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PUBLIC UTILITY ACCOUNTING

By BERNARD S. RODEY, JR., CPA

Accounting not a Science

The role of accounting, generally, as you
know is to record the costs that have been
incurred and the revenues that have been
derived from business enterprises. It pro-
vides a financial record of past operations.
Accounting is not a science because its so-
called principles, customs or conventions do
not have a basis that is free of man-made
relationships. Rather it is a practice or pro-
cedure that, in the hands of competent
practitioners, becomes a disciplined art. No-
where is this better exemplified than in the
field of public utility accounting.

Accounting is Purposive

The specific methods and procedures of
accounting are designed to meet first, the
peculiarities or characteristics of each type
of enterprise and second, the demands of
the ‘“parties in interest” to the business or
of the groups concerned by the accounting
results. Accounting is essentially practical
and is purposive. It has developed as a
means of serving evident needs. Public
utility accounting, therefore, must and does
reflect the peculiar physical and other char-
acteristics of the utility companies. It also

reflects the demands and requirements of
the numerous parties who are interested in
the financial results of the utility business.

Definition of Public Utility

An appropriate starting point in a dis-
cussion of public utility accounting, per-
haps, would be to define what a public utility
is. Legally a public utility is any business
that has been declared to be such by legis-
lative action and held by the Courts to be
affected with a public interest. The type of
business that is within this legal definition,
and which has come to be accepted generally
as a public utility, is a business supplying
any one or more of such essential services
as electricity, gas, steam, telephone, and
transportation. Banking, insurance and
other businesses affected with a public in-
terest are not thought of as public utilities,
although many of their business activities
are also subject to supervision by the state.

Characteristics of a Public Utility

The legal designation of 2 business as a
public utility has a controlling influence
on its accounting. But to understand why
a business has been defined as a utility and
the effect of this on its accounting, some of
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the physical characteristics of a public
utility should be considered.

In practically no other type of business
is the customer so intimately associated
with the supplier of the service as he is
with the public utility. In the case of trans-
portation, the rider is personally carried to
his destination, and for electric, gas, steam
and telephone service, he is physically con-
nected by wires, cables and pipes, to the
utility. This physical connection with the
customer partially explains why Con Edison,
for example, is a public utility.

The property of an electric, gas or steam
utility is divided generally into two parts;
the production plant where the -electric
energy, gas, or steam is made and the
distribution facilities which carry the serv-
ice or supply to the customer. The fact that
the energy or gas must be conducted from
its point of manufacture to the customer
through a physical connection makes it
essential that the distribution facilities be
located in the public streets.

Because of crowded sub-surface condi-
tions and avoidance of duplication cf fa-
cilities, it is not in the public interest to
have more than one set of distribution fa-
cilities in the streets for any one utility
service. Public utilities are, therefore
monopolies in the sense that they usually
have the exclusive right to supply a specific
type of service within a defined geographic
area. As a result, Con Edison has about 234
million electric, 1% million gas and 4
theusand steam customers connected to its
distribution facilities.

Another physical characteristic of an elec-
tric and gas utility should be mentioned.
Electricity cannot be stored prior to its
use, and gas can be stored only to a limited
extent. The production and distribution
facilities of the utility, therefore, must be
large enough to supply the maximum de-
mand at the time the customer requires the
service.

Fortunately, the maximum demands of
some customers are at different times from
others, and consequently this diversity of
use reduces their combined maximum de-
mands. Large numbers of different classes
of customers connected to a utility system
usually improve the utilization of the util-
ity’s plant. This, in turn, has resulted in
very large plant investments in single utili-
ties in order to produce lower unit costs of
operation.

Effect of Characteristics on Accounting

As a result of its physical characteristics,

a utility is a non-competitive business, with
a large number of customers, and a heavy
plant investment. Each of these three fac-
tors has played an important part in shaping
public utility accounting.

First—The non-competitive feature has
led to the regulation of utilities by govern-
mental bodies and the adoption of uniform
systems of accounts.

Second—The numerous customers have
created the need for mass customer account-
ing, with a heavy emphasis on machine ac-
counting.

