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1 Executive Summary 
This report describes the analyses conducted and the results obtained for the gas utility property of 
Missouri Gas Energy with respect to its depreciation expense rates. The report is based on plant activity 
through December 31, 2012. The depreciation rates recommended in this report are considered 
appropriate for use in the near future. We recommend these rates be reviewed at least every five years. 
Ultimately the appropriate level of depreciation expense rates is a management decision taking into 
account various factors. 

MGE's current rates went into effect in February 2010 as a result of the Missouri Public Service 
Commission order in Case No. GR-2009-0355. If the Company concludes that a change in depreciation 
expense rates is appropriate in the next rate filing, we recommend the Company implement the 
depreciation expense rates based on the analyses set forth in Sections 4 and 5. Recommended rates are 
summarized on Table 5-4, Column U. 

The individual accrual rates that we recommend for each account recognize average service lives and 
reflect the results of simulated plant balance analysis, regional industry averages, reserve analysis, and 
our experience with similar utility property. We recommend changes to depreciation rates for the 
following accounts: 

• Accounts 375 and 390 - Structures and Improvements. We recommend decreasing the average 
service life to 4 7 years for both accounts. 

• Account 376 - Mains. We recommend increasing the average service life from 44 to 50 years with a 
positive net salvage a!lowance of$980,000 per year. 

tJ Account 379 - City Gate Stations. We recommend decreasing the average service life from 4 7 years to 
38years. 

GJ Account 380 - Services. We find the existing service life of 40 years is reasonable and recommend a 
negative net salvage allowance of $630,000 per year. 

S1 Account 381- Meters: We recommend adjusting the net salvage allowance to zero. 

• Account 391 - Furniture and Equipment: We recommend reducing the average service life from 12.4 
to llyears. 

m Account 392 -Account 392 - Transportation Equipment: We recommend a decrease in average 
service life from 11.5 years to 10 years for 392.2 (heavy trucks) with a positive net salvage allowance 
of$150,000 per year. 

cl Account 393 - Stores Equipment, we recommend decreasing the average service life from 37 to 28 
years. 

'l Account 396 - Power Operated Equipment. We recommend decreasing the average service life from 
12 years to 10 years and adjusting the net salvage allowance to zero. 

cl Account 397.1- Communication Equipment (ERT). We recommend decreasing the average service 
life from 20 to 19 years. 

';J Account 398 - Miscellaneous Equipment. We recommend decreasing the average service life from 26 
to 23 years. 
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In our 1995, 2000, 2005, and 2010 studies, we used several actuarial methods in an effort to measure 
the Company's retirement experience. These methods included survivor curve analysis and simulated 
plant balance method. However, a sufficient retirement history did not exist at that time to complete a 
study based on survivor curve analysis and other sources of data were inadequate to conduct a 
complete and reliable simulated plant balance analysis for each of the accounts. Tbe issue of the lack of 
data was addressed by the Commission in its 1998 order in Case No. GR-98-140 when the Commission 
found "that it would not be appropriate to require the reconstruction or re~creation of records that 
apparently do not exist or cannot be completed by any reasonable efforts of MGE." Since February 
1994, Missouri Gas Energy has captured the necessary plant information on a prospective basis for 
future depreciation study needs. However, nineteen years of continuing plant data is not adequate to 
perform detailed and comprehensive analysis of service life characteristics for most accounts. We 
performed an actuarial analysis on the 1994 through 2012 data and found that sufficient data exists for 
only one account, 397.1 Communication Equipment (ERT), at this time. 

The scope of this report includes a discussion _of the practice of depreciation accounting (Section 3), the 
type of information examined in our analysis, the methods applied, and the results of the analyses 
conducted (Sectic:m 4), and a discussion of the Company's depreciation reserve, and development of 
our recommended accrual rates (Section 5). 
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2 Introduction 
This report presents the results of our analysis of the depreciation expense requirements for the 
gas utility property of Missouri Gas Energy ("Company" or "MGE"), The analysis is based on plant 
activity through December 31, 2012. We understand that the Company desires this report in order 
to meet the Missouri Public Service Commission's (PSC) requirement that depreciation rates be 
reviewed when filing a general rate increase if the prior depreciation study is over three years old 
[4 CSR 240-3.235(1)(A)]. 

Missouri Gas Energy was acquired by Southern Union Company in February 1994. In June of 1995, 
2000, 2005 and 2010, we prepared depreciation rate studies based on plant activity through 
December 31, 1994, 1998, 2004, and 2009, respectively. The 1995, 2000, 2005, and 2010 studies 
were performed to fulfill the Commission's requirement to review depreciation rates at least every 
five years. KPL (the Company's predecessor) had previously submitted a study in 1990. 

The rates recommended in this report reflect consideration of the results of simulated plant 
balance analysis, regional industry norms, survivor curve retirement analysis, and our experience 
with other utilities. In our previous four reports, sufficient retirement history did not exist to 
adequately perform survivor curve analysis. We now have nineteen years of continuing plant data 
and were able to perform survivor curve analysis on select accounts, but the results are not 
sufficiently conclusive to use in developing recommended rates with one exception, Account 397.1 
Communication Equipment (ERT). We are able to rely on the simulated plant balance approach to 
estimate average service lives for some accounts. We also relied upon a survey of depreciation rates 
for regional gas utilities. 

Section 3 of this report briefly discusses the practice of depreciation accounting. Section 4 discusses 
the type of information examined in the analysis and the methods applied to develop the 
depreciation rates. Section 4 also discusses the results of the analyses and the recommended 
average service lives. Section 5 discusses analysis of the Company's existing depreciation reserve 
and develops our recommended accrual rates. 
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3 Depreciation Accounting 
Depreciation is the loss in service value not restored by current maintenance, incurred in 
connection with the consumption or prospective retirement of gas 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 considered are wear and tear, decay, action of the 
elements, inadequacy, obsolescence, changes in the art, changes in demand and requirements of 
public authorities, and in the case of natural gas companies, the exhaustion of natural resources 
(FERC Uniform System of Accounts). 

Depreciation accounting provides a method whereby charges for the loss in service value are made 
against current income. By properly charging depreciation, the cost of depreciable plant less 
estimated salvage value ( or plus estimated cost of removal) is distributed overthe useful life of the · 
asset in such a way as to equitably allocate it to the period during which service is provided through 
the use and consumption of such facilities. 

3.1 ANNUAL DEPRECIATION EXPENSE 
The annual depreciation expense represents the annual charge against income associated with the 
loss of service value of utility equipment. Historically, a number of different methods have been 
used by gas utilities to determine the level of depreciation expense to be charged against current 
income. Among the more common are: 

1. A percentage of the investment in depreciable property. 

2. A direct appropriation by management. 

3. An amount equal to the original cost investment retired during the year. 

4. A percentage ofrevenues. 

The company's current practice is to calculate annual depreciation expense through the application 
of straight-line depreciation rates to the respective plant investment account balances. In essence, 
the annual depreciation expense rate is a percentage figure which, when applied to the dollar 
balance of investment in plant, yields a depreciation expense level which is expected to amortize 
the Company's investment over the life of the property. 

The existing depreciation rates are based on those approved by the Missouri Public Service 
Commission in 2010 in Case No. GR-2009-0355. In that case the Company and the Staff of the 
Missouri PSC entered a Stipulation and Agreement concerning Depreciation and Accounting for the 
Net Cost of Removal. With respect to depreciation rates the Company was authorized to implement 
new depreciation rates for new transportation subaccounts 392.1 (13.33%) and 392.2 (7. 83%). 

3.2 DEPRECIATION RESERVE 
The depreciation reserve account is a balance sheet item which reflects accumulation of the activity 
related to annual depreciation expense and retirement accounting. Under the FERC Uniform System 
of Accounts, depreciation reserve is shown on the balance sheet as "Accumulated Provision for 
Depreciation." 
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The depreciation expense charged annually is accumulated in depreciation reserve. The original 
cost of investment in property retired during the year is deducted from the depreciation reserve. A 
further adjustment to the reserve is made by adding the salvage value credit and deducting the cost 
of removal associated with property retired. The use of proper annual depreciation rates to 
amortize investment over its useful service life will result in accruals to the depreciation reserve 
which equal the total investment ultimately retired, as adjusted for salvage value and cost of 
removal. 

