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DEFI NI TI ONS

When used in this system of accounts:

1

10.

"Anortization" means the gradual extinguishnent of an anount in
an account by distributing such amobunt over a fixed period, over
the life of the asset or liability to which it applies, or over the
period during which it is anticipated the benefit will be realized.

"Conmi ssion”, unless otherwi se indicated by the context, neans
t he Kentucky Public Service Conm ssion.

"Conposite depreciation rate" is a percentage based on the
wei ghted average service |life of a nunmber of units of plant, each
of which nmay have a different individual |ife expectancy. Conposite

depreciation rates may be determned for (a) a single depreciable
pl ant account, (b) a single rate for several depreciable accounts
or (c) a single conposite rate nay be determned for all
depreci abl e plant of the utility.

"Cost" nmeans the anmount of noney actually paid for property or
servi ce. When the consideration given is other than cash, the
val ue of such consideration shall be determ ned on a cash basis.

"Cost of renoval"” means the cost of denolishing, dismantling
tearing down or otherwise renoving utility plant, including the
cost of transportation and handling incidental thereto.

"Depreciation”, as applied to depreciable utility plant, neans
the loss in service value not restored by current naintenance,
incurred in connection wth the consunption or prospective
retirement of wutility plant in the course of service from causes
which are known to be in current operation and against which the
utility is not protected by insurance. Anmong the causes to be
given consideration are wear and tear, decay, action of the
el enents, inadequacy, obsol escence, changes in the art, changes in
demand, and requirenents of public authorities.

"Net sal vage val ue" neans the sal vage value of property retired
| ess the cost of renoval

"Original cost", as applied to utility plant, means the cost of
such property to the person first devoting it to public service.

"Property retired", as applied to utility plant, nmeans property
whi ch has been renoved, sold, abandoned, destroyed, or which for
any cause has been wi thdrawn from servi ce.

"Sal vage val ue" neans the amount received for property retired,
| ess any expenses incurred in connection with the sale or in
preparing the property for sale, or, if retained, the anount at
which the nmaterial recoverable is chargeable to nmaterials and
supplies, or other appropriate account.
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DEFI NI TI ONS

"Service life" neans the period between the tine of installation
of utility plant and the tine of its retirenent.

"Service value" neans the difference between the original cost
and net sal vage value of utility plant.

"Straight-1ine remai ni ng life nmet hod", as appl i ed to
depreci ati on accounting, neans the plan under which the service
val ue of property is charged to operating expenses (and to clearing
accounts if wused), and credited to the accumul ated depreciation

account through equal annual charges during its service life.
"Remaining life" inplies that estimtes of future life and sal vage
will be reexam ned periodically and that depreciation rates will be

corrected to reflect any changes in these estinates.

"Straight-line nmethod" as applied to depreciation accounting,
neans the plan under which the service value of property is charged
to operating expenses (and to clearing accounts if wused), and
credited to the accunulated depreciation account through equal

annual charges during its service life. Estimates of the service
life and salvage will be reexam ned periodically and depreciation
rates will be corrected to reflect any changes in these estinates.

"Uility", as used herein and when not otherwise indicated in
the context, nmeans any public utility to which this system of
accounts is applicable.

"Supply main" neans any nain, pipe, aqueduct or canal the
primary purpose of which is to convey water from one unit to
another unit in the source of supply, water treatnment or punping

plant and generally providing no service connections wth
cust oners.

"Transm ssion and distribution min" neans any nain the
primary purpose of which is to convey water, requiring no further
processi ng except incidental chlorination or pressure boosting,
froma unit in the source of supply, water treatnent or punping

plant and generally providing no service connection wth
cust oners.



ACCOUNTI NG | NSTRUCTI ONS

General - Cassification of Uilities

A. For the purpose of applying the system of accounts prescribed
by the Commi ssion, water utilities are divided into three classes,
as foll ows:

Class A - Uilities having annual water operating revenues of
$750, 000 or nore.
Class B - Uilities having annual water operating revenues of
$250, 000 or nore but less than $750, 000.
Class C- Uilities having annual water operating revenues of
| ess than $250, 000 or |ess than 400 custoners.
B. This system of accounts applies to Cass C utilities. The

system of accounts applicable to Class A and B utilities is issued
separately.

C. The class to which any utility belongs shall originally be
determined by the average of its annual water operating revenues
for the last three consecutive years. Subsequent changes in
classification shall be nade when the average annual water
operating revenues for the three i medi ately precedi ng years exceed
the upper limt or are less than the lower |limt, of the annua
wat er operating revenues of the classification previously
applicable to the utility. For a utility with water and wast ewat er
operations, the classification shall be based on the operation with
t he hi ghest annual revenues.

General - Records
A. The books of accounts of all water utilities shall be kept by
the double entry nmethod, on an accrual basis. Each utility shal

keep its accounts nonthly and shall close its books at the end of
each cal endar year

B. Al books of accounts, together with records and nenoranda
supporting the entries therein, shall be kept in such a manner as
to support fully the facts pertaining to such entries. The books
and records referred to herein include not only the accounting
records in a limted technical sense, but also all other records,
reports, correspondence, invoices, nmenoranda and information useful
in determning the facts regarding a transaction.

C. No utility shall destroy any such books or records unless the
destruction thereof is permtted under the guidelines governing the
preservation of records of electric, gas and water wutilities,
published by the National Association of Regulatory Uility
Conmi ssi oner s.

D. Uilities may further subdivide any of the accounts provided
that such subdivisions do not inpair the integrity of the accounts,
or they may nmaintain such additional accounts as are included in
the Uniform System of Accounts for Cass Aand B Utilities.

General - "ltem Lists

Lists of "itens" appearing in the texts of the accounts or
el sewhere herein are for the purpose of nore clearly indicating the
application of the prescribed accounting. The lists are intended
to be representative, but not exhaustive. The appearance of an
itemin a list warrants the inclusion of the itemin the account
mentioned only when the text of the account also indicates
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i nclusion inasnuch as the sane item frequently appears in nore than
one list. The proper entry in each instance nust be determ ned by
the texts of the accounts.

4. Ceneral - Estimated Itens
Whenever a financial statenment is required by the Conm ssion

if it is known that a transaction has occurred which affects the
accounts but the amount involved in the transaction and its effect
upon the accounts cannot be determ ned with absolute accuracy, then
the anount shall be estimated and such estinmated anount included in
the proper accounts. A conplete description of the transactions
shall acconpany the financial statenent. Uilities are not
required to anticipate mnor itens that would not appreciably
af fect the accounts.

5. Ceneral - Allocation of Salaries and Expenses of Enpl oyees
Charges to utility plant or to a salaries expense account shal

be based upon the actual tine engaged in either plant construction
or providing operation services. |In the event actual tine spent in
the various activities is not available or practicable, salaries
should be allocated upon the basis of a study of the time engaged
during a representative period. Charges should not be nade to the
accounts based upon estimates or in an arbitrary fashion.

6. Uility Pl ant
Al utility plant acquired as an operating unit or system shal
be recorded at original cost (See definition 8. Al other utility
pl ant shall be included in the accounts at the cost incurred by the
utility.

7. Uility Plant - Capitalization Level

The cost of individual items of equipnent of |ess than $150 or
of short life, including small portable tools and inplenents, shal
not be charged to wutility plant accounts. The cost shall be
charged to the appropriate operating expense or clearing accounts,
according to the use of such itens, or, if such itens are consuned
directly in construction work, the cost shall be included as part
of the cost of the construction unit.

8. Uility Plant - Depreciation

A. Depreciation charges shall be conputed wusing either the
straight-line remaining life nmethod (See definition 13) or the
straight-line nmethod (See definition 14), according to which nethod
has been approved by the Comm ssion. Conposite depreciation rates
(See definition 3) may be used with prior Conm ssion approval .

B. Wen the straight-line remaining life nethod is used, the rates
shall be reviewed periodically and adjusted as required, so that
the depreciation expense will bear a reasonable relationship to the
remaining life, the estimated net future salvage, cost of plant in
service and to the balance of accunul ated depreciation accrued in
prior periods.

C. Wen the straight-line nethod is used, the rates shall be
reviewed periodically and adjusted as required, so that the

10
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depreci ation expense wll bear a reasonable relationship to the
service life, the estinmated net salvage, and the cost of plant in
servi ce.

D. Wen an item of plant is retired, account 108 - Accumnul ated
Depreciation and Anortization of Utility Plant in Service, shall be
charged and the appropriate plant accounts shall be credited with
the entire recorded original cost of plant retired regardl ess of
the anmount of depreciation which has been accunulated for this
particular item of plant, except as provided in paragraph E
Account 108 - Accunul ated Depreciation and Anortization of Utility
Plant in Service, also shall be charged with the costs of renobva
of retired plant, and shall be credited wth the salvage val ue
sales price or other anmounts recovered fromplant retired.

E. In rare instances the unexpired early retirement of a major
unit of property, which would elimnate or seriously deplete the
exi sting depreciation reserve, nmay require accounting treatnent
which differs from that described in paragraph D above. In such
instances the Commission may authorize or order the loss on
retirement (less any tax savings) to be charged to inconme in the
current year or transferred to account 186 - M scel |l aneous Deferred
Debits, and anortized in future periods. Such accounting treatnent
shall be used only when specifically authorized or directed by the
Conmi ssi on.

F. It is suggested that all wutilities maintain a separate
accurmul ated depreciation subaccount for each depreciable plant
account .

Uility Plant - Contributions in Aid of Construction

A. Nonr ef undabl e contri butions of cash or plant facilities donated
to the water wutility to assist it in constructing, extending or
relocating its water facilities shall be credited to account 271 -
Contributions in Ad of Construction (See account 271 for
description of itens includible in this account).

B. Bal ances in this account representing contributions of
depreci abl e plant shall be anortized using the contra account 272 -
Accunul ated Anortization of Contributions in Aid of Construction.
The corresponding credit shall be to account 403 - Depreciation
Expense (if anortization is recognized by the Conm ssion).

C. The balance in this account representing contributions of
nondepr eci abl e plant shall remain unchanged until such tinme as the
property is sold or otherwi se retired. At the tinme of retirenent
of nondepreciable contributed plant, its cost shall be credited to
the appropriate plant account and charged to account 271.

Cperatlng | ncone - I ncone Taxes

Current income tax provision

1. The utility shall initially debit account 409 - |Incone
Taxes, and credit account 236 - Accrued Taxes, to record its
estimated current inconme tax liability. As the exact anounts
of taxes beconme known, the current tax accruals shall be
adjusted by debits or credits to these accounts unless such
adjustnments are properly includible in account 215 - Retained

Earnings, so that this account as nearly as can be ascertained

11
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shal |l include the actual taxes payable by the utility.

2. The accruals for incone taxes shall be apportioned anong
utility departnents and to QGther I nconme and Deductions so that,
as nearly as practicable, each tax shall be included in the

expenses of the utility departnment or OQher Incone and
Deductions, and shall be related to the incone which gave rise
to the tax. Adj ustnents to account 215 - Retained Earnings

shal |l be recorded net of tax.

Interperiod Tax Allocation — Depreciation

The Federal Econom ¢ Recovery Tax Act of 1981 (ERTA).

