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Goal

¸To gain a high-level understanding of  why 

depreciation studies are important and the 

processes used in making them happen.
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Topics

¸ Depreciation Definition

¸ Depreciation Analysis

¸ Choices in Depreciation ïthe Depreciation 

ñSystemò

¸ Depreciation Calculations

¸ Items to Consider/Assess
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¸Depreciation Definition
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What is Depreciation?

(FERC Definition)

The FERC in its Uniform System of Accounts defines 

depreciation as:

éthe loss in service value not restored by current 

maintenance, incurred in connection with the consumption 

or prospective retirement of 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, and in the case of gas 

companies, the exhaustion of natural resources.
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What is Depreciation?

(AICPA Definition)

The AICPA in its Accounting Research and Terminology 

Bulletin #1 defines depreciation accounting as:

éa system of accounting which aims to distribute the cost 

or other basic value of tangible capital assets, less salvage 

(if any), over the estimated useful life of the unit (which 

may be a group of assets) in a systematic and rational 

manner.  It is a process of allocation, not valuation.  

Depreciation for the year is the portion of the total charge 

under such a system that is allocated to the year.  Although 

the allocation may properly take into account occurrences 

during the year, it is not intended to be a measurement of 

the effect of all such occurrences.
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What Is Depreciation?

Simply put, depreciation is the allocation of the cost of 
an asset (including the cost to remove the asset from 
service) over the useful life of the asset in a systematic 
and rational manner.
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Why Is Depreciation Important?

¸ GAAP requirement to record depreciation expense

¸ Although non-cash, depreciation creates cash flow in 
regulated entities

¸ Large component of Revenue Requirements given 
capital intensive nature of industry 

¸ Rate base (and profit) is driven in part by the timing 
of the recovery of capital costs

¸ Required by regulators

¸ Intended to allocate cost of plant investment to 
generation of customers who benefit from use of the 
plant (i.e., intergenerational equity)
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Depreciation Analysis
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What Does An Analyst Determine?

¸ Depreciation Analysts will define the life (including 
the pattern of retirement of the group) and the net 
salvage in a deprecation study.

¸ After those two parameters are defined, the rest 
(calculating depreciation expense and depreciation 
rates) is simply a mathematical exercise.
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Depreciation Study Process
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Data Analysis (Life) ð

What Are We Trying To Estimate?

12



13









Data Analysis (Life) ð

Life Analysis Methods

¸Actuarial

ÅExperience Bands

ÅPlacement Bands

¸Semi-Actuarial

ÅSimulated Plant Record (SPR) Calculations

¸ Life Span/Forecast Calculations
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Data Analysis (Life) ð

Actuarial Analysis

¸Actuarial Analysis ïmodels the life of 

historical retirements (people generally 

use analysis called the ñretirement rateò) 

¸Uses ñagedò data (e.g. in-service dates 

and retirement dates for asset 

retirements)
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Data Analysis (Life) ð

Unaged Data
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Data Analysis (Life) ð

Aged Data
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