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I. WITNESS INTRODUCTION 1 

Q1. Please state your name, occupation and business address. 2 

A. My name is Earl M. Robinson. I am a Principal and Director of AUS 3 

Consultants.  AUS Consultants is a consulting firm specializing in 4 

preparing various financial studies including depreciation, valuation, 5 

revenue requirements, cost of service, rate of return, and other analyses 6 

and studies for the utility industry and numerous other entities.  AUS 7 

Consultants provides a wide spectrum of consulting services through its 8 

practices that include Depreciation & Valuation, Intellectual Property 9 

Management, Knowledge Management, Rate of Return, Revenue 10 

Requirements & Cost of Service, and Education & Publications.  My 11 

office is located at 792 Old Highway 66, Suite 200, Tijeras, NM 87059.  12 

Q2. Have you prepared an appendix which contains your qualifications 13 

and experience? 14 

A. Yes.  Appendix A to my direct testimony contains a summary of my 15 

qualifications and experience. 16 

II. PURPOSE OF TESTIMONY 17 

Q3. What is the purpose of your testimony? 18 

A. The purpose of my testimony is to set forth the results of my review and 19 

analysis of the plant in service of Illinois-American Water Company 20 

(“IAWC” or “Company”) which was conducted in the process of preparing 21 
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depreciation studies of the Company’s water and wastewater plant assets 22 

as of December 31, 2010.    Reports of my review and analyses are 23 

contained in IAWC Exhibit 12.01, titled “Illinois American Water-Water 24 

Division Depreciation Study as of December 31, 2010" (the “Water 25 

Division Report”) and IAWC Exhibit 12.02, titled “Illinois American Water-26 

Wastewater Division Depreciation Study as of December 31, 2010" (the 27 

“Wastewater Division Report”). 28 

In preparing  these reports, I investigated and analyzed the 29 

Company's historical plant data and reviewed the Company’s past 30 

experience and future expectations to determine the remaining lives of the 31 

Company's water and wastewater plant assets.  The studies utilized the 32 

resulting remaining lives, the results of a salvage analysis, the Company's 33 

vintaged plant in service investment and depreciation reserve to develop 34 

recommended average remaining life depreciation rates and depreciation 35 

expense related to the Company's plant in service. 36 

III. BACKGROUND 37 

Q4. How is depreciation defined? 38 

A. Depreciation is defined in the 1996 NARUC “Public Utility Depreciation 39 

Practices” publication as follows:  “Depreciation, as applied to 40 

depreciable utility plant, means the loss in service value not restored by 41 

current maintenance, incurred in connection with the consumption or 42 

prospective retirement of utility plant in the course of service from causes 43 

which are known to be in current operation and against which the utility is 44 
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not protected by insurance.  Among the causes to be given consideration 45 

are wear and tear, decay, action of the elements, inadequacy, 46 

obsolescence, changes in the art, changes in demand, and requirements 47 

of public authorities.” 48 

Q5. Why is depreciation important to the revenue requirements of a 49 

utility company? 50 

A. Depreciation is important because, as the above definition describes, 51 

depreciation expense enables a company to recover in a timely manner 52 

the capital costs related to its plant in service benefiting the company’s 53 

customers.  Appropriate depreciation rates will allow recovery of a 54 

company’s investments in depreciable assets over a life that provides for 55 

full recovery of the investments, less net salvage.  Without the 56 

appropriate recovery of depreciation costs, the Company ultimately will 57 

not be able to meet its financial obligations related to the continued 58 

provision of service to customers.  Furthermore, the inclusion of the 59 

appropriate level of depreciation recovery in revenue requirements 60 

serves to reduce overall costs (total of depreciation and return) to 61 

customers as opposed to a situation where an inadequate level of annual 62 

depreciation expense is currently being provided in rates. 63 

IV. DEPRECIATION STUDY 64 

Q6. What is your professional opinion with regard to the results of the 65 

depreciation studies that you performed? 66 
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A. In my opinion, the proposed depreciation rates resulting from the 67 

completed comprehensive depreciation studies are reasonable and 68 

appropriate given that they incorporate the service life and net salvage 69 

parameters currently anticipated for each of the Company’s property 70 

group investments over their average remaining lives. 71 

Q7. What steps were involved in preparing the service life and salvage 72 

database that you utilized? 73 

A. My comprehensive depreciation analyses included a detailed analysis of 74 

the Company’s fixed capital books and records through December 31, 75 

2010.  The Company’s historical investment cost records for each 76 

account have been assembled into a depreciation database upon which 77 

detailed service life and salvage analysis were performed using standard 78 

depreciation procedures.   79 

Q8. What is the purpose of the historical database? 80 

A. The historical service life and net salvage data is a basic depreciation 81 

study tool that is assembled to prepare a depreciation study.  The 82 

historical database is used to make assessments and judgments 83 

concerning the service life and salvage factors that have actually been 84 

achieved, and (along with information relative to current and prospective 85 

factors) to determine the appropriate future lives over which to recover 86 

the Company’s depreciable fixed capital investments.  In accordance with 87 

this standard depreciation analysis, the Company’s depreciation 88 

database compiled through December 31, 2010, which contains detailed 89 
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vintage level information, was used to develop observed life tables.  The 90 

development of the observed life tables from the historical information 91 

was completed by grouping like aged investments within each property 92 

category and identifying the level of retirements that occur through each 93 

successive age to develop the applicable observed life tables.  The 94 

resulting observed lives were then fitted to standard Iowa Curves to 95 

estimate each property group’s historically achieved average service life.   96 

Likewise, the net salvage database was used as a basis to identify 97 

historical experience and trends and to determine each property group’s 98 

recommended net salvage factors.  This was accomplished by preparing 99 

various three year rolling band analyses of salvage components as well as 100 

a forecast based on the Company’s historical salvage experience. 101 

Q9. In the preparation of the depreciation studies, have you utilized 102 

information from additional sources when estimating service life and 103 

salvage parameters? 104 

A. Yes. In addition to the historical data obtained from the Company’s books 105 

and records, information was obtained from Company personnel relative 106 

to current operations and future expectations with respect to depreciation.  107 

Discussions were held with Company planning and operations 108 

management.  In addition, physical inspections were also conducted of 109 

various representative sites of the Company’s operating property.    110 

Q10. Please briefly describe the information included in the depreciation 111 

study reports. 112 
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A. The Water Division Report is divided into eight (8) sections and the 113 

