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ILLINOIS-AMERICAN WATER COMPANY
All Wastewater Divisions

Executive Summary

Tablet on pages 2-1 and 2-3 is a comparative summary which illustrates the effect
of instituting the revised historical depreciation rates. The schedule includes a comparison
of the annual depreciation rates and annual depreciation expense under both present and
proposed rates applied using the Straight Line Method for each depreciable property group
of the lllinois-American Water Company's wastewater divisions ("Company") plant in
service as of December 31, 2005. Both the present and proposed depreciation rates were
developed utilizing the Straight Line {SL) Method, Broad Group (BG) Procedure, and the
Average Remaining Life (ARL) Technigue. In addition, Table 1 contains the proposed
property group ievel depreciation rates detailed by depreciation rate compohent (i.e. plant
only, gross salvage, and cost of removal).

Tablela on pages 2-4 and 2-5 summarizes the Company’s December 31, 2005
property group depreciation reserves by the detailed segments of plant only, gross salvage,
and cost of removal components.

Table2 - Plant Only on pages 2-6 to 2-8 (which is the development of average
remaining life depreciation rates for the Plant Only recovery component) provides a
summary of the detailed life estimates and service life parameters (lowa Curves) utilized
in preparing the Average Remaining Life depreciation rates for each property group. The
schedule provides a summary of the detailed data and narrative of the study resuits set

forth in Sections 4 through 6. The developed depreciation rates (Column L) were
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determined by studying the Company's historical investment data together with the
interpretation of future life expectancies which will have a bearing on the overall service life

of the Company's property.

Table 2 - Gross Salvage on pages 2-9 to 2-11 is a similar table to Table 2 - Plant
Only, except that this table develops the component level depreciation rates for the
recovery of the gross salvage portion of the property cost.

Table 2 - Cost of Removal on pages 2-12 to 2-14 summarizes the depreciation

recovery rates for the cost of removal segment of the total plant cost.

Table 3 on pages 2-15 to 2-17 reconciles the December 31, 2005 account level plant
in service balances per books versus the balances utilized in the performance of the
depreciation study.

Table 4 on pages 2-18 to 2-20 summarizes the various components of the
Company’s December 31, 2005 book depreciation reserve balances per books,
adjustments, and the depreciation reserve per the December 31, 2004 depreciation study.

Table 5 on pages 2-21 and 2-22 allocates the Company’s December 31, 2005 book
depreciation reserves for seleéted property accounts to the applicable sub-accounts based
upon theoretical depreciation reserves as of December 31, 2005.

Table 6 on pages 2-23 to 2-28 summarizes the depreciation parameters underlying
the Company's current depreciation rates as well as also provides similar information
relative to the proposed depreciation parameters and depreciation rates as of December
31, 2005.

With regard to lllinois-American Water Company's plant in service, several of the

proposed rates reflect marked changes (as outlined in Section 4 of the study) from the
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current depreciation rates. The accounts for which the most notable depreciation expense
changes occurred in comparison to the current depreciation rates include Account 361-
Gravity Mains, Account 363-Services to Customers, and Account 380.30 — Sludge Dryping
Equipment, and Account 380.35 - Secondary Treatment Equipment.

The proposed depreciation rate for Account 363 - Services to Customers, increased
from 3.46 percent to 4.95 percent. The drivers underlying the proposed depreciation rate
is an lowa 55-R3 life and curve and estimated net salvage of negative one hundred
twenty-five (125) percent. The underlying depreci_ation parameter basis for the present
depreciation rate is unknown. As noted within the depreciation study, the average service
life and negative net salvage percent was esfimated based upon consideration of
parameters underlying depreciation rates for the Company’s sister operating properties,
lllinois American Water depreciation parameters, and various other data sources.

The depreciation rate for Account 380.30 — Sludge Drying Equipment increased
from $.23 percentto 15.75 percent. The drivers underlying the proposed depreciation rate
is an lowa 15-R3 live and curve and estimated net salvage of negative twenty-five (25)
percent. The underlying depreciation parameter basis for the present depreciation rate is
unknown. As noted within the depreciation study, the average service life and negative net
salvage percent was estimated based upon consideration of parameters underlying
depreciation rates for the Company’s sister operating properties and various other data
sources.

The depreciation rate for Account 380.35 — Secondary Treatment Equipment
increased from 3.60 percent to 10.73 percent. The drivers underlying the proposed

depreciation rate is an lowa 20-R2.5 life and curve and estimated net salvage of negative
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twenty-five (25) percent. The underlying depreciation parameter basis for the present
depreciation rate is unknown. As noted within the depreciation study, the average service
life and negative net salvage percent was estimated based upon consideration of
parameters underlying depreciation rates for the Company’s sister operating properties and
various other data sources.

Conversely, the depreciation rate for Account 361.00 — Gravity Mains decreased
from 3.33 percent to 2.08 percent. The drivers underlying the proposed depreciation rates
are the individual property material type and size lowa life and curve estimates set forth in
Section 4 of this depreciation study reportand estimated net salvage of negative forty (40)
percent. The underlying depreciation parameter basis for the present depreciation rate is
unknown. As noted within the depreciation study, the average service lives and negative
net salvage percents were estimated based upon consideration of parameters underlying
depreciation rates for the Company's sister operating properties and various other data
sources.

The utilization of the recommended depreciation rates based upon the Straight Line
Average Remaining Life Procedure resuits in the setting of depreciation rates which will
continuously true up the Company's level of capital recovery over the life of each asset
Qroup. Application of this procedure, which is based upon the current best estimates of
service life together with the Company's plant in service and accrued depreciation,
produces annual depreciation rates that will result in the Company recovering 100 percent
of its investment -- no more, no less.

It is recommended that the Company continue to apply depreciation rates and

maintain its book depreciation reserve on an account-level basis. The maintenance of the
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book reserve on an account-level basis requires both the development of annual
depreciation expense and distribution of other reserve account charges to an individual
level. Maintaining the Company's depreciation records in this detail will aid in completing
the various rate studies and, most importantly, clearly identify the Company's level of
capital recovery relative to each category of plant investment.

The general drivers for the proposed depreciation rates include an assessment of
the Company's historical experience with regard to achieved service lives and net salvage
factors. In addition, consideration is given to current and anticipated events which are
anticipated to impact the Company's ability to recover its fixed capital costs related to utility
plant in service.

The depreciation rate for each individual account changed as a result of estimates
obtained through the in-depth analysis of the Company’s most recent data together with
an interpretation of ongoing and anticipated future events. Some of the revisions were not
significant and typically reflect fine tuning of previously utilized depreciation rates while
others were more substantial in nature. Several of the accounts did reflect more significant
changes (as outlined in Section 4 of this report) from the previously utilized depreciation
rates.

Several of the remaining account/sub-accounts experienced increases or decreases
in recommended depreciation rates to a lesser degree, as noted per Table 1 of this report.
This revision in annual depreciation rates and expense is the result of both changes in the
estimated service lives and salvage factors, and reflects the impact of the Company's

property changes since the most recent study.
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With regard to the inclusion of higher negative net salvage levels in the development
of proposed depreciation rates, as noted within the discussion related to net salvage in
Section 3 of the depreciation report, it should be noted that the level of experienced net
salvage should simply be a benchmark from which to estimate future net saivage. itis
highly likely that the negative net salvage amounts experienced even recently will simply
be the floor above which future negative net salvage levels will increase to a higher level.
To appropriately and proportionately allocate the true total asset cost (original cost
adjusted for net salvage) over its applicable service life, proper consideration must be
given, in each accounting period, to the total costs that are anticipated to occur relative to
the Company’s assets that provide customer service.

Applying the proposed depreciation rates to the Company's December 31, 2005
Electric plant in service balances produces annual depreciation expense of $4,035,381,
which is an increase of $208,004 in depreciation expense from the application of the current
depreciation rates.

The following summary compares the presentand proposed composite depreciation
rates for the historic and Pro Forma period is for illustrative purposes only. The Composite
Depreciation Rate should not be applied to the total Company investment inasmuch as the
non-proportional change in plantinvestment as a result of property additions or retirements
would render the composite rate inappropriate. The Table 1 schedule (in Section 2 of the
report) list the recommended annual depreciation rates for each of the applicable property

accounts.

