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MJM Testimony - Black Hills 

14-BHCG-502-RTS 

Introduction 

Q. Please state your name and business address. 

A. My name is Michael J. Majoros, Jr. and my business address is Suite 350C 4351 Garden 

City Drive, Landover, MD 20785. Further information can be found at www.snavely­

king.com 

Q. By whom are you employed and in what capacity? 

A. I am President of Snavely King Majoros & Associates, Inc. ("Snavely King Majoros" or 

"SKM") and I am Chairman of Analytica94, Inc. ("A94"). 

Q. Please describe SKM. 

A. SKM is an economic consulting firm founded in 1970 to conduct research on a consulting 

basis into the rates, revenues, costs and the economic performance of regulated firms and 

industries. Our clients include government agencies, businesses and individuals that pay 

for telecom, public utility and transportation services. In addition to consumer cost and 

anti-trust issues, we have provided our expertise in support of a clean environment and 

personal damages resulting from discrimination in agricultural programs. The firm has a 

professional staff of 8 economists, accountants, engineers, and cost analysts. Most of 

SKM' s work involves the development, preparation, and presentation of expert witness 

testimony before Federal and state regulatory agencies. 
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Q. Please describe Analytica94, Inc. 

A. Analytica94, Inc. ("A94") is a non-profit organization founded by SKM employees. A94 

provides independent research, economic models and training to evaluate the 

effectiveness of economic regulation of U.S. (See analytica94.org) 

Q. On whose behalf are you submitting this testimony? 

A. I am appearing at the request of the Kansas Citizens' Utility Ratepayer Board ("CURB"). 

Q. What is the subject of your testimony? 

A. Depreciation is the subject of my testimony. 

Q. Do you have any specific experience in the field of public utility depreciation? 

A. Yes. Among other areas, SKM specializes in the field of public utility depreciation. Our 

clients have ranged from consumer organizations such as the CURB to regulatory 

commissions such as the KCC and to large companies such as AT&T. We have appeared 

as expert witnesses on depreciation before the regulatory commissions of more than half 

the states in the country. I have testified in over 100 proceedings on the subject of public 

utility depreciation, including several appearances before the Kansas Corporation 

Commission. 

Q. Have you attached a summary of qualifications and experience? 

A. Yes. Appendix A is a brief description of my qualifications and experience. Appendix B 

is a listing of my appearances before state and Federal regulatory bodies. 
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Purpose of Testimony 

Q. What is the purpose of your testimony? 

A. CURB asked me to conduct a review and provide policy-level testimony concerning 

Black Hills depreciation proposals and express an opinion regarding the accuracy and 

reasonableness of the Company's depreciation study. 

Q. Have you ever presented policy-level testimony to the KCC in the past? 

A. Yes, on behalf of CURB, I submitted a sworn affidavit in Dkt. No. 08-GIMX-1142-GIV 

concerning a General Investigation into Depreciation Issues ("General Depreciation 

Investigation"). I also testified in Dkt. No. 05-WSEE-981-RTS where on appeal, my 

argument regarding the recovery of terminal net salvage was adopted. 

Q. Does this particular proceeding present a good opportunity to present policy-level 

testimony regarding depreciation? 

A. Yes, it does. Both Black Hills (or Company) and the KCC Staff presented testimony in 

Dkt. No. 08-GIMX-1142-GIV. That proceeding, however, essentially dissolved without 

any policy-level results. This proceeding provides a good opportunity to address a few of 

the issues from that Docket. I have included my Affidavit from Dkt. No. 08-GIMX-

1142-GIV as my Exhibit_ (MJM-1). I have included the Company's Comments from 

that docket as my Exhibit_ (MJM-2). 
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Q. What do you recommend? 

A. The Company's remaining life depreciation rates are inaccurate because Mr. Spanos has 

not used the December 31, 2013, plant balances to calculate the remaining lives, nor has 

he synchronized the remaining lives with the future plant addition the Company proposes 

in this rate case. The cure for this problem is whole-life depreciation which is what I 

recommend. The Company's depreciation rates are unreasonable because they are 

excessive and result in capital contributions from ratepayers. The cure is to eliminate the 

collection of non-legal costs of removal from depreciation rates. As a result, I 

recommend the KCC not allow Mr. Spanos's negative net salvage ratios for non-legal 

costs of removal. 

Company's Revenue Requirement Proposal 

Q. Please explain Black Hill's overall revenue requirement proposal. 

A. BHG proposes a total gas plant investment in Kansas of$147,847,659, and a rate base of 

$131,193,233, as of December 31, 2013. 1 It requests an overall revenue increase of$7.3 

million.2 Its predecessor, Aquila, Inc., d/b/a Aquila Networks KGO, ("Aquila") filed its 

last rate case over seven years ago in Docket No. 07-AQLG-431-RTS, using a test period 

ending June 30, 2006. 

BHG cites the following reasons for its proposed increase: 

• Since the filing of the 2006 rate case, Applicant has experienced declining per customer 
d . 3 usage an margms, 

• safety and system reliability related main replacements, 4 

1 Application, page 2. Note that total depreciable plant per the depreciation study is $195.4 million at September 
31,2013. 
2 Id., page 3. 
3 Id. 
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• prudent investments to enhance the operating efficiency of its gas distribution system,5 
• accelerated pipeline replacement rider to gradually increase revenues to cover the cost of 

five specific safety-related projects.6 

Company's Depreciation Proposal 

Q. Please explain the Company's depreciation proposal. 

A. According to its Application, BHG's filing includes a depreciation study sponsored by 

Mr. Spanos and new depreciation rates based upon Mr. Spanos's study. 7 Mr. Spanos 

describes Exhibit_(JJS-2) ("Depreciation Study") as "the depreciation study performed 

for Black Hills Kansas."8 In reality, however, Mr. Spanos's Exhibit_(JJS-2) contains 

three different depreciation studies: (1) Black Hills Kansas Gas Utility Company, LLC -

September 30, 2013 ("Utility"), (2) Black Hills Utility Holdings, Inc. - December 31, 

2012 ("Holdings"), and (3) Black Hills Service Company, LLC. - December 31, 2012 

("Service Co"). I have included the summary tables from each of these studies as 

Exhibit_ (MJM-3). 

Q, How does Mr. Spanos describe his study? 

A. Mr. Spanos states that his depreciation study sets forth the calculated annual depreciation 

4 Id. 
5 Id. 

accrual rates by account, as of September 30, 2013. He recommends depreciation rates 

using the September 30, 2013, plant and reserve balances and asserts that the proposed 

rates appropriately reflect the rates at which the Company's assets should be depreciated 

over their useful lives. He further states that these rates are based on the most commonly 

6 Id., page 5. 
7 Id. 
8 JJS Testimony, p. 2, line I 0. 
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used methods and procedures for determining depreciation rates.9 He states that the 

methods and procedures of this study are the same as those utilized in the past by this 

Company. 10 He used the average service life procedure and the remaining life method to 

calculate his proposed rates. 11 A summary is as follows: 

Spanos's Proposal - Total Depreciable Plant12 

Original Cost 
Net Salvage13 

Book Reserve 
Future Accruals 
Proposed Annual 
Accruals per Study 
Proposed Rate 
Remaining Life 

Utility 9/31113 
195,437,280 
29,052,888 

(76,988, 794) 
147,501,374 

5,089,549 

2.60% 
29.0yrs 

Holdings 12/31112 
85,346,464 

(33,607) 
(71,487,886) 

13,824,971 
4,521,479 

2.33% 
6.95yrs 

Service Co. 12/31112 
54,890,347 

(206,722) 
(33,532,698) 

21,150,927 
4,043,421 

7.37% 
5.23yrs 

Q. How did the Company flow Mr. Spanos's depreciation study results into its revenue 

requirement? 

A. The Company implemented Mr. Spanos's proposed depreciation rates through three 

income statement adjustment Nos. IS-16, 17 and 18. 

Q. Please explain Adjustment No. IS-16. 

A. "ADJUSTMENT IS-16 - DEPRECIATION ANNUALIZATION" states, "This 

adjustment also encompasses the change in the book depreciation expense and the level 

of depreciation expense calculated using the new depreciation rates based on new 

9 Id., p. 2, lines 11-18. 
10 Id., p. 3 lines 17-18. 
11 Id., p. 4 lines 19-20. 
12 Attachments BHKG KCC-90(a), BHUH KCC-90(b), and BHSC KCC-90(c) to Data Response KCC-90. 
13 Net Salvage is calculated by Original Cost less Book Reserve less Future Accruals. 
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depreciation studies done for gas properties in Kansas, as well as new studies done for the 

Service Company and Holding Company." 14 

Q. Please explain Adjustment No. IS-17. 

A. The Company's "ADJUSTMENT IS-17 - DEPRECIATION EXPENSE PRODUCT 

REASSIGNMENT" states that as a result of review, "an adjustment is made to plant and 

accumulated depreciation to ensure that regulated business is not being subsidized by 

non-regulated business. An adjustment was made to increase accumulated depreciation 

in rate base, thereby reducing net plant. This adjustment reflects the adjustment to 

expense." 15 In my opinion, this approach is unusual. Typically, such a review would be 

performed to ensure that regulated operations are not subsidizing non-regulated 

operations. I also note that the expense adjustment more than wipes out the rate base 

adjustment, thus resulting in a revenue requirement increase. 

Q. Please explain Adjustment No. IS-18. 

A. Mr. Keil states that Adjustment Nos. IS-18 and RB-2 "take into account the capital 

projects that will be completed and booked to the proper accounts by June 30, 2014 ... 

Adjustment No. IS-18 adds $59,346 of additional depreciation expense related to the 

capital additions." 16 

14 Application, Section 9, Schedule 2 p. 5 of5. See also Responses to KCC-113, 134, 165, 166, 167, 171, and 180. 
15 Id. See also Responses to KCC-113, 171, I 72, and 173. 
16 JSK Testimony, page 5, line 21 to page 6 line 2. See also Responses to KCC-113 and 169. 
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Q. Have you summarized these adjustments? 

A. Yes, Exhibit (MJM-4) consists of copies of the Company's Adjustment Numbers IS-

16, 17 and 18. They are summarized below. 

Summary of Depreciation Related Income Statement Adjustments 

Utility Depreciation and Amortization Expense, 
Restated Test Year 12/31/13 
Adjustment IS-16, Depreciation Annualization 
Adjustment IS-17, Depr. Exp. Product Reassignment 
Adjustment IS-18, Depr. Exp. Related to Cap. Adds. 
Adjusted 12/31/13 Depreciation Expense 

Summary of Review and Conclusions 

Q. Have you reviewed the Black Hills' testimony and exhibits? 

5,405,341 
416,573 
(12,515) 

59,346 
5,868,745 

A. Yes, I have reviewed the Company's testimony and exhibits. I have conducted the 

additional analyses I deemed necessary for a thorough review and to reach reasoned 

conclusions regarding the Company's depreciation proposals in this base rate case. 

Q. What is the result of your review and additional analyses? 

A. I have determined, based on the Utility Company's December 31, 2013 plant balances, 

depreciation expense at Mr. Spanos' s proposed rates is $3 .4 million greater than 

depreciation expense at current rates, as demonstrated in Exhibit_(MJM-5). 

Q. What are your conclusions? 

A. Based on my review and analysis, the company's proposal is neither accurate nor 

reasonable. 
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Q. Why do you conclude the Company's proposals are not accurate? 

A. The Company's proposed depreciation rates are not accurate because they do not match 

the investment to which they are applied in this rate case. In other words, Mr. Spanos's 

depreciation rates and the Company's rate base are internally inconsistent from a 

"timing" standpoint. The result is overstated remaining life depreciation rates. 

Q. Why do you conclude these proposals are not reasonable? 

A. Mr. Spanos' s depreciation rates are unreasonable because they are designed to recover a 

"cost of removal allowance" that exceeds the Company's actual cost of removal 

experience. Proof of this fact is manifested in the $64.9 million cost of removal portion 

of the regulatory liability the Company reports in its December 31, 2013 Form IOK. 17 

The fact that Mr. Spanos is asking for any amount of recovery of cost of removal will 

only increase the already large regulatory liability owed to ratepayers. 

Fundamentals 

Q. Please provide a brief overview of depreciation. 

A. When a public utility purchases plant and equipment, it records the amount as a capital 

expenditure on its balance sheet because the utility assumes the plant purchased will 

provide service for more than one year. Otherwise, the utility would have recorded the 

expenditure as an operating expense. For example, the purchase of a car is a capital 

expenditure because typically a car lasts more than one year. Short-term rental of a car 

is, however, an operating expense incurred in less than one year. 

Instead of recording one hundred percent of the capital expenditure to operating expense 

17 Black Hills Corporation, 2013 SEC 10-K, page 130. 
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in the year the plant or equipment began providing service, utilities depreciate the capital 

expenditure by spreading the cost in equal yearly amounts over the number of years, or 

"life", that they anticipate the plant or equipment will be in service. They record the 

yearly depreciation amounts as operating expenses in each year. From an accounting 

standpoint, the utilities "allocate" or spread the cost over its life. From a ratemaking 

standpoint, utilities "recover" their capital expenditure over its life, because depreciation 

expense does not involve cash outlays in each year the utilities record the expense. 

Utilities also include the estimated prospective cost of removing the plant at the end of its 

service life in depreciation rates. That cost, which is called the "cost of removal", may be 

offset by the proceeds from the sale of salvaged materials or equipment. The estimated 

cost of removal, offset by estimated salvage proceeds, is called "terminal net salvage." 

Just as the cost of the plant or equipment is spread over the life of the plant or equipment, 

utilities spread the cost of terminal net salvage over the life of the plant or equipment. 

This, too, is a component of the depreciation rates that are charged to customers. 

So, when the utilities charge depreciation expense to their revenue requirements and 

ultimately to customers, they retain the cash· inflow as "return of the original capital 

expenditure", i.e., return of capital. While the utilities wait for recovery of the 

undepreciated portion of the original capital expenditure, they receive a return on the 

undepreciated portion; this is a "return on capital." 

Customer-Provided Capital 

Q. Why is depreciation important in the ratemaking context? 

A. Depreciation is important in the ratemaking context because it involves a direct pass-
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through of cash from the customers to the utility that the utility retains for non-utility 

purposes. Rate base/rate of return ratemaking assumes that the utilities' investors make 

the investment in plant and equipment, and customers provide a return on, and return of, 

the capital over the service life of the plant or equipment. So, if the utility understates 

the period over which the depreciation is allocated, or overstates a future cost of removal 

allowance, the resulting expense and charges to customers are excessive. Instead of 

providing a return of capital, excessive depreciation extracts capital investments from 

ratepayers, but they do not have any ownership interest in the utility. 

Q. Can you point to other authority that agrees with you that excessive depreciation 

extracts capital contributions from ratepayers? 

A. Yes, the U.S. Supreme Court determined that excessive depreciation rates result in capital 

contribution from ratepayers. The U.S. Supreme Court affirmed its opposition to 

customer-provided capital in a landmark 1934 decision, Lindheimer v. Illinois Bell 

Telephone Company, as follows: 

But if the amounts charged to operating expenses and credited to 
the account for depreciation reserve are excessive, to that extent 
subscribers for the telephone service are required to provide, in 
effect, capital contributions, not to make good losses incurred by 
the utility in the service rendered and thus to keep its investment 
unimpaired, but to secure additional plant and equipment upon 
which the utility expects a return. 18 

18 Lindheimer v. Illinois Bell Telephone Company, 292 U.S. 151, 168-170, 54 S.Ct. 658, 665-
666 (1934). (Emphasis added; footnote deleted.). 
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Analysis - Accuracy and Timing 

Q. What is the difference between whole-life and remaining life depreciation? 

A. Public utility depreciation expense is straight-line over the service life. A service life is 

the period of time during which depreciable plant [and equipment] is in service. 19 

Straight-line means assigning an equal share of the original cost to annual depreciation 

expense for each year of the service life. The following table illustrates a straight-line 

whole-life depreciation rate assuming a ten-year average service life. 

Straight-line whole-life rate 
Assuming 10-year life 

100%/10 years = 10 % 

As shown above, a whole-life depreciation rate is the reciprocal of the average service 

life for a plant account. A remaining life rate is the net plant (gross plant minus 

accumulated depreciation (ACC.DEP%)) divided by the remaining life, rather than the 

whole life of the account. If new remaining life rates are not recalculated when new plant 

is added, imbalances occur. 

Straight-line remaining life rate 
Assuming 10-years remaining life 

100%-(ACC.DEP%)/10 years= 10% 
100%-(0%)/10 years= 10% 

The remaining life technique is a mechanism to account for imbalances in the 

accumulated depreciation account resulting from changes to service life and net salvage 

estimates. As shown above a whole-life rate and remaining-life rate are the same ifthere 

is no reserve imbalance (ACC.DEP% = 0) and if the whole-life and remaining life are the 

19 Public Utility Depreciation Practices, August, 1996. National Association of Regulatory Utility Commissioners 
("NARUC Manual"), p. 321. 
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same. On the other hand, if a reserve imbalance exists, the remaining-life rate will be 

either higher or lower than the whole-life rate depending on the direction of the 

imbalance. Furthermore, the remaining life depreciation rate is only appropriate for the 

existing plant as of the study date. As shown above for this company, plant growth 

renders the September 30, 2013remaining life rates inappropriate for the added plant. 

Q. Which method is superior? 

A. Whole-life depreciation is superior to remaining-life depreciation for growing plant and 

new additions to plant. While a remaining-life rate may be adequate for existing plant, it 

is inappropriate for new additions because it will create even more imbalances on a 

going-forward basis. A whole-life rate is appropriate for both existing plant and new 

additions to plant. If the new rates are remaining-life rates, the only thing we know for 

sure is that they are the wrong rates for new plant additions because they will inherently 

increase the remaining-life when added. 

Q. Please explain the timing issues. 

A. As noted above, Spanos conducted the Black Hills Gas Utility Company, LLC, study as 

of September 31, 2013, but he conducted the other two studies as of December 31, 2012, 

so to the extent they impact the revenue requirement in this rate case, the three studies are 

internally inconsistent. More importantly, Mr. Spanos's September 30, 2013, Black Hills 

Gas Utility Company, LLC study shows a gross depreciable plant balance of $195.4 

million at September 31, 2013, but the Application cites to a December 31, 2013, plant 

balance of $147.8 million. Spanos's depreciation study balance is inconsistent with the 
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Company's December 31, 2013, depreciation base and rate base. Furthermore, the plant 

and reserve balances changed substantially between September 30, 2013, and December 

31, 2013.20 

Given that Mr. Spanos proposes remaining life depreciation, this mismatch causes all 

types of havoc: understated remaining lives and mismatched net plant ratios, to say the 

least. All of Mr. Spanos' s new studies should be based on December 31, 2013 plant, and 

reserve balances and the remaining lives should also be synchronized with any future 

plant additions allowed in this proceeding. 

Q. Why should Mr. Spanos have updated his studies through December 31, 2013, and 

synchronized his calculated remaining lives to include the company's post-test year 

additions? 

A. Mr. Spanos should have made these updates and synchronizations because he is 

proposing remaining-life depreciation which is based on the estimated remaining life at a 

point in time. A failure to update and synchronize the remaining life calculations with 

the increased plant balance results in an overstated depreciation rate. That is because the 

plant has grown since the studies were completed, and the new plant has longer 

remaining lives than the embedded plant remaining as of the study dates. Simply put, 

adding new plant increases the remaining life of that plant. A brand new pole should last 

the entirety of the service life, not whatever the remaining life calculation is when it is 

added. Because Mr. Spanos has ignored certain amounts of new plant in his depreciation 

calculations, his remaining lives are too short and his depreciation rates are too high. 

20 See Attachment No. I. 
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Q. Can you demonstrate that plant has grown since Mr. Spanos conducted his studies? 

A. Exhibit_ (MJM-6) compares the Utility Company plant balances as September 30, 

2013 per Mr. Spanos's study to the December 31, 2013, plant balances per the 

Company's filing. The balances grew by $36 million in three months. Next, the 

Company proposes to add $5.4 million of post-test year plant additions to the already 

increased plant balances.21 

Comparison of Study Balances to Rate Base Balances ($millions)22 

Depreciable Plant 
Non-Depreciable Plant 
Total Plant 

Utility 9/31/13 
$195.4 

4.8 
$200.3 

Utility 12/31/13 
$231.7 

4.9 
$236.7 

Q. What is the result of this growth from a depreciation standpoint? 

A. This growth has an impact on the remaining lives and thus depreciation rates the 

Company used to annualize its rate case depreciation expense. The remaining lives Mr. 

Spanos used are too short relative to the plant in the rate case, thus overstating the 

resulting depreciation expense. 

Q. Can you provide an example of the remaining life depreciation rate impact? 

A. Yes. Exhibit_ (MJM-7) calculates the effect of the increased plant from September 30, 

2013 to December 31, 2013, and from there to June 30, 2014, for four major accounts. The net 

The net additions subsequent to September 31, 2013, increase the remaining lives for each of the 

each of the accounts as shown below. That means Mr. Spanos's depreciation rates for these 

these accounts are overstated. 

21 Application Section 4, Schedule 2, page 2, line 039. 
22 Exhibit_(MJM-6). 
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Results of Increase23 

Acct367 Acct 376 Acct 391 
Transmission Distribution Acct 381 Office Furn. 

Mains Mains Meters & Egui11ment 
Study Balance 9/30/13 25,254,439 72,486,125 8,848,477 1,772,209 
Test Year Balance 12/31/13 31,144,628 73,831,105 19,735,395 14,356,033 
Future Additions 750,350 2,133,195 352,286 552,955 
Adjusted Test Year Balance 31,894,978 75,664,300 20,087,681 14,908,998 
Difference 6,640,539 3,178,175 11,239,204 13,136,779 
Spanos' Rem. Life 57.6 42.5 12.9 1.0 
Adj. Test Year Rem. Life 60.7 43.2 14.6 7.0 

Q. Did you ask the Company to update these studies? 

A. Yes, in DR CURB-147 we asked the Company to update the studies. In response the 

Company stated: 

Black Hills is not providing a response to this question because 
updating the three depreciation studies with only three additional 
months of data would have no impact on the original outcome and 
would not provide any useful purpose to ratepayers.24 

It is clear from the four accounts shown above that three months of additional data does 

have an impact on the study, Mr. Spanos's proposed remaining lives, and therefore Mr. 

Spanos's proposed depreciation rates. 

Q. Is there a cure for this phenomenon? 

A. Yes, the KCC could require whole-life rather than remaining life depreciation. 

23 Exhibit_(MJM-7). 
24 Response to CURB-147. 
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Cost of Removal Allowance 

Q. Please explain the cost of removal allowance issues. 

A. Mr. Spanos states that he "estimated the net salvage percentages by incorporating the 

historical data for the period 2006 through September 2013 and considered estimates for 

other gas companies. The net salvage percentages are based on a combination of 

statistical analyses and informed judgment. The statistical analyses consider the cost of 

removal and gross salvage ratios to the associated retirements during the 8-year period 

Trends of these data are also measured based on three-year moving averages and the 

most recent five-year indications."25 

Q. Have you summarized Mr. Spanos's net salvage data? 

A. Yes, Exhibit_(MJM-8) summarizes Mr. Spanos's net salvage data for all accounts. 

From 2006 to 2013, the Company averaged $101,078 per year of cost of removal and 

$60,992 of gross salvage. The result was average negative net salvage of ($40,085). 

This is a far cry from the $0.8 million negative net salvage built into Mr. Spanos's 

proposed depreciation rates. 

Q. What amount of annual negative net salvage does Mr. Spanos include in his 

proposals? 

A. Mr. Spanos's proposed accrual for the Utility includes about $0.8 million of annual 

negative net salvage based on September 31, 2013, plant balances. The number increases 

when applied to the higher December 31, 2013, plant balances. 

25 JSS Testimony, page 8, lines 9-15. 
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Q. How did you conclude that Mr. Spanos's proposed depreciation rates contain $0.8 

million of annual negative net salvage? 

A. Exhibit_(MJM-9) compares Mr. Spanos's September 31, 2013, depreciation rate and 

accrual calculations with and without net salvage included. The accrual with net salvage 

is $0.8 million greater than the accrual without net salvage. 

Q. Have the Company's prior depreciation rates included negative salvage amounts 

which exceed its actual negative salvage experience? 

A. Yes, Page 130 of Black Hills Corporation's December 31, 2013 Form !OK shows Cost of 

Removal Regulatory Liabilities amortizable over 44 years of $64.9 million and $53.5 

million at December 31, 2013 and 2012, respectively. Page 131 of the Form !OK 

explains: "Cost of removal represents the estimated cumulative net provisions for future 

removal costs included in depreciation expense for which here is no legal obligation for 

removal."26 This amount is derived from the same type of excess negative net salvage 

included in the Company's proposed depreciation rates in this case.27 

Q. What is a regulatory liability? . 

A. A regulatory liability is an amount collected from ratepayers for cost the utility has not 

incurred. If the money is not used for its intended purpose, it is to be returned to 

ratepayers. 

26 Black Hills Corporation, 2013 Form !OK, page 131. 
27 See also Responses to CURB-150 and 151. 
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Q. The Form lOK explanation stresses "no legal obligation for removal," what does 

that mean? 

A. That statement means that the Company does not have any legal obligations relating to 

the assets that gave rise to the regulatory liabilities; most of those are replacements of 

existing asset for which the company merely estimates a removal cost percent and then 

allocates a portion of the overall replacement to removal. One example of a legal asset 

retirement obligation would be the decontamination of a nuclear facility. 

Q. Why does the Company stress "no legal obligation for removal"? 

A. The Company stresses "no legal obligation for removal" because it does, in fact, have 

several legal obligations relating to other assets and those costs are included in gross 

plant in service. The explanation on page 131 means that the Company does not have 

any legal obligation to incur the removal costs associated with the types of costs proposed 

by Mr. Spanos. In those circumstances, the accounting profession requires the Company 

to report the excess collections as an obligation to ratepayers. 

Q. What is the solution? 

A. The KCC is faced with two problems: first, what to do about the existing regulatory 

liability, and second, how to stem the buildup of these regulatory liabilities in the future. 
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Q. What should the KCC do about the existing regulatory liability? 

A. The KCC has a number of options ranging from ensuring that the regulatory liability 

remains as a rate base offset forever to requiring the company to write a check to 

ratepayers for the excess. 

Q. Is there anything that the KCC should do immediately? 

A. Yes, the KCC should officially recognize the regulatory liability as a regulatory liability 

for regulatory and ratemaking purposes. This action should protect the ratepayers' 

security interest in the amount. For example, if Black Hills was sold, that money would 

be pocketed by the company and not returned to ratepayers. 

Q. How can the KCC stem the future buildup of a similar regulatory liability? 

A. Since the Company does not have any legal obligation to incur the costs, the KCC could 

merely preclude the Company from including non-legal cost of removal in its 

depreciation rates. 

Q. How would the Company recover its money if it did incur cost of removal? 

A. It could charge non-legal cost of removal to expense as incurred and/or it could stop the 

allocation of replacement costs to cost of removal in the first place. 

Q. Would this approach be allowable under the Uniform System of Accounts? 

A. Yes, in my opinion it would. The cost of removal that public utilities record on their 

books is largely an allocation of replacement costs, which they convert to inflated future 
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removal costs that produce huge regulatory liabilities as explained earlier. The USoA 

does not require this outcome; in fact, I am not certain that the USoA as written even 

sanctions this outcome. According to Federal Energy Regulatory Commission ("FERC") 

rules, utilities should capitalize and depreciate all of the cost of a replacement, including 

the cost of removal. The FERC Uniform System of Accounts ("USoA") defines cost of 

removal as follows: 

Cost of removal means the cost of demolishing, dismantling, tearing down 
or otherwise removing gas plant, including the cost of transportation and 
handling incidental thereto. 

The FERC USoA also defines replacements as follows: 

Replacing or replacement, when not otherwise indicated in the context, 
means the construction or installation of gas plant, together with the 
removal of the property retired. 

FERC's definition means that cost ofremoval incurred in connection with a replacement 

is a component of the replacement cost. While the KCC must make the utilities whole 

for reasonable and prudent removal costs, it is not required to allow utilities to collect 

huge regulatory liabilities from its ratepayers without evidence ofremoval plans, as 

shown by the appeal decision in Dkt. No. 05-WSEE-981-RTS. 

Q. Have you quantified the results of your recommendations? 

A. Yes, Exhibit_(MJM-10) calculates whole life depreciation rates with zero net salvage 

for those accounts where Mr. Spanos's negative net salvage is driven by non-legal cost of 

removal. On this exhibit I apply these rates to December 31, 2013 plant balances. They 

result in a depreciation accrual of $6.8 million, which is $1.9 million less than the $8.7 

million using Mr. Spanos's remaining life rates. 
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Q. If the KCC accepted your recommendations would it be appropriate to reduce the 

Company's proposed expense by the $1.9 million difference? 

A. Yes. 

Q. Does this conclude your testimony? 

A. Yes, it does. 
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VERIFICATION 

STATE OF mory/tJrJci ) 
coUNTY oF p;!Jce Geccr ss: 

I, Michael J .. Majoros, Jr., of lawful age and being first duly sworn upon my oath, 
state that I am a consultant for the Citizens' Utility Ratepayer Board; that I have read and 
am familiar with the above and foregoing document and attest that the statements therein 
are true and correct to the best of my knowledge, information, and bel1'0 .-:--... 

Michael J. 