An illustrative example follows: 

Line No. Depreciation Reserve Balance 
$ 

I Beginning of Period 

2 Depreciation Charges 
3 Depreciation Expense 100,000 
4 Depreciation Charges to Clearing Accounts 10,000 ----~-

5 Subtotal 

6 Deductions 
7 Original Cost of Plant Retired 
8 Cost of Removal of Retired Plant 
9 Salvage Realized from Retired Plant 
10 Total Deductions 

11 Depreciation Reserve End of Period 

BLACK & VEATCH I Cepreci;,tion Accounting 

110,000 

75,000 
10,000 
(5,000) 
80,000 

$ 

1,000,000 

1,110,000 

1,030,000 
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4 Historical Information and Procedures 
The determination of a reasonable annual depreciation expense rate is dependent on average 
service life, cost ofremoval, and salvage of the property in question. Ideally, the determination of 
average service life begins with analysis of Company records which show additions by year of 
installation (vintage year) and retirements by vintage year. We refer to this type of analysis as an 
actuarial method. Where historical data is not sufficient to produce reliable results using actuarial 
ana_!ysis, data may be sufficient to use a semi-actuarial approach such as simulated plant balance. 
Both of these two analytical methods provide measures of historically experienced service lives. In 
order to reflect the prospective nature of depreciation, we consider past, present and anticipated 
future economic and environmental conditions; and sound engineering judgment. As a final step, 
the adequacy of depreciation reserve balances must be evaluated and the indicated depreciation 
rate adjusted so that total investment is recovered over the asset's life. 

4.1 ACTUARIALANALYSIS 
To prepare a sound and credible survivor curve analysis, a sufficient history ofretirement data 
must exist. Based upon historical plant activity (retirements), a survivor stub curve explains the 
percent of original placements remaining in service by age. Using a least squares analysis 
technique, we compare this experienced survivor stub curve to general survivor curve types to 
identify the best fitting curve type and service life based on historical retirements. These curves 
provide an estimate of the average service life based on historical retirements. Using this method, 
and relying on general survivor curves, we can estimate average service life of property which has 
only been partially retired. 

In our studies in 1995, 2000 and 2005, we found that MGE did not have a sufficient retirement 
history available to perform meaningful survivor curve analysis. The issue of the lack of data was 
addressed by the Commission in its order in Case No. GR-98-140 when the Commission found "that 
it would not be appropriate to require the reconstruction or re-creation of records that apparently 
do not exist or cannot be completed by any reasonable efforts of MGE." MGE's continuing property 
record only contains retirement history from 1994 to the present. Sixteen years of historical 
retirement data are generally not enough data to produce significantly reliable results using 
survivor curve analysis. 

As part of a Stipulation and Agreement in Case No. GR-2009-0355, MGE agreed to include in their 
next depreciation study, an actuarial analysis of its 1994 to present continuing property record and 
identify which accounts lacked sufficient data for the analysis. We performed this analysis in our 
2010 study on the 1994 through 2009 data and found that one account, 397.1 Communication 
Equipment (ERT), produced results that appear reasonable, eight accounts produced results that 
were unreasonable, and the remainder of accounts produced no results. 

We performed the actuarial analysis in this study on the 1994 through 2012 data and found that, 
again, only Account 397.1 Communication Equipment (ERT) produced a reasonable result. Table 4-
1 summarizes the results of the actuarial analysis. Because these results are largely unreliable, we 
use a simulated plant balance approach to estimate average service lives of MG E's depreciable 
property as an alternative to actuarial analysis. 
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Table 4-1 Summary of Actuarial Analysis 

Number 1 Rank Number 2 Rank Number 3 Rank 

Acct. Curve I Avg. Service Curve I Avg. Service Curve I Avg. Service 
No. Account Description Type Life Type life Type life 

Years Years Years 

Distribution Plant 
3742 land Rights Program could not fit 
3751 Structures Ll 29.0 50.5 25.6 R2 22.7 

3760 Mains Program could not fit 
3780 Measuring & Regulating Stations Program could not fit 
3790 City Gate Stations Program could not fit 
3800 Services Program could not fit 
3810 Meters 01 27.8 02 31.2 LO 26,8 

3820 Meter/Regulator Installations Program could not fit 
3830 Regulators Program could not fit 
3850 EGM•Meas/Reg Equip Program could not fit 

General Plant 
3901 Structures & Improvements LO 35.3 so 26.2 L0.5 30.3 

3910 Furniture & Equipment L0.5 19.5 Ll 18.2 50 17.3 

3921 Transportation Equipment R4 14.4 RS 14.0 LS 14.3 

3922 Transportation Equipment L4 12.8 54 12.6 LS 12.7 

3930 Stores Equipment 01 42.6 02 47.9 RI 28.7 

3940 Tools L0.5 27.1 LO 30.9 so 23.5 

3960 Power Operated Equipment L4 7.2 L3 7.3 S3 7.2 

3970 Communication Equipment 03 14.0 02 11.6 LO 11.0 

3971 Electronic Reading-ERT L2.5 18,8 52 17.8 L3 18.2 

3980 Miscellaneous Equipment R2.5 22.5 R3 20.5 Ll.5 28.0 

4.2 SIMULATED PLANT BALANCE 
For the purpose of this report, we conducted simulated plant balance analyses to estimate average 
service lives based on historical plant activity. The simulated plant balance method may produce 
reliable results when aged retirement data is unavailable. Data requirements for the simulated 
plant balance approach are far less rigorous than for survivor curve analysis. The only data needed 
for a simulated plant balance analysis are annual additions and end of year plant balances. In the 
simulated plant balance method, actual end of year plant balances are compared to those simulated 
by applying the percent surviving at a given age to the initial additions using the same general 
curves as used in the survivor curve analysis. The curve type that best simulates actual plant 
balances is the curve that best explains the mortality characteristics of the plant. 

We base our simulated plant balance analysis on plant ledger summaries provided by the Company 
for the period 1968 through 2012. Generally, a reasonable simulated plant estimate requires 40 or 
more years of data. Data requirements may be reduced provided that the data is "clean" and 
"behaves" reasonably. Because plant ledger data prior to 1968 is not available and therefore having 
no breakdown of the initial plant balance in 1968, we performed two analyses: 1) assuming a zero 
beginning balance in 1968, 2) assuming 1968 additions include the 1967 ending balance. Tables 4-2 
and 4-3 summarize the results of these analyses, respectively. The two analyses (Tables 4-2 and 4-
3) are updates to analyses performed in our previous reports. 
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Based on review of the results shown in Table 4-2, and a thorough assessment of available 
information regarding additions, retirements, transfers, and year end plant balances, we find that 
the simulated plant balance approach does produce reasonable estimates for some accounts. The 
simulated plant balance with zero beginning balance in 1968 approach appears to provide 
reasonable results for the two largest accounts, Account 376 - Mains, and Account 380 - Services. 

For the Company's largest account, Mains -Account 376, we find a best fit curve to be a "square 
curve" which indicates that all plant will retire at the average service life. Square curves are not a 
reasonable portrayal ofour expectation of the retirement disbursement for natural gas mains. Our 
experience is that underground utility plant generally retires in a right modal pattern, meaning the 
majority of the plant retires after the average se1vice life. We find our second and third best fit 
curve fits are an R0.5 and S0.5 with an average service life of 53 and 50 years respectively when the 
analysis was run starting with a zero beginning balance in 1968 (Table 4-2). We believe these to be 
reasonable indications of life estimation for the mains account, however we relied on our 
benchmarking survey as well for verification. 

For the Company's second largest account, Services -Account 380, we again disregard the square 
curve and find the second and third best fit curves to be an R0.5 and S0.5 respectively, both with a 
38 year average service life when starting with a zero beginning balance (Table 4-2). We believe 
these to be reasonable indications oflife estimation for the services account, however with the 
1968 beginning balance (Table 4-3) the best fit is an average service life of 69 years. We therefore 
relied on our benchmarking survey for verification of the reasonableness of the zero beginning 
balance (Table 4-2) average service life indication. 

Overall, the results for the analysis run with the 1968 beginning balance included (Table 4-3) 
produced questionable results for most of the distribution plant assets. Many of the distribution 
plant assets produced results with very high modal curves (5 or 6), which tends to reduce 
confidence in the results. In this report, we did not rely on any of the results from the analysis 
shown in Table 4-3. 
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Table 4-2 Summary of Simulated Plant Balance Analysis Starting with a Zero Beginning Balance in 1968 

Number 1 Rank Number 2 Rank Number 3 Rank 
Acct. Curve I Avg. Service Curve I Avg. Service Curve .. I Avg. Service 
No. Account Description Type Life Type Life Type Life 

Years Years Years 
Distribution Plant 
037400 Land Rights (1) Ll.0 23 L0.5 24 L2.0 21 
037500 Structures (2) R 1.5 14 R 1.0 15 R 2.0 14 
037600 Mains sco.o 63 R 0.5 53 S-0.5 so 
037800 Measuring and Regulating Station 5C0.0 36 L0.0 35 R 0.5 33 
037900 City Gate Station sco.o 35 L0.0 33 R 0.5 32 
038000 Services sco.o 43 R 0.5 38 S 0.5 38 
038100 Meters L0.0 14 L0.5 13 Ll.0 13 
038200 Meter/Regulator Installations S 6.0 31 S 5.0 32 LS.0 44 
038300 Regulators sco.o 23 R 0.5 22 S-0.5 22 
038500 Industrial Meas/Regulating Equip SC0.0 69 R0.5 55 R 1.0 43 

