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DIRECT TESTIMONY OF

JOHN F. WIEDMAYER 

DOCKET NO. R-2015-2518438

I. INTRODUCTION

Q. Please state your name and address.

A. My name is John F. Wiedmayer. My business address is 1010 Adams Avenue, 

Audubon, Pennsylvania 19403.

Q. Are you associated with any firm and in what capacity?

A. Yes. I am associated with the firm of Gannett Fleming Valuation and Rate 

Consultants, LLC (“Gannett Fleming") as Project Manager, Depreciation and 

Valuation Studies.

Q. How long have you been associated with Gannett Fleming?

A. I have been associated with the firm since I graduated from college in June 

1986.

Q. What is your educational background?

A. I have a Bachelor of Arts degree in Engineering from Lafayette College and a 

Master of Business Administration from the Pennsylvania State University.

Q. Do you belong to any professional societies?

A. Yes. I am a member of the National and Pennsylvania Societies of Professional 

Engineers and the Society of Depreciation Professionals (“SDP”). In 2005, I
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served as President of the SDP and was a member of the SDP’s Executive 

Board for the years 2003 through 2007.

Q. Do you hold any special certification as a depreciation expert?

A. Yes. The SDP has established national standards for depreciation

professionals. The SDP administers an examination to become certified in this 

field. I passed the certification exam in September 1997 and have fulfilled the 

requirements necessary to remain a Certified Depreciation Professional.

Q. Please outline your experience in the field of depreciation.

A. I have over 29 years of depreciation experience, which includes expert 

testimony in numerous cases before 12 regulatory commissions, including this 

Commission.

In June 1986, I was employed by Gannett Fleming as a Depreciation 

Engineer, I held that position from June 1986 through December 1995. In 

January 1996, I was assigned to the position of Supervisor of Depreciation 

Studies. In August 2004, I was promoted to my present position as Project 

Manager of Depreciation Studies. I am responsible for conducting depreciation 

and valuation studies, including the preparation of testimony, exhibits, and 

responses to data requests for submission to the appropriate regulatory bodies. 

My additional duties include determining final life and salvage estimates, 

conducting field reviews, presenting recommended depreciation rates to 

management for its consideration and supporting such rates before regulatory 

bodies.
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During the course of my employment with Gannett Fleming I have 

assisted in the preparation of numerous depreciation studies for utility 

companies in various industries. I assisted in the preparation of depreciation 

studies for the following telephone companies: Alberta Government Telephone, 

Commonwealth Telephone Company, Telus, United Telephone Company of 

New Jersey and United Telephone of Pennsylvania. I assisted in the 

preparation of depreciation studies for the following companies in the railroad 

industry: CSX Transportation, Union Pacific Railroad, Burlington Northern 

Railroad, Burlington Northern Santa Fe Railway, Amtrak, Kansas City Southern 

Railroad, Norfolk & Western, Southern Railway, and Norfolk Southern 

Corporation.

I assisted in the preparation of depreciation studies for the following 

organizations in the electric industry: AmerenUE, Arizona Public Service 

Company, UGI Utilities, Inc. - Electric Division, Penelec, Metropolitan Edison, 

the City of Red Deer, Nova Scotia Power, Newfoundland Power, Owen Electric 

Cooperative, Bangor Hydro Electric Company, Maine Public Service Company, 

Michigan Electric Transmission Company, PECO, Jackson Electric Cooperative 

Corporation, Houston Lighting and Power, TXU, Maritime Electric, Nolin Rural 

Electric Cooperative, AmerenCIPS, AmerenCILCO, AmerenlP, and the City of 

Calgary - Electric System.

I assisted in the preparation of depreciation studies for the following gas 

companies: BGE, PECO, UGI Utilities, Inc., North Penn Gas, PFG Gas, UGI 

Central Penn Gas, Inc., Equitable Gas, Centra Gas Alberta, Questar Gas,
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Orange and Rockland, Con Edison, Dominion East Ohio, AmerenUE, 

AmerenCILCO, AmerenCIPS, and AmerenIP.

In each of the above studies, I assembled and analyzed historical and 

simulated data, performed field reviews, developed preliminary estimates of 

service lives and net salvage, calculated annual depreciation, and prepared 

reports for submission to state public utility commissions or federal regulatory 

agencies.