SUBSCRIBED AND SWORN to before me this ! ~ay ofSeptember, 2014. 

~~~"'-==----
My Commission expires: 
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Qualifications 



Michael J. Majoros, Jr. 

Experience 

Snavely King Majoros & Associates, Inc. 

President (2010 to present) 
Vice President and Treasurer (1988 to 2010) 
Senior Consultant (1981-1987) 

Mr. Majoros provides consultation specializing in accounting, 
financial, and management issues. He has testified as an 
expert witness or negotiated on behalf of clients in more than 
one hundred thirty regulatory federal and state regulatory 
proceedings involving telephone, electric, gas, water, and 
sewerage companies. His testimony has encompassed a 
wide array of complex issues including taxation, divestiture 
accounting, revenue requirements, rate base, nuclear 
decommissioning, plant lives, and capital recovery. Mr. 
Majoros has also provided consultation to the U.S. Department 
of Justice and appeared before the U.S. EPA and the 
Maryland State Legislature on matters regarding the 
accounting and plant life effects of electric plant modifications 
and the financial capacity of public utilities to finance 
environmental controls. He has estimated economic damages 
suffered by black farmers in discrimination suits. 

Van Scoyoc & Wiskup, Inc., Consultant(1978-1981) 

Mr. Majoros conducted and assisted in various management 
and regulatory consulting projects in the public utility field, 
including preparation of electric system load projections for a 
group of municipally and cooperatively owned electric 
systems; preparation of a system of accounts and reporting of 
gas and oil pipelines to be used by a state regulatory 
commission; accounting system analysis and design for rate 
proceedings involving electric, gas, and telephone utilities. Mr. 
Majoros provided onsite management accounting and 
controllership assistance to a municipal electric and water 
utility. Mr. Majoros also assisted in an antitrust proceeding 
involving a major electric utility. He submitted expert 
testimony in FERG Docket No. RP79-12 (El Paso Natural Gas 
Company), and he co-authored a study entitled Analysis of 
Staff Study on Comprehensive Tax Normalization that was 
submitted to FERG in Docket No. RM 80-42. 

Handling Equipment Sales Company, Inc. 
Controller/ Treasurer (1976-1978) 

Mr. Majoros' responsibilities included financial management, 
general accounting and reporting, and income taxes. 

Ernst & Ernst, Auditor (1973-1976) 

Mr. Majoros was a member of the audit staff where his 
responsibilities included auditing, supeNision, business 
systems analysis, report preparation, and corporate income 
taxes. 

Appendix A - Page 1 of 2 

University of Baltimore - (1971-1973) 

Mr. Majoros was a full-time student in the School of Business. 

During this period Mr. Majoros worked consistently on a part-
time basis in the following positions: Assistant Legislative Auditor -
State of Maryland, Staff Accountant - Robert M. Carney & Co., 
CPA's, Staff Accountant - Naron & Wegad, CPA's, Credit Clerk -
Montgomery Wards. 

Central Savings Bank, (1969-1971) 

Mr. Majoros was an Assistant Branch Manager at the time he left the 
bank to attend college as a full-time student. During his tenure at the 
bank, Mr. Majoros gained experience in each department of the bank. 
In addition, he attended night school at the University of Baltimore. 

Education 
University of Baltimore, School of Business, B.S. -
Concentration in Accounting 

Professional Affiliations 
American Institute of Certified Public Accountants 
Maryland Association of C.P.A.s 
Society of Depreciation Professionals 



Michael J. Majoros, Jr. 

Publications, Papers, and Panels 

"Analysis of Staff Study on Comprehensive Tax Normalization." 
FERG Docket No. RM 80-42, 1980. 

"Telephone Company Deterred Taxes and Investment Tax Credits -
A Capital Loss tor Ratepayers, " Public Utility Fortnightly, September 
27, 1984. 

"The Use of Customer Discount Rates in Revenue Requirement 
Comparisons," Proceedings of the 25th Annual Iowa State 
Regulatory Conference, 1986 

"The Regulatory Dilemma Created By Emerging Revenue Streams of 
Independent Telephone Companies," Proceedings of NARUC 101st 
Annual Convention and Regulatory Symposium, 1989. 

"BOC Depreciation Issues in the States," National Association of 
State Utility Consumer Advocates, 1990 Mid-Year Meeting, 1990. 

"Current Issues in Capital Recovery'' 301
" Annual Iowa State 

Regulatory Conference, 1991. 

"Impaired Assets Under SFAS No. 121," National Association of 
State Utility Consumer Advocates, 1996 Mid-Year Meeting, 1996. 

"What's 'Sunk' Ain't Stranded: Why Excessive Utility Depreciation is 
Avoidable," with James Campbell, Public Utilities Fortnightly, April 1, 
1999. 

"Local Exchange Carrier Depreciation Reserve Percents," with 
Richard B. Lee, Journal of the Society of Depreciation Professionals, 
Volume 10, Number 1, 2000-2001 

"Rolling Over Ratepayers," Public Utilities Fortnightly, Volume 143, 
Number 11, November, 2005. 

"Asset Management - What is it ?"American Water Works 
Association, Pre-Conference Workshop, March 25, 2008. 

"Main Street Gold Mine," with Dr. K. Pavlovic and J. Legieza, Public 
Utilities Fortnightly, October, 2010 
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APPENDIXB 

List of Prior Testimonies 



2005 

2006 

2006 

1979 
1980 
1996 
1997 
1999 
1999 
1999 
1999 
2000 
2003 
2003 
2003 

1982 
1982 
1983 
1983 
1983 
1983 
1983 
1984 
1984 
1984 
1984 
1984 
1984 

Jurisdiction I 
Agency 

US District Court, 
Northern District of 
AL, Northwestern 
Division 55/56/57 / 

Maryland General 
Assembly 61/ 
Maryland House of 
Deleaates 62/ 

FERC-US 19/ 
FERC-US 19/ 
CRTC-Canada 30/ 
CRTC~Canada 31/ 
FCC 32/ 
FCC 32/ 
FCC 32/ 
FCC 32/ 
EPA 35/ 
FERC 48/ 
FCC 52/ 
FERC 53/ 

Massachusetts 17 / 
Illinois 16/ 
Marvland 8/ 
Marvland 8/ 
Connecticut 15/ 
New Jersev 1/ 
New Jersey 14/ 
Dist. Of Columbia 71 
Marvland 8/ 
Dist. Of Columbia 71 
Pennsvlvania 13/ 
New Mexico 12/ 
Idaho 18/ 
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Docket Utility 

Federal Courts 

CV 01-B-403-NW Tennessee Valley Authority 

State Leaislatures 

SB154 Maryland Healthy Air Act 

HB189 Maryland Healthy Air Act 

Federal Reaulatorv Aaencies 

RP79-12 El Paso Natural Gas Co. 
RM80-42 Generic Tax Normalization 
97-9 All Canadian Telecoms 
97-11 All Canadian Telecoms 
98-137 (Ex Pa rte l All LECs 
98-91 (Ex Parle) All LECs 
98-177 (Ex Pa rte l All LECs 
98-45 (Ex Pa rte l All LECs 
CAA-00-6 . Tennessee Valley Authority 
RM02-7 All Utilities 
03-173 All LECs 
ER03-409-000, Pacific Gas and Electric Co. 
ER03-666-000 

State Regulatory Agencies 

DPU 557/558 Western Mass Elec. Co. 
ICC81-8115 Illinois Bell Telephone Co. 
757 4-Direct Baltimore Gas & Electric Co. 
7 57 4-Surrebuttal Baltimore Gas & Electric Co. 
810911 Woodlake Water Co. 
815-458 New Jersey Bell Tel. Co. 
8011-827 Atlantic City Seweraqe Co. 
785 Potomac Electric Power Co. 
7689 Washinqton Gas Liqht Co. 
798 C&P Tel. Co. 
R-832316 Bell Telephone Co. of PA 
1032 Mt. States Tel. & Telearaph 
U-1000-70 Mt. States Tel. & TelearaPh 



1984 Colorado 11 / 
1984 Dist. Of Columbia 71 
1984 Pennsylvania 3/ 
1985 Maryland 8/ 
1985 New Jersey 1/ 
1985 Marvland 8/ 
1985 California 10/ 
1985 Pennsvlvania 3/ 
1985 Pennsylvania 3/ 
1985 Pennsylvania ',J.I 
1986 Maryland §I 
1986 Marvland 8/ 
1986 Pennsvlvania 3/ 
1986 Marvland 8/ 
1986 Idaho 9/ 
1986 Maryland 8/ 
1987 Pennsylvania 3/ 
1987 Pennsylvania 3/ 
1987 Iowa 6/ 
1987 Dist. Of Columbia 7/ 
1988 Florida 4/ 
1988 Iowa 61 
1988 Iowa 61 
1988 Dist. Of Columbia 7/ 
1989 Iowa 6/ 
1990 New Jersey 1 / 
1990 New Jersev 5/ 
1990 Florida 4/ 
1990 New Jersev 1 / 
1990 New Jersey 11 
1991 Pennsylvania 3/ 
1991 West Virainia 2/ 
1991 New Jersey 1 / 
1991 New Jersev 1 / 
1991 Pennsvlvania 3/ 
1991 Kansas 20/ 
1991 Indiana 29/ 
1991 Nevada 21/ 
1992 New Jersey 1 / 
1992 Maryland 8/ 
1992 West Virainia 2/ 
1993 Marvland 8/ 
1993 South Carolina 22/ 
1993 Marvland 8/ 
1993 Georgia 23/ 
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1655 Mt. States Tel. & Telearaph 
813 Potomac Electric Power Co. 
R842621-R842625 Western Pa. Water Co. 
7743 Potomac Edison Co. 
848-856 New Jersey Bell Tel. Co. 
7851 C&P Tel. Co. 
1-85-03-78 Pacific Bell Telephone Co. 
R-850174 Phila. Suburban Water Co. 
R850178 Pennsvlvania Gas & Water Co. 
R-850299 General Tel. Co. of PA 
7899 Delmarva Power & Light Co. 
7754 Chesapeake Utilities Corp. 
R-850268 York Water Co. 
7953 Southern Md. Electric Coro. 
U-1002-59 General Tel. Of the Northwest 
7973 Baltimore Gas & Electric Co. 
R-860350 Dauphin Cons. Water Suooly 
C-860923 Bell Telephone Co. of PA 
DPU-86-2 Northwestern Bell Tel. Co. 
842 Washinaton Gas Light Co. 
880069-TL Southern Bell Telephone 
RPU-87-3 Iowa Public Service Company 
RPU-87-6 Northwestern Bell Tel. Co. 
869 Potomac Electric Power Co. 
RPU-88-6 Northwestern Bell Tel. Co. 
1487-88 Morris City Transfer Station 
WR 88-80967 Toms River Water Companv 
890256-TL Southern Bell ComPanv 
ER89110912J Jersey Central Power & Light 
WR90050497 J Elizabethtown Water Co. 
P900465 United Tel. Co. of Pa. 
90-564-T-D C&P Telephone Co. 
90080792J Hackensack Water Co. 
WR90080884J Middlesex Water Co. 
R-911892 Phil. Suburban Water Co. 
176, 716-U Kansas Power & Liaht Co. 
39017 Indiana Bell Telephone 
91-5054 Central Tele. Co. - Nevada 
EE91081428 Public Service Electric & Gas 
8462 C&P Telephone Co. 
91-1037-E-D Aooalachian Power Co. 
8464 Potomac Electric Power Co. 
92-227-C Southern Bell Telephone 
8485 Baltimore Gas & Electric Co. 
4451-U Atlanta Gas Light Co. 



1993 New Jersey 1 I 
1994 Iowa 61 
1994 Iowa 6/ 
1995 Delaware 24/ 
1995 Connecticut 25/ 
1995 Connecticut 25/ 
1995 Pennsylvania 3/ 
1995 Georgia 23/ 
1996 Marvland 8/ 
1996 Arizona 26/ 
1996 New Hamoshire 27/ 
1997 Iowa 61 
1997 Ohio 28/ 
1997 MichiQan 28/ 
1997 MichiQan 28/ 
1997 Wvomina 27/ 
1997 Iowa 6/ 
1997 Illinois 28/ 
1997 Indiana 28/ 
1997 Indiana 27/ 
1997 Utah 27/ 
1997 Georaia 28/ 
1997 Connecticut 25/ 
1998 Florida 28/ 
1998 Illinois 27 I 
1998 MichiQan 33/ 
1999 Marvland 8/ 
1999 Marvland 8/ 
1999 Marvland 8/ 
1999 West Virainia 2/ 
1999 Delaware 24/ 
1999 Pennsylvania 9_/ 
1999 West VirQinia 2/ 
1999 MichiQan 33/ 
2000 Delaware 24/ 
2000 New Mexico 34/ 
2000 Florida 28/ 
2000 New Jersev 1 I 
2000 Pennsylvania 3/ 
2000 Pennsylvania 9_/ 
2000 Connecticut 25/ 
2001 Kentucky 36/ 
2001 Kansas 38/39/40/ 
2001 South Carolina 22/ 
2001 North Dakota 37/ 
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GR93040114 New Jersey Natural Gas. Co. 
RPU-93-9 U.S. West- Iowa 
RPU-94-3 Midwest Gas 
94-149 Wilm. Suburban Water Corp. 
94-10-03 So. New England Telephone 
95-03-01 So. New England Telephone 
R-00953300 Citizens Utilities Company 
5503-0 Southern Bell 
8715 Bell Atlantic 
E-1032-95-417 Citizens Utilities Comoanv 
DE 96-252 New England Telephone 
DPU-96-1 U S West - Iowa 
96-922-TP-UNC Ameritech - Ohio 
U-11280 Ameritech - MichiQan 
U-112 81 GTE North 
7000-ztr-96-323 US West - Wvomina 
RPU-96-9 US West - Iowa 
96-0486-0569 Ameritech - Illinois 
40611 Ameritech - Indiana 
40734 GTE North 
97-049-08 US West - Utah 
7061-U BellSouth - Georaia 
96-04-07 So. New Enaland Teleohone 
960833-TP et. al. BellSouth - Florida 
97-0355 GTE North/South 
U-11726 Detroit Edison 
8794 Baltimore Gas & Electric Co. 
8795 Delmarva Power & LiQht Co. 
8797 Potomac Edison Comoanv 
98-0452-E-GI Electric Restructurina 
98-98 United Water Company 
R-00994638 Pennsylvania American Water 
98-0985-W-D West VirQinia American Water 
U-11495 Detroit Edison 
99-466 Tidewater Utilities 
3008 US WEST Communications, Inc. 
990649-TP BellSouth -Florida 
WR30174 Consumer New Jersev Water 
R-00994868 Philadelphia Suburban Water 
R-0005212 Pennsylvania American SeweraQe 
00-07-17 Southern New EnQland Telephone 
2000-373 Jackson Enerav Cooperative 
01-WSRE-436-RTS Western Resources 
2001-93-E Carolina Power & Liaht Co. 
PU-400-00-521 Northern States Power/Xcel Enernv 



2001 Indiana 29/41/ 
2001 New Jersev 1/ 
2001 Pennsylvania 3/ 
2001 Pennsylvania 3/ 
2001 Pennsylvania 3/ 
2001 Florida 4/ 
2001 Hawaii 42/ 
2002 Pennsvlvania 3/ 
2002 Nevada 43/ 
2002 Kentucky 36/ 
2002 Nevada 43/ 
2002 Georgia 27/ 
2002 Alaska 44/ 
2002 Wisconsin 45/ 
2002 Wisconsin 45/ 
2002 Vermont46/ 
2002 North Dakota 37 I 
2002 Kansas 40/ 
2002 Kentucky 36/ 
2002 Oklahoma 47/ 
2002 New Jersev 1 I 
2003 New Jersev 1/ 
2003 Hawaii 42/ 
2003 New Jersey 1 I 
2003 New Jersey 1/ 
2003 Pennsvlvania 3/ 
2003 Pennsvlvania 3/ 
2003 Kansas 20/ 401 
2003 Nova Scotia, CN 49/ 
2003 Kentucky 36/ 
2003 Alaska 441 
2003 Indiana 29/ 
2003 Kansas 20/ 401 
2003 Florida 50/ 
2003 Marvland 51/ 
2003 Hawaii 42/ 
2003 Illinois 28/ 
2003 Indiana 28/ 
2004 New Jersey 1 I 
2004 Arizona 26/ 
2004 Michigan 271 
2004 New Jersev 1/ 
2004 Kentucky 36/ 

2004 Florida 50/ 54/ 
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41746 Northern Indiana Power Companv 
GR01050328 Public Service Electric and Gas 
R-00016236 York Water Company 
R-00016339 Pennsylvania America Water 
R-00016356 Wellsboro Electric Coop. 
010949-EL Gulf Power Companv 
00-309 The Gas Companv 
R-00016750 Philadelphia Suburban 
01-10001 &10002 Nevada Power Companv 
2001-244 Fleming Mason Electric Coop. 
01-11031 Sierra Pacific Power Company 
14361-U BellSouth-Georgia 
U-01-34,82-87,66 Alaska Communications Svstems 
2055-TR-102 CenturvTel 
5846-TR-102 TelUSA 
6596 Citizen's Energy Services 
PU-399-02-183 Montana Dakota Utilities 
02-MDWG-922-RTS Midwest Enerov 
2002-00145 Columbia Gas 
200200166 Reliant Energv ARKLA 
GR02040245 Elizabethtown Gas Companv 
ER02050303 Public Service Electric and Gas Co. 
01-0255 Young Brothers Tug & Barge 
ER02080506 Jersey Central Power & Light 
ER02100724 Rockland Electric Co. 
R-00027975 The York Water Co. 
R-00038304 Pennsvlvania-American Water Co. 
03-KGSG-602-RTS Kansas Gas Service 
EMO NSPI Nova Scotia Power, Inc. 
2003-00252 Union Light Heat & Power 
U-96-89 ACS Communications, Inc. 
42359 PSI Enerav, Inc. 
03-A TMG-1036-RTS Atmos Enerav 
030001-E1 Tampa Electric Companv 
8960 Washinaton Gas Liaht 
02-0391 Hawaiian Electric Companv 
02-0864 SBC Illinois 
42393 SBC Indiana 
ER03020110 Atlantic City Electric Co. 
E-01345A-03-0437 Arizona Public Service Campany 
U-13531 SBC Michigan 
GR03080683 South Jersev Gas Companv 
2003-00434,00433 Kentucky Utilities, Louisville Gas & 

Electric 
031033-EI Tampa Electric Companv 



2004 Kentuckv 36/ 
2004 Georaia 23/ 
2004 Vermont 46/ 

2004 Delaware 24/ 
2004 Missouri 58/ 
2005 Florida 50/ 
2005 Florida 50/ 
2005 California 59/ 
2005 Kentuckv 36/ 
2005 Florida 501 
2005 Kansas 38/ 40/ 
2006 Delaware 24/ 
2006 California 59/ 
2006 New Jersey 1 / 
2006 Colorado 60/ 
2006 Kentucky 36/ 
2006 Kansas 40/ 
2006 West Virginia 2/ 

2006 West Virginia 2/ 

2007 Delaware 24/ 
2007 Kentucky 36/ 
2007 Colorado 60/ 
2007 California 59/ 

2007 Kentuckv 36/ 
2007 Kentuckv 36/ 
2007 Maine 71/ 
2008 Kansas 40/ 
2008 New Jersey 1 / 
2008 North Dakota 37 / 
2008 Pennsylvania 3/ 

2008 Washington 63/ 

2008 Pennsylvania 3/ 

2008 New Jersey 1/ 
2008 Washington 63/ 64/ 

2008 Texas 65/ 
2008 Tennessee 66/ 
2008 Kansas 
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2004-00067 Delta Natural Gas Companv 
18300, 15392, 15393 Georaia Power Companv 
6946,6988 Central Vermont Public Service 

Corporation 
04-288 Delaware Electric Cooperative 
ER-2004-0570 Empire District Electric Company 
041272-EI ProQress Enerav Florida, Inc. 
041291-EI Florida Power & LiQht Company 
A.04-12-014 Southern California Edison Co. 
2005-00042 Union Liaht Heat & Power . 
050045 & 050188-EI Florida Power & Liaht Co. 
05-WSEE-981-RTS Westar Enerav, Inc. 
05-304 Delmarva Power & LiQht Company 
A.05-12-002 Pacific Gas & Electric Co. 
GR05100845 Public Service Electric and Gas Co. 
06S-234EG Public Service Co. of Colorado 
2006-00172 Union Liaht, Heat & Power 
06-KGSG-1209-RTS Kansas Gas Service 
06-0960-E-42T, Allegheny Power 
06-1426-E-D 
05-1120-G-30C, Hope Gas, Inc. and Equitable 
06-0441-G-PC, et al. Resources, Inc. 
06-284 Delmarva Power & LiQht Company 
2006-00464 Atmos Enerav Corporation 
06S-656G Public Service Co. of Colorado 
A.06-12-009, San Diego Gas & Electric Co., and 
A.06-12-010 Southern California Gas Co. 
2007-00143 Kentuckv-American Water Co. 
2007-00089 Delta Natural Gas Co. 
2007-00215 Central Maine Power 
08-A TMG-280-RTS Atmos Energy Corooration 
GR07110889 New Jersey Natural Gas Co. 
PU-07-776 Northern States Power/Xcel Enerav 
A-2008-2034045 et UGI Utilities, Inc./ PPL Gas Utilities 
al Corp. 
UE-072300, Puget Sound Energy 
UG-072301 
R-2008-2032689 Pennsylvania-American Water Co. -

Coatesville 
WR08010020 NJ American Water Co. 
UE-080416, Avista Corporation 
UG-080417 
473-08-3681, 35717 Oncor Electric Delivery Co. 
08-00039 Tennessee-American Water Co. 
08-WSEE-1041-RTS Westar Enerav, Inc. 



2009 Kentucky 36/ 
2009 Indiana 29/ 
2009 Indiana 29/ 
2009 MichiQan 33/ 
2009 Kentucky 36/ 
2009 New Jersey 1 / 
2009 District of Columbia 71 
2009 New Jersey 1/ 
2009 Kentucky 36/ 
2010 Kentucky 36/ 
2010 Kentucky 36/ 
2010 New Jersey 1 / 
2010 Hawaii 42/ 
2010 Hawaii 42/ 

2010 Hawaii 42/ 
2010 Lancaster 3/ 
2011 Kansas 40/ 
2011 Delaware 24/ 
2012 Kentucky 36/ 
2012 Kentucky 36/ 

2012 Massachusetts 67/ 
2012 District of Columbia 7 / 
2012 New Jersey 1 / 
2012 New Jersey 1 / 
2013 Michigan 33/ 
2013 New Jersey 1 / 
2013 Alberta 68/ 
2013 North Dakota 37 / 
2013 Massachusetts 67 / 
2013 Wyoming 69/ 
2013 New York 70/ 
2013 Maine 71/ 
2014 Alberta 68/ 
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2008-00409 East Kentucky Power Cooo. 
43501 Duke Enernv Indiana 
43526 Northern Indiana Public Service Co. 
U-15611 Consumers Enerav Company 
2009-00141 Columbia Gas of Kentucky 
GR00903015 Elizabethtown Gas Company 
FC 1076 Potomac Electric Power 
GR09050422 Public Service Gas & Electric Co. 
2009-00202 Duke Energy Kentucky Co. 
2009-00549 Louisville Gas and Electric Co. 
2009-00548 Kentucky Utilities Co. 
GR10010035 Southern New Jersey Gas Co. 
2009-0286 Maui Electric Co. 
2009-0321 Hawaii Electric Light Co. 

2010-0053 Hawaiian Electric Co. 
R-2010-2179103 Lancaster Water Fund 
11-KCPE-581-PRE Kansas City Power and Light Co. 
11-207 Artesian 
2012-00221 Kentucky Utilities Company 
2012-00222 Louisville Gas and Electric 

Company 
DPU 12-25 Bay State Gas Company 
FC 1093 Washington Gas Light Company 
WR11070460 New Jersey American Water 
ER11080469 Atlantic City Electric Company 
U-16769 Michigan Consolidated Gas 
ER12111052 Jersey Central Power & Light 
2322 A TCO Pipelines 
PU-12-813 Northern States Power 
D.P.U 13-07 New England Gas Company 
20000-427-EA-13 Rocky Mountain Power 
13-E-0030 Consolidated Edison 
2013-00168 Central Maine Power 
2739 Enmax Power Company 
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PARTICIPATION AS NEGOTIATOR IN FCC TELEPHONE DEPRECIATION 
RATE REPRESCRIPTION CONFERENCES 

COMPANY 

Diamond State Telephone Co. 24/ 
Bell Telephone of Pennsylvania 'g_/ 
Chesapeake & Potomac Telephone Co. - Md.§/ 
Southwestern Bell Telephone - Kansas 20/ 
Southern Bell - Florida (}/ 
Chesapeake & Potomac Telephone Co.-W.Va. '!,./ 
New Jersey Bell Telephone Co.11 
Southern Bell - South Carolina 22/ 
GTE-North - Pennsylvania 'g_/ 
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YEARS CLIENT 

1985 + 1988 
1986 + 1989 
1986 
1986 
1986 
1987 + 1990 
1985 + 1988 
1986 + 1989 + 1992 
1989 

Delaware Public Service Comm 
PA Consumer Advocate 
Maryland People's Counsel 
Kansas Corp. Commission 
Florida Consumer Advocate 
West VA Consumer Advocate 
New Jersey Rate Counsel 
S. Carolina Consumer Advocate 
PA Consumer Advocate 



Michael J. Majoros, Jr. 

Appendix B 
Page 8 of9 

PARTICIPATION IN PROCEEDINGS WHICH WERE 
SETTLED BEFORE TESTIMONY WAS SUBMITTED 

STATE 

Maryland§! 
Nevada .f.1/ 
New Jersey 11 
New Jersey 11 
New Jersey 11 
West Virginia f./ 
Nevada 21/ 
Pennsylvania ":JI 
West Virginia'l._/ 
West Virginia'l._/ 
New Jersey 11 
New Jersey 11 
New Jersey 11 
Maryland§! 
South Carolina 22/ 
South Carolina 22/ 
Kentucky 36/ 

Kentucky 36/ 

Kentucky 36/ 
New Jersey 1/ 
New Jersey 1/ 
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DOCKET NO. 

7878 
88-728 
WR90090950J 
WR900050497 J 
WR91091483 
91-1037-E 
92-7002 
R-00932873 
93-1165-E-D 
94-0013-E-D 
WR94030059 
WR95080346 
WR95050219 
8796 
1999-077-E 
1999-072-E 
2001-104 & 141 

2002-485 

2009-00202 
ER09080664 
ER09080668 

UTILITY 

Potomac Edison 
Southwest Gas 
New Jersey American Water 
Elizabethtown Water 
Garden State Water 
Appalachian Power Co. 
Central Telephone - Nevada 
Blue Mountain Water 
Potomac Edison 
Monongahela Power 
New Jersey American Water 
Elizabethtown Water 
Toms River Water Co. 
Potomac Electric Power Co. 
Carolina Power & Light Co. 
Carolina Power & Light Co. 
Kentucky Utilities, Louisville Gas 
and Electric 
Jackson Purchase Energy 
Corporation 
Duke Energy Kentucky 
Atlantic City Electric Co. 
Rockland Electric Co. 
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Clients 

1/ New Jersey Rate Counsel/Advocate 36/ Kentuckv Attornev General 
21 West Virginia Consumer Advocate 37/ North Dakota Public Service Commission 
31 Pennsylvania OCA 38/ Kansas Industrial Grouo 
41 Florida Office of Public Advocate 39/ Citv of Witchita 
51 Toms River Fire Commissioner's 401 Kansas Citizens' Utilitv Rate Board 
6/ Iowa Office of Consumer Advocate 41/ NIPSCO Industrial Grouo 
71 D.C. People's Counsel 421 Hawaii Division of Consumer Advocacv 
81 Maryland's People's Counsel 43/ Nevada Bureau of Consumer Protection 
91 Idaho Public Service Commission 44/ GCI 

10/ Western Burglar and Fire Alarm 451 Wisc. Citizens' Utilitv Rate Board 
11/ U.S. Dept. of Defense 46/ Vermont Deoartment of Public Service 
12/ N.M. State Corporation Comm. 471 Oklahoma Corooration Commission 
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My name is Michael J. Majoros, Jr. I am vice-president of Snavely King Majoros & 

O'Connor, Inc. ("Snavely King"), an economic consulting firm with offices at 1111 14th Street, 

N.W., Suite 300, Washington, D.C. 20005. Appendix A is a brief description of my 

qualifications and experience. It also contains a listing of my appearances before state and 

federal regulatory bodies. I am submitting these comments on behalf of the Citizens' Utility 

Ratepayer Board ("CURB"). 

II. SUBJECT OF COMMENTS 

These comments address public utility depreciation. I have reviewed the Kansas 

Corporation Commission's ("KCC or Commission") May 26, 2010 Order, Staff's June 30, 2008, 

motion to open a generic investigation, the accompanying staff report ("Staff Report") and the 

September 24, 2010 order. The Commission determined that it will examine the appropriate 

methods to use, or principles to follow, in accounting for depreciation, and directs interested 

parties to address three designated issues and any other issues they may identify. 

III. QUALIFICATIONS 

My firm specializes in public utility depreciation. Our clients have ranged from 

consumer organizations and utility commissions to large companies that purchase regulated 

utility services. We have appeared as expert witnesses on depreciation before the regulatory 

commissions of more than half of the states in the country. I have testified in well over 100 

proceedings on the subject of public utility depreciation. I have made several appearances in 

Kansas stretching back into the 1980s. I have also negotiated on behalf of clients in fifteen of 
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the Federal Communications Commission's ("FCC") triennial depreciation represcription 

conferences. 

IV. CURB'S OBJECTIVE 

CURB and I believe the KCC must design its depreciation policy to provide full capital 

recovery for each Kansas utility. Consequently, all recommendations discussed herein assume 

full capital recovery and, if adopted, none of these recommendations will prevent full capital 

recovery. However, we have also designed these recommendations to prevent artificial 

acceleration and over-recovery of capital. 

V. SUMMARY OF ISSUES 

This Affidavit addresses each of the Commission's designated issues and several other 

issues that warrant consideration. 

A. Treatment of Non-legal Asset Retirement Obligations, such as Net Salvage Costs, 

in Light of FERC Order 631 (designated issue.) 

B. Terminal Net Salvage in Decommissioning Generating Facilities (designated 

issue.) 

C. Criterion for Life Span depreciation (other issue.) 

D. Life expectancy of an A.~set and Use of Equal Life Group (designated issue.) 

E. Proper definition of service value (other issue.) 

F. Whole Life rather than remaining life depreciation (other issue.) 

G. Appropriate accounting for cost of replacements (other issue.) 

VI. UTILITY DEPRECIATION FUNDAMENTALS 

Given the complexity of the subject matter, CURB provides the following discussion of 

depreciation fundamentals to illustrate several important points regarding the issues. 
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Depreciation is a Noncash Expense That Provides Capital Recovery 
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Ratemaking depreciation expense is a ratable annual charge (reduction) to a utility's 

operating income to provide recovery of the cost of its investment (capital) in plant and 

equipment. Investors provide the initial investment to purchase plant and equipment and 

ratepayers return the investment through depreciation expense. Public utility depreciation 

expense provides a return of capital because it provides a positive cash flow stream into the 

utility from its ratepayers. 

Depreciation expense in contrast to a payroll expense, for example, does not involve a 

specific cash payment. Both depreciation and payroll are included as expenses in the income 

statement and cost of service, but no cash flows out of the public utility for depreciation expense. 

In other words, a public utility charges depreciation expense to its ratepayers and then retains the 

cash it collects. Instead of spending the cash, a utility records depreciation expense on its 

income statement as an expense and simultaneously records it on the balance sheet in the 

accumulated depreciation account. The utility retains or spends the cash as it sees fit. 

Depreciation Warrants Careful Consideration 

Depreciation is a substantial expense for public utilities because they are capital-

intensive. As a result, a utility's depreciation expense request warrants a commission's careful 

consideration because depreciation requires a substantial amount of judgment and arcane 

analysis. It requires consideration of several different procedures, methods, and techniques. 

Because it is in a utility's best interest to maximize additional cash flow whenever possible, 

experienced depreciation analysts should scrutinize the utility's depreciation request closely. 
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Several unique factors distinguish public utility depreciation rates from normal 

depreciation rates. Utilities own millions of individual assets that cost billions of dollars. Given 

this capital intensity, it is impossible to track and depreciate every single asset. As a result, 

public utilities utilize group depreciation, reflecting averages of asset service lives and remaining 

lives within specific groups. Group depreciation assumes full depreciation of retired assets, 

regardless of whether they are retired before or after the attainment of the estimated life.1 

Consequently, utilities charge the original cost of retired assets to accumulated depreciation as 

opposed to writing off the undepreciated balance in the retirement year. Utilities also charge the 

costs of removing or disposing of retired assets to the accumulated depreciation reserve as 

opposed to recognizing them as operating costs in the year incurred. Each of these factors affect 

the depreciation rates for a group of assets recorded in a regulated plant account, and each of 

these factors differ from non-regulated depreciation approaches. 

Regulatory Accounting 

Public utilities record their plant investment activity in the individual plant accounts set 

forth in the Federal Energy Regulatory Commission's ("FERC") Uniform System of Accounts 

("USoA"). Additions, retirements, and balances relate to individual accounts - Structures and 

Improvements (account 321), for example. Assume your personal checkbook starts with a 

$1,000 beginning balance. An annual addition is the original cost of plant added to the account 

during the year, similar to a deposit to the checkbook. An annual retirement is the original cost 

of a prior year's addition removed from service in the current year, similar to writing a check or 

making a withdrawal. If we assume a $200 addition and a $100 retirement, a $1,100 ending 

1 While parties commonly assume that public utility depreciation relates to tangible asset units such as a pole, in 
reality public utilities depreciate dollars rather than tangible assets. 
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balance remains in the checkbook. The ending plant balance becomes next year's beginning 

plant balance and the process repeats. 

Table 1 
Plant Account 

Beginning balance 
Plus addition (deposit) 
Minus retirement (withdrawal) 

Ending balance 

Annual Depreciation Expense 

$1,000 
200 
(100) 

$1,100 

Public utility depreciation expense is straight-line over the service life, which means 

assigning an equal share of the original cost to annual depreciation expense for each year over 

the service life. A service life is the period of time during which depreciable plant [and 

equipment] is in service.2 Assume an estimated ten-year service for transmission poles. Table 2 

illustrates a straight-line whole-life depreciation rate, assuming a ten-year average service life 

and zero ("0")% net salvage. 

Table 2 
Straight-line whole-life rate 

Assuming 10-year life and 0% net salvage 

100%- (0%) = 10-0% 
10 yrs. 

A public utility calculates annual depreciation expense by multiplying its plant balance by the 

10% depreciation rate. The cost of service includes the resulting depreciation expense (also 

called accrual), just as it includes any other expense. 

2 Public Utility Depreciation Practices, August, 1996. National Association of Regulatory Utility Commissioners 
(''NARUC Manual"), . 32 l. 
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Net Salvage 

Table3 
Annual Deureciation Expense at a 10% Rate 

Plant balance (fable 1) 
Times depreciation rate (Table 2) 
Equals depreciation expense 

$1,100 
x10% 
$110 
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Sometimes utilities physically remove retired plant and equipment and resell it for value. 

For example, if a utility reduces a retired transmission pole to wood chips and sells the chips, the 

value received for the wood chips would constitute "gross salvage."3 The expenses incurred in 

removing the pole from the ground and running it through a chipper would constitute the "cost of 

removal. "4 Net salvage is the difference between gross salvage and cost of removal. 5 

One of the KCC's designated issues in this proceeding is negative net salvage. The term 

"negative net salvage" merely indicates that the cost of removal exceeds the asset's gross salvage 

or, in other words, it cost more to remove the asset from service than the asset was worth when 

resold or reused. For the remainder of this Affidavit, the terms negative net salvage and cost of 

removal are synonymous. 

Negative Net Salvage Increases A Depreciation Rate 

Assume the utility initially estimates that in ten years, the cost to remove and chip a pole 

will far exceed the value of the wood chips. It estimates that the net cost of removal will be 50 

% of the original pole cost. The initial depreciation rate with a negative 50% net salvage rate 

would be 15.0% as shown in Table 4: 

3 In more technical terrnS, gross salvage is the amount recorded due to the sale, reimbursement, or reuse of retired 
property. NARUC Manual, p. 320. 

Cost of removal is the cost incurred in connection with the retirement from service and the disposition of 
depreciable plant. NARUC Manual, p. 317. 
5 Net salvage is the gross salvage for the property retired less its cost of removal. NARUC Manual, P· 322. 
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Table 4 
Straight-Line Whole-Life Rate 

Assuming 10-Year Life and -50% Net Salvage 

100%- (-50%) 
1.0 = 15. 09!. yrs, 

Negative net salvage increases the resulting whole-life depreciation rate from 10.0% to 

15.0% because the equation adds 50% to the original cost of transmission poles. Instead of 

100% (which represents the original cost of assets), the numerator becomes 150% (100% - (-

50%) = 150.0% ). The total life time depreciation expense is 150% of its original cost rather than 

100% of its original cost. 

Accumulated Depreciation Account ("Reserve") 

Accumulated depreciation (sometimes called reserve) is a record of the previously-

recorded depreciation expense less retirements and net salvage. At any point in time, the 

accumulated depreciation account represents the net accumulated amount of the original cost of 

assets and net salvage that a utility has recovered through regulated depreciation rates. It is a 

measure of the depreciation recovered from ratepayers. 

Table 5 
Accumulated Depreciation 

Beginning balance $500 
Plus depreciation expense 110 
Ending balance $610 

The Remaining Life Technique 

The remaining life technique is similar to the whole-life technique, but it incorporates 

accumulated depreciation into the numerator of the equation, and the denominator becomes the 

remaining service life rather than the complete service life. "If transmission poles" had a ten 

year life and the account is now three years old; it has a seven-year remaining life. 
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Table 6 
Remaining Life Assuming Poles are 3-Years Old 

Life 
Less age 
Equals remaining life 

10 
(3) 

7 

years 
years 
years 
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At the 15% rate from Table 4, the accumulated depreciation account should be 45.0% of 

its original cost after three years (3 x 15.0% = 45.0%).6 The remaining life rate would still be 

15.0%: 

Theoretical Reserves 

Table 7 
Straight-line remaining life rate 

Assuming 10-year life, 7-year remaining life 
And -50% net salvage 

100% - (-50%}- 45.0% 
7 yrs. 

15. 0% 

The 15.0% remaining life depreciation rate and the original 15.0% whole-life 

depreciation rate are the same because I have assumed that the accumulated depreciation account 

is in balance. The utility has collected 45%, which is the correct amount assuming a 

continuation of the initial assumptions. The 45% book reserve and the 45% "theoretical" reserve 

are the same - they are in balance. 

If either the ten-year service life or negative 50% net salvage estimates were to change, 

the accumulated depreciation account will be out-of-balance because the utility will have 

collected either too much or not enough depreciation given the revised estimates. The book 

reserve will be either higher or lower than the theoretical reserve, and in those circumstances the 

6 The result of the calculation I just described is a simplified version of the "theoretical reserve" because it reflects 
\vhat should be in the book reserve based on current parameter estimates. 
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remaining life rate will be either higher or lower than the whole-life rate, depending on the 

direction of the imbalance. 

Understated Service Lives Produce Overstated Depreciation Rates 

It is axiomatic that the shorter the life, the higher the depreciation rate. For example, an 

item with a 30-year life requires a 3.3 percent depreciation rate. If a utility uses a ten year life 

instead of 30 years, the depreciation rate will be 10% rather than 3.33%. The understated ten-

year life produces an overstated 10 % depreciation rate. 

Table 8 
Impact of understated life estimate 

Correct - 30-year life= 100%/30 = 3.3% 

Incorrect· 10-year life = 100%/10 = 10.0% 

Excessive Negative Net Salvage Estimates Produce Overstated Depreciation Rates 

Overstated negative net salvage ratios also produce overstated depreciation rates. 

Assume that the original negative 50% estimate should have been negative 5% instead. The next 

table shows the impact of an excessive cost of removal ratio: 

Table 9 
Impact of increasing cost of removal ratio from -5% to ·50% 

Correct -10-year life, -5% NS =100%·(-5%)/10 = 10.5% 

Incorrect - 10-year life, -5% NS =100%-(-50%)/10 = 15.0% 

The excessive negative 50% cost of removal ratio increased the depreciation rate from 10.5% to 

15.0%. 
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Excessive Depreciation Reserve 
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A combination of understated lives and overstated cost of removal ratios compounds the 

excessive depreciation rates. For example, the initial depreciation rate with the correct estimates 

(30-year life and negative 5% net salvage) should have been 3.5% rather than 15%. 

Table 10 
Correct Depreciation Rate 

100%-(-5%)/30 = 3.5% 

At age three, the accumulated depreciation should be 10.5% (3 x 3.5% = 10.5%), but the 

incorrect ten-year life and negative 50% net salvage resulted in a 45.0% accumulated 

depreciation balance containing a 34.5% reserve excess (45.0% - 10.5% = 34.5% reserve 

excess.) 

Table 11 
Depreciation Reserve Excess 

Book Reserve 45.0% 

Theoretical Reserve 10.5% 

Reserve Excess 34.5% 

U.S. Supreme Court's Interpretation of Excessive Depreciation 

Overstated depreciation rates produce more depreciation expense than necessary to return 

a company's capital investment over its service life. Excessive depreciation rates result in 

excessive depreciation reserves. Since depreciation expense flows dollar-for-dollar into cost of 

service, excessive depreciation expense results in excessive charges to ratepayers. 

The U.S. Supreme Court explained excessive depreciation in a landmark 1934 decision, 

Lindheimer v. Illinois Bell Telephone Company: 

If the predictions of service life were entirely accurate and 
retirements were made when and as these predictions were 
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precisely fulfilled, the depreciation reserve would represent the 
consumption of capital, on a cost basis, according to the method 
which spreads that loss over the respective service periods. But 
if the amounts charged to operating expenses and credited to the 
account for depreciation reserve are excessive, to that extent 
subscribers for the telephone service are required to provide, in 
effect, capital contributions, not to make good losses incurred 
by the utility in the service rendered and thus to keep its 
investment unimpaired, but to secure additional plant and 
equipment upon which the utility expects a return. 

Confiscation being the issue, the company has the burden of 
making a convincing showing that the amounts it has charged to 
operating expenses for depreciation have not been excessive. 
That burden is not sustained by proof that its general accounting 
system has been correct. The calculations are mathematical, but 
the predictions underlying them are essentially matters of 
opinion. They proceed from studies of the behavior of large 
groups of items. These studies are beset with a host of 
perplexing problems. Their determination involves the 
examination of many variable elements and opportunities for 
excessive allowances, even under a correct system of 
accounting, [are] always present. The necessity of checking the 
results is not questioned. The predictions must meet the 
controlling test of experience.7 
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Thus, as far back as 1934, the U.S. Supreme Court recognized that excessive depreciation 

rates extract capital contributions from ratepayers. Where confiscation is the issue, the company 

has the burden of proving that the amounts it has charged for depreciation have not been 

excessive. 

VII. DISCUSSION OF SPECIFIC ISSUES 

Issue A. Treatment of Non-legal Asset Retirement Obligations, such as Net Salvage Costs, 
in Light of FERC Order 631 (designated issue.) 

Background of FERC Order 631 

1 Lindheimer v. Illinois Bell Tel. Co., 292 U.S. 151, 168-170 (1934) (emphasis added; citation omitted). 
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In 1994, as a result of a request by the Edison Electric Institute, the Financial Accounting 

Standards Board ("FASB") issued an Exposure Draft that eventually led to its June 2001 

Statement of Financial Accounting Standards No. 143 - Accounting for Asset Retirement 

Obligations ("SFAS No. 143"). FERC established Docket No.RM02-7-000 as a result of SFAS 

No. 143. The FERC proceeding included a Technical Conference, Comments, a Notice of 

Proposed Rulemaking ("NOPR"), Additional Comments and ultimately, Order No. 631, on April 

9, 2003. Order No. 631 essentially adopted SFAS No. 143, with one major difference, and then 

integrated it into the USoA. 

Order No. 631 obligates electric utilities to review their long-lived assets to determine if 

they have any Asset Retirement Obligations ("ARO"). AROs are legal obligations to remove or 

dismantle plant upon its retirement. For example, decommissioning obligations under federal 

law relating to nuclear power plants are "legal AROs." Utilities must capitalize the present value 

of any asset retirement costs ("ARC") relating to these legal AROs as a component of the asset's 

total original cost. 

FERC Order No. 631 defines ARCs for which there is no legal ARO, as "non-legal 

retirement obligations (i.e. 'non-legal AROs')." Non-legal AROs and negative net salvage are 

the same thing. In other words, non-legal AROs increase depreciation rates for the same reason 

that negative net salvage increases depreciation rates. 

Accounting Aspects of FERC Order 631 

Paragraph B.73 of SFAS No. 143 is where GAAP and Order No. 631 diverge. SFAS No. 

143 requires utilities that have collected net salvage relating to non-legal AROs to take them out 

of accumulated depreciation and report them as regulatory liabilities. FERC Order No. 631 

allows utilities to collect and retain recoveries of non-legal AROs in their accumulated 
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depreciation accounts. The policy question for the Kansas Commission is whether to follow 

GAAP and require regulatory liability treatment or continue to allow utilities to include the non-

legal ARO recoveries in accumulated depreciation. 

FERC explains its new requirements for non-legal AROs, as follows: 

Instead, [of requiring utilities to charge non-legal AROs to 
expense when incurred] we will require jurisdictional entities to 
maintain separate subsidiary records for cost of removal for 
non-legal retirement obligations that are included as specific 
identifiable allowances recorded in accumulated depreciation in 
order to separately identify such information to facilitate 
external reporting and for regulatory analysis, and rate setting 
purposes. Therefore, the Commission is amending the 
instructions of accounts 108 and 110 in Parts 101, 201 and 
account 31, Accrued depreciation - Carrier property, in Part 352 
to require jurisdictional entities to maintain separate subsidiary 
records for the purpose of identifying the amount of specific 
allowances collected in rates for non-le~al retirement 
obligations included in the depreciation accruals. 

Jurisdictional entitles must identify and quantify in separate 
subsidiary records the amounts, if any, of previous and current 
accumulated removal costs for other than legal retirement 
obligations recorded as part of the depreciation accrual in 
accounts 108 and 110 for public utilities and licensees, account 
108 for natural gas companies, and account 31 for oil pipeline 
companies. If jurisdictional entities do not have the required 
records to separately identify such prior accruals for specific 
identifiable allowances collected in rates for non-legal asset 
retirement obligations recorded in accumulated depreciation, the 
Commission will require that the jurisdictional entities 
separately identify and quantify prospectively the amount of 
current accruals for specific allowances collected in rates for 
non-legal retirement obligations.9 

FERC's Order 631 does not require anything new or more with respect to its requirement for 

detailed depreciation studies. FERC states: 

8 FERC Docket No. RM02-7-000, Order No. 631, April 9, 2003, para. 38 (emphasis added). 
9 Id., para. 39 (emphasis added). 
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Finally this rule requires nothing new and nothing more with 
respect to the requirement for a detailed study. Complex 
depreciation and negative salvage studies are routinely filed or 
otherwise made available for review in rate proceedings. When 
utilities perform depreciation studies, a certain amount of detail 
is expected. It is incumbent upon the utility to provide 
sufficient detail to support defsreciation rates, cost of removal, 
and salvage estimates in rates. 5

• 
10 

And footnote 45 states: 

When an electric utility files for a change in its jurisdictional 
rates, the Commission requires detailed studies in support of 
changes in annual depreciation rates if they are different from 
those supporting the utility's prior approved jurisdictional rate.11 
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FERC declines to make policy judgment calls regarding the appropriate treatment of the 

disposition of prior and future collections contained in these separate allowances. FERC decided 

to resolve the appropriate treatment of the dispositions of prior and future collections on a case-

by-case basis. Specifically, FERC states: 

The Commission will decline to make policy calls concerning 
regulatory certainty for disposition of transition costs, external 
funds for amounts collected in rates for asset retirement 
obligations, adjustments to book depreciation rates, and the 
exclusion of accumulated depreciation and accretion for asset 
retirement obligations from rate base; these are matters that are 
not subject to a one size fits all approach and are better resolved 
on a case-by-case basis in rate proceedings. The Commission is 
of the view that utilities will have the opportunity to seek 
recovery of qualified costs for asset retirement obligations in 
individual rate proceedings. This rule should not be construed as 
pregranted authority for rate recovery in a rate proceeding.12 

CURB and I are concerned that the value of any cost of removal regulatory liability may be lost 

to ratepayers. When fully regulated, the telecom industry collected substantial amounts of non-

10 Id., para 65 (emphasis added). 
11 Id., Footnote 45. 

12 Id., para. 64 (emphasis added). 
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legal AR Os. Once deregulated, instead of recording those excess collections as regulatory 

liabilities to ratepayers, the telecom industry recorded one-time gains in massive amounts. For 

example, Southern Bell Company's ("SBC") 2002 Securities and Exchange Commission Form 

10-K stated: 

Therefore, in connection with the adoption of SFAS 143 on January 1, 