General Plant 
039000 Structures (2) L0.0 13 L0.5 13 Ll.0 12 
039100 Office Furniture & Equipment R4.0 10 R3.0 10 S3.0 10 
039200 Transportation Equipment L3.0 6 L 2.0 6 S2 6 
039300 Stores Equipment L0.5 28 Ll.0 26 L0.0 30 
039400 Tool, Shop & Garage Equipment L0.0 18 L 0.5 17 Ll.0 17 
039600 Power Operated Equipment sco.o 9 R0.S 9 5 -0.5 9 
039700 Communication Equipment R 5.0 9 R4.0 9 S4.0 9 
039800 Miscellaneous Equipment Program could not converge 

(1) Includes land because before 1984 there was no separation between land aod land rights 

(2) Includes leasehold improvements because before 1984 there was no separation between structures and leasehold improvements. 
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Table 4-3 Summary of Simulated Plant Balance Analysis Starting with 1968 Beginning Balance 

Number 1 Rank Number 2 Rank Number 3 Rank 
1\cet. Curve 

I 
Avg. Service Curve I Avg. Service Curve I Avg. Service 

No. Account Description Type Life Type Life Type Life 

Years Years Years 
Distribution Plant 
037400 Land Rights (1) L3.0 27 S 3.0 26 L2.0 29 
037500 Structures (2) R 5.0 16 S 6.0 15 S 5.0 15 
037600 Mains Program could not converge 

037800 Measuring and Regulating Station S6.0 25 SS.0 26 R 5.0 26 
037900 City Gate Station SS.0 38 · S 6.0 37 LS.0 39 
038000 Services sea.a 69 R 0.5 57 S 0.5 54 
038100 Meters L3.0 23 S 3.0 22 L 5.0 22 
038200 Meter/Regulator Installations S 6.0 31 S 5.0 32 L 5.0 33 
038300 Regulators S6.0 32 55.0 33 L 5.0 35 
038500 Industrial Meas/Regulating Equip seo.o 69 R 0.5 55 R 1.0 43 

General Plant 
039000 Structures (2) L0.0 16 L0.5 16 sea.a 18 
039100 Office Furniture & Equipment S4.0 12 L 5.0 12 RS.0 12 
039:W0 Transportation Equipment L 3.0 9 S 2.0 9 S 1.5 9 
039300 Stores Equipment L 1.5 29 S1.0 27 L2.0 27 
039400 Tool, Shop & Garage Equipment L3.0 20 S 2.0 21 S 1.5 21 
039600 Power Operated Equipment L 1.5 10 L 2.0 10 S -0.5 11 
039700 Communication Equipment S6.0 9 R5.0 9 S5.0 9 
039S00 Miscellaneous Equipment Program could not converge 

(1) Includes land because before 1984 there was no separation between land and land rights 
(2) Includes leasehold improvements because before 1984 there was no separation between structures and leasehold improvements. 
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4.3 REGIONAL INDUSTRY NORMS 
We consider regional industry norms in developing average service lives used in this report. In 
Table 4-4, we summarize depreciation information obtained from 12 Midwestern gas utilities. 
These utilities include Interstate Power and Light (Alliant Energy), AmerenUE, Kansas Gas Service, 
The Empire District Gas Company, Black Hills Energy, Laclede Gas Company, and Liberty Energy 
Corporation. Properties of these utilities generally include facilities located in Missouri, Kansas, 
Iowa, and Nebraska. 

Where data are available, we have attempted to expand our survey analysis with additional 
information regarding the basis for the rates for each of the utilities. In Columns AP through AU of 
Table 4-4, we calculate a regional industry average of the average service life and annual 
depreciation rates. Of course with any such analysis, there will be some differences between the 
depreciation rates and the rates that would result from a whole life calculation using the average 
service lives and net salvage values shown because some of the utilities do not provide net salvage 
figures. 
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Table 4-4 Summary of Regional Depreciation Survey 

[A] (8] [CJ [DJ [El [Fl 

lnter..t.itc Power ilnd Ur.ht (Alliant Enerr.vl 
low::. 

Estlmilted I No< I Appl!ed -I Aver;ige 
Ateount FERC Averace S;ilv.ige Depreciation Remaining 

Descrlotlon Account Service Life % R;ite% Life 

Distribution 
L.ind .:r.nd l..lnd Rights 374 
Structure~ :md Improvements 375 so -10.00% 2.01% 37.5 

Service Centers 375.1 
G:ir:ige 375.2 
Oth~r Small Structures 37S.3 

Malns 376 53 -3S.00% 2.37% 40.7 
Malris • Metalltc 376,1 
M11lns - Non-Mcta1!1c 376.2 
Stee 376.3 
Cast Iron 376.4 
Pl11stlc and Copper 376.S 

MeasH!ng 11nd Regulating Equip 378 35 -10.00% 3,28% 25.2 
Me:is & Reg Equip - City Gate 379 35 -10.00% 2.68% 26.9 
ServlC<!S 380 41 -70.00% 4.3S% 29.2 

Serv,ces - Metallic 380.1 
Services - Non-Metallic 380.2 

Meter. 381 22 -20.00% 6.94% 15.8 
AMR Communlc:itlon Devices 381.5 
Meter 1nstallatlons 382 
House Regulators 383 41 -15.00% 3.10% 28.5 
lndu:.trlal-Meas :ind Reg Equipment 385 31 -5.00% 1.61% 18.0 

Ulrge Vol Meters {5y:.tem Wide) 385.2 
Other Equipment 387 25 -5.00% 3.51% 6.9 

General 
Lilnd ,md Ulnd Rights 389 
Structures :ind Improvements 390 42 -10.00% 3.12% 26.4 

Improvements 390.03 
Office Furn and Equipment 391 20 0.00% 5,02% 5.7 

Computers 391,1 s 0.00% 44.78% 1,2 
Computer Software 391,3 
Mech Office Equip 391.4 
DP 5,ystems 391.S 
DP Equipment 391.6 

Tr:insportatlon Equipment 392 11 10.00% 6.57% 6.2 
Autos 392.1 
Truc:ks 392,2 
Tralillr.; 392.3 

Store~ Equipment 393 
Tool, Shop, ~nd Garage Equlpmont 394 25 0.00% 4.09% 16.0 
L.ib Equipment 395 15 0.00% 5.27% 2.9 
Powe,· Ope1,1ted Equipment 396 19 10.00% 4.50% 9.5 
Communication Equipment 397 12 0.00% 10.10% 4.1 
Miscellaneous Equipment 398 10 0.00% 0.00% -
Other Tarwlble orooe-• 399 

BLACK & VEATCH I Historical Information and Procedures 
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[GJ [HJ [I) 

Ameren (Union Electric) 
Mis~ourl 

Estimated I N« I Applied 
Aver.)ee S;:ilvzi,e:e Depreclatlon 

Service Life % Rate% 

49 0.00% 2.04% 

44 1.00% 2.25% 

45 -3.00% 2.29% 
45 0.00% 2.22% 
37 -1.00% 2.73% 

36 3.00% 2.70% 

51 -18.00% 2.31% 
29 34.00% 2.28% 

3.36% 

55 -21.00% 2.20% 

21 0.00% 4.76% 
s 0.00% 20.00% 

11 15.00% 7.69% 

27 0.00% 3.70% 
27 0.00% 3.70% 
24 0.00% 4.17% 
18 9.00% 5,06% 
21 0,00% 4,76% 

(JI [Kl [L] 

KS G.is Service 
K:msils 

I Net I Applied 
S:ilv:iee Deprecl:itlon 

?-Life % R.ite% 

3.8333% 
70 1.39% 
30 -15.00% 3.72% 

70 ·13.00% 1.S3% 
so -16.00% 2.23% 

so -25.00% 2.37% 
60 -20.00% 1.88% 

so -43.00% 2,SS% 
45 -38.00% 2.92% 
38 0.00% 2.50% 
15 6.39% 
48 -50.00% 3.02% 
so -5.00% 1.91% 

10 7.07% 

60 -5,00% 1.61% 

20• 4,97% 
7• 14.16% 

14.16% 

14 20.00% 5.03% 

20· 4.S9% 
1s• 6.66% 
1s• 6.67% 
12 10.00% 6.20% 
is- 5.04% 
20• 5.00% 

Amortl?iltlon period used 
ln llcu of depreciation rate 

[Ml [NJ [OJ 

The Emolre District Gils Como11rw 
Mluourl 

Estimated I Net I Applied 
Average Salv;ie:e Depreciation 

Service Life % R:ite% 

45 0.00% 2.22% 

45 -104.42% 4.54% 

so 0.00% 2.00% 
so 0.00% 2.00% 
43 -42.47% 3.31% 

'° -2.61% 2.57% 

40 -81.09% 4.53% 
45 -21.21% 2.69% 

45 -4.24% 2.32% 

15 0.00% 6.67% 
7 0,00% 14.29% 

12 30.69% 5.78% 

25 0.00% 4,00% 
30 0.00% 3.33% 
30 0.00% 3,33% 
16 14.35% 5.35% 
25 0.00% 0.00% 
23 0.00% 4.35% 
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Table 4-4 Summary of Regional Depreciation Survey [Continued) 