Wastewater Division Report is also divided into eight (8) sections.  Two 114 

key portions of each of the reports are Sections 2 and 4.  Section 2 115 

includes the summary schedules listing the present and proposed 116 

depreciation rates for each depreciable property group and other 117 

depreciation rate development schedules.  Section 4 contains a narrative 118 

description of the factors considered in selecting service life parameters 119 

for the Company’s property.  The various other sections of the report 120 

contain detailed information and/or documentation supporting the 121 

schedules contained in Sections 2 and 4.  In addition, Section 1 of each 122 

report contains a brief narrative summary of the respective report. 123 

Q11. What was the source of the data utilized as a basis for determining 124 

the depreciation rates? 125 

A. As previously discussed, all of the historical data utilized in the course of 126 

performing the detailed service life and salvage studies were obtained 127 

from the Company's books and records.  Historical vintaged data 128 

(additions, retirements, adjustments, and balances) were obtained for 129 

each depreciable property group. 130 

Q12. Are there standard methods utilized to complete a service life 131 

analysis of a company’s historical property investments? 132 

A. Yes.  As discussed in Section 3 of the depreciation study report as well 133 

as later in this testimony, the two most common methods are the 134 

Retirement Rate Method and the Simulated Plant Record Method.  The 135 
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method chosen to study a company’s historical data is dependent upon 136 

whether aged or un-aged data is available.  If specific aged data is 137 

available, the Retirement Rate Method is used.  If only un-aged data is 138 

available, the Simulated Plant Record Method is used. 139 

Q13. Were your studies prepared utilizing one of these accepted standard 140 

methods? 141 

A. Yes.  The Company maintains aged plant records.  Therefore, the 142 

Retirement Rate Method was utilized in the depreciation studies of the 143 

Company’s property. 144 

Q14. Please describe the depreciation methods, procedures, and 145 

techniques commonly utilized to develop depreciation rates for 146 

utility property. 147 

A. Inherent in all depreciation calculations is an overall method, such as the 148 

Straight Line Method (which is the most widely used approach within the 149 

utility industry) to depreciate property. Other methods available to 150 

develop average service lives and depreciation rates are accelerated 151 

and/or deferral approaches such as the Sum of the Years Digits Method 152 

or Sinking Fund Method.  153 

In addition, there are several procedures that can be used to 154 

arrange or group property by sub-groups of vintages to develop applicable 155 

service lives.  These procedures include the Broad Group, the Equal Life 156 

Group and other procedures.  Due to the existence of very large quantities 157 

of property units within utility operating property, utility property is typically 158 
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grouped into homogeneous categories as opposed to being depreciated 159 

on an individual unit basis.  While the Equal Life Group procedure is 160 

viewed as being the more definitive procedure for identifying the life 161 

characteristics of utility property and as a basis for developing service 162 

lives and depreciation rates (see my comments on the Equal Life Group 163 

procedure later in my testimony), the Broad Group Procedure is more 164 

widely utilized throughout the utility industry by regulatory commissions as 165 

a basis for depreciation rates.   166 

The distinction between the two procedures is in the manner in 167 

which recovery of the cost is achieved.  Under the Broad Group Procedure, 168 

the useful life and resulting depreciation rate is based upon the overall 169 

average life of all of the property within the group, while under the Equal 170 

Life Group Procedure, the useful life and resulting depreciation rate is 171 

based upon separately recovering the investment in each equal life group 172 

within the property category over the actual life of the property in that 173 

group. 174 

A brief example (with a property group that has three units/three 175 

equal life groups of like property) will demonstrate the difference between 176 

the two procedures.  The example incorporates the assumption that unit 177 

No. 1 (or equal life group of property) will retire after one year, unit No. 2 178 

(or equal life group) will retire after two years, and unit No. 3 (or equal life 179 

group) will retire after three years.  Accordingly, the average life of all 180 

three (groups) is two (2) years (1+2+3)÷3.   Under the Broad Group 181 
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Procedure, the average useful life and resulting depreciation rate is 182 

calculated based upon the two (2) year average life.  The resulting annual 183 

depreciation rates would be fifty (50) percent in every year.  Conversely, 184 

under the Equal Life Group Procedure, each year’s average life and 185 

resulting depreciation rate is calculated by using the period of time during 186 

which the portion of the property group remains in service.  Since unit No. 187 

1 (or that portion of the account) was retired from service after one year, 188 

the entire investment for that property is recovered over one (1) year.  189 

Likewise, since unit No. 2 (or that portion of the account) will have a 190 

service life of two years, the recovery of that portion of the account will 191 

occur over two years.  Lastly, unit No. 3 (or that portion of the account) is 192 

recovered over three years.   Hence, the useful average life for the 193 

property group in the first year is 1.64 years and the first year’s annual 194 

depreciation rate is 61.11 percent.  In the second year, the useful average 195 

life of the surviving group is 2.4 years and the second year’s depreciation 196 

rate drops to 41.67 percent.  This occurs because during the first year, 197 

unit No. 1 (or that portion of the account) was fully recovered.  Likewise, in 198 

year three, the useful life of the surviving group is 3 years and the 199 

depreciation rate further drops to 33.33 percent.  See the following Table 200 

EMR-1 (BG and ELG).   201 
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BG Average Life Calculation BG Depreciation Rate Calculation

 Recovery ASL Recovery Annual Recovery
Year Investment Period (Yrs) (Years) Weight Investment Period (Yrs) Rate-% Amount

1 Group # 1 300 2 150 300 2 150
Group # 2 300 2 150 300 2 150
Group # 3 300 2 150 300 2 150

Total 900  2.00 450 900 50.00% 450

 
2 Group # 1 0 0 0 0 0 0

Group # 2 300 2 150 300 2 150
Group # 3 300 2 150 300 2 150

Total 600  2.00 300 600  50.00% 300

3 Group # 1 0 0 0 0 0 0
Group # 2 0 0 0 0 0 0
Group # 3 300 2 150 300 2 150

Total 300  2.00 150 300  50.00% 150

Grand Total 1,800 2.00 900 1,800 50.00% 900

 

 

 

ELG Average Life Calculation ELG Depreciation Rate Calculation

 Recovery ASL Recovery Annual Recovery
Year Investment Period (Yrs) (Years) Weight Investment Period (Yrs) Rate-% Amount