ERTA provides that a utility claimng accel erated depreciation
(Accel erated Cost Recovery System (ACRS)) nust use a normalized
nmet hod of accounting for federal incone taxes on its regul ated
books of account and for ratenaking purposes. A utility nust
use the sane depreciation nethod and lives in conputing federal
i ncome tax expense when establishing cost of service for
ratemaki ng purposes as is wused in its regulated books of
account, or if it wuses a different nethod, it nust nmake
adjustnments to a reserve to reflect the deferral of taxes
resulting from such differences. Simlarly, in order to claim
investment tax credits, a utility nust defer the entire bal ance
of investment tax credits on its books of account and anortize
t he bal ance over the |ife of the related property.

Conprehensive Interperiod Income Tax Allocation - Qher Than
Depr eci ati on.

1. Certain regulatory bodies have required conprehensive
interperiod incone tax allocation of all material book-tax
timng differences other than depreciation differences. They
have reasoned that where there are timng differences between
the period in which transactions affect taxable incone and the
periods in which they enter into the determ nation of pretax
accounting inconme, the income tax effects of such transactions
are to be recognized in the periods in which the differences
bet ween book accounting inconme and taxable incone arise and in
the periods in which the differences reverse using the deferred
tax nethod. In general, conprehensive interperiod tax
al l ocati on should be foll owed whenever transactions enter into
the determ nation of pretax accounting inconme for the period
even though sone transactions nmay affect the determ nation of
taxes payable in a different period, as further qualified
bel ow.

2. Uilities are not required to wutilize conprehensive
interperiod incone tax allocation until the deferred incone
taxes are included as an expense in the rate l|level by the
regul atory authority having rate jurisdiction over the utility.
Where conprehensive interperiod tax allocation accounting is
not practiced, the utility shall include as a note to each
financial statenent, prepared for public use, a footnote
explanation setting forth the wutility's accounting policies
with respect to interperiod tax allocation and describing the
treatment for ratemaking purposes of the tax timng difference
by regul atory authorities having jurisdiction.

3. Should the utility be subject to nore than one agency

12



ACCOUNTI NG | NSTRUCTI ONS

having rate jurisdiction, its accounts shall appropriately
reflect the ratenmaking treatnent (deferral or flow through) of
each jurisdiction.

4. Once conprehensive interperiod tax allocation has been
initiated either in whole or in part it shall be practiced on a
consistent basis and shall not be changed or discontinued
wi t hout prior Commi ssion approval.

EXAMPLE

The following exanple shows how the various transactions are

recor ded:

a. Autility purchases depreciable plant at a cost of $10, 000.
The plant has a 10 year life with no sal vage.

b. The utility's federal taxable incone from wutility
operations, before the effect of depreciation is $30,000 (46%
tax rate).

C. ACRS depreciation for each year is $800, $1400, $1200,
$1000, $1000, $1000, $900, $900, $900, $900.

d. Book depreciation for each year using half year convention
in year placed in service is: $500, $1000, $1000, $1000,
$1000, $1000, $1000, $1000, $1000, $1000, $500.

e. I nvestnent tax credit is $800 ($10,000 x 8% in order to
use 100% of the $10,000 cost for ACRS depreciation.
f. Deferred taxes are calculated by subtracting tax
depreciation from book depreciation and nultiplying by the tax
rate. |If tax depreciation is greater than book, debit Account
410 and credit Account 282. I f book depreciation is greater
than tax, debit 282 and credit 410.
Account Account Debi t Credit
Nurmber Title
Year 1
1-a 409.10 | ncone Taxes, Uility Operating
| ncone $12, 632
236 Accrued Taxes $12, 632

To record taxes estimated to
be payabl e for period
(.46(%$30, 000- $800)) - $800

1-b 410. 10 Deferred | ncone Taxes 138

282

Accumul ated Deferred | ncone Taxes
Li beral i zed Depreciation 138

To record deferral of a portion

of taxes based on the difference

bet ween straight-1ine depreciation

and ACRS depreciation (.46($500-$800).
NOTE: - - The deferred tax bal ance of $138
woul d either be deducted fromrate

13
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Account
Title Debi t

Credit

1-c 412.10
255

1-d 255
412. 21

l-e 255
412.11

base or be included in capital
structure at zero cost.

| nvestment Tax Credits Deferred to

Future Periods, Uility Operations 800
Accunul ated Deferred | nvest nent

Tax Credits

To record the investnent tax
credits realized and deferred to
future years in accordance with
provi sions of either the "General
Rul e"/ Option 1 Treatnent or the
"Special Rule for Ratable Flow -
t hrough”/ Option 2 Treat nent

($10, 000 x 8%.

Accunul ated Deferred | nvest nent

Tax Credits 40
| nvestment Tax Credits Restored

to Nonoperating Incone, Uility

Qper ati ons

To record ratable anortizati on over
t he book depreciable |ife of the
investnent tax credits deferred to
future periods (.50($800(1/10))).
NOTE: - - The net bal ance of deferred

i nvestment tax credits ($800-$40)
woul d be either deducted fromrate
base or included in capital structure
at zero cost. This treatnent is
followed by utilities subject to the
"General Rule"/Option 1 Treatnent.

Accunul ated Deferred | nvest nent

Tax Credits 40
| nvestment Tax Credits Restored

to Qperating Incone, Uility

Qper ati ons

To record ratable flowthrough
over the asset's book
depreciable |ife of investnent
tax credits deferred to

future periods (.50($800
(1/10))). NOTE:--The net

bal ance of deferred | TC ($800-

14
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Account Account
Nunber Title Debi t Credit

$40) woul d earn the overal

rate of return. This treatnent

is followed by utilities subject

to "Special Rule for Ratable

Fl ow-t hrough”/ Option 2 Treat nment.
Year 2

2-a 409.10 | ncone Taxes, Uility Operating
| ncone $13, 156
236 Accrued Taxes $13, 156

To record taxes estimated to be
payabl e for period .46($30, 000-
$1, 400) .

2-b 410. 10 Deferred | ncone Taxes 184
282 Accumul ated Deferred | ncone 184
Taxes-Li beralized Depreciation

To record deferral of a portion

of taxes based on the difference
bet ween straight-1ine depreciation
and ACRS depreciation (.46($1000-
$1400)). NOTE: --The cunul ative
bal ance of deferred taxes
($138+%$184) woul d be either
deducted fromrate base or
included in capital structure at
zero cost.

2-c 255 Accunul ated Deferred | nvest nent
Tax Credits 80
412. 21 | nvestment Tax Credits Restored 80
to Nonoperating Incone, Uility
Qper ati ons

To record ratable anortization

over the asset's book depreciable

life of the ITC deferred to future
periods ($800 (1/10)). NOTE: --The

net bal ance of deferred ITC

($800 - ($40 + $80)) woul d be either
deducted fromrate base or included

in capital structure at zero cost.
This treatnent is followed by utilities
subject to the "General Rule"/Option 1
Tr eat ment .

15
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Account Account
Nunber Title Debi t Credit
2-d 255 Accumul ated Deferred | nvestnent Tax 80
Credits
412. 11 | nvestnent Tax Credits Restored to 80

Operating Incone, Uility Operations

To record ratable flowthrough over

the asset's book depreciable life

of investnent tax credits deferred

to future period ($800(1/10)). NOTE: --
The net bal ance of deferred | TC ($800-
($40 + $80)) would earn the overal

rate of return. This treatnment is
followed by utilities subject to

the "Special Rule for Ratable

Fl ow Through”/ Opti on 2 Treat ment.

Year 3

3-a 409.10 | ncone Taxes, Uility Operating
| ncone 13, 248
236 Accrued Taxes 13, 248

To record taxes estimated to be
payabl e for the period (.46($30, 000-
$1, 200)).

3-b 410. 10 Deferred | ncone Taxes 92
282 Accumul ated Deferred | ncone Taxes
- Liberalized Depreciation 92

To record deferral of a portion

of taxes based on the difference

bet ween straight-1ine depreciation and
ACRS depreciation (($1, 000-$1, 200). 46).
The cunul ative bal ance of deferred
taxes ($138 + $184 + $92) woul d be

ei ther deducted fromrate base or
included in capital structure at

zero cost.

3-c 255 "General Rule"/Option 1 Treatnent 80
412. 21 utilities would record the sane 80
entry as in Year 2 for anortization
of ITC. The net bal ance deducted
fromrate base or included in
capital structure at zero cost would
be ($800-(%$40 + 2 ($80))).
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ACCOUNTI NG | NSTRUCTI ONS

Account Account
Nunber Title Debi t Credit
3-d 255 "Special Rule for Ratable Flow 80
412.11 Through”/ Option 2 Treat nent 80
utilities would record the sane
entries recorded in Year 2 for
ratabl e fl owthrough of ITC
The net | TC bal ance earning the
overall rate of return would be
$600.
Year 4
4-a 409. 10 | ncone Taxes, Uility Operating
| ncone 13, 340
236 Accrued Taxes 13, 340
To record taxes estimated to be
payabl e for the period (.46($30, 000-
$1, 000)).
4-b 410. 10 No entry woul d be made related to
282 deferred taxes because book and
tax depreciation are equal. The
cunul ati ve bal ance of $414 woul d
continue to be deducted fromrate
base or included in capital
structure at zero cost.
4-c 255 "General Rule"/Option 1 Treatnent 80
412. 21 utilities. Sanme entry as Year 2 80
Net deferred bal ance either deducted
fromrate base or included in
capital structure at zero cost
woul d be ($800-($40+3($80))).
4-d 255 "Special Rule for Ratable Flow 80
412.11 Through”/ Option 2 Treat nent 80
utilities. Sane entry as
Year 2. Net bal ance earning
the overall rate of return would
be $520.
Year 5
5-a 409. 10 Sanme entry as Year 4. 13, 340
236 13, 340
5-b 410. 10 See Year 4.
282
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ACCOUNTI NG | NSTRUCTI ONS

Account Account
Nunmber Title Debi t Credit
5-c 255 "General Rule"/Option 1 Treatnent 80
412. 21 utilities. Sane entry as Year 2. 80
Net | TC bal ance deducted from
rate base or included in capital
structure is $440.
5-d 255 "Special Rule for Ratable Flow 80
412.11 Through”/ Option 2 Treat nent 80
utilities. Sane entry as Year 2.
Net | TC bal ance earni ng overal
rate of return is $440.
Year 6
6-a 409.10 Same entry as Year 4. 13, 340
236 13, 340
6-b 410. 10 See Year 4.
282
6-c 255 "General Rule"/Option 1 Treatnent 80
412. 21 utilities same entry as Year 2. 80
Net | TC bal ance deducted from
rate base or included in capital
structure at zero cost is $360.
6-d 255 "Special Rule for Ratable Flow 80
412.11 Through”/ Option 2 Treat nent 80
utilities. Sane entry as Year 2.
Net | TC bal ance earning the
overall rate of return is $360.
Year 7
7-a 409.10 | ncone Taxes, Uility Operating
| ncone 13, 386
236 Accrued Taxes 13, 386
To record taxes estimated to
be payable for the period
(.46(%$30, 000-%$900)).
7-b 282 Accumul ated Deferred Incone Taxes -
Li beral i zed Depreciation 46
410. 10 Deferred I ncome Taxes 46
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ACCOUNTI NG | NSTRUCTI ONS