2003, we will reverse existing accrued costs of removal to the extent 
that it exceeds the estimated salvage value for those plant accounts. 
The noncash gain resulting from adoption will be recorded as a 
cumulative effect of accounting change on the income statements as of 
January 1, 2003. We currently estimate that the noncash gain will be 
approximately [$4 billion to $6 billion], before deferred income taxes. 

Beginning in 2003, for those plant accounts where our estimated cost 
of removal previously exceeded the estimated salvage value, we will 
now expense costs of removal only as we incur them (previously those 
costs had been recorded in depreciation rates.) 13 

SBC, and all of the other Regional Bell Operating Companies ("RBOCs"), recorded noncash 

gains because they had already collected the cash from their ratepayers in the past. Once 

deregulated, they took those collections into income rather than retain them in accumulated 

depreciation. And, at the same time, they reduced their depreciation rates. The RBOCs won 

(and the ratepayers lost) billions of dollars as a result of negative net salvage ratios bundled in 

excessive depreciation rates. 

International Financial Reporting Standards Place the Regulatory Liability at Risk 

The Securities and Exchange Commission ("SEC") is moving towards International 

Financial Reporting Standards ("IFRS") in place of GAAP. The impending move from GAAP 

to IFRS puts the regulatory liability at great risk. As demonstrated above, any time a price-

13 SBC December 31, 2002 Form 10-K, available at: 
tt•rrP:ijWWW.SEC.GOVIARCHIVESIEDGAR/DATN732717/00Q()73 ">717010D021 O/EXHIBIT1 3.HTM' last checked June 30, 

2010. 
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regulated company moves away from rate base regulation, its regulatory liabilities are at risk. 

Attachment 1 contains two recent articles from the Public Utilities Fortnightly. 14 In a November 

2008 article, John Ferguson proposed that when public utilities move to the new IFRS 

accounting standards, they should transfer the regulatory liabilities to their equity accounts. In a 

June 2009 article, Scott Hartman from the accounting firm of Ernst & Young makes the same 

argument. As originally contemplated, the initial adoption of IFRS would have sanctioned this 

treatment, i.e. transferred the entire regulatory liability into the utilities' equity accounts. Just as 

with the telephone industry, the utilities' obligation to ratepayers will flow to their bottom lines 

and never returned to ratepayers, even if the utilities do not incur one penny of future cost of 

removal. 

On July 23, 2009, the International Accounting Standards Board ("IASB") published for 

public comment an "Exposure Draft on Rate-Regulated Activities." This Exposure Draft would 

require utilities to report legal and non-legal ARO liabilities "at the expected present value of the 

cash flows to be recovered or refunded as a result of regulation, both on initial recognition and at 

the end of each subsequent reporting period"15 and to take into income all amounts collected 

above those present values. Since these non-legal AROs are associated with long-lived assets, a 

reduction to net present value would cause almost all of the excess above the present value to 

flow into income. Once a utility takes that money into income, there may no longer be any 

remedy for ratepayers. The utility will consider any regulatory attempt in the future to recover 

" See John Ferguson, "Fixing Depreciation Accounting", Public Utility Fortnightly, October 2008, pp. 16-20, 
provided as Exhibit No. MSR-23. See also, Scott Hartman, "Ready for IFRS?", Public Utility Fortnightly, 
January 2009, pp. 10-16, provided as Exhibit No. MSR-24. 

15 IASB July 2009 Exposure Draft- Rate-regulated Activities, p. 9. 
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the money, whether through depreciation or otherwise, as a "taking" of property or "confiscation 

of capital." 

On April 16, 2009 the FERC's Chief Accountant, Scott P. Molony, sent a Jetter to the 

Secretary of the Securities and Exchange Commission ("SEC") regarding the switch to IFRS. 

Attachment 2 is a copy of the letter. Mr. Molony stated that: 

Most of the entities under FERC's jurisdiction file financial 
information with FERC prepared in accordance with U.S. 
Generally Accepted Accounting Principles (GAAP) with certain 
departures to recognize the economic effects of regulation. 
Therefore, the SEC's proposal regarding the adoption of 
International Financial Reporting Standards (IFRS) will have a 
significant impact on energy companies regulated by this 
agency. 

Mr. Melony's letter also discusses SFAS No. 71, which is the current GAAP standard 

addressing regulatory assets and liabilities. Mr. Molony urged the IASB to adopt for IFRS an 

accounting standard similar to SPAS No. 71. Mr. Molony discusses the types of differences that 

lead to regulatory assets and liabilities and states, "Such differences have not typical! y resulted in 

conflicts between FERC and SEC reporting in the past in part because of the existence of SPAS 

No. 71 ... " 

The problem is that conflicts do exist between FERC and SEC reporting requirements. 

SFAS No. 143 is GAAP, and it requires that entities under FERC's jurisdiction report non-legal 

AROs as regulatory liabilities. The SEC has also specifically recognized this requirement and 

requires such reporting in annual Forms lOK and other reports to the SEC. The magnitude of the 

accumulated regulatory liability clearly reflects the conflict between FERC and SEC reporting. 

FERC specifically created the conflict in its Docket No. RM02-7-000. In that proceeding, 

FERC staff initially intended to require that entities under FERC'sjurisdiction follow the GAAP 

Snavely King Majoros & O'Connor, Inc. Page 20 



Exhibit_(MJM-1) 
Page 21 of74 

reporting for non-legal AR Os. However, as a result of industry input, the Commission did not 

require utilities subject to its jurisdiction to report the regulatory liabilities. 

Instead, FERC left these amounts in accumulated depreciation, thus creating a major 

accounting conflict. As explained in the fundamentals section above, utilities consider 

accumulated depreciation to represent capital recovery from ratepayers. In short, utilities 

consider accumulated depreciation as "their" money. It is their money to the extent it represents 

a return of their actual investment in plant and equipment. But the unspent portion of prior 

depreciation collections for future cost of removal is not their money, it is ratepayer money; and 

it is a lot of money. That is why utilities resist recognition of the regulatory liability. 

The Public Utilities Fortnightly issued a survey titled "The 40 Best Energy 

Companies."16 In Attachment 3, I used the same 40 energy companies to determine the extent of 

the SFAS No. 143 cost of removal regulatory liability problem. As of December 31, 2007, the 

total amount of the regulatory liabilities was $18.4 billion. The Total had increased to $19.2 

billion at the end of 2008 and to $19.5 billion in 2009. This is significant because these 40 

energy companies view this $19.5 billion as a potential windfall that they can later transfer into 

their equity accounts if reporting requirements are relaxed. That is why it is so important for 

regulators to protect the money as regulatory liabilities on behalf of ratepayers. Otherwise, these 

companies will transfer the money to net income, and ratepayers will lose it forever. 

If a utility reclassifies the cost of removal reserve from Account 208 - Accumulated 

Depreciation to Account 254 - Other Regulatory Liabilities, ratepayers will receive the benefit of 

their prior contributions in the form of a slower-growing rate base, because the allocated cost of 

removal will reduce the cost of removal reserve (increase rate base) dollar-for-dollar. The 

16 Public Utilities Fortnightly, September 2009, page 37. 
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reclassification will not affect rate base because the regulatory liability will continue to be a rate 

base deduction. 

Concomitant with the utilities' reclassification of the cost of removal component of 

accumulated depreciation to the regulatory liability account, the Commission should evaluate 

several options to provide transparency and to ensure that utilities use the funds they collect for 

cost of removal for this intended purpose. The options include: the creation of an independent, 

external trust fund; surety bond; insurance policy; letter of credit; guarantee; or some other 

method.17 Other options the Commission should consider include directly returning the funds to 

ratepayers or reducing their rate burden by using the funds as a rate base offset for specific 

incremental projects such as Smart Grid or environmental projects with the use of contributions-

in aid-of-construction. 

The FASB and the FERC recognize that non-legal cost of removal allowances must be 

segregated and unbundled from depreciation rates. Regardless of how the level of the allowance, 

if any, is determined, it most certainly must be separated from, rather than bundled and included 

in, depreciation expense. This change is necessary to comply with FASB principles and FERC 

regulations and to protect ratepayer-contributed funds for current and future ratepayers. 

Depreciation Rate Aspects of FERC Order 631 

Again, the KCC is faced with key policy questions: should it allow utilities to recover 

Non-legal AROs in depreciation rates, and if so should it require the utilities to measure the Non-

legal AROs at their present or inflated values? If the KCC does not allow utilities to recover 

Non-legal AROs in depreciation rates, how will utilities recover the costs? 

17 Order No. 631-Aat P 13, Docket No. RMOZ-7-000 (2003). 
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The KCC should not allow utilities to recover non-legal AROs in depreciation rates. If a 

utility incurs these costs in connection with a retirement of an asset that it does not replace, the 

utility should record the costs as operating and maintenance expenses in the year incurred. That 

is how GAAP, the SEC and the IRS treat such costs. If a utility incurs such costs in conjunction 

with a replacement of an asset, the utility can also capitalize the cost as a component of the new 

replacement asset in conformance with Instruction 10 to the USoA. 

If the KCC decides to allow utilities to recover Non-legal AROs in depreciation rates, it 

should require utilities to measure the estimated amounts at their net present values at the time of 

the depreciation study, because utilities are required to keep their accounts on an accrual basis.18 

Accrual accounting matches revenues to the period earned, and it matches expenses to the 

periods when the expenses are incurred. Many utilities measure non-legal AROs at their future 

inflated values. This approach front loads future inflation expense to current ratepayers before 

the utility actually incurs the cost. It results in a huge intergenerational inequity which is 

quantified in the massive regulatory liabilities discussed above. This is an amount charged to 

past and current ratepayers for cost which has not been incurred. Accrual accounting and 

intergenerational equity require the matching of costs to the periods incurred. 

A present value approach avoids this mismatch and is consistent with accrual accounting. 

A present value approach matches future inflation expense to the future periods incurred. Table 

12 compares the pattern of matching future inflation to the years incurred (represented by the 

dotted line) versus the front-loading approach (represented by the solid line.) The graph 

demonstrates that the front loading overcharge, caused by the accounting mismatch of future 

inflation to the periods incurred, comes at the expense of current ratepayers. 

18 
USoA General Instruction 11. 
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Issue B. Terminal Net Salvage in Decommissioning Generating Facilities (designated 
issue.) 

There are two basic life study approaches: the life span approach and the actuarial/semi-

actuarial approach. The life span approach assumes that all plant within a property group will 

retire concurrently a specific number of years after the initial placement. Although there may be 

interim additions and retirements, the approach assumes all remaining plant is subject to a co-

terminus "final retirement." 

Rightly or wrongly, utilities typically use the life span method for large structure 

accounts and units - a complete power plant for example. I say rightly or wrongly because, as I 
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will discuss later, the NARUC Depreciation Practices Manual identified strict requirements for 

the life span method. Many utilities do not meet those requirements. 

Nevertheless, the life span method is used, and the Commission designated "Terminal 

Net Salvage in Decommissioning Studies" as an issue. The terminal net salvage concept 

presupposes the use of the life span method. A coal plant decommissioning cost estimate is the 

same as a nuclear plant decommissioning estimate, except that different types of 

decommissioning activities and costs are involved and there are very stringent rules and laws 

relating to nuclear decommissioning. Generally, there are no specific rules and laws relating to 

decommissioning a coal plant. 

Jn fact, a utility has a legal ARO for a nuclear plant and, if anything, a non-legal ARO for 

a coal plant. Many utilities complicate the issue by attempting to inflate their non-legal 

decommissioning cost estimates and then use the inflated amount to calculate depreciation rates. 

This front-loads recovery of those costs to current ratepayers and creates an intergenerational 

inequity. Table 12 demonstrates this front-loading. 

The appropriate treatment for legal AROs is to estimate the future cost, recognizing 

future inflation, but reduce that amount to its present value to calculate an annual charge. Many 

utilities want to treat coal plants as if they had legal AR Os, but then on! y use the inflated cost 

rather than the present cost to calculate depreciation rates. In fact, in KCC Docket 05-WSEE-

981-RTS, Westar filed a depreciation study seeking to include inflated terminal net salvage 

estimates for decommissioning its generating facilities depreciation rates. The issue was 

reviewed by the Kansas Court of Appeals. 19 

The Court found that in order to include terminal net salvage in depreciation rates 

19 Kansas Industrial Consumers Group, Inc. v. Kansas Corporation Comm'n, 36 Kan App 2d 83. 
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charged to ratepayers "there must be some evidence that the utility has a reasonable and detailed 

plan to actually dismantle a generating facility upon retirement."20 The Court also rejected the 

inclusion of future inflation in such estimates, citing the fact that such a practice would represent 

"a departure from prior policy without an explanation by the Commission for doing so" and ... " 

and "there was no evidence before the Commission to support the adoption of the inflation 

adjustment in calculating depreciation costs."21 The Court said, "Determining an appropriate 

depreciation expense is a complex issue in any rate case and inherently involves 'speculation' to 

the degree it requires projection of future events. However, the need to project future events is 

not license for the Commission to engage in unchecked speculation. The effect of the 

Commission's order turns on its head the general principle that changes in rates due to future or 

non-test year events be, at least to some degree, known and measurable."22 On remand, the 

commission approved depreciation rates for Westar that had all terminal net salvage removed.23 

If the KCC approves the life span method for a particular utility and the utility also seeks 

recovery of terminal decommissioning costs, the KCC should require the utility to establish a 

legal ARO under the principle of promissory estoppel, and then follow USoA rules for legal 

AROs. The utility must promise to the Commission, its ratepayers and the world in an open 

forum that it will dismantle its production plans when they are retired, thus creating a legal 

obligation to incur those costs. In no case, however, should the KCC allow a utility to use an 

inflated decommissioning estimate without reducing it to its present value, because that would be 

20 Id., at 109. 

21 Id., at 109-10. 

22 Id., at 110. 

23 Order, July 31, 2007, KCC Docket No. 05-WSEE-981-RTS, at 3-4. 
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inconsistent with accrual accounting and produce a mismatch of inflation expense to the periods 

incurred. This would penalize current ratepayers as discussed above. 

Issue C. Criterion for Life Span Depreciation 

The NARUC Manual states: "For life span groups there may be interim additions and 

retirements; however, all plant will be subject to a final retirement year.24 Appropriate estimates 

must be made for such interim retirements; however, interim additions are not considered in the 

depreciation base or rate until they occur."25 The Manual goes on to state: 

As indicated in the above discussion, the final retirement date is 
the most important factor in the determination of a depreciation 
rate for life span properties. Therefore, an informed estimate of 
the final retirement date is essential to ensure adequate 
recognition of depreciation over the life of the property. 
Several factors are considered in selecting retirement dates, e.g., 
economic studies, retirement plans, forecasts, technological 
obsolescence, adequacy of capacity and competitive pressure. 

Retirement plans for utility properties are supported by various 
kinds of studies, including economic analyses. It is critical that 
vital information be considered; otherwise the study is 
analogous to a building which is structurally well built from the 
ground up but lacking in a sound and proper foundation. 
Retirement decisions should be based on sound engineering and 
economic principles and practices so that management may be 
confident that the planned retirement of existing plant and 
approval of new investment are the most economical actions.26 

Therefore, the KCC should require any utility proposing to use the life span method to 

calculate depreciation rates to meet the criteria for its use as described in the 1996 NARUC 

Depreciation Practices Manual. 

24 
NARUC Manual, page 141. 

25 Id., page 142. 

26 Id., page 146. 
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Issue D. Life expectancy of an Asset and Use of Equal Life Group (designated issue.) 

The equal life group procedure ("ELG") is a weighting technique applied to surviving 

vintage plant balances to calculate an account's average life and average remaining life. Kansas 

utilities have not used ELG in the past. CURB recommends that the KCC retain the existing 

average life group ("ALG") procedure, but if the KCC approves ELG, it should only be used on 

a going-forward basis. 

Most if not all of the utilities in Kansas use the average life group procedure ("ALG"), 

also called the average service life ("ASL") procedure, as opposed to the ELG procedure to 

calcula.te depreciation rates. To understand the issue, I will explain a few group life concepts. A 

"vintage" is the total of the additions to a depreciable account in a single year. For example, 

everything added to the Poles account in 2009 is the 2009 vintage. Actuarial and semi-actuarial 

life studies typically start with "vintage" activity. 

Actuarial analysis 

The retirement rate method is an actuarial technique used to study plant lives, much like 

the actuarial techniques used in the insurance industry to study human lives. It requires a record 

of the dates of placement (birth) and retirement (death) for each asset unit studied. It is the most 

sophisticated of the statistical life analysis methods because it relies on the most refined level of 

data. Aged retirements and exposures data from a company's records are used to construct an 

observed life table ("OLT"). Importantly, the OLT represents the life of a single average 

vintage. The analysis smoothes and extends the OLT by fitting a family of 31 standardized 

survivor curves ("Iowa Curves"). The approach uses the least squared differences approach to 

find a best fit life for each curve. Numerous interactive calculations are required for a retirement 

rate analysis. In the end, the analysis produces a life and Iowa curve best fit for a single average 
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An Iowa curve is a surrogate or standardized OLT based on a specific pattern of 

retirements around an average service life. The Iowa curves were devised over 60 years ago at 

Iowa State University. The curves provide a set of standard patterns of retirement dispersion. 

Retirement dispersion merely recognizes that accounts are comprised of individual assets or units 

having different lives. Retirement dispersion is the scattering of retirements by age for the 

individual assets around the average service life for the entire group assets. If one thinks in 

terms of a "bell shaped" curve, dispersion represents the scattering of events around the average. 

There are left-skewed, symmetrical and right-skewed curves known, respectively, a.s the 

"L curves," "S curves" and "R curves."27 A number identifies the range of dispersion. A low 

number represents a wide pattern and high number a narrow pattern. The combination of one 

letter and one number defines a dispersion pattern. The combination of an average service life 

with an Iowa curve provides a survivor curve depicting how a group of assets will survive, or 

conversely be retired, over the average service life. 

The following table contains a 5SO and lOSO life and curve. I have included these two 

combinations to demonstrate different iterations with the same curve. The percent surviving 

represents the amount surviving at each age interval shown in the first column. The 5SO life and 

curve sums to the five-year average service life, while the lOSO life and curve sums to a ten-year 

average service life. 

27 There is also a set of Origin Modal ("O") curves which are essentially negative exponential curves. 
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Table 13 

Survivor Curves 

SSOCURVE 

PERCENT SURVIVING 
0.99 
0.92 
0.83 

0.70 
0.57 
0.43 
0.30 
0.17 
0.08 
0.01 

5.00 

lOSOCURVE 

PERCENT SURVIVING 
1.00 
0.98 

0.94 
0.90 
0.85 

0.80 
0.74 
0.67 
0.60 

0.53 
0.47 

0.40 
0.33 

0.26 
0.20 
0.15 
0.10 
0.06 

0.02 
0.00 

10.00 
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These are called "curves" because when plotted on charts with the x-axis representing 

"age" and the y-axis representing "percent surviving" they appear as shown below: 

Table 14 

Example o1 Same Curve With Different Lives 
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Average Life Group Procedure 

The ALG procedure develops a single average depreciation rate applied without change 

over the entire life of an average vintage. For example, assume the average service life for an 

average vintage of Poles is thirty years. The ALG depreciation rate is 3.33 percent (1/30) 

designed to recover the entire vintage, i.e., those retired prior to the attainment of the thirty-year 

average service life, as well as those in service beyond the thirty-year average service life. ALG 

assumes that that over-recovery of assets retired beyond the average service life of the vintage 

will offset under-recovery of assets retired before the average service life of the vintage. 

Equal Life Group Procedure 

The ELG procedure is a more precise application of the same life and retirement pattern 

assumed in the ALG procedure. The ELG procedure statistically disaggregates the anticipated 

retirements within the average vintage, and then establishes a separate individual depreciation 
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rate for each of the assets within the average vintage. The practical effect of this disaggregation 

is higher depreciation rates. Jn my opinion, ELG is more susceptible to error than ALG. First, 

ELG requires annual depreciation rate changes, whereas ALG does not. Furthermore, ELG is 

more susceptible to errors resulting from forecasting inaccuracies because of its greater 

precision. 

Pros and Cons of ELG and ALG 

From a theoretical standpoint, ELG has the benefit of producing a more precise cost 

allocation, assuming perfect foresight. ELG requires annual depreciation rate changes and 

produces a precise (but wrong) answer as a result of forecasting inaccuracies. On the other hand, 

ALG has the benefit of a constant depreciation rate, and also in my opinion, a higher probability 

of producing a correct overall result notwithstanding forecasting inaccuracies. There is no 

downside risk to the use of ALG, whereas ELG presents significant downside risk because it 

compounds the effect of an incorrect life and dispersion pattern. Given that the effect of ELG is 

higher depreciation rates, all of the downside risk is borne by ratepayers. 

USoA Does Not Require ELG and it is Not Necessary 

The USoA does not mention ELG; and ELG is not required to provide full capital 

recovery. Both ALG and ELG assume full capital recovery. This Commission must decide, 

therefore, whether the benefits of ELG are sufficient to adopt its use. From a theoretical 

standpoint, ELG has some merit, but so does ALG. From a practical standpoint, ELG will 

produce a significant depreciation expense increase, merely from the adoption and retroactive 

application of an unnecessary procedure change. 

ELG Should Only be Initiated on a Prospective Basis. 

The phrase "life expectancy" in the initial designated issue appears to contemplate a 
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continuation of the remaining life technique. Under those circumstances, retroactive application 

of ELG would cause an abrupt and unnecessary increase to depreciation expense. The fact that 

Kansas utilities have never used ELG in the past would cause the abrupt increase. Had Kansas 

utilities always used ELG, their recorded book reserves would now be substantially higher as a 

result of higher depreciation rates in the past. That is because ELG produces a pattern of 

depreciation rates very similar in appearance to accelerated depreciation (sum-of-the-years-digits 

or double-declining balance, for example). Kansas utilities' reserve levels are lower than they 

would have been had they always used ELG. The depreciation reserve level is a critical element 

in the calculation of remaining life rate; the lower the reserve, the higher the depreciation rate. 

Retroactive application of ELG to all prior vintages produces a composite remaining life 

for those vintages which is inconsistent with past ALG depreciation rates and therefore 

inconsistent with the utilities' current book depreciation reserve levels. The practical 

consequence is that retroactive application of ELG creates a significant but fictitious depreciation 

reserve deficiency. Once a fictitious reserve deficiency is created, the remaining life technique 

accelerates amortization of the reserve deficiency. 

Correct Aimlication of ELG 

The most well-known application of the ELG procedure was in the telecommunications 

industry. Many companies regulated by the FCC made similar proposals for retroactive 

application of ELG. All were summarily rejected because the FCC recognized the reserve level 

mismatches that I described above. The FCC recognized that a switch to the use of ELG creates 

a sharp increase to depreciation expense, which the reserve mismatches aggravate. 

Consequently, the FCC's initial approach to ELG implementation was to allow it only on a 

going-forward vintage basis and furthermore required a phase-in by groups of accounts over 
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several years. At one point, the FCC was allowing implementation of ELG by applying it to 

one-half of the gross additions for the year immediately following the study date. For example, 

if a study was dated December 31, 1990, ELG would be allowed on one-half of the estimated 

1991 additions. Due to its specious precision, the FCC abandoned that practice and any carrier 

subsequently applying for ELG would not see its effects until its study actually contained ELG 

vintages. For example, if ELG was approved as a result of a 1990 study, the first ELG vintage 

would be 1991. The company would receive the benefit either in its next regularly scheduled 

depreciation study or in a technical update. 

If the KCC approves ELG, I recommend that it not be applied retroactively. If ELG is 

approved, I recommend that the FCC's approach be adopted, i.e., the first ELG .vintage would be 

2010 or 2011 for the purposes of the next depreciation study. Otherwise, the Commission must 

abandon the remaining-life technique. That is because the ELG remaining life for prior vintages 

will be inconsistent with the Commission-approved ALG procedure previously applied to those 

vintages. The remaining life technique will increase depreciation expense unnecessarily. I also 

recommend that the Commission require utilities to file depreciation studies every three (3) years 

to ensure proper management of the ELG rates. 

Issue E. Proper definition of service value (other issue.) 

The FERC USoA defines depreciation as follows: 

Depreciation, as applied to depreciable electric plant, means the 
loss in service value not restored by current maintenance, 
incurred in connection with the consumption or prospective 
retirement of electric plant in the course of service from causes 
which are known to be in current operation and against which 
the utility is not protected by insurance. Among the causes to be 
given consideration are wear and tear, decay, action of the 
elements, inadequacy, obsolescence, changes in the art, changes 
in demand and requirements of public authorities. 
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Utilities interpret these definitions as requiring them to use the future inflated value of 

Non-legal AROs to calculate depreciation rates. The practice in turn leads to excessive 

depreciation rates and reserve. The KCC must define service value to reflect the net present 

value of cost of removal, and not the future inflated value. 

KCC definition of service value should be: 

"Service value" means the difference between original cost and 
future gross salvage value minus the present value of cost of 
removal of electric plant. 

Issue F. Whole Life rather than remaining life depreciation (other issue.) 

As demonstrated in the fundamentals section above, a whole-life depreciation rate is the 

reciprocal of the average service life for a plant account. A remaining life rate is the net plant 

(gross plant minus accumulated depreciation) divided by the remaining life, rather than the 

whole life of the account. The remaining life technique is a mechanism to account for 

imbalances in the accumulated depreciation account resulting from changes to service life and 

net salvage estimates. In theory, a whole-life rate and remaining-life rate are the same if there is 

no reserve imbalance. On the other hand, if a reserve imbalance exists, the remaining-life rate 

will be either higher or lower than the whole-life rate depending on the direction of the 

imbalance. 

Whole-life depreciation is superior to remaining-life depreciation for new additions to 

plant. While a remaining-life rate may be adequate for existing plant, it is inappropriate for new 

additions because it will create even more imbalances on a going-forward basis. A whole-life 
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rate is appropriate for both existing plant and new additions to plant. If the new rates are 

remaining-life rates, the only thing we know for sure is that they are the wrong rates for new 

plant additions. 

For example, a utility initially estimates that a $1,000 asset will have a twenty-year life, 

and therefore depreciates the asset using a 5% depreciation rate (1/20 years= 5.0%). After ten 

years, the accumulated depreciation would be $500 or 50 percent of the original $1,000 cost (10 

• 5% = 50% ). Now, assume that at the end of ten years, the utility estimates that the life is going 

to be fifteen years rather than twenty years. The existing depreciation reserve is immediately 

deficient. The new whole-life rate is 6.7% (1/15 years = 6.7%), but the remaining life rate is 

10% ((100%-50%)/5 years=10%) The 6.7% whole-life rate based on the fifteen-year life 

assumption is correct for both the original $1,000 asset and any additional assets in the future. 

Hence, it is appropriate for all assets in the account. On the other hand, the 10% rate is only 

appropriate for the initial $1,000 asset; it is inappropriate for the new assets. Application of the 

10% rate to new assets would create reserve excesses for those assets. 

In my opinion, the whole-life rate is appropriate for all assets in the account. The 

Commission can deal separately with any significant reserve excess or deficiency relating to 

existing assets. If there is a significant reserve imbalance, the Commission can adopt a separate 

amortization of the imbalance. This will provide the appropriate depreciation rate for both the 

existing plant and the new additions going forward, and still correctly amortize the imbalance. 

Issue G. Appropriate accounting for cost of replacements (other issue.) 

The cost of removal that public utilities record on their books is largely an allocation of 

replacement costs, which they convert to inflated future removal costs that produce huge 

regulatory liabilities as explained earlier. The USoA does not require this outcome; in fact, I am 
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not certain that the USoA as written even sanctions this outcome. According to Federal Energy 

Regulatory Commission ("FERC") rules, utilities should capitalize and depreciate all of the cost 

of a replacement, including the cost of removal. The FERC Uniform System of Accounts 

("USoA") defines cost ofremoval as follows: 

Cost of removal means the cost of demolishing, dismantling, tearing down 
or otherwise removing gas plant, including the cost of transportation and 
handling incidental thereto. 

The FERC USoA also defines replacements as follows: 

Replacing or replacement, when not otherwise indicated in the context, 
means the construction or installation of gas plant, together with the 
removal of the property retired. 

FERC's definition means that cost of removal incurred in cormection with a replacement is a 

component of the replacement cost. 

The KCC must make the utilities whole for reasonable and prudent removal costs. 

However, given that the utilities control what that cost is, I recommend that the KCC not allow 

utilities to allocate a portion of a replacement project to cost of removal. This will significantly 

reduce the controversy surrounding future cost of removal. 

VIII. SUMMARY OF FUNDAMENTALS AND RECOMMENDATIONS 

This Affidavit addresses public utility depreciation. It recognizes that depreciation must 

provide full capital recovery, but that it also must not lead to artificial acceleration and over-

recovery of capital. It demonstrates that public utility depreciation is a noncash expense that 

provides capital recovery, but warrants careful consideration. In the fundamentals section, the 

Affidavit explains regulatory accounting, depreciation expense, net salvage and the fact that 

negative net salvage increases a depreciation rate. The Affidavit discusses the accumulated 
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depreciation account or reserve, and the difference between whole-life and remaining-life 

depreciation rates. The Affidavit also discusses theoretical reserves and reserve excesses caused 

by understated lives and overstated negative net salvage estimates. Moreover, it discusses the 

U.S. Supreme Court case that declared that excessive deprecation reserves result from the 

extraction of capital contributions from ratepayers. 

The Affidavit addresses the KCC's designated issues, as well as several other issues and 

makes several recommendations, as follows: 

• The KCC should require utilities within its jurisdiction to reclassify the at risk regulatory 
liabilities they have recorded in their GAAP financial statements out of their accumulated 
depreciation accounts and into account 254 - other regulatory liabilities. 

• The KCC should require that non-legal cost of removal allowances be segregated and 
unbundled from deprecation rates. 

• The KCC should forbid utilities from collecting such amounts in depreciation rates. 

• Utilities should expense or capitalize non-legal cost of removal allowances depending on 
whether they relate to a replacement or a final retirement without replacement. 

• If the KCC decides to allow utilities to collect non-legal cost of removal allowances, the 
estimates should be at present value, not future value. 

• The KCC should require utilities using the life span method to meet the stringent 
requirements specified in the 1996 NARUC deprecation Manual. 

• The KCC should recognize that ELG has not been used in the past and is not necessary. 

• The KCC should not allow retroactive ELG. 

• The KCC should utilize whole-life depreciation rates rather than remaining life 
depreciation rates. 

• The KCC should not allow utilities to allocate any portion of a replacement project to 
cost of removal. 
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VERIFICATION 
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I, Michael J. Majoros, Jr., of lawful age, being first duly sworn upon his oath 
states: 

That he is an attorney for the Citizen's Utility Ratepayer Board, that he has read 
the above and foregoing document, and, upon information and belief, states that the 
matters therein appearing are true and correct. 

SUBSCRIBED AND SWORN to before me this 30th day of November, 2010. 

~--

DONNA ANN JEFFRIES 
NOTARY PUBLIC DISTRICT OF COLUMBfA 

My Commision Expir~s:Commission Expires July 14, 2015 
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Michael J. Majoros, Jr. 

Experience 

Snavely King Majoros O'Connor & Bedell, Inc. 

Vice President and Treasurer (1988 to Present) 
Senior Consultant (1981-1987) 

Mr. rvtajoros provides consultation specializing in accounting, 
financial, and management issues. He has testified as an 
expert witness or negotiated on behalf of clients in more than 
one hundred thirty regulatory federal and state regulatory 
proceedings involving telephone, electric, gas, water, and 
sewerage companies. His testimony has encompassed a 
wide array of complex issues including taxation, divestiture 
accounting, revenue requirements, rate base, nuclear 
decommissioning, plant lives, and capital recovery. Mr. 
Majoros has also provided consultation to the U.S. Department 
of Justice and appeared before the U.S. EPA and the 
Maryland State Legislature on matters regarding the 
accounting and plant life effects of electric plant modifications 
and the financial capacity of public utiltties to finance 
environmental controls. He has estimated economic damages 
suffered by black farmers in discrimination suits. 

Van Scoyoc & Wiskup, Inc., Consultant (1978-
1981) 

Mr. Majoros conducted and assisted in various management 
and regulatory consulting projects in the public utility field, 
including preparation of electric system load projections for a 
group of municipally and cooperatively owned electric 
systems; preparation of a system of accounts and reporting of 
gas and oil pipelines to be used by a state regulatory 
commission; accounting system analysis and design for rate 
proceedings involving electric, gas, and telephone utilities. Mr. 
Majoros provided onsite management accounting and 
contro/lership assistance to a municipal electric and water 
utility. Mr. Majoros also assisted in an antitrust proceeding 
involving a major electric utility. He submitted expert 
testimony in FERC Docket No. RP79-12 (El Paso Natural Gas 
Company), and he co-authored a study entitled Analysis of 
Staff Study on Comprehensive Tax Normalization that was 
submitted to FERC in Docket No. RM 80-42. 

Handling Equipment Sales Company, Inc. 
Controller/Treasurer (1976-1978) 
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University of Baltimore - (1971-1973) 

Mr. Majoros was a full-time student in the School of Business. 

During this period Mr. Majoros worked consistently on a part-
time basis in the following positions: Assistant Legislative Auditor -
State of Maryland, Staff Accountant - Robert M. Carney & Co., 
CPA's, Staff Accountant - Naron & Wegad, CPA's, Credit Clerk -
Montgomery Wards. 

Central Savings Bank, (1969-1971) 

Mr. Majoros was an Assistant Branch Manager at the time he left the 
bank to attend college as a full-time student. During his tenure at the 
bank, Mr. Majoros gained experience in each department of the bank. 
In addition, he attended night school at the University of Baltimore. 

Education 
University of Baltimore, School of Business, B.S. -
Concentration in Accounting 

Professional Affiliations 
American Institute of Certified Public Accountants 
Maryland Association of C.P.A.s 
Society of Depreciation Professionals 

Publications, Papers, and Panels 

"Analysis of Staff Study on Comprehensive Tax Nonnalization," 
FERG Docket No. RM 80-42, 1980. 

"Telephone Company Deferred Taxes and Investment Tax Credits -
A Capital Loss for Ratepayers," Public Utility Fortnightly, September 
27, 1984. 

'The Use of Customer Discount Rates in Revenue Requirement 
Comparisons," Proceedings of the 25th Annual Iowa State 
Regulatory Conference, 1986 

"The Regulatory Dilemma Created By Emerging Revenue Streams of 
Independent Telephone Companies," Proceedings of NARUC 101st 
Annual Convention and Regulatory Symposium, 1989. 

"BOC DepreciaUon Issues in the States, " National Association of 
State Utility Consumer Advocates, 1990 Mid-Year Meeting, 1990. 

"Current Issues in Capital Recovery" 3d" Annual Iowa State 
Regulatory Conference, 1991. 

"Impaired Assets Under SFAS No. 121," National Association of 
Mr. Majoros' responsibilities included financial management, State Utility Consumer Advocates, 1996 Mid-Year Meeting, 1996. 
general accounting and reporting, and income taxes. 

Ernst & Ernst, Auditor (1973-1976) 

Mr. Majoros was a member of the audit staff where his 
responsibilities included auditing, supervision, business 
systems analysis, report preparation, and corporate income 
taxes. 

"What's 'Sunk' Ain't Stranded: Why Excessive Utility Depreciation is 
Avoidable," with James Campbell, Public Utilities Fortnightly, April 1, 
1999. 

"Local Exchange Carrier Depreciation Rese1ve Percents," with 
Richard B. Lee, Journal of the Society of Depreciation Professionals, 
Volume 10, Number 1, 2000-2001 

"Rolling Over Ratepayers," Public Utilities Fortnightly, Volume 143, 
Number 11, November, 2005. 

"Asset Management - What is it?," American Water Worl<s 
Association, Pre-Conference Workshop, March 25, 2008. 
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2005 

2006 

2006 

' 

1979 
1980 
1996 
1997 
1999 
1999 
1999 
1999 
2000 
2003 
2003 
2003 

1982 
1982 
1983 
1983 
1983 
1983 
1983 
1984 
1984 
1984 
1984 

: 1984 
1984 

Jurisdiction I 
Agency 

r US District Court, 
. Northern District of 
I AL, Northwestern 

Division 55/56/57/ 

Maryland General 
Assemblv 61 / 
Maryland House of 
Deleaates 621 

FERG-US 191 
FERG-US 19/ 
CRTC-Canada 30/ 
CRTC-Canada 31 I 
FCC 3;21 
FCC 327 
FCC32t 
FCC 32/ 
EPA 35/ 
FERG~ 
FCC 521 
FERG~ 

Massachusetts 17 i 
Illinois 161 
Marvland 81 
Man.land 'Qf 
Connecticut .121 
New Jersev 11 
New Jersev 111 
Dist. Of Columbia ZJ 
Maru land 81 
Dist. Of Columbia 71 
Penns~ lvania 13/ 
New Mexico 121 
Idaho 1'Qf 
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Docket Utility 

Federal Courts 

CV 01-B-403-NW Tennessee Valley Authority 

State Leaislatures 

SB154 Maryland Healthy Air Act 

HB189 Maryland Healthy Air Act 

Federal Reaulatorv Aaencies 

RP79-12 El Paso Natural Gas Co. 
RM80-42 Generic Tax Normalization 
97-9 All Canadian Telecoms 
97-11 All Canadian Telecoms 
98-137 <Ex Parte\ All LECs 
98-91 Ex Parle All LECs 
98-177 Ex Parle All LECs 
98-45 Ex Parle All LECs 
CAA-00-6 Tennessee Vallev Authoritv 
RM02-7 All Utilities 
03-173 All LECs 
ER03-409-000, Pacific Gas and Electric Co. 
ER03-666-000 

State Regulatory Agencies 

DPU 557/558 Western Mass Elec. Co. 
ICC81-8115 Illinois Bell Teleohone Co. 
757 4-Direct ' Baltimore Gas & Electric Co. 
757 4-Surrebuttal Baltimore Gas & Electric Co. 
810911 Woodlake Water Co. 
815-458 i New Jersev Bell Tel. Co. 
8011-827 Atlantic Citv Seweraae Co. 
785 Potomac Electric Power Co. 
7689 Washinaton Gas Liaht Co. 
798 C&PTel. Co. 
R-832316 Bell Teleohone Co. of PA 
1032 Mt. States Tel. & Telearaoh 

i U-1000-70 Mt. States Tel. & Telearaoh 

I 
! 

: 
' 



1984 Colorado 117 
1984 Dist. Of Columbia Zf 
1984 Pennsvlvania ~ 
1985 Marvland fJ) 
1985 New Jersev 1 i 
1985 Marvland fJj 
1985 California 101 
1985 Pennsvlvania 3i 
1985 Pennsvlvania 3/ 
1985 Pennsvlvania 3/ 
1986 Marvland fJ) 
1986 Marvland 81 
1986 Pennsvlvania ~ 
1986 Marvland 8/ 
1986 ldahoW 
1986 Marvland Si 
1987 Pennsvlvania 3/ 
1987 Pennsvlvania ~ 
1987 Iowa§/ 
1987 Dist. Of Columbia 71 
1988 Florida fl! 
1988 Iowa§/ 
1988 Iowa al 
1988. Dist. Of Columbia Zf 
1989 lowa61 

1990 New Jersev 11 
1990 New Jersev 5/ 
1990 Florida 47 
1990 New Jersev 11 
1990 New Jersev 11 
1991 Pennsvlvania ~ 
1991 West Virninia '?) 
1991 New Jersev 11 
1991 New Jersev 1 i 
1991 Pennsvlvania 31 
1991 Kansas 201 
1991 lndiana291 
1991 Nevada21' 
1992 New Jersev 11 
1992 Marvland fJ) 
1992 West Virninia '?) 
1993 Marvland fJ) 
1993 South Carolina 221 
1993 Marvland 81 
1993 Georaia23i 
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1655 Mt. States Tel. & Telearaoh 
813 Potomac Electric Power Co. 
R842621-R842625 Western Pa. Water Co. 
7743 Potomac Edison Co. 
848-856 New Jersev Bell Tel. Co. 
7851 C&PTel. Co. 
1-85-03-78 Pacific Bell Teleohone Co. 
R-850174 Phila. Suburban Water Co. 
R850178 Pennsvlvania Gas & Water Co. 
R-850299 General Tel. Co. of PA 
7899 Delmarva Power & Liaht Co. 
7754 Chesaoeake Utilities Coro. 
R-850268 York Water Co. 
7953 Southern Md. Electric Coro. 
U-1002-59 General Tel. Of the Northwest 
7973 Baltimore Gas & Electric Co. 
R-860350 Dauphin Cons. Water Suonlv 
C-860923 Bell Telephone Co. of PA 
DPU-86-2 Northwestern Bell Tel. Co. 
842 Washinaton Gas Liaht Co. 
880069-TL Southern Bell Teleohone 
RPU-87-3 Iowa Public Service Comoanv 
RPU-87-6 Northwestern Bell Tel. Co. 
869 Potomac Electric Power Co. 
RPU-88-6 Northwestern Bell Tel. Co. 

i 1487-88 Morris Citv Transfer Station 
WR 88-80967 Toms River Water ComPanv 
890256-TL Southern Bell Comoanv 
