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Re:  Nuclear Power Plant Cost Recovery Clause, Docket 09007 9-El

Dear Ms. Cole:

Enclosed for filing on behalf of Progress Energy Florida, Inc. {"PEF”) in the above-
referenced docket are an original and 15 copies of the following rebuttal testimony and exhibits
of PEF witnesses:

Vincent Dolan

David Sorrick
Steven Harris
Jeffrey Kopp

Dale Oliver

Jackie Joyner -

Joe Donahue
Themas Sullivan
William Slusser
Michael Vilbert
John Benjamin Crisp
James Vander Weide
Earl Robinson

Will Garrett
Masceo DesChamps
Peter Toomey
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PEF is also filing a Notice of Adoption of Jeffrey Lyash’s testimony by Vincent Dolan.
Please acknowledge your receipt and filing of the above on the enclosed copy of this letter

and return same to me.
Sincerely,

Wﬂ U hass

Dianne M. Triplett

Enclosures
cc: Counsel of record {w/enclosures}
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition for increase in rates by DOCKET NO. 090079-EI
Progress Energy Florida, Inc.

Submitted for filing: August 31, 2009

REBUTTAL TESTIMONY
OF
WILL GARRETT

On behalf of Progress Energy Florida, Inc.
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In re: Petition for rate increase by Progress Energy Florida, Inc.
Docket No. 090079-El

REBUTTAL TESTIMONY OF WILL GARRETT

INTRODUCTION AND SUMMARY.

Q. Please state your name and business address.

My name is Will Garrett. My business address is 299 First Avenue North, St.

Petersburg, FL 33701.

By whom are you employed and in what capacity?

I am employed by Progress Energy Service Company, LLC as Controller of Progress

Energy Florida, Inc. (“PEF” or “the Company™).

What are your responsibilities in that position?
As legal entity Controller for PEF, I am responsible for all accounting matters
that impact the reported financial results of this Progress Energy entity. I have

direct management and oversight of the employees involved in PEF Regulatory

Accounting, Property Plant and Materials Accounting, and PEF Financial

Reporting and General Accounting. In this capacity, I am also responsible for the

retention of AUS Consultants and Mr. Earl Robinson to prepare the Depreciation
Study for the Company that was filed with the Florida Public Service

Commission (“FPSC” or the “Commission”) in this docket with Mr. Robinson’s

direct testimony.
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Please describe your educational background and professional experience.

I joined the company as Controller of PEF on November 7, 2005. My direct relevant
experience includes 2 % years as the Corporate Controller for DPL, Inc. and its major
subsidiary, Dayton Power and Light, headquartered in Dayton, Ohio. Prior to this
position, I held a number of finance and accounting positions for 8 years at Niagara
Mohawk Power Corporation, Inc. (NMPC) in Syracuse, New York, including
Executive Director of Financial Operations, Director of Finance and Assistant
Controller. As the Director of Finance and Assistant Controller, my responsibilities
included regulatory proceedings, rates, and financial planning, having provided
testimony on a variety of matters before the New York Public Service Commission.
Prior to joining NMPC, I was a Senior Audit Manager at Price Waterhouse (PW) in
upstate New York, with 10 years of direct experience with investor owned utilities
and publicly traded companies. I am a graduate of the State University of New York
in Binghamton, with a Bachelor of Science in Accounting and I am a Certified Public

Accountant in the State of New York.

Have you previously filed testimony before the Commission in this proceeding?

No.

What intervenor testimony are you addressing in your rebuttal testimony?
I have read and I am addressing in my rebuttal testimony the direct testimony of Mr.

Jacob Pous and Mr. Daniel Lawton filed on behalf of the Office of Public Counsel
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(“OPC”) and the direct testimony of Mr. Jeffry Pollock filed on behalf of the Florida

Industrial Power Users Group (“FIPUG”).

What is the purpose of your rebuttal testimony?