Account Account
Nunber Title Debi t Credit
To record reversal of taxes
deferred in prior years ($1000-
$900).46). NOTE:--The net deferred
tax bal ance deducted fromrate
base or included in capital structure
at zero cost is $368.
7-c 255 "General Rule"/Option 1 Treatnent 80
412.21 utilities. Sane entries as Year 2. 80
Net | TC bal ance deducted fromrate
base or included in capital structure
at zero cost is $280.
7-d 255 "Special Rule for Ratable Flow 80
412.11 Through”/ Option 2 Treat nent 80
utilities. Sane entry as Year 2.
NOTE: - - Net | TC bal ance earni ng
the overall rate of return is $280.
Year 8
8-a 409. 10 Sanme entry as Year 7. 13, 386
236 13, 386
8-b 282 Sane entry as Year 7. 46
410. 10 NOTE: - - Net bal ance deducted from 46
rate base or included in
capital structure at zero cost
is $322.
8-c 255 "General Rule"/Option 1 Treatnent 80
412.21 utilities. Sane entry as Year 2. 80
NOTE: - - Net | TC bal ance deduct ed
fromrate base or included in
capital structure at zero cost
is $200.
8-d 255 "Special Rule for Ratable Flow 80
412.11 Through”/ Option 2 Treat nent 80
utilities. Sane entry as
Year 2. NOTE:--Net |TC bal ance
earning the overall rate of return
is $200.
Year 9
9-a 409. 10 Sanme entry as Year 7. 13, 386
236 13, 386
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ACCOUNTI NG | NSTRUCTI ONS

Account Account

Nunber Title Debi t Credit
9-b 282 Sane entry as Year 7. NOTE: -- 46

410. 10 Net bal ance of deferred taxes 46

deducted fromrate base or
included in capital structure
at zero cost is $276.

9-c 255 "General Rule"/Option 1 Treatnent 80
412. 21 utilities. Sane entry as Year 2. 80
NOTE: - - Net bal ance | TC deduct ed
fromrate base or included in
capital structure at zero cost

is $120.
9-d 255 "Special Rule for Ratable Flow 80
412.11 Through”/ Option 2 Treat nent 80

utilities. Sane entry as Year 2.
NOTE: - - Net bal ance | TC ear ni ng
overall rate of return is $120.

Year 10
10-a 409. 10 Same entry as Year 7. 13, 386
236 13, 386
10-b 282 Sanme entry as Year 7. NOIE: -- 46
410. 10 Net bal ance deferred taxes 46
deducted fromrate base or
included in capital structure
at zero cost is $230.
10-c 255 "General Rule"/Option 1 Treatnent 80
412.21 utilities. Sane entry as Year 2. 80
NOTE: - - Net bal ance | TC deduct ed
fromrate base or included in
capital structure at zero cost
is $40.
10-d 255.1 "Special Rule for Ratable Flow 80
412.11 Through”/ Option 2 Treat nent 80
utilities. Sane entry as Year 2.
NOTE: - - Net bal ance |1 TC ear ni ng
overall rate of return is $40.
Year 11
11-a 409. 10 | ncone Taxes, Uility Operating
| ncone 13, 800
236.1 Accrued Taxes, Utility Operating
| ncone 13, 800
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ACCOUNTI NG | NSTRUCTI ONS

Account Account
Nunber Title Debi t Credit

To record taxes estimated to
be payabl e for period
(.46(%30, 000)).

11-b 282 Accumul ated Deferred | ncone Taxes
Li beral i zed Depreciation 230
410. 10 Deferred | ncone Taxes 230

To record reversal of taxes
deferred in prior years
(($500-0).46). NOTE:--There

is no longer a deferred tax

bal ance to be deducted fromrate
base or included in capital
structure at zero cost.

11-c 255.1 "General Rule"/Option 1 Treatnent 40

412.21 utilities. Sane entry as Year 1. 40
NOTE: - - There is no |l onger an I TC
bal ance to be deducted fromrate
base or included in capital
structure at zero cost.

11-d 255.1 "Special Rate for Ratable Fl ow 40

11.

412.11 Through”/ Option 2 Treat nent 40
utilities. Sane entry as Year 1.
NOTE: - - There is no |l onger an I TC
bal ance to earn the overall rate
of return.

Qperating Inconme - Clearing Accounts

A. The purpose of a clearing account is to tenporarily accumul ate
in one account costs of a specific type which affect nore than a
single account, and which subsequently wll be apportioned anong
utility plant accounts, operating expense accounts and other
appropri ate accounts.

B. The use of clearing accounts is optional. In addition to the
payroll clearing account, a wutility nmay wuse such additional
cl earing accounts as it finds useful.
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101.
103.
104.
105.
108.

114.
115.

121.
122.
124.
131.
132.
141.
143.
151.
174.
186.
190.

201.
204.
211.
215.
218.

224.
231.
232.
235.
236.
237.
242.
252.
253.
255.
265.
271.
272.
281.
282.
283.

BALANCE SHEET ACCOUNTS
Assets and O her Debits

Uility Plant in Service

Property Held for Future Use

Uility Plant Purchased or Sold

Construction Work in Progress

Accunul at ed Depreciation and Anortization of Utility Plant
in Service

Uility Plant Acquisition Adjustnents

Accunul ated Anortization of Uility Plant Acquisition
Adj ust nment s

Nonutility Property

Accunul at ed Depreciation and Anortization of Nonutility Property

Uility Investnents

Cash

Speci al Deposits

Cust omer Accounts Receivabl e

Accumul ated Provision for Uncoll ectible Accounts--Cr.

Plant Materials and Supplies

M scel | aneous Current and Accrued Assets

M scel | aneous Deferred Debits

Accumul ated Deferred I ncome Taxes

Equity Capital

Common St ock | ssued

Preferred Stock Issued

O her Paid-1n Capital

Ret ai ned Ear ni ngs

Proprietary Capital (for proprietorships and partnerships only)

Liabilities and G her Credits

Long- Ter m Debt

Account s Payabl e

Not es Payabl e

Cust oner Deposits

Accrued Taxes

Accrued | nterest

M scel | aneous Current and Accrued Liabilities

Advances for Construction

G her Deferred Credits

Accunul ated Deferred I nvestnent Tax Credits

M scel | aneous Operating Reserves

Contributions in Aid of Construction

Accunul ated Anprtization of Contributions in Aid of Construction
Accunul ated Deferred | ncone Taxes - Accel erated Anorti zation
Accunul at ed Deferred I ncome Taxes - Liberalized Depreciation
Accunul ated Deferred I ncone Taxes - O her
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101.

103.

104.

105.

108.

BALANCE SHEET ACCOUNTS
Assets and O her Debits

Uility Plant in Service

A This account is the control account for plant accounts 301
t hrough 348.
B. This account shall include the original cost of utility plant

owned and used by the utility in providing water service.

Property Held for Future Use

A This account shall include the cost of property owned and held
for future use in utility service under a definite plan for such
use.

B. The property included in this account shall be classified
according to the detailed accounts (301 to 348) for utility plant
in service and the account shall be maintained in such manner and
in such detail as though the property were in service.

Not e: --Materials and supplies, and neters held in reserve shall not
be included in this account.

Uility Plant Purchased or Sold

A This account shall be tenporarily charged with the cost and
expense incidental to acquisition of wutility systens acquired as
operating units or systens. The account shall be tenporarily

credited with the selling price of utility systens transferred to
ot hers.

B. Wthin six nmonths, or the tine specified by the Comm ssion

its order approving the transaction, from the date of acquisiti
or sale of a water system the wutility shall file wth t
Comm ssion for approval proposed journal entries to clear th
account .

in
on
he
IS

Note:--In clearing this account the original cost of acquired plant
shall be charged to plant accounts, and accumnul ated depreciation
shall be credited to account 108 - Accunul ated Depreciation and
Anortization of Uility Plant in Service. Any  bal ance

(representing the difference between the net original cost of the
assets acquired and the cost to the acquiring utility) shall be
charged or credited to account 114 - Utility Plant Acquisition
Adj ust nent s.

C. When an existing water system or operating unit is acquired
the wutility shall be obligated to obtain from the vendor al
exi sting records, including records of plant construction dates and
costs, and records of accunul ated depreciation and contributions in
aid of construction applicable to such properties.

Construction Work in Progress
This account shall include the cost of water plant in process of
construction, but not ready for service.

Accunul at ed Depreciation and Anortization of Uility Plant in

Servi ce
A This account shall reflect the depreciation and anortization
accurul ated on plant used in water utility service.
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114.

115.

121.

BALANCE SHEET ACCOUNTS

B. Thi s account shall be credited wth:
1. Amount s concurrently char ged to account 403 -
Depreci ati on Expense, representing currently accr ui ng
depreciation of water plant (other than contributed plant).
2. Amount s concurrently char ged to account 407 -

Anortization Expense - Qther, representing currently accruing
anortization of utility plant.

3. Sal vage value, sales price, insurance settlenments and
ot her amounts recovered from plant retired.
4. Amount s representing t he bal ance of accumnul at ed
depreciation and anortization of utility plant acquired from
ot hers.
Not e: -- Al so see account 104 - Utility Plant Purchased or Sol d.
C. Thi s account shall be charged with
1. Oiginal cost of depreciable utility plant retired.
2. Cost of renoval of plant retired.
D. The utility is restricted in the use of this account to the
pur poses set forth above. It shall not transfer any portion to

retained earnings or to other accounts wthout prior witten
aut hori zation fromthe Conm ssion.

Not e: -- See Accounting Instruction 8 for information on depreciation
accrual s and plant retirenent procedures.

Uility Plant Acquisition Adjustnents

A This account shall include the difference between (1) the cost
to the utility of plant acquired as an operating unit or system by
purchase, nerger, or otherwise, and (2) the net of anmounts
distributed to the plant accounts, the accunul ated depreciation
account and ot her appropriate accounts.

B. No transfers shall be made from this account unless prior
witten authorization has been obtained fromthe Comm ssion.

Not e: - - See al so account 104 - Utility Plant Purchased or Sol d.

Accunul ated Anortization of Uility Plant Acquisition Adjustnents
This account shall be credited or debited with amunts which are
includible in account 406 - Anortization of UWUility Plant
Acqui sition Adjustnents, or account 426 - M scellaneous Nonutility
Expenses, for the purpose of providing for the extinguishnment of
anounts in account 114 - Utility Plant Acquisition Adjustnents.

Nonutility Property

A This account shall include all property and other assets owned
by the utility, but not used in providing water service, for which
separ ate bal ance sheet accounts have not been provi ded.

B. This account shall be appropriately subdi vi ded.
It ens
1. Land and buil dings not used in water operations.
2. Uility assets transferred to "nonoperative" status.
3. | nvestnents in securities.
4. Assets of nonutility businesses owned by the utility.
5. Accounts receivable and notes receivable not due within

one year.
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122.

124.

131.

132.

141.

143.

151.

BALANCE SHEET ACCOUNTS

Accunul at ed Depreciation and Anortization of Nonutility Property

A This account shall reflect the depreciation and anortization
accurnul ated on property not used in utility operations.