Q. Have you previously testified on the subject of utility plant depreciation?

A. Yes. I have submitted testimony to the Kentucky Public Service Commission,

the Newfoundland and Labrador Board of Commissioners of Public Utilities, the 

Nova Scotia Utility and Review Board, the Federal Energy Regulatory 

Commission, the Utah Public Service Commission, the Arizona Corporation 

Commission, the Missouri Public Service Commission, the Illinois Commerce 

Commission, the Maine Public Utilities Commission, the Maryland Public 

Service Commission, the New York Public Service Commission and the 

Pennsylvania Public Utility Commission.

Q. Have you received any additional education relating to utility plant 

depreciation?

A. Yes. I have completed the following courses conducted by Depreciation 

Programs, Inc.: “Techniques of Life Analysis,” “Techniques of Salvage and 

Depreciation Analysis," “Forecasting Life and Salvage,” “Modeling and Life 

Analysis Using Simulation” and “Managing a Depreciation Study.” In 2000, I
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became an instructor at the SDP’s annual conference lecturing on “Salvage 

Concepts," “Depreciation Models," “Analyzing the Life of Real-World Utility 

Property - Actuarial Analysis," “Theoretical Reserve” and “Data Requirements 

for a Depreciation Study.”

II. PURPOSE OF TESTIMONY

Q. What is the purpose of your testimony?

A. My testimony is in support of the depreciation studies conducted under my 

direction and supervision for the gas plant of UGI Utilities, Inc. - Gas Division 

(“UGI Gas” or the “Company"). I have been retained by the Company as a 

depreciation consultant. UGI Gas retained me to determine the book 

depreciation reserve as of September 30, 2017, to determine the annual 

depreciation expense to be included as an element of the cost of service, and 

to testify in support of those two determinations in this proceeding.

I am also a sponsoring witness for UGI Gas’s depreciated original cost 

of gas plant in service included in rate base. My testimony will address my 

depreciation study, the appropriate depreciation reserve for ratemaking 

purposes, the original cost measure of value, and the appropriate annual 

depreciation expense to be included in the ratemaking cost of service as of 

September 30, 2017.

Q. Were you responsible for the preparation of any of the Company's 

responses to the Commission's filing regulations that were filed in 

support of the Company's general rate filing?
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A. Yes. I am the responsible witness for the following items in UGI Gas Exhibit I: 

Item No. Subject
l-A-3 Description of Depreciation Methods and Factors

Considered in Arriving at Estimates of Service Life and 
Dispersion by Account

l-A-4 Survivor Curves and Surviving Original Cost Including
Related Annual and Accrued Depreciation

l-A-5 Comparison of Calculated Reserve vs. Book Reserve

l-A-6 Survivor Curves and Annual Accrual Rates

l-A-7 Cumulative Depreciated Original Cost by Vintage Year

l-A-17 Net Salvage

Q. Have you previously prepared comparable studies for UGI Gas?

A. Yes. I provided testimony on depreciation matters for the Company in a prior 

UGI Penn Natural Gas ("PNG") base rate case at Docket No. R-2008-2079660 

and the prior two UGI Central Penn Gas (“CPG”) base rate cases at Docket No. 

R-2010-2214415 and Docket No. R-2008-2079675. Prior to those rate filings, I 

prepared exhibits for the depreciation study in UGI Gas’s previous base rate 

case filed in 1995 at Docket No. R-00953297.

111. OUTLINE OF EXHIBITS C (FULLY PROJECTED^ C (FUTURE) AND C
(HISTORIC!

Q. Will you be sponsoring any exhibits with your direct testimony?

A. Yes, I am attaching and sponsoring the following exhibits: UGI Gas Exhibit C 

(Fully Projected), UGI Gas Exhibit C (Future) and UGI Gas Exhibit C (Historic). 

UGI Gas Exhibit C (Fully Projected) presents the summarized depreciation 

calculations and supporting tables related to the fully projected future test year
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ending September 30, 2017 (“FPFTY”). UGI Gas Exhibit C (Future) presents 

summarized depreciation calculations and supporting charts and tables related 

to the depreciation study for the future test year ending September 30, 2016 

(“FTY”). UGI Gas Exhibit C (Historic) presents the summarized depreciation 

calculations and supporting tables related to the historic test year ended 

September 30, 2015 (“FTY”). Each of the three exhibits is organized in a similar 

manner and each contains information and schedules supporting the amounts 

applicable to each test year period. UGI Gas Exhibit C (Future) contains 

additional information including the supporting charts and life tables related to 

the service life estimates.

Q. Does UGI Gas Exhibit C (Fully Projected) accurately portray the results of 

your depreciation study as of September 30, 2017?

A. Yes.

Q. In preparing the depreciation study, did you follow generally accepted 

practices in the field of depreciation?