ER89110912J Jersev Central Power & Liaht 
WR90050497J Elizabethtown Water Co. 
P900465 United Tel. Co. of Pa. 
90-564-T-D C&P Teleohone Co. 
90080792J Hackensack Water Co. 
W R90080884J Middlesex Water Co. 
R-911892 Phil. Suburban Water Co. 
176, 716-U Kansas Power & Liaht Co. 
39017 Indiana Bell Teleohone 
91-5054 Central Tele. Co. - Nevada 

. EE91081428 Public Service Electric & Gas 
8462 C&P Teleohone Co. 
91-1037-E-D Annalachian Power Co. 
8464 Potomac Electric Power Co. 
92-227-C Southern Bell Teleohone 
8485 Baltimore Gas & Electric Co. 
4451-U Atlanta Gas Liaht Co. 

! 
i 
I 

I 
i 



1993 New Jersey 11 
1994 Iowa§/ 
1994 Iowa§/ 
1995 Delaware 24/ 
1995 Connecticut 25 
1995 Connecticut 25 
1995 Pennsylvania 3 

. 1995 Geor(lia 23/ 
1996 Marvland 8/ 
1996 Arizona26/ . 

1996 New Hampshire 27/ 
1997 Iowa 61 
1997 Ohio 28/ 
1997 Michiaan 28/ 
1997 Michi(lan 28/ 
1997 WyominQ 27/ 
1997 lowa6/ 
1997 Illinois 28/ 
1997 Indiana'?& 
1997 Indiana 27/ 
1997 Utah 27/ 
1997 Georaia'?& 
1997 Connecticut 'Gil.f 
1998 Florida'?& 
1998 Illinois W 
1998 Michiaan~ 
1999 Marvland 81 
1999 Marvland §I 
1999 Maryland 8/ 
1999 West Virainia 2J 
1999 Delaware 24/ 
1999 Pennsylvania 3/ 
1999 West Virainia 2J 
1999 Michiaan~ 

2000 DelawareW 
2000 New Mexico ',J1f 
2000 Florida'?& 
2000 New Jersey 11 
2000 Pennsylvania~ 

2000 Pennsylvania ~ 
2000 Connecticut 'Gil.f 
2001 Kentucky 36/ 
2001 Kansas 38/39/40/ 
2001 South Carolina 221 
2001 North Dakota 37/ 
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GR93040114 New Jersev Natural Gas. Co. 
RPU-93-9 U.S. West- Iowa 
RPU-94-3 Midwest Gas 
94-149 Wilm. Suburban Water Coro. 
94-10-03 So. New Enaland Teleohone 
95-03-01 So. New Enaland Teleohone 
R-00953300 Cuizens Utilities Comoany 
5503-0 Southern Bell 
8715 Bell Atlantic 
E-1032-95-417 Citizens Utilities Com oanv 
DE 96-252 New Enaland Teleohone 
DPU-96-1 U S West - Iowa 
96-922-TP-UNC Ameritech - Ohio 
U-11280 Ameritech - Michiaan 
U-11281 GTE North 
7000-ztr-96-323 US West - WyominQ 
RPU-96-9 US West - Iowa 
96-0486-0569 Ameritech - Illinois 
40611 Ameritech - Indiana 
40734 GTE North 
97-049-08 US West - Utah 
7061-U BellSouth - Georqia 
96-04-07 _ So. New Enaland Telephone 
960833-TP et. al. BellSouth - Florida 
97-0355 GTE North/South 
U-11726 Detroit Edison 
8794 Baltimore Gas & Electric Co. 
8795 Delmarva Power & Liaht Co. 
8797 Potomac Edison Comoanv 
98-0452-E-GI Electric Restructurina 
98-98 United Water Company 
R-00994638 Pennsylvania American Water 
98-0985-W-D West Virainia American Water 
U-11495 Detroit Edison 
99-466 Tidewater Utilities 
3008 US WEST Communications, Inc. 
990649-TP BellSouth -Florida 
WR30174 Consumer New Jersev Water 
R-00994868 Philadelphia Suburban Water 
R-0005212 Pennsylvania American Seweraae 
00-07-17 Southern New Enaland Telephone 
2000-373 Jackson Enerav Cooperative 
01-WSRE-436-RTS Western Resources 
2001-93-E Carolina Power & Liaht Co. 
PU-400-00-521 Northern States Power/Xcel Enerav 



2001 Indiana 29/41/ 
2001 New Jersey 1 I 
2001 Pennsvlvania 3/ 
2001 Pennsvlvania 'JI 
2001 Pennsvlvania 3/ 
2001 Florida1/ 
2001 Hawaii 42/ 
2002 Pennsvlvania 3/ 
2002 Nevada 43/ 
2002 KentuckV 36/ 
2002 Nevada 43/ 
2002 Georoia 27/ 
2002 Alaska44/ 
2002 Wisconsin 45/ 
2002 Wisconsin 45/ 
2002 Vermont46/ 
2002 North Dakota 37 I 
2002 Kansas 40/ 
2002 Kentuckv 36/ 
2002 Oklahoma 47/ 
2002 New Jersev 1/ 
2003 New Jersev 1/ 
2003 Hawaii 42/ 
2003 New Jersey 1 I 
2003 New Jersev 1/ 
2003 Pennsvlvania 3/ 
2003 Pennsvlvania /3 
2003 Kansas 20/ 40/ 
2003 Nova Scotia, CN 
2003 Kentuckv 36/ 
2003 Alaska 44/ 
2003 Indiana 29/ 
2003 Kansas 20/ 40/ 
2003 Florida 50/ 
2003 Marvland 51/ 
2003 Hawaii 42/ 
2003 Illinois 28/ 
2003 Indiana 28/ 
2004 New Jersev 1/ 
2004 Arizona 26/ 
2004 Michiaan 27/ 
2004 NewJersev 1/ 
2004 Kentucky 36/ 

2004 Florida 50/ 54/ 
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41746 Northern Indiana Power Comoanv 
GR01050328 Public Service Electric and Gas 
R-00016236 York Water Companv 
R-00016339 Pennsvlvania America Water 
R-00016356 Wellsboro Electric Cooo. 
010949-EL Gulf Power Comoanv 
00-309 The Gas Comoanv 
R-00016750 Philadelohia Suburban 
01-10001 & 10002 Nevada Power Company 
2001-244 Flemina Mason Electric Coop. 
01-11031 Sierra Pacific Power Comoanv 
14361-U BellSouth-Georaia 
U-01-34,82-87,66 Alaska Communications Svstems 
2055-TR-102 CenturvTel 
5846-TR-102 TelUSA 
6596 Citizen's Enernv Services 
PU-399-02-183 Montana Dakota Utilities 
02-MDWG-922-RTS Midwest Enerov 
2002-00145 Columbia Gas 
200200166 Reliant Enerov ARKLA 
GR02040245 Elizabethtown Gas Comoanv 
ER02050303 Public Service Electric and Gas Co. 
01-0255 Youna Brothers Tua & Barae 
ER02080506 Jersev Central Power & Liaht 
ER02100724 Rockland Electric Co. 
R-00027975 The York Water Co. 
R-00038304 Pennsvlvania-American Water Co. 
03-KGSG-602-RTS Kansas Gas Service 

49/ EMO NSPI Nova Scotia Power, Inc. 
2003-00252 Union Liaht Heat & Power 
U-96-89 ACS Communications, Inc. 
42359 PSI Enerav, Inc. 
03-A TMG-1036-RTS Atmos Enerov 
030001-E1 Tampa Electric Company 
8960 Washinaton Gas Liaht 
02-0391 Hawaiian Electric Companv 
02-0864 SBC Illinois 
42393 SBC Indiana 
ER03020110 Atlantic Citv Electric Co. 
E-01345A-03-0437 Arizona Public Service Companv 
U-13531 SBC Michiaan 
GR03080683 South Jersev Gas Comoanv 
2003-00434,00433 Kentucky Utilities, Louisville Gas & 

Electric 
031033-EI Tamoa Electric ComPanv 



2004 Kentu~ 36/ 
2004 Georaia 23/ 
2004 Vermont 46/ 

2004 Delaware 24/ 
2004 Missouri 58/ 
2005 Florida 50/ 
2005 Florida 50/ 
2005 California 59/ 
2005. Kentuckv 36/ 
2005 Florida 50/ 
2005 Kansas 38/ 40/ 
2006 Delaware 24/ 
2006 California 59/ 
2006 New Jersev 1/ 
2006 Colorado 60/ 
2006 KentuCkV 36/ 
2006 Kansas 40/ 
2006 West Virginia 2/ 

2006 West Virginia 2/ 

2007 Delaware 24/ 
2007 Kentuckv 36/ 
2007 Colorado 60/ 
2007 California 59/ 

2007 Kentuckv 36/ 
2007 Kentuckv 36/ 
2008 Kansas 40/ 
2008 New Jersev 1 I 
2008 North Dakota 37 I 
2008 Pennsylvania 3/ 

2008 Washington 63/ 

2008 Pennsylvania 3/ 

2008 New Jersev 1 I 
2008 Washington 63/ 64/ 

2008 Texas 65/ 
2008 Tennessee 66/ 
2008 Kansas 
2009 Kentuckv 36/ 
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2004-00067 Delta Natural Gas Comnanv 
18300, 15392, 15393 Georaia Power Comoanv 
6946,6988 Central Vermont Public Service 

Corooration 
04-288 Delaware Electric Coooerative 
ER-2004-0570 Emoire District Electric Comoanv 
041272-EI Proaress Enerav Florida, Inc. 
041291-EI Florida Power & Liaht Comnanv 
A.04-12-014 Southern California Edison Co. 
2005-00042 Union Liaht Heat & Power 
050045 & 050188-EI Florida Power & Liaht Co. 
05-WSEE-981-RTS Westar Enerav, Inc. 
05-304 Delmarva Power & Liaht Comnanv 
A.05-12-002 Pacific Gas & Electric Co. 
GR05100845 Public Service Electric and Gas Co. 
06S-234EG Public Service Co. of Colorado 
2006-00172 Union Liaht, Heat & Power 
06-KGSG-1209-RTS Kansas Gas Service 
06-0960-E-42T, Allegheny Power 
06-1426-E-D 
05-1120-G-30C, Hope Gas, Inc. and Equitable 
06-0441-G-PC, et al. Resources, Inc. 
06-284 Delmarva Power & Liaht Comoanv 
2006-00464 Atmos Enernv Corooration 
06S-656G Public Service Co. of Colorado 
A.06-12-009, San Diego Gas & Electric Co., and 
A.06-12-010 Southern California Gas Co. 
2007-00143 Kentuck\1-American Water Co. 
2007-00089 Delta Natural Gas Co. 
08-A TMG-280-RTS Atmos Enerm1 Corooration 
GR07110889 New Jersev Natural Gas Co. 
PU-07-776 Northern States Power/Xcel Enerav 
A-2008-2034045 et UGI Utilities, Inc. I PPL Gas Utilities 
al Corn. 
UE-072300, P1.1get Sound Energy 
UG-072301 
R-2008-2032689 Pennsylvania-American Water Co. -

Coatesville 
WR08010020 NJ American Water Co. 
UE-080416, Avista Corporation 
UG-080417 
473-08-3681, 35717 Oncor Electric Deliverv Co. 
08-00039 Tennessee-American Water Co. 
08-WSEE-1041-RTS Westar Enerm1, Inc. 
2008-00409 East Kentuckv Power Coon. 



2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2009 
2010 
2010 
2010 
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Michael J. Majoros, Jr. 

Indiana 29/ 43501 Duke Enerav Indiana 
Indiana 29/ 43526 Northern Indiana Public Service Co. 
Michiaan 33/ U-15611 Consumers Enerav Comoanv 
Kentuckv 36/ 2009-00141 Columbia Gas of Kentuckv 
New Jersev 1/ GR00903015 Elizabethtown Gas Comoanv 
District of Columbia 7/ FC 1076 Potomac Electric Power 
New Jersev 1/ GR09050422 Public Service Gas & Electric Co. 
Kentucky 36/ 2009-00202 Duke Enerav Kentucky Co. 

Kentucky 36/ 2009-00549 Louisville Gas and Electric Co. 
Kentuckv 36/ 2009-00548 Kentucky Utilities Co. 
New Jersey GR10010035 Southern New Jersey Gas Co. 
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PARTICIPATION AS NEGOTIATOR IN FCC TELEPHONE DEPRECIATION 
RATE REPRESCRIPTION CONFERENCES 

COMPANY 

Diamond State Telephone Co. W 
Bell Telephone of Pennsylvania gJ 
Chesapeake & Potomac Telephone Co. - Md.§/ 
Southwestern Bell Telephone - Kansas gQ/ 
Southern Bell - Florida 5) 
Chesapeake & Potomac Telephone Co.-W.Va. '?J 
New Jersey Bell Telephone Co.1) 
Southern Bell - South Carolina ?JJ 
GTE-North - Pennsylvania ~ 

YEARS CLIENT 

1985 + 1988 
1986 + 1989 
1986 
1986 
1986 
1987 + 1990 
1985 + 1988 
1986 + 1989 + 1992 
1989 

Delaware Public Service Comm 
PA Consumer Advocate 
Maryland People's Counsel 
Kansas Corp. Commission 
Florida Consumer Advocate 
West VA Consumer Advocate 
New Jersey Rate Counsel 
S. Carolina Consumer Advocate 
PA Consumer Advocate 



Michael J. Majoros, Jr. 
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PARTICIPATION IN PROCEEDINGS WHICH WERE 
SETTLED BEFORE TESTIMONY WAS SUBMITTED 

Maryland§} 
Nevada£!) 
New Jersey 1J 
New Jersey 1J 
New Jersey 1J 
West Virginia g/ 
Nevada£!) 
Pennsylvania 'Jf 
West Virginiag/ 
West Virginiag/ 
New Jersey 1J 
New Jersey 1J 
New Jersey 1J 
Maryland§/ 
South Carolina m 
South Carolina m 
Kentucky gfJJ 

Kentucky MJJ 

Kentucky 36/ 
New Jersey 1 / 
New Jersey 1 / 

DOCKET NO. 

7878 
88-728 
WR90090950J 
WR900050497J 
WR91091483 
91-1037-E 
92-7002 
R-00932873 
93-1165-E-D 
94-0013-E-D 
WR94030059 
WR95080346 
WR95050219 
8796 
1999-077-E 
1999-072-E 
2001-104 & 141 

2002-485 

2009-00202 
ER09080664 
ER09080668 

UTILITY 

Potomac Edison 
Southwest Gas 
New Jersey American Water 
Elizabethtown Water 
Garden State Water 
Appalachian Power Co. 
Central Telephone - Nevada 
Blue Mountain Water 
Potomac Edison 
Monongahela Power 
New Jersey American Water 
Elizabethtown Water 
Toms River Water Co. 
Potomac Electric Power Co. 
Carolina Power & Light Co. 
Carolina Power & Light Co. 
Kentucky Utilities, Louisville Gas 

· and Electric 
Jackson Purchase Energy 
Corporation 
Duke Energy Kentucky 
Atlantic City Electric Co. 
Rockland Electric Co. 
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jJ New Jersey Rate Counsel/Advocate 34/ New Mexico Attorney General 
gj West Virainia Consumer Advocate 35/ Environmental Protection Aaencv Enforcement Staff 
'Jf Pennsvlvania OCA 361 Kentuckv Attornev General 
11 Florida Office of Public Advocate W North Dakota Public Service Commission 
5/ Toms River Fire Commissioner's 38/ Kansas Industrial Group 
§/ Iowa Office of Consumer Advocate ~ City of Witchita 
71 D.C. People's Counsel 401 Kansas Citizens' Utility Rate Board 
8/ Marvland's People's Counsel 41/ NIPSCO Industrial Group 
ill Idaho Public Service Commission 921 Hawaii Division of Consumer Advocacy 

10 Western Buralar and Fire Alarm 431 Nevada Bureau of Consumer Protection 
11' U.S. Dept. of Defense 441 GCI 
12 N.M. State Corooration Comm. 45/ Wisc. Citizens' Utilitv Rate Board 
13 Citv of Philadelohia 46 Vermont Department of Public Service 
14 Resorts International 47 Oklahoma Corooration Commission 
1§1 Woodlake Condominium Association ~ National Assn. of State Utility Consumer Advocates 
1.§1 Illinois Attorney General 491 Nova Scotia Utility and Review Board 
1JJ Mass Coalition of Municipalities 501 Florida Office of Public Counsel 
1Jl/ U.S. Department of Enernv fill Marvland Public Service Commission 
1.W Arizona Electric Power Coro. §21 MCI 
gQ/ Kansas Corooration Commission 53/ Transmission Aaencv of Northern California 
21/ Public Service Comm. - Nevada 54/ Florida Industrial Power Users Group 
221 SC Dept. of Consumer Affairs W Sierra Club 
gg/ Georgia Public Service Comm. §§1. Our Children's Earth Foundation 

W Delaware Public Service Comm. 57/ National Parks Conservation Association, Inc. 
25/ Conn. Ofc. Of Consumer Counsel 58/ Missouri Office of the Public Counsel 
'?,§/ Arizona Coro. Commission ~ The Utilitv Reform Network 
W AT&T 601 Colorado Office of Consumer Counsel 
28/ AT&T/MCI 61 / MD State Senator Paul G. Pinskv 
W IN Office of Utility Consumer §2J MD Speaker of the House Michael Busch 
Counselor 
~ Unite! (AT&T - Canada) 63 Washinaton Office of Public Counsel 
31 / Public Interest Advocacy Centre 64 Industrial Customers of Northwestern Utilities 
32/ U.S. General Services Administration 65 Steerina Committee of Cities 

! ~ Michiaan Attorney General fill/ City of Chattanooaa 
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Fixing Depreciation 
Accounting 
Accumulated provisions for depreciation belong 
on the right side of the balance sheet. 

BY JOHN S. FERGUSON 

U 
ntil the late 1940s, the accepted accounting convention \Vas to locate the 
accumulated provision for depreciation on the right (liability and capital) side 
of the balance sheet. The convention since has been co locate it on rhe Iefc 

(asset) side as a concra-asser. This change was controversial, and has led to some 

strange accounting for the expenditures incurred to remove or abandon in place 

property, plant, and equipment (PP&E) at the end of its useful life (referred to 
here as removal coses or expenditures). 

Recent events suggest now is an 
opporcune time to revisit where the accu­

mulated provision belongs. For example, 
the Financial Accounting Standards 
Board (FASB) and the International 
Accounting Standards Board are \vorking 
to harmonize their respective scandards. 
The Securities and Exchange Commis­
sion (SEC) announced irs intenrion to 
allow financial reporting based on inter-

16 PUBLIC UTIUTJES fGRTNIGHlLY OCTOBER 2008 

national accounting scandards without 
reconciliation ro U.S. generallyaccepced 
accounting principles (GAAP).And the 
SEC's advisory committee on improve­
ments ro financial reporting recom­
mended chat accounting rules avoid 
special treatment for specific industries. 
Finally, financial accounting has moved 
away from emphasizing the concept of 
matching co emphasizing fair value. 
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In tlUs context, accounting pracrices 
might be poised for a change, putting 
accumulated provisions for depreciation 
back on the right side of the balanoe sheet. 

Allocation, Not Valuation 

The balance sheet location controversy 
didn't cease with moving the accumu­
lated provision to the left side. For 
instance, a January 1959 Accounting 
Review article suggested that the location 
change be revisited., In the article, 
a random sample of the then-recent 
annual reports of 90 industrials and rail­
roads and 10 utilities showed one indus­
trial, one railroad and three utilities 
continuing to report the accumulated 
provision on the right side. rather than 
as a oonrra-asset on the left side. Right­
side creatment by utilities is not surpris­
ing, because utilities objected to the 
change 50 years ago. 

Depreciation accounting is a cost· 
aUocarion concept-not a valuation 
concept-and an objection to left-side 
treatment was that it can lead some to 
incorrecrly incerpret che resulting net 
assec amounc as being che current value 
of the assets. An objection co right-side 
treatment was that the accumulated pro­
vision is not a liability, so does not 
belong on the righc side. The accumu­
lated provision obviously isn't a liability, 
but it is a source of funds, and sources of 
capital are recorded on the right side. 
The removal or abandonment obligation 
clearly is a liabilicy. However, the liability 
is the estimated expenditure measured ac 
che price level expected at the rime of 
expenditure, noc the amounc of che esti· 
maced expenditure already recorded as 
an expense and charged by regulated 
enterprises to their ratepayers. 

For enterprises sub_iect to price regu­
lation, the accumulated provision clearly 
is a source of funds because rate-base 
regulation treats rhe accumulated provi­
sion as being ratepayer-supplied capital, 
for which a credit is provided at the 
allowed cost of capital. Recognizing >> 
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depreciation as a source of funds also is 
evident from the U.S. government 
allowing income-tax depreciation to be 
accelerated in order to provide funds 
(tax savings) for business expansion. 
This view was reinforced when che ini-

investment, salvage, and removal expen­
ditures-and that accurately charging 
these costs: to ratepayers necessitates 
recording them ratably over the useful 
life of the related PP&E. 

This recognition means a known 

Depreciation accounting is a system of accounting 
that aims to distribute cost or other basic value of tangi­
ble capital assets, less salvage value (if any), over the 
estimated useful life of the unit (which may be a group 

of assets) in a systematic and rational manner. 
It's a process of allocation, not of valuation. Depreciation for the year is the portion 

of the total charge undeisuch a system that is allocated to the year. Although the allo­
cation prope[ly may take into account occurrences during the year. it's not intended to 
be a measuremei)fof the ette.ct of all such occurrences.-Jf 

rial attempts by price regulators to pass 
the tax savings on to ratepayers 
prompted the IRS to deny accelerated 
rax depreciation to entities not allowed 
co retain the resulting tax savings. 

Being recorded as a contra-asset has 
led to concern that nee asset amounts 
could become negative, which has led to 
some strange accounting for expendi­
tures for removing or abandoning 
PP&E. For long-lived assets, salvage usu­
ally is inconsequential, and removal 
expenditures frequently exceed the his­
torical cost of che related assets. There­
fore, accurately recognizing these expen­
ditures for accounting purposes is at least 
as important, if not more important, 
than is recognizing the consumption of 
the related PP&E when ptoviding a 
product or service. However, accounting 
practices don't recognize this importance. 

Regulatory agencies were well ahead 
of the accounting profession in recogniz­
ing that the concept of retirement 
accounting made no sense, and so 

adopted depreciation accounting. Under 
retirement accounting, investment is 
recorded as an expense upon retirement, 
salvage is recorded as income when 
received, and removal cost is recorded as 
an expense when incurred. Regulators 
also were ahead in recognizing there are 
three components to depreciation-

18 PUBLIC UTILITIES fORTffl&HTLY OCTOBER 2008 

investment cost is accrued (recorded as a 
periodic expense) after being incurred, 
an estimated future salvage amount is 
accrued (recorded as a periodic credit) 
before being received, and an estimated 
future removal expenditure is accrued 
(recorded as a periodic expense) before 
being spent. This treatment assures that 
ratepayers are charged no more and no 
less than the costs being incurred co 
serve them, at the time the service is ren­
dered and the costs are incurred-which 
is known as the regulatory principle of 
intergenerational ratepayer equicy. 

Regulatory depreciation accounting 
rules are more derailed than are financial 
accounting rules, and are specified by 
the Uniform Systems of Accounts (US­
ofAs) ptescribed by FERC and other 

54 perceni ul tlie 
to ta! 1s 

the urlit ceases 

genefr.flB i th1enue~. 
l l.tiS ~S 

strange accounting. 
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entities. Almost aJl USofAs dictate that 
salvage and removal coses be treated as 
components of depreciation, 1 and this 
treatment predates World War I. The 

basic foundation for rhe regulatory 
accounting treatment of salvage and 
removal cost is evident from the FERC 
USofAs for electric utilities and natural 
gas companies, which define deprecia­
tion as "loss in service value," define 
service value as "the difference between 
original cost and net salvage value," and 
define net salvage value as "the salvage 

value of property tetited less the cost of 
removal." 

Salvage vs. Net Salvage 

It took a while, but the U.S. accounting 
profession eventually caught up with the 
regulators, evident from the definition 
of depreciatiori given in a sidebar that 
was issued during the 1950s. Three 
aspects of chis definition are significant 
co the treatment of removal coses-the 
requirement to be systematic and 
rational, consideration of salvage, and 
recognition that depreciation accounting 
is a process of allocation, nor of valuation. 

The rational aspect of"systematic 
and rational" means that depreciation is 
to be recorded in a manner that marches 
the pattern of usage or revenue-generat­
ing capability of the related assets, con­
sistent with the regulatory principle of 
intergenerational ratepayer equicy. Thus, 
if the asset usage or revenue pattern is 
decreasing, the depreciation method 
should be accelerated relative to the life 
span of the asset. If che pattern is con­
stant, depreciation should be constant 
relative to the life span, and if the pat­
tern is increasing, depreciation should 
be deferred relative to the life span. 

The PP&E of regulated entities 
exhibits decreasing or constant patterns 
over their lifetimes-not increasing pat­
terns. Therefore, U.S. GA.AP dictates 
chat the depreciation rares of such enti­
ties (and probably of all entities) be con­
stant (ratable) over life defined by either 
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time or asset usage. 

The U.S. GAAP definition reference 
to salvage is intended to mean "net sal­

vage," thereby encompassing removal 

coses. If the definition had been meant 

to incorporate only salvage into depreci­

ation, it would have stated "gross sal­
vage" rather than merely "salvage." This 

terminology has proven to be unfortu­

nate, because it has created confusion 

concerning ho\v removal costs are to be 
dealt with for accounting purposes. As a 
result, the true intention of the GAAP 

definition has been lost, and strange 

accounting has occurred 

Several facts support the "net salvage" 
definition of"salvage" wfrhin GAAP. At 

the time of the definition, the term "sal­
vage" generally was used to mean "net 

salvage" (i.e .. salvage proceeds less 
removal expenditures), and utilities typi­

caHy incorporated removal costs into 

depreciation for regulatory accounting 

purposes. Additionally, the "nee salvage" 

definition suppons greater consistency 
in treating different end-of-life transac­

tions (salvage and removal costs) ratably 

through depreciation. Treating removal 

costs differently from investment and 
salvage conflicts with the premise that 
accounting pracdces should be reliable 

and relevant. 

The ratable treatment of removal 
costs through depreciation for regulatory 

accounting purposes has a long history, 

but periodically is challenged by propos­
als to defer recording and recovery. Such 
challenges also have a long history, but 
have taken on renewed vigor as a conse­
quence ofFASB Statement of Financial 

Accouncing Standards No. 143, 

Accottntingfor Asset Retirement Obliga­
tions, (SFA5 143), issued in 2001. 

Challenges to racable treacmenr of 

removal costs for regulatory purposes are 
unfortunate, because they lead to pro­

posals for deferral mechanis.ms that, if 
accepted by regulators, increase the costs 
to be borne by ratepayers over the life of 

the related PP&E, thereby increasing 

\"flvw.fon.nightly.com 

energy costs and damaging the competi­
tiveness of the state} (see "Depreciation 
Shell Game," Fortnightly, April 2008). 

Removal cost deferrals result from 

regulatory decisions chat emphasize 

near-term political considerations over 

long-term economic considerations. The 
financial community and large energy 

users can be expected to interpret such 

r!y is 
a liability, twtrate­
base regulat!ori··· 

. treats accumulated 
provisions for 

regulatory unfairness as signaling deceri­

orarion of the business climate. The 
financial community might react to 

such a signal by downgrading the securi­
ties of jurisdictional encicies and of the 

state itself. Additionally, large energy 

users typically work from multiple loca­
tions, so they can shift production 
benveen locations in reaction to regula­

tory decisions-and sometimes they do. 

Large energy users participating in regu­
latory proceedings typically emphasize 
long-term considerations, through 

addressing cost-allocation (equity) 

issues, rather. than issues concerning che 
magnitude of cost of service. Ir's noc 

unusual for such users to reacc to a busi­
ness-climate decerioracion signal by 

shifiing from emphasizing equicy to 

emphasizing the near-term case-of-serv­
ice magnitude in their participation in 

regulatory proceedings. 
SFAS 143 is an example of the move­

ment a\vay from emphasizing matching 
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co emphasizing fair value. It segregates 
retirement obligations (removal expendi­
tures) imposed by law, statute, regula­

tion or contract (legal obligations) from 

depreciation, and specifies that such 

obligations be recorded as liabilicies­
not as depreciation. The specified treat­

ment is to record the initial discounted 

anJount of the expected expenditure as 
part of the depreciable cost of the related 

asset and as an initial Jiabilicy, and to 
record future accretion--due to the 

discounting unwinding over time-as 

accretion expense. This treatment is a 

single-payment (prepaid) annuity, but 
is recorded in a manner that gives it a 
structure similar to a multiple-payment 

annuicy-che typical form of sinking­
fund depreciation. 

SFAS 92, Regulated Enterprises­
Accot,ntingfor Phase-in Pl.am, defines 
annuicy methods of depreciation as 

phase-in plans chat are precluded from 
use for either regulatory or financial 

accounting purposes, unless the practice 
was regulatory policy prior to 1982. 

SFAS 143 side srepschis limitation by 
classifying legal obligations as liabilities, 
so the specified treatment is not required 
to be "rational." Also, SFAS 92 is inter­

preted as applying only to invesanent, 
which is another consequence of the 

accumulated provision being on the left 
side of the balance sheet. 

The deferral inherent in SFAS 143 
treatment is evident in the obligation for 
decommissioning a nuclear generating 
unit, which is the obligation chat 

prompted issuance of SFAS 143. A 
nuclear unit chat receives a renewed 

operating license from the Nuclear Reg­
ulatory Commission is likely to have an 

operacing life span of about 55 years. If 

decommissioning occurs 10 years after 

operations cease and che SFAS 143 dis­
count rate is 8 percent, then 99.3 per­
cent of the obligation \vould be recorded 
as accretion over 65 years, with the 

accretion amount recorded during the 
final year being 137 times the amount 
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recorded during the first year, and 54 

percent of the total accretion being 
recorded after the unit ceases to operate 

and generate revenues-and, for a sin­

gle-asset entity, after the enterprise ceases 

to be viable. This is really strange 

accounting. 

Intergenerational Equity 

The exposure draft of what eventually 
became SFAS 143 called for liability 
treatment of both legal and constructive 

obligations, which is the same as for 
international standards. However, SFAS 

143 was limited to only legal obligations 
when FASB concluded that constructive 

obligations could not be defined tightly 
enough for consistent application, which 
suggests the international standard is nor 

consistently being applied. 
Limiting SFAS 143 to legal obliga­

tions did not preclude inconsistent 
application, and the FASB felt the need 
for clarification through issuing FASB 
Interpretation 47, Accountingfor Condi­
tional Asset Retirement Obligations, (FIN 

47) in 2005. FIN 47 improved the con­
sistency of reporting, but did not elimi­
nate the problem-which is due, in 

part, to the difficulty in applying SFAS 
143 by entities practicing the group con­
cept of depreciation accounting. How­
ever, the remaining inconsistency pales 

when compared to the inconsistency 

resulting from the misinterpretation of 
the GAAP definition of depreciation 

accounting. 
This misinterpretation means that 

regulated entities record removal or 

abandonment obligations ratably over 
the life of the related PP&E, except for 
a few thatare subject to the jurisdiction 
of regulatory agencies that have imposed 

deferral mechanisms. At the same cime, 
non-regulated encities record such obli­

gations using one of two deferral mecha­

nisms-SPAS 143 treatment for legal 
obligations, and cash treatment for other 

obligations. Entities practicing the item 
concept of depreciation accounting 

20 PUBLIC llTILITlES fORTHIGlrrt.Y OCTOBER 2008 

record and depreciate each item of PP&E 
separately, so related legal removal obli­

gations easily are identified, recorded and 

tracked. Entities praccicing che group 
concept easily can identify, record, and 

track such obligations for PP&E record­
ed and depreciated by location, such as 

Using the grnup 
concept of deprecia­
tion accmmting, it's 
near!y impossible· 

. to tragl< legal 
oblio.atio!ls for .. : .. t ... 

. electric and gas 
distribution systems. 

for power plants, bur it is next to impos­

sible co track such obligations for PP&E 

not so recorded and depreciated, such as 

for electric and gas distribution systems. 
SFAS 71, Accountingfor the Effects of 

Certain lJpes of Regulation, allows quali­
fied entities ro utilize accounting prac­
tices that cannot be utilized by 

non-qualifying entities. The effect of 
qualification is that the income state­

ment reflects regulatory accounting 

requirements, with any differences from 
financial accounting requirements being 

disclosed on the balance sheet as regula­
tory assets or liabilities. For example, 

obligations qualifying for liability treat­
ment under SFAS 143 typically are 
reflected in depreciation for racemaking 

purposes, so depreciation treacment 
would be reflected on the income state­

ment and a regulatory liability disclosed. 

Disclosing a regulatory liability means 
that regulated entities must maintain 

accouncing records for both depreciation 
treatment and liability treatment of legal 

obligations. SFAS 71 would be 
rescinded, if the SEC follows the recom-
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mendation of its advisory committee to 

avoid special treatment for specific 
industries. Resdnding would be a prob­

lem for regulators, because the financial 

statements of regulated entities could no 

longer match removal costs to the usage 
of the PP&E providing service to 

ratepayers, chereby violating the princi­

ple of intergenerational ratepayer equiry. 
It wouldn't be difficult to eliminate 

the strange removal cost accounting 
and the potential for violating the prin­

ciple of intergenerational ratepayer 

equity. Doing so would allow financial 

statements to more accurately depict the 
financial position and results of opera­

tions of the reporting enterprises and 

ensure that ratepayers bear the costs 
being incurred to serve chem. All that's 

necessary is to recogni1.e that the accu­
mulated provision for depreciation is a 

source of funds chat belongs on the right 

side of the balance sheet, and to change 
the reference to "salvage" in the GAAP 
definition of depreciation accounting co 
"net salvage." 

These two actions would allow FASB 

to rescind SFAS 143, and would pro­
mote consistency, comparabilicy, reliabil­

ity, and relevance by requiring all enter­

prises to use the same removal cost treat­

ment for accounting purposes. Cii1 

john Ferguson, CDP, formerly was a 
principal with De!oitte & Touche, and now 
chairs the current issues committee of the 
Society of Depreciation Professionals. This 
article reflects the views of the author and 
not Deloitte or the Society. Email him at 
johnferg@swbell.net. 

ENDNOTES 
I. Simon, Sidney, "The Right Side of Accumulated 

Depreciationn Accounting &vitw, Rurgers Universily, 

January 1959. 
2. The only i;:xceprion co incorpotaring removal or 

abandonment costs in depreciation rhar the author 

is aware of is che railroad USofA of rhc Surfu.ce 

Transporrarion Board, and char exception is limited 

co PP&E other than die tf3ck srrucrure accounts. 

3. Detrimental impacts easilyaredemorisrrated. but 

are beyond the scope of chis acride. 
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Ready for IFRS? 
International reporting standards are 
coming for U.S. public companies. 

BY SCOIT HARTMAN 

A.doption oflFRS (Internarional Financial Reporting Standards) in the United 

States undoubtedly would mark a significant change for many U.S. companies. 
It would require a shift to a more principles-based approach, place far greater 

rdiance on management (and auditOr) judgment, and spur major changes in com­

pany processes and systems. 

But this change should nor be feared. 
A move to IFRS also presents a tremen­

dous opportunity. Moving to an entirdy 
new accounting struc­

ture ultimatdy might 
enable companies to 

streamline reporting 
processes and reduce 

compliance costs. 

IFRS has fewer bright 
lines and less interpretive 

and application guid­

ance than does U.S. 
GAAP (Generally 
Accepted Accounting 
Principles). Companies 

will need to consider 

carefully the economic 

substance of their trans­

accions and then apply 
the principles embodied 
in IFRS to that sub­
stance. Arguably, doing 
so might enable a closer 

alignment with underly­
ing business objectives. 

Many financial pro­

fessionals in the power 
and utility industries 

today are aware ofIFRS, 
which presently is used 
or under consideration 

in every major financial 
market around the 
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world. There is a growing recognicion, 

both in the United States and interna­

tionally, that a single set of high-quality 
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global accounting standards offers real 
benefits. IFRS seems increasingly likely 
to provide that single set of standards. 

Going Global 

The Securicies and Exchange Commis­
sion (SEC) is aware of che growing 
global acceptance of IFRS and has taken 
comments from listed companies, audit 
firms, investment groups, rating agen­

cies, che legal community and govern­
ment agencies in an effort co create a 
comprehensive plan for a smooth transi­

tion co using IFRS in the United Scares. 
These discussions take into considera­
tion issues like whether to allow U.S. fil­
ers the opcion of either adopting IFRS 
or setting an effective date for imple­
mentation by all U.S. registrants. 

The SEC hosted a 
roundtable meeting in 
August 2008 that 
focused on the perform­

ance of!FRS during the 
market turmoil that 

already was churning 
earlier this year. While 

panelists shared a gen­

eral consensus that 
IFRS perfurmed quite 
well, rhey acknowl­

edged that challenges 
exist in the application 

of both IFRS and U.S. 
GAAP in areas such as 

fair-value accounting. 
In addition, the round­

table focused. on 
accounting for off-bal­
ance sheet arrangements 

and commodity pric­

ing, both topics of par­
ticular interesr for the 

power and utility indus­
tries. Paneliscs also 

expressed the view that 
IFRS could benefit 
from additional applica­
tion guidance to reduce 

certain inconsis- >> 
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Srandards Board (IASB) gen­
erally has avoided issuing 
interpretations of its own 

standards, preferring instead 

to leave implementation of 

the principles embodied in its 
standards to preparers and 

auditors, and ics official inter­

pretive body, the Interna­

tional Financial Reporting 

Interpretations Committee 
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(IFR!C), 

IFRS Challenges 

tencies as presently applied. 
In late August, the SEC approved for 

public comment icsJong-awaired 
"Roadmap" to che eventual use ofIFRS 
by U.S. companies. The proposed 
Roadmap anticipates mandatory report­
ing under IFRS beginning in 2014, 2015 
or 2016, depending on the size of the 
issuer, and provides for early adoption in 
2009 by a small number of very large 
companies that meet certain criteria. The 
SEC later mighr decide ro allow other 
companies ro adopr!FRS early, before 
the mandatory date of conversion. The 
roadmap also identifies several mile­
srones that the SEC will consider in mak­
ing its decision in 2011 about whether to 

proceed -..vith mandatory adoption of 
IFRS. 

While rhere are differences between 
U.S. GMP and IFRS, the general prin­
ciples, conceptual framework and 

accounting results between them are 
often the same, or similar, for most com-
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,:-~-;,·;·, 

The more principles-based 

approach offered by IFRS will 
present some unique chal­

lenges for the regulated 

. I pr···'. 

, ~·.·.'.~~.1.J~iW~~f~~~ 
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urility industry. With IFRS 
likely to arrive in the near­
rather than distant-future, 

affected utilities should con­
sider the implications ofIFRS 
and start planning no\v, 

• Accounting by regu-

monly-encounrered transactions. 
In general, IFRS standards are 

broader than their U.S. counterparcs, 

with limited interpretive guidance. 
While U.S. standards contain underly­
ing principles as well, the strong regula­
tory and legal environment in U.S. 
markets has resuired in a more prescrip­
tive approach-with far more "bright 
lines," comprehensive implementation 

guidance and indusrry interpretations. 
~fhe International Accounting 

;'•t:;i' -"'~'.-.~"'' ,.,t 
~',,.l~ f)Ivt§t:~P. 

s,;:J'm,~; UrdQ~Je· 

lated entities: Under U.S. 
GAAP, FASB Sraremenr No. 71, 
Accounting for the Effects of Certain 

Types of Regulation, regulated entities 
are allowed to account for certain 
incurred costs that will be able to be 

recovered through future races as regula­
tory assets. Conversely, amounts previ­

ously collected but owed back to 
ratepayers are accounted for as regula­
tory liabilities. There is no comparable 
provision under IFRS, which means 

that, from the regulatory-asset perspec­
tive, certain costs (including stranded 

costs from deregulation, fuel recoveries, 
storm damage, environmental remedia­
tion, and losses on refinancing to a 

name a few) will need to be written-off 
(despite the regulatory provision to 

recover such costs from ratepayers in the 
furure). This would result in the record­

ing of future revenues with no corre­

sponding cost recognition. 
• Property, plant and equipment: 

Accounting for items such as properry, >> 
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plane and equipment may be more gran­
ular under IFRS than under U.S. GAAP. 
IFRS requires companies to account for 
fixed assecs at the component level, 
which is defined as the unit of measure­
ment to separately identify an asset, or 
part thereof, ,;nth a separately identifi­
able escimared useful life. Although most 
utilities account for assets using a retire­
ment-unit level, reviewing current fixed­
asset accounting records will help 
utilities determine which components 
should be depreciated over what esti­
mated useful lives. 

Lack of a parallel standard to State­
ment No. 71 in IFRS will mean that the 
treaunenc of gains and losses arising from 
disposal of assets belonging to regulated 
entities also will require review, as will che 
treaunent ofimpairmencs and decom­
missioning obligations for current oper­

ating assets---particularly as che trend 
toward new nuclear generation and 
expansion into alternative energy sources 
continues. Policies that bear reviewing 
include those relating to allowable capi­
talized costs and accounting for subse­
quent replacement of components to 
make sure amounts are not overcapital­
ized on a company's balance sheet. 

• Financial instrwnents: This area 
poses probably the biggest conversion 
challenge. Commodity contracts and 
hedging activity play a significant part in 
the operations of utilities. Although the 
two relevant accounting standards, 
FASB Statement No. 133, Accounting 
for Derivative Instruments and Hedging 
Activities (as amended for U.S. GAAP 
purposes), and IAS 39, Financial Instru­
ments: Recognition and Measurement, 
generally are comparable, some funda­
mental differences merit utilities' consid­
eration. Revie\v of contractual language 
and details will be key: Reevaluating 
contracts will allow utilities to determine 
the proper accounting treatment in 
accordance with IF RS. 

IFRS uses the "own-use" definition 
co exempt contracts char \Vere entered 
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into and continue co be held for the pur­
pose of receipt or delivery of a non­
financial item in accordance with the 
entity's expected purchase, sale or usage 
requirements. Certain hedging relacion­
ships--or che concept of normal pur­
chases and normal sales--mighc be 
treated differently under U.S. GAAP 
than they are under IFRS and its related 
own-use determination. Under IFRS, 
it's also possible to hedge components 
(porcions) of risk chat give rise to 
changes in fair value. The overall valua­
tion of financial instruments (specifi­
caJly, considering the definition of fair 
value as sec forth in the literature) and 
the accounting for day-one gains also 
may resulc in differing accounting 
resulrs under the two standards. 

Gertaii1 i1eljging 
relationships might 
be treated differently 
under !FRS and 
its aOV1f~l, .. tiS8t1 

determJnatiort 

• Accounting for joint ventures: 
Currencly, IFRS states that investments 
in associated companies are accounted 
for using the equity method, and invest­
ments in jointly controlled entities are 
accounted for under the equity method 
or proportionate consolidation. How­
ever, the treatment of joint ventures, 
including jointly-controlled assets, oper­
ations and entities, and the use of pro 
rata consolidation currently allowed 
under IFRS, are under review. This is 
another challenging area that likely will 
affect certain operating structures in 
place in the U.S. power and utilities 
industries. While varying scructures 
allo\v companies to account for such 
joint ownership in the United States, 
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some companies also have used the pro 
rata consolidation concept in U.S. 
GAAP-based financial statements to 
account for ownership interests in planes 

and relaced assets. 
• Emissions: Due to a worldwide 

focus on climate change, emissions gen­
erated by power and utility companies 
have received a lot of attention, and chis 
also has raised accounting awareness. In 
addition, the recent District of Colum­
bia Circuit Court of Appeals ruling in 
July 2008 striking down the U.S. Envi­
ronmental Protection Agency's Clean 
Air Interstate Rule raised valuation and 
potential impairment issues related to 
nitrogen oxide and sulphur dioxide trad­
ing programs. This ruling has affected 
companies that began installing certain 
emissions-reduction control equipment 
at their plants. While both the Financial 
Accounting Standards Board (FASB) 
and IASB have accounting for emission 
allowances as current projeccs, neither 
U.S. GAAP nor IFRS currently sheds 
much light on any specific method of 
accounting for these allowances, result­
ing in at lease two different methods of 
accounting. The two methods primarily 
focus on \vhether the emission 
allowances should be recorded as inven­
tory or intangibles with the valuation 
question focused on whether to carry 
the allowances at historical cost or fair 
value. A related question arises as co 
whether an obligation should be 
recorded, and as of what dace, related co 
a company's emissions. 

IFRIC previously issued Interpreta­
tion 3 related to accounting in this area, 
but that interpretation was withdrawn, 
leaving unanswered questions about 
accounting for emissions. However, 
IASB recencly added an Emission Trad­
ing Schemes project onto irs agenda. 
The board tentatively decided that the 
scope of the project will address 
accounting for all readable emission 
righrs and obligations, and for activities 
to receive tradable righcs in che >> 
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future. Accounting commentary and lit­
erarure increasingly address IFRS issues, 
so conversion likely will lend additional 
guidance in this area. 

Agency Treatment 

Investor-owned U.S. power and utility 
companies are regulared by the SEC as 
well as other entities, Such as the Federal 
Energy Regularory Commission (FERC) 
and local agencies of the states in 'vhich 
they operate. The accounting rules of 
FERC and other regulatory agencies 
heavily have influenced the accounting 
policies guiding U.S. utilities. To date, 
IFRS makes no allowance for other regu­
lators, and this is not likdy to be covered 
by the continuing SEC roundtable and 
other planning discussions. 

At this point, FERC isn't expected to 
change its Uniform System of Accounts 
simply because of a proposed U.S. con­
version to IFRS. Even if a change eventu­
ally would be forthcoming, it wouldn't 
happen until after U.S. issuers convert co 
IFRS. 

For most industries, IFRS ultimately 
might enable companies to streamline 
reporting proces.ses and reduce the cost 
of compliance. Ho,vever, for U.S. power 
and utility companies, if the concepts of 
Statement No. 71 are not adopted or 
embraced by IFRS rule makers, 
accounting practices mandated by 
FERC and other regulatory bodies 

16 PUBLIC 0TJUJlfS fORTHIGMTL'f JANUARI' 2009 

buHtHng f:Jt U.S. 
. a~·o· r"''M. ···f lFRC U .1JU!J:! C;~,. !V; 

crnd co;·~vrf:·slon 
t10 :longer ;~p:~yars 
h; '"'' ,, m· . a "r:>r ~,..,,lfvt;; ~ , .... ;. 

oI· .:~f/' but rno; ;".:: 
a rnatter of 
"V';hei'" ·>•1-'. "hQ\i'· " 'V .3 (;.~.U ., ·lo 

might result in che requirement to main­
tain a separate set of financial records, 
similar to the process for current statu­
tory repoiting in certain international 
jurisdictions. The need to generate the 
required accounting information could 
have significant implications for a com­
pany's infurmation-technology system. 
As a result, these companies would need 
to continue evaluating accounting for 
industry-specific issues and how it 
affects their IFRS planning. 

In any case, momentum is building 
for U.S. adoption ofIFRS, and conver­
sion no longer appears co be a matter of 
"if," but more a matterof"when" and 
"how." For companies that report in 
multiple jurisdictions, the adoption of a 
single global set of accounting standards 
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can be a benefit in terms of process stan­
dardization and related efficiency gains. 
Multiple approaches to financial report­
ing continue co be inefficient and trou­
blesome, and many affected companies 
strongly support the SEC's continued 
efforts in the U.S. transition to IFRS. 

The question that power and utility 
executives and directors need to tackle­
