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* * * * * * * * * *

I have conducted hundreds of depreciation studies during my nearly thirty-year career.  I also have served as an instructor at courses offered by Depreciation Programs, Inc., the Society of Depreciation Professionals and the American Gas Association/Edison Electric Institute.  The purpose of my testimony is to recommend the rejection of the depreciation proposals of Staff witness Jolie L. Mathis.  I also am recommending the adoption of depreciation rates by account and an amortization of the variance between the accumulated provision for depreciation and the calculated accrued depreciation based on the results of a depreciation study as of December 31, 2000, that I conducted on behalf of AmerenUE.


Ms. Mathis has proposed a reduction in depreciation expense from approximately $270 million to less than $200 million at a time when AmerenUE is faced with a significant need for cash flow to help it address infrastructure issues including generating reserve margin, transmission system reinforcement and customer requirements.  Not only is her proposal untimely, but it also is unreliable, having been based on a radical departure from the traditional and widely accepted treatment of net salvage, estimates of average service lives that were determined without consideration of all appropriate factors, and an amortization of a reserve variance that is flawed.


Staff’s proposal to eliminate net salvage from the traditional whole life depreciation rate formula is a radical departure from the ratemaking treatment of net salvage that this Commission has afforded AmerenUE throughout its history.  This proposal is not in conformance with the Uniform System of Accounts adopted by this Commission and principles of customer equity.  The proposal of Ms. Mathis to recover net salvage costs only after they are known and the plant is no longer in service is nonsensical and creates an inequity between the generations of customers.  For this reason, authoritative texts and all but one regulatory jurisdiction outside of Missouri reject this approach to net salvage.  In contrast, the traditional whole life approach of accruing for net salvage costs during the life of the plant for which they will be incurred provides for recovery of such costs from the customers that benefit from the plant.


There should not be any concern regarding the Company’s recovery of net salvage accruals that exceed net salvage costs.  The sum of AmerenUE’s expenditures for new plant and for the removal of retired plant, nearly $600 million, is far in excess of the total depreciation expense that I am proposing, approximately $300 million, a 10 percent increase over the present level.  I have estimated net salvage amounts that are at the low end of the likely amounts that will be incurred.  The conservative nature of the estimates is the result of primary reliance on historical indications of net salvage percents that relate to plant retired at much younger ages than the average age of future retirements.  With the increase in the average age of retirements and inflation, the future net salvage costs will most likely represent a larger percent of the original cost retired than the historically-based estimates.


In determining her recommended average service lives, Ms. Mathis did not take into account all of the factors that depreciation experts agree must be considered.  Instead, she relied primarily on mathematical and visual fitting of the results of retirement rate analyses for one half of the accounts and on the lives prescribed in the 1983 rate proceeding for the other half of the accounts.  The only factors other than the statistics that Ms. Mathis has noted are the estimates for two other utilities that she considered for five accounts and her general observations and experience.  She did not incorporate input from Company management and, for most accounts, did not consider the estimates of other electric utilities.  For those in which she did consider other estimates, Ms. Mathis only benchmarked her estimate against one other utility.


The average service lives that Ms. Mathis determined for Steam Production Plant, Accounts 311 through 315, do not properly consider the service life characteristics of power plants.  Ms. Mathis, both in her testimony and depositions, has clearly stated these life characteristics as consisting of interim retirements throughout the life of the plant and a final retirement at the end of the plant’s life when all facilities remaining are retired concurrently.  However, her estimates of average service life do not reflect these characteristics and, as a result, significantly overstate the average lives of these accounts.  The overstated lives produce annual and accrued depreciation amounts that are substantially below appropriate levels.


My estimates of average service lives incorporate statistical analyses of retirements, discussions with management regarding its outlook for the plant, and a thorough review of the estimates of several electric utilities in Missouri and approximately 100 electric utilities throughout the United States.  My determinations of average service lives for Steam Production Plant, Accounts 311 through 316, as well as Nuclear and Hydraulic Production Plant, Accounts 321 through 336, reflect estimates of interim survivor curves and final retirement dates.  The interim survivor curves are based on retirement rate analyses of historical interim retirements.  The final retirement dates incorporate consideration of historical final retirements of other power plants including several plants of the Company, estimates of life spans used for other electric utilities and the outlook of management for the continued use of these facilities.

 
Finally, Ms. Mathis has estimated an enormous reserve excess of nearly $1 billion based on her radical departure for the treatment of net salvage and her flawed determinations of average service lives for one-half of the accounts.  Her recommendation to amortize this amount over a 40-year period should be rejected.  Approximately one-half of this variance is related to the change in policy for net salvage and represents a retroactive change to previous Commission allowances.  Amortizations of the variance between book and theoretical reserves are intended to be course corrections on the way to capital recovery, not a significant return of prior allowances based on a change in policy.  In contrast, I have determined that there is a relatively minor 3 percent deficiency in the accumulated depreciation account that should be corrected over a 20-year period by adding approximately $5 million to the annual depreciation accrual.
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