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UNITED STATESOF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

New Y ork Power Authority ) Docket No. ER16-__ -000

PREPARED DIRECT TESTIMONY OF
AUSTIN O. DAVIS

[.INTRODUCTION

Q. Please state your name and business addr ess.

A. My nameis Austin O. Davis. My business addressis 123 Main Street White Plains,
New Y ork 10601.

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

My position is Manager Plant and Cost Accounting for the New Y ork Power
Authority (“NYPA” or the “ Authority”), a corporate municipa instrumentaity and
political subdivision of the State of New Y ork.

Q. What areyour principle areas of responsibility?

A. My responsibilities include maintaining the accuracy and timely reporting of
utility plant and related accounts, and ensuring that the Authority’ s accounting for
fixed assets follows generally accepted accounting principles (“*GAAP”) and the
Federal Energy Regulatory Commission’s (“FERC”) Uniform System of
Accounts. | am responsible for evaluating major expenditures to determine
accounting treatment as capital or period expenses, and | work with project
engineers and cost scheduling engineers to determine the useful lives of various

assets. | also monitor NY PA’ s asset retirement obligations and am responsible
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for the appropriate FERC classifications of al Operation & Maintenance and
Administrative & General Costs

Please describe your educational background and employment experience.

| received a Master’s Degree in Business Administration from Long Island
University in 1999. | also have aBachelor’s degree in Accounting from Lehman
Collegethat | received in 1997. | have a certificate in the Principles of
Accounting from the University of London Schools Examination Board. | have
held various positions in the Authority’ s Accounting and Budget Departments
from 1988 forward.

Have you had any formal training relating to depreciation and utility
accounting?

Yes. | have received specialized training in Public Utility Accounting, Work
Order and Asset Management A ccounting, and Advanced Public Utility
Accounting from the American Public Power Association continuing professional
education program in 2007.

PURPOSE OF TESTIMONY

What isthe purpose of your testimony?

The purpose of my testimony is to support the transmission and genera plant
depreciation rates included in the proposed formularate (“Formula Rate”) filed by
the Authority in this proceeding. | corroborate the methodology which was used
by Mr. Julius Breitling, P.E., in his depreciation study of NYPA’s transmission
assets dated September 30, 1996 (the “1996 Study”). My testimony confirms that
NY PA adopted the recommendations of the 1996 Study by computing annual

depreciation expense at the subaccount levels and maintaining the accumulated
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depreciation at the same levels for its transmission and production plants. The
1996 Study is attached as Exhibit No. PA-402, asthe basisfor NYPA’s
depreciation rates for its transmission assets for the St. Lawrence-FDR Power
Project, the Niagara Power Project, the Blenheim-Gilboa Pumped Storage Project,
the J.A. FitzPatrick Nuclear Power Project, the Massena-Marcy 765 kV
transmission line, and the Marcy-South 345 kV transmission line. In addition to
the 1996 Study, | also corroborate the methodol ogy and procedures used in

NY PA’s 1982 depreciation study (the “1982 Study”) that developed NYPA’s
general plant depreciation rates, which is attached as Exhibit No. PA-403. In my
view, the depreciation rates have not changed materially since both studies were
conducted. In particular, NY PA has not developed any new transmission assets
since the 1996 Study was performed. Despite the fact that the Long Island Sound
Cable was built prior to 1996, it was not included in the 1996 Study. Accordingly,
| corroborate the depreciation rate for the Long Island Sound Cable used in this
Formula Rate filing.

Have you previoudly testified on behalf of NYPA?

Yes. In FERC Docket No. ER15-2102-000, in which NY PA’s earlier formula
rate proposal was rejected without prejudice for reasons unrelated to depreciation,
| submitted the same testimony and exhibits that | am submitting today.

DEFINITION OF DEPRECIATION

Please explain the definition of depreciation asused in the 1996 Study.

The definition of depreciation that was used in preparing the Study is the same

that is used by FERC and the National Association of Regulatory Utility
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Commissioners (“NARUC”):

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.*

In the preceding definition, “service value” means the difference between
original cost and the net salvage value. “Net salvage value” means the salvage
value of the property retired less the cost of removal of the electric plant.?

Doesthe definition of depreciation in the 1996 Study differ from that which
isapplied NYPA’s general plant assets or tothe Long Island Sound Cable?

No, the definition of depreciation is the same asthat applied to the NYPA'’s
general plant assets and the Long Island Sound Cable.

1996 DEPRECIATION STUDY OVERVIEW

How werethe depreciation ratesfor NYPA transmission assets calculated?

The depreciation rates for NY PA transmission assets were determined by the
Straight Line Method, Equal Life Group Procedure and the Remaining Life
Technique, using a Location-Life basis for certain projects and Whole-Life basis
for other projects. Straight Line Method is the simplest depreciation method and
results in an equal amount of depreciation expense charged each period. Pagell-5
of Exhibit No. PA-402 describes how the Average Life Group Procedure and the
Equal Life Group Procedure were used to develop NY PA’s Straight Line Method

depreciation rates. Plant accounts and subaccounts where Location-Life basis

118 C.F.R. part 101, Definition 12 (2014).

21d. at Definition 37.
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was used assumes that all vintages of property will be retired at a specific date.
The accounts and sub-accounts using Whole-Life basis assumesthat all vintages
of property will live through a complete cycle as depicted by an lowa Curve. Page
I1-6 of Exhibit No. PA-402 lists the projects using Location-Life basis and
projects using Whole-Life basis.

Please explain how the composite annual depreciation rate by accounts by

Equal Life Group Procedure using Whole-Life or Location-Life basiswere
used to calculate NYPA'’s depreciation accrual rates.

Using NY PA’s source data for 26 lowa Curves, and generalized percent survivor
curves, a computer program devel ops an annual depreciation rate for each
vintage. Asof the date of the study, the Equal Life Group Procedure was used to
calculate aweighted composite rate for each group. In addition, in order to apply
the Remaining Life Technique, the program also devel ops the average remaining
life of the surviving property in each group. Calculations were made for both
Location-Life Basis property and Whole-Life Basis property. The NY PA survivor
curves were used to calculate the average service life for each account. The
average service life along with the net salvage percentages were used in the
calculation of the annual depreciation accrual rates for NY PA assets as follows:

Annual Depreciation Accrual Rate = (100 —Net Salvage %) / Average Remaining
Life.

Pages I1-7 through 11-21 of Exhibit No. PA-402 show how the methods and
procedures were used to generate the rates.

Arethe methods and proceduresused in the 1996 Study consistent with
methods and procedures commonly used in the electric utility industry?

Yes.
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GENERAL PLANT DEPRECIATION OVERVIEW

What isthe basisfor NYPA’s general plant asset depreciation rate?

NY PA’s general plant depreciation rate was devel oped in accordance with the
standards applied by the 1982 Study (Exhibit No. PA-403). This review included
an investigation and analysis of NY PA’s historical plant data, together with an
interpretation of past experience and future expectation to determine the average
service life of assets at each account level. NY PA has made updates to the 1982
depreciation rates, as GAAP requires continual updates to depreciation rates
resulting from changesin assets' useful lives. The changes, most notably, include
the following: (i) Account 391 Office Furniture & Equipment; and (ii) Account
392 Transportation Equipment. The current estimate of shorter average service
livesfor assetsin Account 391 is the product of the advancement in technology.
As aresult, the predominant part of our office furniture and equipment is
computer software and hardware, which has a significantly shorter life than
traditional furniture. For Account 392, NY PA added an asset class with afive-
year service lifefor certain small fleet assets to complement the existing ten-year
average service life that appliesto large vehicles. The stated depreciation rates
for the aforementioned accounts in the Formula Rate represent the weighted
average of the multiple asset classes.

How wasthe depreciation rate for NYPA’s general plant assets calculated?
NY PA uses the Straight Line depreciation method for al general plant assets.

The annual depreciation rate for each FERC Account is calculated as follows:

Annual Depreciation Rate = 1 X 100%

Average Estimated Service

-6-



10

11

12

13

14

15

16

17

18

19

20

21

22

23
24

VII.

Exhibit No. PA-401
Life
The Average Estimated Service Lifein the above formulais the average of
expected useful life for al depreciable assets which were not fully depreciated as
of December 31, 2014 for each FERC Account.

Arethe methods and proceduresused in the 1982 Study consistent with
methods and procedures commonly used in the electric utility industry?

Yes.

LONG ISLAND SOUND CABLE DEPRECIATION RATE OVERVIEW

What isthe basisfor the Long I sland Sound Cable depreciation rate?

NY PA has an agreement to recover the cost of the cable, through debt service,
from the Long Island Power Authority (“LIPA™), which is credited against

NY PA’s revenue requirement through the NY PA Transmission Adjustment
Charge (“NTAC”) calculation. NY PA uses a 30-year depreciable life for the
Long Island Sound Cable based on the 30-year term of the bonds purchased to
construct the facility in 1991. The remaining life of the asset balance is between
fiveand six years. The Long Island Sound Cable depreciation rateislisted in this
filing's “Schedule K — Depreciation and Amortization Rates” (Exhibit No. PA-
102).

COST OF REMOVAL

Generally, what isthe " cost of removal” asapplied to depreciation rates?
Cost of removal is an estimate of how much it will cost the company to physically
remove the assets from service. For example, this may take the form of the cost
of securing unused or mothballed property, or the cost of an asset’ s demolition.

Under what basiswill NYPA recover itscost of removal under the proposed
Formula Rate?
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Beginning in 2015, NY PA will baseits cost of removal for the Formula Rate on
the 1996 Study’s estimates.

Does this conclude your testimony?

Yes.
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JULIUS BREITLING, P. E., A.S.A.
74 SUNNY WOOD DRIVE
CENTERVILLE, MA 02632

September 30, 1996

Mr. Robert J. McGevna
Manager of Accounting
Practices & Reports

New York Power Authority
123 Main Street

White Plains, New York 10601

Dear Mr. McGevna:

According to your authorization, | have undertaken a depreciation study of certain
of New York Power Authority's ("NYPA" or "Authority") depreciable Electric
Transmission Piant in service at December 31, 1995. Excluded from this study are
certain project plant accounts, or subaccounts which the Authority requested that
they not be addressed in this study. The transmission plant excluded relates to the
following projects:

Indian Point No. 3 Nuclear Power Plant

Charles Poletti Power Project

Long Island Sound Cable Project

The purpose of this depreciation study was primarily to recommend appropriate
annual depreciation accrual rates for NYPA to use for its Transmission Plant
properties until such time as another study is made. The depreciation rates
recommended herein were developed using the Straight Line Method, Equal Life
Group Procedure, Remaining Life Technique using both a Location-Life Basis and
Whole- Life Basis, as applicable. it should be noted that this is the first
depreciation study conducted for the NYPA's Transmission Plant. It is normailly
recommended that depreciation rates be reviewed at intervals not exceeding five
years.

I submit herewith my recommendations resulting from this current study.
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Mr. Robert J. McGevna - September 30, 1996

MM F M DAT!

1. NYPA should adopt the depreciation rates
recommended in this report shown in Section |, Page 1-
7, Schedule lll, Column V, for each plant account, or
“subaccount, for its Transmission Plant property which
include the amortization of the differences between the
calculated  depreciation requirement and the
accumulated depreciation per books as allocated.

2. NYPA should compute the annual depreciation
expense at the account, or subaccount, level as
indicated herein.

3. NYPA should maintain its Accumulated Provision
for Depreciation at these same levels of detail.

The depreciation accrual rates recommended as a result of this study are based on
depreciable Transmission Plant in service at December 31, 1995. The resulting
normal annual depreciation accruals have been combined with the amortization to
develop the effective depreciation rate and to indicate the total annual depreciation
expense based on plant in service at December 31, 1995. The recommended
effective annual depreciation rates and accruals are compared with NYPA's current
annual depreciation rates and accruals, as applied to the December 31, 1995 plant
balances, in Section |, Schedule 1ll. The recommendations contained herein result
in a decrease in annual depreciation accruals of about $1,444,000 for the
Authority's Transmission Plant property included in this study.

Section | of this report contains Schedules |, I, and Ill. Each schedule is preceded
with an explanation of the information shown in each column.

Section 11 of this report contains further details and explanations of the methods and
procedures used in conducting the study.

Appendix A contains the definitions of common depreciation accounting terms.
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Mr. Robert J. McGevna September 30, 1996

Appendix B contains examples of the analyses required as part of the investigations
and studies necessary to reach the conclusions and recommendations with regard
to the average life, lowa Curve type and net salvage expected for each depreciable
plant account, or subaccount, as discussed in Section 1|, as well as examples of the
detailed computations which are summarized in Section I.

. Appendix C contains Alternative Schedules |, Il and . These schedules were
prepared at your request. They are based on the Straight Line Method, Average
Life Group Procedure and Remaining Life Technique using the same bases
indicated above and are comparable to the schedules shown in Section .