A. Yes.

Q. Please describe the contents of the depreciation study report, UGI Gas 

Exhibit C (Future) and UGI Gas Exhibit C (Fully Projected).

A. The depreciation study report in UGI Gas Exhibit C (Future) consists of eight 

parts including charts and tables filed in the Company’s most recent service life 

study report submitted in 2012. Part I, Introduction, includes statements related
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to the scope of and basis for the depreciation study. Part li, Estimation of 

Survivor Curves, presents detailed discussions of: (1) survivor curves; and (2) 

methods of life analysis including an example of the retirement rate method. 

Part III, Service Life Considerations, presents the relevant factors considered 

for estimating service lives. Part IV, Calculation of Annual and Accrued 

Depreciation, sets forth a description of: (1) the group procedures used for 

calculating annual and accrued depreciation; and (2) an explanation of the 

manner in which net salvage was incorporated in the calculations. Part V, 

Results of Study, includes a description of the results and summaries of the 

detailed depreciation calculations as of September 30, 2016. Part VI, Service 

Life Statistics, presents the results of the retirement rate analyses prepared as 

the historical bases for the service life estimates. Part VII, sets forth the detailed 

depreciation calculations related to surviving original cost as of September 30, 

2016. The detailed depreciation calculations present the annual and accrued 

depreciation amounts by account and vintage year. The remaining life annual 

accrual rate is also set forth in the tables of Part VII. Part VIII, Experienced and 

Estimated Net Salvage, contains the net salvage amortization of experienced 

and estimated net salvage for the years 2012 through 2016.

UGI Gas Exhibit C (Fully Projected) includes: a description of the scope, 

basis and results of the studies; summaries of the depreciation calculations; and 

the detailed depreciation calculations as of September 30, 2017. The 

descriptions and explanations presented in UGI Gas Exhibit C (Future) are also 

applicable to the depreciation calculations presented in UGI Gas Exhibit C (Fully 

Projected). The graphs and tables related to service life presented in UGI Gas
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Exhibit C (Future) also support the service life estimates used in UGI Gas 

Exhibit C (Fully Projected) and UGI Gas Exhibit C (Historic), inasmuch as the 

estimates are the same for all three test years.

The results of the study are set forth in Part II in UGI Gas Exhibit C (Fully 

Projected). Table 1, pages II-3 through II-4 of UGI Gas Exhibit C (Fully 

Projected), presents the estimated survivor curve, the original cost and 

depreciation reserve at September 30, 2017, and the calculated annual 

depreciation rate and amount for each account or subaccount of Gas Plant in 

Service. Table 2, pages II-5 through II-6 of UGI Gas Exhibit C (Fully Projected), 

presents the bringforward to September 30, 2017, of the depreciation reserve 

as of September 30, 2016. Table 3, pages II-7 through II-8 of UGI Gas Exhibit 

C (Fully Projected), presents the calculation of the book depreciation amounts 

for the FPFTY. Table 4, pages II-9 through 11-10 of UGI Gas Exhibit C (Fully 

Projected), presents the experienced and estimated net salvage for fiscal years 

2013 through 2017. The amortization of net salvage is based on experienced 

and estimated net salvage during the period October 1, 2012 through 

September 30, 2017. The summary tables and detailed depreciation 

calculations set forth in UGI Gas Exhibit C (Fully Projected) as of September 

30, 2017, are organized and presented in the same manner as those presented 

in UGI Gas Exhibit C (Future) as of September 30, 2016.

Q. Please outline the contents of Exhibit C (Historic).

A. UGI Gas Exhibit C (Historic) is organized similar to UGI Gas Exhibit C (Fully

Projected). UGI Gas Exhibit C (Historic) includes: a description of the scope,
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basis and results of the studies; summaries of the depreciation calculations; and 

the detailed depreciation calculations as of September 30, 2015. The 

descriptions and explanations presented in UGI Gas Exhibit C (Future) are also 

applicable to the depreciation calculations presented in UGI Gas Exhibit C 

(Historic). The same depreciation methods and procedures used to calculate 

depreciation were used in all three test year periods. The summary tables and 

detailed depreciation calculations as of September 30,2015, are organized and 

presented in the same manner as those as of September 30, 2017 with two 

exceptions. Tables 2 and 3 presented in UGI Gas Exhibit C (Fully Projected) 

are not necessary and, therefore, are not presented in UGI Gas Exhibit C 

(Historic).

