrect. 

The shift a\vay from ratable treatnlent of removal costs by regulated entities is significaJlt~ 
h' " 1 n . ~. • ''''-h ' vecause such costs are not tnvuu . ror exaulpie, Iny expenence is hlal t le renl0Vat cost 
for energy and \vatcr utility distribution lines can be expected to exceed the depreciable 
investment in the Jines, 

-7'~ ~',-\s~-· L. • ~ .. " '1 oJ ' t-~ •• . •• ..~ 1 ne r -<,-,-,,-'11 Has expressea concern about t:.~e POSSHH tty .lor accumulated prOVlSlons lor 
depreciation to exceed de-preciable investment. \\'hile this is possible, I explain later in 
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value (if any), over the estimated useful lite of the unit (which may be a 
group of assets) in a systematic and rational manner. It is a process of 
allocation, not of valuation, Depreciation for the year is the portion of the 
total charge under such a system that is allocated to the year, Although 
the allocation may properly take into account occurrences during the year, 
it is not intended to be a measw'ement of the dIeet of all such occurrences, 

Three aspects of thi s definition are significant to the treatment of removal costs - the 
requirement to be systematic and rational, consideration of salvage, and the recognition 
that depreciation accounting is a process of allocation, not of valuation, 

The rational aspect of systematic and rational means that depreciation is to be recorded 
in a manner that matches the pattern of usagc or revenue-generating capability of the 
related asset. Thus, if the asset usage or revenue pattern is decreasing, the depreciation 
method should be accelerated relative to the life span of the assel. If the asset usage or 
revenue pattern is constant , the depreciation method should be constant (mtable) relative 
to the life span. If the asset usage or revenue pattem is incre.asing, the depreciation 
method should be defcrred re.lative to the life span, I am awarc of types of assets of 
regulated entities that exhibi t a decrcasing or a constant usage pattem over their lifetimes, 
but have not encOlmtered such assets that exhibit an increasing usage pattem, 

I believe that the definition's reference to salvage is intended to mean nel salvage, 
thereby incorporating removal costs into depreciation, because: 

At the time the GAAP definition was issued, it was common for salvage to 
be utilized to mean either salvage proceeds O [ net salvage (salvage 
proceeds less removal costs), and some still utilize tlus ternlinology, This 
usage is unfortunate, as it creates confusion conceming how removal costs 
are to be dealt with for accounting purposes, and J believe it is responsible 
for tbe true intention of the delin ition to have become lost, 

The GAAP detinition was issued during the 1950s, which is at least 40 
years after salvage and removal costs began to be treated as components of 
depreciation for regulatory accounting purposes, The earliest indication of 
this regulatory accounting treatment I have discovered is the 1913 
Interstate Commerce Commission (ICC) telephone Unifonn System of 
Accounts, I am aware that this treatment rapidly became universal for 
energy and water utilities, pipelines and telecommunications companies, 
and suspect that the ICC is not the tirst UB, regulator to incorporate 
removal costs into depreciation , This timing of adoption for regulatory 
accounting and the fact that the concept of retirement accounting was 
abandoned for regulatory accounting purposes earlier than for ti nanc ial 
accounting suggest that the GAAP definition quoted above may well have 
been written to recognize the validity of the then exb'ting regulatory 
accounting treatment for salvage and removal costs , 

It is inconsistent to specifY that investment and salvage be recorded in a 
pattern matching the usage or revenue-generating capability of the asset, 
while removal cost is not allowed to. Some would say that it is more than 

4 
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