Should you or any of the Authority's management have any questions about this
study and report, | will be available to discuss them with you at your convenience.

Very truly yours,

U/
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TABLE OF CONTENTS

Letter of Transmittal | -i-

Section | DEPRECIATION OF TRANSMISSION PLANT PROPERTY |1

Schedule | Summary of the Annual Normal Depreciation Rates
as of December 31, 1995, by the Straight Line Method
Equal Life Group Procedure, Location-Life Basis -3

Scheduie la | Summary of the Annual Normal Depreciation Rates
as of December 31, 1995, by the Straight Line Method
Equal Life Group Procedure, Whole-L.ife Basis [-4

Schedule il Determination of the Annual Amounts Necessary to
Amortize the Difference Between the Calculated
Depreciation Requirement and the Accumulated
Depreciation per Books, as allocated, over the
Average Remaining Lives of the property in each
account, or subaccount, at December 31, 1995,
Location-Life Basis I-6

Schedule lla Determination of the Annual Amounts Necessary to
Amortize the Difference Between the Calculated
Depreciation Requirement and the Accumulated
Depreciation per Books, as allocated, over the
Average Remaining Lives of the property in each
account, or subaccount, at December 31, 1985,
Whole-Life Basis I-7

Schedule HI Determination of the Recommended Annual Effective
Depreciation Rates and Accruals, and Comparison
with the Company's Current Depreciation Rates and
Accruals based on Plant in Service at December 31,
1995, Location-l.ife Basis -9

Schedule lila Determination of the Recommended Annual Effective
Depreciation Rates and Accruals, and Comparison
with the Company's Current Depreciation Rates and
Accruals based on Plant in Service at December 31,
1995, Whole-Life Basis -10

-iv-
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TABLE OF CONTENTS (continued) - Page
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5. Depreciation Study Procedure -3
6. Depreciation Methodology ' ‘ -5
B. PHASE | - SELECTION OF AVERAGE LIFE, SURVIVOR CURVE
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1. Aging of Account Balance at Date of the Study -7
2, lowa Type Survivor Curves and Their Application -7
3 Investigation of Average Service Life and Mortality
Characteristics l1-10
4, Methods used for Analysis of a Company's Experience l1-10
- a. Actuarial Method of Life Analysis 11-10
b. Simulated Plant Record Method -12
5. Net Salvage - 112
6. Final Selection of Average Life, Curve Type
and Net Salvage 1-13

C. PHASE Il - COMPUTATION OF ANNUAL DEPRECIATION RATES,
CALCULATION OF DEPRECIATION REQUIREMENT AND
AMORTIZATION OF DIFFERENCE BETWEEN THE CALCULATED
REQUIREMENT AND THE ACCUMULATED DEPRECIATION PER

- BOOKS, AS ALLOCATED 11-15
1. Relationship of lowa Curves and depreciation Methods 1-15
2.  Depreciation Calculations in Study -16

a. Determination of Composite Annual Depreciation
Rate and Applicable Monthly Rates by Accounts by
- the Equal Life Group Procedure n-17
b. Detailed Computation of the Accumulated Depreciation
Requirement at the Date of the Study, by Accounts, by the
Equal Life Group Procedure . H-18
c. Amortization of the Difference Between the Calculated
Depreciation Requirement and the Accumulated Depreciation
per Books, as Allocated, by the Remaining Life Technigue 11-20
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Page
A1

B-1

- Example of the Actuarial Study for Account 3530000 - Station Equipment

Fitting an lowa Curve
Determination of Observed Life Table

Example of Net Salvage Analysis for Account 3530000 - Station Equip.

Example of the Determination of the Annual Depreciation Rate at

December 31, 1995, by the Straight Line Method, Equai Life Group

Procedurs, Location-Life Basis for Account 3533402-Station
Equipment, Blenheim-Gilboa Project

Example of the Determination of the Annual Depreciation Rate at

December 31, 1995, by the Straight Line Method, Equal Life Group

Procedure, Whole-Life Basis for Account 3537601-Station
Equipment, Massena-Marcy Project

- Example of the Determination of the Calculated Depreciation
Requirement at December 31, 1995, by the Straight Line Method,
Equal Life Group Procedure, Location-Life Basis for Account
3533402-Station Equipment, Blenheim-Gilboa Project

Example of the Determination of the Calculated Depreciation
Requirement at December 31, 1995, by the Straight Line Method,
Equal Life Group Procedure, Whole-Life Basis for Account
3537601-Station Equipment, Massena-Marcy Project

Example of the Determination of the Average Remaining Life at
December 31, 1995, for Account 3533402-Station Equipment,
Blenheim-Gilboa Project ' :

Example of the Determination of the Average Remaining Life at
December 31, 1995, for Account 3537601-Station Equipment,
Massena-Marcy Project

Appendix C

Alternative Scheduie |
Alternative Schedule la
Alternative Schedule I|
Alternative Schedule lla
Aiternative Schedule |l
Alternative Schedule llla

B5
B-6
B-7

B-8

B-9

B-10

B-11

B-12
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SECTION |
DEPRECIATION OF TRANSMISSION PLANT

This section contains three schedules in which the final recommended annual
depreciation rates, accruals and amortizations for each plant account, or
subaccount, are developed, based on Transmission Plant in service at December
31, 1995 for certain of NYPA's Projects. Each schedule contains two-pages,; one
page addresses Location-Life property and the second addresses Whole-Life
property. :

Schedule | indicates the average service life, mortality dispersion (lowa Curve), and
net salvage percent recommended for each account, or subaccount, and
summarizes the normal annual depreciation rates developed in this study, and the
normal annual depreciation accruals determined by applying these rates to the
balances of plant in service at December 31, 1995.

Schedule Il compares the calculated depreciation requirement, based on the
average service life, mortality dispersion and net salvage percent recommended for
each account, or subaccount, with the Accumulated Depreciation per Books, as
allocated to each account within each Praject, and computes the annual amount
necessary to amortize the differences over the average remaining life of each
account, or subaccount at December 31, 1995.

Schedule 11l combines the normal annual depreciation expense shown in Schedule
I, with the annual amount necessary to amortize the differences between the
calculated depreciation requirement and the Accumulated Depreciation per Books,
as allocated, as shown in Schedule II. By relating the total depreciation amounts to
the original costs at December 31, 1995, the effective annual depreciation rates are
developed and compared with the Authority's current rates and accruals.
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SCHEDULES I and la

SUMMARY OF ANNUAL NORMAL DEPRECIATION RATES AT DECEMBER 31, 1995
BY THE STRAIGHT LINE METHOD, EQUAL LIFE GROUP PROCEDURE

Column! - Primary Plant Account, or Subaccount, Number.

Column i Title of Account, or Subaccount.

Column Il Original Cost at December 31, 1995.

Column IV Average Life and lowa Curvé.

ColumnV  Expected Future Net Salvage.

Column VI Annual Normal Depreciation Rate Determined by the Straight Line
Method, Equal Life Group Procedure, Location-Life Basis or Whole-

- Life Basis, reflecting Columns Hl, IV and V. Sample calculations

appear in Appendix B, on Page B-8, for a Location-Life account and

on Page B-9 for a Whole-Life Account.

Column VI Annual Normal Depreciation Amount: Column {li times Column IV.
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Exhibit No. PA-402

SCHEDULES ll and 1la

, DETERMINATION OF THE ANNUAL AMOUNT NECESSARY TO AMORTIZE
THE DIFFERENCE BETWEEN THE CALCULATED DEPRECIATION REQUIREMENT
AND THE ACCUMULATED DEPRECIATION PER BOOKS, AS ALLOCATED,

OVER THE AVERAGE REMAINING LIFE AT DECEMBER 31, 1995
Column | Primary Plant Account, or Subaccount, Number.
Column Il Title of Account, or Subaccount.

Column Il Original Cost at December 31, 1995.

Column IV  Calculated Depraciation Requirement (Calculated Depreciation
Reserve) at December 31, 1995 Determined by the Straight Line
Method, Equal Life Group Procedure, using either a Location-Life
Basis or a Whole-Life Basis. Sample calculations appear in:
Appendix B, on Page B-10, for a Location-Life account and on
Page B-11 for a Whole-Life Account.

ColumnV  Accumulated Depreciation per Books (Depreciation Reserve) , as
allocated to each plant account, or subaccount within each Project, on
the basis of the Calculated Depreciation Requirement in Column 1V.

Column VI  Difference Between the Calculated Depreciation Requirement and the
Accumulated Depreciation per Books, as allocated. (Column IV minus
Column V).

Column VIi  Percentage Difference Between the Calculated Depreciation
Requirement and the Accumulated Depreciation per Books as
allocated. {Column VI divided by Column 1V).

Column Vil Remaining Life Amortization Period.

Column IX  Annual Amortization of the Difference. (Column VI divided by Column
Vill). Where the percentage difference is less than the generally
accepted limits of plus or minus five percent of the calculated
depreciation requirement, no amortization is developed. When
this amount is negative, as indicated by parenthesis, an excess
exists in the book amounts, so the annual depreciation expense
is reduced by this amount. Contrarily, when this amount is
positive, a deficiency exists in the book amounts, so the annual
depreciation expense is increased by this amount.
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Exhibit No. PA-402

SCHEDULES Hl and llia

DETERMINATION OF RECOMMENDED EFFECTIVE ANNUAL DEPRECIATION RATES
AND COMPARISON WITH THE CURRENT DEPRECIATION RATES AND ACCRUALS

BASED ON PLANT IN SERVICE AT DECEMBER 31, 1995
Column|| Primary Plant Account, or Subaccount, Number.
Column il Title of Account, or Subaccount.

Column Il Original Cost at December 31, 1995.

Column IV Total Annual Depreciation Accrual. (Schedule |, Column VII plus
Schedule i, Column IX).

ColumnV  Effective Annual Depreciation Rate. (Column 1V divided by Column ).
Column VI Authority's Current Annual Depreciation Rate.

Column Vil Authority's Current Annual Depreciation Amount based on Plant in
Service at December 31, 1995. (Column VI times Column Iil).

Column VIii Accrual Difference. Parenthesis indicates a reduction in accruals.
| Column IV minus Column V).



wcourac
Text Box
Exhibit No. PA-402



Exhibit No. PA-402

T —rTE—
LTy 169
T Y
JAR A
SEL'L
BO6'66
050822
LEg'zLL
££0'9

(BoT G L)
€67 s)
(gsg'L1)
{(806'01)

seL'oLL
69¢
(656)
sly
186'09
52048
FAL=4=7A"
200'225
GLrse)

111A
{Z) soussay]
jenuuy

111 SINCAAHDS

LIA YWD SNUIW A BWNO)

(z)

1 uwmes ‘4] Anpoyas shid |1 A uwneg | Anpauos (1)

G661 'LE JAquIeDSg & ADIARS | JuRld IAqeidvideg uo paseg

siseg a7 uopesoT [ uopeziowy 37 Bujueway fanpadoid dnors 3y renba j powyaw aurl wbRys