sooner, rather than later-is how chey 
can maximize the opportunities present­
ed by IFRS and effectively and efficiently 
deal with any challenges as a result of the 
conversion. The straightforward answer 
is to start planning now, dedicate the 
appropriate management focus and cre­
ate a project team across all aspects of the 
company-including the financial 
accounting and reporting. tax and IT 
deparunents-to assess the effort and 
work coward transition activities. Also, 
it's never too early to begin educating 
analysts and investors on how a conver­
sion to IFRS might impact the compa­
ny's financial resu1cs. 

Now is the time to begin pl.inning 
for conversion from GAAP to JFRS. 
The resources needed and the impact on 
the organization will be far-reaching. 
But with proper strategic planning, ben­
efits can be substantial. ra 

Scott Harttnan is executfve director with 
Ernst & Young Assurance and Advisory 
Business Services. 
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Office of Enforcement 
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Ms. Elizabeth M. Murphy 
Secretary 

Washington, D.C. 20426 

U.S. Securities and Exchange Commission 
100 F Street, N.E. 
Washington, DC 20549 
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This letter is in response to the SEC's request for comments on the Securities and 
Exchange Commission's (SEC) Roadmap for the Potential Use of Financial Statements 
Prepared in Accordance With Internati01tal Financial Reporting Standards (lFRS) by 
U.S. Issuers. The Federal Energy Regulatory Commission (FERC) is an independent 
agency charged with regulating, among other responsibilities, transmission of electric 
energy, nattiral gas, and oil in interstate conunerce, wholesale sales of electric energy and 
natural gas, and the reliability of the electric transmission system. Such responsibilities 
include rate regulation, accounting and financial reporting. 

Most of the entities under FERC's jurisdiction file financial infom'lation with 
FERCprepared in accordance with U.S. Generally Accepted Accounting Principles 
(GAAP) with certain departur~~ to recognize the economic effects of regulation. 
Thetefor!l, t]Je SEC's proposalregarding the adoption of International FinaneiaJ 
Rept;iitin,g St?O:dards (IFRS) will have a significant impact on energy companies regulated 
l>y this agency. The following comments represent the views of the FERC staff on the 
SEC' s proposed rule. 

Under current international accounting standards, cost-based rate regulated entities 
would not be able to reflect the economic effects of regulation on their publicly issued 
financial statements as currently permitted under U.S. GAAP pursuant to Statement of 
Finan¢ial Accounting Standards (SFAS) No. 71, Accounting for the Effects of Certain 
Types of Regulation, and its predecessor, the Addendum to Accounting Principles Board 
(APB) Opinion No. 2. As discussed below, should the SEC adopt IFRS, 1 urge the SEC 
to encourage the Intemational Accounting Standards Board (lASB) to adopt an 
accounting standard similar to SF AS No. 71 that would permit cost-based rate regulated 
entities to reflect the rate actions of regulators in their financial statements. 
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Need for Specialized Accounting for Cost-Based Rate Regulated Entities 

Under cost of service ratemaking, a regulator establishes the rates that a rate­
regulated entity may charge its customers. The resulting rate is based on costs incurred 
plus 11 reasonable return. A rate regulator may require that costs.incurred it). one period be 
deferred and recovered from customers over a ruture period in order to smooth the 
resultant rate over time. Similarly, a rate regulator may require revenues or gains realized 
in the current period to be returned or refunded to customers over a future period. Cost of 
service ratemaking relies on accurate cost and revenue data that reflects a company's true 
economic position iii order to establish just and reasonable rates. Adoption of sound and 
uniform accounting standards are particularly important for cost-based, rate regulated 
entities, because of the degree of reliance which must be placed on financial statement 
information for purposes of accurate cost-based pricing. Without reliable financial 
statements that depict the economic substance of the rate regulator's actions on the 
regulated entity, federal and state regulators, customers, and stakeholders would not be 
able to accurately determine tbe costs that relate to a particular time period, service, or 
line ofbusiness; determine whether a given utility has previously been given the 
opportunity to recover certain costs through rates; or compare how the cost of one utility 
relates to that of another. 

Intertwined with the accounting and reporting responsibilities and authorities of 
the SEC and the Financial Accounting Standards Board (FASB) are those of the FERC. 
The FERC's Uniform Systems of Accounts (USofA) and related financial reporting 
regulations were adopted in 1936 and have been refined and modified over the last 70 
years to support FERC's role iii ensuring the justness and reasonableness of cost-based 
rates. The USofA and related financial reporting requirements prescribed by the 
Commission are based on U.S. GAAP with certain differences to accommodate the 
manner in which costs are recovered in cost-based rates. As mentioned, differences can 
occur when the regulator allows or requires costs {or revenues) to be recognized over a 
number of future periods rather than being recognized in the year in which they occur. 
Some examples of differences are plant phase-ins, normalization of significant non­
recurring operating and maintenance expenses, rate refunds, and g;iins or losses on the 
sale of assets. 

Such differences have not typically resulted in conflicts between FERC and SEC 
repo;ting in the past in patt because of the existence of SFAS No. 71, and its predecessor, 
the Addendum to APB Opinion No. 2. These accounting statements recognize that 
differences may arise in the application of U.S. GAAP between regulated and non­
regulated businesses because of the economic effect of cost of service rate-making on 
regulated businesses, a phenomenon not present in non-regulated businesses. 
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Rate-regulated entities currently report hundreds of billions of dollars in cost and 
revenue/gain deferrals to recognize the economic effects ofregulator actions. Without an 
equivalent SFAS No. 71 standard, these entities may be required to derecognize reported 
deferrals, which could have a dramatic impact on earnings, equity and capital structure, 
dividends, debt covenants, and rate making. Further, cost-based rate regulated entities' 
results of operations as reported in financial statements to FERC could differ greatly from 
the results of operations reported in the same companies' publicly issued financial 
statements, leading to inconsistency and potential investor confusion. 

In December 2008, the JASB resolved to add a project on rate regulated activities 
to its agenda with a tentative exposure draft publication date of May 2009. If the IASB 
does not ultimately adopt such a standard, the true economic position of rate-regulated 
elitities may not be recognized. Should the SEC adopt IFRS, l urge the SEC to encourage 
the IASB to adopt an accounting standard similar to SF AS No. 71 to appropriately 
recog11ize the economic effects. of a regulator's actions in settingcost~based .rates. 

Sincerely, 

ScottP. Molony 
Chief Accountant 
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2007-2009 Regulatory Liability 

COR (~M) 

Companies Ill State 2009 2008 2007 

DPL OH 99.1 96 92 

Energen Al 137 130 122 

PPL PA 0 0 0 

National Fuel Gas(**) NJ 105 103 91 

Exelon IL 1,212 1,145 1,145 

First Energy ( Note 1) OH 0 215 183 

Entergy LA 44 63 -6 

NJ Resources(**) NJ 56 63 61 

Southern Company GA 1091 1,321 1,308 

Questar UT 0 0 0 

CLE CO LA 0 0 0 

Equitable Resources PA 0 0 0 

Edison International CA 2,515 2,368 2,230 

MDU Resources MN 251.1 94.7 90 

TECO Energy Fl 554 551 543 

Dominion Resources VA 766 688 623 

Public Service Enterprise Group NJ 289 307 325 

Allegheny Energy PA 374 407 396 

Sempra Energy CA 2,557 2,430 2,522 

AGL Resources GA 183 178 169 

Mirant GA 0 0 0 

Nicor IL 797 752 721 

OGE Energy OK 168 151 140 

UGI (**) PA 0 0 0 

Nstar MA 220 217 214 

So Jersey Industries NJ 50 49 49 

Delta National Gas(*) KY 304 615 304 

Centerpoint Energy TX 818 779 734 

DTE Energy Ml 506 534 581 

PG&E CA 2933 2,735 2,568 

El Paso Electric TX 0 0 0 

NRG PA 0 0 0 

SCANA SC 733 688 643 

WGL Holdings (* *) VA 319 306 285 

MGE Energy WI 12 12 13 

Vectren IN 294 292 288 

AES VA 402 291 351 

Northwest Natural Gas OR 239. 224 205 

Alliant WI 403 409 411 

Ameren MO 1,084 1,018 980 

19,515 19,233 18,382 

Companies (1) Fiscal Year Decem.ber 31, 2009 

*:Fiscal year June 30,2009 

* *: Fiscal year September 30, 2009 

Note 1: First Energy is now a subsidiary of Basic Energy 

Source: lOk filings with the SEC 
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I, the undersigned, hereby certify that a true and correct copy of the above and 
foregoing document was placed in the United States mail, postage prepaid, electronic 
service, or hand-delivered this 1st day of December, 2010, to the following: 

JAMES G. FLAHERTY, ATTORNEY 
ANDERSON & BYRD, L.L.P. 
216 SOUTH HICKORY 
PO BOX 17 
OTTAWA, KS 66067 
Fax: 785-242-1279 
jflaherty@andersonbyrd.com 

ELLEN T WEAVER 
ATMOS ENERGY 
STE 1800 
5430 LBJ FREEWAY 
P 0 BOX 650205 
DALLAS, TX 75265-0205 
ellen.weaver@atrnosenergy.com 

MARGARET A (MEG) MCGILL, REGULATORY MANAGER 
BLACK HILLS/KANSAS GAS UTILITY COMPANY, LLC 
D/B/A BLACK HILLS ENERGY 
BLACK HILLS UTILITY HOLDINGS INC 
1815 CAPITOL AVE 
OMAHA, NE 68102 
Fax: 402-221-2501 
margaret.rncgill@blackhillscorp.com 

LAURIE DELANO 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE (64801) 
PO BOX 127 
JOPLIN, MO 64802 
Fax: 417-625-5169 
ldelano@ernpiredistrict.com 

CURTIS D. BLANC, SR. DIR. REG. AFFAIRS 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
Fax: 816-556-2787 
curtis.blanc@kcpl.com 

MARY TURNER, DIRECTOR, REGULATORY AFFAIRS 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET ( 64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
Fax: 816-556-2110 
mary.turner@kcpl.com 

JOE T. CHRISTIAN 
ATMOS ENERGY 
5420 LBJ FREEWAY ( 75240) 
STE 160 
P 0 BOX 650205 
DALLAS, TX 75265-0205 
joe.christian@atmosenergy.com 

KAREN P WILKES 
ATMOS ENERGY CORPORATION 
1555 BLAKE ST 400 
DENVER, CO 80202 
karen.wilkes@atmosenergy.com 

GLENDA CAFER, ATTORNEY 
CAPER LAW OFFICE, L.L.C. 
3321 SW 6TH STREET 
TOPEKA, KS 66606 
Fax: 785-271-9993 
gcafer@sbcglobal.net 

KELLY WALTERS, VICE PRESIDENT 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE (64801) 
PO BOX 127 
JOPLIN, MO 64802 
Fax: 417-625-5173 
kwalters@empiredistrict.com 

DENISE M. BUFFINGTON, CORPORATE COUNSEL 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
Fax: 816-556-2787 
denise.buffington@kcpl.com 

DANA BRADBURY, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
Fax: 785-271-3167 
d.bradbury@kcc.ks.gov 
**** Hand Deliver **** 
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TERRI PEMBERTON, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
Fax: 785-271-3354 
t.pemberton@kcc.ks.gov 
**** Hand Deliver **** 

WALKER HENDRIX, DIR, REG LAW 
KANSAS GAS SERVICE, A DIVISION OF ONEOK, 
INC. 
7421 W 129TH STREET STE 300 (66213) 
PO BOX 25957 
SHAWNEE MISSION, KS 66225-9835 
Fax: 913-319-8622 
whendrix@oneok.com 

PATRICK PARKE, VP CUSTOMER SERVICE 
MIDWEST ENERGY, INC. 
1330 CANTERBURY ROAD 
PO BOX 898 
HAYS, KS 67601-0898 
Fax: 785-625-1494 
patparke@mwenergy.com 

MARK D. CALCARA, GENERAL COUNSEL 
SUNFLOWER ELECTRIC POWER CORPORATION 
301 W. 13TH 
PO BOX 1020 (67601-1020) 
HAYS, KS 67601 
Fax: 785-623-3395 
mcalcara@sunflower.net 

KEEN K. BRANTLEY, ATTORNEY 
WALLACE, BRANTLEY & SHIRLEY 
325 MAIN STREET 
PO BOX 605 
SCOTT CITY, KS 67871 
Fax: 620-872-2203 
kbrantley@wbsnet.org 

MARTIN J. BREGMAN, EXEC DIR, LAW 
WESTAR ENERGY, INC. 
818 S KANSAS AVENUE 
PO BOX 889 
TOPEKA, KS 66601-0889 
Fax: 785-575-8136 
marty.bregman@westarenergy.com 

JOHN P. DECOURSEY, DIRECTOR, LAW 
KANSAS GAS SERVICE, A DIVISION OF ONEOK, 
INC. 
7421 W 129TH STREET STE 300 (66213) 
PO BOX 25957 
SHAWNEE MISSION, KS 66225-9835 
Fax: 913-319-8622 
jdecoursey@kgas.com 

TOM MEIS, VICE PRESIDENT FINANCE, CFO 
MIDWEST ENERGY, INC. 
1330 CANTERBURY ROAD 
PO BOX 898 
HAYS, KS 67601-0898 
Fax: 785-625-1494 
tmeis@mwenergy.com 

SUSAN B CUNNINGHAM, COUNSEL 
SNR DENTON US LLP 
7028 SW 69TH ST 
AUBURN, KS 66402-9421 
Fax: 816-531-7545 
susan.cunningham@snrdenton.com 

THOMAS K. HESTERMANN, MANAGER, REGULATORY 
RELATIONS 
SUNFLOWER ELECTRIC POWER CORPORATION 
301 W. 13TH 
PO BOX 1020 (67601-1020) 
HAYS, KS 67601 
Fax: 785-623-3373 
tkhestermann@sunflower.net 

LINDSAY A. SHEPARD, ATTORNEY 
WATKINS CALCARA CHTD. 
1321 MAIN STREET SUITE 300 
PO DRAWER 1110 
GREAT BEND, KS 67530 
Fax: 620-792-2775 
lshepard@wcrf.com 

CATHRYN J, DINGES, CORPORATE COUNSEL 
WESTAR ENERGY, INC. 
818 S KANSAS AVENUE 
PO BOX 889 
TOPEKA, KS 66601-0889 
Fax: 785-575-8136 
cathy.dinges@westarenergy.com 

Della Smith 



THE STATE CORPORATION COMMISSION 
OF THE STATE OF KANSAS 

ExhibiL_(MJM-1) 
Page 67 of74 

STAlEGORPllllAT!ONCOMMISSIOtl 

DEC 0 2 2010 

~~ 
In the Matter of a General Investigation 
into Depreciation Issues. 

) 
) Docket No. 08-GIMX-1142-GIV 

CORRECTIONS TO SWORN AFFIDAVIT OF MICHAEL .T. MAJ OROS, .IR ON 
BEHALF OF CURB 

The Citizens' Utility Ratepayer Board (CURB) herein notifies the Commission of 

two errors made by CURB in its filing of December 1, 2010, and requests permission to 

correct the errors, as follows: 

1. On December l, 2010, CURB filed the Sworn Affidavit of Michael J. Majoros, 

Jr. in the above-captioned docket, without attaching the cover letter explaining that the 

Affidavit was intended to be CURB's response to the Commission's request for comments 

from the parties in this docket. The cover letter is attached. 

2. In the same filing, Mr. Majoros inadvertently used an incorrectly-worded 

verification. The corrected verification is attached. 

CURB has informally notified all parties of record of these errors and its intention 

to correct them, and has received no objections. 

Therefore, CURB respectfully requests that the Commission allow CURB to 

correct the errors described above, by (1) adding the attached cover letter to CURB's 

December 1 filing and (2) substituting the attached corrected verification of Mr. Majoros 

for the verification that was included with the filing. 



Respectfully submitted, 

Niki Christopher #19311 
David Springe #15619 
Citizens' Utility Ratepayer Board 
1500 SW Arrowhead Road 
Topeka, KS 66604 
Telephone: (785) 271-3200 
Facsimile: (785) 271-3116 
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STATE OF KANSAS 

COUNTY OF SHAWNEE 

VERIFICATION 

) 

) ss: 
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I, Niki Christopher, oflawful age, being first duly sworn upon her oath states: 

That she is an attorney for the Citizens' Utility Ratepayer Board, that she has read 
the above and foregoing document, and, upon information and belief, states that the 
matters therein appearing are true and corr~ ~ 

Niki Christopher 

SUBSCRIBED AND SWORN to before me this 2nd day of December, 2010. 

i1i , DELLA J. SMITH 
~ Notart Public - State of Kansas 
My Appl. Expires January 26, 2013 

My Commission expires: 01-26-2013. 



Citizens' Utility Ratepayer Board 
Board Members: 
Nancy Jackson, Chair 
A. W. Dirks, Vice--Chair 
Carol I. Faucher, Member 
Stephanie Kelton, Member 
Kenneth Baker, Member 

Susan K. Duffy 
Executive Director 
1500 SW Arrowhead Road 
Topeka, KS 66604 
(via e-mail) 

In re: 08-GIMX-1142-GIV 

Dear Ms. Duffy: 

~ 
~ 

State of Kansas 
}If ark Parkinson, Governor 

December 02, 2010 
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David Springe, Consumer Counsel 
1500 S.W. Arrowhead Road 
Topeka, Kansas 66604-4027 
Phone: (785) 271-3200 
Fax: (785) 271-3116 
http://curb.kansas.gov 

On behalf of the Citizens' Utility Ratepayer Board (CURB), please accept the Sworn Affidavit of 
Michaell. Majoros, Jr., as CURB's response to the request of the Commission in its October 11, 
2010 Order for comments on depreciation issues. 

Si/U-

David Springe #15619 
Niki Christopher #19311 
Citizens' Utility Ratepayer Board 
1500 SW Arrowhead Road 
Topeka, KS 66604 
(785) 271-3200 
(785) 271-3116 Fax 

cc: Parties of Record 
Attachment 



VERIFICATION 

STATE OF DISTRICT OF COLUMBIA ) ss: 
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I, Michael J. Majoros, Jr., of lawful age, being first duly sworn upon his oath 
states: 

That he is a consultant for the Citizens' Utility Ratepayer Board, that he has read 
and is familiar with the foregoing testimony, and, upon information and belief, states that 
the matters therein appearing are true and correct. 

SUBSCRIBED AND SWORN to before e this _!_day of December, 2010. 

~i~ -

DONNA ANN JEFFRIES 
• • • NOTARY PUBLIC DISTRICT OF COLUMBIA 

My Comm1ss10n exptres:MvCommlsslon Expires July 14, 201s 
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CERTIFICATE OF SERVICE 

08-GIMX-1142-GIV 

I, the undersigned, hereby certify that a true and correct copy of the above and 
foregoing document was placed in the United States mail, postage prepaid, electronic 
service, or hand-delivered this 2nd day of December, 2010, to the following: 

JAMES G. FLAHERTY, ATTORNEY 
ANDERSON & BYRD, L.L.P. 
216 SOUTH HICKORY 
PO BOX 17 
OTTAWA, KS 66067 
Fax: 785-242-12H 
jflaherty@andersonbyrd.com 

ELLEN T WEAVER 
ATMOS ENERGY 
STE 1800 
5430 LBJ FREEWAY 
P 0 BOX 650205 
DALLAS, TX 75265-0205 
ellen.weaver@atrnosenergy.com 

MARGARET A (MEG) MCGILL, REGULATORY MANAGER 
BLACK HILLS/KANSAS GAS UTILITY COMPANY, LLC 
D/B/A BLACK HILLS ENERGY 
BLACK HILLS UTILITY HOLDINGS INC 
1815 CAPITOL AVE 
OMAHA, NE 68102 
Fax: 402-221-2501 
margaret.mcgill@blackhillscorp.com 

LAURIE DELANO 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE (64801) 
PO BOX 127 
JOPLIN, MO 64802 
Fax: 417-625-5169 
ldelano@ernpiredistrict.com 

CURTIS D. BLANC, SR. DIR. REG. AFFAIRS 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
Fax: 816-556-2787 
curtis.blanc@kcpl.com 

MARY TURNER, DIRECTOR, REGULATORY AFFAIRS 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
Fax: 816-556-2110 
mary.turner@kcpl.com 

JOE T. CHRISTIAN 
ATMOS ENERGY 
5420 LBJ FREEWAY (75240) 
STE 160 
P 0 BOX 650205 
DALLAS, TX 75265-0205 
joe.christian@atmosenergy.com 

KAREN P WILKES 
ATMOS ENERGY CORPORATION 
1555 BLAKE ST 400 
DENVER, CO 80202 
karen.wilkes@atmosenergy.com 

GLENDA CAFER, ATTORNEY 
CAPER LAW OFFICE, L.L.C. 
3321 SW 6TH STREET 
TOPEKA, KS 66606 
Fax: 785-271-9993 
gcafer@sbcglobal.net 

KELLY WALTERS, VICE PRESIDENT 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE (64801) 
PO BOX 127 
JOPLIN, MO 64802 
Fax: 417-625-5173 
kwalters@ernpiredistrict.com 

DENISE M. BUFFINGTON, CORPORATE COUNSEL 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
Fax: 816-556-2787 
denise.buffington@kcpl.com 

DANA BRADBURY, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
Fax: 785-271-3167 
d.bradbury@kcc.ks.gov 
**** Hand Deliver **** 



CERTIFICATE OF SERVICE 
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08-GIMX-1142-GIV 

TERRI PEMBERTON, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
Fax: 785-271-3354 
t.pemberton@kcc.ks.gov 
**** Hand Deliver **** 

WALKER HENDRIX, DIR, REG LAW 
KANSAS GAS SERVICE, A DIVISION OF ONEOK, 
INC. 
7421 W 129TH STREET STE 300 (66213) 
PO BOX 25957 
SHAWNEE MISSION, KS 66225-9835 
Fax: 913-319-8622 
whendrix@oneok.com 

PATRICK PARKE, VP CUSTOMER SERVICE 
MIDWEST ENERGY, INC. 
1330 CANTERBURY ROAD 
PO BOX 898 
HAYS, KS 67601-0898 
Fax: 785-625-1494 
patparke@mwenergy.com 

MARK D. CALCARA, GENERAL COUNSEL 
SUNFLOWER ELECTRIC POWER CORPORATION 
301 W. 13TH 
PO BOX 1020 (67601-1020) 
HAYS, KS 67601 
Fax: 785-623-3395 
mcalcara@sunflower.net 

KEEN K. BRANTLEY, ATTORNEY 
WALLACE, BRANTLEY & SHIRLEY 
325 MAIN STREET 
PO BOX 605 
SCOTT CITY, KS 67871 
Fax: 620-872-2203 
kbrantley@wbsnet.org 

MARTIN J. BREGMAN, EXEC DIR, LAW 
WESTAR ENERGY, INC. 
818 S KANSAS AVENUE 
PO BOX 889 
TOPEKA, KS 66601-0889 
Fax: 785-575-8136 
marty.bregman@westarenergy.com 

JOHN P. DECOURSEY, DIRECTOR, LAW 
KANSAS GAS SERVICE, A DIVISION OF ONEOK, 
INC. 
7421 W 129TH STREET STE 300 (66213) 
PO BOX 25957 
SHAWNEE MISSION, KS 66225-9835 
Fax: 913-319-8622 
jdecoursey@kgas.com 

TOM MEIS, VICE PRESIDENT FINANCE, CFO 
MIDWEST ENERGY, INC. 
1330 CANTERBURY ROAD 
PO BOX 898 
HAYS, KS 67601-0898 
Fax: 785-625-1494 
tmeis@mwenergy.com 

SUSAN B CUNNINGHAM, COUNSEL 
SNR DENTON US LLP 
7028 SW 69TH ST 
AUBURN, KS 66402-9421 
Fax: 816-531-7545 
susan.cunningham@snrdenton.com 

THOMAS K. HESTERMANN, MANAGER, REGULATORY 
RELATIONS 
SUNFLOWER ELECTRIC POWER CORPORATION 
301 W. 13TH 
PO BOX 1020 (67601-1020) 
HAYS, KS 67601 
Fax: 785-623-3373 
tkhesterrnann@sunflower.net 

LINDSAY A. SHEPARD, ATTORNEY 
WATKINS CALCARA CHTD. 
1321 MAIN STREET SUITE 300 
PO DRAWER 1110 
GREAT BEND, KS 67530 
Fax: 620-792-2775 
lshepard@wcrf.com 

CATHRYN J. DINGES, CORPORATE COUNSEL 
WESTAR ENERGY, INC. 
818 S KANSAS AVENUE 
PO BOX 889 
TOPEKA, KS 66601-0889 
Fax: 785-575-8136 
cathy.dinges@westarenergy.com 

tlffi~ 
Della Smith 



Citizens' Utility Ratepayer Board 
Board Members: 
Nancy Jackson, Chair 
A. W. Dirks, Vice-Chair 
Carol I. Faucher, Member 
Stephanie Kelton, Member 
Kenneth Baker, Member 

Susan K. Duffy 
Executive Director 
1500 SW Arrowhead Road 
Topeka, KS 66604 
(via e-mail) 

In re: 08-GIMX-1142-GIV 

Dear Ms. Duffy: 

. 

-
State of Kansas 

Mark Parkinson, Governor 

December 02, 2010 
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David Springe, Consumer Counsel 
1500 S.W. Arrowhead Road 
Topeka, .Kansas 66604-4027 
Phone: (785) 271-3200 
Fax: (785) 271-3116 
http://curb.kansas.gov 

~T'.""i: r.nRPflflhTr~~ COMM!~''nr 1 

C<E\~ n 2 2010 
<?:.-: ... ~ 
,,~· .--- IJ'#/ 

On behalf of the Citizens' Utility Ratepayer Board (CURB), please accept for filing CURB's 
corrections to Sworn Affidavit of Michael J. Majoros, Jr., which requests that the Commission 
permit CURB to 1) add the cover letter that should have been filed with the Sworn Affidavit of 
Michael I. Majoros, Jr., which CURB filed with the Commission on December 01, 2010 and 2) 
substitute a corrected verification of Michael J. Majoros, Jr. to replace the verification that was 
filed with the Sworn Affidavit in reference to the above docket. CURB will provide a copy of 
this filing via email to all parties on the service list and include the pages attached herein. 

Thank you for your assistance and attention to this matter. 

s~ ~~~~~~ 

David Springe #15619 
Niki Christopher #19311 
Citizens' Utility Ratepayer Board 
1500 SW Arrowhead Road 
Topeka, KS 66604 
(785) 271-3200 
(785) 271-3116 Fax 

cc: Parties of Record 
Attachment 



STAlEGllRPORAilONCOMMJSSIOI l 
BEFORE THE STATE CORPORATION COMMISSION 

OF THE STATE OF KANSAS oEc o 1 zmo 

~~· In the Matter of a General Investigation into 
Depreciation Issues 

) 
) Docket No. 08-GIMX-1142-GIV 

COMMENTS OF BLACK HILLS ENERGY 

COMES NOW Black Hills/Kansas Gas Utility Company, LLC, d/b/a Black Hills Energy 

("Black Hills"), and pursuant to the Order Scheduling Comments and Designating Prehearing Officer 

issued by the Kansas Corporation Commission ("Commission") dated May 26, 2010, ("Scheduling 

Order") and the Prehearing Officer's Orders Granting Motions for Extension of Time dated June 28, 

2010, and September 24, 2010, files its comments relating to 

(1) the three (3) depreciation issues identified by the Commission Staff ("Staff''); 

(2) the developments that have occurred since Staffs Report was filed on June 30, 2008 
that may affect the need to address the depreciation issues identified by Staff or other 
depreciation issues; 

(3) the Commission's request that the parties state their opinion regarding whether issues 
that have been identified are best addressed in individual company proceedings or as 
part of this general investigation into depreciation; and 

( 4) the Commission's request that the parties suggest a procedure and timetable for 
conducting its investigation after comments have been filed. 

I. INTRODUCTION 

I. The Staff filed its motion to open this generic docket relating to depreciation issues on 

June 30, 2008, ("Staff Motion"). Staff urged the Commission to conduct an investigation and 

establish policy for natural gas and electric utilities with respect to three (3) depreciation issues: 

(I) the appropriate treatment of non-legal Asset Retirement Obligations ("AROs"); 

(2) the establishment of a general policy regarding terminal net salvage in connection with 
decommissioning of electric generating facilities; and 
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(3) the use of the Equal Life Group ("ELG") methodology for determining life expectancy 
of assets for calculating depreciation rates. Staff Motion ~~3-7. 

The Staff included a summary of each of the depreciation issues, including the identification of recent 

cases where these depreciation issues had been before this and other public utility commissions. Staff 

Motion ~~3-7. The Staff suggested that the Commission allow the utilities an opportunity to respond 

to the Staff Motion and to propose a procedure and timetable for the Commission to follow in this 

case. Staff Motion ~8. 

2. On May26, 2010, the Commission issued its Scheduling Order in this matter. It asked 

the utilities to file comments relating to the four items mentioned in the opening paragraph of these 

comments by June 30, 2010, and reply comments by August 5, 2010. Scheduling Order ~~16-30. 

The dates to file comments were subsequently extended to December 1, 20 I 0, and December 22, 

2010, respectively. 

3. Black Hills addresses the relevant depreciation issues and the other procedural issues 

raised by the Staff and the Commission in its comments. 

4. Black Hills has retained Thomas J. Sullivan, an outside consultant and expert on utility 

depreciation issues to assist it in this docket. Mr. Sullivan's comments regarding the relevant 

depreciation issues are incorporated herein. Mr. Sullivan is employed by Black & Veatch Corporation 

as Director in the Enterprise Consulting Division ,which provides depreciation consulting services to 

utility companies. Mr. Sullivan is responsible for conducting depreciation, valuation and original cost 

studies, determining service life and salvage estimates, conducting final reviews, presenting 

recommended depreciation rates and supporting such rates before state and federal regulatory 

agencies. Mr. Sullivan has been doing such consulting since 1980. He is a registered Professional 

Engineer in the State of Missouri. He is a member of the American Society of Civil Engineers. Mr. 

2 
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Sullivan has a Bachelor of Science degree in Civil Engineering from the University of Missouri-Rolla 

and a Master of Business Administration from the University of Missouri-Kansas City. Mr. Sullivan 

has presented expert testimony regarding utility depreciation issues in several states, including 

Missouri, Texas, and Wyoming. 

II. DEPRECIATION ISSUES IDENTIFIED BY THE STAFF AND THE DEVELOPMENTS 

THAT HAVE OCCURRED SINCE STAFF'S REPORT WAS FILED ON JUNE 30, 

2008, THAT MAY AFFECT THE NEED TO ADDRESS THOSE DEPRECIATION 

ISSUES 

A. WHEN THE EQUAL LIFE GROUP("ELG") METHODOLOGY IS APPROPRIATE 

FOR DETERMINING LIFE EXPECTANCY OF ASSETS FOR CALCULATION 

DEPRECIATION RATES 

5. According to Mr. Sullivan the calculation used in the ELG method produces 

depreciation rates that usually change overtime and usually produces depreciation rates that are higher 

when plant is relatively young and the plant balances are growing. The depreciation rate is usually 

not a straight line depreciation rate because the depreciation rate is dependent upon the Iowa curve 

used and the best fit Iowa curve is rarely a straight line "curve." The ELG method produces an 

accelerated depreciation rate. Generally speaking, the ELG method is probably more precise, but it 

also requires very precise accounting, more precise aggregating of assets into more homogeneous 

groups than is usually done when rates are based only on FERC accounts, and more frequent adjusting 

of the annual depreciation rates since the ELG depreciation rates usually decline as the plant account 

matures. 

6. Use of the ELG method should be allowed where utilities propose it and can support 

its use. But ELG should not be a Commission requirement nor should utilities be required to provide 

results using both the ELG and ALG methods. The default method should be ALG with ELG being 

an option. 

3 
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III. WHETHER THE DEPRECIATION ISSUES THAT HA VE BEEN IDENTIFIED IN THIS 

GENERAL INVESTIGATION ARE BEST ADDRESSED IN INDIVIDUAL COMPANY 

PROCEEDINGS OR AS PART OF TIDS GENERAL INVESTIGATION INTO 
DEPRECIATION 

7. The Commission requested that the parties address whether the depreciation issues 

identified in this general investigation are best addressed in individual company proceedings or as part 

of this general investigation into depreciation. Black Hills has no objection to the Commission 

establishing a general policy with respect to the deprecation issues that are the subject matter of this 

general investigation. However, with most policies relating to utility regulation, the Commission 

should allow for some flexibility that would allow a utility the ability to apply for a different treatment 

or different methodology relating to the setting of its depreciation rates if it can demonstrate to the 

Commission (the utility would have the burden of proof) that said treatment or methodology, even 

though different from those approved in this general investigation, result in reasonable depreciation 

rates and overall just and reasonable rates to the utility's customers. 

IV. A PROCEDURE AND TIMETABLE FOR THE COMMISSION TO CONDUCT ITS 

INVESTIGATION AFTER COMMENTS HA VE BEEN FILED 

8. The Commission requested that the parties suggest a procedure and timetable for the 

Commission to adopt in conducting its investigation in this docket after the initial and reply comments 

have been filed. Black Hills proposes that after the initial and reply comments are filed and reviewed 

by the Commission, that the Commission schedule a prehearing conference in this docket. At the 

prehearing conference the parties can confer with each other and with the prehearing officer to 

determine if a consensus can be reached with respect to a procedure and timetable for the Commission 

to adopt in conducting its investigation in this docket. If no consensus can be reached by the parties, 

then they can submit their proposed procedure and timetable to the prehearing officer for submission 

4 



to the Commission for its decision. 

V. CONCLUSION 
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9. In conclusion, Black Hills respectfully submits that based upon the reasons set forth 

herein that the Commission ultimately find that: 

(!) Use of the ELG method should be allowed where utilities propose it and can 
support its use. But ELG should not be a Commission requirement nor should 
utilities be required to provide results using both the ELG and ALG methods. 
The default method should be ALG with ELG being an option; 

(2) the Commission can establish a general policy with respect to the depreciation 
issues raised in this general investigation provided however, the Commission 
allows for some flexibility that would allow a utility the ability to apply for a 
different treatment or different methodology relating to the setting of its 
depreciation rates if it can demonstrate to the Commission that said treatment 
or methodology, even though different from those approved in this general 
investigation, result in reasonable depreciation rates and overall just and 
reasonable rates to the utility's customers; and 

(3) the Commission should schedule a pre hearing conference after receiving initial 
and reply comments to allow the parties to confer to determine if a consensus 
can be reached with respect to a procedure and timetable for the Commission 
to adopt in conducting its investigation in this docket. 

Respectfully submitted, 

s . Fl erty, #11177 
ERSO & BYRD, LLP 
. Hi ry, P. 0. Box 17 

Ottawa, Kansas 66067 
(785) 242-1234, telephone 
(785) 242-1279, facsimile 
j flahertylalandersonbyrd.com 
Attorneys for Black Hills/Kansas Gas Utility Company, 
LLC, d/b/a Black Hills Energy 

5 



VERIFICATION 

STATE OF KANSAS ) 
)ss: 

COUNTY OF FRANKLIN ) 

James G. Flaherty, of lawful age, being first duly sworn on oath, states: 
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That he is the attorney for Black Hills/Kansas Gas Utility Company, LLC, d/b/a Black Hills 

Energy, named in the foregoing Comments and is duly authorized to make this affidavit; that he has 

read the foregoing Comments, and knows the contents thereof; and that the facts set forth therein are 

true and correct to the best of his knowledge, information and belief. 

SUBSCRIBED AND SWORN to before me this 1" day of December, 2010. 

J\OTARY PUBLIC-. State of Kansas 
RONOA ~)jS'4lj'A2/) 

Mt A:;pt. Expires :;.JJ?lbj fl/ 
I I ~JfCh~ 

Notary Public 
Appointment/Commission Expires: 

6 
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CERTIFICATE OF SERVICE 

I, the undersigned, hereby certify that a true and correct copy of the above and foregoing 
Comments of Black Hills Energy was served by electronic mail this I" day of December, 20 I 0, to the 
following parties who have waived receipt of follow-up hard copies: 

JOE T. CHRISTIAN 
ATMOS ENERGY 
P 0 BOX 650205 
DALLAS, TX 75265-0205 
joe.christian@atmosenerqy.com 

ELLEN T WEAVER 
ATMOS ENERGY 
STE 1800 
5430 LBJ FREEWAY 
P 0 BOX 650205 
DALLAS, TX 75265-0205 
ellen.weaver@atmosenerqy.com 

KAREN P WILKES 
ATMOS ENERGY CORPORATION 
1555 BLAKE ST 400 
DENVER, CO 80202 
karen.wilkes@atmosenergy.com 

MARGARET A MCGILL 
REGULATORY MANAGER 
BLACK HILLS UTILITY HOLDINGS INC 
1815 CAPITOL AVE 
OMAHA, NE 68102 
margaret.mcqill@blackhillscoro.com 

GLENDA CAFER 
CAFER LAW OFFICE, L.L.C. 
3321 SW 6TH STREET 
TOPEKA, KS 66606 
gcafer@sbcglobal.net 

NIKI CHRISTOPHER 
CITIZENS' UTILITY RATEPAYER BOARD 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604 
n.christopher@curb.kansas.gov 

C. STEVEN RARRICK, ATTORNEY 
CITIZENS' UTILITY RATEPAYER BOARD 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604 
s.rarrick@curb.kansas.gov 

DELLA SMITH 
CITIZENS' UTILITY RATEPAYER BOARD 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604 
d.smith@curb.kansas.gov 

DAVID SPRINGE, CONSUMER COUNSEL 
CITIZENS' UTILITY RATEPAYER BOARD 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604 
d.springe@curb.kansas.gov 

LAURIE DELANO 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE (64801) 
PO BOX 127 
JOPLIN, MO 64802 
ldelano@empiredistrict.com 

KELLY WALTERS, VICE PRESIDENT 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE (64801) 
PO BOX 127 
JOPLIN, MO 64802 
kwalters@empiredistrict.com 

CURTIS D. BLANC 
SR. DIR. REG. AFFAIRS 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
curtis.blanc@kcpl.com 

DENISE M. BUFFINGTON 
CORPORATE COUNSEL 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
denise.buffinqton@kcpl.com 

MARY TURNER, DIRECTOR 
REGULATORY AFFAIRS 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
mary. turner@kcpl.com 



DANA BRADBURY, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
d.bradburv@kcc.ks.gov 

TERRI PEMBERTON, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
t.pemberton@kcc.ks.gov 

JOHN P. DECOURSEY 
DIRECTOR, LAW 
KANSAS GAS SERVICE, 
A DIVISION OF ONEOK, INC. 
7421W129TH STREET STE 300 (66213) 
PO BOX25957 
SHAWNEE MISSION, KS 66225-9835 
jdecoursey@kqas.com 

WALKER HENDRIX, DIR, REG LAW 
KANSAS GAS SERVICE, 
A DIVISION OF ONEOK, INC. 
7421 W 129TH STREET STE 300 (66213) 
PO BOX25957 
SHAWNEE MISSION, KS 66225-9835 
whendrix@oneok.com 

TOM MEIS 
VICE PRESIDENT FINANCE, CFO 
MIDWEST ENERGY, INC. 
1330 CANTERBURY ROAD 
POBOX898 
HAYS, KS 67601-0898 
tommeis@mweneray.com 

PATRICK PARKE, VP CUSTOMER SERVICE 
MIDWEST ENERGY, INC. 
1330 CANTERBURY ROAD 
POBOX898 
HAYS, KS 67601-0898 
patparke@mwenergy.com 

SUSAN B CUNNINGHAM, COUNSEL 
SNR DENTON US LLP 
7028 SW 69TH ST 
AUBURN, KS 66402-9421 
scunningham@sonnenschein.com 
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MARK D. CALCARA, GENERAL COUNSEL 
SUNFLOWER ELECTRIC POWER CORP. 
301W.13TH 
PO BOX 1020 (67601-1020) 
HAYS, KS 67601 
mcalcara@sunflower.net 

THOMAS K. HESTERMANN 
MANAGER, REGULATORY RELATIONS 
SUNFLOWER ELECTRIC POWER CORP. 
301W.13TH 
PO BOX 1020 (67601-1020) 
HAYS, KS 67601 
tkhestermann@sunflower.net 

KEEN K. BRANTLEY, ATTORNEY 
WALLACE, BRANTLEY & SHIRLEY 
325 MAIN STREET 
PO BOX605 
SCOTT CITY, KS 67871 
kbrantley@sbsnet.org 

LINDSAY A SHEPARD, ATTORNEY 
WATKINS CALCARACHTD. 
1321 MAIN STREET SUITE 300 
PO DRAWER 1110 
GREAT BEND, KS 67530 
lshepard@wcrf.com 

MARTIN J. BREGMAN, EXEC DIR, LAW 
WESTAR ENERGY, INC. 
818 S KANSAS AVENUE 
POBOX889 
TOPEKA, KS 66601-0889 
marty.bregman@westarenergy.com 

CATHRYN J. DINGES, CORPORATE COUNSEL 
WESTAR ENERGY, INC. 
818 S KANSAS AVENUE 
POBOX889 
TOPEKA, KS 66601-0889 
cathy.dinges@westarenergy.com 



LAW OFFICES OF 

ANDERSON &f BYRD 

JOHN L. RICHESON 

JAMES G. FLAHERTY 

R. SCOTT RYBURN 

KEm-t A. BROCK 

Sent by Facsimile 
Original Mailed 1211110 

Ms. Susan K. Duffy 
Executive Director 
Kansas Corporation Commission 
1500 S, W. Arrowhead Road 
Topeka, Kansas 66604-4027 

Re: Depreciation Issues 

A Limited Liability Parlnershlp 

216 s. HtCKORY,P. o. Box 17 
OTTAWA, KANSAS 66067 

(785) 242-1234, Telephone 
(785) 242-1279, Facsimile 

www.andersonbyrd.com 

December 1, 2010 

Docket No. 08-GIMX-1142-GIV 

Dear Ms. Duffy: 
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ROBERT A ANDERSON 

(1920-1994) 

RICHARD C. BYRD 
(1920-2008) 

Please file the enclosed Comments on behalf of Black Hills Energy in the above captioned 
matter. I would appreciate receiving a file stamped copy of this cover letter as well as a file stamped 
copy of the Comments for my files. An envelope is included for your convenience. 

Thank you for your assistance. If you have any questions, please call. 

JG:ilrf) 
Enc'ibsure 

Sincerely, 

J~G-~ 

James G. Flaherty 
jflahertv(iiJ.andersonbvrdcon1 



BEFORE THE STATE CORPORATION COMMISSION 
OF THE STATE OF KANSAS 
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In the Matter of a General Investigation into 
Depreciation Issues 

) 
) Docket No. 08-GIMX-1142-GIV 

REPLY COMMENTS OF BLACK HILLS ENERGY 

COlvffiS NOW Black Hills/Kansas Gas Utility Company, LLC, d/b/a Black Hills Energy 

("Black Hills"), and pursuant to the Order Scheduling Comments and Designating Prehearing Officer 

issued by the Kansas Corporation Commission ("Commission") dated May 26, 2010, ("Scheduling 

Order") and the Prehearing Officer's Orders Granting Motions for Extension of Time dated June 28, 

2010, and September 24, 2010, files its reply comments relating to: 

(1) Staff and CURB's comments relating to when the Equal Life Group ("ELG") 
methodology is appropriate for determining life expectancy of assets for calculating 
depreciation rates; 

(2) the parties' suggestions on whether depreciation issues should be addressed generically 
or on a case-by-case basis; and 

(3) the parties' suggestions relating to a procedure and timetable for conducting the 
Commission's investigation after comments have been filed. 

I. THE USE OF EQUAL LIFE GROUP METHODOLOGY IN CALCULATING 
DEPRECIATION RATES 

1. As indicated in Black Hills' Comments filed on December l, 2010, the calculation used 

in the ELG method produces depreciation rates that usually change over time and usually produces 

depreciation rates that are higher when plant is relatively young and the plant balances are growing. 

The depreciation rate is usually not a straight line depreciation rate because the depreciation rate is 

dependent upon the Iowa curve used and the best fit Iowa curve is rarely a straight line "curve." The 

ELG method produces an accelerated depreciation rate. Generally speaking, the ELG method is 
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probably more precise, but it also requires very precise accounting, more precise aggregating of assets 

into more homogeneous groups than is usually done when rates are based only on FERC accounts, and 

more frequent adjusting of the annual depreciation rates since the ELG depreciation rates usually 

decline as the plant account matures. This is why Black Hills contended in its Comments filed on 

December 1, 2010, that use of the ELG method should be allowed where utilities propose it and can 

support its use, and that ELG should not be a Commission requirement, nor should utilities be required 

to provide results using both the ELG and Average Life Group (" ALG") methods. The default method 

should be ALG with ELG being an option. 

2. The Staff and CURB express similar concerns with the .ELG method that Black Hills 

expressed in its Comments. However, Staffs recommendations that the ELG method be rejected goes 

too far. While the methodology introduces issues and challenges that do not occur using an ALG 

calculation, the method should be allowed if employed properly. Black Hills has not historically used 

this method because of the additional administrative and regulatory burden that would be necessary 

for the method to be employed properly. If the method is not managed properly (i.e., rates are set 

based on the method and then not changed for long periods), the utility faces the possibility of 

depreciating away rate base fairly quickly. However, when used properly, the ELG methodology is 

a reasonable method to use in calculating depreciation rates and utilities should not be precluded from 

using said method. 

II. THECOMMISSIONSHOULDALLOWSOMEFLEXIBILITYTOALLOWUTILITIES 
THE ABILITY TO APPLY FOR A DIFFERENT TREATMENT OR DIFFERENT 
METHODOLOGY RELATING TO SETTING DEPRECIATION RATES 

3. The Commission requested that the parties address whether the depreciation issues 

identified in this general investigation are best addressed in individual company proceedings or as part 

of this general investigation into depreciation. Black Hills indicated in its Comments it has no 

2 
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objection to the Commission establishing a general policy with respect to the deprecation issues that 

are the subject matter of this general investigation. However, with most policies relating to utility 

regulation, the Commission should allow for some flexibility that would allow a utility the ability to 

apply for a different treatment or different methodology relating to the setting ofits depreciation rates 

if it can demonstrate to the Commission (the utility would have the burden of proof) that said 

treatment or methodology, even though different from those approved in this general investigation, 

result in reasonable depreciation rates and overall just and reasonable rates to the utility's customers. 

Neither Staff nor CURB specifically addressed this issue in its comments. Accordingly, in 

establishing any policy in this general investigation, the Commission should allow the utilities the 

flexibility to vary from said policy when the circumstances warrant. 

III. A PROCEDURE AND TIMETABLE FOR THE COMMISSION TO CONDUCT ITS 
INVESTIGATION AFTER COMMENTS HA VE BEEN FILED 

4. The Commission requested that the parties suggest a procedure and timetable for the 

Commission to adopt in conducting its investigation in this docket after the initial and reply comments 

have been filed. Neither Staff nor CURB provided any response to this issue. Otherutilities requested 

an evidentiary hearing on this matter. Black Hills has no objection to the Commission setting an 

evidentiary hearing. However, Black Hills still proposes the best way to proceed is that after the initial 

and reply comments are filed and reviewed by the Commission, the Commission schedule a 

prehearing conference in this docket. At the prehearing conference the parties can confer with each 

other and with the prehearing officer to determine if a consensus can be reached with respect to a 

procedure and timetable for the Commission to adopt in conducting its investigation in this docket. 

If no consensus can be reached by the parties, then they can submit their proposed procedure and 

timetable to the prehearing officer for submission to the Commission for its decision. 

3 



IV. CONCLUSION 
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5. In conclusion, Black Hills respectfully submits that based upon the reasons set forth 

herein and in its initial comments that the Commission ultimately find that: 

(I) Use of the ELG method should be allowed where utilities propose it and can 
support its use. But ELG should not be a Commission requirement nor should 
utilities be required to provide results using both the ELG and ALG methods. 
The default method should be ALG with ELG being an option; 

(2) the Commission can establish a general policy with respect to the depreciation 
issues raised in this general investigation provided however, the Commission 
allows for some flexibility that would allow a utility the ability to apply for a 
different treatment or different methodology relating to the setting of its 
depreciation rates if it can demonstrate to the Commission that said treatment 
or methodology, even though different from those approved in this general 
investigation, result in reasonable depreciation rates and overall just and 
reasonable rates to the utility's customers; and 

(3) the Commission should schedule a prehearing conference after receiving initial 
and reply comments to allow the parties to confer to determine if a consensus 
can be reached with respect to a procedure and timetable for the Commission 
to adopt in conducting its investigation in this docket. 

Respectfully submitted, 

James . laherty, l 1177 
ANDE SON & YRD, LLP 
216 S. 'cko . 0. Box 17 
Ottawa, Kansas 66067 
(785) 242-1234, telephone 
(785) 242-1279, facsimile 
jflaherty@andersonbvrd.com 
Attorneys for Black Hills/Kansas Gas Utility Company, 
LLC, d/b/a Black Hills Energy 

4 



VERIFICATION 

STATE OF KANSAS ) 
)ss: 

COUNTY OF FRANKLIN ) 

James G. Flaherty, oflawful age, being first duly sworn on oath, states: 
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That he is the attorney for Black Hills/Kansas Gas Utility Company, LLC, d/b/a Black Hills 

Energy, named in the foregoing Reply Comments and is duly authorized to make this affidavit; that 

he has read the foregoing Reply Comments, and knows the contents thereof; and that the facts set forth 

therein are true and correct to the best of his knowledge, information and belie£ 

SUBSCRIBED AND SWORN to before me this 24th day of January, 2011. 

. ·~--·- .ffAR~~~CRQ~~~~I Kar:s<J: ! 
App!, E>pires .S (.915 ~Ql!f 

........ 