B. This account shall be credited with amounts currently charged
to account 426 - M scellaneous Nonutility Expenses, representing
currently accruing depreciation and anortization on property not
used in utility operations.

C. This account shall be charged with the anount of depreciation
accunul ated on items of nonutility property sold, abandoned, or
ot herwi se retired.

Uility Investnents

This account shall include book cost of investments in securities
i ssued or assunmed by nonassociated conpanies for the purpose of
i nsuring adequate water service (i.e., source of water supply).

Cash
This account shall include the anbunt of cash on hand or on deposit
i n banks.

Speci al Deposits
This account shall include deposits with fiscal agents or others
for the paynent of interest and/or dividends.

Cust oner Accounts Receivabl e
This account shall include anmbunts due from custonmers for utility
servi ce.

Accumul ated Provision for Uncol |l ectible Accounts--Cr

This account shall be credited with amounts provided for |osses on
accounts receivable which may beconme uncollectible, and also with
collections on accounts previously charged hereto. Concurrent

charges shall be nade to account 670 - Bad Debt Expense, for
anounts applicable to wutility operations, and to corresponding
accounts for other operations. Records shall be nmmintained so as

to show the wite-offs of accounts receivable for each utility
depart nment.

Plant Materials and Supplies

A This account shall include the cost of materials and supplies
on hand, purchased for use in plant construction or repair work.
B. The cost shall include, when practicable, transportation

charges, sales and use taxes and other directly assignable costs.
Cash discounts realized on material purchases shall be credited to
this account.

C. Reusable materials which are retired from plant and returned
to the materials and supplies inventory shall be charged to this
account and credited to account 108 - Accumnul ated Depreciation and

Anortization of Utility Plant in Service. ldentifiable units that
have been renoved fromservice (i.e., punps, notors, etc.) shall be
carried in inventory at original cost. Itens of snmall val ue whose

original cost cannot be readily determned shall be carried in
inventory at current prices. Scrap materials shall be carried in
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174.

186.

190.

BALANCE SHEET ACCOUNTS

inventory at estimated scrap val ue.

D. | nventories of materials and supplies shall be taken at |east
annual |y and the necessary adjustnents shall be nade to bring this
account into agreenent with the actual quantities on hand.

M scel | aneous Current and Accrued Assets

This account shall include the book cost of all other current and
accrued assets, appropriately designated and supported so as to
show t he nature of each asset included herein.

M scel | aneous Deferred Debits

A This account shall include such itens as expenses of security
i ssues, bond discount, itenms in suspense, and costs which the
Comm ssion has authorized the wutility to anortize over future
periods (i.e., deferred portion of rate case expense).

B. Thi s account shall be appropriately subdivided.

Accumul ated Deferred | ncone Taxes

A This account shall be debited and account 411.10 - Provision
for Deferred Income Taxes - Credit, Uility Operating |nconme, or
account 411.20 - Provision for Deferred |Incone Taxes - Credit,

O her I ncone and Deductions, as appropriate, shall be credited with
an anount equal to that by which inconme taxes payable for the year
are higher because of the inclusion of certain itens in incone for
tax purposes, which itens for general accounting purposes wll not
be fully reflected in the utility's determ nation of annual net
i ncome until subsequent years.

B. This account shall be credited and account 410.10 - Deferred
| ncome Taxes, or account 410.20 - Provision for Deferred Incone
Taxes, Oher Income and Deductions, as appropriate, shall be
debited with an anmount equal to that by which incone taxes payable
for the year are |ower because of prior paynent of taxes as
provi ded by paragraph A above, because of differences in timng for
tax purposes of particular items of incone or inconme deductions
from that recognized by the wutility for general accounting
purposes. Such credit to this account and debit to account 410.10
or 410.20 shall, in general, represent the effect on taxes payable
in the current year of the smaller anount of book inconme recognized
for tax purposes as conpared to the anount recognized in the
utility’s current accounts with respect to the item or class of
itenms for which deferred tax accounting by the wutility was
aut hori zed by the Conmm ssi on.

C. Vi ntage year records with respect to entries to this account,
as descri bed above, and the account bal ance, shall be so maintai ned
as to show the factor of calculation with respect to each annua
amount of the item or class of items for which deferred tax
accounting by the utility is utilized.

D. The utility is restricted in its use of this account to the
pur pose set forth above. It shall not nake use of the balance in
this account or any portion thereof except as provided in the text
of this account, wthout prior approval of the Conm ssion. Any

remai ni ng deferred tax account balance with respect to an anount
for any prior year's tax deferral, the anortization of which or
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201.

204.

211.

215.

BALANCE SHEET ACCOUNTS

other recognition in the wutility's income accounts has been
conpl eted, or other disposition made shall be debited to account
410.10 - Deferred Incone Taxes, or account 410.20 - Provision for
Deferred Incone Taxes - Oher Income and Deductions, as
appropriate, or otherwise disposed of as the Conmmssion nmay
authorize or direct (See Accounting Instruction 10).

Equity Capital

Common St ock | ssued

A This account shall be credited with the total par value or
stated val ue of common stock outstandi ng.
B. Premiuns related to the issue of conmon stock shall be carried

in a separate subaccount of account 211 - OQther Paid-In Capital.

Preferred Stock | ssued

A This account shall be credited with the total par value or
stated val ue of preferred stock outstanding.

B. A separate subaccount shall be nmaintained for each class and
series of preferred stock.

C. Prem uns and di scounts related to the issue of preferred stock
shall be carried in a separate subaccount of account 211 - O her

Pai d-1n Capital.

O her Paid-1n Capital

A This account shall include all paid-in capital not derived
from earnings. It shall include such items as premuns and
di scounts related to the issuance of capital stock, donations to
the wutility of its capital stock, «credits arising from the
forgiveness of debt of the utility; credits arising out of a

reorgani zation of the utility, or in connection wth its
recapitalization
B. Each type of paid-in capital shall be carried in a separate
subaccount.
Ret ai ned Earnings (for corporations only)
A This account shall reflect corporation earnings retained in
t he busi ness.
B. The account shall be credited wth:
1. Net | ncone.
2. Accounting adjustnments associated wth correction of
errors attributable to a prior period.
C. The account shall be charged with
1. Net | osses.
2. Accounting adjustnments associated wth correction of

errors attributable to a prior period.
3. Di vi dends.

D. Adj ustments caused by the correction of an estimate or a
change in an accounting nethod shall not adjust the bal ance of this
account but shall rather affect either an incone, asset, liability
or deferred <credit account. For exanple, adjustments to
accurnul ated depreciation shall not affect this account but rather
shall affect an income account, account 186 - M scellaneous
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218.

224.

231.

232.

235.

236.

BALANCE SHEET ACCOUNTS
Deferred Debits, or account 253 - Oher Deferred Credits.

Proprietary Capital (for proprietorships and partnerships only)

A This account shall be credited wth the investnment of a sole
proprietor, or partners, in an unincorporated water utility.

B. A separat e subaccount shall be maintained for each partner.

C. At the end of each calendar year the net inconme or |loss for
the year shall be entered in this account.

D. Accounting adjustments associated with correction of errors

attributable to a prior period shall be charged or credited to this
account. See also account 215, item D, above.

Not e: --This account may be restricted to the anmount considered by
the proprietor to be the permanent investnent in the business,
subject to change only by additional investnent by the proprietor
or the withdrawal of portions thereof not representing net incone.
Wen this option is taken, earned surplus accounts shall be
mai nt ai ned.

Liabilities and G her Credits

Long- Ter m Debt

A This account shall include all notes, conditional sales
contracts or other evidences of indebtedness payable nore than one
year from date of issue.

B. Separate subaccounts shall be maintained for obligations
out st andi ng.

Accounts Payabl e _ o
This account shall include all anmounts payable by the utility
wi thin one year, which are not provided for in other accounts.

Not es Payabl e

This account shall include the face value of all notes, drafts,
acceptances, or other simlar evidences of indebtedness, payable on
demand or within a tinme not exceeding one year fromdate of issue.

Cust omer Deposits _ _ o
This account shall include all amounts deposited with the utility
by custonmers as security for the paynent of bills.

Accrued Taxes

A This account shall include all taxes accrued or payable by the
utility including property taxes, payroll taxes, w thholding taxes,
and corporate taxes.

B. This account shall be credited during the accounting period
with the anbunt of taxes accrued during the period. Such credits
may be based upon estimates, but fromtine to time during the year,
the anobunt of the periodic credits shall be adjusted so as to

reflect the correct tax liability. Any anount representing a
prepaynent of taxes applicable to a period subsequent to the date
of the balance sheet shall be shown under account 174 -

M scel | aneous Current and Accrued Assets.
Note:--Liability for personal incone or self-enploynent taxes of
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237.

242.

252.

253.

255.

BALANCE SHEET ACCOUNTS

owner or partners shall not be entered in the books of the utility,
al t hough paynment of such taxes may be charged as withdrawals to
proprietary capital.

Accrued I nterest

This account shall include the amount of interest accrued but not
matured on all liabilities of the utility not including, however,
interest which is added to the principal of the debt on which
incurred. Supporting records shall be maintained so as to show the
anount of interest accrued on each obligation.

M scel | aneous Current and Accrued Liabilities

This account shall include the amount of all other current and
accrued liabilities not provided for elsewhere appropriately
designated and supported so as to show the nature of each
liability.

Advances for Construction

This account shall include advances by or in behalf of custoners
for construction which are to be refunded either wholly or in part.
When a person is refunded the entire amount to which he is entitled
according to the agreenment or rule under which the advance was
made, the balance, if any, remaining in this account shall be
transferred to account 271 - Contributions in Aid of Construction.

O her Deferred Credits

This account shall include, gains on disposition of property, net
of incone taxes, deferred by authorization of the Conm ssion,
advance billings and receipts and other deferred credit itens, not
provi ded el sewhere, including anmounts which cannot be entirely
cleared or disposed of wuntil additional information has been
recei ved.

Accunul ated Deferred I nvestnent Tax Credits

A This account shall be credited with all investnment tax credits
deferred by conpanies which have elected to follow deferra
accounting, partial or full, rather than recognizing in the incone

statenment the total benefits of the tax credit as realized. After
such election, a conpany nmay not transfer amounts from this
account, except as authorized herein and in accounts 412.11 -
I nvestnent Tax Credits Restored to Operating Inconme, Uility
Qperations; 412.20 - Investnent Tax Credits - Net, Nonutility
Operations; and account 412.21 - Investnment Tax Credits Restored to
Nonoperating Inconme, Uility QOperations, or with approval of the
Conmi ssi on.

B. Were the conpany’ s accounting provides that investnent tax
credits are to be passed on to custoners, this account shall be
debited and account 412.11 credited with a proportionate anount
determined in relation to the book depreciable life of all utility
property or wutility property to which the tax credits relate or
such | esser period of time as allowed by a regul atory agency havi ng
rate jurisdiction. If, however, the deferral procedure provides
that investnment tax credits are not passed on to custoners, the
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265.

271.

BALANCE SHEET ACCOUNTS

proportionate restorations to inconme shall be credited to account
412. 21.