INYId NOISSINSNVYL - SALYH NOLLVIOIULEd Q3ONIWWOITH
ALMOHINY ¥AMOd MHUOA M3N

P — T e p———rTyy—T e
"ESIELS OB PEY L 004059 DIE siseg o uoyesoT feioL
ST AT T L
“ozoees . 183070 b IEL 8IS FE jetoL
091 %00°Z %LYE rL'T seeos sje) g speoy 65¢
Z60'2EL %EE'T %0y 090'9EZ 249°926'S SO P SIORNPUOD PEILIBAD 9sg
82C'1¥T %0K'T %LTY 8LTESY £81'150'0F : T Semp] P SIAMOL ¥ag
LE'SOZ %0$T %LYE TLE'LLE GYI'ELT'E awdinbz vonels €58
zeL'9 %0TZ %LLY ¥eL'ZL £68'00¢ swowaasidwi  Sanjonng 8¢
Poloid SoedaEd v r
R RS T = o]
LLR'ELT L 205'890'L 9EC'E0Z 05 1eio 1
Siv'EL %002 %LT L £21'8 208049 S|iBIL ¥ SPECY 65E
ZLIBLE %EE'T %PL'T 652'10Z 6Z6'COY'S SeoIB(] '§ SICNPUCD PEAUAAD a5¢
ZEO'L9 %SL'E %65'T $ZL'08 615286 s21npxd ¥ 59(0d o=y
569'TFS %0¥'Z %YL S5Y'EsY LT ILYTT SN P SDMOL ¥SE
£61'062 %05'2 %YZT 0SP'652 60L°209'1L ewdinby vonmig £se
yot'e %0T'T %09l 15099 160'1L6'E Sjuswascdwl § SOMPNIS Zse
Joelld EOqND ~ WPYLRIa
ATy ST P —T e —— T ERTTTTr  TT—
. 98L'I86'L 616'119'C SPS'OLL'LZL 1ejo L,
526 %940 %614 605 6L’y s|tel] g speoy 65E
Spo'res %LE'L %ETT S1E°3E9 siEeLg'ez $30100Q P SIOPNPUCD PEILIAD 95g
68€ %LE6'h %65'C LG ozL'sl s ¢ Sod S5E
18LGLL %660 %0Z'Z 8.8°88E £PO'SEYLL SUNpA] P SIOMOJ, ¥ae
605’ 1Ee %EbL %PET 20VrPE'E 0ZZVEY LS awdinby vonels £5¢
LEL'sTY %S’ %ELL 659662 PirL'S0E'LL sjuswaroidwy g SAINPNNS 5e
. «ua._o._..._ ﬂ‘_nmﬁz
AATEE Y —— L Er— T T T T
TZETHE'L 1p9'es8'T 8L LE9'¥LL 1810 |
8957 %L} %LGL LEO'E 66Z'E6L S|reIL ¥ Speey 658
Lu'sz %IF'T %beT gLLLT Lg9'981°L seoa( g SIonpues puncibizepun 852
£ %990 %t L 188 Lr0'L9 Inpued puncibispun i5€
969" PRL %8l %ET'Z £89'SrE S95'ZLH'5L $001A3(] § SIOINPUOD PEILIBAD 98¢
OLY'ZEL %902 %92 SEP'E9L S99 LTY'D $2.npad @ $9[0d S5€
8Zv6L %0’ %IET 008028 LEVELR'EL SN P SIBMOL #5¢
SLV'BEL'L %191 %SE'Z ogy'199°L £50'GLL'0L wawdinbzy uones £5E
ZZE091 %EET %938} 209'FZL SE0'804°9 spuousanoidull g SUNRMIS zse
Pel0id "gad ] 90UlIMET IS
1A 1A A Al 11 it 1
{eriooy % - 9ley % - alex (1) lerusay 6661 ‘1€ 990 ajiL Juncosy Jaquny
ucnenasdag ucnemadag uoneadag) ucheteideq 100 unooy
Jenuwuy lenuuy |enuty lenuuy reutbugy
SISEQ JUBLND SYdAN. onRa) ey,

I-9


wcourac
Text Box
Exhibit No. PA-402



Exhibit No. PA-402

T T TR
Tor v e Sal'skl’0z

E]
WLy 6222) 2LLB00'EL
(06r' €20 GoL'oby %00Z
&L LD 055'20E %OS'T
(sve'sir) SZTELO'L %082
(gea'vLl) ¥65'TIV'T %EE'T
9z's60'L) 1E8'€08'9 %SEE
(zvs'asL) TIEBLLY %OY'ZT
(830'p¥) 006'03F %05

¢ S TTYTT——
G2 216) SrO'9gL'L
w2025 601 Z0L %00’
(so6'0) : 99L'gLE %EE'T
{Lir'vly) PLELLY %GV'E
(zze'siL) - TANA 8 %OP'ZT
(Liv'ere) SO6'SZT'E %05'T
(151'084) 66L'92L %0ZTZ
PLA 1A LA
[FARECTEIE el . [ensoay % ~ 918y
{enuuy uonensdaq tonenaldsq
jenuuy fenuuy

B[ [{ IINA3HIS

siseg Walnd SYdAN

‘LIA uneD shuw A1 awnpd (Z)
~1 GWNED ‘g | ANPAUSS SAKd 1A UWRED Bl SIAPARRS ()

TR T T———T—————T
SOE'PO0'LL PZO'SLLLLL sISeg I JAOUM, (210],
T p— TR T T
Y5 02L 0L 000°'6rL LEY jeiol
%660 OLZTLLE 000'5£0'ZZ sfies] g specy 68E
%LTE 08I 000'Z0L'TL seowag $ SIolonpuo) punaibepun 5L
%0¥' b 09’09 000'86L'Er . unpuoZ) punaibiapun ISE
%aL'Z 1068’ LYTT o00'v26'20L SOUAD(] B SIOKNPUCD PEBIIAD 95¢g
%29 0L5'80P'S 000’ by '902 SAINPI P SO0 S&E
%SLT 0LL'065°L 000'SEL'PL SAUNPAS P MO pse
%LTE IOty 000'9EZ'6) juswdinbz uones £5E
abw_o.—n_ SEOﬁU.—ﬁE
TR AR O ATt AT
2ELELTD $29'6.5°062 je10l
%860 ¥80'0S £EP'SOL'S slres L, § Sproy 652
%EL'T LOZ'6ES LI¥'0ZE'6E SADINA(] '§ SIOONPUOD PESYIRAD 95¢
%IST S5P'E0S 50'519°61 SaUNpad p S9lod s5e
%EL'T reg'LLe' L +59'gop'vY SNl P SIMOL 4514
%92T ¥SSTIB'T 785'8ED'6TL wawdinb3 uonels £5¢
%S9’ 209'9Y5 0er'bEQ'EE SBWOAOIdW]  SAINONNG eSE
A Al 151 1 1
% = ey (1) enody 5661 'LE 390 of ) WROIIY JequinN
uonetossdaq uotjeidaidag 1500 NoaY
fenuuy fenuuyy eubuo
anpRIYa el

SISEQ 247 FOUM / UOREZIIOWY 27 BujueRN /
LNV NOISSIW

SEEL ‘IE J9GWDII IT INAIRS UL JuRld aqeradag ue pesed
anpasold dnoiD 3y reab3 f POLIRIN U wbens
SNVHL - S3LVH NOWLVIDIEJd3d JIANIHNCOTY

ALRIOHLINY HIMOd MHUOA M3N

[-10


wcourac
Text Box
Exhibit No. PA-402



Exhibit No. PA-402 |

SECTION It

METHODS AND PROCEDURES


wcourac
Text Box
Exhibit No. PA-402



Exhibit No. PA-402

SECTION lI

METHODS AND PROCEDURES
A - INTRODUCTION '

1. ene

This section contains a discussion of depreciation and depreciation accounting as it
applies to the utility industry and the procedures that have evolved and been
generally accepted over the years, up to the current state of the art. In addition, it
contains a discussion of how these methods and procedures were speéifically
applied in this study to NYPA's depreciable transmission plant in service at
December 31, 1995, covered by this study.

2. Definition of Terms

Some of the terms used in this and other sections of this report are defined in
APPENDIX A - DEFINITIONS. While other definitions of some of the terms are
available, the definitions in Appendix A are generally accepted by utilities and
regulators, and satisfy the meaning of the terms as used in this report. The relevant
definitions promulgated by regulatory bodies are repeated below:

Depreciation - As applied to depreciable utility plant, means the 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.

Service Value - The difference betwsen original cost and net salvage of utility plant.
Net Salvage Value - The salvage value of property retired less the cost of removal.
Note: Net Salvage value can be positive (e.g. salvage value exceeds cost of

removal), negative (e.g. cost of removal exceeds salvage value) or zero (e. .
salvage value equals cost of removal).

H-1
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Salvage Value - The amount received for property retired, less any expenses
incurred in connection with the sale or in preparing the property for sale; or, if
retained, the amount at which the material recoverable is chargeable to materials
and supplies, or other appropriate account.

Cost of Removal - The cost of demolishing, dismantling, tearing down or otherwise
removing utility plant, including the cost of transportation and handling incidental
thereto. '

Service Life - The time between the date utility plant is includible in utility plant in
service, or utility plant leased to others, and the date of its retirement. If
depreciation is accounted for on a production basis rather than on a time basis,
then service life should be measured in terms of the appropriate unit of production.

3. ou reciation and Propert o]

Usually depreciation of utility property is considered on a group basis. Under the
group method, depreciation expense is accrued on the basis of the original cost of
all property included in each depreciable plant group and upon retirement of any
depreciable property, its full cost, less any net salvage realized, is charged to
accumulated depreciation regardless of the age of the particular item retired. Also
under this plan the dollars in each property group are considered as a separate
group for the purposes of determining the average service life, mortality
characteristics (survivor curve), net salvage percent and any other factor that might
affect the depreciation rate of that group.

a. NYPA's Current Practice:

NYPA currently accrues- its depreciation expense and maintains the
accumulated depreciation at the primary plant account, or subaccount
level for its Transmission Plant property, by Project.

I-2
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4. P e epreciation Stu
The primary purpose of a depreciation study can be briefly summarized as follows:

a. . To recommend appropriate depreciation rates based on .
estimates of expected average life, mortality characteristics, net
salvage, and other factors (e. g., specific retirement dates where
applicable) that will fully altocate the cost of the property adjusted for
net salvage, no more, no less, during its expected life.

b. To determine the adequacy of the Accumulated Depreciation
per Books as of the date of the study by comparing it with a theoretical
or calculated depreciation requirement based on the same expected
average lives, mortality characteristics, net salvage and other factors
used to determine the recommended depreciation rates.

C. To devise some method to adjust future accruals for past over
or under accruals as indicated by a comparison of the calculated
depreciation requirement with the Accumulated Depreciation per
Books, at the date of the study.

These were the primary. purposes of the depreciation study for NYPA's
Transmission Plant studied. The rest of this Section discusses how each of these
items was addressed.

5. D_egce_ciaﬂgn_smgy_Eﬁo_QeduLe
A depreciation study is generally made in two phases. Descriptions of each of
these phases follows: '

Phase | generally includes:

a. An estimate of the expected average service life of
property in each primary plant account, or other
accounting group. ‘

-3
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An estimate of the expected mortality dispersion for
each accounting group usually using the lowa Curves
as the basis.

An estimate of the expected future net salvage (gross
salvage less cost of removal) for assets in each plant
accounting group. :

An estimate of the average remaining life for the
assets in each accounting group.

Statistical studies are used as an aid in making some of the above estimates and to
theoretically age any mass property account for which a company does not maintain
its investment by vintage.

Phase Il generally applies the estimates developed in Phase | to calculate the

following:

a.

The annual normal depreciation rates for each plant account,
or other accounting group.

The depreciation requirement for each plant account, or other
accounting group, to enable a comparison with the
accumulated depreciation per books.

The annual amount necessary fo amortize the difference

' between the calculated depreciation requirement and the

accumulated depreciation per books; should it be deemed
necessary or desirable.

The average remaining life for each plant account, or
other accounting group.
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6. Depreciation Methodology

In order to determine the appropriate annual normal depreciation rates and the
‘depreciation requirement, it is first necessary to decide on the methodology,
- procedure, technique and basis to be employed.

The rates recommended in this report were determined by the Straight Line Method,
Equal Life Group Procedure and the Remaining Life Technigue; using a Location-
Life Basis for certain projects and a Whole-Life Basis for other projects.

Aibrief explanation of the meaning of these various terms as used in this report '
- follows. Further details are contained in Phase Il of this Section.

Methods

Methods are generally divided into two basic classifications; a) Straight Line and b)
Other. The "Other" classification includes many different types such as accelerated
methods and interest bearing methods. For utilities, for. accounting and rate setting
‘purposss, the Straight Line Method is the method generally required by regulatory
bodies. : o

Procedures
Under the Straight Line Method two procedures for determining the normal annual
depreciation rates have evolved.

- a The Average Life Group Procedure.
b. The Equal Life Group Procedure.

NYPA's current depreciation rates are based on the Straight Line Method, Average
Life Group Procedure and Whole-Life Basis. The depreciation rates recommended
in this report are based on the Straight Line Method, Equal Life Group Procedure,
Remaining Life Technique, using both a Location-Life Basis and a Whole-Life
Basis. Alternative depreciation rates based on the Straight Line Method, Average
Life Group Procedure, Remaining Life Technique using both the Location-Life and
Whole-Life bases have also been developed. They are presented in Appendix C,
as an alternative. The difference in these two procedures and further explanation
for the preference is discussed later.
-5
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Technique |

To develop the effective rates, which are recommended hérein and which include
the annual amortization of the depreciation differences, the Remaining Life
Technique was used. This simply means that the differences between the
calculated depreciation requirement and the accumulated depreciation per books, is
to be recovered over the average remaining life of the property within each
depreciable group, as of the date of the study, rather than over some other ‘specific
period of time, say 5 or 10 years. -

Basis

For certain of NYPA's Transmission Plant accounts and subaccounts covered by
this study a Location-Life Basis was used. This basis assumes that all vintages of

- property will be retired at a specific date. For those accounts and subaccounts for
which the Location-Life Basis was not used, the Whole Life Basis was used. This
assumes that all vintages of property will live through a complete life cycle as
depicted by an lowa Curve, and that the retirement of any property, or vintage, wili
not be affected by the retirement of another property, or vintage, within the account. -
The Projects for which a Location-Life Basis was used and the expected retirement
year used follow.