Present Depreciation Rates

Depreciable Piant In Service
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at December 31, 2005
Annual Depreciation Expense

Composite Annual Depreciation Rate

Proposed Depreciation Rates

Depreciable Plant In Service
at December 31, 2005

Annual Depreciation Expense

Composite Annual Depreciation Rate
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$97,800,059
3,827,377

3.91%

$97,800,059
4,035,381

4.13%
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Account

{a)

354.20

360.00
360.11
360.12
360.13
360.14
360.21
36022
360,23
380.24
360.34
350.61
3680.62
360.63
360.84
360.71
360.73
380.75
360.80

361.00
3681.12
36113
367.14
361.22
381.23
361,24
361.32
368133
361.34
361 42
368143
361.44
381.52
361.63
361.54
361.61
361.62
361.63
361.64
381.72
361.76
38177
361.80
381.82
361.83
361,84
B1.H
361.92

IHinois-American Water Company

Al Wastewatar Districts

Exhibit 9.02

Calculation of Cost of Removat In Book Depreclation Reserve as of December 31, 2006
Based Upon Company Provided Detailed Depreciation Resarve

Description

)

DEPRECIABLE PLANT

Collection Plant

Structures & Improvemnants - Collection

Sewoars-Force

Unidentified
Cast & Ductile lron - 4 In & Under
Cast & Ductite fron -6 In -8 In
Cast & Ductite lron-10In - 16 In
Cast & Ductile Iron - 18 In & Over
Asbestos Cement - 4 In & Under
Asbestos Cement-61In -8 in
Asbestos Cement - 10kn - 16 In
Asbestos Cement - 18 In & Over
Steel - 18 In & Over
Plasiic - 4 In & Under
Plastic-6in -8In
Plastic - 10in- 6 In
Plastic - 18 In & Over
Valves - 4 in & Under
Valves - 101n - 16 in
Valve Boxes
Manholes & Cleanouts

Total Force Sawers

Sewers-Gravity
Unidentified
Cast & Ductile fron -6 In - 8 in-
Cast & Ductile lron - 10 In - 16 In
Cast & Ductile Iron - 18 In & Over
Asbestos Cement-&6in -8 In
Asbestos Cement - 101In- 16 1In
Asbestos Cement - 18 In & Over
Steel-€In -8In
Steei- 10In-161n
Steel - 18 In & Over
Concrete -6 In -8 In
Congrete - 10 In - 18 in
Concrete - 18 In & Qver
Vitrified Clay - 6En -Bin
Vitrified Clay - 10 In- 16 In
Vitrified Clay - 18 in & Over
Plastic - 4 In & Under
Flastic-6 e - 8in
Plastic - 104n - 18 n
Plasatic - 18 In & Cver
Vales-61in -B8In
Drop Connections/tunctions
Special Construction
Manhoies & Cleanouts
Crossings -€in -8 in
Crossings - 10In-16In
Crossings - 13 In & Over
All Matarials - 4 In & Under
All Materials -6 In -81in

Original Plant & Gross Salv
Cost Book Depr Resr
12/31/0% 12/31/05
(e} {hy
4,711,540.90 2,611,275.00
360,811.78 40,617.48
58,256.00 16,031.80
393,222.13 72,619.68
A468,281.16 63,199.83
93,892.00 29,638.85
115.00 83.51
36,605.91 13.092.77
216,301.00 91,374.91
629,145.26 185,482.74
24.523.00 8,221.47
39,918.01 3,485.41
319,794.28 25,403.29
1,738.82 204.73
70,534.00 2,397.63
52,244.07 13,872.70
31,277.11 8,641.07
1,894 .47 458.61
1,108,130.8% 61,669.41
3,904 484.89 636,506.00
7.862,642.46 3,044,015.06
2.180,197.92 450,675.71
1.429,226.75 285,797 .41
23712244 44,610.07
1,426,185.04 609,216.08
91764712 410,459.05
1,167,714.84 351,067.91
3,830.00 2,109.42
27,280.00 10,241.73
23,445.00 11,060.91
1,632.05 96.58
13,589.09 §.417.41
530,839.68 195,193.82
2,534,101.46 1,078,356.54
919,603.18 418,113.82
§71,156.00 293,113.70
19,832.97 §,145.91
2,007,184.78 1,981,597.96
3,664,716.15 844,733.09
1,837,073.98 261,828.75
533.00 280.60
64,285.69 38,676.35
§7,599.52 26,380.19
9,079,355.96 3.,181,967.25
25,978.00 9,955.72
193,910.95 56,426.76
647,485.16 136.508.69
91,684 40 387587
3,862,353.96 205,180.50

2-4

Cost of
Removal
in Book Res.
i}

0.00

0.00
0.00
0.00

0.00
0.00
0.00
0.00
0.00
0.09
0.00
0.00
0.00

9.00
0.00
0.00
0.00
0.00

0.00

0.00
0.00
0.00
0.00

0.00

0.00

Table 1a
Gross Total
Salvage Drepr Reserve
in Book Res. 12/31/05
@ {ky

0.00 2611.275.00
0.00 40,617.48
0.00 16,031.90
0.00 7261968
0.00 63,109.83
0.00 29,638.85
0.00 83.51
0.00 13,092.77
0.00 91,374.91
0.00 185,482.T74
0.00 822147
0.00 3,495.41
0.00 25,403.29
0.00 204.73
0.00 2,397.63
0.00 13,872.70
0.00 8.641.07
0.00 458.61
0.00 61,669.41
0.00 636,506.00
0.00 3,044,019.06
0.00 450,675.71
0.00 285,797.41
0.00 44.610.07
0.00 609,218.08
0.00 410,459.05
0.00 351,067.91
0.00 2,109.42
0.00 10,241.73
0.00 11,060.81
0.00 96.58
0.00 B 417.41
.00 195,193.82
0.00 1,078,356.54
0.00 416,113.82
0.00 203,113.70
0.00 5,145.91
0.60 1,981 997 96
0.00 844 733.09
0.00 261,829.75
0.00 260.60
Q.00 38,676.35
0.00 26,380.10
0.00 3,181,867.25
0.00 9,955.72
0.00 56,426.76
Q.00 136,508.69
000 387567
0.00 205,180.50




Acoount

Ne,
{a)
381.93

363.00

354.30
It
371.20

354.40
380.00
380.05
380.10
380.25
380.30
380.35
330.40
380.50
380.60
380.85
382,00
389.20

354.50
390.00
391.00
392,00
393.00
394.00
385,00
396.00
3g7.00

351.00
38200
353.00
389,10

Nlinols-American Water Company

All Wastowater Districts

Exhibit 9.02

Calculation of Cost of Removal in Book Dapreciation Resaerve as of December 31, 2605
Based Upon Company Provided Detaited Depraciation Reserve

Description
&)
Ali Materials.- t0in - 16 i
Total Gravity Sewers

Services To Customers
Total Cultection Plant

Pumping Equipment
Structures & Improv-Pumping Plant
Elgctric Pumplng Equipment
Cther Pumping Equipment
. Total Pumping Equipment

Treatment & Disposal Equipment
Structures & improv-Treatmeni & Disposal Plant
Treatment & Disposal Equipment
Grit Removal
Sedimentation Tanks
Sludge Digester Tanks
Sludge Drying Equipment
Secondary Treatment
Auxlllary Effluent Treatmant
Chamicat Treatment
Other Disposal Equipment
Influent Liftstations
Qutfall Sewer Lines
Other Plant & Misc Equipment

Total Treat & Disposal Equip

General Plant

Structures & Improv-Ganeral
Cffice Fumiture & Equipment
Transpariation Equipment
Stores Equipment
Toals, Shop & Garage Equipment
Labaratory
Power Operated Equiprment
Communication Equipment
Miscellanecus Equipment

Total Ganeral Plant

TOTAL DEPRECIABLE PLANT

NON-DEPRECIABLE PLANT

Qrganization

Franchisas

Land & Land Rights

Cther Plant & Misc Eguipmeant
TOTAL NON-DEPRECIABLE PLANT

TOTAL PLANT IN SERVICE

Qriginal Plant & Gross Saiv
Cost Book Depr Resr
12/31/05 12131105
{c} L
359,521.20 18,332.53
48.889,189.73 13,979.620.00
B8,382,150.72 2,715,358.00
65,887,366.24 18,942,759.00
14,409.82 65.00
545,702.94 54,133.24
195,293.76 58,219.78
755,406,52 110,418.00
12,732,787.91 3,698,886.00
373,928.53 34,606.87
411,339.03 123,649.28
4,667,723.09 1,739,294.11
5,866.87 1,019.73
1,640,327.87 1,091,875.86
1,821,496.39 970,186.99
1,743,644 .57 437,004.88
854,636.09 320,870.82
733,837.36 392,294.37
1,944,980.64 508,743.09
900,797.38 317,597.00
0.00 8,882.00
27,631,355.73 9,644,911.00
2,493,929.91 13,664.00
142,494.85 28,634.00
111,607.76 118,794.00
10,989.08 4,890.00
199,653.07 48827 00
114,450.60 41,753.00
243,318.84 66,138.00
135,597.47 18,365.00
68,890.90 10,418.00
3,525,930.28 351,284.00
97,800,058.77 30,040,372.00
351,048.00 0.00
581,059.32 -22,708.00
310,554.74 -43,325.00
397.609.83 172,184.00
1,650,271 69 106,151.00
99,450,330.46 30,155,523.00