C. Subdi vi sions of this account by departnent shall be maintained
for deferred investnment tax credits that are related to nonutility
or other operations. Contra entries affecting such account
subdi vi sions shall be appropriately recorded. Use of deferral or

nondef erral accounting procedures adopted for nonutility or other
operations are to be foll owed on a consistent basis.

D. Separate records for each utility department, and nonutility
or other operations shall be maintained identifying the properties
giving rise to the investnent tax credits for each year with the
appropriate service life of such properties and any unused bal ances
of such credits. Such records are not necessary unless the tax
credits are deferred.

M scel | aneous Operati ng Reserves

A This account shall include all operating reserves naintained
by the utility.
B. This account shall be maintained in such manner as to show t he

anount of each separate reserve and the nature and anounts of the
debits and credits thereto.

Contributions in Aid of Construction

A Thi s account shall include:
1. Any anpunt or item of noney, services or property
received by a utility, fromany person or governnental agency,
any portion of which is provided at no cost to the utility,
whi ch represents an addition or transfer to the capital of the
utility, and which is utilized to offset the acquisition,
i mprovenent or construction costs of the utility's property,
facilities, or equipnment used to provide utility services to
t he public.
2. Amounts transferred from account 252 - Advances for
Construction, representing unrefunded balances of expired
contracts or discounts resulting fromterm nation of contracts
in accordance with the Comm ssion's rules and regul ati ons.

3. Conmpensation received from governnental agencies and
others for relocation of water mains or other plants.
4. Any anmount of noney received by a utility, any portion of

which is provided at no cost to the utility, which represents
an addition or transfer to the capital of the utility and
which is utilized to offset the federal, state or |ocal income
tax effect of taxable contributions in aid of construction,
taxabl e ampbunts transferred from Account 252 - Advances for
Constructi on, and t axabl e conpensati on recei ved from
government al agencies and others for relocation of water mains
or other plants shall be reflected in a sub-account of this

account .
B. The credits to this account shall not be transferred to any
ot her account w thout the approval of the Conmm ssion.
C. The records supporting the entries to this account shall be so

kept that the utility can furnish information as to the purpose of
each donation, the conditions, if any, upon which it was made, the
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BALANCE SHEET ACCOUNTS

anount of donations from (a) states, (b) nunicipalities, (c)
custoners, and (d) others, and the anount applicable to each
utility departnent.

Not e: --There shall not be included in this account advances for
construction which are ultimately to be repaid wholly or in part
(See account 252 - Advances for Construction).

Accurnul at ed Anortization of Contributions in Aid of Construction

A This account shall reflect the anortization accumul ated on
account 271 - Contributions in Ald of Construction, if recognized
by the Comm ssi on.

B. Specifically, bal ances in account 271 which represent
contributions of depreciable plant shall be anortized by charges to
this account over a period equal to the estimated service life of
the related contributed asset. A group or overall conposite rate
may be wused for contributed balances that cannot be directly
related to a plant asset.

C. The concurrent credit for the anortization recorded in this
account shall be made to account 403 - Depreciation Expense.

Accumul ated Deferred | ncone Taxes

Before using the deferred tax accounts provided below, refer
to Accounting Instruction 10 (B) and (C). I nterperiod |Incone Tax
Al l ocation - Depreciation and Conprehensive Interperiod |Inconme Tax
Al'l ocation - Qther Than Depreciation.

Public utilities shall wuse the accounts provided below for
prior accunulations of deferred taxes on incone for additional
provi si ons. Prior to any use of these accounts, the utility nust
file wth the Comm ssion, for the purpose of obt ai ni ng
aut horization, its proposed plan of accounting for deferred taxes
on incone. The utility shall not use these accounts unless such
use has been authorized by the Conm ssion. If deferred tax
accounting is initiated wth respect to any property such
accounting shall not be discontinued on that property w thout prior
approval of the Comm ssion.

The utility is restricted in its use of these accounts to the

pur poses set forth therein. It shall not neke any transfers from
t hese accounts or make any use thereof except as provided in the
text of the accounts w thout prior approval of the Conm ssion. It

shall not transfer the balance in these accounts or any portion
thereof to retained earnings except as provided in the text of this
account w thout prior approval of the Conm ssion.

Upon the disposition by sale, exchange, transfer, abandonnent,
or premature retirenent of plant on which there is a related
bal ance in these accounts, the deferred tax account shall be
debited wth an anmount equal to the related inconme tax expense, if
any, arising from such disposition and account 411 - Provision for
Deferred Inconme Taxes-Credit, shall be credited. When the
remai ni ng bal ance, after consideration of any related incone tax
expense, is not significant, the deferred tax account shall be
debited and account 411 credited with such bal ance. If after
consideration of any related income tax expense, and the remaining
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anount is significant, then the Commi ssion shall authorize or
di rect how such anmount shall be accounted for at the tinme approva
for the disposition of account is granted. Wen plant is disposed
of by transfer to a wholly owned subsidiary, the related bal ance in
the deferred tax account shall also be transferred. When the
di sposition relates to retirement of an itemor itens under a group
met hod of depreciation where there is no tax effect in the year of
retirement, no entries are required in the deferred tax account if
it can be determned that the related bal ances woul d be necessary
to be retained to offset future group itemtax deficiencies.
Note:--Public utilities having nore than one utility departnent
and/or nonutility property and which have deferred taxes on incone
Wi th respect thereto shall classify such deferrals in the accounts
provi ded elsewhere so as to allow ready identification of itens
relating to each wutility departnent and to Oher Incone and
Deduct i ons.

Accunul ated Deferred I ncone Taxes - Accelerated Anpbrtization

A This account shall include tax deferral resulting from
adoption of the principles of Conprehensive Interperiod |Inconme Tax
Allocation - Oher Than Depreciation described in Accounting

Instruction 10 (c) of this system of accounts that relate to
property for which the utility has availed itself of the use of
accel erated (5-year) anortization of (D) certified defense
facilities as permtted by Section 168 of the Internal Revenue Code
and (2) certified pollution control facilities as permtted by
Section 169 of the Internal Revenue Code.

B. This account shall be credited and account 410.10 - Deferred
| ncone Taxes, or account 410.20 - Provision for Deferred |ncone
Taxes, Qher Inconme and Deductions, as appropriate, shall be

debited with tax effects related to property described in paragraph
A above where taxable inconme is |ower than pretax accounting incone
due to differences between the periods in which revenue and expense
transactions affect taxable income and the periods in which they
enter into the determ nation of pretax accounting incone.

C. This account shall be debited and accounts 411.10 - Provision
for Deferred Incone Taxes - Credit, Uility Operating |ncone, or
411.20 - Provision for Deferred Inconme Taxes-Credit, O her Incone
and Deductions, as appropriate, shall be credited with tax effects
related to property described in paragraph A above where taxable
income is higher than pretax accounting incone due to differences
between the periods in which revenue and expense transactions
affect taxable incone and the periods in which they enter into the
determ nation of pretax accounting incone.

D. Records with respect to entries to this account, as described
above, and the account bal ance, shall be so maintained as to show
the factors of calculation and the separate anobunts applicable to
the plant additions of each vintage year for each class, group, or
unit. The wunderlying calculations to segregate and associate
deferred tax anounts with the respective vintage years nay be based
on reasonabl e nethods of approximation, if necessary, consistently
appl i ed.
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Accunul ated Deferred I ncome Taxes - Liberalized Depreciation

A This account shall include all credit tax deferrals resulting
from adoption of the principles of conprehensive interperiod incone
tax allocation described in Accounting Instruction 10 of this
system of accounts other than those deferrals which are includible
in accounts 281 - Accunul ated Deferred |Incone Taxes - Accel erated
Anortization, and account 283 - Accunul ated Deferred | ncone Taxes -
O her.

B. This account shall be credited and accounts 410.10 - Deferred
| ncome Taxes, or 410.20 - Provision for Deferred |ncone Taxes,
O her Inconme and Deductions, as appropriate, shall be debited with
tax effects related to property described in paragraph A above
where taxable incone is |lower than pretax accounting incone due to
differences between the periods in which revenue and expense
transactions affect taxable income and the periods in which they
enter into the determ nation of pretax accounting incone.

C. This account shall be debited and accounts 411.10 - Provision
for Deferred Income Taxes - Credit, Uility Operating |nconme, or
411.20 - Provision for Deferred Incone Taxes - Credit, Qher Income
and Deductions, as appropriate, shall be credited with tax effects
related to property described in paragraph A above where taxable
income is higher than pretax accounting incone due to differences
between the periods in which revenue and expense transactions
af fect taxable incone and the periods in which they enter into the
determ nation of pretax accounting incone.

D. Records with respect to entries to this account, as described
above, and the account bal ance, shall be so nmaintained as to show
the factors of calculation and the separate anmounts applicable to
the plant additions of each vintage year for each class, group, or

unit. The wunderlying calculations to segregate and associate
deferred tax accounts with the respective vintage years nay be
based on reasonable nethods of approximation, if necessary,

consi stently applied.

Accumnul ated Deferred I ncone Taxes - O her

A This account shall include all credit tax deferrals resulting
from the adoption of the principles of conprehensive interperiod
income tax allocation described in Accounting Instruction 10 of
this system of accounts other than those deferrals which are

includible in accounts 281 - Accunul ated Deferred |ncone Taxes -
Accel erated Anprtization, and 282 - Accunulated Deferred |ncone
Taxes - Liberalized Depreciation.

B. This account shall be credited and account 410 - Provision for

Deferred Income Taxes, shall be debited with tax effects related to
itens described in paragraph A above where taxable inconme is |ower
than pretax accounting income due to differences between the
periods in which revenue and expense transactions affect taxable
income and the periods in which they enter into the determ nation
of pretax accounting incone.

C. Thi s account shall be debited and accounts 411.10 - Provision
for Deferred Inconme Taxes - Credit, Utility Operating Income or
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411.20 - Provision for Deferred Incone Taxes - Credit, Qher I|Income
and Deductions, as appropriate, shall be credited with tax effects
related to itens described in paragraph A above where taxable
income is higher than pretax accounting incone due to differences
between the periods in which revenue and expense transactions
af fect taxable incone and the periods in which they enter into the
determ nation of pretax accounting incone.

D. Records with respect to entries to this account, as described
above, and the account bal ance, shall be so nmaintained as to show
the factors of calculation with respect to each annual anount of
the itemor class of itens.

E. For rat emaki ng purposes, the balance in accounts 281, 282, and
283 - Accumnul ated Deferred Income Taxes - Accel erated Anortization,
Li beralized Depreciation, and O her, net of any bal ance in account
190 - Accunul ated Deferred Incone Taxes, shall either be deducted
from rate base by all conpanies having a net credit balance of
deferred taxes or shall be included in capital structure as zero

cost funds. The treatnment shall be determ ned by the regul atory
body having jurisdiction over the regulated operations of the
utility. Were regulated operations are subject to the

jurisdiction of nore than one regul atory body, each regul atory body
shal | establish the ratemaking treatnent of those deferrals related
to operations under its jurisdiction.
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305. Collecting and I npoundi ng Reservoirs
306. Lake, River and O her Intakes

307. Wells and Springs

309. Supply Mins

310. Power GCeneration Equi pnent

311. Punpi ng Equi pnent
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336. Backfl ow Prevention Devices
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WATER UTI LI TY PLANT ACCOUNTS

Organi zati on
This account shall include all fees paid to federal or state
governments for the privilege of incorporation and expenditures
incident to organizing the <corporation, partnership or other
enterprise and putting it into readiness to do business. A sanple
of itens to be included in this account are |isted bel ow

1. Actual cost of obtaining certificates authorizing an
enterprise to engage in the public utility business.
Fees and expenses for incorporation.
Fees and expenses for nergers or consolidations.
O fice expenses incident to organizing the utility.
Stock and m nute books and corporate seal.