IA) (BJ !Pl IQJ IRJ !SI m (U) M (W) IX) M [ZJ [AA) [AB) 

Bl:>ck HIiis Enc 
Colorl'ldof1\ Iowa Kan~as 

Estlmated . I Net I Applied 
I 

I Averoge Estlmatt:d I Net I Applied 
I 
l Aver;;ige ~tlm.ited I Net 1 Applied I Average Account FERC Average Salvage Depreciation Rem::ilnlng Averag,i Salvage Depredation Curve I Remaining Average Salvae:e Depreciation Remaln!ne 

Oescrhitlon Account Service Life % R;;ite % Life Service L:fe % Rate% Type Life Service Life % R:ite % Life 

01$1:rJbutlon 
Land ;,nd Land Rights 374 
Structure~ omd Improvements 37S -5.00% 0.18% 19.01 4S 

Serv!ce Centers 375.1 
67.9% 0.28% R 1.5 35.38 20.00 -5.00% 0.23% 10.36 

Gar.ige 375.2 
Other Sma)) Structures 375.3 

M.ilns 376 
Ma!1,s • Metallic 376.1 -20.00% 1.40% 34,56 60 -50.6% 1.52% R2 33.77 65.00 -50.00% 1.77% 43 
M.l!ns - Non-Met.illlc 376.2 -20.00% 1.95% 46,25 so -49.8% 2,80% sz 38.26 65.00 -20.00% 1.71% 56.18 
Steel 376.3 
C-ist Iron 376.4 
Plastic and Copper 376.S 

Measuring :md Reguhltlng Equip 378 -5.00% 2.27% 31,89 40 -22.5% 1.88% Ll 28.48 40.00 -5.00% 2.27% 31.32 
Meas & Ree: Equip - City G.lte 379 40.00 -5.00% 2.95% 26.42 
Services 380 

Services - Meta!Uc 380.1 -10,00"/4 2,25% 20.53 49 -93.8% 3.92% R3 21.18 40.00 -65.00% 2.95% 26.42 
Services - Non-Metillllc 380.2 -10.00% 2.20% 32.38 4S -45,0% 2.79% sz 31.77 65.00 -50.00% 2.28% 50.44 

Meters 381 2.80% 24.42 38 1.8% 2.66% R 2.5 24.42 38.00 2.69% 24.72 
AMR Communication Devices 381.5 
Meter lnst:illatlons 382 -10.00% 1.76% 25.43 so -50.6% 2.36% R 2.5 32.34 60.00 -50.00% 2.06% 43.49 
House Regulator:; 383 -5.00% 2.40% 33.23 43 -50.1% 3.40% sz 33.40 50.00 ·20.00% 2.20% 43.29 
Jndustrl:il Me:is :ind Reg Equipment 38S -5.00% 2.80% 26.27 40 -4.2% 2.22% R 2.5 25.85 45.00 -10.00% 1.99% 32.27 

l.Jre:e Vol Meters {System Wide) 385,2 2.58% 25.61 30 12.1% 3.38% L0.5 25.61 38.00 2.35% 28.21 
Other Equipment 387 10.98% 2.58 46 0.9% 0.57% 5-0.5 34.21 20.00 3.23% 13.72 

Gener.ii 
Land :ind t;md Rights 389 
Structures .lnd Improvements 390 -5.00% 1.54% 43.5 41 

lmprnvements 390.03 
3.2% 0.69% R2 23.94 45.00 0.65% 34.24 

Office Furn .:ind Equipment 391 -0.06% 13.07 23 6.07% Ll 14.13 18.00 4.17% 13.52 
Corriputers 391.1 1.87% 6.22 7 19.39% S 0.5 3.Z 6.00 11.00¼ 3.44 
Computer Softw:ire 391.3 1.00 9 23.46% R4 2.23 7.00 6.66¼ 3.36 
Mech Office Equip 391.4 
DP Systems 391.5 
DP E:qulpment 391.6 

Transportiltlon Equipment 392 10.00% 6.88% 3.07 16 25.1% -0.12% L 1.5 9.00 
Autos 392.1 11.00 0.75% 3.89 
True:~ 392.2 15.00 10.00% 3.65% 8.32 
Trailers 392.3 20.00 3.16% 11.54 

Store!. Equipment 393 20.00 4.51% 16.68 
Tool, Shop, and Gar:ige Equipment 394 0.27% 24,01 ZS 0.4% 4,59% Ll.S 14.84 30,00 2.37% 19.74 
Lab Equipment 395 4.53% 18.83 zo 5.77% S3 15.07 20.00 3.16% 11.85 
Power Operated Equipment 396 10.00% 8.09% 7.00 18 20.2% 0.19% LO.S 10.07 18.00 25.00% 2.32% 12.09 
Communication Equlpment 397 10.28% 8.17 9 22.71% RS 3,66 20.00 4.19% 15.29 
Mlscelkmeou~ Equipment 398 9.96% 3.22 20.00 4.45% 16.32 
OtherT:malble orop!!rty 399 

(1) 81:ick Hills Colorado uses vintae:e group procedure 

BLACK & VEATCH I Historical Information and Procedures 13 
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Table 4-4 Summary of Regional Depreciation Survey (Continued) 

[Al [BJ [ACJ [AD) [AEJ [AF} 

81.ick HIiis Enernv 
Nebraskil 

Estlmilted I Net I 
Account FERC Average Salvage W/L I Amortl-1 

Descrl..,tlon Account Service Life % Rate z:itlon 

01:.trlbutlon 
L::md and Land Rights 370 66 -0.2% 1.52% -1.52¾ 
Structures ;ind Improvements 375 6S 1.53% 0.75% 

Service Centers 375.1 
Garage 375,2 
Other Sm.ill Stroctures 375.3 

Mains 376 
Main:. - Metallic: 376.1 65 -34.2% 2.05% -0.82% 
Mains - Non-Metal!!c: 376.2 40 -34.4% 3,36% 0,17% 
Steel 376.3 
Ca!it !!'on 376.4 
Pla!itl<: and Copper 376.5 

Me<1suring and Regulat!ng Equip 378 60 -22.8% 2.04% -0.43% 
Mi::is & Ri:g Equip - City G.iti: 379 
Servlc:i::, 380 

Services - Met.illlc 380.1 49 -28.9% 2.61% -0.40% 
Services - Non•Meta!llc 380.2 40 -21.4% 3.07% 0.55% 

Meters '" 38 1.8% 2.58% 0.09% 
AMR Cc,mmunlc:;:itlon Devices 381.5 
Meter I 1stallatlons 382 65 •50.4% 2,32% -0.21% 
House ftegulators 383 S7 -50.8% 2.63% 0.05% 
lndustrl.il Me.is and Reg Equipment 385 34 -5,2% 3,09% 

Large Vol Meters (System Wide) 385.2 30 12.1% 2.92% -0.33% 
Other Equipment 387 15 6.47% 7.23% 

General 
Land :ird Land Rights 3B9 
Structures :rnd Improvements 390 50 •2,3% 2.06% 0.09% 

lmprc,vements 390.03 
Office Furn :ind Equipment 391 26 3.86% -0.10% 

Com~uter:!. 391.1 11 8.85% -2.04% 
Com~uter Software 391.3 7 14.35% 34.63% 
Mech Office Equip 391.4 
DP Systems 391.5 
DP Ec.ulpment 391.6 

Tr.insp1>rt.1t!on Equipment '" 8 23.4% 9.90% -29.89% 
Auto:, 392.1 
Trucks 392,2 
Tra!!ers 392,3 

Stores Equipment 393 
Tool, Shop, and Garage Equipment 394 37 2.69% -2.09"/4 
Lab Equipment 395 30 3.37% -0.62% 
Power Operated Equipment 396 15 21,6% 5.11% -13.29% 
Communlc.:ition Equipment 397 12 -0,1% 8.36% 7,62% 
Mlscell ,neous Equipment 398 
OtherT;in,;,lble orooe..,, 399 

BLACK.& VEATCH I Historical lnformatlon and Procedures 

[AG] 

R/L 
R:ite 

0.00% 
2.28% 

1.23% 
3,53% 

1.51% 

2,21% 
3.62% 
2,67% 

2.11% 
-2.67% 
3.09% 
2.59% 

13.70% 

2.1S% 

3,76% 
6.81% 

48.98% 

-19.79% 

. 