1 Group # 1 300 1 300 300 1 300
Group # 2 300 2 150 300 2 150
Group # 3 300 3 100 300 3 100

Total 900  1.64 550 900 61.11% 550

 
2 Group # 1 0 0 0 0 0 0

Group # 2 300 2 150 300 2 150
Group # 3 300 3 100 300 3 100

Total 600  2.40 250 600  41.67% 250

3 Group # 1 0 0 0 0 0 0
Group # 2 0 0 0 0 0 0
Group # 3 300 3 100 300 3 100

Total 300  3.00 100 300  33.33% 100

Grand Total 1,800 2.00 900 1,800 50.00% 900  
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Finally, the depreciable investment needs to be recovered over a 210 

defined period of time (through use of a technique), such as the Whole 211 

Life or Average Remaining Life of the property group.   The distinction 212 

between the Whole Life and Average Remaining Life Techniques is that 213 

under the Whole Life Technique, the depreciation rate is based on a 214 

snapshot and determines the recovery of the investment and average net 215 

salvage over the average service life of the property group for that 216 

moment in time.  The Whole Life technique requires either frequent 217 

updates to keep the “snapshot” current or the use of an artificial deferred 218 

account that holds “excess” or “deficient” depreciation reserves.  In 219 

comparison, under the Average Remaining Life Technique, the resulting 220 

annual depreciation rate incorporates the recovery of the investment (and 221 

future net salvage) less any recovery experienced to date over the 222 

average remaining life of the property group.  The Average Remaining Life 223 

Technique is clearly superior in that it incorporates all of the current and 224 

future cost components in setting the proposed annual depreciation rate 225 

as opposed to only some of the current and future cost components as is 226 

the case with the Whole Life Technique.  This means that any changes 227 

that occur in between depreciation studies are automatically trued-up in 228 

the subsequent study.  No artificial deferral account needs to be 229 

established to accomplish such a true-up. 230 

The depreciation methods, procedures, and techniques can be 231 

used interchangeably.  For example, one could use the Straight Line 232 
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Method with the Broad Group Procedure and the Average Remaining Life 233 

Technique, or the Straight Line Method with the Equal Life Group 234 

Procedure and Average Remaining Life Technique, or combinations 235 

thereof. 236 

Q15. Which of these methods, procedures and techniques did you use in 237 

your depreciation studies? 238 

A. The depreciation rates set forth in my depreciation study reports were 239 

developed utilizing the Straight Line Method, the Broad Group Procedure, 240 

and the Average Remaining Life Technique. 241 

Q16. Why did you utilize this method, procedure and technique? 242 

A. The Straight Line Method is widely understood, recognized, and utilized 243 

almost exclusively for depreciating utility property.   244 

The Broad Group Procedure recovers the Company's investments 245 

over the average period of time in which the property is providing service 246 

to the Company’s customers. While I have used the Equal Life Group 247 

procedure in other studies, I used the Broad Group Procedure in this study 248 

because it is consistent with depreciation methods and procedures 249 

generally accepted by regulatory Commissions and is the approach 250 

underlying the Company’s current depreciation rates.  251 

Finally, the amount of annual depreciation must be based upon the 252 

productive life over which the un-depreciated capital investment is 253 

recovered (the Average Remaining Life Technique).  The utilization of the 254 

Average Remaining Life Technique to develop the applicable annual 255 
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depreciation expense (over the average remaining life) assures that the 256 

Company's property investment is fully recovered over the useful life of the 257 

property, and that inter-generational inequities are avoided as current and 258 

future customers will pay their fair share of depreciation expense. The 259 

determination of the productive remaining life for each property group 260 

relies on a study of both past experience and future expectations and 261 

develops the appropriate total life and applicable depreciation rates for 262 

each of the Company’s property groups. The Average Remaining Life 263 

Technique incorporates all of the Company's fixed capital cost 264 

components, thereby better assuring full recovery of the Company's 265 

embedded net plant investment and related costs.  The Average 266 

Remaining Life Technique gives consideration not only to the average 267 

service life and survival characteristics plus the net salvage component, 268 

but also recognizes the level of depreciation which has been accrued to 269 

date in developing the proposed depreciation rate.  The Average 270 

Remaining Life Technique is used by regulated companies and regulatory 271 

agencies because it allows full recovery by the end of the property's useful 272 

life -- no more and no less. 273 

Q17. Please explain the utilization of group depreciation procedures. 274 

A. Group depreciation procedures are utilized to depreciate property when 275 

more than one item of property is being depreciated.  Such an approach 276 

is appropriate because all of the items within a specific group typically do 277 

not have identical service lives, but have lives which are dispersed over a 278 
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range of time.  Utilizing a group depreciation procedure allows for a 279 

uniform application of depreciation rates to groups of similar property in 280 

lieu of performing extensive depreciation calculations on an item-by-item 281 

basis.  The Broad Group approach is a recognized common group 282 

depreciation procedure. 283 

The Broad Group Procedure recovers the investment within the 284 

asset group over the average service life of the property group.  Given that 285 

there is dispersion within each property group, there are variations of 286 

retirement ages for the many investments within each property group.  287 

That is, some properties retire early (before average service life) while 288 

others retire at older ages (after average service life).  This dispersion of 289 

retirement ages defines the survival pattern experienced by the applicable 290 

property group. 291 

Q18. What factors influence the determination of the recommended 292 

annual depreciation rates included in your depreciation reports? 293 

A. The depreciation rates reflect four principal factors: (1) the plant in 294 

service by vintage, (2) the book depreciation reserve, (3) the future net 295 

salvage, and (4) the composite remaining life for the property group.  296 

Factors considered in arriving at the service life are the average age, 297 

realized life and the survival characteristics of the property.  The net 298 

salvage estimate is influenced by both past experience and future 299 

estimates of the cost of removal and gross salvage amounts. 300 
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Q19. Please explain further the assumptions considered when utilizing 301 

your depreciation approach.   302 

A. According to my approach, the Company will recover its un-depreciated 303 

fixed capital investment through annual depreciation expense in each 304 

year throughout the useful life of the property.  The Average Remaining 305 

Life Technique incorporates the future life expectancy of the property, the 306 

vintaged surviving plant in service, the survival characteristics, together 307 

with the book depreciation reserve balance and future net salvage in 308 

developing the amounts for each property account.  Accordingly, Average 309 

Remaining Life depreciation meets the objective of providing a Straight 310 

Line recovery of the Company’s fixed capital property investments. 311 

Q20. Please explain further the group procedure you have used. 312 

A. My depreciation calculations, as applied in this study, follow a group 313 

depreciation approach.  The group approach refers to the method of 314 

calculating annual depreciation based on the summation of the 315 

investment in any one plant group rather than calculation of depreciation 316 

for each individual unit of plant.  In theory, each unit achieves average 317 

service life by the time of retirement.  Accordingly, the full cost of the 318 

investment will be credited to plant in service when the retirement occurs, 319 

and likewise the depreciation reserve will be debited with an equal 320 

retirement cost.  No gain or loss is recognized at the time of property 321 

retirement because of the assumption that the property was retired at 322 

average service life. 323 
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Q21. What are the net salvage factors included in the determination of 324 