Gihwn

Franchi ses

A This account shall include anpbunts paid to the federa
government, to a state or to a political subdivision thereof in
consideration for franchises, consents or certificates, running in
perpetuity or for a specified term of nore than one year, together
wi th necessary and reasonabl e expenses incident to procuring such
franchi ses or certificates of perm ssion and approval .

B. This account shall not include any expenses incurred in
connection wth the authorization or sale of securities, or
di scounts on securities issued.

C. This account shall not include any sum for franchises or
certificates in excess of the ambunts actually paid to the state or
political subdivision, and necessary and reasonable expenses
i ncident to obtaining such franchises or certificates.

D. When any franchi se has expired, the book cost thereof shall be
credited hereto and charged to account 426 - M scellaneous
Nonutility Expenses, or to account 108 - Accunul ated Depreciation
and Anortization of UWility Plant in Service, as appropriate.

Land and Land Ri ghts
This account shall include the cost of land, rights-of-way and
easenents used in water operations.

Structures and | nprovenents

This account shall include cost in place of structures and
i nprovenents used in connection with source of supply, punping,
water treatnent, transm ssion and distribution and general plant. A
sanple of itens to be included in this account are |isted bel ow
Yard pavi ng and fencing.

Punp houses and storage sheds.

Grading and cl earing.

Met er testing shops.

Landscapi ng, sidewal ks.

Roadways paved, concrete, etc.

Bui | di ngs.

Pl ant netering.

ONoOTARWNE
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306.

307.

309.

310.

311.

WATER UTI LI TY PLANT ACCOUNTS

Col l ecting and | npoundi ng Reservoirs

This account shall include the cost in place of structures and
i nprovenents used for inpounding, collecting and storing water in
the source of supply system A sanple of itens to be included in
this account are |isted bel ow

1. dearing. 5. Landscapi ng.

2. Dans. 6. Ret ai ni ng wal | s.

3. Enmbanknents. 7. Roads.

4. Fences. 8. Spi | | ways and channel s.

Lake, River and O her |ntakes
This account shall include the cost installed of |ake, river and
ot her intakes used as a source of water supply. A sanple of itens
to be included in this account are |isted bel ow

1. Conduits. 4. | nt ake pi pes.

2. Fences. 5. | nt ake wel | s.

3. (Gate houses.

Wl I's and Springs
This account shall include the cost installed of wells and springs
used as a source of water supPIy. A sanple of itens to be included
in this account are listed bel ow

4.

1. dearing. Landscapi ng.

2. Collecting pipes. 5. Springs and appurtenances.
3. Fences. 6. Wl l's, casings and
and appurt enances.
Supply Mai ns
This account shall include the cost installed of supply mains,

pi pes, aqueducts and canals and their appurtenances. A sanple of
items to be included in this account are listed bel ow

1. Manhol es. 5. Mai ns
2.  Minicipal inspection or 6. Mai n Installation.
permts. 7. Val ves, valve vaults
3. Reconstruction of pavenent and appurtenances.
di st urbed.
4 Mast er Meters.

Power Generation Equi pnent
This account shall include the cost installed of any equi pment used
for the production of power principally used in punping operations.

Punpi ng Equi pnent

This account shall include the cost of electric, gas, gasoline, or
ot her types of punping equipnment. A sanple of itenms to be included
in this account are listed bel ow

1. Engines. 5. Pressure regul ating and
2. Modtors. recordi ng instrunents.
3. Turbines. 6. El ectric power |ines.

4. Punps. 7. Swi t chi ng equi prent .

37



320.

330.

331.

333.

334.

335.

WATER UTI LI TY PLANT ACCOUNTS

Wat er Treat nent Equi prent

This account shall include the cost of equipnment used in treatnent
of water. A sanple of itens to be included in this account are
listed bel ow

Sof t eni ng equi prent . 6. Filtering equipnent.

Chl ori nation equi pnent. 7. Purification equi pnent.

Sand traps. 8. Fl uori dati on equi pnent.

Settling basins. 9. Rever se osnpsi s nmenbr anes.

Di sinfection equi pnent.

hwONE

Di stribution Reservoirs and Standpi pes

A This account shall include the cost of reservoirs, storage
tanks, hydropneumatic tanks and standpipes used in storing water
for distribution.

B. The account shall be segregated so as to show separately the
cost of each major facility or installation.

Transm ssion and Di stribution Mins

This account shall include the cost installed of water nmains,
including valves, fittings, shut-offs, etc., between the water
source and custoner's service. This account shall also include the
cost installed of fire nains.

Servi ces
This account shall include the cost installed of service pipes
| eading fromthe water main to the custoners' preni ses.

Meters and Meter Installations

A This account shall include the cost of neters, devices and
appurtenances attached thereto, used for neasuring the quantity of
wat er delivered to users, whether actually in service or held in

reserve. It shall also include the cost of |abor enployed,
materials wused and expenses incurred in connection wth the
original installation of a custonmer's neters and devices and
appurtenances attached thereto.

B. Records shall be kept to show the nunber of nmeters of each
type and size in service or held on stock, and their |ocation.
C. A sanple of itenms to be included in this account are |isted
bel ow:

1. Meters. 4. St ops.

2. Meter boxes. 5. Installation | abor.

3.  Yokes.

Not e: -- The cost of "master neters” used to neasure the quantity of
wat er produced or delivered into the system shall be entered in
account 309 - Supply Mins.

Hydr ant s

This account shall include the cost installed of hydrants owned by
the utility.

Note:--A hydrant begins at and includes the fittings at the
connection with the main.
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340.

341.

343.
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WATER UTI LI TY PLANT ACCOUNTS

Backfl ow Preventi on Devices

A This account shall include the cost of backflow prevention
devices, and attached appurtenances, wused for preventing the
backfl ow of water, whether actually in service or held in reserve.
It shall also include the cost of |abor enployed, materials used
and expenses incurred in connection with the original installation
of a custoner's backflow prevention device and appurtenances
attached thereto unless done in conjunction wth a neter
installation.

B. When a backfl ow prevention device is permanently retired from
service, the amount at which it is included herein shall be
credited to this account.

C. The records covering backflow prevention devices shall be so

kept that the utility can furnish information as to the nunber of
backfl ow preventi on devices of each type and size in service and in
reserve as well as the location of each backfl ow prevention device
included in this account.

O her Plant and M scel | aneous Equi pnent

This account shall include the cost installed of all other
i ntangi ble, source of supply and punping, water treatnent and
transm ssion and distribution plant not provided for in the
precedi ng accounts.

O fice Furniture and Equi prent

This account shall include the cost of office furniture and
equi pnent owned and used by the utility. A sanple of itens to be
included in this account are |isted bel ow

1. Addi ng nachi nes. 6. Post age neter machi nes.

2. Addressi ng machi nes. 7. Desks, typewriters.

3. Calcul ating nachi nes. 8. Filing cabinets.

4. Drafting room equi pnment. 9. Book cases, tables, chairs.

5. Conputers.
Transportation Equi prment
A Thi s account shall include the cost of trucks, autonobiles and
trailers owned and used by the utility.

B. Records shall be maintained to show the cost of each vehicle.

Tool s, Shop and Garage Equi pnent

This account shall include the cost of tools, inplenments, and
equi pnent used in construction, repair work, general shops and
garages and not specifically provided for or includible in other
accounts.

Power Qperated Equi pnent

This account shall include the cost of power operated equipnent
used in construction or repair wrk exclusive of equipnent
includible in other accounts. I nclude, also, the tools and

accessories acquired for use with such equi pment and the vehicle on
whi ch such equi pment is nounted. A sanple of itens to be included
in this account are listed bel ow
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1. Ar conpressors. 3. Tractors.
2. Back filling machines. 4. Trenchers.
Note:--It is intended that this account include only such |arge

units as are generally self-propelled or nounted on noveable
equi pnent .
O her Tangi bl e Pl ant

This account shall include the cost of tangible utility plant not
provi ded for el sewhere.
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401.
403.
406.
407.
408.
4009.

410.
411.

412.

419.
420.
421.
426.
427.

408.

4009.

410.

411.

412.

| NCOVE ACCOUNTS

Uility Operating |Incone

Oper ating Revenues
Oper ati ng Expenses
Depreci ati on Expense
Anortization of Utility Plant Acquisition Adjustnent

Anortizati on Expense -

Taxes Ot her Than | ncone
| ncone Taxes

409. 10

Federal | ncone Taxes,
Provi si on for

O her

410. 10 Deferred | nconme Taxes

Provi si on for

411. 10

412.10

Deferred | ncone Taxes -

Uility Operating |Incone
Deferred | ncone Taxes

Credit

Provision for Deferred Incone Taxes - Credit, Uility
Operating | ncone
| nvestment Tax Credits

I nvestment Tax Credits Deferred to Future Peri ods,

Qper ati ons

412. 11

| nvest nent Tax

Uility Operations

Al | owance for

Credits

Restored to Operating |

O her I ncone and Deducti ons
| nterest and Di vi dend | ncome

Nonutility I nconme

M scel | aneous Nonutility Expenses

| nt erest Expense

Taxes Applicable to O her

Taxes Ot her Than | ncone
| ncone Taxes

409. 20

Provi si on for

410. 20

Pr ovi si on For

411. 20

412. 20
412. 21

| ncone Taxes, O her

Funds Used During Construction

| ncone and Deducti ons

| ncone and Deducti ons

Deferred | ncone Taxes

~ Provision for Deferred | ncone Taxes, Qher |ncone and
Deducti ons

Deferred | ncone Taxes -

Credit

Provision for Deferred |Incone Taxes - Credit, O her
and Deducti ons

| nvestment Tax Credits
| nvestment Tax Credits -
| nvestnent Tax Credits Restored to Nonoperating |Incone,

Uility Operations
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400.

401.

403.

406.

407.

408.

| NCOVE ACCOUNTS
Operating | ncone

Oper ati ng Revenues
This is the revenue control account which totals the accounts
credited to revenue accounts 460 through 474 for water systens.

Oper ati ng Expenses

This is the operating expense control account which totals the
anounts charged to operating expense accounts 601 through 675 for
wat er syst ens.

Depreci ati on Expense

A This account shall be charged with depreciation credited to
account 108 - Accunul ated Depreciation and Anortization of Utility
Plant In Service and credited with anortization debited to account
272 - Accunul ated Anortization of Contributions in Ad of
Constructi on. Depreciation shall be accrued on a straight-line
remaining life basis or straight-line basis, as required by the
Commi ssion. A single conposite depreciation rate my be used if
approval fromthe Comm ssion is obtained.

Not e: --See  Accounting I nstruction 8, for nor e detail ed
i nstructions on depreciation accounting.