0.60% 
2,75% 

.S.18% 
15.98% 

(AH] [Al] [Al] [A~ [AL] [AM] [AN] (AO] 

Lilclede Liberty Ener?,V Corp, 
Missouri Missouri (21 Missouri (31 . Ml~ourl!4) 

E:;t:lmated I Applled E:;t:lmated I Applied Estimated .I Applied Estimated l Applied 
Avera~e Depreciation Average! Deprecliltlon Average Depreciation Average DeprecJ.:itlon 

Service Life Rate% Service Life R::ite % Service Life Rate % Service Life R:ite % 

3.00¾ 2.33% 2.50% 4.37% 
3.00% 
3.00% 
3,00% 

1,53% 1.53% 3.43% 

1,44% 
3,31% 
1.57% 
3.71% 3,00% 3.01% 1.89% 
3.71% 3.21% 3.15% 1.89% 

5.00% 5.00% 5.13% 
S.23% 

0 3,75% 
2.37% 2,16% 2.16% 2.52% 

3.00% 2.96% 3.91% 
2.00% 4.55% 4.19% 3.24% 
3.25% 3.60% 3.60% 1.89"/4 

2.78% 0.00% 5.52% 5.52% 

3.00% S.00% 1.00% 1.00% 

3.33% 4.75% 5.00% 5.00% 
10.00% 

7,00% 
10.00% 
20.00% 
10.00% 

10.39% 10.39"/4 10.00% 
14,17% 
8.18% 

2.22% 4,50% 4.01% 5.00% 
2.63% 4.50% 4,33% 3.29% 
3.57% 4,00% 3.69% 3.85% 
6.92% 7.92% 7.71% 13.81% 
5.00% 4.54% 4.36% 12.00% 
3.45% 3.60% 3.60% 10.00% 

4,75% 4.75% 5.00% .. Includes Plastic and Copper (2) Liberty Missouri (2) Includes Sutler and Kirksville, 
(3) Liberty Missouri (3) includes SEMO. 
(4) Liberty Missouri (4) Includes UCG, Palmyra and Neelyville. Rich HIii 

was not included due to the 5mall numbc,r of Mi5Sour1 customers. 
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Table 4-4 Summary of Regional Depreciation Survey (Continued) 

IAJ !BJ !AP) [AQ] (ARJ [AS] [A1] [AU) IAVJ 

Regional Regional 
Ran<>e Average 

Average Service Deprecl.itlon Estimated I Appl1ed 
Account FERC life 151 Rate Average Depreciation FERC 

Description Account low HJcrh I Low H!i:th Service life Rate % Account 
{4) 

Di~ributlon Di~rlbutlon 
!.;ind and Land Rights 374 66 70 1.39% 1.52% 68 1.46% 374 
StructLres and Improvements 375 20 65 0.18% 4.37% 43 2.03% 375 

Servke Centers 37S.l 3.00% 3.00% 3.00% 375.1 
Gara1?e 375.2 3.00% 3,00% 3.00% 375.2 
Other Small Structures 375.3 3.00% 3.00% 3.00% 375.3 

Ma!ns 376 44 53 1.53% 4.54% 47 2,61% 376 
Mains - Metall!c 376.1 60 70 1.40% 2.05% 65 1.65% 376.1 
Mains - Non-Mct.illlc 376.2 40 65 1.71% 3,36% 51 2.41% 376.2 
Steel 376.3 1.44% 1.44% 1,44% 376.3 
Cast .ron 376.4 3.31% 3,31% 3.31% 376.4 
Plastic and Copper 376.5 1.57% 1.57% 1,57% 376.5 

Measuring and Regulat!ng Equip 378 35 60 1.88% 3.71% 46 2.50% 378 
Meas 8< Reg Equip• City Gate 379 35 60 1.88% 3.71% 46 2.63% 379 
Services 380 37 43 2.73% 5,13% 40 4.25% 380 

Servl,:es - Meti'llllc 380,1 40 50 2.25% 5.23% 47 3.2S% 380,1 
Servkes - Non-Metallic 380,2 40 65 2.20% · 3.07% 49 2.65% 380,2 

Meter~ 381 22 40 2.16% 6.94% 36 2.89% 381 
AMR C~mmunlcat!on Devices 381.5 15 15 6.39% 6,39% 15 6.39% 381.5 
Meter tnst:illatlons 382 .. 65 1,76% 3.91% 56 2.67% 382 
House Regulators 383 40 57 1,91% 4,55% 47 3.04% 383 
Industrial Meas and Reg Equipment 385 29 45 1.61% 3.60% 37 2.64% 385 

largf, Vol Meters (System Wide) 385.2 30 38 2.35% 3.38% 33 2.81% 385.2 
Other Equipment 387 10 46 0.00% 10,98% 23 4.46% 387 

General General Pl.int 
Land ;md Land Rights 389 389 
Struct1.1res .ind Improvements 390 41 60 0,65% 5.00% .. 2.02% 390 

Jmprnvements 390.03 390.03 
Office l'um and Equipment 391 15 26 -0.06% 6.67% 21 4.46% 391 

Computers 391.1 5 11 1.87% 44.78% 7 16.04% 391 
Computer Software 391.3 7 9 6.66% 23.46% 8 13.13% 391,3 
Mech Office Equip 391.4 10,00% 10.00% 10.00% 391.4 
DP Systems 391.5 20.00% 20.00% 20.00% 391.5 
DP Ei1ulpment 391.6 10,00% 10.00% 10.00% 391.6 

Transportation Equipment 392 8 16 -0.12% 10.39% 12 7.25% 392 
Autos 392.1 11 11 0.75% 14.17% 11 7.46% 392.1 
Trucb 392.2 15 15 3.65% 8.18% 15 5.92% 392.2 
Trallcrs 392.3 20 20 3.16% 3.16% 20 3.16% 392.3 

Stores Equipment 393 20 27 2.22% 5.00% 24 4.07% 393 
Tool, Shop, .ind Garage Equipment 394 25 37 0.27% 6.56% 29 3.54% 394 
Lab Eq,Jlpment 395 15 30 3.16% 6.57% 23 4.28% 395 
Power Operated Equipment 396 12 19 0.19% 13.81% 17 5.10% 396 
Comm1.mlcat!on Equipment 397 ' 25 0.00% 22.71% 16 7.51% 397 
Miscellaneous Equipment 398 10 23 0.00% 10.00% 18 4.93% 398 
Other TanRlble orooe"'1 399 4.75% 5.00% 4.83% 399 

(5) The regional range and regional average estimated average service lives are exclusive of companies 
reporting only remaining life. 
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4.4 RECOMMENDED AVERAGE SERVICE LIVES 
In Table 4-5, we summarize the average service lives underlying MGE's existing depreciation rates 
(Column C), and the average service lives we recommend for the purpose of this report (Column E). 
We use recommended average service lives to develop our recommended accrual rates. Based on 
consideration of the actuarial analysis, simulated plant balance analysis, regional industry averages, 
and our experience with gas (and other) utility property, the following discussion explains in 
further detail the basis for our recommended average service lives for each plant account: 

cl Account 374 - Land Rights. We recommend no change in this account. We do round to whole 
number average service life for our depreciation calculation. 

ii Accounts 375 and 390 - Struc.tures and Improvements. We recommend a decrease in average 
service life from 60.S years and SO years to 4 7 years. This places MGE within the range ofother 
gas utilities in the region. 

• Account 376- Mains. We recommend increasing the average service life from 44 to SO years 
based on our simulated plant balance analysis and the regional average. 

:
01 Account 3 78 - Measuring and Regulating Station Equipment. We recommend no change from the 

35 year average service life based on our simulated plant balance analysis and the regional 
average. 

m Account 379 - City Gate Stations. We recommend decreasing the average service life from 4 7 
years to 38 years based on our simulated plant balance analysis and the regional average. 

[{i Account 380 - Services. \Ve find the existing service ]jfe of 40 years is reasonable based on our 
simulated plant balance analysis and the regional average. 

m Account 381 - Meters. We recommend no change to the existing average service life of 35 years 
which is close to the regional average. We believe other data is not conclusive enough to 
recommend a decrease in average service life. 

,J Account 382 - Meter /Regulator Installations. We recommend no change in average service life 
based on the results of our simulated plant balance analysis. 

··J Account 383 - House Regulators. We recommend no change in average service life. The existing 
41 year life falls within the range of the regional average. 

ri Account 385 - Industrial Measuring and Regulating Equipment. We recommend no change in 
average service life. The existing 30 year life falls within the range of the regional average. 

2'l Account 391 - Furniture and Equipment, we base our recommendation for Account 391 on a 
weighting study performed on the subclasses of assets within the account, as presented in 
Table 4-6. The account has furniture, which we estimate to have a 40 year service life, office 
equipment which we estimate to have a 15 year service life, and computer equipment which has 
a 7 to 9 year service life. By computing a weighted average based on the dollar amounts in each 
subclass (Table 4-6) we determine our recommended 11 year service life. 

:11 Account 392 - Transportation Equipment, we base our recommendation on our findings in Case 
No. GR-2009-0355 and recommend continuing the 6 year average service life for 392.1 
(passenger trucks, light trucks and sport utiJity vehicles). We recommend a decrease in average 
service life from 11.S years to 10 years for 392.2 (heavy trucks). Our recommended average 
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service lives for transportation equipment are based primarily on the Company's vehicle 
replacement standard. 

/.l Account 393 - Stores Equipment, we recommend decreasing the average service life from 37 to 
28 years based on our simulated plant balance analysis and the regional average. 

H Account 394 - Tools, Shop and Garage Equipment. We recommend no change in this account. We 
do round to whole number average service life for our depreciation calculation. 