Third—The large plant investment is re-
flected in specialized plant accounting, con-
tinuing property records, and the related
problem of depreciation accounting.

Each of these three phases of utility ac-
counting will be considered, but to place
them in their proper background it is nec-
essary to explain something about the inter-
ests back of the utilities, the industries’
general accounting conventions, and utility
regulation and the rate-making process, all
of which have an important bearing on what
is done.

Utility accounting must serve at least
seven groups of interests or masters gener-
ally summarized as follows:

1. Management, construed to include
Trustees, Officers and all levels of re-
sponsible supervision.

2. Stockholders, common and preferred.

Creditors, long term and short term.

4. Governmental Agencies, as State Reg-
ulatory Commission, Federal Regula-
tory Commission, Securities and Ex-

i

change Commission, Federal, State
and City Tax Authorities.
5. Customers, Industrial, Commercial,

and Residential.

6. Employees, and their union represen-
tatives.

7. Trade Associations and other private
and civic organizations.

A public utility is said to live in a glass
bowl. The word “confidential” is rarely used
in the public utility business in relation to
accounting data and accounting informa-
tion.

Accounting Conventions, Rules and Ethics

Accounting conventions are usages or
practices adhered to by common consent.
Applied to public utilities, certain of these
conventions have taken on additional mean-
ing to those used in other industrial ac-
counting fields and may be highlighted as
follows:
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Entity Convention—Where a utility sup-
plies 2 or more types of service, such as gas
and electricity, each department is treated
as a separate entity for accounting pur-
poses.

Cost Convention—Accounting generally
adheres to the cost convention which re-
quires that assets be recorded at the dollars
of initial cost to the business entity. A mod-
ification of the cost convention in public
utility accounting provides that the required
“original cost” of the property is deemed
to be the cost of such property to the person
first devoting it to public service.

Going-Concern Convention—Public util-
ity enterprises, under the assumption that
they will continue in business for an inde-
terminate time, retain as assets the costs of
intangible property, such as franchises,
consents and organization expenses, with-
out provision for amortization.

Period Convention—It is assumed that
the business can determine its financial sta-
tus and its income for a given period of
time. Such results are established for a pe-
riod of a month, quarter-year and year.
Comparative and analytical statements are
based on these indicated accounting periods.

Consistency Convention—The methods of
accounting for income and expense, and the
reporting of results of operations should be
consistent from period to period. Attention
should be drawn to any change in method.
The rule, therefore, is consistency or com-
plete disclosure. '

Finality of Past Accounting—This ac-
counting convention contemplates a statute
of limitations on the impeachment of past
accounting results. It has been used by reg-
ulatory agencies to deny the revision of
plant accounts in favor of the utilities where
the initial costs were charged to expense at
the option of the company, although prop-
erly includible in the plant accounts.

Conservation in Accounting—*“When in
doubt charge expense” is the familiar appli-
cation of the accounting convention of con-
servatism. It has been considered good
accounting practice to charge current opera-
tions, rather than capitalize any expendi-
ture, the future benefits of which are
questionable. While there may be no
particular objection to this convention in
non-utility accounting fields, its wuse in
public utilities should be considered in con-
nection with the fact that capitalized costs
have a determining effect on future earn-
ings. The charging of indirect and overhead
construction costs' and other items to

expense rather than capital may seem to be
the conservative thing to do in the period
when the expenditure is made, but its influ-
ence on future depreciation charges and
earnings may have the opposite effect.

Regulation and Rate-Making.

The rate-making process is the focal
point of utility accounting. It is important
to emphasize its influence because the price
that a utility enterprise is allowed to charge
for its service in this state is to a large ex-
tent dependent on the accounting methods
and standards established by the regulatory
agency.