depreciation rates? 325 

A. Net salvage is the difference between gross salvage, or the proceeds 326 

received when an asset is disposed of, and the cost of removing the 327 

asset from service.  Net salvage is said to be positive if gross salvage 328 

exceeds the cost of removal.  If the cost of removal exceeds gross 329 

salvage, the result is negative salvage.   Many retired assets generate 330 

little, if any, positive salvage.  Instead, numerous Company asset groups 331 

generate negative net salvage at the end of their lives due to the cost of 332 

removal. 333 

The cost of removal includes costs such as demolishing, 334 

dismantling, tearing down, disconnecting or otherwise retiring/removing 335 

plant, as well as any environmental clean up costs associated with the 336 

property.  Net salvage includes any proceeds received from any sale of 337 

plant.  338 

Net salvage experience is studied for a period of years to determine 339 

the trends which have occurred in the past.  These trends are considered, 340 

together with any changes that are anticipated in the future, to determine 341 

the future net salvage factor for remaining life depreciation purposes.  The 342 

net salvage percentage is determined by comparing the total net positive 343 

or negative salvage to the book cost of the property investment retired. 344 

The method used to estimate the retirement cost is a standard 345 

analysis approach which is used to identify a company’s historical 346 
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experience with regard to what the end of life cost will be relative to the 347 

cost of the plant when first placed into service.  This information, along 348 

with knowledge about the average age of the historical retirements that 349 

have occurred to date, allows an estimation of the level of retirement cost 350 

that will be experienced by the Company at the end of each property 351 

group’s useful life.  The study methodology utilized has been extensively 352 

set forth in depreciation textbooks and has been the accepted practice by 353 

depreciation professionals for many decades.  Furthermore, the cost of 354 

removal analysis is the current standard practice used for mass assets by 355 

essentially all depreciation professionals in estimating future net salvage 356 

for the purpose of identifying the applicable depreciation rate for a 357 

property group.  There is a direct relationship between the installation of 358 

specific plant and its corresponding removal.  The installation is its 359 

beginning of life cost while the removal is its end of life cost.  Also, it is 360 

important to note that Average Remaining Life depreciation rates 361 

incorporate future net salvage which is typically more representative of 362 

recent versus long-term historical average net salvage. 363 

The Company’s historical net salvage experience was analyzed to 364 

identify the historical net salvage factor for each applicable property group.  365 

This analysis routinely finds that historical retirements have occurred at 366 

average ages significantly shorter than the property group’s average 367 

service life.  The occurrence of historical retirements at an age which is 368 

significantly younger than the average service life of the property category 369 
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demonstrates that the historical data does not appropriately recognize the 370 

true level of retirement cost at the end of the property group’s useful life.  371 

An additional level of cost to retire will occur due to the passage of time 372 

until all the current plant is retired at end of its life.  That is, the level of 373 

retirement costs will increase over time until the average service life is 374 

attained.  The additional inflation in the estimate of retirement cost is 375 

related to those additional years’ cost increases (primarily the result of 376 

higher labor costs over time) that will occur prior to the end of the property 377 

group’s average life.  378 

To provide further explanation of the issue, several general 379 

principles surrounding property retirements and related net salvage should 380 

be highlighted.  As property continues to age, assets that typically 381 

generate positive salvage when retired will generate a lower percentage of 382 

positive salvage as compared to the original cost of the property.  By 383 

comparison, if the class of assets is one that typically generates negative 384 

net salvage (cost of removal) with increasing age at retirement, the 385 

negative net salvage percentage as compared to original cost will typically 386 

be greater.  This situation is routinely driven by the higher labor costs that 387 

occur with the passage of time. 388 

A simple example will aid in understanding the above net salvage 389 

analysis and the required adjustment to the historical results.  Assume the 390 

following scenario:  A company has two cars, Car #1 and Car #2, each 391 

purchased for $20,000.  Car #1 is retired after 2 years and Car #2 is 392 
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retired after 10 years.  Accordingly, the average life of the two cars is six 393 

(6) years.  Car #1 generates 75% salvage or $15,000 when retired and 394 

Car #2 generates 5% salvage or $1,000 when retired.  395 

 Unit Cost Ret. Age (Yrs.) % Salv. Salvage 
Amount 

Car #1 $20,000 2 75% $15,000 

Car #2 $20,000 10 5% $ 1,000 

Total $40,000 6 40% $16,000 

Assume an analysis of the experienced net salvage at year three 396 

(3).  Based upon the Car #1 retirement, which was retired at a young age 397 

(2 yrs.) as compared to the average six (6) year life of the property group, 398 

the analysis indicates that the property group would generate 75% 399 

salvage.  This indication is incorrect, however, because it is the result of 400 

basing the estimate on incomplete data.  That is, the estimate is based 401 

upon the salvage generated from a retirement that occurred at an age 402 

which is far less than the average service life of the property group.  The 403 

actual total net salvage that occurred over the average life of the assets 404 

(which experienced a six (6) year average life for the property group) is 405 

40%, as opposed to the initial incorrect estimate of 75%. 406 

This is exactly the situation that occurs with the majority of the 407 

Company’s historical net salvage data, except that most of the Company’s 408 

property groups routinely experience negative net salvage (cost of 409 

removal) as opposed to positive salvage. 410 
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Q22. Please explain what factors affect the length of the average service 411 

life that the Company's property may achieve. 412 

A. Several factors contribute to the length of the average service life which 413 

the property achieves.  The three major factors are:  (1) physical; (2) 414 

functional; and (3) contingent casualties. 415 

The physical factor includes such things as deterioration, wear and 416 

tear and the action of the natural elements.  The functional factor includes 417 

inadequacy, obsolescence and requirements of governmental authorities.  418 

Obsolescence occurs when it is no longer economically feasible to use the 419 

property to provide service to customers or when technological advances 420 

have provided a substitute with superior performance. The remaining 421 

factor, contingent casualties, includes retirements caused by accidental 422 

damage or construction activity of one type or another. 423 

In performing the life analysis for any property being studied, both 424 

past experience and future expectations must be considered in order to 425 

fully evaluate the circumstances that may have a bearing on the remaining 426 

life of the property.  This ensures the selection of an average service life 427 

which best represents the expected life of each property investment. 428 

Q23. What study procedures were utilized to determine service lives for 429 

the Company's property? 430 

A. Several study procedures were used to determine the prospective service 431 

lives recommended for the Company's plant in service.  These include 432 

the review and analysis of historical, as well as anticipated, retirements, 433 
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current and future construction technology, historical experience and 434 

