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Depreciation Concepts 

Public Utility Depreciation 

From a regulator‘s perspective, the objective of public utility depreciation is 

straight-line capital recovery. This is accomplished by allocating the original cost 

of assets to expense over the lives of those assets through the application of 

depreciation rates to plant balances. 

There are several unique factors driving public utility depreciation rates. 

First, public utility depreciation is based on a “group life” as opposed to the lives 

of individual assets. Second, the cost of removing or disposing of an asset that 

is retired from service is charged to the accumulated depreciation reserve, as 

opposed to being recognized as an operating expense in the year incurred. 

Third, the original cost of a retired asset is also recorded in the accumulated 

depreciation reserve, as opposed to being written off in the year of the asset’s 

retiremenffdisposal. Fourth, in certain jurisdictions public utility depreciation rates 

incorporate net salvage factors as discussed above. This is not the case for 

unregulated entities. Each of these factors affects the depreciation rates that are 

ultimately determined for the group of assets that are recorded in plant accounts 

designated by the FERC Uniform System of Accounts (“USOA). 

Depreciation expense is one of the primary cost drivers of public utility 

revenue requirement calculations because these companies are capital 

intensive. An excessive depreciation rate can unreasonably increase the utility’s 

I 

i 


























































































































































































































