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Q.
Regarding the change in accounting policy for transformers identified on page 37 of Ms. Nichols testimony, please provide a copy of all documents which the Company has produced to explain and document the change in accounting policy.

A.
The change in accounting policy discussed on page 37 of Ms. Nichols testimony is more accurately described as a change is accounting treatment for transformers.  Under the old treatment, transformers were capitalized upon purchase even though they did not go into service at that time.  Also as part of this old treatment, an estimate for transformer installation labor was capitalized, with an offsetting credit against expense, when the transformers were purchased and the field personnel doing the installation charged the actual installation labor to expense.  Under the old treatment, the material cost of transformers was capitalized in Distribution Engineering under Mr. Comfort while the installation labor was capitalized under the Finance & Administration organization under Mr. Brian.  In 2000, the accounting treatment for transformers was changed so that both the transformers and labor are capitalized upon installation.  Under the new treatment, the material cost of transformers is capitalized in Regional Operations and the installation labor in Regional Operations is charged to capital instead of expense.  This results in a capital increase in Regional Operations for the material (and a capital decrease in Distribution Engineering) and a shift of the installation labor from expense to capital in Regional Operations.  The attached letter from Mr. Brian to Mr. John M. Delaware, Chief Accountant, FERC, outlines Reliant Energy HL&P’s intent to follow several letter orders and change to the new treatment.  The attached letter from Mr. Delaware to Mr. Brian specifies that the new treatment is consistent with the Uniform System of Accounts.
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