1 address the recommendation by intervenor witnesses Mr. Pous, Mr. Lawton, and Mr.
Pollock that the calculated hypothetical variance of about $646 million between the
Company’s book depreciation reserve and the theoretical depreciation “reserve” in the
Company’s Depreciation Study should be paid to customers in the form of an annual
reduction in depreciation expense over a period of time. This recommendation rests
on the characterizations by these witnesses that this variance represents an
“excessive” or “surplus™ reserve that means PEF has over-collected and PEF
customers have overpaid depreciation expense. They also argue the Commission has
a long-standing policy of retuming such “excessive” reserves to customers. (see, e.g.,
Pous Test., p. 16, L. 14 and L. 24-25).

Simply put, these characterizations and arguments are not true. The theoretical
depreciation “reserve” is a calculated reserve, not a real depreciation reserve, and the
variance between the theoretical and book depreciation reserves under this calculation
does not mean PEF customers have paid more than they should have paid. Their
recommendation also is contrary to the industry-standard, average remaining life
method, which addresses reserve variances by adjusting rates over the remaining asset
lives. The Commission’s long-standing policy is in fact to apply the average
remaining life methodology to resolve reserve variances. Their recommendation also

ignores the benefits customers have already received from the changing depreciation
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A.

Q.

A.

estimates that are reflected in the calculated reserve variance and the costs customers
will incur if their recommendation is accepted. Finally, their recommendation is
contrary to the Federal Energy Regulatory Commission (“FERC”) depreciation
accounting under the Uniform System of Accounts, which are adopted by rule in
Florida, and Generally Accepted Accounting Principles (“GAAP”). For all these

reasons, as more fully explained below, this recommendation must be rejected.

Do you have any exhibits to your rebuttal testimony?
Yes. I have prepared or supervised the preparation of the following exhibits:

Exhibit No.  (WG-1), explanation chart of theoretical to book depreciation reserve
variance;

Exhibit No.  (WG-2}, PEF chart of production plant terminal dates;

Exhibit No.  (WG-3), a compostte exhibit of the Commission orders cited by the
intervenor witnesses and other Commission depreciation orders [ cite;

Exhibit No.  (WG-4),a composite exhibit of decisions by the Federal Energy
Regulatory Commission (“FERC”) regarding depreciation principles;

Exhibit No.  (WG@G-5), PEF’s response to OPC Interrogatory No. 56; and

Exhibit No.  (WG-6), revenue requirement impact of intervenors proposed

amortization.

These exhibits are true and accurate.

Please summarize your rebuttal testimony?

The following is a summary of my testimony:

15590454.1
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e The existence of theoretical reserves for accumulated depreciation in excess of book
reserves, 1.e. a theoretical “surplus,” should be addressed through the established
and long standing depreciation policy of the Commission by consistent application
of the remaining life depreciation method.

e The proposed accelerated reduction to actual accumulated book depreciation
reserves to refund alleged “surpluses” by intervenors does not fully reflect the
implications of such a proposal and ignores future rate implications.

o The retroactive application and adjustment to book accumulated depreciation
reserves to reflect current depreciation estimates is not supported by Generally

Accepted Accounting Principles.

DEPRECIATION RESERVE ISSUE

Q. Did the Company file a Depreciation Study with the Commission in this
proceeding?

A. Yes. Pursuant to Rule 25-6.0436(8)(a), F.A.C., the Company is required to prepare and
file a Depreciation Study with the Commission every four (4) years. The Company last
prepared and filed with the Commission a Depreciation Study in 2005 as part of the
Company’s base rate proceeding at that time. Pursuant to Section 11b of the Stipulation
and Settlement of the Company’s 2005 base rate proceeding, which was approved by
the Commission in Order No. PSC-05-0945-5-EI, the Company further agreed to

update its Depreciation Study on or before July 31, 2009.

15590454.1
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The Company retained Mr. Earl Robinson with AUS Consultants to prepare its
2005 Depreciation Study and its 2009 Depreciation Study. As indicated in Mr.
Robinson’s direct testimony in this proceeding, AUS Consultants is a consulting firm
specializing in preparing depreciation studies and other financial studies for the utility
industry. Mr. Robinson is a Certified Depreciation Profession, a founding member and
past President of the Society of Depreciation Professionals, and has over forty (40)
years experience in the utility industry, including depreciation analyses. Mr. Robinson
is also providing rebuttal testimony in this proceeding.