Project etire ar
1. St. Lawrence-FDR Power Project 2043
2. Niagara Power Project 2047
3. Blenheim-Gilboa Pumped Storage Plant 2059
4. J.A. Fitzpatrick Nuclear Power Plant 2014

These dates were provided by NYPA. For the Hydraulic Production Piant Projects it
was assumed that the Authority would apply to the Federal Energy Regulatory
Commission and obtain a forty year extension to the current license life. For the
Nuclear Production Plant it was assumed that the plant would not be retired before
the end of the existing license granted by the Nuclear Regulatory Commission. No
license renewal was assumed for this plant. o

The projects for which a Whole-Life Basis was used are as follow:
1. Massena-Marcy 765kv Transmission Line

2. Marcy.South 345kv Transmission Line
H-6
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METHODS AND PROCEDURES
 B-PHASEI

Selection of Average Life, Survivor Curve ,
Net Salvage and Other Factors by Plant Accounting Groups

The purpose of Phase | of the depreciation study is to make statistical studies of a
company's past experience to aid in the selection of the expected average life,
survivor curve, net salvage percentage and other factors for each plant accounting
group which will be used in the determination of annual depreciation rate and the
calculated depreciation requirement in Phase II. Aged surviving balances are
‘necessary for all accounts for the depreciation computations made in Phase Il. For
some companies, aged account balances (total balance identified by years of
original installation) are not always available from the company's property records
and, therefore, need to be aged theoretically. NYPA maintains vintaged records for
all of its property. Therefore, it was not necessary to age any of NYPA's accounts
theoretically.

1. ing of Account Balances at Date of Stu

The aging of the original cost balance for each account at the date of the study was
available from NYPA's books and records. That is, the balances at December 31,
1995 of the surviving original cost dollars, by year placed in service, - for each
account and subaccount, by Project, were obtained from the Authority's records.

2. wa urvivo : an i icati

Most consultants and utilities use the lowa Type Survivor Curves in their studies.
The following is historical information about these curves. They are also discussed
further, in Phase |l.

In 1935 the lowa Engineering Experiment Station of lowa State College published
Bulletin 125 entitled "Statistical Analysis of Industrial Property_Requirements" by
Robley Winfrey. This bulletin describes the development of 18 type survivor curves
and their applicability to industrial property having a wide range of mortality
characteristics. Since their publication in 1935 these curves have been frequently

used by public utility compames for depreciation accounting for tax, rate and other
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purposes and have been generally accepted by many regulatory bodies. These 18
basic curves consisted of three groups of curves, the L S,and R curves, with each
group further classified as follows:

L Group: LO, L1, L2, L3, L4, L5
S Group: 80, S1, 82, S3, 84, S5, S6
R Group: R1, R2, R3, R4, R5

Appendix B, pages B-1 through B-3, shows these retirement dispersion patterns.

Since 1935, interested parties, including the Depreciation Accounting Committees
of the Edison Electric Institute and the American Gas Association, have expanded
the classification within each group to include: '

L. Group: LO.5, L1.5
S Group: S-0.5, S0.5, 815
R Group: R0.5, R1.5, R2.5

These were basically classifications for property having the survivor characteristics
between the original 18 curves. Briefly the L, S and R curves represent Left-moded,
Symmetrical, and Right-moded retirement dispersion patterns réspectively, with
respect to average life. The numbers after the letters represent various degrees of
dispersion about the average life, with the higher number indicating less dispersion.

Basic source data for the lowa curves extends to all 26 types listed above, as well
~ as the SC curve which reflects equal annual retirements and the SQ curve which
reflects no dispersion of retirements, and consists of the generahzed Percent
Survavor data.

From the basic source data the computer programs used develop both Annual
Depreciation Rates and Percent Depreciation factors at various ages for any
combination of average life and curve shape selected. Percent Survivor factors
represent that portion of an original installation that is theoretically still in service
~ (surviving) at any particular age.

-8
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A graphic representation of a specific lowa Type Survivor curve (R5) with various
average lives appears on Page B-4, in Appendix B. On this page, the percent
SuNiving on the vertical axis has been plotted at the ages shown on the horizontal
axis to get the smooth curve shown, for various average service lives. The lowa
Survivor Curves were used in the matching process by comparing them with the
Authority's historical experience, as discussed later. Appendix B, Pages BS and B-6
contain, as an example, the analysis and matching of a curve for Account 3530000-
Station Equipment.

For each account, or subaccount, the normal annual depreciation rate was
composited from the depreciation rates by age interval, as developed by the
computer program using the Equal Life Group Procedure. An example for a
Location-Life Basis property appears in Appendix B, on page B-8, for the Blenheim-
Gilboa Project, Account 3533402-Station Equipment. An example for a Whole-Life
Basis property appears in Appendix B, on Page B-9, for the Massena-Marcy Line
Project, Account 3537601-Station Equipment. In both instances, the depreciation
rate recommended appears in Column IV, on the Total line. For the alternative
schedule contained in Appendix C, the depreciation rates were developed using the
Average Life Group Pracedure.

Percent Depreciation factors give the depreciated portion of the survivors at any
age. These factors are also called Depreciation Reserve Ratios. The total
depreciation requirement derived by the Equal Life Group Procedure, using a
Location-Life Basis appears in Appendix B, on Page B-10 for the Blenheim-Gilboa
Project for Account 3533402-Station Equipment. The depreciation requirement
derived by the Equal Life Group Procedure, using a Whole-Life Basis appears on
Page B-11 for the Massena-Marcy Line Project using a Whole-Life Basis, for
Account 3537601-Station Equipment. The Depreciation Reserve Ratios are used in
the determination of the depreciation requirement as discussed in Phase ll. These
Depreciation Reserve Ratios for each vintage, were developed by the computer
program, by the Equal Life Group Procedure. For the aiternative schedules
contained in Appendix C, they were developed by the Average Life Group
Procedure. '
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3.  Investigati e Service Life an it istics

To aid in the selection of average life and lowa type curve, studies of the Authority's
_actua! mortallty expenence and comparison of this mortality experience with the
mortality characteristics of the lowa curves were made for each primary p!ant
account on a system-wide basis.

In general, the investigation and selection of the service lives and mortality
characteristics of the property in each account involve the following steps: '

a. Analysis of available past retirement experience from the Company's
accounting records; '

b.  Modification of the results of the analysis of such past retirement experience
to reflect judgment that gives consideration to present and anticipated future system
‘requirements; industry-wide experience and trends relating to future life expectancy
~of various classes of utility property; and, resuits of inspections of represent'ative
portions of the property.

4, etho ‘ or Analysis of Compan erience
Two different methods are generally used to analyze a company's past mortality
experience, depending on the nature of the available data. They are:

a. Actuarial Method of Life Analysis

b. Simulated Plant Record Method of Life Analysis: mcludlng,
-Balances Method
-Period Retirements Method

Most regulatory commissions consider these methods to have statistical Vaiidity and
have accepted them as appropriate methods of life analysis. Explanations of the
application of these methods as they apply to this study follow.

a. Actuarial Method of Life Analysis
This method of analyzing past experience represents the application to industrial
property of statistical procedures developed in the life insurance field for

investigating human mortality. It is distinguished from other methods of life
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estimation by the requirement that it is necessary to know the installation date and
date of retirement for each particular retirement and the date of installation for each
particular survivor.. ‘ ' '

The application of the method involves the statistical procedure known as the
"annual rate method" of analysis. This procedure relates the retirements during
each age interval to the exposures at the beginning of the age interval, the ratio of
these being the annual retirement ratio. Subtracting each retirement ratio from unity
(1.0000) yields a sequence of survivor ratios from which a survivor curve, or
observed life table, can be determined. This is accomplished by consecutive
multiplication of the survivor ratios, starting with 1.0000 at age zero. The length of
this curve depends primarily on the age of the oldest property. Normally if the
period of years from the inception of the account is short in relation to the expected
maximum life of the property, an incomplete life table, or stub curve, results. While
there are a number of acceptable methods of smoothing and extending this stub
survivor curve, in order to compute the area under it from which the average life is
determined, the weli-known lowa Curve method was used.

By this procedure, instead of mathematically smoothing and projecting the stub
survivor curve to determine the average life of the group, it was assumed that the
stub curve would have the.same mortality characteristics as the lowa type curve to
which it can be visually and/for mathematically compared. The selection of the
"appropriate type curve and average life was accomplished by displaying the
Company's observed life table, or stub curve, on the computer screen and
superimposing on it lowa curves of the various types and average lives, drawn to
the same scale, and then determining by judgment and/or mathematical fit which
Jlowa curve and average life combination best approximates the Company's
observed life table, or stub curve.

As noted above, an example of the calculations involved in the Actuarial Method of
Life Analysis is shown on page B-6 for Account 3530000-Station Equipment. Page
B-6 shows the computation of the survivor curve (Observed Life Table) for the
retirement experience band 1960 to 1995, inclusive. The resulting observed life
table is plotted' and matched on page B-5, as explained above.
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This method is used for all accounts for which a company maintains the aged
retirement and survivor data. Since NYPA could supply the required data for all of
the accounts studied, the Actuarial Method was the only method used. '

b. Simulated Plant Record Method

General

The "Simulated Plant Record" ("SPR") method designates a class of statistical
analysis techniques which provide an estimate of the age distribution, mortality
dispersion and average service life of property units whose recorded history
provides no indication of the age of the property units when they were retired from
service. For each such account the available property records usually only reveal
the total annual gross additions, total annual retirements and annual year-end
balances with no indication of the age of either the plant retirements, or annual plant
palances.

Since NYPA maintains vintaged property for all of the accounts studied, as noted
above, the SPR Method of Life Analysis was not used, and therefore, no further
discussion of that method is included herein. ‘

5. Net Salvage

When property is retired, there are usually both salvage and cost of removal
involved. The net salvage gives consideration to both of these items and
represents the gross salvage less the removal costs incurred. If the gross salvage
exceeds the removal costs, the net salvage is considered positive. When the
removal costs exceed the gross salvage the net salvage is negative. The effect of
net salvage, whether positive or negative, must be considered in the calculation of
depreciation rates and the depreciation requirement.

NYPA was able to provide historical data which included the criginal cost of
retirements, gross salvage and removal costs at the plant account and subaccount
level, for all of its property, for a period of years. Therefore, the net salvage
percentages finally selected for each account, while based on my judgment and
experience, gave consideration to the Authority's past experience for the 1960-1995
period. As noted above, the net salvage percentages are used in Phase I in
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computing the annual depreciation rate for each primary plant account, or
subaccount, which was applied to the balance in the account to calculate the annual
accrual. The net salvage percentages are also reflected in the calculated
depreciation requirement, as discussed, in Phase Il.

The net salvage percentages used in this study are expressed as a percent of
original cost and the final selection is based on my judgment of what future net
salvage is expected to be. A sample Net Salvage Analysis appears in Appendix B,
on Page B-7, for Account 3530000-Station Equipment,

6. Final Selection of Average Life, Curve Type and Net Salvage

It should be noted that although NYPA is not subject to regulation by the FERC or
the New York State Public Service Commission it has adopted the FERC's Uniform
System of Accounts (USofA) to maintain its books and records for its Electric Plant
in Service. In doing so it has also adopted the maximum size property unit
permitted by the FERC's USofA to account for the retirement of its property. As a
result, NYPA's property records indicate that there were few retirements during the
35-year, 1960-1995 experience band which was used for this study. [t also should
be noted that these years reflect all the years for which NYPA's Transmission Plant
has been placed in service. For certain of NYPA's Transmission plant accounts, no
retirements had been made during this period. The accounts for which no
retirements were made include: '

Account 352-Structures and Improvements
Account 357-Underground Conduit
Account 359-Roads and Trails

Due to the absence of retirements for the accounts listed above and the limited
number of retirements for the remainder of NYPA's Transmission Plant accounts,
the final selection of average service life, curve type, and net salvage for each
depreciable plant account was made based on judgment after giving due
consideration to the results of all statistical studies of the Authority's past retirement
history; present and future system requirements; depreciation statistics contained in
a survey conducted by the American Gas Association and Edison Electric Institute
which indicated, among other information, the average service life, curve type and

net salvage used by utilities in the northeastern section of the United States,
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including those investor-owned utilities in New York State which responded to the
survey; NYPA's property unit size and the difference between the property unit size
adopted by NYPA as compared with the property unit size adopted by most other
investor-owned utilities; industry-wide experience; and, trends relating to future life,
mortality dispersion and net salvage expectancies for the various classes of utility
property studied.

~ The final selection of all pertinent factors necessary to compute the normal annual
depreciation rate and depreciation requirement is shown for each account and
subaccount, in Section |, on Schedule | and Schedule la, as follows:

. Column IV - Average Life and lowa Curve Type used for each account and
subaccount. The retirement for Location-Life property is also
indicated in this column where appropriate.

Column V - Net Salvage Percent. Where the net salvage is expected to be
negative it is indicated by a minus sign.