IV. THE DEPRECIATION STUDY - OVERVIEW

Q. Please describe what you mean by the term "depreciation".

A. My use of the term "depreciation" is in accord with the definition set forth in the 

Uniform System of Accounts prescribed for Class A and Class B Natural Gas 

Companies. "Depreciation" refers to the loss in service value not restored by 

current maintenance, incurred in connection with the consumption or 

prospective retirement of gas plant in the course of service from causes which 

are known to be in current operation, against which the company 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, requirements of public authorities and the 

exhaustion of natural resources.
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In the study that I performed, which is the basis for my testimony, I used 

the straight line remaining life method of depreciation, with the average service 

life and equal life group procedures. The annual depreciation is based on a 

system of depreciation accounting that aims to distribute the unrecovered cost 

of fixed capital assets over the estimated remaining useful life of the unit, or 

group of assets, in a systematic and rational manner.

Q. Is the Company's claim for annual depreciation in the current proceeding 

based on the same methods of depreciation as were used in its most 

recent Annual Depreciation Report filed in March 2015 and service life 

study filed in March 2012?

A. Yes, it is. For most plant accounts, the current claim for annual depreciation is 

based on the straight line remaining life method of depreciation, which has 

been used by the Company for over thirty years. The depreciation methods 

and procedures are described further in Part II of UGI Gas Exhibit C (Future).

For General Plant Accounts 391, 393, 394, 395, 397 and 398,1 used the 

straight line remaining life method of amortization. The annual amortization is 

based on amortization accounting, which distributes the unrecovered cost of 

fixed capital assets over the remaining amortization period selected for each 

account.

V. ORIGINAL COST MEASURE OF VALUE

Q. What is the original cost of gas plant to be included in rate base in this 

proceeding?

7150245v3
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A. As of September 30, 2017, the original cost of gas plant in service is 

$1,649,567,804 as shown in column 3 of Table 1 on pages II-3 through II-4 of 

UGI Gas Exhibit C (Fully Projected). This amount includes $1,591,515,234 of 

Gas Plant and $58,052,570 of Other Utility Plant allocated to Gas Division. 

Other Utility Plant is primarily comprised of plant assets included in Common 

Plant and Information Services (“IS”). The assets included in Common Plant 

and IS are assets that are shared and jointly used among the divisions at UGI 

Corporation including UGI Gas. The costs related to Common Plant and IS are 

allocated to Gas Division at 15.36 percent and 48.83 percent, respectively. In 

addition, the building that houses most of the IS assets, i.e., the Reading Office 

and Service Center located on 225 Morgantown Road, is included in Account 

390.1, Structures and Improvements in Gas Division. Since a portion of the 

building relates to IS, a portion of the cost attributable to the other three utility 

divisions was deducted from the Reading Office and Service Building.

VI. THE ACCRUED DEPRECIATION CLAIM

Q. Have you determined UGI Gas’s accrued depreciation for ratemaking 

purposes as of September 30, 2017?

A. Yes. I have determined the allocated book depreciation reserve as of 

September 30, 2017, to be $448,735,746.

Q. Is the Company's claim for accrued depreciation in the current proceeding 

made on the same basis as has been used for over thirty years?

A. Yes. The current claim for accrued depreciation is the book reserve brought
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forward from the book reserve approved by the Commission in the last 

proceeding.

Q. How did you determine UGI Gas’s allocated book depreciation reserve as 

of September 30, 2016?

A. The book depreciation reserve allocated to Gas Division as of September 30, 

2016, is set forth in column 4 of Table 1 of UGI Gas Exhibit C (Future). Table 2 

of UGI Gas Exhibit C (Future) is an annual bringforward of the book depreciation 

reserve as of September 30, 2015, using estimated accruals, retirements, 

salvage and cost of removal for the twelve months October 2015 through 

September 2016. The table sets forth, by plant account, the beginning book 

reserve balance as of September 30, 2015, the estimated reserve activity, and 

the ending reserve balance as of September 30, 2016. The estimated reserve 

activity consists of depreciation accruals (column 3), amortization of net salvage 

(column 4), projected retirements (column 5), projected salvage (column 6) and 

projected cost of removal (column 7). Table 3 of UGI Gas Exhibit C (Future) 

sets forth the calculation of the estimated depreciation accruals by plant 

account, which is carried forward to column 3 of Table 2. The book reserve as 

of September 30, 2015, by plant account, shown in column 2 of Table 2 was 

obtained from UGI Gas’s books and records.

Q. Please explain the manner in which you projected the depreciation 

accruals for the twelve months ended September 30, 2016.

A. The depreciation accruals for the twelve months ended September 30, 2016, by
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plant account, were estimated by applying the annual depreciation accrual rates 

calculated as of September 30, 2015, to the projected average 2016 plant 

balance. The average balance for the twelve months ended September 30, 

2016, is computed in columns 2 through 6 of Table 3 and is based on the 

projected additions and retirements in columns 3 and 4.