U Account 396 - Power Operated Equipment. We recommend decreasing the average service life 
from 12 years to 10 years based on indications from our simulated plant balance analysis and the 
regional average. 

li Account 397 - Communications Equipment. We recommend no change in this account based on 
the regional average. 

Li Account 397.1- Communication Equipment (ERT}. Based on the actuarial analysis of this 
account, we recommend decreasing the average service life from 20 to 19 years. 

fl Account 398 - Miscellaneous Equipment. We recommend decreasing the average service life 
from 26 to 23 years based on the range of the regional average. 

Table 4-5 Recommended Average Service lives and Associated Accrual Rates 

(A] (BJ (CJ (DJ [El (Fl (G] (HJ 

Existing Recommended Change In 
Average Life Average life Average life 

Acct. Service Accrual Service Accrual Service Accrual 
No. Account life Rate life Rate Life Rate 

Years Years Years 

1 /[CJ 1/[E] [E]-ICJ (F]-(D] 
Distribution Plant 

3742 Land Rights 47.8 2.09% 48 2.08% 0.2 -0.01% 
3751 Structures 60.5 1.65% 47 2.13% -13.5 0.48% 
3760 Mains 44.0 2.27% 50 2.00% 6.0 -0.27% 
3780 Measuring & Regulating Stations 35.0 2.86% 35 2.86% 0.0 0.00% 
3790 City Gate Stations 47.0 2.13% 38 2.63% -9.0 0.50% 
3800 Services 40.0 2.50% 40 2.50% 0.0 0.00% 
3810 Meters 35.0 2.86% 35 2.86% 0.0 0.00% 
3820 Meter/Regulator Installations 35.0 2.86% 35 2.86% 0.0 0.00% 
3830 Regulators 41.0 2.44% 41 2.44% 0.0 0.00% 
3850 EGM-Meas/Reg Equip 30.0 3.33% 30 3.33% 0.0 0.00% 

General Plant 
3901 Structures & Improvements 50.0 2.00% 47 2.13% -3.0 0.13% 
3910 Furniture & Equipment 12.4 8.06% 11 9.09% -1.4 1.03% 
3921 Transportation Equipment 6.0 16.67% 6 16.67% 0.0 0.00% 
3922 Transportation Equipment 11.5 8.70% 10 10.00% -1.5 1.30% 
3930 Stores Equipment 37.0 2.70% 28 3.57% -9.0 0.87% 
3940 Tools 18.9 5.30% 19 5.29% 0.0 -0.01% 
3960 Power Operated Equipment 12.0 8.33% 10 10.00% -2.0 1.67% 
3970 Communication Equipment 16.0 6,25% 16 6.25% 0.0 0.00% 
3971 Electronic Reading-ERT 20.0 5.00% 19 0.00% -1.0 -5.00% 
3980 Miscellaneous Equipment 26.0 3.85% 23 4.35% -3.0 0.50% 
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Table 4-6 Calculation of Whole Life Rate for Account 391 

(A) (BJ 
Depreciable 

Plant 
Description 12/31/2012 

Account 391 Subcategories 
Furniture 2,126,145 
Office Equipment 678,084 
Computers 3,635,751 
Software 3,i0B,730 

Total 9,648,710 

(CJ (DJ (E] 
Average 

Percent Net Service 

of Total Salvage Life 

22.04% 10% 40 
7.03% 15 

37.68% 10% 7 
33.26% 9 

100.00% 

Weighted Average Rate for Account 391 

Equivalent Service Life 

Recommended Service life 

BLACK & VEATCH I Historical Information and Procedures 

(Fl 

Whole 
llfe Rate 

2.25% 
6.67% 

12.86% 
11.11% 

9.50% 

10.52 
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5 Development of Recommended Accrual Rates 
After developing our recommended average service lives, we then look at any adjustments that 
need to be made within the accounts for net salvage and amortization of depreciation reserve, 
before developing our recommended accrual rates. 

5.1 NET SALVAGE ALLOWANCE 
The traditional approach for incorporating allowance for net salvage is to compare annual net 
salvage (salvage minus cost ofremoval plus reimbursements) to the original cost of the plant 
retired during that year over a representative historical period, preferably at least 10 years. The 
traditional approach assumes that the ratio of net salvage dollars to the original cost dollars of the 
retirements is representative of the allowance that will ultimately apply to all plant in service over 
that life of that asset. In a whole life depreciation calculation, this allowance is then added to (for a 
net cost of removal) or deducted from (for a net salvage) one in the numerator and then divided by 
the average service life. 

This approach provides reasonable results where there are modest amounts of salvage or cost of 
removal or where the amounts are fairly consistent (such as for unit property or general plant). 
However, cost of removal for some natural gas distribution plant can be as much as or more than 
the original cost of the plant retired especially if natural gas lines that are under streets need to be 
relocated. In these instances, it may not be reasonable to assume that this experience applies to all 
plant. 

Problems may result ( especially with mains and services) if the net salvage allowance is large and a 
reiativeiy small amount of plant is being retired. A large depreciation reserve may be accumulated 
in anticipation of cost ofremoval expenses that may or may not occur. In the 1998 Laclede case, the 
Missouri Public Service Commission Staff believed thatthis was at the root oflarge differences 
between actual and theoretical reserve. The Staff proposed removing net salvage from the 
depreciation calculation and treated salvage and cost ofremoval as a separate expense ( or revenue 
requirement). Beginning in August 2001, MGE began to treat net salvage as an expense. In March 
2007, the expense approach for net salvage was reversed and MGE has been accruing salvage and 
cost of removal in the depreciation reserve since then. 

We believe that the goal of matching actual cost ofremoval expenses and cost ofremoval 
allowances can be accomplished within the calculation of depreciation rates. For example, we 
analyzed MGE's salvage and cost of removal over the ten year period 2003 through 2012 and found 
that the annual net salvage amounts are fairly consistent for Account 380 - Services. 

For Account 376- Mains, we base our salvage recommendation based on MGE's historic gross 
salvage less cost of removal plus any reimbursements. It is our understanding that from around 
2005 until 2010, MGE was netting any reimbursement dollars against the cost of the newly added 
plant. In 2010, MGE changed their way of booking reimbursements and began to add the 
reimbursement dollars to the accrued depreciation reserve. Based on the data provided by MGE for 
gross salvage, cost of removal and reimbursements we find that the average net salvage amount for 
mains is $980,000 annually. 
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For Account 392 -Transportation Equipment, we base our net salvage amount on the Company's 
resale goal of 20% of purchase price. 

We recommend a total net salvage allowance of $700,000 annually, as shown in Table 5-1, Column 
P. 

Table 5-1, Column Q shows our recommended net salvage accrual rates calculated by dividing the 
annual net salvage allowance shown in Column P by the plant in service balance for each account 
shown in Column C (note that a positive net salvage allowance translates into a negative net salvage 
accrual rate as it is a decrease to depreciation expense, and vice versa). 

Some may view this annual allowance approach is an "impure" application of the "whole" life 
method because it is based on a rather short term analysis of activity. As plant ages and retirement 
activity increases, we expect that the annual allowance may increase. Insufficient depreciation 
reserve might be accumulated if the annual allowance is not reviewed on a regular basis. However, 
in Missouri, depreciation rates are reviewed every five years as required by Commission rule. This 
frequency will allow foi· future adjustment of the annual net salvage allowance to reflect changes in 
activity, if necessary. 

Table 5-2 summarizes our recommended average service lives and the life portion of the 
depreciation accrual rates in Columns D and E, respectively. The annual net salvage accruals and 
net salvage portion of the depreciation accrual rates are summarized in Columns F and G, 
respectively. The total whole life depreciation rates which are the sum of the life accrual rate and 
net salvage rate are shown in Column H. 
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Table 5-1 Summary of Recommended Net Salvage Allowance 

!Al !BJ !CJ !DJ !El !Fl !GI IHI Ill !JI (Kl (LI !M] !NJ (OJ (P] IQJ 

Hlstorical Gross Salvage less Cost of Removal plus Reimbursements Recommended Recommended 
Acct, 10 Year Net Salvage Net Salvage 
No. Account 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 Total Average Allowance Accrual R::itc 

$ s $ $ $ $ $ $ $ $ $ $ $ -[P)/[C] 
Distribution Pl.int 

3742 Land Rights 2,510,537 0 0 0 0 D 0 0 0 0 0 0 0 0 0,00% 
3751 Structur,?s 11,763,359 0 0 0 0 D 0 0 0 (20,848) 0 (20,848) (2,085} 0 0.00% 
3760 Mains 444,104,562 {412,637) 1,163,718 1,086,358 486,428 19,545 3,086,447 821,769 924,008 789,605 1,878,814 9,844,054 984,405 980,000 -0.22% 
3780 Meas. & Reg. Stations 13,259,477 (583) 18,816 28,621 (11,598) (9,625) (5,934) (13,S24) (18,297) {13,507) (6,388) (32,021) (3,202) 0 0.00% 
3790 City Gate Stations 5,681,613 0 0 0 0 0 0 0 0 0 0 0 D 0 0.00% 
3800 Services 354,111,925 (706,087) (834,251) {761,103) (827,731) {713,960) (538,740) (458,801) (443,195) (563,360) (450,333) (6,297,560) (529,756) (630,000} 0.18% 
3810 Meters 35,765,451 (16,047) (13,753) D 0 0 0 0 0 0 163,086 133,287 13,329 D 0.00% 
3820 Meter/Regulator Installations 85,203,042 (3,294) 6,609 (1,044) 7,407 3,083 29B (4,836) (4,822) (12,086) 33,445 24,760 2,476 0 0.00% 
3830 Regulatc,rs 14,785,302 0 0 0 0 0 0 0 0 0 0 0 0 0 0.00% 
3850 EGM-Me.is/Reg Equ!p 463,614 0 0 0 0 0 0 0 0 0 0 0 0 0 0.00"/4 