The average remaining life used to amortize the difference between the calculated
depreciation requirement and the Accumulated depreciation per Books, as allocated
was based on thesé same factors and is shown in Schedule il and Schedule lla,
Coiumn VIIL. '
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METHODS AND PROCEDURES
- EN

Computation of Annual Depreciation Rates,
Calculated Depreciation Requirement and the
Amortization of the Difference Between the Accumulated Depreciation
per Books and the Calculated Depreciation Requirement

. Phase Il of the depreciation study, as previously explained, consists of the
application of the various depreciation factors selected for each depreciable group
to develop annual depreciation rates and calculate thé depreciation requirement. In
addition, some method to amortize any difference between the accumulated
depreciation per books and the calculated depreciation requirement must be
considered, if deemed appropriate. If the Remaining Life Technique is to be used,
the average remaining life must be determined. An example of the calculation of the
average remaining life for a Location-Life property is contained in Appendix B, on
Page B-12, for the Blenheim-Gilboa Project, Account 3533402-Station Equipment.
An example of the calculation of the average remaining life for a Whole-Life
property is shown on Page B-13, for the Massena-Marcy Transmission Line Project,
Account 3537601-Station Equipment. |

1. elationship of lowa Cu Depreciatio d

In 1935 the lowa Engineering Experiment Station published Bulletin 125 entitled,
"Statistical Analysis of Industrial Property Retirements" by Robley Winfrey
explaining the use and development of the lowa Curves.

In 1942, lowa Engineering Experiment Station issued Bulletin 155 entitled,
"Depreciation of Group Properties” by Robley Winfrey, which described various
methods of calculating depreciation and the application of the lowa Curves. Also, in
1942, Bulletin 156 - "Condition Percent Tables for Depreciation of Unit and Group
Properties" by Robley Winfrey was published. The Condition Percent Tables
Contained in Bulletin 156 for certain combinations of average life and iowa Curve
type were computed by a procedure known as the "Unit Summation” or "Equal Life
Group Method".
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The outgrowth of this original research for the regulated utility industry has been
general acceptance of the lowa Curves to represent mortality dispersion. Also. over -
the years two ‘specific straight line procedures of computing depreciation using
these lowa Curves have evolved. One is the Average Life Group Procedure and
the other is the Equal Life Group Procedure, or Unit Summation Method, as referred
to by Mr. Winfrey in Bulletin 156. In a later book co-authored by Mr. Winfrey
entitled, "Engineering Valuation and Depreciation” (page 237), the following
statement was included about these two methods: '

"When examined in the light of depreciation accounting, the unit
summation method provides that each unit of the group build up its
own reserve credit to 100 percent by its retirement date; the average
life method depends on units surviving past average life to build up
greater than 100 percent reserve to compensate for the failure of the
earlier than average life retirements to  build up their full reserve.”

This means that the Equal Life Group Procedure attempts to fully allocate the cost
of capital investment while the plant is in service, while under the Average Life
Group Procedure customers are still paymg a return on and return of the cost of
plant after it has been retired.

Generally accepted accounting principles state that depreciation is the recovery of
capital in a rational and uniform manner over the useful life of the plant. | believe
that the Equal Life Group Procedure more equitably achieves the objectives of
depreciation than does the Average Life Group Procedure, based on the definitions
contained in the FERC's and other USofAs. As noted previously, the Equal Life .
Group Procedure was used in this study for all depreciation rate and depreciation
requirement calculations. However, at the request of NYPA alternative depreciation
-rates and requirements were calculated using the Average Life Group Procedure.
The resulting alternative recommendations .using this procedure are contained in
Appendix C. '

2. reciati culations i fud

Source data for the 26 lowa Curves and the two other curves are available and
consist of the generalized Percent Survivor Curves. Using this source data, the
computer program used develops the annual depreciation rate for each vintage
when the Equal Life Group Procedure is used and develops the weighted composite
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depreciation rate for each depreciable group, based on the surviving investment for
each vintage, as of the date of the study. It also develops the Percent Reserve
factors for the specific average life and lowa Curve selected for each depreciable
group in order to calculate the depreciation requirement for the vintaged surviving
investment. |

In addition, the Average Remaining Life of the surviving property in each of those
groups was developed by the computer program so that the Remaining Life
Technique could be applied.

These caicuiations were made for both deation-LEfe Basis property reflecting the
expected retirement date for such property and for Whole-Life Basis property.

a termination of t omposite Annual Depreciatio ccounts b
the ife Group Procedure Usi i ocatio

A characteristic of the Equal Life Group Procedure, for either the Whole-Life Basis,
or the Location-Life Basis, is that for a particular average service life and lowa
Curve, the annual depreciation rate varies for each vintage of property and a
composite rate must be developed for application to the depreciable account. The
examples referred to above, in Appendix B, show the weighting procedure used for
both a Location-Life Basis property and a Whole-Life Basis property. It should also
‘be noted that using the Average Life Group Procedure for a Location-Life property
also requires the development of a composite rate because each vintage will have
its own average life.

In developing the composite depreciation rate for an account for the coming year,
the beginning year vintaged balance is used. Consequently, the results may vary
slightly from those obtained if the actual average monthly balances during the year
are used. In most cases, the additions will exceed the retirements, therefore, the
- composite rate recommended is slightly understated.

An explanation of the computer printouts of the determination of the annual
depreciation rate by the Equal Life Group Procedure, as contained in Appendix B,

on Pages B-8 and B-9, follows:
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Column | -Year of installation of the surviving dollars shown in Column lI.

Column II-The Age Interval through which each year's property will pass

during the following year.

Column llI-Original Cost at the beginning of the next year (1 996), by year

installed.

Column IV-The Annual Depreciation Rate for each age interval for the

Column V-Original Cost Annual Depreciation accrual, or depreciation

After the adjustment for the expected net salvage, the total accruals, -or weightings

is divided by the original cost in Column ill to obtain the composite annual

depreciation rate for the account as shown on the "Total" line in Column IV and if

this rate is to be applied on a monthly basis, the monthly rate is aiso shown under -
Column IV.

Detailed Computation of the Depreciation Requirement as of the Date of the

average life and lowa Curve used.

weighting for the year based on the beginning year's’
balance. The subtotal of this column is the summation of the
accruals, or weightings, exclusive of net salvage and the
total is inclusive of net salvage.

Study by Accounts by the Equal Life Group Procedure Using a_Location-Life

- Basis or Whole-Life Basis ' EI

The depreciation requirement for each account is computed using the Percent

Reserve Factors applied to the Original Cost surviving from each vintage. The |

computation is the same whether a Whole-Life Basis or a Location-Life Basis is |
used. However, the derivation of the Percent Reserve Factors differs.

The details for the computation of the depreciation reserve requirement at

December 31, 1985 on the basis of the age of the property, and the same
depreciation factors used to develop the annual depreciation rate, appear on Pages
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-B-10 for a Location-Life property and on B-11 for a Whole-Life property. They are
explained as follows: '

Column | -Year of installation of the su'rviving dollars shown in Column Ilf.

Column Il -Age of each year's installation at December 31, 1995 based on the
. conventional procedure that all property installed during any year is assumed to be
installed at the midpoint of that year.

Column Il -The surviving Original Cost at December 31, 1995 by'year installed.

Column IV-The Depreciation Reserve Ratio for the selected average life and lowa
Curve shown in the heading, at the various ages shown in Column Il. These ratios
are computed by the Equal Life Group Procedure using either a Location-Life Basis
or a Whole-Life Basis. When a Location-Life Basis is used, the retirement date is
-also shown in the heading.

Column V-Calculated Depreciation Reserve represents the multiplication of Column
HI and Column IV for each year. The subtotal of this column is the summation of the
reserve requirement for all the vintages of surviving property as of the date of the
study, exciusive of net salvage and the total is inclusive of net salvage. The total,
adjusted for the expected net salvage, is the amount which is compared with the
Accumulated Depreciation per Books to determine the adequacy of the accumulated
depreciation.

Column VI -Original Cost Less Calculated Depreciation is the difference between
Column Il and Column V.

The weighted age, shown in the lower left corner, is the result of multiplying Column
Il by Column Il and dividing the total of these products by the total of Column il.

The Average 'Remafning Life, also shown in the lower left corner, is the result of a
direct expectancy weighting of the dollars of each age based on the average service
life and curve selected. A sample of the Computation of the Average Remaining
Life using the Location-Life Basis is shown for the Blenheim-Gilboa Project, Account

3533402-Station Equipment, in Appendix B, on Page B12; and using a Whole-Life
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Basis is shown for the Massena-Marcy Transmission Line Project, Account
'3537601-Station Equipment, in Appendix B on Page B-13. - '

cC. Amortization of the Difference Between the Calculated Depreciation

t cumutl iati

er ini ife ique

The National Association of Railroad and Utility Commissioners of the United States
(now National Association of Regulatory Utility Commissioners-NARUC), at their
Sixty-Second Annual Convention held during November 1950 adopted a report
submitted by the Committee on Depreciation entitled, "Remaining Life Basis of
Accounting for Depreciation”. Concerning the use of the Remaining Life Basis , the
repoArt contained the following comments:

"Use of the remaining life basis results in the inclusion in current and
future charges for depreciation expense of the necessary adjustment
for previous overages or underages in depreciation accruals.”

“If we accept the proposition that, as far as practicable, depreciation
reserves should conform with reserve requirements indicated by
current estimates, then it is obvious that procedures should be
embodied in depreciation accounting technigues so as to attain such
results. When it is considered that depreciation charges must be
based almost entirely on estimates of life and net salvage which may
be changed from time to time, it is equally obvious that adjustments of
depreciation reserve to keep-it in line with requirements must be
made. This indicates the desirability of a depreciation accounting
procedure whereby any necessary adjustments of depreciation
reserves are accomplished automatically with the amount of any
adjustment and the period over which it will be affected being dictated
by the depreciation estimates. This objective may be attained by the
use of the remaining life basis of depreciation accounting.”

Under the Remaining Life Technique, the difference between the calculated
depreciation requirement (based on a depreciation study) and the accumulated
depreciation per books is amortized over the average remaining life expectancy of
the depreciable property in service as of the date that comparison is made.
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Although NYPA maintains. the accumulated depreciation in its books at the plant
account and subaccount level, a comparison of the calculated depreciation
requirement with the accumulated depreciation per books at that level indicated
wide variations in overages and underages among the accounts. For this reason,
and because this is- the first depreciation study in which depreciation parameters
and resultant depreciation rates are being recommended, it was deemed
appropriate to reallocate the accumulated depreciation per books for the
depreciable transmission plant accounts in each Project. This was accomplished as
shown in Schedule il, by allocating the total accumulated depreciation per books for
the Transmission Plant for each Project to each of the subaccounts within each
Project, based on the calculated depreciation requirement. The application of the
Remaining Life Technique to the property included in this study was accomplished
as explained in Schedule B, in Section I. '

The recommendation to amortize the difference between the Calculated
Depreciation Requirement and the Accumulated Depreciation per Books, as
allocated, was limited to those projects where the percentage difference exceeded
the Calculated Depreciation Requirement by the generally accepted limits of plus or
minus five percent. Therefore, when the. percentage difference was less than five
percent no amortization of the difference is included in the recommended effective
depreciation rates.

This amortization of the difference is an amount to be accrued annually in addition
to the normal annual accrual as determined by the application of the normal annual
depreciation rates. - It may be incorporated in the development of a composite |
effective depreciation rate as is shown in Schedule Ili and Schedule Iila.

The effective depreciation rates are the depreciation rates recommended as a result
of this study.

11-21
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Exhibit No. PA-402

DEFINITIONS

COST - The amount of money actually paid for property or services. When the
consideration given is other than cash, the value of such consideration shall be
determined on a cash basis. '

ORIGINAL COST - A applied to utility planf, means the cost of such property to the
person first devoting it to public service.

COST OF REMOVAL - The cost of demolishing, dismantling, tearing down or
otherwise removing utility plant, including the cost of transportation and handling

incidental thereto.

- DEPRECIATION - As applied to depreciable electric or gas plant, means the loss in
service value not restored by current maintenance, incurred in connection with the
consumption or prospective retirement of electric piant 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.

SALVAGE VALUE - The amount received for property retired, less any expenses
incurred in connection with the sale or in preparing the property for sale; or, if
retained, the amount at which the material recoverable is charged to materials and
supplies, or other appropriate account. ‘

NELSALVAGQALQE - The salvage value of property retired less the cost of

removal. .

SERVICE LIFE - The time between the date utility plant is placed includible in utility
plant in service, or utility plant leased to others, and the date of its retirement. |f
depreciation is accounted for on a production basis rather than on a time basis,
then service life should be measured in terms of the appropriate unit of production.
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A-2

SERVICE VALUE - The difference between original cost and net salvage value of
electric plant.

AGE INTERVAL - A standard period of time, usuéliy one year. A series of such
consecutive intervals facilitates observing the pattern of survivors and developing a
survivor curve. Age interval should not be confused with calendar year.

AGING - Identifying each survivor by its year of original installation to year of study
ages the property for the study.

EP IATION RESERVE - In terms of multiple asset plant
accounts, it is the net accumulation of past accrued depreciation, retirements and
net sahfage. the reserve as it appears on the Company's books. (Also identified as
the Accumulated provision for depreciation).