Q. With reference to Table 2, column 4, please explain what you mean by "the 

amortization of net salvage" and explain the manner in which you 

projected it.

A. The amortization of net salvage is the annual provision for recovering 

experienced negative net salvage. This process for recognizing net salvage in 

the cost of service is in accordance with Pennsylvania ratemaking practice. The 

amortization of net salvage is based on experienced net salvage during the 

preceding five-year period, October 1, 2010 through September 30, 2015.

Q. Please explain the manner in which you projected retirements, salvage 

and removal costs that are shown in columns 4, 5 and 6 of Table 2.

A. Retirements were projected by plant account by applying the average retirement 

ratio, expressed as a percent of additions, for the five years 2011 through 2015, 

to FTY and FPFTY additions for most plant accounts. For certain General Plant 

accounts subject to amortization accounting, retirements are recorded when a 

vintage is fully amortized. All units are retired per books when the age of the 

vintage reaches the amortization period. Therefore, all vintages that reached 

or exceeded the amortization period were retired during the FTY for certain

7l50245v3
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General Plant accounts subject to amortization accounting. Salvage and 

removal costs were projected by plant account by applying the average salvage 

and cost of removal, as a percent of retirement amounts, for the five years 2011 

through 2015, to the projected retirement amounts.

Q. Was the book reserve at September 30, 2017, estimated using the same 

methodology?

A. Yes, it was essentially the same methodology with one minor exception. The 

book depreciation accruals calculated for fiscal year 2017 were based on 

applying the depreciation rate to average monthly plant balances for purposes 

of calculating the book reserve as of September 30, 2017.

VII. THE ANNUAL DEPRECIATION EXPENSE CLAIM

Q. Have you determined UGI Gas’s annual depreciation expense to be 

included as an element in the cost of service for purposes of this 

proceeding?

A. Yes, l have. The annual depreciation expense is $43,825,948 and consists of 

$38,830,444 of annual accruals to recover original cost and $4,995,504 of net 

salvage amortization. These amounts are set forth in column 6 of Table 1 in 

UGI Gas Exhibit C (Fully Projected).

Q. How did you determine the annual accruals of $38,830,444?

A. The determination of annual depreciation accruals consists of two phases. In 

the first phase, survivor curves are estimated for each plant account or

7150245v3

15



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

subaccount. In the second phase, the composite remaining lives and annual 

depreciation accruals are calculated based on the service life estimates 

determined in the first phase.

The determination of annual amortization amounts consists of the 

selection of amortization periods and the calculation of amortization amounts 

based on the remaining amortization period and the unrecovered cost for each 

vintage.

Q. Please describe the manner in which you estimated the service life 

characteristics for each depreciable group in the first phase of the study.

A. The service life study consisted of: compiling historical data from records 

related to UGI Gas's gas plant; analyzing these data to obtain historical trends 

of survivor characteristics; obtaining supplementary information from 

management and operating personnel concerning UGI Gas’s practices and 

plans as they relate to plant operations; and interpreting the above data to form 

judgments of average service life characteristics.

Q. What historical data did you analyze for the purpose of estimating the 

service life characteristics of UGI Gas's gas plant?

A. The data consisted of the entries made by UGI Gas to record gas plant 

transactions during the period 1960 through 2011. The transactions included 

additions, retirements, transfers, acquisitions, and the related balances. I 

classified the data by depreciable group, type of transaction, the year in which 

the transaction took place, and the year in which the plant was installed.
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Q. What method did you use to analyze these service life data?

A. I used the retirement rate method of life analysis. The retirement rate method 

is the most appropriate when aged retirement data are available because it 

develops the average rates of retirement actually experienced during the period 

of study. Other methods of life analysis infer the rates of retirement based on 

a selected type survivor curve.

Q. Please describe the results of your use of the retirement rate method.

A. Each retirement rate analysis resulted in a life table, which, when plotted,

formed an original survivor curve. Each original survivor curve, as plotted from 

the life table, represents the average survivor pattern experienced by the 

several vintage groups during the experience band studied. Inasmuch as this 

survivor pattern does not necessarily describe the life characteristics of the 

property group, interpretation of the original curves is required in order to use 

them as valid considerations in service life estimation. Iowa type survivor 

curves were used in these interpretations. The results of the retirement rate 

analyses are presented in Part VI of UGI Gas Exhibit C (Future).