2-5

Cost of
Removal
n Book Res,
0}

0.00

0.00

0.00

0.00

Gross
Salvage
in Book Res.
[iF]
0.00
009

Q.00
0.00

0.00
0.00
9.00
0.00

Q.00
0.00
0.00
0.00

Q.00
0.00
.00
0.00
0.00

0.00

0.00
0.00

0.00
.00

0.00

Table 1a

Total
Depr Reserve
12131105
k)
16,332.53
13,979,620.00

2,715,358.00
19,842,758.00

85.00
64,133.24
58,218.76

110,418.00

3,698,886.00
34 606.87
123,649.28
1,739,.284.11
1.048.73
1,091,875.86
970,186.99
437,004.88
320,870.82
392,294.37
508,743.09
317,597.00
8,882.00
£,644,911.00

13,664.00
28,634.00
118,794.00
4,690.00
48,827.00
41,753.00
66,138.00
18,385.00
10,419.00
361,284.00

30,049,372.00

0.00
-22,708.00
-43,325.00
172,184.00

106,151.00

30,155,523.060
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Exhibit 9.02

. Table 3

Hhinois-American Water Company
All Wastewater Districts

Summary of Original Cost of Utility Plant in Sarvice as of December 31, 2005
Per Books, AdJustments, and Adjusted Original Cost Per Depraciation Study

Original Criginal
Cost Cost Par
Acct. Per Books Depr. Study
Mo. nt Description 12-31-05 Adjustments 12-31.05
fa} (o) {c} (o} (e)
DEPRECIABLE PLANT
Collection Plant
35420 Structures & tmprovements -Collection 4,711,540.90 4711 540.80
i Bewers-Force
36000 Unidentified 360,811.78 360,811.78
360.11 Cast & Duclile Iron - 4 In & Under 58,256.00 58,256.00
360.12 Cast& Ductile Iron-61n -8In 393,222.13 393,222.13
360,13 Cast & Ductile iron - 10in- 18 1n 468,281.16 468,281.16
360.14  Cast & Ductile lron - 18 In & Over 93,892.00 93,892.00
360.21  Ashestos Cement - 4 In & Under 115.00 115.00
350.22 Asbestos Cernent-6in -Bln 36,605.91 36,605.91
360.23 Asbestos Cement- 10In-161n 216,301.00 216,301.00
360.24 Asbestos Cement - 18 In & Over 629,145.26 §29,145.28
360.34 Steel- 18 In & Ower 24,523.00 24,523.00
360.61 Plastic -4 In & Linder 39,918.01 35,918.01
. 36052 Plastic-6in -8In 319,794.28 319,794 28
360.63 Plastic-10In-181In 1,738.82 1,738.82
380.64 Plastic- 18 In & Over 70,534.00 70,534.00
380.71 Valves- 4 in & Under 52,244 .07 52,244.07
36073 valves-10In-181In 31.277.11 31.277.11
360.75 Valve Boxes 1,694 .47 1,694.47
360.80 Manholes & Cleanouts 1,106,130.89 1,106,130.89
Total Force Sawers 3,804, 484.89 .00 3,904,484.89
Sewers-Gravity

361.00 Unidentified 7,862,642 46 7.862,642.46
36112 Cast& Ductilalron-61in -8n 2,180,187.92 2.180,197.92
361,13  Cast & Ductile lron - 10In - 16 In 1,429,225.75 1,429,225.75
361.14 Cast & Ductite iron - 18 In & Over 237.122.44 237,122.44
361.22 Agbastos Cement-6in -8 In 1,428,185.04 1,426,185.04
361.23 Asbestos Cement- 10 In- 16 In 917,697.12 917,697.12
361.24 Asbestos Cement - 18 in & Over 1.167.714.84 1,167,714 84
36132 Steet-6in -8In 3,839.00 3.839.00
36133 Steel-101In-161In 27,280.00 27,280.00
361.34 Steel- 18 In & Over 23.445.00 23,445.00
38142 Concrete-6in -81n 1,032.05 1,032.05
36143 Concrete-10In-181n 13,589.09 13,689.09
361.44 Concrete- 18 In & Over 530,839.68 530,829.68
361.52 \irfied Clay-8in -81in 2,534,101.48 2,534,101.46
361.53  Vitrified Clay - 13 In - 16 I 918,603.18 919.603.18
361.54 \ftrified Clay - 18 In & Over 671,156.00 674,1568.00
361.81 Plastic- 4 n & Undar 19,832.97 19,832.97
361.62 Plastic-8in -8 In 9,007 184.78 9,007,184.78
36163 Plastic-101n-161n 3,664.716.15 3664,716.15

35164 Plastic - 18 |n & Over 1.837.073.96 1,837,073.96




Acet.

(a)
36172
361.76
361.77
36180
361.82
361.83
361.84
35191
¥61.62
361.93

363.00

354.30
371,10
371.20

354.40
380.00
380.05
380.10
380.25
380.30
380.35
380.40
380.50
380.60
380.65
382.00
389.20

354 50
390.00
391.00
3692.00
393.00
394.00
385.00
396.00
397.00

illinois-American Water Company

All Wastewater Districts

Exhibit 9.02

Table 3

Summary of Original Cost of Utility Piant in Servicae as of December 31, 2005
Per Books, Adjustments, and Adjusted Qriginal Cost Per Depreclation Study

Account Description
(b}

Valves -Gin -81in '
Brop Connections/Junctions
Special Construstion
Manholes & Cleanouts
Crossings -61n -81(n
Crossings-101n- 16
Crossings - 18 In & Over
All Materials - 4 In & Under
All Materials -61In -81In
All Matesials - 10 ln- 161In

Total Gravity Sewers

Services To Customers
Total Collection Plant

Pumping Equipment
Structures & Improv-Pumping Plant
Electric Pumping Equipment
Other Pumping Equipment
Total Pumping Equipment

Treatment & Disposal Equipment
Structures & Improv-Treatment & Disposal Plant
Treatment & Disposal Equipment
Grit Removal
Sedimentation Tanks
Sludge Digester Tanks
Sludge Drying Equipment
Secondary Traatment
Auxifiary Effluent Treatment
Chemical Treatment
Other Disposal Equipment
Influent Liftstations
Qutfall Sewer Lines
Other Plant & Misc Equipmant

Total Treat & Disposal Equip

General Plant
Structures & Improv-Ganeral
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Tools, Shop & Garage Equipment
Laboratory
Power Cperated Equipment
Communication Equipment
Misceilaneous Equipment

Total General Plant

TOTAL DEPRECIABLE PLANT

Original
Cost
Per Boaks
12-31-05
(<)

533.00
66,285.69
a7.,599.52

9,079,358.96
25,978.00
193,910.95
B647,485.16
91,684.40
3.862,353.96
3569.,521.20
48,889,189.73

8,382,150.72
65,687,366.24

14,409.82
545,702.94
195,293.76
755,406.52

12,732,787.91
373,928.53
411,339.03
4,667.723.09
5,856.87
1,640,327.87
1,821 ,496.39
1,743,644.57
654,636.09
733,837.38
1,944,980.64
900,797.38
0.00
27,631,355.73

2,493,929.91
142,494 .85
111,607.76
10,888.08
188,853.07
119,450.60
243,316.64
135,597.47
68,890.90
3,525,930.28

97,800,058.77

Adjustments

(d)

Onginal
Cost Per
Depr. Stixly
12-31-05
fe}
533.00
66,285.69
87,509.52
9,079,358.98
25.978.00
193.910.95
647,485,165
91,684.40
3,862,353.96
359,521.20
0.00 48,889,189.73

8,382,150.72
0.00 65,887,366.24

14,409.82

545,702.94

195,293.76

0.00 755406.52

12,732,787.91
373,928.53
411,339.03
4,667.723.09
5,866.87
1,640,327.87

- 1,821,496.39
1,743,644.57
654,636.09
733,837.36
1,944,080.64
2900,797.38
0.00

0.00 27,631,355.73

2,493,929 91
142,494.85

111,807.76

10,988.08

199,653.07

119,450.60

243,316.64

135,597 .47

68,890.90

p.00 3,525,930.28

0.00 97,800.058.77
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. Table 3

Hlinois-American Water Company
AH Wastewater Districts

Summary of Original Cost of Utllity Plant in Service as of December 31, 2005
Per Books, Adjustments, and Adjusted Original Cost Per Depreciation Study

Qriginal Original
Cost Cost Per
Acct. Per Books Depr. Study
No. Account Description 12-31-05 Adjustments 12-31-05
(a} {b} e} (d) (e}
NON-DEPRECIABLE PLANT
351.00  Organization 361,048.00 361,048.00
352.00 Franchises 581,059.32 581,059.32
353.10 Land & Land Rights 310,554.74 310,554.74
389.1¢  Other Plant & Misc Equipment 397.609.63 397,609.63
TOTAL NON-DEPRECIABLE PLANT 1,650,271.69 0.00 1,650,271.69
TOTAL PLANT IN SERVICE 99,450,330.46 0.00 99,450,330.46
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Acet.