~~~ 
Notary Public 

Appointment/Commission Expires: 

5 
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CERTIFICATE OF SERVICE 

I, the undersigned, hereby certify that a true and correct copy of the above and foregoing Reply 
Comments of Black Hills Energy was served by electronic mail this 24'h day of January, 2011, to the 
following parties who have waived receipt of follow-up hard copies: 

JOE T. CHRISTIAN 
ATMOS ENERGY 
P O BOX 650205 
DALLAS, TX 75265-0205 
joe.christian@atmoseneroy.com 

ELLEN T WEAVER 
ATMOS ENERGY 
STE 1800 
5430 LBJ FREEWAY 
P 0 BOX 650205 
DALLAS, TX 75265-0205 
ellen.weaver@atmoseneroy.com 

KAREN P WILKES 
ATMOS ENERGY CORPORATION 
1555 BLAKE ST 400 
DENVER, CO 80202 
karen.wilkes@atmosenergy.com 

MARGARET A MCGILL 
REGULATORY MANAGER 
BLACK HILLS UTILITY HOLDINGS INC 
1815 CAPITOL AVE 
OMAHA, NE 68102 
margaret.mcgill@blackhillscorp.com 

GLENDA CAFER 
CAFER LAW OFFICE, L.L.C. 
3321 SW 6TH STREET 
TOPEKA, KS 66606 
gcafer@sbcqlobal.net 

NIKI CHRISTOPHER 
CITIZENS' UTILITY RATEPAYER BOARD 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604 
n.christopher@curb.kansas gay 

C. STEVEN RARRICK, ATTORNEY 
CITIZENS' UTILITY RATEPAYER BOARD 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604 
s.rarrick@curb.kansas.gov 

DELLA SMITH 
CITIZENS' UTILITY RATEPAYER BOARD 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604 
d.smith@curb.kansas.gov 

DAVID SPRINGE, CONSUMER COUNSEL 
CITIZENS' UTILITY RATEPAYER BOARD 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604 
d.springe@curb.kansas.gov 

LAURIE DELANO 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE (64801) 
PO BOX 127 
JOPLIN, MO 64802 
ldelano@empiredistrict.com 

KELLY WALTERS, VICE PRESIDENT 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE (64801) 
PO BOX 127 
JOPLIN, MO 64802 
kwalters@empiredistrict.com 

CURTIS D. BLANC 
SR. DIR. REG. AFFAIRS 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
curtis.blanc@kcpl.com 

DENISE M. BUFFINGTON 
CORPORATE COUNSEL 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX418679 
KANSAS CITY, MO 64141-9679 
denise.buffington@kcpl.com 

MARY TURNER, DIRECTOR 
REGULATORY AFFAIRS 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PLACE 
1200 MAIN STREET (64105) 
P.O. BOX 418679 
KANSAS CITY, MO 64141-9679 
marv.turner@kcpl.com 
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DANA BRADBURY, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
d.bradburv@kcc.ks.gov 

TERRI PEMBERTON, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
t.pemberton@kcc.ks.gov 

JOHN P. DECOURSEY 
DIRECTOR, LAW 
KANSAS GAS SERVICE, 
A DIVISION OF ONEOK, INC. 