future expectations of salvage and the cost of removal. 435 

Service lives are affected by many different factors, some of which 436 

can be determined from studying past experience, others of which must 437 

rely heavily on future expectations.  When physical characteristics are the 438 

controlling factor in determining the service life of property, historical 439 

experience is a useful tool in selecting service lives.  In cases where there 440 

are changes in technology, regulatory requirements, Company policy or 441 

the development of a less costly alternative, historical experience is of 442 

lesser or little value.  However, even when considering physical factors, 443 

the future lives of various properties may vary from those experienced in 444 

the recent past. 445 

While a number of methods are available to study historical data, 446 

as I mentioned previously, the two methods most commonly utilized to 447 

determine average service lives for a company's property are the 448 

Retirement Rate Method and the Simulated Plant Record Method.  Given 449 

that the Company maintains vintaged investment records, the Retirement 450 

Rate Method was the method chosen to analyze the historical data.   451 

Q24. Please explain further the use of the retirement rate method. 452 

A. With this method of analysis, the Company's actuarial service life data, 453 

which is sorted by age, is used to develop a survivor curve (observed life 454 

table).  This survivor curve is the basis upon which smooth curves 455 

(standard Iowa Curves) are matched or fitted to then determine the 456 
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average service life being experienced by the property account under 457 

study.  Computer processing provides the capability to review various 458 

experience bands throughout the life of the account to observe trends 459 

and changes.  For each experience band analysis, an "observed life 460 

table" is constructed using the exposure and retirement experience within 461 

the selected band of years.  In some cases, the total life cycle of the 462 

property has not been achieved and the experienced life table, when 463 

plotted, results in a "stub curve."  It is the "stub curve," or the total life 464 

curve, if the total life curve is achieved, which is matched or fitted to the 465 

standard Iowa Curves.  The matching process is performed both by 466 

computer analysis, using a least squares technique, and by overlaying 467 

the observed life tables on the selected smooth curves for visual 468 

reference.  The fitted smooth curve is a benchmark which provides a 469 

basis to determine the estimated average service life for the property 470 

group under study. 471 

Q25. Do the depreciation study reports contain charts which compare the 472 

analysis of the Company's actual historical data to the service life 473 

parameters you are proposing as a basis for your recommended 474 

annual depreciation rates? 475 

A. Yes.  The Company’s historical plant account records included vintaged 476 

retirement data and, therefore, were studied using the Retirement Rate 477 

Method.  The resulting observed life tables and plottings of the selected 478 
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Iowa Curves are contained in Section 5 of the Water Division Report and 479 

Wastewater Division Report.   480 

Q26. You have referred to the use of the Iowa or smoothed survivor 481 

curves.  Can you generally describe these curves and their purpose? 482 

A. The preparation of a depreciation study typically incorporates smoothed 483 

curves to represent the experienced or estimated survival characteristics 484 

of the property.  The "smoothed" or standard survivor curves are the 485 

"Iowa" family of curves developed at Iowa State University and which are 486 

widely used and accepted throughout the utility industry.  The shape of 487 

the curves within the Iowa family is dependent upon whether the 488 

maximum rate of retirement occurs before, during or after the average 489 

service life.  If the maximum retirement rate occurs earlier in life, it is a left 490 

(L) mode curve; if it occurs at average life, it is a symmetrical (S) mode 491 

curve; if it occurs after average life, it is a right (R) mode curve.  In 492 

addition, there is the origin (O) mode curve for plant which has heavy 493 

retirements at the beginning of life. 494 

At any particular point in time, actual Company plant may not have 495 

completed its life cycle.  Therefore, the survivor table generated from the 496 

Company data is not complete.  This situation requires that an estimate be 497 

made with regard to the incomplete segment of the property group's life 498 

experience.  Further, actual company experience often varies from age 499 

interval to age interval, making its utilization for average service estimation 500 

difficult.  Accordingly, the Iowa Curves are used to both extend Company 501 
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experience to zero percent surviving as well as to smooth actual Company 502 

data. 503 

Q27. What is the principal reason for completing the detailed historical life 504 

and salvage analysis? 505 

A. The detailed historical analysis is prepared as a tool from which to make 506 

informed assessments as to the appropriate service life and salvage 507 

parameters over which to recover the Company’s plant investment.  508 

However, in addition to the available historic data, consideration must be 509 

given to current events, the Company’s ongoing operations, Company 510 

management’s future plans, and general industry events which are 511 

anticipated to impact the lives that will be achieved by plant in service. 512 

Q28. What is the basis for the Company's currently approved depreciation 513 

rates? 514 

A. As shown in IAWC Exhibit 12.01, page 2-2, the current depreciation rates 515 

for water plant are based upon depreciation parameters set forth in a 516 

study completed using plant investment data through December 31, 2005 517 

for the Company, which were adjusted in conjunction with several 518 

operating entity acquisitions.   The current account level water 519 

depreciation rates composite to an annual depreciation rate of 3.31 520 

percent when applied to each of the December 31, 2010 plant in service 521 

account balances.   522 

As shown in IAWC Exhibit 12.02, the current wastewater 523 

depreciation rates are based upon depreciation parameters previously 524 
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utilized by the acquired wastewater plant in service.   The use of the 525 

applicable current account level depreciation rates composite to an annual 526 

depreciation rate of 4.60 percent when applied to each of the December 527 

31, 2010 plant in service account balances.     528 

Q29. What are the most notable changes in annual depreciation rates and 529 

expense between the present and proposed depreciation rates as set 530 

forth in Section 2 of the Water Division Report? 531 

A. With regard to water distribution and general plant in service, several of 532 

the proposed rates reflect marked changes (as outlined in Section 4 of the 533 

study) from the current depreciation rates. The accounts for which the 534 

most notable depreciation expense changes occurred in comparison to 535 

the current depreciation rates include Account 311.20 – Electric Pumping 536 

Equipment, Account 320.10 – Treatment Plant Equipment, Account 537 

320.20 – Water Treatment Equipment-Filter Media, Account 331.001 – 538 

T&D Mains Conversion, Account 331.20 – T&D Mains 6 In to 8 In, 539 

Account 331.30 – T&D Mains 10 In to 16 In, Account 331.40 – T&D Mains 540 

18 In & Greater, Account 333.00 – Services Non-Unitized, Account 333.10 541 

– Services 1 In & Under, Account 334.41 – Meters 1 In & Under, Account 542 

334.42 – Meters Over 1 In, Account 335.00 – Hydrants, Account 340.30 – 543 

Computer Software, Account 341.10 – Transportation Equipment-Light 544 

Trucks, Account 341.20 – Transportation Equipment-Heavy Trucks, and 545 

Account 341.30 – Transportation Equipment-Cars.  546 

  The depreciation rate for Account 311.20 – Electric Pumping 547 
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Equipment decreased from 4.81 percent to 4.02 percent.  The drivers 548 