CONDITION PERCENT - The percent of survivors that are still undepreciated. it is
100 percent minus the depreciation reserve percent.

D IATI CALC RE
THEORETICAL RESERVE - A calculated or estimated reserve, rather then actual,
used to determine the adequacy of the book reserve.

XPECTANCY. - The expected future service life of plant at
any given age. For group property it is the average of the remaining lives of all
units comprising the group.

EXPERIENCE BAND - The band of years of a company's experience analyzed in
connection with statistical studies to determine average life and curve shape.

EXPOSURES OR SURVIVORS - The plant surviving at the beginning of an age
interval and exposed to the risk of retirement during that interval. The plant balance
also represents the survivors at any specific time. '
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A-3

" FUNGCTIONAL PLANT GR - Following the Federal Energy Regulatory

Commission's (FERC) or other Uniform System of Accounts for Plant in Service,

those groups such as Steam Production Plant, Nuclear Production Plant, Hydraulic .
Production Plant, Other Production Plant, Transmission Plant, Distribution Plant,

and General Plant and comparable functional groups for gas utilities. Each group is

comprised of certain numbered primary plant accounts.

Q_B_SJ!LLIEE_'[AB_LE_Q&QQMEANX_EXEERENQE[AB_LE A table of plant

experience relating (1) the percent survivors exposed to retirements at the
beginning of each age interval to (2) the percent survivors exposed to retirement at
the preceding age interval. The table may reflect all past experience or only a
selected band of years {experience band).

PERCENT SURVIVORS - Survivors at any age expressed as percent of an original
group or instaliation. :

PROBABLE LIFE - The total expected service life for survivors at any given age;
the sum of the age attained and the remaining life.

IR T- CY CURVE - A graphical presentation of the retirement
dispersion. '

AVERAGE SERVICE LIFE - The weighted average of the lives for all units within a
plant account or group.

SURVIVOR CURVE - A graphical presentation of survivors in percent at the
beginning of each of a consecutive series of age intervals. The area under a

complete curve represents the total dollar years or unit years of service. A stub
survivor curve is one which does not extend to zero survivors. The curve is plotted
from the life table.

VINTAGE BAND - The band of years from the earliest installation date (oldest
property) to the latest installation date (newest property)- that is exposed to
retirement during the experience band.
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Fig. 22.~FInal survivor, probable-life, and frequency curvea for the symmetrical
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DEPRECIATION/VALUATION SYSTEM B-6
RYPA-TRANSMISSION-123195 ACCOUNT MO, 3530000 Station Equipmt-Total
DETERMINATION OF OBSERVED LIFE TABLE |

EXPERIENCE BAND -1960 TO 1995

1 11 11 v v vi
ACTUAL

AGE EXPOSURES RETIREMENTS RETIREMENT SURVIVORS OBSERVED
IN YEARS (%) ($) RATIOS RATIOS LIFE TABLE
0.0 329052256, ¢, - 0.00080000 1.00000000 1,00000000
0.5 - 326799257, 9. ¢.00000000 1.00000000 1.00000000
1.5 326789256, 0. 0. 00000000 1.00000000 1.000G0000
2.5 323528461, 0. ©,80000000 1.00000000 1.00000000
3.5 317902753. 1859, 0.00002472 0.99957528 1.000060000
4.5 317894893, 169224, 0.00053233 0.99946767 0.99997528
5.5 317660688, 14078, 0.00004432 .99995568 0.99944296
6.5 316740356, 215498, 0.00006928% 0.9%9993071 0,999398567
T.5 295103569, 40062, 0.,080013576 0.99986424 0.99932942
8.5 289901085, 885511, 0.003085902 0.99691098 0.99919376
2.5 286465660, 0. 0.00000000 1.00000000 1.99615722
19.5 277612312, 0. 0. 00000000 1.60000000 0.99610722
11.5 210094252, 276032, 0.00131385 0,99868615 0.99610722
12.5 209015032, 14167. 0.00006778 0.99993222 0.§9479349
13.5 201942234, 0. 0.00000000 1.00000000 0.99473106
14.5 201792903, 448447, 0.006222231 0.99777769 0.99473106
15.5 153965927, 4967, 0.00003105 0.99996895 0.99252046
16.5 92630534, 6742. ¢.00007278 0.,99992722 0.99248964
17.5 92127946, 31939, 0.00034668 0.,99965332 0.99241740
18.5 10907874, 4607, 0.00006497 0,99993503 0.99207335
19.5 69445965, 10606. 0.00015272 0.99984728 0. 992000899
20.5 61053899, 4500, 0.00007371 .99992629 0.99185739
. 21L.5 50191145, 44945, 0.0008%548 0.99910452 0.99178429
22.5 50086974 . G. ,00000000 1.00000000 0.%9089617
23.5 49650830, 21568, 0.00043423 0.99956577 0.9908%617
24.5 48230632, [+ 9 0.00000000 1.00000000 G.99046589
25.5 47168226, 0. 0,00000000 1.00000000 0.995046589
26.5 46385886, . 0. 0.00000000 1.00000000 0.99046589
21.5 46358417, 25000, 0.000539%28 0.99%46072 0.99046589
28.5 46303514, 0. 0. 00000000 1.006060000 0.98493175
29.5 46266699, 280000, 0.00605187 0.59394813 0.,98993175
306.5 44374034, 13148, 0.00029630 0.99970370 0.98394082
31.5 44313552, 363000. 0,00819162 0.99180838 0.98364927
32.5 14574597, 0. 0.00000000 1.60000000 0.97559153%
33.3 14426166, 0. 0. 00009000 1.00000000 ‘0.9755%159
34.5 13193422, 0. 0.00000000 1,00000000 0.97559159.

TOTAL 2698342, 34,73295805
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NYPA-TRANSMISSION-123195

ADJUSTED: NO H

YEAR

1960
1961
1962
1363
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1587
1988
1989
1590
1991
1992
1993
1994
1995

RETIREMENTS -
ANHUAL CUMULATIVE

I IIT
o. 0.

g. 0.

o. 2.

0. 0.

0. 0.

a. 0.

0. 0.
17424, 17424,
4531, 21955.
0. 21955.
4524, 26479.
.10236. 36715,
935. 37650.
2466. 40116.
o, - 40116,

. 1140. 41256,
11701, 52957,
2581, 55538,
g, 55536.
9574, 65112,
14767, 79879.
36439, 116318.
44945. 161263,
4099. 165362,
21560, 186922,
46325, 233247.
723057, 956304,
0. 956304.
25000, 981304,
0. 981304.

0. 981304,
13148. 994452,
6. 994452,
260000, 1274452.
6. 1274452,
363000. 1637452,

DEPRECIATION/VALUATION SYSTEM

ACCOUNT NO. 3530000.

ET SALVAGE

AMOUNTS
5-YEAR BAND

o Q @ o O

0.
0,
17424.
21955,
21985,
26479.
36715,
20226,
18161,
18161.
14777,
16242,
17488.
15422.
24996,
38623,
63361,
105725,
109824,
121810.
153368,
839986.
795041,
815942,
794382,
748057,
3148,
36148,
293148,
293148,
656148.

Station Equipmt-Total

ANALYS IS

Exhibit No. PA-402

DATE OF RNALYSIS: 09/17/9%

AMOUNTS
5-YEAR BAND

[~ =R =

=]

o o e & 0 o 0 o o0 0 0 o o0 0o e OO0

3587,
3587,
-3777.
-268535,
-268535.
-272122.
-z72122.
~264758.
0.

0.

0.

0.

HET SALVAGE ~
ANNUAE  CUMULATIVE
v vI

g, a.

0. 0.

0. 0.

0. o.

9. 0.

0. 0.

0. 0.

0. 0.

0. c.

o. c.

a. 0.

0. 0.

0. 0.

0. 0.

0. c.

o. 5.

c. o.

0. 0.

0. 0.

o. 0.

0. ¢,

0. c.

0. 0.

3587. 3587.

0. 3587.

~7364. -3777.
-264758. ~268535.

0. -268535.

0. -268535.

0. ~268535.

c. -268535.

o. ~268535,

0. -268535.,

a. ~268535.

o. ~268535.
29001, -2398534.

29001,

B-7

PAGE 1

NET SALVAGE - PERCENT
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DEPRECIATION/VALUATION SYSTEM

Exhibit No. PA-402

ACCOUNT NO. 3533402, STATION EQUIP -B/G

DETERMINATION OF DEPRECIATION RATE FOR 1996 BASED ON PLANT AT 12731795

DEPRECIATION: ELG LIFE:

SUBTOTAL

50.0 YRS CURVE: IOWA

YEAR
1995
1994
1393
1992
1991
19%0
1989
1948
1987
1986
1985
1984
1983
1582
1981
1980
1379
1978
1917
1976
1375
1974

HET SALVAGE: -15.0 %

TOTAL

AGE
INTERVAL

11T
ORIGINAL
COST
12/31/95

QO O O o o o o o a o

1169192,
0,

0.
14303.
0.

4602,

0.
112950,

11607709,

116077709,

MONTHLY RATE:

RS

B-8

TERMINAL DATE 12/31/205% O.C. SALVAGE 3: ~15.

ANNUAL
DEPRECIATION
RATE

0.020414
0.020413
0.020413

©0,020413
0.020413
0.020413
£.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020412
0.020411

0.020411

0.023473

0.001956

ORIGINAL COST
ANHNUAL
DEPRECIATION

oo o0 0 o o o o ¢ o

2306.

184.
0.
210185,

236927,
35539,

272466,
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HYPA-TRANSMISSION-123195

DEPRECIATION!:

DETERMINATION OF DEPRECIATION RATE FOR 1996 BASED ON PLANT AT 12/31/95

ELG LIFE:

DEPRECIATION/VALUATION SYSTEM

Exhibit No. PA-402

ACCOUNT No. 3537601. STATION EQUIP -M/Mar

50.0 YRS CURVE:

TOWA

R5 -

-0.C., SALVAGE %: -15.

SUBTOTAL 3
RET SALVAGE:

TOTAL

YEAR
1995
1994
1443
1992

1991 .

1990
1989
1988
1987
1986
1985
1984
1933
1982
1981
1980
1979

-15.0 %

AGE
INTERVAL

4.50 - 5.50
5.50 - 6.50
6.50 - 7.50
7.50 ~ 8.50
8.50 - 9.50
9.50 - 10.50

EIX
ORIGINAL
COST
12/31/95

1560563,
0.

[= = R e}

0.
425000.
348305,

4872634,

48740741,

116260,

5985644,
0.

0.
66369435,

129038582,

129038582,

_ MONTHLY RATE:

ANNUAL
DEPRECIATION
RATE

0,020413
0.026413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
0.020413
4.020413
0.020413
0.020413
0.020413
0.020413

0.020413

0.023415

0.001956

ORIGINAL COST
ANNUAL
DEPRECIATION

0.

G,
8675,
7110.
39464,
994930,
2373.
122183,
0.

0.
1367434,

2634024,
395104.