7421 W 129TH STREET STE 300 (66213) 
POBOX25957 
SHAWNEE MISSION, KS 66225-9835 
jdecoursey@kgas.com 

WALKER HENDRIX, DIR, REG LAW 
KANSAS GAS SERVICE, 
A DIVISION OF ONEOK, INC. 
7421 W 129TH STREET STE 300 (66213) 
PO BOX25957 
SHAWNEE MISSION, KS 66225-9835 
whendrix@oneok.com 

TOM MEIS 
VICE PRESIDENT FINANCE, CFO 
MIDWEST ENERGY, INC. 
1330 CANTERBURY ROAD 
PO BOX898 
HAYS, KS 67601-0898 
tommeis@mwenergv.com 

PATRICK PARKE, VP CUSTOMER SERVICE 
MIDWEST ENERGY, INC. 
1330 CANTERBURY ROAD 
POBOX898 
HAYS, KS 67601-0898 
patparke@mwenerqy.com 

SUSAN B CUNNINGHAM, COUNSEL 
SNR DENTON US LLP 
7028 SW 69TH ST 
AUBURN, KS 66402-9421 
scunningham@sonnenschein.com 
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MARK D. CALCARA, GENERAL COUNSEL 
SUNFLOWER ELECTRIC POWER CORP. 
301W.13TH 
PO BOX 1020 (67601-1020) 
HAYS, KS 67601 
mcalcara@sunflower.net 

THOMAS K. HESTERMANN 
MANAGER, REGULATORY RELATIONS 
SUNFLOWER ELECTRIC POWER CORP. 
301 W.13TH 
PO BOX 1020 (67601-1020) 
HAYS, KS 67601 
tkhestermann@sunflower.net 

KEEN K. BRANTLEY, ATTORNEY 
WALLACE, BRANTLEY & SHIRLEY 
325 MAIN STREET 
PO BOX605 
scon CITY, KS 67871 
kbrantley@sbsnet.org 

LINDSAY A. SHEPARD, ATTORNEY 
WATKINS CALCARA CHTD. 
1321 MAIN STREET SUITE 300 
PO DRAWER 1110 
GREAT BEND, KS 67530 
lshepard@wcrf.com 

MARTIN J. BREGMAN, EXEC DIR, LAW 
WESTARENERGY, INC. 
818 S KANSAS AVENUE 
POBOX889 
TOPEKA, KS 66601-0889 
marty.bregman@westareneroy.com 

CATHRYN J. DINGES, CORPORATE COUNSEL 
WESTAR ENERGY, INC. 
818 S KANSAS AVENUE 
POBOX889 
TOPEKA, KS 66601-0889 
cathy.dinges@westarenergy.com 



BLACK HILLS KANSAS GAS 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK RESERVE AND CALCULATED 

ANNUAL DEPRECIATION RATES AS OF SEPTEMBER 30, 2013 

NET ORIGINAL COST 
SURVIVOR SALVAGE ASOF BOOK FUTURE 

ACCOUNT CURVE PERCENT SEPTEMBER 30, 2013 RESERVE ACCRUALS 
{1) {2) {3) (4) (5) (6) 

PRODUCTION PLANT 

336.01 PURIFICATION EQUIPMENT 30 - S2 0 18,718.78 8,359 10,360 

TOTAL PRODUCTION PLANT 16,718.78 8,359 10,360 

TRANSMISSION PLANT 

366.01 STRUCTURES AND IMPROVEMENTS 40 - R2.5 (5) 111,517.87 84,000 33,094 
366.71 STRUCTURES AND IMPROVEMENTS - FARM TAP 40 - R2.5 (5) 8,600.16 7,851 1,179 

MAINS 
367.01 IRON 70- R3 {10) 328,464.43 9,826 351,485 
367.02 PE 65 - S2.5 (10) 880,394.62 110,562 857,872 
367.03 STEEL 70- R1 (10) 22,211,307.67 8,938,567 15,493,871 
367.73 STEEL- FARM TAP 70 - R1 (10) 1,834,272.38 1,224436 793,264 

TOTAL MAINS 25,254,439.10 10,283,391 17,496,492 

368.04 COMPRESSOR STATION EQUIPMENT 35 - S1.5 (5) 21,483.71 4,793 17,765 
369.03 MEASURING AND REGULATING STATION EQUIPMENT 37 - S0.5 (5) 3,312,966.70 1,035,402 2,443,213 
369.73 MEASURING AND REGULATING STATION EQUIPMENT - FARM TAP 37 - S0.5 (5) 51,471.37 22,620 31,425 
371.01 OTHER EQUIPMENT 23 - L3 (1) 108,344.42 31,949 77,479 

TOTAL TRANSMISSION PLANT 28,868,823,33 11,470,006 20,100,647 

DISTRIBUTION PLANT 

375.01 STRUCTURES AND IMPROVEMENTS 35 - R2.5 (5) 161,380.22 29,120 140,329 

MAINS 
376.03 STEEL 60 - R2.5 (10) 24,537,889.82 16,535,529 10,456,150 
376.04 PVC 45- R4 {10) 498,264.92 462,451 85,640 
376.07 OTHER EQUIPMENT 30 - S0.5 0 634,850.83 33,835 601,016 
376.25 PE/PLASTIC 55 - S2 (25) 46,815119.60 15,913,459 42,605,440 

TOTAL MAINS 72,486,125.17 32,945,274 53,748,246 

377.00 COMPRESSOR EQUIPMENT 35-S1.5 (5) 174,659.15 16,849 166,543 
378.00 MEASURING AND REGULATING STATION EQUIPMENT-GENERAL 40 - R2.5 (10) 2,853,293.62 1,194,225 1,944,398 
379.00 MEASURING AND REGULATING STATION EQUIPMENT -CITY GATE 40 - L2.5 (10) 72,795.83 27,933 52,142 

SERVICES 
380.03 STEEL 42 - R2 (40) 4,429,793.99 2,659,732 3,541,980 
380.04 PVC 45- S2 (20) 76,555.53 9,396 82,471 
380.25 PE/PLASTIC 50- R4 (20) 42,509,896.74 17,942,018 33,069,858 

TOTAL SERVICES 47,016,246.26 20,611,146 36,694,309 

CALCULATED 
ANNUAL ACCRUAL 

AMOUNT RATE 
(7) (8)-(7)/(4) 

623 3.33 

623 3.33 

2,179 1.95 
185 2.15 

5,185 1.58 
15,098 1.71 

268,433 1.21 
14,933 0.81 

303,649 1.20 

1,141 5.31 
100,183 3.02 

1,541 2.99 
8,056 7.44 

416,934 1.44 

10,691 6.62 

261,952 1.07 
8,006 1.61 

23,884 3.76 
970 883 2.07 

1,264,725 1.74 

5,242 3.00 
72,147 2.53 

2,552 3.51 

171,640 3.87 
3,566 4.66 

927,039 2.18 

1,102,245 2.34 

COMPOSITE 
REMAINING 

LIFE 
(9)=(6)1(7) 

16.6 

16.6 

15.2 
6.4 

67.8 
56.8 
57.7 
53.1 

57.6 

15.6 
24.4 
20.4 
9.6 

48,2 

13.1 

39.9 
10.7 
25.2 
43.9 

42.5 

31.8 
27.0 
20.4 

20.6 
23.1 
35.7 

33.3 
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BLACK HILLS KANSAS GAS 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK RESERVE AND CALCULATED 

ANNUAL DEPRECIATION RATES AS OF SEPTEMBER 30, 2013 

NET ORIGINAL COST 
SURVIVOR SALVAGE ASOF BOOK FUTURE 

ACCOUNT CURVE PERCENT SEPTEMBER 30, 2013 RESERVE ACCRUALS 
(1J (2J (3J (4J (5J (GJ 

381.00 METERS 30 - L2 0 545,322.39 29,390 515,932 
381.01 METERS-ERT 15 - S2.5 0 7,620,366.32 705,057 6,915,309 
381.23 METERS -AMR I AMI 15 - S2.5 0 682,788.64 119,511 563,278 
382.01 METER INSTALLATIONS 55 - S2.5 (SJ 2,002,791.55 1,505,798 597,133 
383.01 HOUSE REGULATORS 45 - R2.5 (15) 13,340,705.24 2,408,223 12,933,588 
385.01 INDUSTRIAL MEASURING ANO REGULATING STATION EQUIPMENT 55 - R3 (10) 3,620,165.72 1,963,199 2,018,983. 
385.02 INDUSTRIAL METERS - LARGE 35 - S1.5 (SJ 211,317.56 53,884 167,999 
387.00 OTHER EQUIPMENT 28 - L3 0 385,025.65 221,245 163.781 

TOTAL DISTRIBUTION PLANT 151,172,963.32 61,630,854 116,621,970 

GENERAL PLANT 

STRUCTURESANDIMPROVEMENTS 
390.01 OWNED 40- R3 (SJ 6,212,180.65 609,895 5,912,895 
390.51 LEASED 20 - S3 0 56 360.76 30.279 26,082 

TOTAL STRUCTURES AND IMPROVEMENTS 6,268,541.41 640,174 5,938,977 

391.01 OFFICE FURNITURE AND EQUIPMENT - FURNITURE 
FULLY ACCRUED 152,556.37 152,556 0 
AMORTIZED 20- SQ 0 492,860.12 1,892 490,968 
TOTAL FURNITURE 645,416.49 154,448 490.968 

391.03 OFFICE FURNITURE AND EQUIPMENT- COMPUTER HARDWARE 
FULLY ACCRUED 513,276.03 513,276 0 
AMORTIZED 5-SQ 0 606,366.10 3,739 602,627 

TOTAL COMPUTER HARDWARE 1,119,642.13 517.015 602,627 

391.04 OFFICE FURNITURE AND EQUIPMENT - SOFTWARE 7 - S4 0 7,150.62 5.405 1,746 

TOTAL OFFICE FURNITURE AND EQUIPMENT 1,772,209.24 676,868 1,095,341 

TRANSPORTATION EQUIPMENT 
392.01 SUBUNIT 7 - L4 2S 27,324.44 5,533 14,960 
392.02 CARS 4 - L2 2S 161,147.69 24,592 96,269 
392.03 LIGHT TRUCKS 6 - L2 30 1,669,488.62 314,478 854,164 
392.04 MEDIUM TRUCKS 7 - L2 30 1,493,853.29 307,986 737,711 
392.05 HEAVY TRUCKS 10 - L3 30 224,702.29 38,920 118,372 
392.06 TRAILERS 19 - R2 20 150.959.25 42,263 78,504 

TOTAL TRANSPORTATION EQUIPMENT 3,727,475.58 733,772 1,899,980 

393.00 STORES EQUIPMENT 25 - SQ 0 25,828.45 18,570 7,258 

394.00 TOOLS, SHOP AND GARAGE EQUIPMENT 
FULLY ACCRUED 246,816.45 246,816 0 
AMORTIZED 25- SQ 0 1.597,526.68 719.392 878,135 
TOTAL TOOLS, SHOP AND GARAGE EQUIPMENT 1,844,343.13 966,208 878,135 

CALCULATED 
ANNUAL ACCRUAL 

AMOUNT RATE 
(7J (SJ=(7V(41 

18,623 3.42 
528,335 6.93 

41,660 6.10 
14,404 0.72 

358,287 2.69 
48,869 1.35 
6,8n 3.25 
6,527 1.70 

3,461,184 2.30 

165,218 2.66 
1 920 3.41 

167,138 2.67 

0 
54,579 11.07 • 
54,579 8.46 

0 
286,159 47.19. 
286,159 25.56 

1.746 24,42 

342.484 19.33 

3,149 11.52 
47,708 29.61 

220,840 13.23 
185,196 12.40 

19,391 8.63 
8,772 5.81 

485,056 13.01 

68S 2.65. 

0 
41,200 2.58 • 
41,200 2.23 

COMPOSITE 
REMAINING 

LIFE 
(9)=(6V(7l 

27.7 
13.1 
13.5 
41.5 
36.1 
41.3 
24.4 
25.1 

33.5 

35.8 
13.6 

35.5 

9.0 

2.1 

1.0 

3.2 

4.8 
2.0 
3.9 
4.0 
6.1 
8.9 

3.9 

10.6 

21.3 
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395.00 

396.01 
396.02 

397.00 

398.00 

301.00 
302.00 
303.00 
303.01 
303.02 
303.07 
365.01 
365.02 
365.71 
365.72 
374.01 
374.02 
389.01 

BLACK HILLS KANSAS GAS 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK RESERVE AND CALCULATED 

ANNUAL DEPRECIATION RATES AS OF SEPTEMBER 30, 2013 

NET ORIGINAL COST 
SURVIVOR SALVAGE ASOF BOOK FUTURE 

ACCOUNT CURVE PERCENT SEPTEMBER 30, 2013 RESERVE ACCRUALS 
(1) (2) (3) (4) (5) (6) 

LABORATORY EQUIPMENT 
FULLY ACCRUED 16,984.67 16,985 0 
AMORTIZED 20 - SQ 0 47,272.34 35,980 11,292 

TOTAL LABORATORY EQUIPMENT 64,257.01 52,965 11,292 

POWER OPERATED EQUIPMENT 
SHORT LIFE 15 - S1.5 25 206,144.25 100,039 54,569 
LONG LIFE 20 - S2.5 25 376,530.01 106,701 175,697 

TOTAL POWER OPERATED EQUIPMENT 582,674.26 206,740 230.266 

COMMUNICATION EQUIPMENT 
FULLY ACCRUED 165,314.52 165,315 0 
AMORTIZED 15- SQ 0 903,342.12 200,687 702,655 

TOTAL COMMUNICATION EQUIPMENT 1,068,656.64 366,002 702,655 

MISCELLANEOUS EQUIPMENT 
FULLY ACCRUED 12,550.55 12.551 0 
AMORTIZED 15 ·SQ 0 10,218.11 5,725 4,493 

TOTAL MISCELLANEOUS EQUIPMENT 22,768.66 18,276 4,493 

TOTAL GENERAL PLANT 15,376,754.38 3,679,575 10,768,397 

TOTAL DEPRECIABLE PLANT 195,437,279.81 76,988,794 147,501,374 

NONDEPRECIABLE AND ACCOUNTS NOT STUDIED 

ORGANIZATION 186,931.82 130,156 
FRANCHISES AND CONSENTS 74,989.75 65,656 
MISCELLANEOUS INTANGIBLE PLANT 1,039,860.39 108,881 
MISCELLANEOUS INTANGIBLE PLANT- EASEMENTS 1,730,332.20 445,935 
MISCELLANEOUS INTANGIBLE PLANT -TRADEMARKS 181,000.00 575,755 
MISCELLANEOUS INTANGIBLE PLANT - FARM TAP 295,645.70 295,097 
LAND 10,130.51 
LAND RIGHTS 501,788.01 
LAND- FARM TAP 643.94 
LAND RIGHTS- FARM TAP 2,100.26 
LAND 230,634.62 
LAND RIGHTS 154,332.63 
LAND 426,291.73 

TOTAL NONDEPRECIABLE AND ACCOUNTS NOT STUDIED 4,834,681.56 1,621,480 

TOTAL GAS PLANT 200,271,961.37 78,610,274 147,501,374 

*ADDITIONS AS OF JANUARY 1, 2014 WILL UTILIZE THE STANDARD AMORTIZATION RATE. 

Source: Attachment BHKG KCC-90{a) to Data Response KCC-90 

CALCULATED 
ANNUAL ACCRUAL 

AMOUNT RATE 
(7) (8)=(7)1(4) 

0 
731 1.55. 
731 1.14 

4,840 2.35 
10,666 2.83 

15,506 2.66 

0 
135,213 14.97 * 
135,213 12.65 

0 
2795 27.35 • 
2.795 12.28 

1,190,808 7.74 

_1089,549 2.60 

~089,549 

COMPOSITE 
REMAINING 

LIFE 
(9)=(6)1(7) 

15.4 

11.3 
16.5 

14.9 

5.2 

1.6 

9.0 

29.0 
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BLACK HILLS UTILITY HOLDINGS, INC. 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK DEPRECIATION RESERVE AND 

CALCULATED ANNUAL DEPRECIATION RATES AS OF DECEMBER31, 2012 

N<T BOOK 
SURVIVOR SALVAGE ORIGINAL DEPRECIATION 

ACCOUNT CURVE PERCENT COST RESERVE ,,, ,,, ,,, 
"' "' ELECTRIC PLANT 

GENERAL PLANT 

391.04 OFFICE FURNITURE AND EQUIPMENT· SOFTWARE 10·L4 0 108,440.00 5,299 
392.03 TRANSPORTATION EQUIPMENT· LIGHT TRUCKS 1Q.S2.5 10 54,214.84 19,897 

TOTAL GENERAL PLANT 162,654.84 25,196 

TOTAL ELECTRIC PLANT 162,654.84 25,196 

GAS PLANT 

DISTRIBUTION PLANT 

378.00 MEASURING AND REGULATING STATION EQUIPMENT 35-S2.5 0 137,011,17 18,663 
381.00 METERS 33-R2 {1) 40,955,204.28 9,947.852 
381.01 METERS· ERTS 15-52.5 0 1,493,427.46 78,966 
365.01 INDUSTRIAL MEASURING AND REGULATING STATION EQUIPMENT 31·R1.5 {5) 9,246,076.14 1,644,934 
385.02 INDUSTRIAL MEASURING AND REGULATING STATION EQUIPMENT· INDUSTRIAL METERS 17-Sl 0 1,297,886,96 277,647 
387.00 OTHER EQUIPMENT 16-S2.5 0 31,518.33 13,696 

TOTAL DISTRIBUTION PLANT 53,161,124,34 11,981,780 

GENERAL PLANT 

390.01 STRUCTURES AND IMPROVEMENTS· OWNED 55-R3 0 7,452,812,35 1,307,830 

391.01 OFFICE FURNITURE AND EQUIPMENT· FURNITURE 
FULLY ACCRUED 20.SQ 0 45,351.86 45,352 
AMORTIZED 20.SQ 0 282,820.26 8,813 

TOTAL FURNITURE 328,172.12 54,165 

391.02 OFFICE FURNITURE AND EQUIPMENT· COMPUTERS (PURPA) 5.sQ 0 9,823.86 0 
391.03 OFFICE FURNITURE AND EQUIPMENT· COMPUTER HARDWARE 5-SQ 0 54 654.68 1,654 

TOTALACCOUNT391 392,650,66 55,819 

392.01 TRANSPORTATION EQUIPMENT· SUBUNIT 7-lA 0 5,00 5 
392.02 TRANSPORTATION EQUIPMENT· CARS 7-L4 10 50,014.91 19,890 
392.06 TRANSPORTATION EQUIPMENT· TRAILERS 16·S1.5 10 47167.33 9,666 

TOTAL ACCOUNT 392 97,187.24 29,583 

394.00 TOOLS, SHOP AND GARAGE EQUIPMENT 
FULLY ACCRUED 25-SQ 0 266,653.39 268,653 
AMORTIZED 25-SQ 0 553,279.49 238 892 

TOTAL TOOLS, SHOP AND GARAGE EQUIPMENT 821,932.88 507,545 

395.00 LABORATORY EQUIPMENT 20.SQ 0 213,494.34 112,619 
397.00 COMMUNICATION EQUIPMENT 15-SQ 0 300643.59 147 387 

TOTAL GENERAL PLANT 9,278,721.06 2,160,783 

TOTAL GAS PLANT 62,439,845,40 14,142,563 

COMMON PLANT 

GENERAL PLANT 

390,01 STRUCTURES AND IMPROVEMENTS. OWNED 50-R3 0 104.016.32 13,649 
390,51 STRUCTURES ANO IMPROVEMENTS· LEASED 25-52.5 0 400,974.93 147 759 

TOTAL ACCOUNT 390 504,991,25 161,408 

FUTURE 
ACCRUALS 

"' 

103.141 
28,896 

132,037 

132,037 

118,348 
31,416,904 

1.414.439 
6,063,446 
1,020,240 

17,822 

42,051,199 

6,144,982 

0 
274,007 
274,007 

9,824 
53001 

336,832 

0 
25,123 
32,763 

57,886 

0 
314 387 
314,387 

100,875 
153,257 

7,108,219 

49,159,418 

90,367 
253,216 

343,583 

CALCULATED ANNUAL 
ACCRUAL ACCRUAL 
AMOUNT RATE 

"' (8):(7)/(4) 

10,857 10.01 
4.412 8.14 

15,269 9.39 

15,269 9.39 

4.177 3.05 
1,600.607 3.91 

99,616 6.67 
425,162 4.60 
149.145 11.49 

3 520 11.17 

2,282,227 4.29 

123,402 1.66 

0 
16 089 5.69 
16,089 4.90 

2,183 22.22 
11778 21.55 

30,050 7.65 

0 
6,804 13.60 
2,800 5.94 

9,604 9.86 

0 
43320 7.83 
43,320 5,27 

13,691 6.41 
14 860 4.94 

234,927 2.53 

2,517,154 4,03 

1,841 1.77 
13,051 3.25 

14,892 2.95 

E>ha.il_(l,<,l.l.3) 
Po104ol~ 

COMPOSITE 
REMAINING 

LIFE 
(9}:(6}1(7) 

9.5 
6.5 

28.3 
19.6 
14.2 
19.0 

'·' 5.1 

49.8 

17.0 

•.5 
•. 5 

3.7 
11.7 

7.3 

7.• 
10.3 

49,1 
19.4 



BLACK HILLS UTILITY HOLDINGS, INC. 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK DEPRECIATION RESERVE AND 

CALCULATED ANNUAL DEPRECIATION RATES AS OF DECEMBER 31, 2012 

ACCOUNT ,,, 
391.01 OFFICE FURNITURE AND EQUIPMENT 
391.03 OFFICE FURNITURE AND EQUIPMENT· COMPUTER HARDWARE 

FULLY ACCRUED 
AMORTIZED 

TOTAL COMPUTER HARDWARE 

391.04 OFFICE FURNITURE AND EQUIPMENT· SOFTWARE 
391.05 OFFICE FURNITURE AND EQUIPMENT· SYSTEM DEVELOPMENT 

FULLY ACCRUED 

392.01 
392,02 
392.03 

AMORTIZED 
TOTAL SYSTEM DEVELOPMENT 

TOTAL ACCOUNT 391 

TRMISPORTATION EQUIPMENT - SUBUNIT 
TRANSPORTATION EQUIPMENT - CARS 
TRANSPORTATION EQUIPMENT. LIGHT TRUCKS 

TOTAL ACCOUNT 392 

394.00 TOOLS. SHOP AND GARAGE EQUIPMENT 
397,00 COMMUNICATION EQUIPMENT 

FULLY ACCRUED 
AMORTIZED 

TOTAL COMMUNICATION EQU!PMENT 

398.00 MISCELLANEOUS EQUIPMENT 

TOTAL GENERAL PLANT 

TOTAL COMMON PLANT 

NONDEPRECIABLE PLANT 

GAS PLANT 

374.01 LAND 
389.01 LAND 

TOTAL GAS PLANT 

COMMON PLANT 

303.03 MISCELLANEOUS INTANGIBLE PLANT 

TOTAL COMMON PLANT 

TOTAL NONDEPRECIABLE PLANT 

TOTAL ELECTRIC PLANT 

ADDITIONS AS OF JANUARY 1, 2013 WILL UTILIZE THE STANDARD AMORTIZATION RATE 

SURVIVOR 
CURVE -,,-,--
20-SQ 

5-SQ 
5-SQ 

10-L4 

10-SQ 
10-SQ 

7·L4 
7·L4 

10-S2.5 

25-SQ 

1S.SQ 
15-SQ 

20-SQ 

NET 
SALVAGE 
PERCENT -----m 

0 

0 
0 

0 

0 
0 

0 

'° '° 

0 
0 

0 

ORIGINAL 
COST -(4-,--

1,631,501.48 

462,827.74 
2,965,558.71 
3.448,386.45 

72,726,633.70 

4,223, 108.01 
1,055,187.60 
5,278 295.61 

83,084.817.24 

35,007.59 
121,320.08 
214 752,63 

371.080.30 

29,553.46 

13,353,01 
1 339993.56 
1,353,346.57 

2,675.13 

85,346,463,95 

85,346,463.95 

76,939.63 
643.635.09 

720,574,72 

30.000,00 

30,000.00 

750,574.72 

148,699,538.91 

BOOK 
DEPRECIATION 

RESERVE ,,, 
857,241 

462,828 
1.461 893 
1,924,721 

63,472,350 

4,223,108 
2,878 

4,225 986 

70,480.298.00 

9,596 
25,124 
23,123 

57.843 

3,492 

13,353 
770 030 
783,383 

1.462 

71,487,886 

71,487,886 

0 
0 

85,655,645 

CALCULATED ANNUAL 
FUTURE ACCRUAL ACCRUAL 

ACCRUALS AMOUNT RATE 

'" (7) [8)"(7)1(4) 

774.260 75,782 4.64 

0 0 
1,523666 435 198 14.58 
1,523,668 435, 198 12.62 

9,254,284 1,203,694 1.66 

0 0 
1,052,310 138,570 13.13 
1,052,310 138,570 2.63 

12,604,520.00 1,853,244.00 2.23 

25,412 7.221 20,63 
64.064 17.899 14.75 

170,154 20,683 9.63 

279,630 45,803 12.34 

26,061 1,064 3.60 

0 0 
569.964 73 963 5.52 
569,964 73,963 5.47 

1.213 90 3.36 

13,824,971 1,989,056 2.33 

13,824,971 1,989,056 2.33 

63,116,426 ~ 

•• ADDITIONS IN ACCOUNT 391.06 (OFFICE FURNITURE ANO EQUIPMENT· SOFTWARE) AS OF JANUARY 1, 2013 WILL UTILIZE A 10.53% DEPRECIATION RATE CONSISTENT WITH A 10.L4 SURVIVOR CURVE. 

NOTE: NEW ADDITIONS AS OF JANUARY 1, 2013 IN THE ACCOUNTS BELOW WILL HAVE ACCRUAL RATES AS FOLLOWS 

Account Rmo 

Elect~c Plant 
353.10 5.25% 
362.10 5.25% 
370.01 4.44% 
370.04 6.90% 
382.00 15.38% 
383.00 13.33% 
384.00 5.13% 

Source: Attachment BHUH KCC-90(t>) to Data Response KCC-90 

COMPOSITE 
REMAINING 

LIFE 
(9)=(6)1(7) 

10.2 

'-' 

.. 7.7 

7.6 

'-' 
4.7 

'·' 
24.5 

7.7 

13.5 

E'111WL_(M.IMJ 
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390.30 

391,01 

391,02 

391,03 

391.04 

392,02 
392.03 
392.04 

389.00 

BLACK HILLS SERVICE COMPANY 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK DEPRECIATION RESERVE AND 

CALCULATED ANNUAL DEPRECIATION RATES AS OF DECEMBER 31, 2012 

NET BOOK 
SURVIVOR SALVAGE ORIGINAL DEPRECIATION 

ACCOUNT CURVE PERCENT COST RESERVE 
(1} (2} (3} (4} (5} 

GENERAL PLANT 

STRUCTURES AND IMPROVEMENTS· OWNED 50-R3 0 3,414,921.57 334,337 

OFFICE FURNITURE AND EQUIPMENT· SOFTWARE 6-S5 0 38,071,576.92 23,305,922 

OFFICE FURNITURE AND EQUIPMENT - HARDWARE 
FULLY ACCRUED ~SQ 0 4,499,579.68 4,499,580 
AMORTIZED ~SQ 0 4,725,254.69 3473 072 
TOTAL HARDWARE 9,224,834.37 7,972,652 

OFFICE FURNITURE AND EQUIPMENT· EQUIPMENT 
FULLY ACCRUED 10-SQ 0 2,304.00 2,304 
AMORTIZED 10-SQ 0 1802 711.48 670,530 

TOTAL EQUIPMENT 1,805,015.48 672,834 

OFFICE FURNITURE AND EQUIPMENT - FURNITURE 20-SQ 0 736,353.85 201700 

TOTAL ACCOUNT 391 49,837,780,62 32,153,108 

TRANSPORTATION EQUIPMENT· CARS 7-l4 " 184,633.20 116,435 
TRANSPORTATION EQUIPMENT· LIGHT TRUCKS 10-$2.5 10 593,848,19 434,494 
TRANSPORTATION EQUIPMENT- MEDIUM TRUCKS 11-L2.5 15 859163,28 494,324 

TOTAL ACCOUNT 392 1 637,644.67 1,045,253 

TOTAL GENERAL PLANT 54,890,346.88 33,532,898 

NONDEPRECIABLE PLANT 

LAND 291,371.14 0 

TOTAL NONDEPRECIABLE PLANT 291,371.14 0 

TOTAL UTILITY PLANT 55,181,718,00 33,532.698 

•ADDITIONS AS OF JANUARY 1, 2013 Will UTILIZE THE STANDARD AMORTIZATION RATE 

•• ACCRUAL RATES TO BE APPLIED TO ADDITIONS IN NEW SUBACCOUNTS AS OF JANUARY 1, 2013: 
ACCOUNT 391.06, OFFICE FURNITURE ANO EQUIPMENT· SOFTWARE, WILL UTILIZE A 18.18% RATE CONSISTENT WITH A S.-S5 SURVIVOR CURVE AND 0% NET SALVAGE. 
ACCOUNT 392.05, TRANSPORTATION EQUIPMENT· CARS , WILL UTILIZE A 13,85% RATE CONSISTENT WITH A 7-l4 SURVIVOR CURVE AND 10% NET SALVAGE. 
ACCOUNT 392.06, TRANSPORTATION EQUIPMENT - LIGHT TRUCKS, WILL UTILIZE A 9.47% RATE CONSISTENT WITH A 10-52.5 SURVIVOR CURVE AND 10% NET SALVAGE. 
ACCOUNT 392.07, TRANSORTATION EQUIPMENT - MEDIUM TRUCKS. WILL UTILIZE A 8.10% RATE CONSISTENT WITH A 11-L2.5 SURVIVOR CURVE AND 15% NET SALVAGE. 

Source: AUachment BHSC KCC-90(c) to Data Response KCC-90 

CALCULATED ANNUAL 
FUTURE ACCRUAL ACCRUAL 

ACCRUALS AMOUNT RATE ,., (7} (8)={7)/(4) 

3,080,585 65,821 1.93 

14,765,655 3,384,410 8.89 

0 0 
1 252,183 352 257 7.45 
1,252,183 352,257 3.82 

0 0 
1132181 162 737 9.03 
1,132,181 162,737 9.02 

534 654 35 256 4.79 

17,684,673 3,934,660 7.89 

49,735 7,705 4.17 
99,969 11,761 1.98 

235 965 23474 2.73 

385669 42,940 2.62 

21,150,927 4,043,421 7.37 

21.150,927 ~421 

.. 

.. .. .. 
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LIFE 
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24-Apr-14 BLACK HILLS 

LINE 
NO. 

001 
002 

003 

004 
005 

006 

007 

008 

009 

010 

011 

012 

KANSAS GAS UTILITY COMPANY, LLC 
d/b/a BLACK HILLS ENERGY 

RECONCILIATION OF REST A TED TEST YEAR AND ADJUSTED INCOME STATEMENT 
FOR YEAR ENDED 12/3112013 

GAS SALES REVENUES 
OTHER REVENUES 

ADJUSTMENTIS-16 
DEPRECIATION ANNUALIZATION 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
PURCHASED GAS 
O&M 

TOTAL OPERATING EXPENSES 

DEPRECIATION & AMORTIZATION 

TAXES OTHER THAN INCOME 

CUSTOMER DEPOSIT INTEREST EXPENSE 

INCOME TAXES 

TOTAL EXPENSES 

TOTAL UTILITY OPERATING INCOME 

$ 

$ 

0 
0 

0 

0 
0 

0 

416,573 

0 

0 

(164,755) 

$ 251,818 

$ (251,818) 

Exhibit_(MJM-4) 
Page 1 of3 
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24-Apr-14 BLACK HILLS 

LINE 
NO. 

001 
002 

003 

004 
005 

006 

007 

008 

009 

010 

011 

012 

KANSAS GAS UTILITY COMPANY, LLC 
d/b/a BLACK HILLS ENERGY 

RECONCILIATION OF RESTATED TEST YEAR AND ADJUSTED INCOME STATEMENT 
FOR YEAR ENDED 12/31/2013 

ADJUSTMENT IS-17 
DEPRECIATION EXPENSE PRODUCT REASSIGNMENT 

GAS SALES REVENUES 
OTHER REVENUES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
PURCHASED GAS 
O&M 

TOTAL OPERATING EXPENSES 

DEPRECIATION & AMORTIZATION 

TAXES OTHER THAN INCOME 

CUSTOMER DEPOSIT INTEREST EXPENSE 

INCOME TAXES 

TOTAL EXPENSES 

TOTAL UTILITY OPERATING INCOME 

$ 

$ 

0 
0 

0 

0 
0 

0 

(12,515) 

0 

0 

4,950 

$ (7,565) 

$ 7,565 

Exhibit_(MJM-4) 
Page 2 of3 
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24-Apr-14 BLACK HILLS 

LINE 
NO. 