State Commission Regulation

Public utilities are subject to detailed and
comprehensive government regulation cov-
ering practically all phases of their activi-
ties. This is accomplished generally by State
Regulatory Commissions. Con Edison, for
example, is regulated by the Public Service
Commission, State of New York. The Com-
missions generally, in respect to accounting
matters, have been given authority and
power to:

1. Determine reasonable rates

2. Require uniform accounting

3. Prescribe forms of periodic and spe-
cial reports

4. Examine books and records

5. Control issuance of securities

An unusual feature about regulation in
the State of New York is that, while the
normal staff of the Commission is supported
by State appropriations, special investiga-
tions are assessed against the companies
themselves. In the last 18 years over 14
million dollars have been assessed against
utilities in the course of handling 4400 in-
vestigations into their affairs and practices.

The Rate-Making Process

The prime purpose of regulation is to
establish such rates as will limit the return
of the utility to a reasonable amount. The
meaning of the special terms frequently
used in the rate-making process should be
understood.

The Return—is the operating income of
the utility and is the remainder of the total
revenues dcrived from the sale of service
after deducting all applicable operating ex-
penses, including provisions for deprecia-
tion and taxes, but not interest or other
charges for the use of capital. The Rate
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of Return is the return expressed as a per-
centage of an established rate base.

The Rate Base—is the established fair
value of the plant and other assets employed
by the utility in providing adequate and
proper service on which it is entitled to a
return. The determination of the rate base
is the crux of the rate-making process. The
measures for determining fair value are
usually found in one or more of the follow-
ing tests relating to the costs of property,
both tangible and intangible, devoted to the
public service:

1. original cost

2. prudent investment
3. historical cost

4. reproduction cost

Above and Below the Line

Under regulation, a public utility is gen-
erally entitled to revenues sufficient to pro-
vide a fair return after deducting all rea-
sonable expenses of operation including
taxes and depreciation. The accounting
concept of “above and below the line,” em-
ployed mainly in utility accounting provides
that all of the items of operating revenues
and expenditures which are included in de-
termining the utility’s operating income
shall be considered above the line, while
those items of revenue and expense which
are not applicable to operations, such as
interest charges, are considered below the
line. For rate-making purposes items “be-
low the line” are not usually considered in
arriving at a fair-return.

Recorded Cost as Evidence

In some regulatory jurisdictions and in
earlier views concerning the fair value doc-
trine, the recorded cost of assets on the
books of the utilities had only a limited evi-
dential significance. Costs reflecting im-
provident expenditures, or property not nec-
essary and needful for the purposes in-
tended did not have to be included in the
computation of fair value. Conversely, if
fair value was greater than cost then the
utility was entitled to a return on the excess
value.

Regulatory commissions now, however,
generally follow either the original cost or
prudent investment theory as the rate base.
The advantages of such procedure may be
found ,generally in the availability of all
pertinent data directly from the accounting
records. The reliance on past costs, how-
ever, during an era of economic changes,

may distort the end result sought if other
factors and adjustments are not given con-
sideration.

Uniform Systems of Accounts

The rate-making process requires infor-
mation concerning operating revenues, ex-
penses, plant investments, working capital,
etec. A functionally designed accounting
system facilitates the assembly of the re-
quired data, and a uniform system of ac-
counts is, therefore, a necessary tool of
regulation. Uniform systems of accounts
are prescribed by regulatory commissions
under legislative grant of power giving
them authority over the accounting of pub-
lic utilities.

Contents and Scope

A uniform system of accounts generally
consists of
1. List of Accounts, Titles
2. Definition of each account and
structions

3. Statement of the bases to be used in
arriving at amounts to be recorded

4. General instruction and definitions

5. General form of the balance sheet and
income statement

in-

(A typical grouping of the uniform ac-
counts appears on page 15.)

Development of Uniformity

The need for uniform and consistent ac-
counts and accounting became evident at an
early stage in the history of local public
utilities and the development of Commission
regulation. The accounts and language of
accounting had to be defined before reported
results could be readily understood by regu-
latory authorities and others who had to
use the reports. Uniformity and consis-
tency were necessary before comparisons
could be made with assurance among utili-
ties and from one year to another.

Under existing uniform systems of ac-
counts, a utility is subject to accounting
requirements on the basis of the service
supplied, size of the company and, in cer-
tain cases, location and project. Thus, the
systems of accounts for electric, gas, tele-
phone, and other types of service, differ
from each other due to technical and oper-
ation characteristics of the business.