No.
(a}

354.20

360.00
360.11
360.12
360.13
380.14
380.21
360.22
360.23
360.24
360.34
360.61
380.62
360.63
360.64
380.71
360.73
360.75
360.80

361.00
361.12
361.13
361.14
361.22
361.23
351.24
381.32
361.33
361.34
361.42
361.43
361.44
361.52
361.53
381.54
36161
361.62
361.62
361.84

ILLINOIS AMERICAN
All Wastewatar Districts

Exhibit 9.02

Table 4

Summary of Depreciation Reserve Related to Utiiity Plant in Service as of December 31, 2005
Por Books, Adjustments, and Adjusted Depreciation Reserve Par Depreciation Study

Account Deseription

Depreciation
Resarve
Per Books

12-31-05

()

©

WASTEWATER DEPRECIABLE PLANT

Colfection Plant

Structures & Improvements -Coffection

Sewers-Force
Unidentified
Cast & Ductite Iron - 4 in & Under
Cast & Ductile Iron-61In -8 tn
Cast & Ductile fron-10In-16 In
Cast & Ductile iron - 18 In & Over
Asbestos Cement - 4 in & Under
Asbestos Cement-61In -81in
Asbestos Cement- 10 In- 16 1n
Asbestos Cement - 18 In & Qver
Steel - 18 in & Over
Plastic - 4 1n & Under
Plastic-81in -8 in
Flastc- 10In-161In
Plastic - 18 in & Qver
Valves - 4 In & Under
Valves- 10in-16in
Valve Boxes
Manholes & Cleanouts

Total Force Sewers

Sewers-Gravity
Unidentified
Cast & Ductile ron -61in ~8 In
Cast & Ductila Iron- 10 In- 16 In
Cast & Ductile iron - 18 In & Over
Asbastos Cement-81in -8In
Asbestos Cament - 10 In- 16 In
Asbestos Cement- 18 In & Over
Steel-61In -8 1n
Steel - 10 In-161n
Steal - 18 in & Over
Concrete -6in ~8In
Concrefe-10in- 16 In
Concrete - 18 in & Over
Vitrified Clay - 6 In -8 in
Vitrifled Clay - 10 tn- 16 In
Vitrified Clay - 18 In & Over
Plastic - 4 [n & Under
Plastic-6in -8in
Plastic- 10 In- 16 In
Plastic - 18 In & Over

2,611,275.00

40.617.48
16,031.90
72,619.68
63,199.83
20,638.85
83.51
13,092.77
91,3741
185,482.74
8,221.47
349541
25,403.29
204.73
2,397.63
13,872.70
8,641.07
458.61
61,669.41
636,506.00

3,044,019.06
450,675.71
285,797 41
44,610.07
609,216.086
410,459.05
361,067.91
2,109.42
10,241.73
11,060.81
96.58
8417.41
195,193.82
1.078,356.54
416,113.82
293,113.70
5,145.61
1,981,997.96
844,733.09
26182875
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Depreciation
Reserve Per
Depr. Study
12-31-05
{

2,611,275.00

40,617.48
16,031.90
72,619.68
63,199.83
29,638.85
83.51
13.082.77
91,3741
185,482.74
8,221.47
349541
26403.29
204.73
2,397.63
13,872.70
8,641.07
458.61
61,869.41
.00 536,506.00

3,044,019.06
450,675.71
285,797 .41
44,610.07
509,216.08
410,459.06
351,067.91
2,109.42
10,24%.73
11,060.81
96.58
8417.41
165,1983.82
1,078,356.54
416,113.82

- 293,113.70
5,145.91
1,981,997 .96
844,733.09
261,829.75
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Table 4
ILLINOIS AMERICAN
All Wastewater Districts
Summary of Depreciation Reserve Related to Utility Plant in Service as of December 31, 2005
Par Books, Adjustments, and Adjusted Depreciation Reserva Per Depreciation Study
Depreciation Depreciation
Reserve Reserve Per
Acct. Per Books Depr. Study
No. Accaunt Description 12-31-05 Adiustments 12-31-06
(&) {t) (c} (h) iy
381.72 Valves-6in -&in 260.60 260.60
36176  Drop Connections/dunclions 38,676.35 38,676.35
361.77  Special Construction 26,3380.10 26,380.10
381,80 Manholes & Cleanouls 3,181,967.25 3.181,967.25
381,82 Cropssings-6In -8 1In 9,955.72 T 9,855.72
38183 Crossings-10in-181n 56,426.78 56,426.76
381.84 Crossings - 18 In & Over 136,508.69 136,508.69
361.81  Ali Materials - 4 in & Under 3687567 3,675.67
351.82 ARt Materials-8ln -8In 205,180.50 205,180.50
361.93  All Materials - 10 In- 16 In 16,332,53 16,332.53
Total Gravity Sewers 13,979,620.00 0.00 13,979,620.00
363.00 WW Services 2,715,358.00 2,715,358.00
Total Collection Plant 19,942 ,759.00 0.00 19,942 759.00
Pumping Equipment
354.30  Structures & improv-Pumping Plant 65.00 65.00
37110 Elestric Pumping Equipment 54,133.24 54,133.24
371,20  Other Pumping Equipment 56,219.76 58.219.76
Total Pumping Equipmeni 110,418.00 0.00 110,418.00
Treatment & Disposal Equipment
35440 Structures & Improv-Treatment & Disposal Plant 3.698,886.00 3,698,886.00
380.00 Treatment & Disposal Equipment 34,606.87 34,806.87
380.05 Grit Removal 123,649.28 123,649.28
380.10  Sedimentation Tanks 1,739,294.11 1,739,204.11
380.25 Sludge Digester Tanks 1,019.73 1,018.73
380.30 Siudge Drying Equipment 1,081,875.86 1,091,875.86
38035 Secondary Treatment 970,186.99 9701, 186.99
38040 Auxiliary &ffiuent Treatment 437,004.88 437,004.88
380.50 Chemical Treatment 320,870.82 320,870.82
380.60 Other Disposal Equipment 392,294.37 392,294.37
38085 Infuent Liftstations 508,743.09 508,743.09
38200 OQutfall Sewer Lines 317,597.00 317,597.00
389.20  Other Plant & Misc Equipment 8,882.00 8,882.00
Total Treat & Disposal Equip 9,644, 911.00 0.00 9,844,911.00
General Plant
354.50 WW Structures & improvements 13,664.00 13,664.00
320.00 WW Office Furniture & Equipment 28,634.00 28,634.00
391.00 Transportation Equipment 118,794.00 118,794.00
39200 Stores Equipment 4,690.00 4,690.00
383.00  Tools, Shop & Garage Equipmant 48.827.00 48,827.00
394.00 Laboratory 41,753.00 41,753.00
38500 Power Operated Equiprnent 66,138.00 66,138.00
396.00 Communication Equipment 18,365.00 18,365.00
97,00 Miscailaneous Equipment 10,419.00 10,419.00
Total General Plant 351,284.00 0.00 351,284.00
TOTAL DEPRECIABLE PLANT 30,048.372.00 .00 30,048,372.00
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I Table 4

ILLINOIS AMERICAN
All Wastewater Districts

Summary of Depreciation Reserve Refated 1o Utility Plant in Service as of December 31, 2005
Per Books, Adjustments, and Adjusted Depreciation Reserve Per Dapreciation Study