Q. Please explain briefly what an "Iowa type survivor curve" is and how you

use it in estimating service life characteristics for each depreciable 

group.

A. The range of survivor characteristics usually experienced by utility and 

industrial properties is encompassed by a system of generalized survivor

7l50245v3

17



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

curves known as the Iowa type survivor curves. The Iowa curves were 

developed at the Iowa State College Engineering Experiment Station through 

an extensive process of observation and classification of the ages at which 

industrial property had been retired. Iowa curves are the accepted survivor 

curves for Pennsylvania, and the remaining 49 other states, and have been for 

many years.

Iowa type curves are used to smooth and extrapolate original survivor 

curves determined by the retirement rate method. The Iowa curves were used 

in this study to describe the forecasted rates of retirement based on the 

observed rates of retirement and the qualitative outlook for future retirements.

The estimated survivor curve designations for each depreciable group 

indicate the average service life, the family within the Iowa system and the 

relative height of the mode. For example, the Iowa 35-R2 curve indicates an 

average service life of thirty-five years; a Right-skewed, or R, type curve (the 

mode occurs after average life for right modal curves); and a relatively low 

height, 2, for the mode (possible modes for R type curves range from 0.5 to 5).

Q. Did you physically observe plant and equipment in the field?

A. Yes. Field trips are conducted periodically in order to be familiar with the 

operation of the company and observe representative portions of the plant. 

Field trips are conducted each time a service life study is performed. Service 

life study reports are submitted to the Pennsylvania Public Utility Commission 

("PA PUC”) every five years, at minimum. UGI Gas’s most recent service life 

study report was submitted in March 2012. Facilities visited during field trips,

7150245v3

18



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

generally include representative city gate stations, district regulating stations, 

service centers, etc. The most recent field trip was conducted over 3 days in 

December 2011. The specific dates and locations visited during recent field 

trips are listed in Exhibit C (Future) in Part III. A general understanding of the 

function of the plant and information with respect to the reasons for past 

retirements and expected causes of retirements are obtained during these field 

trips. This knowledge and information was incorporated in the interpretation 

and extrapolation of the statistical analyses.

Q. Please describe the second phase of the process that you used in order 

to determine annual depreciation for ratemaking purposes.

A. After I estimated the service life characteristics for each depreciable group, I 

calculated annual depreciation accruals for each group in accordance with the 

straight line remaining life method, using remaining lives consistent with the 

average service life procedure for plant installed prior to 1982 and remaining 

lives consistent with the equal life group procedure for plant installed in 1982 

and subsequent years. Summary tabulations of the survivor curve estimates 

and the annual accrual rates and amounts are set forth on Table 1 of UGI Gas 

Exhibit C (Historic), UGI Gas Exhibit C (Future) and UGI Gas Exhibit C (Fully 

Projected). The detailed tabulations of the depreciation calculations are 

presented in Part III of UGI Gas Exhibit C (Historic) and UGI Gas Exhibit C 

(Fully Projected) and Part VII of UGI Gas Exhibit C (Future).

Q. Please describe briefly the straight line remaining life method of
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depreciation that you used for depreciable property.

A. The straight line remaining life method of depreciation allocates the original 

cost less accumulated depreciation in equal amounts to each year of remaining 

service life.

Q. Please describe briefly the average service life procedure that you used 

in conjunction with the straight line remaining life method for plant 

installed prior to 1982.

A. In the average service life procedure, the remaining life annual accrual for each 

vintage is determined by dividing future book accruals (original cost less book 

reserve) by the average remaining life of the vintage. The average remaining 

life is a directly weighted average derived from the estimated survivor curve.

Q. Please describe briefly the equal life group procedure that you used in 

conjunction with the straight line remaining life method for plant installed 

in 1982 and in later years.

A. In the equal life group procedure, the remaining life annual accrual for each 

vintage is determined by dividing future book accruals (original cost less book 

reserve) by the composite remaining life for the surviving original cost of that 

vintage. The composite remaining life for the vintage is derived by weighting 

the individual equal life group remaining lives. In the equal life group 

procedure, the property group is subdivided according to service life. That is, 

each equal life group includes the portion of the property that experiences the 

life of that specific group. The relative size of each equal life group is
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determined from the property's life dispersion curve.

Q. Please describe briefly the amortization of certain General Plant accounts.

A. General Plant Accounts 391, 393, 394, 395, 397 and 398 include a very large 

number of units, but represent a very small percent of depreciable gas plant. 

Depreciation accounting is difficult for these assets, inasmuch as periodic 

inventories are required to properly reflect plant in service. Many utilities have 

changed to amortization accounting for general plant as a practical and 

reasonable solution that avoids significant accounting expenditures for such a 

small percent of plant.

