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Impact analysis of asset depreciation to network pricing

Abstract : Transmission and Distribution (T&D) is a kind of monopolized industry. The
government regulates T&D tariff. Diffident depreciation policy used to set tariff can directly
affect T&D tariff level, and also affect the operation and development of grid companies.
Now, the understanding of depreciation rate impact for the tariff is diffident. The paper
calculates the tariff of special projects used the operating period method and calculates
the tariff of common network projects used the cost basis method. Through the
calculation of various depreciation rate, the paper analyses the impact of depreciation rate
for the tariff level, financing and financial condition. The conclusion is brought forward as
the reference for the recognition of depreciation rate.

At the same time, the paper presents several policy suggestions: (1) for the special
projects and common network, the depreciation rate is set separately. (2) Depreciation
rate for common network is set by different category of asset or adopt integrated deprec
iation rate. The choosing of depreciation rate can meet the need of paying off debt and
financing for the grid companies and can promote development of electricity industry. (3)
When the choosing of depreciation rate cannot meet the need of paying off debt and
financing, it is available for the method that borrowing short-term loan pay off long-term
loan. The short-term loan is numbered among revenue, which is reclaimed by T&D tariff.
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