General Plant 

3901 Structur,~s & Improvements 2,891,241 0 0 0 0 0 0 0 0 0 0 0 0 0 0.00% 
3910 Furnitur,? & Equipment 9,716,541 457 B49 0 0 0 0 0 0 713 0 2,019 202 0 0.00% 
3921 Transpo,-tatlon Equipment 5,918,869 0 23,SOO 117,575 5,850 51,3C-O 14,750 44,403 108,915 268,472 154,314 789,079 78,908 200,000 ·3.38% 
3922 Transpo;"tatlon Equipment 7,729,035 0 0 0 0 0 0 0 0 0 0 0 0 150,000 ·1.94% 
3930 Stores Equipment 664,474 0 1,863 0 2,750 0 0 0 0 0 2,500 7,113 711 0 0.00% 
3940 Tools 7,145,016 0 2,470 0 1,441 3,575 0 0 8B4 35,241 0 43,611 4,361 0 0.00% 
3960 Power Operated Equipment 1,734,943 0 0 0 0 0 17,800 5,845 0 10,600 0 34,245 3,425 0 0.00% 
3970 Communication Equipment 4,649,249 0 0 0 0 0 0 0 0 0 0 0 0 0 0.00% 
3971 Electron!c Reading-ERT 36,188,766 0 79,774 0 0 0 0 0 170,560 0 1,540 251,874 25,187 0 0.00% 
3980 Miscellaneous Equipment 806,362 0 0 0 0 0 0 0 0 0 0 0 0 0 0.00% 

Total 1,045,093,377 (1,138,191) 449,594 470,408 (335,453) (646,083} 2,574,622 394,856 738,053 494,829 1,776,978 4,779,613 477,961 700,000 
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Table 5-2 Recommended life Rates, Net Salvage Rates and Depreciation Rates 

(A] (Bl (C] (D] {El {Fl {GI IHI 

Recommended 
Depreciable Average life Net Net Who!e Life 

Acct. Plant Service Accrual Salvage Salvage Deprecaition 

No. Account 4/30/2013 Life Rate Accrual Rate Rate 

$ Years 1/ID] $ [Fl/ [CJ [El+[GI 

Distribution Plant 

3742 land Rights 2,Sl0,537 48 2.08% 0 0.00% 2.08% 

3751 Structures 11,763,359 47 2.13% 0 0.00% 2.13% 

3760 Mains 444,104,562 so 2.00% {980,000) .Q.22% 1.78% 

3780 Measuring & Regulating Stations 13,259,477 35 2.86% 0 0.00% 2.86% 

3790 City Gate Stations 5,681,613 38 2.63% 0 0.00% 2.63% 

3800 Services 354,111,925 40 2.50% 630,000 0.18% 2.68% 

3810 Meters 35,765,451 35 2.86% 0 0.00% 2.86% 

3820 Meter/Regulator Installations 85,203,042 35 2.86% 0 0.00% 2.86% 

3830 Regulators 14,785,302 41 2.44% 0 0.00% 2.44% 

3850 EGM-Meas/Reg Equip 463,614 30 3.33% 0 0.00% 3.33% 

General Plant 

3901 Structures & Improvements 2,891,241 47 2.13% 0 0.00% 2.13% 

3910 Furniture & Equipment 9,716,541 11 9.09% 0 0.00% 9.09% 

3921 Transportation Equipment 5,918,869 6 16,67% (200,000) -3.38% 13.29% 

3922 Transportation Equipment 7,729,035 10 10.00% {150,000) -1.94% 8.06% 

3930 Stores Equipment 664,474 28 3.57% 0 Q.()()% 3.57% 

3940 Tools 7,145,016 19 5.29% 0 0.00% 5.29% 

3960 Power Operated Equipment 1,734,943 10 10.00% 0 0.00% 10.00% 

3970 Communication Equipment 4,649,249 16 6.25% 0 0.00% 6.25% 

3971 Electronic Reading-ERT 36,188,766 19 5.26% 0 0.00% 5.26% 

3980 Miscellaneous Equipment 806,362 23 4.35% 0 0.00% 4.35% 

Total 1,045,093,377 (700,000) 

5.2 DEPRECIATION RESERVE 
After developing indicated accrual rates, we evaluate the adequacy of the depreciation reserve 
balance (Table 5-3). A simple view of existing depreciation reserve shows two accounts (396 -
Power Operated Equipment and 397 - Communication Equipment) with negative reserve balances 
(Table 5-3, Column D). This might be caused by several factors, including depreciation rates that 
are too low or extraordinary retirements. In order to correct any imbalances in the depreciation 
reserve accounts, we first determine a theoretical level of where depreciation reserve should be. 
We calculate this based on the weighted age of the assets in each account, relative to our 
recommended service lives. Without adjustment, to the extent that the calculated reserve, Table 5-
3, Column 1, is greater than or less than the book reserve, Table 5-3, Column D, the Company will 
under- or over-recover, respectively, its depreciable plant investment. Differences between the 
calculated theoretical reserve and the book reserve can be attributed primarily to changes in life 
characteristics or historical depreciation rates which have not properly reflected life characteristics 
or changes in life characteristics. Also affecting the differences in theoretical and book reserve is the 
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level of net salvage in the depreciation rates. These changing life and salvage characteristics and the 
degree to which these changes are recognized and reflected in the depreciation rates directly affect 
the hook reserves. 

By subtracting the actual depreciation reserve from the calculated depreciation reserve, we 
determine the reserve deficiency, Table 5-3, Column J. The total depreciation reserve deficiency of 
$3.6 million is relative minor (less than 1 % of accrued reserve) and we do not recommend a change 
to the depreciation reserve at this time. 
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Table 5-3 Analysis of Accumulated Depreciation Reserve 

[A] [BJ [CJ [DJ [EJ [FJ [G] [HJ [I] [J] 

Accumulated Recommended Calculated 
Depreciable Depreciation Average Reserve Ratio C?lcu!ated 

Acct. Plant Reserve Reserve Service Weighted Based On Depreciation Reserve 
No. Account 4/30/2013 4/30/2013 Ratio Life Ase Weii;::hted Age Reserve Deficiency, 

$ $ % Years Years % $ $ 

[DJ /[CJ [GJ / [Fl [HJ• [CJ [I] - [DJ 
Distribution Plant 

3742 Land Rights 2,510,537 709,790 28.27% 48 15.69 32.69% 820,632 110,842 
3751 Structures 11,763,359 841,089 7.15% 47 7.84 16.68% 1,962,228 1,121,140 3760 Mains 444,104,562 162,308,650 36.55% 50 18.53 37.06% 164,585,151 2,276,500 
3780 Measuring & Regulating Stations 13,259,477 5,106,373 38.51% 35 18.78 53.66% 7,114,656 2,008,284 
3790 City Gate Stations 5,681,613 1,249,232 21.99% 38 11.54 30.37% 1,725,416 476,184 
3800 Services 354,111,925 187,819,839 53.04% 40 16.22 40.55% 143,592,386 (44,227,453) 
3810 Meters 35,765,451 3,340,268 9.34% 35 15.77 45.06% 16,114,890 12,774,622 
3820 Meter/Regulator Installations 85,203,042 28,142,980 33.03% 35 14.73 42.09% 35,858,309 7,715,329 
3830 Regulators 14,785,302 4,094,764 27.69% 41 14.79 36.07% 5,333,527 1,238,763 
3850 EGM-Meas/Reg Equip 463,614 191,885 41.39% 30 12.38 41.27% 191,318 (567) 

Total Distribution Plant 967,648,881 393,804,870 40.70% 38.99% 377,298,513 (16,506,356) 

General Plant 
3901 Structures & Improvements 2,891,241 1,887,618 65.29% 47 20.76 44.17% 1,277,068 [610,551) 
3910 Furniture & Equipment 9,716,541 3,840,886 39.53% 11 9.12 82.91% 8,055,895 4,215,010 
3921 Transportation Equipment 5,918,869 2,026,067 34.23% 6 3.08 51.33% 3,038,353 1,012,286 
3922 Transportation Equipment 7,729,035 3,800,228 49.17% 10 5.85 58.50% 4,521,486 721,258 
3930 Stores Equipment 664,474 120,997 18.21% 28 13.24 47.29% 314,201 193,204 
3940 Tools 7,145,016 1,802,771 25.23% 19 11.58 61.27% 4,377,740 2,574,969 
3960 Power Operated Equipment 1,734,943 (256,468) -14.78% 10 3.07 30.70% 532,628 789,096 
3970 Communication Equipment 4,649,249 (1,200,716) -25.83% 16 8.17 51.06% 2,374,023 3,574,739 
3971 Electronic Reading-ERT 36,188,766 13,253,529 36.62% 19 11.05 58.16% 21,046,625 7,793,096 
3980 Miscellaneous Equipment 806,362 408,807 50.70'% 23 9.52 41.39% 333,764 (75,044) 

Total General Plant 77,444,496 25,683,719 33.16% 59.23% 45,871,781 20,188,062 

Total Depreciable Plant 1,045,093,377 419,488,588 40.14% 40.49% 423,170,294 3,681,706 
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5.3 RECOMMENDED ACCRUAL RATES 
Table 5-4 summarizes the Company's existing and recommended accrual rates and the annual 
depreciation expense incurred when each of these rates is applied to the depreciable plant balances 
at April 30, 2013. 