underlying the proposed depreciation rate are an Iowa 33-L0.5 life and 549 

curve and estimated net salvage of negative thirty-five (35) percent.  The 550 

underlying depreciation parameter basis for the present depreciation rate 551 

is an implicit 28.1 year average service life and negative thirty-five (35) 552 

percent net salvage. In addition, the level of the book depreciation reserve 553 

as a percent of original cost has grown somewhat over the years since the 554 

prior depreciation study was completed. 555 

  The depreciation rate for Account 320.10 – Water Treatment Plant 556 

Equipment decreased from 3.61 percent to 2.50 percent.  The drivers 557 

underlying the proposed depreciation rate are an Iowa 40-L1 life and 558 

curve and estimated net salvage of negative thirty (30) percent, while the 559 

underlying depreciation parameter basis for the present depreciation rate 560 

is identified as an implicit average service life of 36.0 years and average 561 

net salvage of negative thirty (30) percent.   In the intervening years since 562 

the completion of the prior depreciation study, the level of retirements as a 563 

percentage of plant was somewhat less than previous.  This lower level of 564 

activity on newer aged plant along with a higher depreciation rate resulted 565 

in a sizable increase in the Company’s book depreciation reserve 566 

percentage with the result that the current proposed depreciation rate was 567 

driven downward.   568 

  The depreciation rate for Account 320.20 – Water Treatment 569 

Equipment-Filter Media increased from 4.15 percent to 21.57 percent.  570 
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The drivers underlying the proposed depreciation rate are an Iowa 8-S1.5 571 

life and curve and estimated net salvage of negative twenty-five (25) 572 

percent, while the underlying depreciation parameter basis for the present 573 

depreciation rate is identified as an implicit average service life of 26.5 574 

years and average net salvage of negative ten (10) percent. The current 575 

book depreciation reserve level is relatively low when giving consideration 576 

to the estimated average service life and current age of the plant.  This 577 

low level of book depreciation reserve percentage contributed significantly 578 

to the increase in the depreciation rate. 579 

  The depreciation rate for Account 331.001 – T&D Mains increased 580 

from 1.56 percent to 2.02 percent.  The proposed depreciation rate is the 581 

result of combined changes of both the average service life and net 582 

salvage parameters. The average service life was changed in accordance 583 

with the life indication developed through an analysis of the Company’s 584 

historical data and consideration of future expectations (as summarized on 585 

Table 5, Sec 2 of the report).  The proposed average service life increased 586 

from an implicit 76.9 years to a 90-R4 life and curve, while the future 587 

negative net salvage for the property group increased from negative 588 

twenty (20) percent to negative seventy-five (75) percent.  Notwithstanding 589 

the estimated longer average service life for the property group, the 590 

significant higher level of experienced negative net salvage and resulting 591 

higher estimate of future net salvage is the primary driver for the increase 592 

in the depreciation rate. 593 
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  The depreciation rate for Account 331.20 – T&D Mains 6 In to 8 In 594 

increased from 1.53 percent to 2.03 percent.  The proposed depreciation 595 

rate is the result of combined changes of both the average service life and 596 

net salvage parameters. The average service life was changed in 597 

accordance with the life indication developed through an analysis of the 598 

Company’s historical data and consideration of future expectations (as 599 

summarized on Table 5, Sec 2 of the report).  The proposed average 600 

service life increased from an implicit 78.5 years to a 90-R4 life and curve, 601 

while the future negative net salvage for the property group increased 602 

from negative twenty (20) percent to negative seventy-five (75) percent.  603 

Notwithstanding the estimated longer average service life for the property 604 

group, the significant higher level of experienced negative net salvage and 605 

resulting higher estimate of future net salvage is the primary driver for the 606 

increase in the depreciation rate. 607 

  The depreciation rate for Account 331.30 – T&D Mains 10 In to 16 608 

In increased from 1.52 percent to 1.91 percent.  The proposed 609 

depreciation rate is the result of combined changes of both the average 610 

service life and net salvage parameters. The average service life was 611 

changed in accordance with the life indication developed through an 612 

analysis of the Company’s historical data and consideration of future 613 

expectations (as summarized on Table 5, Sec 2 of the report).  The 614 

proposed average service life increased from an implicit 79.0 years to a 615 

95-R4 life and curve, while the future negative net salvage for the property 616 
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group increased from negative twenty (20) percent to negative seventy-617 

five (75) percent.  Notwithstanding the estimated longer average service 618 

life for the property group, the significant higher level of experienced 619 

negative net salvage and resulting higher estimate of future net salvage is 620 

the primary driver for the increase in the depreciation rate. 621 

  The depreciation rate for Account 331.40 – T&D Mains 18 In & 622 

Greater increased from 1.32 percent to 1.81 percent.  The proposed 623 

depreciation rate is the result of combined changes of both the average 624 

service life and net salvage parameters. The average service life was 625 

changed in accordance with the life indication developed through an 626 

analysis of the Company’s historical data and consideration of future 627 

expectations (as summarized on Table 5, Sec 2 of the report).  The 628 

proposed average service life increased from an implicit 90.9 years to a 629 

100-R4 life and curve, while the future negative net salvage for the 630 

property group increased from negative twenty (20) percent to negative 631 

seventy-five (75) percent.  The significant higher level of experienced 632 

negative net salvage and resulting higher estimate of future net salvage is 633 

the primary driver for the increase in the depreciation rate. 634 

  The depreciation rate for Account 333.00 – Services Non-Unitized 635 

increased from 2.14 percent to 11.42 percent.  The drivers underlying the 636 

proposed depreciation rate change are the fact that the average service 637 

life declined from an implicit 186.9 years to a 40-L1.5 life and curve.  The 638 

estimated future net salvage under both the present and proposed 639 
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depreciation rate is negative three hundred (300) percent.  The implicit 640 

