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Reference:  Depreciation Study, Account 473:  Services

“The cost of removing or abandoning-in-place assets in service has increased significantly in the last decade.”

1. What percentage of services is “abandoned-in-place” but not removed? What are the relative costs involved?  Has this percentage changed in the last decade? 

RESPONSE

The Depreciation Study has used total retirements, that is, an average of services abandoned-in-place as well as removed because Gazifère does not keep separate records showing the number of services “abandoned-in-place”, the number of services removed versus the total number of services retired. If cost of removal rates were calculated individually for services abandoned-in-place and services removed, the rates have to be averaged in order to apply to the total account balance. Therefore, there is no difference or benefit to have such detailed record-keeping as well as calculations.

Most services are abandoned-in-place because they are not financially viable to physically remove such services either because of the location or condition of the service. Removal costs are over 150% of the average historical cost of services retired, therefore, in order to minimize costs, physically removing assets retired are kept to a minimum.

2. Do newer materials used for services have the same estimated life as older ones?  Specifically, please provide a table setting out the various types of materials used, and the estimated life for each.

RESPONSE

In my opinion, newer materials, specifically plastic, is expected to have a longer life than steel. However, we do not have sufficient history to statistically confirm this opinion.

Our plant records for services identify service unit additions or retirements by steel or plastic. However, for life analysis purposes the account is treated as a whole and therefore we are unable to provide you with separate life estimates. 

3. “With the proposed increase in the depreciation rate to 5.55%, the low reserve position will be brought back into an acceptable level in the coming years.”  Over what time frame will the reserve position change?  Please provide a table showing expected reserve positions over the relevant period.

RESPONSE

The Theorectical Depreciation Reserve for account 473 -  Services, calculated using the formula:



Cost + or – Salvage ( 1- Remaining Life / Average Life )

Is $ 7.3 million. The actual book reserve is only $ 2.9 million. This is a very strong indication that the depreciation reserve is understated. The main reason for this is that the depreciation accrual rate has been understated in the past.  The other major reason would be very large retirements that would depress the reserve balance. 
The reserve position is a function of the depreciation expense, retirements, cost of removal and salvage. These are all variables. Depreciation expense, in turn, depends on plant additions and retirements in the future. These are also variables. To determine the time frame over which the reserve position will change require estimates of all these variables.

It is possible to make estimates to arrive at the desired result, however, it would be unethical to do so.  Therefore, regretfully, I am unable to provide a table of these estimates.  

Reference: Depreciation Study, Account 475: Mains

1. “To reflect the retirement practices…. and to compensate for the predominantly winter retirements…” Why are retirements predominantly carried out in the winter?

RESPONSE

A review of the retirement practices for mains with Gazifère’s operating personnel indicated that mains need temporary repair work in the winter months as conditions due to winter weather are not conducive to carrying out permanent repair work. Retirements have been of minor items of plant, like leaking valves and small lengths of pipe. This type of temporary repair occurs mostly during the winter months followed by more permanent repair work in the summer months.

Physically, most of the retirements occur in the summer months, but due to a lag in processing paperwork, the retirements are recorded in the winter months.  Therefore, it was incorrect to say that retirements are “predominantly carried out in the winter”. 

Reference:  Depreciation Study, Account 483:  Office Furniture and Equipment

1. “We have not realized any salvage from retired furniture because they have been scrapped or donated.”    Does donated furniture have no value?  Is a tax credit obtained for the donations, or could it be?

REPONSE

It is most likely that donated furniture have some minimal value. However, for the computation of a salvage percentage for cost recovery purposes it is the actual proceeds that are taken into consideration and not hypothetical values.

I do not know about the tax considerations.

Reference:  Depreciation Study, Account 488: Communication Equipment

1. “This account was opened in 1985 when a new telephone system, including digital switching equipment, was installed. Other smaller additions have occurred since.”   

· Has the system installed in 1985 been completely replaced?  

· Does the 8 years proposed estimated average life reflect the experience with that system?  

· Is that system similar to “computer based electronic systems” now being installed?

RESPONSE

· The system that was installed in 1985 has now been retired.

· The 8 year average life estimated for this account reflects that experience because it was the only asset that was installed and retired and the turnover life reflects that asset. In my discussions with other utilities in the U.S. they indicated that the economic life for communication equipment is about 4 to 6 years because of the rapid technological changes occurring in this field. As a conservative estimate, I used an estimated average life of 8 years.

· In my opinion, computer based electronic systems now being installed are different to communication systems installed 15 years ago.

Reference: Depreciation Study, Account 490:Computer Equipment

1. Did replacements and upgrades undertaken to address Y2K concerns change the average age of this class of assets?  With a proposed 4 year life, given the power of most computing equipment presently being used, how realistic is the 0% salvage proposed?

RESPONSE

Statistically, the average age for computer equipment continues to be 6 years.  However, this account also includes some software, infrastructure costs and other computer related equipment such as printers etc.  The general consensus among information technology personnel is that personal computers would have an economic life not exceeding three years while software, infrastructure and other equipment would be economically useful for about five years.  It is the economic life and not the physical life that is used for capital recovery purposes.  This leads us to recommend a composite average life of four years for the whole account.  

In our opinion, the proposed 0% salvage is realistic because past experience tells us that it is very difficult to find potential buyers for used computer equipment.  

Original : 2000-08-18

GI-15



Document 2



Page 1 de 1


Requête 3446-2000