001 
002 

003 

004 
005 

006 

007 

008 

009 

010 

011 

012 

KANSAS GAS UTILITY COMPANY, LLC 
d/b/a BLACK HILLS ENERGY 

RECONCILIATION OF RESTATED TEST YEAR AND ADruSTED INCOME STATEMENT 
FOR YEAR ENDED 12/31/2013 

ADmSTMENT IS-18 
DEPRECIATION EXPENSE RELATED TO CAPITAL ADDITIONS 

GAS SALES REVENUES 
OTHER REVENUES 

TOTAL OPERATING REVENUES 

OPERA TING EXPENSES 
PURCHASED GAS 
O&M 

TOTAL OPERATING EXPENSES 

DEPRECIATION & AMORTIZATION 

TAXES OTHER THAN INCOME 

CUSTOMER DEPOSIT INTEREST EXPENSE 

INCOME TAXES 

TOTAL EXPENSES 

TOTAL UTILITY OPERATING INCOME 

$ 

$ 

0 
0 

0 

0 
0 

0 

59,346 

0 

0 

(23,471) 

$ 35,875 

$ (35,875) 

Exhibit_(MJM-4) 
Page 3 of3 
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BLACK HILLS KANSAS GAS 
COMPARISON OF ACCRUALS BASED ON SPANOS'S PROPOSED AND CURRENT DEPRECIATION RATES 
ACCRUALS BASED ON ADJUSTEO COST AS OF DECEMBER 31, 2013 

ADJUSTEO COST 
ASOF 

ACCOUNT DECEMBER 31, 20131/ 
(1) (2) 

PRODUCTION PLANT 

336.01 PURIFICATION EQUIPMENT 18.719 

TOTAL PRODUCTION PLANT 18,719 

TRANSMISSION PLANT 

368.00 TOTAL STRUCTURES AND IMPROVEMENTS 120,118 
367.00 TOTALW.INS 31,894,978 
'68.04 COMPRESSOR STATION EQUIPMENT 21,484 
369.00 TOTAL MEASURING AND REGULATING STATION EQUIPMENT 3,408,850 
371.01 OTHER EQUIPMENT 108.344 

TOTAL TRANSMISSION PLANT 35,553,774 

OISTRJBUTJON PL.ANT 

375.01 STRUCTURES AND IMPROVEMENTS 238,651 
376.00 TOTALW.INS 75,664,300 
377.00 COMPRESSOR EQUIPMENT 174,659 
378.00 MEASURING AND REGULATING STATION EQUIPMENT· GENERAL 4.102,876 
379.00 MEASURING AND REGULATING STATION EQUIPMENT· CITY GATE . 72,796 
380.00 TOTAL SERVlCES 48,308,962 
381.00 TOT AL METERS 20,087,681 
382.01 METER INSTALLATIONS 1,987,481 
383.01 HOUSE REGULATORS 13,648,208 
385.00 TOTAL INDUSTRIAL MEASURING 6,098,000 
387.00 OTHER EQUIPMENT 368084 

TOTAL DISTRIBUTION PLANT 170,751,698 

GENERAL PLANT 

390.00 TOTAL STRUCTURES AND IMPROVEMENTS 7,315,754 
391.00 TOTAL OFFICE FURNITURE AND EQUIPMENT 14,908,988 
392.00 TOTAL TRANSPORTATION EQUIPMENT 4,239,909 
393.00 STORES EQUIPMENT 24,007 
394.00 TOTAL TOOLS, SHOP AND GARAGE EQUIPMENT 2,180,840 
395.00 TOTAL LABORATORY EQUIPMENT 91,380 
396.00 TOTAL POWER OPERATED EQUIPMENT 557,596 
397.00 TOTAL COMMUNICATION EQUIPMENT 1,159,961 
398.00 TOTAL MISCELLANEOUS EQUIPMENT 18,536 

TOTAL GENERAL PLANT 30,496,971 

TOTAL DEPRECIABLE PL.ANT 236,821.162 

NONOEPRECIABLE ANO ACCOUNTS NOT STUDIED 

301.00 ORGANIZATION 186,932 
302.00 FRANCHISES AND CONSENTS 74,990 
303.00 TOTAL MISCELLANEOUS INTANGIBLE PLANT 3,248,838 
365.01 LANO AND LAND RIGHTS (TRANSMISSION) 10,775 
365.02 RIGHTS-OF-WAY 503,888 
374.00 TOTAL LAND AND LAND RIGHTS (DISTRIBUTION) 401,173 
389.01 LAND AND LAND RIGHTS (GENERAL) 484,956 
399.01 ASSET RETIREMENT OBLIGATION 4062 

TOTAL NONDEPRECIABLE PL.ANT 4,913,614 

TOTAL GAS PLANT 241,734,776 

SPANOS'S PROPOSED CURRENT 
CALCULATED CALCULATED 

ANNUAL ACCRUAL ANNUAL ACCRUAL 
AMOUNT RATE/2 AMOUNT RATE/3 
(3)=(2)*(4) --(.-,- (5)=(2)'(6) --(,-,-

~ 3.33% ~ 2.87% 

623 3.33% 537 2.87% 

2,364 1.97% 2,150 1.79% 
383,492 1.20% 451,086 1.41% 

1,141 5.31% 430 2.00% 
103,067 3.02% 53.519 1.57% 
~ 7.44% ~ 2.33% 

498,120 1.40% 509,709 1.43% 

15,810 6.62% 549 0.23% 
1,320,177 1.74% 1,309,228 1.73% 

5,242 3.00% 5,641 3.23% 
103,743 2.53% 90,674 2.21% 

2,552 3.51% 1,652 2.27% 
1,132,551 2.34% 1,131,940 2.34% 
1,336,272 6.65% 540,359 2.69% 

14,294 0.72% 40,942 2.06% 
368,546 2.69% 300,261 2.20% 
88,723 1.45% 122,561 2.01% 
~ 1.70% ~ 3.23% 

4,392,149 2.57% 3,555,696 2.08% 

195,060 2.67% 47,552 0.65% 
2,881,200 19.33% 1,024,287 6.87% 

551,739 13.01% 109,932 2.59% 
637 2.65% 1,083 4.51% 

48,717 2.23% 44,769 2.05% 
1,040 1.14% 2,124 2.32% 

14,839 2.66% 11,615 2.08% 
148,765 12.65% 41,084 3.54% 
~ 12.28% _____.m. 2.00% 

3,842,272 12.60% 1,282,816 4.21% 

~ 3.69% ~ 2.26% 

8,733,164 5 348,758 

PROPOSED INCREASE 3,384,406 

1/: Adjusted Cost as of December 31, 2013 is from Section 4, Schedule 2, Pages 1 and 2, Column 7 and is the sum of Per Books 1213112013 (colurm 5) and Adjustments 1213112013 
(column 6) on the same pages 

12: Source for Proposed Rates is attachment 'BHKG KCC-90(a)' to Data Response KCC-90 
/3: Source for Current Rates is attachment 'KCC·103(a) KS Gas Depr Study & Order.pdf to Data Response KCC-103 



BLACK HILLS KANSAS GAS 
SUMMARY OF ESTIMATEO SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK RESERVE ANO CALCULATED 
ANNUAL DEPRECIATION RATES />S OF SEPTEMBER 30, 2013 
BOOK BALANCES VS. DEPRECIATION STUDY BALANCE 

PER BOOKS PER BOOKS PER BOOKS 
ORIGINAL COST ORIGINAL COST ORIGINAL COST 

MOF MOF ASOF 
ACCOUNT DECEMBER 31, 2012 SEPTEMBER 30, 2013 DIFFERENCE DECEMBER 31, 2013 DIFFERENCE 

l'I l'I (3) (4)= (3)·(2) 1•1 (6)=(5)·(3) 

PRODUCTION PLANT 
336.01 PURIFICATION EQUtpMENT 18,719 18,719 IOI 18.719 

TOT AL PRODUCTION P1ANT 18,719 18,719 101 18,719 

TRANSMISSION PLANT 

386.01 STRUCTURES AND IMPROVEMENTS 111.518 
386.71 STRUCTURES ANO IMPROVEMENTS • FARM TAP ""' 366 TOTAL 120,118 120,118 120,118 IOI 

MAlNS 
367.01 IRON 328.464 
367.02 " 880.395 
367.03 STEEL 22.211.308 
367.73 STEEL·FARMTAP 1.834,272 

TOTAL MAINS 25,503,479 25,254,439 (249,1)41;) 31,144,628 S,890,189 

368.04 COMPRESSOR STATION EQUIPMENT 21.4S4 21.4S4 1•1 21,484 

369.03 MEASURING AND REGULATING STATION EQUIPMENT 3,312.967 
369.73 MEASURING AND REGULATING STATKlN EQUIPMENT· FARM TAP 51,471 

369TOTAL 3,061,543 3,364,438 302,895 3,363,700 (738) 

371.01 OTHER EQUIPMENT 109.789 108.344 (1,445) 10l:l,344 

TOTAL TRANSMISSION PLANT 28,816,413 28,868,823 52,410 34,758,274 5,889,451 

DISTRIBUTION PLANT 

375.01 STRUCTURES AND IMPROVEMENTS 267.397 161.380 (106.017) 236.651 77,271 

MAINS 
376.03 STEEL 24.537.890 
376,04 "'° 498,255 
376.07 OTHER EQUIPMENT 634,851 
376.25 PE/PLASTIC 46.815,12\1 

TOTAL MAINS 70,855,199 72,486,125 1,630,926 73,831,105 1,344,980 

377.00 COMPRESSOR EQUIPMENT 205.098 174.659 (30.439) 174,659 1•1 
378.00 MEASURING AND REGULATING STATION EQUIPMENT· GENERAL 2,763.511 2.853.294 89,783 3237,392 334.098 
379.00 MEASURING AND REGULATING STATION EQUIPMENT· CITY GATE 72,796 72,796 IOI 72,796 0 

SERVICES 
380.03 STEEL 4,429.794 
3S0.04 "'° 76,556 
380.25 PE/PLASTIC 42,509,897 

TOTAL SERVICES 45,968,723 47,016,246 1.047,523 47,673,771 662,525 

381.00 METERS S45.322 
381.01 METERS·ERT 7,620.366 
381.23 METERS· AMR I AMI 682.789 

TOTAL METERS 17,462,996 8,848,477 (8,614,519) 19,735,395 10,836,913 

382.01 METER INSTALLATIONS 1,963.349 2.002,792 39,443 1,987.481 (15,311) 
383.01 HOUSE REGULATORS 12.621.031 13,340,705 719.674 13.648.208 307,503 

385.01 INDUSTRIAL MEASURING AND REGULATING STATION EQUIPMENT 3,620.166 
385.02 INDUSTRIAL METERS· LARGE 211.318 

TOTAL INDUSTRIAL 5,966,448 3,331,483 (2,134,965) !i,985,504 2,154,021 

387.00 OTHER EQUIPMENT 367.252 385.026 (2.226) 354.216 !30.810! 

TOTAL OISTRISUTION PLANT 158,533,800 151,172,933 (7,360,817) 166,944,178 15,771,195 

GENERAL PLANT 

STRUCTURES AND IMPROVEMENTS 
390.01 OWNEO 6.212,181 
390.51 LEASED 56.361 

TOTAL STRUCTURES AND IMPROVEMENTS 7,199,135 S,268,541 (930,594) 7,432.333 1,163192 

391,01 OFFICE FURNITURE AND EQUIPMENT - FURNITURE 
FULLY ACCRUED 152,556 
AMORTIZED 492,860 
TOTAL FURNITURE 645,416 

391.03 OFFICE FURNITURE AND EQUIPMENT. COMPUTER HARDWARE 
FULLY ACCRUED 513.276 
AMORTIZED 606,366 
TOTAL COMPUTER HARDWARE 1,119,642 

391.04 OFFICE FURNITURE AND EQUIPMENT - SOFTWARE 7.151 
TOTAL OFFICE FURNITURE AND EQUIPMENT 15,256.326 1,772,209 (13,484,117) 14.356,033 12,583,824 

TRANSPORTATION EQUIPMENT 
392.01 SUBUNIT 27,324 
392.02 CAA' 161,148 
392.03 LIGHT TRUCKS 1.669,489 
392.04 MEDIUM TRUCKS 1,493,853 
392.05 HEAVY TRUCKS 224.702 
392.06 TRAILERS 150.959 

TOTAL TRANSPORTATION EQUIPMENT 3,350,643 3,727,476 376,833 4,131,115 403,639 

393.00 STORES EQUIPMENT 25.910 25,828 (82) 24.00.S (1.760) 

394.00 TOOLS. SHOP ANO GARAGE EQUIPMENT 
FULLY ACCRUED 246,816 
AMORTIZED 1,597,527 



BLACK HILLS KANSAS GAS 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK RESERVE ANO CALCULATED 
ANNUAL DEPRECIATION RATES AS OF SEPTEMBER 30, 2013 
BOOK BALANCES VS. DEPRECIATION STUDY BALANCE 

PER BOOKS PER BOOKS PER BOOKS 
ORIGINAL COST ORIGINAL COST ORIGINAL COST 

ASO' ASO' ASO' 
ACCOUNT DECEMBER 31, 2012 SEPTEMBER 30, 2013 DIFFERENCE OECEMBER31,2013 DIFFERENCE 

l'I ,,, l'I (4)=(3)·12) '" (6)=(5) ·(3) 

TOTAL TOOLS, SHOP ANO GARAGE EQUIPMENT 1,954,695 1,844,343 (110,352) 2,122,374 278,031 

395.00 LABORATORY EQUIPMENT 
FULLY ACCRUED 16.985 
AMORTIZED 47.272 

TOTAL LABORATORY EQUIPMENT 121,333 64,257 (57,076) 91,786 27,529 

POWER OPERATED EQUtpMENT 
396,01 SHORT LIFE 208,144 
396.02 LONG LIFE 376,530 

TOTAL POWER OPERATED EQUIPMENT 537,573 562,674 45,101 532,674 1•1 

397.00 COMMUNICATION EQUIPMENT 
FULLY ACCRUED 165.315 
AMORTIZED 903.342 

TOTAL COMMUNICATION EQUIPMENT 1,263,915 1,068,657 (195,253) 1,165,82<1 97,163 

398.00 MISCELLANEOUS EQUIPMENT 
FULLY ACCRUED 12,551 
AMORTIZED 10.218 

TOT Al MISCELLANEOUS EQUIPMENT 23,235 22,769 (466) 93,798 76,029 

TOTAL GENERAL PLANT 29,732,765 15,376,754 (14,356,011) 30,005,001 14,628,247 

TOTAL DEPRECIABLE PLANT 217,101,697 195,437,280 (21,664,417) 231,726,172 36,288,892 

NONDEPRECIABLEANDACCOUNTS NOT STUDIED 

301.00 ORGANIZATION 186,932 166.932 (0) 186,932 
302.00 FRANCHISES AND CONSENTS 74,990 74.990 (0) 74,990 

303.00 MISCELLANEOUS INTANGIBLE PL.ANT 1,039,850 
303.01 MISCELLANEOUS INTANGIBLE PL.ANT - EASEMENTS 1,730,332 
303.02 MISCELLANEOUS INTANGIBLE PL.ANT - TRADEMARKS 181,000 
303.07 MISCELLANEOUS INTANGIBLE PL.ANT - FARM TAP 295.645 

TOTAL MISCELLANEOUS 3,246,838 3,246,638 3,246,838 IOI 

365.01 """ 10.131 
365.02 LAND RIGHTS 501,788 
365.71 L.AND-FARMTAP .,, 
365.72 LAND RIGHTS-FARM TAP 2,100 

TOTAL TRANSMISSION LAND 514,663 514,663 IOI 514,66.3 

374.01 CANO 230.635 
374.02 LAND RIGHTS 154.333 

TOTAL DISTRIBllTION LAND 398,910 334,967 (13,943) 401,173 16,2(16 

389.01 """ 486,018 426.292 499.435 73.143 

TOTAL NONOEPRECIABLE AND ACCOUNTS NOT STUDIED 4,908,351 4,834,682 (73,669) 4,924,031 89,349 

TOTAL GAS PLANT 222.010,048 200,271,961 (21,738,087) 236,650,203 36,378,242 



Black Hills Gas Utility Company, LLC 

Calculation of Rem. Life Effect Of Excluded Additions 

367 
Transmission 

Line Description Mains 

(1) (2) (3) 

1 Balance at September 30, 2013 /1 25,254,439 

2 Increase (L3 - Ll) 5,890,189 

3 Balance at December 31, 2013 /2 31,144,628 

4 Future Plant Additions 1/1/14 to 6/30/14 /3 750,350 

5 Total Increase from Study (L2 + L4) 6,640,539 

6 Spanos Proposed Net Salvage /4 -10% 

7 Future Accruals from Additions (LS x (1- LG) 7,304,593 

8 Life /4 69.8 

9 Annual Accrual for Additions (L7 /LS) 104,612 

10 Annual Accrual as of September 2013 /4 303,649 

11 Total Annual Accrual (L9 + LlO) 408,261 

12 Future Book Accrual as of September 2013 /4 17,496,472 

13 Test Year Future Accruals (L7 + l12) 24,801,065 

14 Test Year Rem. Life (L13 / Lll) 60.7 

15 Spanos Rem. Life /4 57.6 

16 Expense Effect of Exclusion ((L13 / L15)-(L13 / L14)) 22,158 

1/: Attachment BHKG KCC-90(a) to Data Responst KCC-90 

2/: Application Section 4, Schedule 2, Column 4, Page 2 of 2 

3/: Application Section 4, Schedule 2, Column 5, Page 2 of 2 

4/: Spanos Depreciation Study, Detailed Depreciation Calculations, Part IX 

376 381 
Distribution 

Mains Meters 

(4) (5) 

72,486,125 8,848,477 
1,344,980 10,886,918 

73,831,105 19,735,395 

2,133,195 352,286 
3,478,175 11,239,204 

-10% 0% 

3,825,993 11,239,204 

56.4 15.9 

67,831 705,784 

1,264,725 588,618 
1,332,556 1,294,402 

53,748,246 7,594,519 

57,574,239 18,833,723 

43.2 14.6 

42.S 12.9 

22,197 165,318 

Exhibit_{MJM-7) 
Page 1of5 

391 
Office Furn. & 

Equip. 

(6) 

1,772,209 
12,583,824 

14,356,033 

552,955 
13,136,779 

0% 

13,136,779 

7.0 

1,876,683 

1,746 
1,878,429 

1,746 

13,138,525 

7.0 

1.0 

11,260,096 



Black Hilts Gas Utility Company, LLC 
Calculation of Rem. Life Effect Of Excluded Additions . 

line 

1 
2 
3 

4 

5 

Description 

Balance at September 30, 2013 /1 
Increase 
Balance at December 31, 2013 /2 

Future Plant Additions /3 

Total Increase from Study 

367 
Transmission 

Mains 

25,254,439 

5,890,189 
31,144,628 

750,350 

6,640,539 

Spanos's Weighted Average Service 

6 Original Cost /4 Spanos's ASL/4 

7 367 .01 Iron 328,464 
8 367.02 PE 880,395 
9 367.03 Steel 22,211,308 

10 367.73 Steel Farm Tap l,834,272 

25,254,439 

1/: Attachment BHKG KCC·90(a) to Data Responst KCC-90 
2/: Application Section 4, Schedule 2, Column 4, Page 2 of 2 

3/: Application Section 4, Schedule 2, Column 5, Page 2 of2 

70 
65 
70 
70 

69.8 

4/: Spanos Depreciation Study, Detailed Depreciation Calculations, Part JX 

ASL Weight 

22,992,480 
57,225,675 

1,554, 791,560 

128,399,040 
1,763,408,755 

Exhibit_(MJM·7) 
Page2ol5 

Spanos's Weighted Average Remaiming Life 

Future Book Annual 
Accruals /4 Accrual /4 Remaining life 

351,485 5,185 67.8 
857,852 15,098 56.8 

15,493,871 268,433 57.7 
793,264 14,933 53.1 

17,496,472 303,649 S7.6 



Black Hills Gas Utility Company, LLC 
Calculation of Rem. life Effect Of Excluded Additions 

Line 

1 
2 
3 

4 

5 

6 

7 
8 
9 
10 

Description 

Balance at September 30, 2013 /1 
Increase 
Balance at December 31, 2013 /2 

Future Plant Additions /3 

Total Increase from Study 

376.03 Steel 

376.04 PVC 
376.07 Other Equipment 
376.2? PE/Plastic 

376 
Distribution 

Mains 

72,486,125 
1,344,980 

73,831,105 

2,133,195 

3,478,175 

Spanos's Weighted Average 
Service 

Spanos's ASL 

Original Cost/4 /4 

24,537,890 60 
498,265 45 

634,851 30 
46,815,120 55 
72,486,125 S6.4 

1/: Attachment BHKG KCC-90(a) to Data Responst KCC-90 
2/: Application Section 4, Schedule 2, Column 4,_Page 2 of 2 
3/: Application Section 4, Schedule 2, Column 5, Page 2 of 2 
4/: Spanos Depreciation Study, Detailed Depreciation Calculations, Part IX 

ASL Weight 

1,472,273,389 
22,421,921 
19,045,525 

2,574,831,578 
4,088,572,414 

Exhibit_(MJM-7) 
Page 3 of 5 

Spanos's Weighted Average Remaiming life 

Future Book Annual 
Accruals /4 Accrual /4 Remaining life 

10,456,150 261,952 39.9 
85,640 8,006 10.7 

601,016 23,884 25.2 
42,605,440 970,883 43.9 
53,748,246 1,264,725 42.5 



Black Hills Gas Utility Company, LLC 

Calculation of Rem. life Effect Of Excluded Additions 

line 

1 

2 
3 

4 

s 

6 

7 

8 
9 

Description 

Balance at September 30, 2013 /1 

Increase 

Balance at December 31, 2013 /2 

Future Plant Additions /3 

Total Increase from Study 

381.00 Meters 

381.01 Meters ERT 

381.23 Meters AMR/AMI 

381 
Meters 

8,848,477 

10,886,918 

19,735,395 

352,286 

11,239,204 

Spanos's Weighted Average 

Service 

Spanos's ASL 

Original Cost/4 /4 

545,322 

7,620,366 

682,789 
8,848,477 

30 
15 
15 

15.9 

1/: Attachment BHKG KCC-90(a) to Data Responst KCC-90 
2/: Application Section 4, Schedule 2, Column 4, Page 2 of 2 

3/: Application Section 4, Schedule 2, Column 5, Page 2 of 2 

4/: Spanos Depreciation Study, Detailed Depreciation Calculations, Part IX 

ASL Weight 

16,359,672 

114,305,495 
10,241,830 

140,906,996 

Exhibit_{MJM-7) 
Page 4 of 5 

Spanos's Weighted Average Remaiming life 

Future Book Annual 

Accruals /4 Accrual /4 Remaining Life 

515,932 18,623 27.7 

6,915,309 528,335 13.1 
163,278 41,660 3.9 

7,594,519 588,618 12.9 



Black Hills Gas Utility Company, LLC 

Calculation of Rem. Life Effect Of Excluded Additions 

Line 

1 

2 
3 

4 

s 

6 

7 
8 
9 

Description 

Balance at September 30, 2013 /1 

Increase 

Balance at December 31, 2013 /2 

Future Plant Additions /3 

Total Increase from Study 

391 

Office Furniture 
and Equipment 

1,772,209 

12,583,824 

14,356,033 

552,955 

13,136,779 

5panos's Weighted Average 

Service 

Spanos's ASL 

391.01 Office Furniture and Equipment 

391.03 Computer Hardware 

391.04 Software 

Original Cost /4 /4 

492,860 

606,366 

7,151 

1/: Attachment BHKG KCC·90(a) to Data Responst KCC-90 

2/: Application Section 4, Schedule 2, Column 4, Page 2 of 2 

3/: Application Section 4, Schedule 2, Column 5, Page 2 of 2 

4/: Spanos Depreciation Study, Detailed Depreciation Calculations, Part IX 

20 

s 
7 

ASL Weight 

9,857,202 

3,031,831 

50,054 

Exhibit_(MJM-7) 
Page 5 of5 

Spanos's Weighted Average Remaiming Life 
Future Book Annual 

Accruals/4 Accrual /4 Remaining Life 

490,968 

602,627 

1,746 

54,579 

286,159 

1,746 

9.0 
2.1 
1.0 



Exhibit_(MJM-8) 
Page 1 of 1 

Black Hills Utility 
Summary of Spanos's Net Salvage Statistics - Actual 
Depreciation Study Part VIII 

Account# II Title 2006 to 2013 
Cost of Removal Gross Salvage Net Salvage 

366.01 and .71 Structures and Improvements 
367.01,.02,.03,.73 Mains 61,747 (61,747) 
368.04 Compressor Station Equipment 58 (58) 
369.03 and .73 Measuring and Regulating Equipment 5,981 (5,981) 
371.01 Other Equipment 915 (915) 
375.01 Structures and Improvements 25,679 (25,679) 
376.03 Mains-Steel 158,282 4,365 (153,917) 
376.04 Mains PVC 7,412 (7,412) 
376.07 Mains - Other Equipment 63 22 (41) 
376.25 Mains - PE/Plastic 88,276 142 (88,134) 
378 and 379 Measuring and Regulating Equipment 16,933 (16,933) 
380.03 Services - Steel 214,916 180 (214,736) 
380.04 Services - PVC 2,390 (2,390) 
380.25 Services - PE/Plastic 116,986 188 (116,798) 
381.01 Meters - ERT 
382.01 Meter Installations 5,090 (5,090) 
383.01 House regulators 95,403 54 (95,349) 

Industrial Measuring and Regulating Sation 

385.01 Equipment 9,990 (9,990) 
387 Other Equipment 
390.01 Structures and Improvements - Owned 
390.51 Structures and Improvements - leased 

392.02 Transportation Equipment - Cars 35,365' 35,365 
392.03 Transportation Equipment - Light Trucks 172,172 172,172 
392.04 Transportation Equipment - Medium Trucks 213,112 213,112 
392.06 Transportation Equipment- Trailers (1,500) 43,470 44,970 
396.01 and .02 Power Operated Equipment 18,869 18,869 

808,621 487,939 (320,682) 

Average 8 years 101,078 60,992 (40,085) 

Source: Spanos's Depreciation Study Section VIII 



BLACK HILLS KANSAS GAS 
SUMMARY OF ESTIMATED SURVIVOR CURVES, NET SALVAGE, ORIGINAL COST, BOOK RESERVE ANO CALCUlATEO 

ANNUAL DEPRECIATION RATES AS OF SEPTEMBER 30, 2013 

NET SALVAGE INCLUDED NET SALVAGE EXCLUDED 
ORIGINAL COST NET CALCULATED NET CALCULATED 

ASOF SALVAGE ANNUAL ACCRUAL SALVAGE ANNUAL ACCRUAL 
ACCOUNT SEPTEMBER 30, 2013 PERCENT AMOUNT RATE PERCENT AMOUNT RATE 

1) (2) --,,-,- -,-.,---,,,- --",- -----..,----,,,-
PRODUCTION PLANT 

336.01 PURIFICATION EQUIPMENT 16,718.78 ~ 3.33 '" 3.33% 

TOTAL PRODUCTION PLANT 18,718.78 '" 3.33 "' 3.33% 

TRANSMISSION PLANT 

356,01 STRUCTURES ANO IMPROVEMENTS 111.517.87 (5) 2.179 1.95 0 1,812 1.62% 
356.71 STRUCTURES ANO IMPROVEMENTS· FARM TAP 8.600.16 (5) 185 2.15 0 118 1.37% 

MAINS 
367.01 IRON 328.464.43 (10) 5,185 1.58 0 4,700 1.43% 
367.02 PE 880.394.62 (10) 15.098 1.71 0 13,549 1.54% 
367,03 STEEL 22,211,307.67 (10) 268,433 1.21 0 229.952 1.04% 
367.73 STEEL - FARM TAP 1,834.272.38 (10) ~ 0.81 0 ~ 0,63% 

TOTAL MAINS 25,254,439.10 303,649 1.20 259.681 1.03% 

368.04 COMPRESSOR STATION EQUIPMENT 21,483.71 (5) 1,141 5.31 0 1.012 4.99% 
369.03 MEASURING ANO REGULATING STATION EQUIPMENT 3,312.966.70 (5) 100,183 3.02 0 93.391 2.82% 
369.73 MEASURJNGANO REGULATING STATION EQUIPMENT- FARM TAP 51,471.37 (5} 1,541 2.99 0 1.415 2.75% 
371.01 OTHER EQUIPMENT 108.344.42 (1) ~ 7.44 0 ~ 7.33% 

TOTAL TRANSMISSION PLANT 28,868,823.33 416,934 1.44 365,431 1.27% 

DISTRIBUTION PLANT 

375.01 STRUCTURES AND IMPROVEMENTS 161.380.22 (5) 10,691 6.62 10.076 6.24% 

MAINS 
376,03 STEEL 24,537,889.82 (10) 261,952 1,07 200.479 0.82% 
376.04 PVC 498.264.92 (10) 8,006 1.61 3.348 0,67% 
376.07 OTHER EQUIPMENT 634,850.83 0 23,884 3.76 23,884 3.76% 
376.25 PE! PLASTIC 46.815.119.60 (25) 970,883 2.07 704,180 1.50% 

TOTAL MAINS 72,486,125.17 1,264,725 1.74 931,891 1.29% 

377.00 COMPRESSOR EQUIPMENT 174.659.15 (5) 5,242 3.00 0 4,967 2.84% 
378.00 MEASURING ANO REGULATING STATION EQUIPMENT - GENERAL 2,853,293.62 (10) 72.147 2.53 0 61,560 2.16% 
379.00 MEASURING ANO REGULATING STATION EQUIPMENT - CITY GATE 72,795.$3 (10) 2,552 3.51 0 2.196 3.02% 

SERVICES 
380.03 STEEL 4,429,793.99 (40} 171,640 3.87 85,775 1.94% 
380.04 PVC 76.555.53 (20) 3,SSS 4.66 2,904 3.79% 
380.25 PEI PLASTIC 42,509.896.74 (20) 927,039 2.18 688.705 1.62% 

TOTAL SERVICES 47.016.246.26 1,102,245 2.34 777,384 1.65% 

381.00 METERS 545.322.39 0 18,623 3.42 0 18,623 3.42% 
381.01 METERS- ERT 7.620.366.32 0 528,335 6.93 0 528,335 6.93% 
381.23 METERS-AMR I AMI 682,788.64 0 41,660 6.10 0 41,660 6.10% 
382.01 METER INSTALLATIONS 2,002,791.55 (5) 14,404 0.72 0 11.988 0.60% 
383.01 HOUSE REGULATORS 13,340.705.24 (15) 358,287 2.69 0 302,852 2.27% 
385.01 INDUSTRIAL MEASURING AND REGULATING STATION EQUIPMENT 3,620,165.72 (10) 48,869 1.35 0 40,106 1.11% 
385.02 INDUSTRIAL METERS - LARGE 211,317.56 {5) 6,877 3.25 0 6,444 3.05% 
387.00 OTHER EQUIPMENT 385.025.65 0 ~ 1.70 0 ~ 1.70% 

TOTAL DISTRIBUTION PLANT 151,172,983.32 3,481,184 2.30 2,744,610 1.82% 

GENERAL PLANT 

STRUCTURES AND IMPROVEMENTS 
390.01 OWNED 6,212,180,65 {5) 165,218 2.66 156,539 2.52% 
390.51 LEASED 56.360.76 0 ~ 3.41 ~ 3.41% 

TOTAL STRUCTURES ANO IMPROVEMENTS 6,268,541.41 167.136 2.67 158,459 2.53% 

391.01 OFFICE FURNITURE ANO EQUIPMENT - FURNITURE 
FULLY ACCRUED 152.556.37 0 0 
AMORTIZED 492.860.12 0 54.579 11.07 54,579 11.07% 

TOT AL FURNITURE 645.416.49 ----s4,579 8.46 ~ 8.46% 

391.03 OFFICE FURNITURE AND EQUIPMENT - COMPUTER HARDWARE 
FULLY ACCRUED 513,276.03 0 0 
AMORTIZED 606.366.10 288,159 47.19 0 286,159 47.19% 

TOTAL COMPUTER HARDWARE 1,119.642.13 286,159 25.56 286,159 25.56% 

391.04 OFFICE FURNITURE AND EQUIPMENT- SOFTWARE 7,150.62 -----1.lli.... 24.42 ------1.BL 24.42% 

TOTAL OFFICE FURNITURE AND EQUIPMENT 1,772,209.24 342,464 19.33 342,484 19.33% 

TRANSPORTATION EQUIPMENT 
J92.01 SUBUNIT 27,324.44 25 3,149 11.52 25 3,149 11.52% 
392.02 CARS 161,147.69 25 47,708 29.61 25 47.708 29.61% 
392.03 LIGHT TRUCKS 1,669,488.62 30 220,840 13.23 30 220,840 13.23% 
392.04 MEDIUM TRUCKS 1,493,853.29 30 185,196 12.40 30 185,196 12.40% 
392,05 HEAWTRUCKS 224,702.29 30 19.391 8.63 30 19,391 8.63% 
392.06 TRAILERS 150,959.25 20 ~ 5,81 20 ~ 5.81% 

TOTAL TRANSPORTATION EQUIPMENT 3,727,475.58 485,056 13.01 485,056 13.01% 



393.00 STORES EQUIPMENT 25,828.45 685 2.65 '" 2.65% 

394.00 TOOLS, SHOP ANO GARAGE EQUIPMENT 
FULLY ACCRUED 246.816.45 0 0 
AMORTIZED 1,597 .526 .68 ~ 2.58 0 41.200 2.58% 

TOTAL TOOLS, SHOP ANO GARAGE EQUIPMENT 1,844,343.13 41.200 2.23 ----;raoo 2.23% 

395.00 l.ASORATORY EQUIPMENT 
FULLY ACCRUED 16,984.67 0 0 
AMORTIZED 47,272.34 731 1.55 0 731 1.55% 
TOTAL l.ASORATORY EQUIPMENT 64,257,01 --,-,-, 1.14 --,-,-, 1.14% 

POWER OPERATED EQUIPMENT 
396.01 SHORT LIFE 206,144.25 25 4,840 2.35 25 4,840 2.35% 
396.02 LONG LIFE 376,530.01 25 ~ 2.83 25 ~ 2.83% 

TOT AL POWER OPERA TED EQUIPMENT 582.674.26 15,506 2.66 15,506 2.66% 

397,00 COMMUNICATION EQUIPMENT 
FULLY ACCRUED 165,314.52 0 0 
AMORTIZED 903,342.12 135,213 14.97 135.213 14.97% 
TOTAL COMMUNICATION EQUIPMENT 1,068,656.64 ~ 12.65 135,213 12.65% 

398.00 MISCELLANEOUS EQUIPMENT 
FULLY ACCRUED 12,550.55 0 0 
AMORTIZED 10,218.11 2,795 27.35 -----1..M.. 27.35% 

TOTAL MISCELLANEOUS EQUIPMENT 22.768.66 ~ 12.28 2.795 12.28% 

TOTAL GENERAL PLANT 15,376,754.38 1,190,81)8 7.74 1,182,129 7.69% 

TOTAL DEPRECIABLE PLANT 195,437,279.81 ~ 2.61) ~ 2.21)% 

NON DEPRECIABLE AND ACCOUNTS NOT STUDIED 

301,00 ORGANIZATION 186.931.82 
302.00 FRANCHISES AND CONSENTS 74,989,75 
303.00 MISCELLANEOUS INTANGIBLE PLANT 1,039,660.39 
303.01 MISCELLANEOUS INTANGIBLE PLANT· EASEMENTS 1,730,332.20 
303.02 MISCELLANEOUS INTANGIBLE PLANT· TRADEMARKS 181,000.00 
303.07 MISCELLANEOUS INTANGIBLE PLANT- FARM TAP 295,645.70 
365.01 LAND 10.130.51 
365.02 LAND RIGHTS 501,788.01 
365,71 LAND- FARM TAP 643.94 
365.72 LAND RIGHTS- FARM TA? 2,100.26 
374.01 LAND 230,634.62 
374.02 LAND RIGHTS 154,332.63 
389.01 LAND 426.291.73 

TOTAL NONDEPRECIABLE AND ACCOUNTS NOT STUDIED 4,834,681.56 

TOTAL GAS PLANT 200,271,961.37 ~ ~ 
Difference ~ 



CERTIFICATE OF SERVICE 

14-BHCG-502-RTS 

I, the undersigned, hereby certify that a true and correct copy of the above and foregoing 
document was served by electronic service on this lz'h day of September, 2014, to the 
following: 

JAMES G. FLAHERTY 
ANDERSON & BYRD, LLP 
216 SOUTH HICKORY 
P.O. BOX 17 
OTTA WA, KANSAS 66067 
jflaherty@andersonbyrd.com 

ROBERT J. AMDOR, MANAGER REGULATORY SERVICES 
BLACK HILLS CORPORATION 
1102 E. FIRST STREET 
PAPILLION, NE 68046 
robert.amdor@blackhillscom.com 

PATRICK J. JOYCE, SENIOR MANAGING COUNSEL 
BLACK HILLS CORPORATION 
1102 E. FIRST STREET 
PAPILLION, NE 68046 
patrick.joyce@blackhillscom.com 

ANDREW FRENCH, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
a.french@kcc.ks.gov 

SAMUEL FEATHER, LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD ROAD 
TOPEKA, KS 66604-4027 
s.feather@kcc.ks.gov 

BRIAN G. FEDOTIN, ASSISTANT GENERAL COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD RD 
TOPEKA, KS 66604-4027 
b.fedotin@kcc.ks.gov 



ANNE E. CALLENBACH, ATTORNEY 
POLSINELLI PC 
6201 COLLEGE BOULEVARD 
SUITE 500 
OVERLAND PARK, KS 66211 
acallebach@polsinelli.com 

FRANK A. CARO, ATTORNEY 
POLSINELLI PC 
6201 COLLEGE BOULEVARD 
SUITE 500 
OVERLAND PARK, KS 66211 
fcaro@polsinelli.com 

MONTGOMERY ESCUE 
SOUTHWEST KANSAS NON-PROFIT UTILITIES 
AGRICULTURAL ENERGY SERVICES INC 
1755 W BROADWAY ST STE 6 
OVIEDO, FL 32765 
montgomery.escue@agenergy.com 

DAN CLAWSON 
SWKI- SEW ARD-WEST CENTRAL, INC. 
BOX279 
PLAINS, KS 67869 
dan@clawsonoffice.com 

KIRK HEGER 
SWKI-STEVENS SOUTHEAST 
PO BOX 100 
HUGOTON, KS 67951 
kirkheger@gmail.com 

Derlt/0~k~ 
Administrative Specialist 
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