average service life underlying the present depreciation rate is 641 

inappropriately long and unsupportable.  The revision of the underlying 642 

average service life within the proposed depreciation rate contributed to 643 

the resulting increase in the proposed depreciation rate versus the present 644 

depreciation rate.  645 

  The depreciation rate for Account 333.10 – Services 1 In & Under 646 

increased from 5.56 percent to 6.62 percent.  The drivers underlying the 647 

proposed depreciation rate change are the fact that the average service 648 

life declined from an implicit 71.9 years to a 65-R1.5 life and curve.  The 649 

estimated future net salvage under both the present and proposed 650 

depreciation rate is negative three hundred (300) percent. The revision of 651 

the underlying average service life within the proposed depreciation rate 652 

contributed to the resulting increase in the proposed depreciation rate 653 

versus the present depreciation rate.  654 

  The depreciation rate for Account 334.41 – Meters 1 In & Under 655 

decreased from 11.93 percent to 3.70 percent. The drivers underlying the 656 

proposed depreciation rate are the use of a weighted average service life 657 

of 12.9 years and weighted average remaining life of 8.7 years along with 658 

an estimated future net salvage of negative five (5) percent (as 659 

summarized on Table 5a, Sec 2 of the report).  The underlying 660 

depreciation parameter basis for the present depreciation rate is an 661 

implicit 8.4 years and net salvage of zero (0) percent. 662 
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  At the time of the completion of the prior depreciation study, the 663 

proposed depreciation rate for this property group (Meters 1 Inch & Under) 664 

was 4.95% based upon and analysis of the underlying factors available at 665 

the time.  In completion of the subsequent rate case, the Commission 666 

concluded that the appropriate deprecation rate for the property group was 667 

to be based upon an 11 year average service life with a resulting 668 

Company book depreciation rate of 12.07%.   As of the December 31, 669 

2005 depreciation study date, the Company’s book depreciation reserve 670 

relative to Meters 1 Inch & Under was approximately 33% of the original 671 

cost investment.  By comparison, given the subsequent use of the far 672 

higher depreciation rate than proposed in the prior 12-31-05 depreciation 673 

study report, the Company’s book depreciation reserve has now grown to 674 

approximately 73% of the Company’s original cost investment.  The result 675 

of this circumstance of the Company’s book depreciation reserve currently 676 

being far higher than required is a proposed significantly suppressed ARL 677 

based depreciation rate of 1.70%. The use of this lower ARL depreciation 678 

rate over the coming years along with the Company’s ongoing plant 679 

investment will, over time, turn up the book depreciation reserve to the 680 

more appropriate level.   The useful average service life and resulting 681 

depreciation rate needs to monitored and adjusted, as required in future 682 

deprecation studies.    683 

  The proposed average service life and average remaining life for 684 

Meters 1 Inch & Under are being influenced by a number of factors.  First 685 
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and foremost, the Company is required by the regulatory agency to pull 686 

5/8 inch diameter meters on a set schedule of years (which varies 687 

somewhat depending upon the different operating districts) to verify the 688 

accuracy of the metering devices.  Given the high cost of testing and 689 

rotating small diameter meters, the Company’s current policy is, once a 690 

5/8 inch meter is pulled for its testing cycle, it is retired and disposed of, 691 

and a new meter is installed in its place.  The new meter being installed is 692 

an AMR (Automatic Meter Reading) device which improves the 693 

Company’s operating efficiency.  Hence, the implicit average service life 694 

and average remaining life of the current 5/8 inch meters are limited by the 695 

Company’s operating policy.  Table 5a of Section 2 of the report, utilizes 696 

the time limitations of the Company’s meter change out policy to weight 697 

the non-AMR 5/8 inch, AMR 5/8 inch, and ¾ & 1 inch meters and develop 698 

the resulting implicit average service life and average remaining life for the 699 

property group.  700 

  In additional, there was a large group of Meters in the Company’s 701 

Chicago Metro district that had failed to be retired when removed via an 702 

accelerated Meter conversion project.  Those meters were identified and 703 

the applicable pending retirement adjustments were included on Tables 3 704 

and 4 of Section 2 of the depreciation study report.   705 

  The depreciation rate for Account 334.42 – Meters Over 1 In 706 

decreased from 11.84 percent to 1.70 percent. The drivers underlying the 707 

proposed depreciation rate are an Iowa 16-L0.5 life and curve and an 708 
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estimated net salvage of negative five (5) percent (as summarized on 709 

Table 5, Sec 2 of the report).  The underlying depreciation parameters for 710 

the present depreciation rate is an implicit 8.4 year life and net salvage of 711 

zero (0) percent. 712 

  The depreciation rate for Account 335.00 – Hydrants decreased 713 

from 3.89 percent to 3.14 percent.  The driver underlying the proposed 714 

depreciation rate change is the fact that the average service life increased 715 

from an implicit 51.4 years under the present rates to an Iowa 55-L2 life 716 

and curve for the proposed depreciation rate.  The average service life 717 

and negative net salvage percent was changed in accordance with the life 718 

indication developed through an analysis of the Company’s historical data 719 

and consideration of future expectations along with a historical and 720 

forecast analysis of the Company’s net salvage data (as summarized on 721 

Table 5, Sec 2 of the report). The estimated net salvage underlying the 722 

current depreciation rate is negative 100 percent, while negative 75 723 

percent net salvage is estimated for the proposed depreciation rate. 724 

  The depreciation rate for Account 340.30 – Computer Software 725 

decreased from 16.56 percent to 7.43 percent.  The drivers underlying the 726 

proposed depreciation rate are an Iowa 13-R1 life and curve and 727 

estimated net salvage of zero (0) percent, while the underlying 728 

depreciation parameter basis for the present depreciation rate is an 729 

implicit average service life of 6.0 years and average net salvage of zero 730 

(0) percent.  Currently, the Company has JDE and Orcom property that is 731 
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anticipated to be replaced by 2013.  In developing a pro forma 732 

depreciation rate for the property group, calculations were incorporated to 733 

reflect the impact on the original cost and book depreciation reserve of the 734 

property retirements and corresponding significant new plant investments.  735 

Utilizing the underlying calculations, a pro forma deprecation rate was 736 

developed that would be applied to the ongoing plant balance within the 737 

property group. 738 

  The depreciation rate for Account 341.10 – Transportation 739 

Equipment-Light Trucks increased from 3.36 percent to 13.57 percent.  740 

The drivers underlying the proposed depreciation rate are an Iowa 7-L3 741 

life and curve and estimated net salvage of twenty (20) percent, while the 742 

underlying depreciation parameter basis for the present depreciation rate 743 

is identified as an implicit average service life of 29.8 years and average 744 

net salvage of twenty (20) percent. 745 

  The depreciation rate for Account 341.20 – Transportation 746 

Equipment-Heavy Trucks decreased from 3.97 percent to 8.03 percent.  747 

The drivers underlying the proposed depreciation rate are an Iowa 11-L3 748 

life and curve and estimated net salvage of twenty (20) percent, while the 749 

underlying depreciation parameter basis for the present depreciation rate 750 

is identified as an implicit average service life of 25.2 years and average 751 

net salvage of twenty (20) percent. 752 

  Lastly, the depreciation rate for Account 341.30 – Transportation 753 

Equipment-Cars increased from 4.74 percent to 19.63 percent.  The 754 
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drivers underlying the proposed depreciation rate are an Iowa 5-L2 life 755 