In amortization accounting, units of property are capitalized in the same 

manner as they are in depreciation accounting. However, retirements are 

recorded when a vintage is fully amortized, rather than as the units are removed 

from service. That is, there is no dispersion of retirement. All units are retired 

per books when the age of the vintage reaches the amortization period.

VIII. ILLUSTRATION OF DEPRECIATION STUDY PROCEDURE

Q. Please illustrate the procedure followed in your depreciation study and 

the manner in which it is presented in UGI Gas Exhibit C (Future) using 

an account as an example.

A. I will use Account 376.1, Mains - Primarily Steel, to illustrate the manner in 

which the study was conducted. Account 376.1 represents 14 percent of the 

total depreciable gas plant. As the initial step of the service life study phase, 

aged plant accounting data were compiled for the years 1960 through 2011.
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These data have been coded in the course of UGI Gas’s normal recordkeeping 

according to account or property group, type of transaction, year in which the 

transaction took place, and year in which the gas plant was placed in service. 

The plant additions, retirements, and other plant transactions were analyzed by 

the retirement rate method of life analysis.

This account includes primarily cathodically-protected, steel mains, 

although some bare steel mains are still in service. The Iowa 72-R2.5 survivor 

curve was judged most appropriate for this account and is the survivor curve 

used for this filing. The survivor curve estimate used in the previous service 

life study was also the Iowa 72-R2.5 survivor curve. The Iowa 72-R2.5 survivor 

curve is an excellent fit for the original curve based on the company’s retirement 

experience for the period 1960-2011. The proposed 72-R2.5 survivor curve is 

within the range of estimates used by other gas companies and is consistent 

with the outlook of company management. The original and smooth survivor 

curves are plotted in Part VI on page VI-7 of UGI Gas Exhibit C (Future). The 

original life table for the 1960-2011 experience band is set forth on pages VI-8 

through VI-10.

The calculation of annual depreciation, the second phase, for the original 

cost of steel mains in service at September 30, 2016, is presented by vintage in 

Part VII on pages VII-19 through VII-21 of UGI Gas Exhibit C (Future) for Gas 

Plant in Service. The detailed depreciation calculations at September 30, 2017 

are presented in Part III of Exhibit C (Fully Projected). The tabular presentations 

of the detailed depreciation calculations in Part VII of Exhibit C (Future) are 

similar in kind to those set forth in Part III of Exhibit C (Fully Projected). The
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expectancy and average life derived from the estimated survivor curve for each 

vintage were used to calculate the accrued depreciation by the average service 

life procedure for 1981 and prior vintages.

The accrued depreciation for vintages subsequent to 1981 was 

calculated by the equal life group procedure using the Iowa 72-R2.5 survivor 

curve. In the calculation, the surviving cost in each vintage was further 

subdivided, through the use of a computer program, into depreciable groups 

according to the expected service lives as defined by the Iowa 72-R2.5 survivor 

curve. The accrued depreciation was derived for each equal life group, based 

on its service life, and the totals shown for the vintages are the summations of 

the individually derived amounts.

The book reserve was allocated to vintages based on the calculated 

accrued depreciation. The remaining lives of the vintages were based on the 

Iowa 72-R2.5 survivor curve, the attained age, and the same group procedures 

as were used to calculate accrued depreciation. The future book accruals 

(original cost less allocated book reserve) were divided by the remaining lives 

to derive the annual depreciation accruals by vintage.

The total depreciation accrual on page VII-21 of UGI Gas Exhibit C 

(Future) was brought forward to column 7 of Table 1 on page V-4 of the exhibit 

and divided by the total original cost in column 3 in order to calculate the annual 

depreciation accrual rate in column 6. A similar process was used for the 

FPFTY.

Q. Is the procedure you described for Account 376.1 typical of that followed
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for most of the plant investment?

A. Yes, it is, inasmuch as the straight line method and the average service life and 

the equal life group procedures were used for most of the depreciable plant.

Q. Please illustrate the procedure followed for the amortization of certain 

General Plant accounts and the manner in which it is presented in UGI 

Gas Exhibit C (Future) using an account as an example.

A. I will use Account 394, Tools, Shop and Garage Equipment, to illustrate the 

amortization procedure. As the initial step of the amortization procedure, an 

amortization period of 20 years was selected based on the period during which 

such equipment renders most of its service, the amortization periods used by 

other utilities, and the service life estimate previously used for depreciation 

accounting.