3029128,
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DEPRECIATION/VALUATION $YSTEM Exhibit No. PA-402 B-10

NYPA-TRANSMISSION-123195 ACCOUNT NO, 3533402, STATION EQUIP -B/G

DETERMINATION OF ORIGINAL COST VALUES AT 12/31/95

DEPRECIATION: ELG LIFE: 50.0 YRS CURVE: IOWA RS TERMINAL DATE 12/31/2059 0.C. SALVAGE %i -15.
I I_I IIE v v VI
AGE QORIGINAL DEPRECIRTION CALCULATED ORIGINAL COST
AT COST AT RESERVE DEPRECIATION LESS CALCULATED
YEAR 12/31/95 12/31/95 RATIO RESERVE DEPRECIATION
1995  0.50 0. 0. 010207 0. 0.
1994 . 1.50 0. 0.030620 0. 0.
1993 2.50 0. 0.051032 0. .
1992 3.50 0. 0.071444 0. 0.
1991 4.50 " b, 0.091857 0. a.
1990  5.50 0. 0.112270 0. 0.
1989 6.50 0. 0.132682 0. o,
1988  7.50 0. 0.153095 c. 0.
1987  8.50 0. 0.173508 0. 0.
1986  9.50 0. 0.193921 0. 0.
1985 10,50 1169192, 0.214333 250597. 918595,
1984 11.50 0. 0.23471486 0. © oo,
1983  12.50 0. 0.255159 0. 0.
1882 13.50 14303, 6.275571 3941, 10362.
1981 14.50 0. 0.2959684 o, 0.
1980  15.50 4602, 0.316397 1456. 314s.
1975 16.50 0. 0.336809 0. 0.
1978 17.50 112950, 8.357222 40348, 72602,
1977 18.50 0. 6.377635 0. 0.
1976  19.50 - 3002, 0.398047 asa3. 5419,
1975 28,50 a., 0.418454 0. 0.
1974  21.50 10297660, 0.438849 4519117, 5718543,
SUBRTOTAL H ' 0.415159 4819042, £788667.
NET SALVAGE: -15.0% N 722856. ~722856,
TOTAL : 11607709, 0.477423 5541899, 5065810,

WEIGHTED AGE! 20.3 YEARS
REMAINING LIFE: 29.7 YERRS
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Exhibit No. PA-402  g_14

DEPRECIATION/VALUATION SYSTEM
NYPA-TRANSMISSION-123195 ACCOUNT NO. 3537601, STATION EQUIP -M/Mar

DETERMINATION OF ORIGINAL COST VALUES AT 12/31/95%

DEPRECIATION: ELG LIFE: 50.0 YRS CURVE: ICOWA . RS . 0.C. SALVAGE %: =15,
I iI Il iv v VI
AGE ORIGINAL DEPRECIATION  CALCULATED ORIGINAL COST
AT COST AT RESERVE DEPRECIATION LESS CALCULATED
YERR 12/31/95 12/31/95 RATIO RESERVE DEPRECIATION
1995 .50 . 0.010206 0. . G.
1994 1.50 0. 0.03061% 0. a0,
1983 2.50 1560563, 0.051032 - 79638, 1480925,
1992 3.50 0. 0.071444 0. 0.
1991 4.50 0. 0.091857 0. a.
1990 5.50 0. 0.113270 0, 0.
ige9  6.50 0. _0.132632 0. 0.
1988 1.50 [N 0.153095 0. - G.
1487 8.50 425000, 0.173508 1374%, 351259.
1988 9.50 348305, - 0.193921 67543. 280762,
1985 10,50 4872634, 0.214333 1044367, 3828267,
1964 11.50 14740741, 0.234746 11441690, 3729905%.
1983 12.50 116264, 0.255159 29665, 86595,
1982 13.50 5985644, 0.275571 1649472, 4336172,
1981 14.50 a. 0.255984 o. G.
1980 15.50 0. 0.316397 0. .
1979 16,50 66989435, 0.336809 22562669, 44426766,
SUBTOTAI‘: H 0.2086339 36948785, 920897597,
NET SALYAGE: -15.0% 5542318. ~5542318.
TOTAL | H 129038582, 0.329290 42491102, 86547480,

WEIGHTED AGE!: 14.0 YEARS
REMAINING LIFE: 36.0 YEARS
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Exhibit No. PA-402 B-12

DEPRECIATION/VALUATION SYSTEM
HY PA-TRANSHMISSION-123195 ACCOUNT HQ. 3533402. STATION EQUIP -B/G

DETERMINATION OF AVERAGE REMAINING LIFE AT 12/31/95

LIFE: 50.0 YRS CURVE: TOWA RS TERMINAL DATE 12/31/2059
I 11 IIX v v

. WEIGHTEP

YEAR AGE AT ORIGINAL AVERAGE DOLLAR
INSTALLED 12/31/95 COST REMAIHING LIFE YEARS

1995 §.50 . 49,5 ¢.
1994 1.50 0. 48.5 o,
1993 2.50 0. 41.5 0.
1992 3.50 0. 46,5 [i%
1991 4.50 0. 45.5 a.
1990 5.50 0. 44.5 0.
1989 6.50 0. 43,5 0.
1988 7.50 0, 42.5 0.
1987 8.50 9. 41.5 0.
1986 9.50 8. 40,5 0.
1985 10.50 1169192, 39.5 - 46182698,
1984 11,50 ' 0. 38.5 : 0.
1983 12.50 a, 31.5 0.
1582 13.50 14303, 36.5 522855,
1981 14.50 0. 35.5 0.
1380 15.50 4602, 34.5 158767,
1879 16.50 D. 31.5 0.
1378 17.50 112950. 32.5 36706838,
1977 18.50 . 0. 3i.5 0.
1976 19.50 9002. 30.5 " 274558,
1975 20.50 0. 29.5 0.
1974 21.58 10297660, 28.5 293491960,

TOTAL: 11607709, 25.1 344300870,
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DEPRECTAYIOM/VALUATION SYSTEM Exhibit No. PA-402 B-13

HYPA-TRANSMESSTON-123195 ACCOUNT NO, 3537601. STATION EQUIP -M/Mar

DETERMINATION OF AVERAGE REMAINING LIFE AT 12/31/95

LIFE: 50.0 YRS CURVE: IOWA RS
I 11 I11 v v
WEIGHTED
YERR AGE AT ORIGINAL AVERAGE DOLLAR
INSTALLED 12/31/95 COST REMAINING LIFE YEARS
1995 0.50 o. 49.5 0.
1994 1.50 G. 48.5 0.
1993 2.50 1560563, 47.5 74126228,
1992 3.50 o, 16.5% . 0.
1991 4.50 o. 45.5 0.
1990 5.50 0. 44.5 0.
1989 6.50 0, 43.5 0.
1988 7.50 0. 42,5 0.
1997 8.50 425000. 41.5 17637360.
1986 9.50 348305. 40.5 14106238,
1985 : 10.50 4872634, 39.5 192467435.
1384 11,50 . 4B740741. 38.5 1876502447,
1983 12.50 116260. 37.5 4359712,
1982 13.50 5985644, 36.5 218474031.
198% 14,50 hB 35.5 0.
1980 15,50 0. 34.5 - 0.
1979 16.50 66989435, 33.5% 2244123971,

TOTAL: 128038582, 6.0 4641797421,
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Exhibit No. PA-402

APPENDIX C

ALTERNATIVE SCHEDULES
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Exhibit No. PA-402
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Exhibit No. PA-403

S

Gilbert/Commonwealth engineers and consultants

GILBERT ASSGCIATES, INC., P. 0. Box 1498, Reading, PA 19603/7el. 216-775-2600/Cable Gilasoc/Telex B36-431

August 13, 1982

Mr. Alvin I. Becker

Deputy Controller

Power Authority of the
State of New York

10 Columbus Circle

New York, New York 10019

Dear Mr. Becker:

We are pleased to submit herewith the report on the findings of our
depreciation study of the Authority's Niagara and St. Lawrence hydroelectric
generating facilities and related properties as of December 31, 1981.

The study was conducted in accordance with methods generally recognized and
accepted in the utility industry. Although the study was conducted by our
staff, we are most appreciative of the considerable assistance and coopera-
tion provided us by the staff of the Authority.

A composite annual depreciation accrual rate of 1.81% is recommended for all
depreciable investments in the hydroelectric generating facilities and related
properties, to become effective as of December 31, 1981, and to continue
thereafter, subject to the change of mix of the primary accounts making up

the composite rate, until subsequent studies reveal that changes in the primary
account rates are necessary. It is also recommended that a depreciation
reserve in the amount of $324,207,636 be established as of December 31, 1981,
as a balance sheet account. The details of our study are discussed on the
following pages, and tabular schedules which summarize our findings are
attached.

I. METHODOLOGIES EMPLOYED

A. Hydraulic Production Plant

The average service lives of the Hydraulic Production Plant
accounts are based on a Unit Summation FORECAST procedure. This
procedure is applicable to specific location properties and equip-
ment which may experience minor interim retirements throughout

the l1life term and where all surviving investments are expected to
be retired at one point in time.

The key element in the FORECAST analysis is the projected terminal
retirement date for a given facility. Projected terminal retire-
ment dates for this study were based on span lives of 100 years
for all civil works: Account 331 - Structures and Improvements;

525 Lancaster Avenue, Reading, PA/Morgantown Road, Breen Hills, Reading, PA 215 775-2600
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Account 332 - Reservoirs, Dams, and Waterways; and Account 336 -
Roads, Railroads and Bridges; and 60 years for all electrical
and mechanical equipment: Account 333 - Water Wheels, Turbines
and Generators; Account 334 - Accessory Electric Equipment; and
Account 335 - Miscellaneocus Power Plant Equipment.

Also an important element in the FQRECAST analysis is the
magnitude and timing of interim retirement activity; that is,
retirements of portions of the facility predicted to occur prior
to the complete and final retirement. Interim retirements for
the PASNY hydraulic generating plants were estimated to be 0.14%
of the current depreciable investment on an annual basis. The
0.14% annual interim retirement rate is based on our knowledge
of other utilities, studies done within the industry, and the
fact that it is the rate recommended by F.E.R.C. in its economic
studies of hydroelectric power (Bulletin FPC P-353).

The FORECAST analytical technique employed by Gilbert Associates,
Inc. (GAI) is a harmonically weighted procedure which calculates
the dollar service life, annual accrual, and indicated reserve
for each surviving investment of every age, based upon a life
span of each vintage. If within a given wvintage surviving
investment, certain interim retirements are projected to occur,
each portion having a different dollar service life is calcu~-
lated individually. The sum of the annual accruals for each
investment is related to the sum of the vintaged investments to
obtain a harmonically weighted equivalent average dollar service
life for the account.

Transmission and General Plant

The Transmission and General Plant accounts generally contain
reasonably homogeneous groups of property or equipment which are
often referred to as mass plant investments. Each year's addi-
tion of new equipment in a mass plant account usually consists

of a relatively large number of units, without any specific
geographic or directly-connected functional relationship to other
units placed in service that same year, or to placements of prior
vintage years. Each vintage of placements can be expected to
experience a future retirement pattern similar to any other
vintage, due to: (1) the similarity in the kind and type of
equipment unit themselves, and (2) the similarity in the sources
of influence which cause the retirement of such property. These
characteristics of mass plant investments are in sharp contrast
with the nature of specific location investments.

Because of these characteristics, the generalization is made
that each year's additions will experience a particular pattern
of retirement throughout its history, and that this pattern is

PA-403
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approximately the same, on the average, for each vintage of
additions. Thus, each vintage of additions of mass property

is comsidered to be fairly independent of any other vintage,
vet the average life of each vintage of additions is considered
to be the same, as is the total time span from the original
placement of each vintage to the time at which the last retire-
ment from the vintage is expected to occur.

PASNY's plant accounting data are maintained in such a manner
that the age of all surviving investments can be identified, and
the age of all property retired also can be identified. When
retirements occur, it is then possible to relate the amount of
the retirement of a given age to the amount of original place~
ments of that same age to develop a retirement ratio, or its
complement, a survivor ratio. As these ratios develop vintage
by vintage, a survivor curve can be plotted as an aid to calcu-
late the average service life of the account. Most of PASNY's
Transmission and General Plant accounts contain long~lived
equipment which, with one or two exceptions, has not been in
existence long enough to have experienced any significant retire-
ment history. Thus, these retirement or survivor ratios are

not in sufficient depth to provide any reliable average service
life indications. In these instances GAI has selected an average
service life for each primary account based on our judgment which
reflects the extensive experience we have had in performing
depreciation studies on similar properties and equipment both

in the United States and abroad. The retirement dispersion
patterns selected are those depicted by the so-called "Iowa'"
curves (developed by Iowa State University) because they are
generally accepted in the industry and are referred to frequently
in the various textbooks on the subject of depreciation.

II. NET SALVAGE CONSIDERATIONS

Under standard quality accounting practices, the original cost of
property retired and its costs of removal are debited to the depre-
ciation reserve, and any gross salvage or other monies received are
credited to the depreciation reserve. If the correct amount of depre-
ciation is recognized during the life of the property, the depreciation
reserve will be zero at the time when the final component of property
in an account is retired and all of the gross salvage and removal

costs are accounted for. This is accomplished by incorporating net
salvage expectations into the annual depreciation accrual rates.

Positive net salvage occurs whenever gross salvage receipts are greater
in amount than the costs of removal. In such cases the total invest-

ment to be depreciated is less than the original placement by the amount
of the anticipated positive net salvage. Thus, the annual accrual rate
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III.

is less than the reciprocal of the average service life. Foxr example,
the reciprocal of a 25-year average service life indicates a 4% accrual
rate. If 10% positive net salvage is expected, the 4% accrual rate is
reduced 10% to 3.6% (or, 90% of 4% equals 3.6%).

Negative net salvage occurs whenever removal costs are greater than
the gross salvage receipts, indicating that the utility must recover
over the life of the asset not only its original capital investment,
but also the additional net cost which is expected at the date of
retirement. The amount of additional cost is the amount of the
difference between removal costs and gross salvage receéipts. Thus,
the annual accrual rate is larger than the reciprocal of the average
service life. To illustrate again with the 25-year life and 4%
annual rate referred to previously, if 10% negative net salvage is
expected, the 4% accrual rate is increased 10% to 4.4% (or 110% of
4% equals 4.47).

A schedule of recommended net salvage allowances is presented in Sched-
ule IA at Columm 6. 1In the Production Plant function, the negative
net salvage estimates provide for the costs of making all structures,
including the dams, safe and structurally sound so that they pose no
public hazard when the plants can no longer generate electricity. The
negative 10% allowance for Accounts 331 and 336 are typical allowances
for the complete demolition and restoration of the sites. The nega-
tive 30% allowance for Account 332 reflects Niagara Mohawk Power
Corporation's recent experience in retiring ome of its hydroelectric
plants. The negative allowances for Transmission Plant reflect
current environmental attitudes. Several accounts have been assigned
a zero percent net salvage to reflect the expectation that the cost

of removal will be offset by gross salvage receipts.