and curve and estimated net salvage of twenty (20) percent, while the 756 

underlying depreciation parameter basis for the present depreciation rate 757 

is identified as an implicit average service life of 21.1 years and average 758 

net salvage of twenty (20) percent. 759 

Q30. What are the most notable changes in annual depreciation rates and 760 

expense between the present and proposed depreciation rates as set 761 

forth in Section 2 of the Wastewater Division Report? 762 

A. With regard to the Company’s wastewater plant in service, several of the 763 

proposed rates reflect marked changes (as outlined in Section 4 of the 764 

Wastewater Division Report) from the current depreciation rates. The 765 

accounts for which the most notable depreciation expense changes 766 

occurred in comparison to the current depreciation rates include Account 767 

354.40 – Structures & Improvements-Treat & Disposal Equipment, 768 

Account 363.00 – Services to Customers, Account 380.05 – Grit Removal, 769 

Account 380.35 – Secondary Treatment Equipment, and Account 389.10 770 

– Other Plant & Misc. Equipment. 771 

The depreciation rate for Account 354.40- Structures & 772 

Improvements-Treat & Disposal Equipment decreased from 4.97 percent 773 

to 3.57 percent.  The drivers underlying the proposed depreciation rate are 774 

an Iowa 35-R4 life and curve and estimated net salvage of negative 775 

twenty (20) percent.  The underlying depreciation parameters for the 776 
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present depreciation rate is an implicit 25.2 year average service life and 777 

negative twenty (20) percent net salvage.  778 

  The proposed depreciation rate for Account 363.00 – Services to 779 

Customers, increased from 2.69 percent to 4.02 percent.  The drivers 780 

underlying the proposed depreciation rate are an Iowa 60-R5 life and 781 

curve and estimated net salvage of negative one-hundred twenty-five (125) 782 

percent.  The average service life and negative net salvage percent was 783 

estimated based upon consideration of parameters underlying 784 

depreciation rates for the Company’s sister operating properties, IAWC 785 

water depreciation parameters, and various other data sources.  The 786 

underlying depreciation parameters for the present depreciation rate are 787 

an implicit 83.6 year average service life and negative one hundred 788 

twenty-five (125) percent net salvage.    789 

  The depreciation rate for Account 380.05 – Grit Removal increased 790 

from 10.26 percent to 56.46 percent.  The depreciation parameters 791 

underlying the proposed depreciation rate are an Iowa 15-R3 life and 792 

curve and estimated net salvage of negative twenty-five (25) percent. The 793 

primary driver behind the significantly high proposed depreciation rate is 794 

the fact that the Company’s current book depreciation reserve for this 795 

property currently has a negative balance of $775,377 relative to a plant in 796 

service balance of only $418,004.  Accordingly, a high depreciation rate is 797 

required to recover the under recovered account investment over the 798 

property’s 5.5 year average remaining life.  799 
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The depreciation rate for Account 380.35 – Secondary Treatment 800 

Equipment decreased from 10.73 percent to 8.18 percent.  The drivers 801 

underlying the proposed depreciation rate are an Iowa 20-R2.5 life and 802 

curve and estimated net salvage of negative twenty-five (25) percent.  The 803 

average service life and negative net salvage percent was estimated 804 

based upon consideration of parameters underlying depreciation rates for 805 

the Company’s sister operating properties and various other data sources.  806 

The underlying depreciation parameters for the present depreciation rate 807 

is an implicit 11.6 year average service life and negative twenty-five (25) 808 

percent net salvage.  809 

  The depreciation rate for Account 389.10 – Other Plant & Misc 810 

Equipment increased from 0.00 percent to 41.67 percent.  The 811 

depreciation parameters underlying the proposed depreciation rate are an 812 

Iowa 30-R2.5 life and curve and estimated net salvage of zero (0) percent.  813 

As with the previously discussed Account 380.05, the primary driver 814 

behind the significantly high proposed depreciation rate for Account 815 

389.10 is the fact that the Company’s current book depreciation reserve 816 

for this property currently has a negative balance of $1,212,976 relative to 817 

a plant in service balance of only $393,338.  Accordingly, a high 818 

depreciation rate is required to recover the under recovered investment in 819 

the property group over the property’s 9.8 year average remaining life.  820 
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Q31. What is the net change in annual depreciation expense under the 821 

proposed depreciation rates in comparison to present depreciation 822 

rates? 823 

A. For water plant, IAWC Exhibit 12.01, Table 1, Section 2, page 2-3 824 

indicates a net decrease in annualized depreciation expense of $669,756 825 

in comparison to the depreciation expense produced by the current 826 

depreciation rates, when applied to the Company's plant in service 827 

investment as of December 31, 2010.  828 

For wastewater plant, IAWC Exhibit 12.02, Table 1, Section 2, page 829 

2-2 indicates a net decrease in annualized depreciation expense of 830 

$642,832 in comparison to the depreciation expense produced by the 831 

current depreciation rates, when applied to the Company's plant in service 832 

investment as of December 31, 2010.  833 

Q32. What is the result of the Company's proposed account level 834 

depreciation rates? 835 

A. Application of the proposed account level depreciation rates to water 836 

plant in service as of December 31, 2010 produces a composite annual 837 

depreciation rate of 3.25 percent.   838 

Application of the proposed account level depreciation rates to 839 

wastewater plant in service as of December 31, 2010 produces a 840 

composite annual depreciation rate of 4.16 percent. 841 

Q33. What is your recommendation to the Commission? 842 



IAWC Exhibit 12.00 (Rev.) 
 

 -39-  

A. I recommend that the proposed depreciation rates set forth in the Water 843 

Division Report and Wastewater Division Report be uniformly and 844 

prospectively adopted by the Commission for regulatory purposes as well 845 

as by the Company for accounting purposes. 846 

Q34. Does this conclude your direct testimony? 847 

A. Yes, it does. 848 

 849 