B. Depreciation for property not used in water operations is
charged to account 426 - M scell aneous Nonutility Expense, and is
credited to account 122 - Accunul ated Depreciation and
Anortization of Nonutility Property.

Anortization of Utility Plant Acquisition Adjustnents

This account shall be debited or credited, as the case my be,
only upon the approval of the governing regulatory authority, for
the purpose of providing for the extinguishnment of the anobunt in
account 114 - Utility Plant Acquisition Adjustnents.

Anortization Expense - O her
This account shall include anortization debits or credits, which
relate to utility operations and are not provided for el sewhere.

Taxes Ot her Than | ncone

A These accounts shall include the anount of ad val orem gross
revenue or (Qgross receipts taxes, regulatory agency general
assessnents for purposes of public utility regulation, state
unenpl oynent insurance, franchise taxes, federal excise taxes,
social security taxes, and all other taxes assessed by federal
state, county, nunicipal, or other |ocal governnental authorities,
except incone taxes.

B. These accounts shall be charged in each accounting period
with the anounts of taxes which are applicable thereto, wth
concurrent credits to account 236 - Accrued Taxes, or account 174
- M scel l aneous Current and Accrued Assets, as appropriate. Wen
it is not possible to determ ne the exact anounts of taxes, the
anounts shall be estimated and adjustnments nade in current
accrual s as the actual tax |evies becone known.
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4009.

| NCOVE ACCOUNTS

C. The charges to these accounts shall be nade or supported so
as to show the anpbunt of each tax and the basis upon which each
charge is made. In the case of a utility rendering nore than one

utility service, taxes of the kind includible in these accounts
shall be assigned directly to the utility departnment the operation
of which gave rise to the tax in so far as practicable. Were the
tax is not attributable to a specific utility departnent, it shal
be distributed anobng the wutility departnents or nonutility
operations on an equitable basis after appropriate study to
det erm ne such basi s.

Note A:--Special assessments for street and simlar inprovenents
shall be included in the appropriate utility plant or nonutility
property account.

Note B:--Taxes specifically applicable to construction shall be
included in the cost of construction.

Note C. --Gasoline and other sales taxes shall be charged as far as
practicable to the sane account as the materials on which the tax
is |levied.

Note D:.--Social security and other fornms of payroll taxes shall be
distributed to utility departnments and to nonutility functions on

a basis related to payroll. Amounts applicable to construction
shall be charged to the appropriate plant account.

Note E: --Interest on tax refunds or deficiencies shall not be
included in these accounts but in account 419 - Interest and
Di vidend I ncone, or 427 - |nterest Expense.

| ncone Taxes

A These accounts shall include the anmpbunts of |ocal, state and
federal incone taxes on inconme properly accruable during the

period covered by the inconme statenment to neet the actual
l[tability for such taxes. Concurrent credits for the tax accruals
shall be made to account 236 - Accrued Taxes, and as the exact
anounts of taxes becone known, the current tax accruals shall be
adjusted by charges or credits to these accounts unless such

adjustnents are properly included in account 215 - Retained
Earnings, so that these accounts as nearly as can be ascertained
shal |l include the actual taxes payable by the utility.

B. The accruals for local, state and federal incone taxes shall
be apportioned to Uility Oper ati ng | ncone (by
depart nent/ di vi si on), Q her | ncone and Deducti ons and

Extraordinary Itenms so that, as nearly as practicable, each tax
included in the expenses of the utility departnent, Qher |ncone
and Deductions or Extraordinary Itens, shall be related to the

income which gave rise to the tax. The income tax effect of
anounts recorded in account 215 - Retained Earnings, shall be
recorded in that account. The tax effects relating to interest
char ges, ot her t han i nt er est specifically applicable to
i ndebt edness on property in account 121 shall be included in
account 409.10 - Incone Taxes, Uility Operating |Incone.

C. This account shall be maintained according to the subaccounts

409. 10 and 409. 20, as shown bel ow.
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411.

| NCOVE ACCOUNTS

Note A --Taxes assuned by the utility on interest shall be charged

to account 427 - Interest Expense.

Note B:--Interest on tax refunds or deficiencies shall not be
included in this account but in account 419 - |Interest and
D vidend [|ncone, or account 427 - | nt er est Expense, as

appropri ate.
Note C: --See Accounting Instruction 10.

409. 10 I ncone Taxes, Utility QOperating |Incone

This account shall include the anount of those federal, state, and
| ocal income taxes reflected in account 409 - |ncone Taxes, which
relate to utility operating incone after interest charges and
other tax adjustments. This account shall be maintained so as to
allow ready identification of tax effects (both positive and
negative) relating to Uility Oper ati ng | ncone (by
departnment/division), Uility Plant Leased to Ohers and O her
Uility Operating |Incone.

409. 20 I ncone Taxes, O her | ncome and Deducti ons

This account shall include those |ocal, state, and federal incone
taxes reflected in account 409 - |Incone Taxes, (both positive and
negative), which relate to Gt her Inconme and Deducti ons.

Provi sion for Deferred | ncone Taxes

A Accounts 410.10 and 410. 20 shall be debited and accounts 281,
282, or 283 Accunulated Deferred Inconme Taxes - Accelerated
Anortization, Li beralized Depreciation, or OQher, shall be
credited with amobunts equal to any current deferrals of taxes on
incone or any allocations of deferred taxes originating in prior
periods, as provided by the texts of accounts 190, 281, 282, and
283. No credit anounts appropriately includible in account 411.10
or 411.20 shall be netted against entries required to be made to
t hese accounts.

B. Thi s account shall be maintained according to the subaccounts
410. 10 and 410. 20 inclusive, as shown bel ow.

Not e: -- See Accounting Instruction 10.

410. 10 Deferred | ncone Taxes

This account shall include the amounts of those deferrals of
federal, state, and local inconme taxes and all ocati ons of deferred
federal inconme taxes that relate to Utility Operating |Incone (by
depart ment/ di vi si on).

410. 20 Provision for Deferred | ncome Taxes, Oher | ncone and
Deducti ons

This account shall include the anmbunt of those deferred federal
state and | ocal incone taxes reflected in account 410 - Provision
for Deferred Incone Taxes, which relate to Oher Incone and
Deducti ons.

Provi sion for Deferred | ncone Taxes - Credit
Accounts 411.10 and 411.20 shall be credited, and accounts 281,
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282, or 283, Accunulated Deferred Incone Taxes - Accelerated
Anortization, Liberalized Depreciation or Qher, shall be debited,
with anmpbunts equal to any allocations of deferred taxes
originating in prior periods or any current deferrals of taxes on
income, as provided by the texts of accounts 190, 281, 282, and
283. No debit anounts appropriately includible in account 410.10
or 410.20 shall be netted against entries required to be nmade to
t hese accounts.

411.10 Provision For Deferred Income Taxes - Credit, Uility
Operating | ncone

This account shall include the anpunts of those allocations of
deferred federal, state and local incone taxes and deferrals of
federal, state and local incone taxes, credit, which relate to
Uility Operating Incone (by departnent/division).

411. 20 Provision For Deferred Incone Taxes - Credit, O her
| ncone and Deducti ons
This account shall include the amounts of those allocations of

deferred taxes and deferrals of taxes, credit, which relate to
O her | ncone and Deducti ons.

| nvestment Tax Credits

A This account shall be debited with the total amount of

investnment tax credits used in calculating the reported current

year’s incone taxes payabl e.

Account 255 - Accunul ated Deferred Investnent Tax Credits,

shall be credited with an equal anobunt of investnent tax credits
debited to this account. Investment tax credits related to
property used in utility operations shall be debited to subaccount
412.10 - Investnment Tax Credits Deferred to Future Periods,
Uility Operations. Those investnent tax credits related to
property used in nonutility operations shall be debited to account
412.20 - Investnent Tax Credits - Net, Nonutility Operations.
B. A conpany which has deferred its investnent tax credits shal
anortize these deferred credit amounts by crediting this account
and debiting account 255 - Accunulated Deferred Investnent Tax
credits. Such  annual anortization shall be allocated
proportionately over the service lives of all assets or of the
assets generating the credits. The proportional anmounts shall be
determned in relation to the nethod of depreciation actually used
on the regul ated books of account.

(1) In anortizing the deferred investment tax credits related to
property used in utility operations, the annual proportional
anount credited to account 412 - Investnent Tax Credits may or
may not be passed on to custonmers in accordance with the
I nternal Revenue Code section applicable to the conpany. Were
the conpany is subject to Section 46 (f)(2) of the code which
provides a "Special rule for ratable flowthrough” or Option 2
treatment, the annual proportional anortization is to be
credited to subaccount 412.11 - Investnment Tax Credits Restored
to Operating Inconme, Uility Operations. \Were the conpany is
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subject to Code Section 46 (f)(1), which is the "General Rule"
or Option 1 treatnent, the annual proportional anortization
shall be credited to subaccount 412.21 - Investnment Tax Credits
Restored to Nonoperating Incone, Uility Operations.

(2) In anortizing the deferred investnent tax credits related to
property used in nonutility operations, the annual anmount shal
be credited to subaccount 412.20, Investment Tax Credits - Net,
Nonutility Operations.

C. This account shall be mintained so that the debits and
credits relating to each all owabl e percentage of credit, i.e., 3%
4% 6% 7% 8% 10% etc., may be readily identified.

D. This account shall be mintained so that the debits and

credits relating to each utility departnent/division and each
nonutility operation may be readily identified.

E. This account shall be nmaintained according to subaccounts
412.10, 412.11, 412.20 and 412.21 as shown bel ow.

412.10 | nvestment Tax Credits Deferred to Future Periods,
Uility Operations

This account shall be debited and account 255 - Accunul ated
Deferred Investnent Tax OCredits, shall be credited with the
amounts of realized investment tax credits deferred to future
periods related to property wused in utility operations
(departnent/division).

412. 11 I nvestnent Tax Credits Restored to Operating |ncone,
Uility Operations

This account shall be credited and account 255 - Accunul ated

Deferred Investnment Tax Credits, shall be debited with the
proportionate anmounts of deferred investnent tax credits related
to property used in utility operations being restored to operating
income in accordance with the "Special Rule for Ratable Flow
t hrough” or Option 2 treatnment as provided in the Revenue Act of
1971, the Tax Reduction Act of 1975 or the Econom ¢ Recovery Tax
Act of 1981.

412.20 Investnent Tax Credits - Net, Nonutility Operations

A This account shall be debited and account 255 - Accunul ated
Deferred Investnent Tax Credits, shall be credited with the
anounts of realized investnent tax credits deferred to future
periods which relate to property used in nonutility operations.

B. This account shall be credited and account 255 - Accunul ated
Deferred Investnment Tax Credits shall be debited wth the
proportionate anmounts of deferred investnent tax credits related
to property wused in nonutility operations being restored to
nonoper ati ng i ncorne.

412. 21 I nvestnent Tax Credits Restored to Nonoperating |ncone,
Uility Operations
This account shall be credited and account 255 - Accunul ated

Deferred Investnment Tax Credits shall be debited wth the
proportionate anmounts of deferred investnent tax credits related
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to property wused in utility operations being restored to
nonoperating income in accordance with the "Ceneral Rule" or
Option 1 Treatnent as provided by the Revenue Act of 1971, the Tax
Reduction Act of 1975 and the Econom ¢ Recovery Tax Act of 1981.