DEPRECIATION ACCRUAL RECOMMENDATIONS

A. Hydraulic Production Plant

The total depreciable investment in Hydraulic Production Plant

is $901,683,267. The classificiation of this amount by primary
account is presented in Table 1. The composite average dollar
service life of the investments in these facilities is 82.5 years.
The reciprocal of this life indicates an annual accrual rate of
1.21%, but after adjustment for 197 negative net salvage expecta-
tions, the composite accrual rate is 1.447.

Account 331.00 - Structures and Improvements

The investment in this accouni totals $106,142,250, 1Its life
assignment is 100 years, but the interim retirements contemplated
reduce the average dollar service life to 91.2 years. It is
expected that the cost of removal at the terminal refirement date
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will exceed the gross salvage receipts by 10%Z. The magnitude of
the adjusted annual accrual including net salvage, therefore, is
$1,280,806, an annual rate of 1.21%.

Account 332.00 - Reservoirs, Dams, and Waterways

The total investment in this civil works account is $593,103,816
which is expected to have a life span of 100 years. Because
certain components of this investment are not expected to survive
the full project life, the average dollar service life is some-
what less: 91.5 years. The annual depreciatiom accrual rate
recommended is 1.42% including 307 negative net salvage. The ,

/

magnitude of the accrual is $8,418,482, \//

Account 333.00 - Water Wheels, Turbines, and Generators

This account balance is $132,408,805 and is expected to have a
life span of 60 years. The average dollar service life is 58.2
vears. The net salvage expectation is zero, which results in an
annual accrual rate of 1.727. The depreciation accrual resulting
from this accrual rate is $2,273,181.

Account 334.00 - Accessory Electric Equipment

The Accessory Electric Equipment plant balance is $23,692,241.
The span life expectation is 60 years and the average dollar
service life is calculated to be 54.6 years. The corresponding
depreciation accrual rate is 1.83% and the magnitude of the
accrual is $433,716, reflecting zerc net salvage.

Account 335.00 - Miscellaneous Power Plant Equipment

This account typically contains such diverse components as air
compressors and piping systems, ventilating equipment, fire
extinguishing equipment, and cranes and hoisting equipment. The
account balance is $9,882,668. The life expectancy is 60 years,
but the average dollar service life is 57.4 years. With a 57
positive net salvage expectation, the magnitude of the annual
accrual is $163,398 and the rate is 1.657%.

Account 336.00 - Roads, Railroads, and Bridges

The depreciable balance in this account is $36,453,487. The
average dollar service life is 91.2 years based on a span life
of 100 years., The annual accrual rate, including an allowance
for net salvage of negative 10%, is 1.21% and the magnitude of
the accrual is $440,001.
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Transmission Plant

The Authority's transmission properties relating to the hydro-
electric generating facilities include 115 kV, 230 kV, 345 kv,
and 765 kV lines and equipment. For the most part, the trans-
mission lines associated with these generating facilities are
overhead lines. There are, however, approximately $1.3 million
of transmission plant which is classified as underground.

The Transmission Plant accounts have been studied as mass plant
accounts which require assignment of an average service life
rather than the specificity of a forecast life. Transmission
lines and equipment tend to have long lives and experience few
retirements in the early period of life. For this reason, and
recognizing the insignificant retirement activity experience to
date, the Authority's transmission plant average service lives
selected are based on engineering judgment and experience with
other utilities.

The average service life and associated retirement dispersion
curve (Iowa type) chosen for each plant account are presented
on Schedule IA and described below.

The total depreciable investment in the Transmission Plant funec-
tional accounts is $406,596.700. The composite average service
life of this function is 43.6 years. This average service life
represents an annual accrual rate of 2.29%. Adjusted for net
salvage of negative 7%, the accrual rate is 2.44%. Thus, the
magnitude of the annual accrual is $9,935,011.

Account 352.00 - Structures and Improvements

Since no retirement activity has been recorded in this plant
account, engineering judgment and our experience with other
utilities was used as the basis for recommending an average
service life of 50 years with an R 2.5 retirement dispersion.

It is expected that the cost of removal will exceed gross salvage
by 10%. These parameters result in an adjusted accrual rate of
2.20%. Based on an investment of $53,620,961, the adjusted
accrual is $1,179,661.

Account 353.00 - Substation Equipment

The total depreciable investment in substation equipment is
$162,215,512. There has been some retirement activity in this
account, mostly within the period 1967-1981, but not enough to
perform a meaningful retirement mortality analysis. Again,
using engineering judgment and experience from other utilities,
our recommendation is an average service life of 40 years with
an R 2.5 retirement dispersionm.

. PA-403
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We also project zero net salvage, or cost of removal equaling
gross salvage. With an accrual rate of 2.50%, the magnitude
of the accrual is $4,055,388.

Account 354.00 -~ Towers and Fixtures

The total plant balance of this account was 588,034,343 at
December 31, 1981. No retirements have been recorded. An
average service life of 50 years with an R 3.0 retirement disper-
sion is recommended. Negative net salvage is expected to be
quite high due to environmental concerns. We estimate it to be
negative 20%. An equivalent annual accrual rate of 2.40% results,
which, when applied to the account balance, results in an

accrual, the magnitude of which is about $2,112,824 per year.

Account 355.00 - Poles and Fixtures

This account balance was $25,357,341 at December 31, 1981.
Only one retirement has occurred since the account was first
opened, which precluded any attempt of mortality analyses.

An average service life of 35 years with an associated R 2.0
Iowa type retirement dispersion curve is recommended. It is
expected that the cost of removal will exceed gross salvage by
10% of the original cost retired. The resulting adjusted
accrual rate is 3.15% with the magnitude of the accrual being
$798,756.

Account 356.00 - Overhead Conductors and Devices

The depreciable investment in overhead conductors and devices
is $71,108,404, Since there has been no retirement activity,
judgment was used in selecting an average service life and
retirement dispersion curve. We recommend an R 2.5 curve with
an average service life of 45 years. Cost of removal is '
expected to exceed gross salvage. We recommend a negative 5%
allowance. An adjusted annual accrual rate of 2.337%7 is recom~
mended. This rate applied to the depreciable balance is equal
to $1,656,826.

Account 357.00 - Underground Conduit

The depreciable balance of this account is $61,047. There

have been no retirements, so our recommendation of a 40-year
average service life with an R 2.5 retirement dispersion is
based solely on our engineering judgment and experience with
other utilities. Net salvage is expected to be zero, therefore,
the annual accrual rate is 2.50%. The magnitude of the accrual
is $1,526.
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Account 358.00 - Underground Conductors and Devices

The depreciable investment in underground conductors and devices
is $1,209,640. Since only one retirement has occurred, the
recommended 40-year average service life and R 2.5 retirement
dispersion is based on judgment. Net salvage also is expected
to be zero. The magnitude of the annual accrual is $30,241,
which is derived from an annual accrual rate of 2.50% applied to
the year-end balance of the account.

Account 359.00 - Roads and Trails

The total depreciable plant balance for this account is
$4,989,452. On the basis of engineering judgment, we recommend
an R 3.0 retirement dispersion and an average service life of
50 years. Net salvage is expected to be zero. The annual
accrual rate, accordingly, is 2.00% and the magnitude of the
annual accrual is $99,789.

C. General Plant

The total depreciable investment in General Plant associated with
the Niagara and St. Lawrence hydroelectric generating facilities
and related properties is $25,722,236. 1In some of the General
Plant accounts there was enough retirement activity to perform
mortality analyses to be used as an aid to the selection of an
average service life and retirement dispersion. The composite
average service life of this functional group of accounts is 22.3
years. The net salvage is expected to approximate zero and the
magnitude of the annual accrual is $1,154,203. The recommended
primary account rates are presented on Schedule TA and are described
below.

Account 390.00 - Structures and Improvements

This account, with a plant balance of $13,632,318, is the largest
of the General Plant functional group of accounts. Nevertheless,
there is not enough retirement history to warrant a mortality
analysis. Based on the type of assets, we recommend a 50-year
average service life with an R 3.0 retirement dispersion. The
annual depreciation accrual rate, after being adjusted for 10%
negative net salvage, is recommended to be 2.20%. The annual
accrual amount will be om the order of $299,911.

Account 391.00 - Office Furniture and Equipment

The depreciable investment in Account 391.00 is $679,091. Mor-
tality analyses were performed on the retirement history from
1965 through 1981. The results of these analyses aided us in
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our decision to recommend an average service life of 30 years
with an S 2.0 retirement dispersion. Net salvage is expected
to be positive 5%. The resulting accrual rate is 3.16%, and

the accrual amount is of the magnitude of $21,459.

Account 392.00 - Transportation Equipment

of the $3,352,047 depreciable balance in this plant account, over
23% was added in 1981. Most of the vehicles in this account are
either passenger cars or pick-up trucks. Mortality analysis of
retirement history was very useful in determining our recommenda-
tion of a 10-year average service life with an L 2.0 retirement
dispersion. An adjusted accrual rate of 9.50% results, reflecting
expected net salvage of positive 5%Z. The magnitude of the annual
accrual adjusted for net salvage is $318,444.

Account 393.00 - Stores Equipment

The depreciable balance of this plant account is $232,423. There
have been some retirements, but too few to draw any meaningful
conclusions from mortality analyses. Using engineering judgment
and experience with other utilities as a basis, we recommend an
average service life of 30 years with an R 2.5 retirement disper-
sion. With zero net salvage expected, the annual accrual rate

is 3.33%. The annual accrual using this rate will be on the
order of $7,740.

Account 394.00 -~ Tools, Shop, and Garage Equipment

The depreciable plant balance for this equipment is $1,179,833.
Mortality analyses were performed on the retirement history of
this account, but they did not provide meaningful results. Con-
sidering the type of property, we used experience and judgment as
the basis for the 20-year average service life and R 1.5 retire-
ment dispersion recommendation. Reflecting zero net salvage, the
annual accrual rate is 5.00%. The magnitude of the annual accrual
based on the above investment is $58,992.

Account 395.00 - Laboratory Equipment

The depreciable investment in laboratory equipment is $608,660.
Mortality analyses and judgment are the basis of our average
service life recommendation of a 25-year S 3.0. With net salvage
expected to be zero, the annual accrual rate is 4.00%. The
annual accrual amount will be on the order of $24,346.
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Account 396.00 - Power Operated Equipment

The depreciable investment in this account is $1,332,556.
Mortality analyses were not performed since toco few retire-
ments have been recorded. 1In light of the type of equipment,
we recommend a 10-year average service life with an L 3.0
retirement dispersion. Net salvage is expected to be positive
5%. The magnitude of the annual accrual and the annual accrual
rate adjusted for net salvage are $126,597 and 9.50%,
respectively.

Account 397.00 - Communication Equipment

The depreciable balance of this account as of December 31, 1981,
is $3,958,758. Too few retirements have been recorded to date
to warrant mortality analyses, and the average service life
recommendation of 15 years with an S 3.0 retirement dispersion
is based on judgment. With net salvage estimated to be zero,
the annual accrual rate is 6.67%. This accrual rate applied to
the above investment is $264,049.

Account 398.00 - Miscellaneous Equipment

Qur curve and life recommendation of an S 2.0 and 25 years

is supported by mortality analyses performed on the retirement
history of the account from 1966 through 1981. The recommended
net salvage is zero, resulting in an accrual rate of 4.00%.
When applied to the depreciable investment of $641,457, the
accrual is $25,658.

Account 399.00 - Other Tangible Equipment

The depreciable investment in this plant account is $§105,053.
Since it is hard to determine the exact nature of the equipment
in this account, we are recommending the investment be amortized
over a period of 15 years -- a square dispersion pattern which
does not recognize any interim retirements. This amount would
be $7,007 annually, or, based as a percentage of the depreciable
investment, 6.67%.

DEPRECTATION RESERVE RECOMMENDATIONS

At the present time, the Authority has no provision for accumulated
depreciation charges. Accordingly, we recommend that a depreciation
reserve for each primary account be established as of December 31,
1981, The amount of each of these reserves is shown on Schedule IA in
the right hand column (Column 11). The total of all future deprecia-
tion accruals calculated at the rates recommended in Section III of

. PA-403
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this report, when added to these recommended reserves, will provide
for the full retirement of the existing plant in service.

Should you desire clarification or explanation of any of the details of this
report, we shall be pleased to meet with you at your convenience.

Respectfully submitted,;
GILBERT ASSOCIATES, INC.

&, /Z'L,_/ f’:u;/

G. Robert Faust
Divisional Vice President

by
Robé;: M. Keith, Jr.
Vice President

GRF:jnh
Attachment
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