Depreciation Depreciation
Reserve Reserve Per
Acct. Per Books Depr. Study
No. Account Description 12-31-05 Adjustments 12-31-05
0] (b} {c) n 0]
NON-DEPRECIABLE PLANT
351.06 Organization 0.00 0.00
352.00 Franchises -22,708.00 -22,708.00
353.00 Land & Land Rights -43,325.00 -43,325.00
388.10 Other Plant & Misc Equipment 172,184.00 172,184.00
TOTAL NON-DEPRECIABLE PLANT 106,151.00 Q.00 105,151.00
TOTAL PLANT IN BERVICE 30,155,523.00 ' 0.00 30,155,523.00
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illinois-American Water Company
All Wastewater Districts

Exhibit 9.02

Tabie 5

Summary of Original Cost of Utility Plant In Service For Selected Accounts as of December 31, 2005
And Allocation of Book Depr Reserve Over Thecratical Depreciation Resarve as of Dacember 31, 2005

Acct, Original Cost
No, Acgount Descriplion 12-31-05
{a) (b} {c)
DEPRECIABLE PLANT
Sewers-Force

360.00  Unidentified 360,841.78
360.11  Cast & Ductile Iron - 4 In & Under 58,256.00
360.12 Cast& Ductile Iron-61In -8 In 393,222.13
368013 Cast& Ductite iron-101In-161In 466.281.18
360.14  Cast & Ductile Iron - 18 In & Over 93,892.00
360.21  Asbestos Cement- 4 In & Under 115.00
360.22 Asbestos Cemant-8in -81n 36,605.91
360.23  Asbestos Cement- 101In- 16 In 216,301.00
360.24  Asbestos Cement - 18 In & Over 629,145.26
36034 Steel - 18 In & Over 24,523.00
360.61  Plastic -4 In & Under 39,918.01
36062 Plastic-6in -8in 319,794.28
360.63 Plastic-10in-161In 1.738.82
360.64 Plastic - 18 In & Over 70,534.00
360.71 Valves - 4 In & Under 52,244 07
360.73 Valves-10In-16In InzZrrn
360.75 Valve Boxes 1,694.47
360.80 Manholes & Cieanouts 1,106,130.99

Total Force Sewers 3,804,484 .99

Sewers-Gravity

361.00 Unidentified 7.862,842.46
36112 Cast& Cuctiletron-6ln -8in 2,180,197.92
361.13  Cast & Ductile ron- {0in- 18 In 1,429,225.75
361.14  Cast & Ductile lron - 18 In & Over 237,122.44
361,22 Asbestos Cement-6in -8 1in 1,426,185.04
361,23  Asbestos Cement- 10 1In- 18 In 917,697.12
36124 Ashestos Cement - 18 in & Over 1,187,714.84
36132 Steei-6iIn -81In 3.839.00
361.33 Steel-10In-161n 27,280.00
36134  Steel - 181In & Cver 23,445.00
3142 Concrete-6in -8 in 1,032.05
36143 Concrete - 10in-18in 13,589.09
36144 Congcrete - 18 in & Quer 530,839.68
J61.52  Vitrifled Clay -6In -8 in 2,534,101.46
361.53 \Vitrified Clay - 10 In- 18 In 919,503.18
361.54  Vitdfied Clay - 18 In & Over 671,156.00
381.6%  Plastic - 4 In & Under 18,832.97

ASLS
Survivor

Curve

{d)

75-R3
50-R3
75-R3
75-R3
85-R3
35-R3
65-R3
65-R3
75-R3
76-R3
60-R3
65-R3
85-R3
75-R3
36-R3
45-R3
45-R3
453-R3

75-R3
75-R3
75-R3
85-R3
65-R3
65-R3
T3-R3
45-R3
T0-R3
75-R3
75-R3
75-R3
85-R3
75-R3
75-R3
B5-R3
60-R3

Salvage
%
(e}

-40%
-40%
-40%
-40%
-40%

-40%
-40%
-A0%
-40%
-40%
-40%
-40%
-40%
-40%
-40%
-40%
-40%

-40%
-40%
-40%
-40%
-40%
-40%
-40%
-40%
-40%
-40%
~40%
~40%
-40%
-40%
-40%
-40%
40%

Theoretical
Depreciation
Reserve
0

68,785.58
27,149.98
122,981.21
107.028.73
50,193.31
141.43
22,172.67
154,743.14
314,114.47
13,923.04
§,919.46
43,020.39
346.71
4,060.38
23,493.37
14,633.63
776.66
104,436,897
1,077,921.03

3,885,861.58
572,351.84
362,958.71
56,664.17
773,695.87
§21,277.25
445,851.33
2,678.94
$3,008.85
14,047.08
12285
10,689.99
24789342
1,368,497.71
528,458.73
372,250.29
8,535.23

Allocatad
Book Depr
Reserve
12-31-05
{g}

40,617 .43
16,031.90
72,619.68
63,199.83
29,638.85
83.51
13,082.77
21.374.91
185,482.74
822147
3,495.41
25,403.29
204.73
2,397.63
13,.872.70
8.6841.07
458,61
64,669.41
636,506.00

3,044,019.06
450,675
285,797 41
44 610.07
609,216.06
410,459.05
351,087.91
2.109.42
10,241.73
11,060.81
96.58
8.417.41
196,193.82
1,078,356.54
415;113.82
293,113.70
5,145.91




ifinois-American Water Company

All Wastowater Districts

Exhibit 9.02

Table 5

Summary of Original Cost of Utitity Plant In Service For Seiected Accounts as of December 31, 2005
And Allocation of Book Depr Reserve Over Theoretical Depreciation Reserve as of December 31, 2005

Accl. Original Cost
No. Account Description 12-31-0§
(@) (b} {e)
36162 Plastic-6iIn -8in §,007,184.78
38163 Plastic-10In-161n 3,664,716.15
361.64  Plastic - 18 In & Over 1,837,073.96
361.72  Valves-§in -8in 533.00
39176  Drop Connectionsfunctions £6,285.69
361.77  Special Construction 87,599.52
361.80 Manholes & Clganouts 9,079,258.96
36182 Crossings-6In -8In 25,978.00
361.83  Crossings - 10In-161In 193,910.95
36184  Crossings - 16 In & Over 647,485.16
361.91  All Materlals - 4 in & Under 91,684.40
361.92 Al Materials-6In -81in 3,862,353.96
36193 AllMsterials - 10In- 16 In 359,521.20
Total Gravity Sewers 48,889,189.73
Pumping Equipment
354.30  Structures & Improv-Pumping Plant 14,409.82
371.10  Elactric Pumping Equipment 545,702.94
371.20 Other Pumping Equipment 195,293.76
Total Pumping Equipment 755,408.52
Treatment & Disposal Equipment
354.40  Structures & Improv-Treatment & Disposal 1,743,644.57
380.00  Treatment & Disposal Equipment 373,928.53
380,05 Grit Removal 411,339.03
380.10  Sedimentation Tanks 4,667,723.09
380.25  Sludge Digester Tanks 5,856.87
380.30  Sludge Drying Equipment 1,640,327.87
38035 Secondary Treatment 1,821,496.39
380.40  Auxiliary Effuent Treatment 1,743,644 57
380.50 Chemical Treatrment 654,636.09
380.60  Other Disposal Equipment 733,837.36
380,65 Influent Liftstations 1,944,980.64
38200  Outfall Sewer Lines 900,797.38
380.20  Other Plant & Misc Equipment 0.60
Totai Treat & Disposal Equip 16,642,212.38

ASLY
Survivor

Curve

()
65-R3
65-R3
75-R3
45-R3
45-R3
60-R3
45-R3
75-R3
75-R3
85-R3
65-R3
65-R3
65-R3

40-R2
26-R2
25-R2

30-R2.5
20-R2.5
15-R3
20-R3
15-R3
15-R3
20-R2.5
20-R2.5
10-R3
20-R2.5
20-R2.5
75-R3

Salvage

%

(e}
-40%
-40%
-40%
-40%
-40%
-40%
-40%
-40%
40%
-40%
-40%
-40%
-40%

-10%
-30%
-30%

-20%
-25%
-26%
-256%
-26%
-25%
-25%
-25%
-25%
-25%
-25%
-25%
0%

Theoretical
Depreciatian
Reserve
N
2,517, 108.66
1,072,799.20
332,620.11
330.96
49,118.42
33,502.38
4,041,053.85
12,643.63
71.661.19
173,364.12
4,668.05
260,576.36
20,742.09
17,753,921.64

. 58,859.26
81,127.93
119,987.19

55,955.72
199,928.06
2.812,256.13
164879
1,765,445.98
1.568,681.71
706,591.55
518.814.83
634,299.29
822,584.80

9,086,222.06

Allocated

Beook Depr
Rasarye
12-31-05

(g
1.981,997.95
844,733.09
261,829.75
260.60
38,676.35
26,380.10
3,181,967.25
9,956.72
56,426.76
136,508.69
3.675.67
205,180.50
16,332,563
13,979,620.00

£4,133.24
56,219.76

34,606.87
123,649.28
1,739,294 11
1.019.73
1,091,875.86
970.186.99
437,004.88
320,870.82
392,294,327
508,743.09
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Exhibit 9.02

ILLINOIS AMERICAN WATER COMPANY

All Wastewater Divisions

General

This report sets forth the results of our study of the depreciable property of lllincis
American Water Company wastewater divisions (the "Company”) as of December 31, 2005
and contains the basic parameters (recommended average service lives and life
characteristics) for the proposed average remaining life depreciation rates. All average
service lives set forth in this report are developed based upon plant in service as of
December 31, 2005.