O her I ncone and Deducti ons

I nterest and Dividend | ncone

This account shall include interest revenues on securities, |oans,
notes, advances, special deposits, tax refunds and all other
interest bearing assets and dividends on stocks of other
conpani es, whether the securities are carried as investnents or
i ncluded in sinking or other special funds accounts.

Al l owance for Funds Used During Construction

This account shall include concurrent credits for allowance for
funds used during construction based upon the net cost of funds
used for construction purposes and a reasonable rate upon other
funds when so used. Appropriate regulatory approval shall be
obtained for "a reasonable rate".

Nonutility I nconme

In this account is entered all incone not includible in operating
revenue accounts 460 through 474 or in account 419 - Interest and
Dividend Incone. Itens in this account shall include:

1. Gross incone fromnonutility operations;

2. Net gain on sale of nonutility property; and

3. Revenues from nmerchandi si ng, jobbing and contract worKk.

M scel | aneous Nonutility Expenses

This account shall contain all expenses other than expenses of
utility operations and interest expense. |Itens which are included
in this account are:

h

t

n

1 Expenses disallowed in a proceedi ng before the Comm ssion.

2 Anortization of an Acquisition Adjustnent not approved by the

Conmi ssi on.

3. Depreciation associated with plant not used and useful in the

public servi ce.

4 Depreciation of Nonutility Plant.

5 | mprudent expenses.

6 Donations for charitable, social or comunity welfare
pur poses.

7 Life insurance on officers and enployees where utility is
beneficiary (net premuns |less increase in cash surrender
val ue of policies).

8. Penalties or fines for violations of statutes pertaining to
regul ati on.

9. Expenditures for the purpose of:

a. Influencing public opinion with respect to the election
or appointnment of public officials, or the adoption,
repeal , revocation or nodi fi cation of ref er enda,
| egi sl ati on or ordinances.
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b. Influencing public opinion with respect to obtaining
approval, nodification or revocation of franchises.
c. Influencing the decisions of public officials not
i ncluding such expenditures that are directly related to
appear ances before regulatory or other governnental bodies
in connection with the wutility's existing or proposed
oper at i ons.
Loss relating to investnents in securities witten-off or
written-down.
Loss on sale of investnments.
Loss on reacquisition, resale or retirement of utility's debt
securities.
Prelimnary survey and investigation expenses related to
abandoned projects, when not witten-off to the appropriate
operating expense account .
Golf club dues, social club dues and service club dues
(Kiwanis, Rotary, etc.) house charges and itens of a simlar
nature whether such expenditures are made directly by the
utility or indirectly by paynent or reinbursenent to
associ ated conpani es, officers, or other enployees, or by any
ot her direct or indirect neans.
Costs and expenses of nerchandising, jobbing, and contract
wor K.

| nt erest Expense

This account shall be charged all interest expense of the utility.
The contra credit to entries in this account shall be charged to
account 237 - Accrued Interest.
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WATER OPERATI NG REVENUE ACCOUNTS
Wat er Sal es

Unnet ered Wat er Revenue

Met ered Wat er Revenue

461.1 Metered Sales to Residential Custoners
461.2 Metered Sales to Commercial Custoners
461.3 Metered Sales to Industrial Custoners
461.4 Metered Sales to Public Authorities

461.5 Metered Sales to Multiple Fam |y Dwellings
461.6 Metered Sal es through Bul k Loadi ng Stations
Fire Protection Revenue

Sales to Irrigation Custoners

Sal es for Resal e

O her Water Revenues

CGuar ant eed Revenues
O her Water Revenues
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Water Sal es
Unnet ered VWater Revenue
A This account shall include the net billing for water supplied
for residential, commercial and industrial (except irrigation)

pur poses where the charge is not dependent in any way on the
gquantity of water delivered but is based on diameter of service
pi pe, room foot of frontage or other simlar unit.

B. Records shall be maintained so that the estimated quantity of
water sold and the ampunt of revenue under each rate schedul e shal
be readily avail abl e.

Met ered Water Revenue
A This account shall include the net billing for neasured water
supplied for residential, comer ci al or i ndustri al (except
irrigation) purposes where the total charge is, or nmay be, in any
way dependent on the quantity of water delivered.
B. Records shall be nmaintained so that the quantity of water sold
and the anmount of revenue under each rate schedule shall be readily
avai |l abl e.
C. Thi s account shall be subdivided at | east as foll ows:

461.1 Metered Sales to Residential Custoners

461.2 Metered Sales to Comrercial Customers

461.3 Metered Sales to Industrial Customers

461.4 Metered Sales to Public Authorities

461.5 Metered Sales to Multiple Fam |y Dwellings

461.6 Metered Sal es through Bul k Loadi ng Stations
Not e: --Thi s account i ncl udes al | revenues under service
classifications which consist of a rate for a specified dianeter of
service pipe, or per neter, fixture, room foot of frontage, or
other simlar wunit, plus an additional charge or an adjustnent
dependent upon the quantity of water delivered.

Fire Protecti on Revenue

I nclude herein all revenue from public agencies and others for
hydrant charges, private fire protection service, street sprinkling,
sewer flushing and simlar sources.

Sales to Irrigation Custoners

A This account shall include the net billing for water supplied
for comrercial irrigation purposes, under distinct irrigation rates,
billed under either netered or flat rate tariff schedul es.

B. Records shall be maintained so that the quantity (estimated if
not nmetered) of water sold and the anobunt of revenue under each rate
schedul e shall be readily avail abl e.

Sal es for Resale

A This account shall include the net billing for water supplied
(i ncluding stand-by service) to other water utilities or to public
authorities for resal e purposes.
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B. Records shall be maintained so that the quantity (estinmated if
not metered) of water sold and the anount of revenue under each rate
schedul e shall be readily avail abl e.

Not e: --Where the contract is reciprocal, i.e., where either party
thereto may take water from the other, the total anmount receivable
for water supplied to the other party shall be included herein and
the total anount payable for water received from the other party
shal |l be charged to account 610 - Purchased Water

O her Water Revenues

Guar ant eed Revenues

This account shall be credited with revenue received from devel opers
or other persons for a period of time prior to water service being
established. Normally, this type of revenue is usually received to
reserve or guarantee the availability of plant capacity when needed.

O her Water Revenues

This account shall include revenues derived from water operations
not includible in any of the precedi ng accounts.
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601. Sal aries and Wages - Enpl oyees

603. Salaries and Wages - O ficers, Directors and Majority
St ockhol ders

604. Enpl oyee Pensions and Benefits

610. Purchased Water

615. Purchased Power

616. Fuel for Power Production

618. Chemi cals

620. Materials and Supplies

630. Contractual Services

635. Water Testing

640. Rents
650. Transportation Expenses
655. I nsurance Expense

665. Regul atory Comm ssi on Expenses
670. Bad Debt Expense
675. M scel |l aneous Expenses
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Sal ari es and Wages - Enpl oyees

This account shall include the conpensation (salaries, bonuses and
ot her consideration for services) paid or accrued to enployees of
the utility conpany for work related to operation and nai nt enance of
that utility conmpany. This account shall not include the salaries
and wages of officers, directors or majority stockholders of the
utility conpany.

Sal aries and Wages - Oficers, Directors and Majority Stockhol ders
This account shall include the conpensation (salaries, bonuses and
other consideration for services) paid or accrued to officers,
directors or majority stockholders of the utility conpany.

Enpl oyee Pensi ons and Benefits

This account shall include all accruals under enpl oyee pension plans
to which the wutility has irrevocably commtted such funds, and
paynents for enployee accident, sickness, hospital and death
benefits or insurance therefor. Include also expenses for nedical
educational or recreational activities of enployees.

Pur chased Vater

A This account shall include the cost at the point of delivery of
wat er purchased for resale.

B. The records supporting this account shall be so kept as to show
for each supplier fromwhich water is purchased, point of delivery,
gquantity purchased, basis of charges, and the cost of water
pur chased.

Pur chased Power
This account shall include the cost of all electric power expense
incurred by the utility.

Fuel For Power Production

A This account shall include the cost of fuel wused in the
production of power to operate the punps. Records shall be
mai ntai ned to show the quantity and cost of each type of fuel used.
B. The cost of fuel shall be charged initially to appropriate fue
accounts under account 151 - Plant WMterials and Supplies, and
cleared to this account on the basis of the fuel used.

Chem cal s

This account shall include the cost of all chemcals used in the
treatment of water. Include also the cost (except salaries and
wages includible in accounts 600 - 603) of any chemcals

manufactured by the utility and used to provide water services.

Mat eri al s and Supplies

This account shall include all materials and supplies used in the
operation and mai ntenance of the water system other than materials
and supplies charged to account 630 - Contractual Services.
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Contractual Services

This account shall include the costs of operation and maintenance
wor k not perforned by utility enployees. This account shall include
the cost of accounting, |egal, nanagenent, engineering, and data
processing if such work is not perforned by enployees of the
utility.

Wat er Testing

This account shall include costs paid to outside |aboratories for
testing.

Rent s

This account shall include those costs associated with the rental of

bui l dings, real property and equipnent, except for the rental of
autonobiles and trucks which shall be included in account 650 -
Transportati on Expenses.

Transportati on Expenses

This account shall include all truck, autonobile, construction
equi pnment , and other vehicle expense chargeable to utility
operations, except depreciation and insurance.

| nsurance Expense

This account shall include all insurance costs applicable to the
accounting period, including workers’ conpensation, liability,
vehicle, fire and theft or robbery insurance.

Note A:--lnsurance dividends and refunds shall be credited to this
account .

Note B:--The cost of policies extending over a period of nore than
one year shall be prorated over the period of coverage. Prepai d
i nsurance shall be charged to account 174 - M scell aneous Current

and Accrued Assets.

Regul at ory Conm ssi on Expenses

This account shall include all expenses (except salaries of regular
utility enployees) incurred by the utility in connection with fornmal
cases before regulatory comm ssions. This account shall not include
paynent of taxes, which shall be reported in the taxes other than
i ncone account .

Bad Debt Expense

This account shall be charged with amounts sufficient to provide for
| osses from uncollectible utility revenues. Concurrent credits
shal |l be made to account 143.

M scel | aneous Expenses

This account shall include all expenses not includible in other
operating expense accounts.
1. | ndustry associ ati on dues for conpany nenbershi ps.
2. Contributions for conventions and neetings of the
i ndustry.

3. Communi cation service not chargeable to other accounts.
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Trustee, registrar, and transfer agent fees and expenses.
St ockhol ders neeti ng expenses.

Di vidend and ot her financial notices.

Printing and mailing dividend checks.

Director's fees and expenses.

Publ i shi ng and di stributing annual reports to
st ockhol ders.
Public notices of financial, operating and other data

required by regulatory statutes, not including, however,
notices required in connection with security issues or
acqui sition of property.

Wite off of expenditures for prelimnary surveys, plans,
i nvesti gations, etc., included in account 183 -
Prelimnary Survey and Investigation Charges, relative to
proj ects which have been abandoned.
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