Utility Accounting Innovations

The present uniform systems of accounts
were largely introduced in 1936 and are the
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successors of earlier systems which had been
in the process of development since as early
as 1876. The present systems have been
designed as instruments of regulation and
contain certain features not found in pre-
vious classifications of accounts. Among
the more important changes are:

1. requirements for recording utility
plant on the basis of original cost to
the person first devoting it to public
service

2. depreciation accounting as distin-
guished from retirement accounting

3. segregation of transactions between
affiliated interests

4. segregation of capital stock and dis-
count expenses

The systems of accounts are sets of rules
imposed by regulatory authorities and do
not necessarily conform to non-utility ac-
counting practices. Attempts to apply in-
dustrial accounting standards and methods
to utility accounting commonly overlook the
unique characteristics of public utilities and
the use of the accounting system for regu-
latory purposes.

Customer Accounting

Aside from the use of accounting as a
regulatory aid, the next important peculiar-
ity in the utility field lies in Customer Ac-
counting. In noting that Con Edison has
about 234 million electric, 1% million gas
and 4 thousand steam customers, it should
be realized that these are customers whose
meters must be read, to whom bills must be
sent and from whom amounts must be col-
lected. Most of Con Edison’s customers
are billed bi-monthly, that is, every second
month. However, many thousands of large
and special customers are billed every
month. In the course of a year, Con Edison
sends almost 20 million bills to its cus-
tomers. These are preceded by approxi-
mately the same number of meter readings,
and followed by an almost equal number of
bill collections. The net result of this tre-
mendous billing operation is to produce
more than $430 million of operating rev-
enue.

The Rate Schedule

Electricity and gas, like many services
and commodities, are not sold at a single
price per unit. For example, a typical rate
schedule applicable to electric residential
service, on a bi-monthly basis, is as follows:

20 kilowatt hours or less $1.60
Next 100 kilowatt hours .04% each KWH

““ 100 “ .031/2 “« 6«
13 100 13 13 .03 [ (g
and the excess over
320 kilowatt hours .02 “ “

In addition, electric service rates are sub-
ject to adjustment according to changes in
cost of fuel. The rate schedules for other
types of service are similar, and in addition
include demand and other special charges.
It is quite apparent that the billing oper-
ations must take these variations into ac-
count and that they add considerable com-
plication to the billing operations.

The utility, because of size and volume,
must use mechanical equipment to a great
degree. At the present time, the alphabetic
and numeric tabulating card system is in
wide use by Con Edison. It is of interest
to note that the alphabetic tabulator, which
produces the customers’ bills, prints the
bills at the rate of 1,200 to 1,500 completed
bills per hour.

Electronic Equipment

It is becoming increasingly apparent that
the existing machine accounting systems
are not the final word for customer account-
ing. Much attention and effort is being
given to the development of electronic ac-
counting equipment that might be especially
adapted to the problems of utility account-
ing.

Plant Accounting

Plant Accounting is another outstanding
feature of utility accounting. Utility plant
cost is the most important asset of a utility.
At the end of 1952, Con Edison had a total
plant cost of $1,625,858,000. The highlights
of how such an investment (or, original
cost) is accounted for should be of interest.
In addition to the importance of utility
plant accounting, costs related to plant, such
as property taxes, depreciation, mainte-
nance and a return on capital are the largest
expenses in the production and distribution
of electricity and gas.

Under the present Uniform Systems of
Accounts, utility plant must be stated at the
original cost to the person first devoting it
to public service. If a utility builds a cer-
tain plant for $100 and subsequently sells it
to another utility in an arm’s length trans-
action for $150, the second utility can place
only $100 in its plant account. The remain-
ing $50 must be placed in a plant acquisition
account and usually may be disposed of only
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as directed by the regulatory authority.

In New York State, the rate base is the
original cost less depreciation, plus working
capital. Consequently, utility plant as re-
corded in the books of account is the prin-
cipal element of the rate base.