The scope of the study included an analysis of the Company’s historical data
through December 31, 2005, discussions with Company management and staff to identify
prior and prospective factors affecting the Company's plant in service, as well as
interpretation of past service life data experience and future life expectancies to determine
the appropriate average service lives of the Company's surviving plant. The service lives
and life characteristics resulting from the in-depth study were utilized together with the
Company's plant in service and book depreciation reserve to determine the recommended
Average Remaining Life (ARL) depreciation rates related to the Company's plant in service
as of December 31, 2005.

In preparing the study, the Company's historical investment data were studied using
various service life analysis techniques. Further, discussions were held with the
Company's management to obtain an overview of the Company's facilities and to discuss

the general scope of operations together with other factors which could have a bearing on
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the service lives of the Company's property. Finally, the study results were tempered by
information gathered during plant inspection tours of a representative portion of the
Company's property.

The Company maintains property records containing a summary of its fixed capital
investments by property account. This investment data was analyzed and summarized by
property group and/or sub group and vintage then utilized as a basis for the various
depreciation calculations.

Depreciation Study Qverview

There are numerous methods utilized to recover property investment depending
upon the goal. For example, accelerated methods such as double declining balance and
sum of years digits are methods used in tax accounting to motivate additional investments.
Broad Group (BG) and Equal Life Group (ELG) are both Straight Line Grouping
Procedures fecognized and utilized by various regulatory jurisdictions depending upon the
policy of the specific agency.

The Straight Line Group Method of depreciation utilized in this study to develop the
recommended depreciation rates is the Broad Group Procedure together with the Average
Remaining Life Technique. The use of this procedure and technique is based upon
recovering the net book cost (original cost less book reserve) of the surviving plant in
service over its estimated remaining useful life. Any variance between the book reserve
and an implied theoretical calculated reserve is compensated for under this procedure.
Thatis, as the Company's book reserve increases above or declines below the theoretical
reserve at a specific point in time, the Company's average remaining life depreciation rate

in subsequent years will be increased or decreased to compensate for the variance,
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thereby, assuring full recovery of the Company's investment by the end of the property's
life.

The Company, like any other business, includes as an annual operating expense
an amount which reflects a portion of the capital investment which was consumed in
providing service during the accounting period. The annual depreciation amount to be
recognized is based upon the remaining productive life over which the undepreciated
capital investment needs to be recovered. The determination of the productive remaining
life for each property group usually includes an in-depth study of past experience in
addition to estimates of future expectations.

Annual Depreciation Accrual

Through the utilization of the Average Remaining Life Technique, the Company will
recover the undepreciated fixed capital investment in the appropriate amounts as annual
depreciation expense in each year throughout the remaining life of the property. The
procedure incorporates the future life expectancy of the property, the vintaged surviving
plantin service, and estimated net salvage, together with the book depreciation reserve
balance to develop the annual depreciation rate for each property account. Accordingly,
the ARL technique meets the objective of providing a straight line recovery of the
undepreciated fixed capital property investment.

As indicated, the use of the Average Remaining Life Technique results in charging
the appropriate annua! depreciation amounts over the remaining life of the property to
insure full recovery by the end of the life of the property. The annual expense is calculated
on a Straight Line Method rather than by the previously mentioned, “sum of the years
digits” or “double declining balance” methods, etc. The "group" refers to the method of
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calculating annual depreciation on the summation of the investment in any one depreciable
group or plant account rather than calculating depreciation for each individual unit.

Under Broad Group Depreciation some units may be over depreciated and other
units may be under depreciated at the time when they are retired from service, but overall,
the account is fully depreciated when average service life is attained. By comparison,
Equal Life Group depreciation rates are designed to fully accrue the cost of the asset group
by the time of retirement. For both the Broad Group and Equal Life Group Procedures the
full cost of the investment is credited to plant in service when the retirement occurs _and
likewise the depreciation reserve is debited with an equal retirement cost. No gain or loss
is recognized at the time of property retirement because of the assumption that the retired
property was at average service life.

Group Depreciation Procedures

, Group depreciation procedures are utilized to depreciate property when more than
one item of property is being depreciated. Such a procedure is appropriate because all of
the items within a specific group typically do not have identical service lives, but have lives
which are dispersed over a range of time. Utilizing a group depreciation procedure aliows
for a condensed application of depreciation rates to groups of similar property in lieu of
extensive depreciation calculations on an item by item basis. The two more common
group depreciation procedures are the Broad Group (BG) and Equal Life Group (ELG)
approach.

In developing depreciation rates using the Broad Group procedure, the annual
depreciation rate is based on the average life of the overall property group, which is then

applied to the group's surviving original cost investment. A characteristic of this procedure
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is that retirements of individual units occurring prior to average service life will be under
depreciated, while individual units retired after average service life will be over depreciated
when removed from service, but overall, the group investment will achieve full recovery by
the end of the life of the total property group. That is, the under recovery occurring early
in the life of the account is balanced by the over recovery occurring subsequent {o average
service life. In summary, the cost of the investment is complete at the end of the property's
life cycle, but the rate of recovery does not match the consumption pattern which was used
to provide service to the company's customers.

Under the average service life procedure, the annual depreciation rate is calculated
by the following formula:

Annual Accrual Rate, Percent = 100% - Salvage X 100
Average Service Life

The application of the broad group procedure to life span groups results in each
vintage investment having a different average service life. This circumstance exists
because the concurrent retirement of all vintages at the anticipated retirement year results
in truncating and, therefore, restricting the life of each successive years vintage
investment. An average service life is calculated for each vintage investment in
accordance with the above formula. Subsequently, a composite service life and
depreciation rate is calculated relative to all vintages within the property group by weighting
the life for each vintage by the related surviving vintage investment within the group.

In the Equal Life Group, the property group is subdivided, through the use of plant
life tables, into equal life groups. In each equal life group, portions of the overall property
group includes that portion which experiences the life of the specific sub-group. The

refative size of each sub-group is determined from the overall group life characteristic
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(property dispersion curve). This procedure both overcomes the disadvantage of
voluminous record requirements of unit depreciation, as well as eliminates the need to
base depreciation on overall lives as required under the broad group procedure. The
application of this procedure results in each sub-group of the property having a single life.
In this procedure, the full cost of short lived units is accrued during their lives leaving no
under accruals to be recovered by over accruals on long lived plant. The annual
depreciation for the group is the summation of the depreciation accruals based on the
service life of each Equal Life Group.

The ELG Procedure is viewed as being the more definitive procedure for identifying
the life characteristics of utility property and as a basis for developing service lives and
depreciation rates, nevertheless, the Broad Group procedure is more widely utilized
throughout the utiity industry by regulatory commissions as a basis for depreciation rates.
That is, the ELG Procedure is more definitive because it allocates the capital cost of a
group property to annual expense in accordance with the consumption of the property
group providing service to customers. In this regard, the company's customers are more
appropriately charged with the cost of the property consumed in providing them service
during the applicable service period. The more timely return of plant cost is accomplished
by fully accruing each unit's cost during its service life, thereby not only reducing the risk
of incomplete cost recovery, but aiso resuiting in less return on rate base over the life of
a depreciable group. The total depreciation expense over the life of the property is the
same for all procedures which allocate the full capital cost to expense, but at any specific
pointin time, the depreciated original cost s less under the ELG procedure than under the

BG procedure. This circumstance exists because under the equal life group procedure, the
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rate base is not maintained at a leve!l of greater than the future service value of the
surviving plant as is the case when using the average service life procedure.
Consequently, the total return required from the ratepayers is less under the ELG
procedure.