_ We show in Table 5-4 that when our recommended average service life related accrual rates in 

Column J are applied to depreciable plant balances as of April 30, 2013, annual depreciation 
expense would decrease by approximately $778,000 over levels produced by existing rates 
(Column R). Our recommended net salvage rate and associated accrual are shown in Table 5-4, 
Columns M and N respectively. Our annual net salvage recommendation is a decrease of 
approximately $2.1 million over the existing allowance (Column SJ. The total change in depreciation 
expense based on our recommend depredation rates is a decrease of approximately $2.9 million as 
shown in Column T of Table 5-4. 

We propose the use of whole life depreciation rates that include both the average service life 
accrual and the net salvage accrual. We show our proposed depreciation accrual rates in Column U 
of Table 5-4. 
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Table 5-4 Summary of Recommended Depreciation Accrual Rates 

[Al [Bl [CJ [DI [El 

Depreciable Average I ure I 
Acct. ?lant Service Accrual 
No. Account 4/30/2013 Life Rate 

-s Yea~ 

1/ [D] 
Dlstrlbutfon Plant 

3742 Land Rlghts 2,510,537 47.8 2.09% 
3751 Structures 11,763,359 60,5 1.65% 
3760 Mains 444,104,562 M.0 2.27% 
3780 Meas & :~eg Stations 13,259,477 35.0 2.86% 
3790 City Gati: Stations 5,681,613 47.0 2.13% 
3800 Services 354,111,925 40,0 2.50% 
3810 M,:,tcl'$ 35,765,451 35.0 2.86% 
3820 Meter/Regulator lnsto!latlons 85,203,042 35,0 2.86% 
3830 Regulators 14,785,302 41.0 2.44% 
3850 EGM-Mea~/Reg Equip 463 614 30.0 3.33% 

Total Ol~trlbutlon Plant 967,648,881 

General Plant 
3901 Structunis & Improvements 2,891,241 so.o 2.00% 
3910 Furnltur1: & Equipment 9,716,541 12.4 8.06% 
3921 Transportation Equipment 5,918,869 6,0 16.67% 
3922 Tr:insport:itlon Equipment 7,729,035 11.s 8.70% 
3930 Stores Ec1ulpmt<nt 664,474 37.0 2.70% 
3940 Tools 7,145,016 18.9 5,30% 
3960 Power O;ier.:ited Equ!pmt<nt 1,734,943 12,0 8.33% 
3970 Commu~lc.itlon Equipment 4,649,249 16.0 6.25% 
3971 Electronic Rt<ad1ng-ERT 36,188,766 "" 5,00% 
3980 Mlset<ll~nt<OUS Equipment 806,362 26.0 3.85% 

Total Gc111oral Plant 77,444,496 

Totlll De1)reclable Pl.:ant 1,045,093,377 

'" [GI [HI [II 

Elcle:tln~ 

Ufo I Net , I Net I Total 
Related S;il'lllge 5.ilvae:e Depreclatlon 
Accrual R11te Accrnal Accrual 

s 
[CJ• [El 

52,470 0.00% 
194,095 -0.16% 

10,081,174 -0.11% 
379,221 0.00% 
121,018 0.00% 

8,852,798 0.63% 
1,022,892 0.03% 
2,436,807 0,00% 

360,761 0.00% 
1S 438 0.00% 

23,516,675 

57,825 0.00% 
783,153 0.00% 
986,675 -3.34% 
672,426 -0.87% 

17,941 0.00% 
378,686 0.00% 
144,521 -2.08% 
290,578 0.00% 

1,809,438 0,00% 
31045 0.00% 

5,172 288 

28,688,963 

s 
[CJ• [G] 

0 
(18,821) 

(488,515) 
0 

2,230,905 
10,730 

0 
0 

1,734,298 

0 
0 

(197,690) 
(67,243) 

0 
0 

(36,087) 
0 
0 
0 

(301020) 

1,433,279 

[Fl+ [HJ 

S2,470 
175,274 

9,592,659 
379,221 
121,018 

11,083,703 
1,033,612 
2,436,807 

360,761 
15,438 

25,250,974 

57,825 
783,153 
788,985 
605,183 

17,941 
378,686 
108,434 
290,578 

1,809,438 
3;k045 

4,871,269 

30,122,242 
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rn [Kl 

Average l Life I 
Se1vlce Accrual 

Lffe Rate 
Veus 

1/ [JJ 

48 2.08% 
4i' 2.13% 
so 2.00% 
3S 2.86% 
3f: 2.63% 
40 2.50% 
3S 2.86% 

" 2.86% 
42 2.44% 

"' 3.33% 

47 2.13% 
11 9,0S¾ 
6 16,67% 

2C 10.00% 
28 3.57% 
29 5.29% 
10 10.00% 
16 6.25% 
29 5.26% 
23 4.35% 

[LI [Ml [NJ [OJ [Pl [a] [RI JSJ [TI [UJ 

Recommended Chanr.e lri Proposed 

Llfe I Net I Net I Total Aver.ie:e l Ufe I Life I Net l Tot.JI Whole Life 
Related Salvage S:ilvage Depreciation Service Accru;i) Related Salvage Depredation Depreciation 
Accrual Rate Accrual Accrual Life Rate Accrual Aa:ru;il Accrual R.ite 

s Vear~ s -
[CJ • [Kl Table S-2 IC]• [Ml (L) + !NJ [J]-[D] IKJ- [El [L]- [Fl [N]-[H] [0]-(1] [KJ+[M] 

52,219 0.00% 0 52,219 0.2 -0.01% (251) 0 (251) 2,08% 
250,560 0.00% 0 250,560 -13.5 0.48% 56,464 18,821 75,285 2.13% 

8,882,091 -0,22% {977,030) 7,905,061 6.0 -0,27% (1,199,082) (488,515) (1,687,597) 1.78% 
379,221 0,00% 0 379,221 0.0 0,00% 0 0 0 2,86% 
149,426 0.00% 0 149,426 -9.0 0.50% 28,408 0 28,408 2.63% 

8,852,798 0.18% 637,401 9,490,200 0.0 0.00% 0 (1,593,504) (1,593,504) 2.68% 
1,022,892 0.00% 0 1,022,892 0.0 0.00% 0 (10,730) (10,730) 2.86% 
2,436,807 0.00% 0 2,435,807 0.0 0.00% 0 0 0 2.B6% 

360,761 0.00% 0 360,761 0.0 0.00% 0 0 0 2.44% 
15 438 0.00% 0 15,438 0.0 0.00% 0 ' 0 3.33% 

22,402,214 (339,629) 22,062,586 (1,114,461) (2,073,927) (3,188,388) 2.28% 

61,583 0.00% 0 61,583 -3.0 0.13% 3,759 0 3,759 2.13% 
883,234 0,00% 0 883,234 -1.4 1,03% 100,080 0 100,080 9.09% 
986,675 ·3,38% (200,058) 786,618 0.0 0,00¾ 0 {2,358) (2,368) 13.29% 
772,904 -1.94% (149,943) 622,960 -1.S 1.30% 100,477 (82,701) 17,777 8.06% 

23,722 0,00% 0 23,722 -9.0 0.87% 5,781 0 5,781 3.57% 
377,971 0.00% 0 377,971 0,0 -0,01% (715) 0 (715) S.29% 
173,494 0.00% 0 173,494 -2.0 1.67% 28,974 36,087 65,060 10.00% 
290,578 0.00% 0 290,578 0.0 0.00% 0 D 0 6.25% 

1,903,529 0,00% 0 1,903,529 -1.0 0.26% 94,091 0 94,091 5.26% 
35,077 0.00% 0 35 077 -3.0 0.50% 4,032 0 4 032 4.35% 

5,508 767 !350,00ll s,iss.766 336,479 {48 981! 287,498 

27,910,981 (689,630) 27,221,352 (777,982) (2,122,908) (2,900,891) 2.60% 
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