The Company’s 2009 Depreciation Study was prepared based on the Company’s
continuing property records (“CPR™) through the end of December 2007 with pro forma
adjustments to account for the changes in the Company’s depreciable assets through
2009. The Company’s Depreciation Study employed the Straight Line Method, Broad
Group procedure, and Average Remaining Life technigue to determine the appropriate
depreciation rate for the depreciable asset property groups over the remaining lives of
those assets in order to determine the depreciation expense necessary for the Company
to recover its capital investment in the property used and useful for electric service to its
customers. As Mr. Robinson explained, the Straight Line Method, Broad Group
procedure, and Average Remaining Life Technique usgd in the Company’s 2009

Depreciation Study are the most widely used depreciation method, procedure, and

technique in the utility industry.

Q. Do any of the intervenor witnesses claim that a different depreciation method,

procedure, or technique should have been used by the Company?

155904541
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A. No, they do not. Mr. Lawton does not address the Company’s depreciation methods,

procedures, or techniques at all. Mr. Pous agrees that the straight-line method is
normally employed for utility depreciation proceedings (Pous Test., p. 26, L. 2-3), the
average life group procedure is used by the vast majority of utilities (Id., at L. 8-9), and
that most utilities rely on a remaining life technique in utility rate matters (Id. at L. 21-
22). Mr. Pollock apparently agrees too, going so far as to note that the remaining life
technigue for determining depreciation rates is prescribed by the Commission rule.
(Pollock Test., p. 41, L. 18-21). Mr. Pous and Mr. Pollock challenge only the
application of the average remaining life technique to the calculated depreciation
reserve variance and Mr. Pous challenges the application of that depreciation technique
to some but not all Company FERC account property groups. Mr. Robinson and I will
address Mr. Pous’ and Mr. Pollock’s recommendation with respect to the calculated
depreciation reserve variance and Mr. Robinson will address Mr. Pous’
recommendations with respect to some but not all of the Company’s FERC property
accounts. Mr. Crisp will also address Mr. Pous’ and Mr. Pollock’s claims that certain
generation assets should have longer lives than the Company proposes in its

depreciation study.

Q. What is the intervenor witnesses’ recommendation that you are addressing in your

rebuttal testimony?
A. Mr. Pous recommends that the Company’s calculated hypothetical variance of
approximately $646 million, that appears in its 2009 Depreciation Study at Exhibit No.

___ (EMR-2), Table 5F-Future (Pro Forma), at pages 2-74 to 2-79, be amortized over

15590454.1
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four years, reducing depreciation expense, according to his calculations, by $161
million a year over that four-year period of time. (Pous Test. P. 14, L. 19-20). Mr.
Pollock does not go that far, arguing that $100 million of the claimed “surplus” reserve
should be amortized annually for three (3) years. (Pollock Test., p. 49, L. 1-9).
Properly understood, then, Mr. Pous and Mr. Pollock want to return to current
customers between $300 million and $646 million in depreciation expense collected
over the time these depreciable assets have been in service from prior and current
customers under depreciation rates previously approved by this Commission. This
recommendation is contrary to the very same depreciation methods they recognize are
industry standards, contrary to regulatory ratemaking principles and prior Commission

policy, and contrary to accepted utility accounting standards.

Q. Do the intervenor witnesses give any reasons for recommending such a departure

from industry and regulatory practice and standards?

A, Yes, they do, but their “reasons” are built on a false premise that (1) directly challenges

this Commission’s prior orders determining fair, just, and reasonable rates, including
depreciation rates, and (2) fails to account for the reasons for the variance in the first
place and any resulting benefit to customers. The intervenor witnesses assume the
variance between the depreciation book reserve and the calculated theoretical reserve
represents an “excess” or “surplus” reserve. Based on that faulty assumption they make
several highly charged accusations, that PEF has “collected more than is needed,”
customers have “over paid” or “paid a disproportionate share,” and that PEF’s rates are

“neither fair nor equitable,” resulting in claimed intergenerational inequities. (See, e.g.