The calculation of the annual amortization as of September 30, 2016, is 

presented by vintage in Part VII on page Vll-72 of UGI Gas Exhibit C (Future). 

The calculated accrued amortization is based on the ratio of the vintage's age 

to the amortization period. The book reserve for vintages older than the 

amortization period was set equal to the original cost. The remaining book 

reserve was allocated to vintages based on the calculated accrued 

depreciation. The future book accruals or amortizations (original cost less 

assigned or allocated book reserve) were divided by the remaining amortization 

period to derive the annual amortizations by vintage.

The total amortization on page Vll-72 of UGI Gas Exhibit C (Future) was 

brought forward to column 7 of Table 1 on page V-4 of UGI Gas Exhibit C
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(Future). A similar process was performed for UGI Gas Exhibit C (Fully 

Projected) and UGI Gas Exhibit C (Historic). That is, the calculation of the 

annual amortization related to the original cost of Tools, Shop and Garage 

Equipment in service at September 30, 2017, is presented by vintage on page 

lll-72of UGI Gas Exhibit C (Fully Projected) and summarized in Table 1 on page 

II-3.

Q. Briefly explain the methods used for the remaining portion of the 

depreciable plant.

A. The life span procedure was applied to major structures in Account 390. The 

life span procedure was used for groups such as buildings in which concurrent 

retirement of all property in the group is expected. The life span of both the 

original installation and subsequent additions is the number of years between 

installation and final retirement of the group. The complete details, by vintage, 

of the accrued depreciation and remaining life accrual calculations are set forth 

for each structure in Part III of UGI Gas Exhibit C (Historic) and UGI Gas Exhibit 

C (Fully Projected) and in Part VII of UGI Gas Exhibit C (Future).

IX. THE NET SALVAGE AMORTIZATION CLAIM

Q. Please briefly describe the accounting treatment regarding net salvage 

for public utilities operating in Pennsylvania.

A. In accordance with the Uniform System of Accounts and the rules for recovery 

of net salvage established by the Pennsylvania Superior Court in Penn 

Sheraton Hotel v. Pa. P.U.C., 198 Pa. Super. 618,184 A.2d 324 (1962) (“Penn
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Sheraton”), net salvage is charged to the depreciation reserve and is amortized 

over a five-year period beginning with the year after net salvage is actually 

incurred. These accounting procedures were affirmed by the Commission in 

PPL Gas Utilities Corporation’s (“PPL Gas”) most recent rate filing (Docket No. 

R-00061398). This procedure is consistent with how other Pennsylvania public 

utilities account for net salvage and is the method used in preparing the 

company’s Annual Depreciation Reports submitted each year to the 

Commission.

Q. Earlier in your testimony you indicated that UGI Gas's annual 

depreciation expense consists, in part, of $4,995,504 of net salvage 

amortization. How did you determine that amount?

A. The $4,995,504 is the result of determining the five-year average of net salvage 

experienced and estimated during the period of October 1, 2012 through 

September 30, 2017. Net salvage is defined in the Uniform System of Accounts 

as gross salvage less cost of removal. For most gas utilities, including UGI 

Gas, cost of removal exceeds gross salvage resulting in negative net salvage. 

Negative net salvage is recorded to the depreciation reserve as a debit, which 

reduces the depreciation reserve. Charges related to the negative net salvage 

amortization are recorded to the depreciation reserve as a credit in the five 

years subsequent to the initial recording of the negative net salvage amount. 

Therefore, the negative net salvage amount will have been fully amortized after 

five years and the net effect on the depreciation reserve is zero. Detailed data 

related to the experienced and estimated cost of removal and salvage are
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presented in Part VIII of UGI Gas Exhibit C (Future) and Part IV of UGI Gas 

Exhibit C (Fully Projected).

Q. Do you have any other comments on the other items which you are 

sponsoring in this proceeding?

A. Yes. The above testimony does not describe the responses to filing 

requirements set forth in Items l-A-5, l-A-6, and l-A-7. In general, these 

responses are self-explanatory. The response to l-A-5 is a comparison of the 

actual and projected book depreciation reserve with the calculated accrued 

depreciation as of the end of the historic and future test years. The response 

to l-A-6 presents the survivor curves used in the most recent prior general rate 

proceeding and the annual accrual rates that resulted from the use of these 

curves. The response to l-A-7 is the cumulative depreciated original cost by 

installation year as of the end of the test years. The amounts requested in 

response to l-A-7 are set forth in UGI Gas Exhibit C (Historic) and UGI Gas 

Exhibit C (Future) in the section titled “Cumulative Depreciated Original Cost”.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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