While the Equal Life Group procedure has been known to depreciation experts for
many years, widespread interestin applying the procedure developed only after high speed
electronic computers became available to perform the large volume of arithmetic
computations required in developing ELG based depreciation lives and rates. The table
on the following page illustrates the procedure for calculating equal life group depreciation
accrual rates and summarizes the results of the underlying calculations. Depreciation rates
are determined for each age interval (one year increment) during the life of a group of
property which was installed in a given year or vintage group. The age of the vintage group
is shown in column (A) of the ELG table. The percent surviving at the beginning of each
age interval is determined from the lowa 10-R3 survivor curve which is set forth in column
(B). The percent retired during each age interval, as shown in column (C), is the difference
between the percent surviving at successive age intervals. Accordingly, the percentage
amount of the vintage group retired defines the size of each equal life group. Forexample,
during the interval 3 1/2 to 4 1/2, 1.93690 percent of the vintage group is retired at an
average age of four years. In this case, the 1.93690 percent of the group experiences an
equal life of four years. Likewise, 3.00339 percent is retired during the interval 4 1/2 to 5
1/2 and experiences a service life of five years. Furthermore, 4.42969 percent experiences

a six-year life; etc. Calculations are made for each age interval from the zero age interval
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Tabte 7

through the end of the life of the vintage group. The average service life for each age
interval's equal life group is shown in column (E) of the table.
The amount to be accrued annually for each equal life group is equal to the
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percentage retired in the equal life group divided by its service life. In as much as additions
and retirements are assumed, for calculation purposes, to occur at midyear only one-half
of the equal life group’s annual accrual is allocated to expense during its firstand last years
of service life. The accrual amount for the property retired during age interval 0 to .5 must
be equai to the amount retired to insure full recovery of that component during that period.
The accruals for each equal life group during the age intervals of the vintage group's life
cycle are shown in column (F). The total accrual for a given year is the summation of the
equal life group accruals for that year. For example, the total accrual for the second year,
as shown in column (G}, is 11.31019 percent and is the sum of all succeeding years
remaining equal life group accruals plus one halif of the current years life group accrual
listed in column (F). For the zero age interval year, the total accrual is equal to one half
of the sum of all succeeding years remaining equal life accruals plus the amount for the
zero interval equal life group accrual. The one half year accrual for the zero age interval
is consistent with the half year convention relative to property during its installation year.
The sum of the annual accruals for each age interval contained in column (G) total to 1.000
demonstrating that the developed rates will recover 100% of plant no more and no less.
The annual accrual rate which will result in the accrual amount is the ratio of the accrual
amount (11.31019 percent) to the average percent surviving during the interval, column
(D), {99.74145 percent), which is a rate of 11.34% (column J). Column (J) contains a
summary of the accrual rates for each age interval of the property groups life cycle based
upon an lowa 10-R3 survivor curve.

Remaining Life Technigue
tn the Average Remaining Life depreciation technique, the annual accrual is
calculated according to the following formula where, (A} the annual depreciation for each
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group equais, (D) the depreciable cost of plant less (U) the accumulated provision for
depreciation less (S) the estimated future net salvage, divided by (R) the composite
remaining life of the group:

A=D-U-8S
R

The annual accrual rate (a) is expressed as a percentage of the depreciable plant balance
by dividing the equation by (D) the depreciable cost of plant times 100:

(ay=D-U-Sx1x100
R D

As further indicated by the equation, the accumulated provision for depreciaticn by
vintage is required in order to calculate the remaining life depreciation rate for each
property group. In practice, most often such detail is not avéilable; therefore, composite
remaining lives are determined for each depreciable group, (i.e., property account). -

The remaining life for a depreciable group is calculated by first determining the
remaining life for each vintage year in Which there is surviving investment. This is
accomplished by solving the area under the survivor curve selected to represent the
average life and life characteristic of the property account. The remaining life for each
vintage is determined by dividing (D) the depreciable cost of each vintage, by (L) its
average service life, and multiplying this ratio by its average remaining life (E). The
composite remaining life of the group (R) equals the sums of products divided by the sum
of the quotients:

R Group=) DL xE
Y DL

The functional level accumulated provision for depreciation, which was the basis for
developing the composite average remaining life accrual and annual depreciation rate for
each property account as per this report, was obtained from the Company's books and
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records. The functional level depreciation reserve was further allocated to each property
account and sub-account based upon a detailed theoretical depreciation reserve
calculation as of December 31, 2004.

Salvage

Net salvage is the difference between gross salvage, or what is received when an
asset is disposed of, and the cost of removing it from service. Salvage experience is
normally included with the depreciation rate so that current accounting periods reflect a
proportional share of the ultimate abandonment and removal cost or salvage received at
the end of the property service life. Net salvage is said to be positive if gross salvage
exceeds the cost of removal, but if cost of removal exceeds gross salvage the result is then
negative salvage.

The cost of removal includes such costs as demolishing, dismantling, tearing down,
disconnecting or otherwise removing plant, as well as normal environmental clean up costs
associated with the property. Salvage includes proceeds received for the sale of plant and
materials or the return of equipment to stores for reuse.

Net salvage experience is studied for a period of years to determine the trends which
have occurred in the past. These trends are considered together with any changes that
are anticipated in the future to determine the future net salvage factor for remaining life
depreciation purposes. The net salvage percentage is determined by relating the total net
positive or negative salvage to the book cost of the property investment.

Many retired assets generate little, if any, positive salvage. Instead, many of the
Company’s asset property groups generate negative net salvage at end of their life as a
result of the cost of removal (retirement).

The method used to estimate the retirement cost is a standard analysis approach
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which is used to identify a company’s historical experience with regard to what the end of
life cost will be relative to the cost of the plant when first placed into service. This
information, along with knowledge about the average age of the historical retirements that
have occurred to date, enables the depreciation professional to estimate the level of
retirement cost that will be experienced by the Company at the end of each property
group’s useful life. The study methodology utilized has been extensively set forth in
depreciation textbooks and has been the accepted practice by depreciation professionals
for many decades. Furthermore, the cost of removal analysis approach is the current
standard practice used for mass assets by essentially all depreciation professionals in
estimating future net salvage for the purpose of identifying the applicable depreciation for
a property group. There is a direct relationship to the installation of specific plant in service
and its corresponding removal in that the installation is its beginning of life cost while the
removal is its end of life cost. Also, itis important to note that average remaining life based
depreciation rates incorporate future net salvage which is routinely more representative of
recent versus long-term past average net salvage.

The Company’s historical net salvage experience was analyzed to identify the
historical net salvage factor for each applicable property group. This analysis routinely
identifies that historical retirements have occurred at average ages significantly prior to the
property group’s average service life. This occurrence of historical retirements, at an age
which is significantly younger than the average service life of the property category, clearly
demonstrates that the historical data does not appropriately recognize the true level of
retirement cost at the end of the property’s useful life. An additional level of cost to retire
will occur due to the passage of time until all the current in service plant is retired at end

oflife. Thatis, the leve! of retirement costs will increase over time until the average service
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life is attained. The estimated additional inflation, within the estimate of retirement cost, is
related to those additional year's costincreases (primarily higher labor costs overtime) that
will occur prior to the end of the property group’s average life.

To provide an additional explanation of the issue, several general principles
surrounding property retirements and related net salvage need to be highlighted. Those
are that as property continues to age, the retirement of assets, if generating positive
salvage when retired, will typically generate a lower percent of positive salvage. By
comparison, if the class of property is one that typically generates negative net salvage

(cost of removal), with increasing age at retirement the negative percentage as related to

‘original cost will typically be greater. This situation is routinely driven by the higher labor

cost with the passage of time.

Next, a simple example will aid in a better understanding of the above discussed net
salvage analysis and the required adjustment to the historical analysis results. Assume
the following scenario. A company has two (2) cars, Car #1 and Car #2, each purchased
for $20,000. Car #1 is retired after 2 years and Car #2, is retired after 10 years.
Accordingly, the average life of the two cars is six (6) years (2 Yrs. Plus 10 Yrs./2). Car#1
generates 75% salvage or $15,000 when retired and Car #2 generates 5% salvage or

$1,000 when retired.