Refinement in Plant Accounting

Under these circumstances, it is not sur-
prising that plant accounting has been
given an emphasis in utilities that is not
duplicated in any other business. Possibly
the most striking refinements are the use
of Retirement Units of Property, the Work
Order System, and Continuing Property
Records.

A retirement unit is an item of plant, the
retirement of which, with or without re-
placement, is accounted for by crediting its
book cost to the utility plant account in
which the cost is recorded, and charging
the depreciation reserve with the same cost
less the net salvage value (removal cost less
salvage). But, replacement of any plant
item smaller than a retirement unit is ac-
counted for by charging the cost of the new
item to maintenance. Thus, the retirement
unit, in substantial part, provides the divid-
ing line between plant investment or capi-
tal, and maintenance.

Depreciation Accounting

Retirement units also affect depreciation
accounting. These units on their retire-
ment are charged to the depreciation re-
serve. If the retirement units are relatively
large, the maintenance is also large but the
charges to the reserve are small. There-
fore, maintenance expenditures vary di-
rectly, and depreciation requirements in-
versely, with the size of the retirement
units. Consequently, a substantial change
in the practice of a utility with respect to
this recognition of retirement units may
affect the reasonableness of its existing de-
preciation reserve or annual provisions for
depreciation.

Retirement units because of their impor-
tance to plant accounting, and to mainte-
nance and depreciation, are closely super-
vised by the regulatory commission.

Work Orders

The systems of accounts require that ad-
ditions to or retirements of plant be re-
corded by means of work or retirement
orders in such a manner as to show the
nature of each addition or retirement, the

sources of the costs incurred, and the ac-
count or accounts to which charged. It
should not be understood, however, that a
work order system is a mere regulatory
requirement, or that it has no usefulness to
management. The work order system is a
means by which management authorizes
construction projects and maintains control
over construction expenditures. The work
orders provide a summary of the accounting
transactions related to specific units of con-
struction work and sustain the integrity of
the property account balances reflected in
the general books. In all, 18 kinds of direct
and indirect construction costs may pro-
perly be charged to the work orders and
included in utility plant accounts.

Continuing Property Records

The volume of utility plant accounting
makes it desirable also that a detailed in-
ventory record of the cost of plant be con-
tinuously maintained. The constant in-flow
of plant additions and out-flow of retire-
ments add to the complexity of such a rec-
ord. Recognizing the importance of the
correct recording of property dollars, many
uniform systems of accounts prescribe that
a Continuing Property Record be main-
tained.

The Continuing Property Record is
simply a running inventory record of phys-
ical units and their costs. It has many ad-
vantages, but none more important than the
complete substantiation of the book cost of
investment or original cost of plant. The
Continuing Property Record should tie in
and balance with the controlling utility
plant accounts, thus providing evidence that
the costs recorded in the plant accounts are
related to the plant actually in service.

One very important feature of utility
accounting has been overlooked, up to this
point, and that is taxation accounting. How-
ever, what is really important about utility
taxes is not found in accounting peculiari-
ties, as such, but in the amount actually
paid out. Taxes now absorb over 25 cents
out of every dollar taken in. The split-up
to the three governments runs about:

$12.7 million State
44.3 “ City
47.5 “ Federal

In the last analysis, of course, these taxes
are paid by customers and as such form a
substantial part of the huge hidden imposts
that presently bear so heavily on all con-
sumers of goods or services.
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ning.” In cooperation with the Seattle Chamber of Commerce, a tax calendar has
been prepared. Cheers to Marguerite Reimers, Lili Fowler, Rachel Faucher, Isabel
Mason and Marguerite Gibb for a job well done! New Member: Mabel Oertel CPA,
and Margaret L. Howell. Genevieve Michel is now a CPA. Spokane: Carl Clepper, Spo-
kane City Auditor spoke on “Financing a City.” “Investments” was Mr. Hammitt E.
Porter’s topic at a recent meeting. Aurelia Oglesbee was pictured in a recent issue
of the Spokesman-Review as one of the speakers at the North Spokane Business and
Professional Women’s Club where she spoke on ASWA. New members: Margaret Mo-
berly and Margaret Rudisile. Syracuse: Ruth Nussbaum conducted a study class on
“Department Costs and Profits” while Florence Bonacci spoke on “Fund Account-
ing.” Hazel Templar conducted the study class on “Analysis of Financial State-
ments” while Edith Oldfield, Treasurer of Amos-Rice Coal Co., spoke on “Credit
Practices in Business.” New member: Vera Hansen. Hazel Templar and her Tax Cal-
endar Committee have issued a tax calendar in booklet form. Terre Haute: W. L.
Ketner, Personnel Director of the Visking Corporation spoke on “The Company and
Its Employees.” Miss Ruthetta Krause of Indiana State Teachers College spoke to the
study group on Office Management. Edna Rohrig, former charter member of Terre
Haute chapter, has returned to chapter membership. Toledo: Frank Prather, state
tax examiner, spoke on “Personal Property Taxes.” Randolph R. Berry, National
Director of Industrial Relations for the Toledo Scale Company spoke on “Human and
Industrial Relations in Accounting.” The study group has been discussing Income
Taxes. New members: Rosemary Savey, Therese Vollmayer and Nancy Jeanne Fortney.

PUBLIC UTILITY ACCOUNTING (See p.7)

THE GROUPS OF ACCOUNTS

BALANCE SHEET ACCOUNTS UTILITY PLANT ACCOUNTS

301-92

CLEARING ACCOUNTS n
901-05

ASSETS AND OTHER DEBITS
100-53

100-7 UTILITY PLANT

301-3 INTANGIBLE PLANT
310-36  PRODUGCTION PLANT
6341-42° STORAGE PLANT

110-4 INVESTM1E_NT AND FUND OPERATING REVENUE

ACCOUNTS G351-4) ACCOUNTS
120-33 CURRENT AND ACCRUED £330-9) TRANSMISSION PLANT 600-15
ASSE G361-8
140~-6 DEFERRED DEBITS Esso-esgo'STR'BUTm" 600-8 ' SALES OF ELECTRIC
150-1 CAPITAL STOCK 370-92 GENERAL PLANT ENERGY (OR GAS)
DISCOUNT AND EXPENSE 610-5 OTHER ELECTRIC (OR
152-3 REACOUIRED SECURITIES

GAS) REVENUE

INCOME ACCOUNTS

LIABILITIES AND OTHER 501-40

OPERATION AND MAIN-

_

CREDITS 200-7I

200-5 CAPITAL STOCK
210-3 LONG-TERM DEBT
220-30 CURRENT AND ACCRUED

UTILITY OPERATING INCOME
501 OPERATING REVENUES
OPERATING REVENUE DEDUCTIONS
502 OPERATING £XPENSES

TENANCE ACCOUNTS
701-809

G701-57)
£701.42) PRODUCTION EXPS

LIABILITIES 503 DEPRECIATION o158 )
-2 DEFERRED CREDITS 504-5 AMORTIZATION

5908 RESERVES - 506 PROPERTY LOSSES £743-55) TRANSMISSION EXPS.
265  CONTRIBUTIONS IN AID 507 TAXES

OF CONSTRUCTION TOTAL OPERATING REVENUE g;gg ;g; DISTRIBUTION EXPS.

SURPLUS DEDUCTIONS -
270  CAPITAL SURPLUS NET OPERATING REVENUES 779-84 CUSTOMERS' ACCTG. 8
271 EARNED SURPLUS 5089 RENTALS COLLECTING EXPENSES

UTILITY OPERATING INCOME
520-7 OTHER INCOME
GROSS INCOME
530-8 INCOME DEDUCTIONS
NET INCOME
540 DISPOSITION OF NET
INCOME

785-89 SALES PROMOTION
EXPENSES
790-809 ADMINISTRATIVE AND

GENERAL EXPENSES

EARNED SURPLUS ACCOUNT
400-14

400-1 CREDITS
410-14DEBITS

15



	Public Utility Accounting
	Recommended Citation

	Woman CPA Volume 15