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 <] : 40% 18,000

Assume an analysis of the experienced net salvage at year three (3). Based upon

the Car #1 retirement, which was retired at a young age (2 Yrs.) as compared to the
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average six (6) year life of the property group, the analysis indicates that the property group
would generate 75% salvage. This analysis indication is incorrect and is the result of
basing the estimate on incomplete data. That is, the estimate is based upon the salvage
generated from a retirement that occurred at an age which is far less than the average
service life of the property group. The actual total net salvage, that occurred over the
average life of the assets (which experienced a six (6) year average life for the property
group) is 40% as opposed to the initial incorrect estimate of 75%.

This is exactly the situation with the majority of the Company’s historical net salvage
data except that most of the Company’s plant property groups routinely experience
negative net salvage (cost of removal) as opposed to positive salvage.

The total end of life net salvage amount must be incorporated in the development
of annual depreciation rates to enable the Company to fully recover its total plant fife costs.
Otherwise, upon retirement of the ptant, the Company will incur end of life costs without
having recovered those plant related costs from the customers who benefitted from the use
of the expired plant.

With regard to location type properties (e.g. generation facilities, etc.) a company
will routinely experience both interim and terminal net salvage. Interim net salvage occurs
in conjunction with interim retirements that occur throughouf the life of the asset group.
This net salvage activity (routinely and largely cost of removal) is attributable to the removal
of components within the Company's facilities to enable the placement of a new asset
component. Interim net salvage is routinely negative given the care required in removing
the defective component so as not to damage the remaining plantin service. Interim net
salvage is applicable to the estimated interim retirement assets.

The terminal net salvage component is attributable to the end of life costs incurred
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(less any gross salvage received) to disconnect, remove, demolish and/or dispose of the
operating asset. Terminal net salvage is attributable to those assets remaining in service
subsequent to the occurrence of interim retirements.

The total net salvage incorporated into the depreciation rate for location type plant
account investments is the sum of interim and terminal net salvage. Both of the items must
be incorporated in the development of annual depreciation rates to enable the Company
to fully recover its total plant life costs. Otherwise, upon retirement of the plant, the
Company will incur end of life costs without having recovered those plant related costs
from the customers who benefitted from the use of the expired facility.

Service Lives

Several factors contribute to the length of time or average service life which the
property achieves. The three (3) major categories under which these factors fall are: (1)
physical; (2} functional, and; (3) contingent casualties.

The physical category includes such things as deterioration, wear and tear and the
action of the natural elements. The functional category includes inadequacy,
obsolescence and requirements of governmental authorities. Obsolescence occurs when
itis no longer economically feasiblé to use the property to provide service to customers or
when technological advances have provided a substitute of superior performance. The
remaining factor of contingent casualties relates to retirements caused by accidental
damage or construction activity of one type or another.

In performing the life analysis for any property being studied, both past experience
and future expectations must be considered in order to fully evaluate the circumstances
which may have a bearing on the remaining life of the property. This ensures the selection

of an average service life which best represents the expected life of each property
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investment.

Survivor Curves

The preparation of a depreciation study or theoretical depreciation reserve typically
incorporates smooth curves to represent the experienced or estimated survival
characteristics of the property. The "smoothed" or standard survivor curves generally used
are the family of curves developed at lowa State University which are widely used and
accepted throughout the utility industry.

The shape of the curves within the lowa family are dependent upon whether the
maximum rate of retirement occurs before, during or after the average service life. if the
maximum retirement rate occurs earlier in life, it is a left (L) mode curve; if occurring at
average life, it is a symmetrical (S} mode curve; if it occurs after average life, it is a right
(R) mode curve. in addition, there is the origin (O) mode curve for plant which has heavy
retirements at the beginning of life.

Many times, actual Company data has not completed its life cycle, therefore, the
survivor table generated from the Company data is not extended to zero percent surviving.
This situation requires an estimate be made with regard to the remaining segment of the
property group's life experience. Furthermore, actual Company experie.nce is often erratic,
making its utilization for average service life estimating difficult. Accordingly, the lowa
curves are used to both extend Company experience to zero percent surviving as well as
to smooth actual Company data.

Study Procedures

Several study procedures were used to determine the prospective service lives

recommended for the Company's plant in service. These include the review and analysis

of historical retirements, current and future construction, historical experience and future
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expectations of salvage and cost of removal as related to plant investment. Service lives
are affected by many different factors, some of which can be obtained from studying plant
experience, others which may rely heavily on future expectations. When physical aspects
are the controlling factor in determining the service life of property, historical experience
is a valuable tool in selecting service lives. In the case where changing technology or a
less costly alternative develops, then historical experience is of lesser value.

While various methods are available to study historical data, the principal methods
utilized to determine average service lives for a Company's property are the Retirement
Rate Method, the Simulated Plant Record Method, the Life Span Method, and the
Judgement Method.

Retirement Rate Method - The Retirement Rate Method uses actual Company

retirement experience to develop a survivor curve (Observed Life Table) which is used to
determine the average service life being experienced in the account under study.
Computer processing provides the opportunity to review various experience bands
throughout the life of the account to observe trends and changes. For each experience
band studied, the "observed life table" is constructed based on retirement experience
within the band of years. In some cases, the total life of the account has not been
achieved and the experienced life table, when plotted, results in a "stub curve." It is this
"stub curve” or total life curve, if achieved, which is matched or fitted to a standard Survivor
curve. The matching process is performed both by computer analysis, using a least
squares technique, and by manually plotting observed life tables to which smooth curves
are fitted. The fitted smooth curve provides the basis to determine the average service life

of the property group under study.

Simulated Balances Methed - In this method of analysis, simulated surviving
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balances are determined for each balance included in the test band by multiplying each
proceeding year’s original gross additions installed by the Company by the appropriate
factor of each Standard Survivor Curve, summing the products, and comparing the results
with the related year end plant balance to determine the "best fitting" curve and life within
the test period. Various test bands are reviewed to determine trends or changes to
indicated service lives in various bands of years. By definition, the curve with the "best fit"
is the curve which produces simulated plant balances that most closely matches the actual
plant balances as determined by the sum of the "least squares". The sum of the "least
squares” is arrived at by starting with the difference between the simulated balances and
the actual balance for a given year, squaring the difference, and the curve which produces
the smallest sum (of squared difference) is judged to be the "best fit".

Period Retirements Method - The application of the Period Retirements Method is -
similar to the "Simulated Plant Balances" Method, except the procedure utilizes a Standard
Survivor Curve and service life to simulate annual retirements instead of balances in
performing the "least squares” fitting process during the test period. This procedure does
tend to experience wider fluctuations due to the greater variations in level of experienced
retirements versus additions and balances thereby producing greater variation in the study
results.

Life Span Method - The Life Span or Forecast Method is a method utilized to study
various accounts in which the expected retirement dates of specific property or locations
can be reasonably estimated. In the Life Span Method, an estimated probable retirement
year is determined for each location of the property group. An example of this would be
a structure account, in which the various segments of the account are "life spanned” to a

probable retirement date which is determined after considering a number of factors, such
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as management plans, industry standards, the original construction date, subsequent
additions, resultant average age and the current - as well as the overall - expected service
life of the property being studied. If, in the past, the property has experienced interim
retirements, these are studied to determine an interim retirement rate. Otherwise, interim
retirementrate parameters are estimated for praperties which are anticipated to experience
such retirements. The selected interim service life parameters (lowa curve and life) are
then used with the vintage investment and probable retirement year of the property to
determine the average remaining life as of the study date.

The use of the Life Span Method for production facilities together with the inclusion
of an interim retirement rate (average service life and lowa Curve) to define those portions
of property at each of the plant sites that will not live the entire life span of the applicable
property specifically addresses and correlates to the sub categorization of property group
issue as set forth in the FPC Chapter 25-6.03361 entitled “Sub-categorization of Electric
Plant for Depreciation Studies and Rate Design”. Thus the depreciation calculations, as
preformed in the preparation of this depreciation study and proposed depreciation rates,
are in accordance with the intent of the Florida PSC rule.

Judgement Method - Standard quantitative methods such as the Retirement Rate
Method, Simulated Plant Record Method, etc. are normally utilized to analyze a Company's
available historical service life data. The results of the analysis together with information
provided by management as well as judgement are utilized in estimating the prospective
recommended average service lives. However, there are some circumstances where
sufficient retirements have not occurred; or where prospebtive plans or guidelines are
unavailable. in these circumstances, judgement alone is utilized to estimate service lives

based upon service lives used by other utilities for this class of plant as well as what is
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. considered to be a reasonable life for this plant giving consideration to the current age and

use of the facilities.
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