[5590454.1
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Pous Test., p. 30, L. 15-16; Pollock, p. 43, L. 10-11). They then spend their time
explaining how their recommendations are supposed to work and repeatedly saying that
a reduction in depreciation expense of $300 million to $646 million does not harm the
Company or customers. Other than the mere citation to Commission orders they claim
support their recommendation (see Pous Test., pp. 32-33), and Mr. Lawton’s
unsuppotted statement that this recommendation is consistent with GAAP (see Lawton
Test., p. 14, L. 12-13), they offer no analysis whatsoever of the reasons for the variance
between the calculated theoretical reserve and book depreciation reserve, the

Commission orders they cite, or regulatory ratemaking and accounting principles.

Please explain the concept of a theoretical reserve.

The theoretical depreciation reserve is a calculated, hypothetical “reserve” that is

measured once every four years in the utility’s depreciation study under the
Commission rule. See Rule 25-6.0436(1)(k) and (6)(d), F.A.C. This mathematical
calculation compares the Company’s accumulated book reserve under prior and current
approved depreciation rates to the “prospective” theoretical reserve “based on proposed
rates.” (Id.). Because the book depreciation reserve represents prior and current rates,
and the theoretical reserve is based on proposed rates for the future when, of course,
rates are set, the only way to perform this mathematical calculation is to assume that the
“proposed” rates have always been in effect. Mr. Pous agrees, acknowledging that the
calculation of the theoretical reserve calculates the reserve at a point in time “if current

depreciation parameters (i.e., current life and salvage estimates) had been applied from

the outset.” (Pous Test., p. 30, L. 7-11) (emphasis supplied). This assumption, of

15590454.1
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course, is not true, but it is the only way to mathematically perform the comparison of a
prior peniod to the prospective period that the mathematical comparison of the book to

theoretical depreciation reserve requires.

Is there in fact a depreciation reserve “surplus?”

No, there is not. There is no actual cash surplus in an account for the Company’s
depreciation reserve. The depreciation reserve is an accounting function that reduces
rate base to reflect the cumulative wear and tear experienced by the investment that has
been dedicated to providing customer electrical service. The money received from
customers, which includes the recognition of the utilization of investments as used and
useful assets recovered through depreciation expense, is cash-flow available to be used
by the Company to replace and repair consumed Electric Plant in Service, build new
power plants, substations, and lines, pay employees, and pay all other expenses of
providing customers with quality électric service. These accumulated book reserves are
not funded liabilities that are supported by readily convertible to cash investments. A
material reduction to these reserves reflected in the cost of service charged customers as
proposed by intervenors will lower cash flow and increase PEF’s external financing

requirements.

Does the comparison of the book depreciation reserve to the theoretical
depreciation reserve create a depreciation reserve “surplus” or “deficiency”?
No, not in the way the intervenor witnesses use those terms. There is no actual

“theoretical” depreciation reserve account on the Company’s books. That’s why it is

10
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called the “theoretical” depreciation reserve; it does not really exist. There is only the
book depreciation reserve account on the Company’s books.

The theoretical reserve is not an exact measurement for determining the
condition of the actual accumulated depreciation reserves. As a result of this
mathematical comparison between the theoretical and actual accumulated depreciation
reserves there can be, as in this case, a variance between the calculated theoretical
reserve and the book depreciation reserve where the book depreciation reserve is larger
than the calculated theoretical reserve. This difference may be called an excess or a
surplus to indicate that there is in fact a difference by which the depreciation book
reserve exceeds the theoretical depreciation reserve. But this difference or variance
cannot be said to be an “excess” or “surplus” the way the intervenor witnesses use those
terms, namely, to mean that PEF has over-charged and customers have over-paid the
depreciation expense.

The assertion that the “excess” or “surplus” means PEF has over-collected and
customers have over-paid is non-sensical, relies on the false assumption that the
proposed rates have always been in effect, and further says that the Commission’s prior
approval and collection of these rates from customers for the past was wrong. This
assumption only serves to allow the theoretical-to-book depreciation comparison
calculation to be made. The “proposed” rates have not always been in effect, in fact,
they will be in effect only for a future period of time, commencing in 2010, if approved
by the Commission. Rather, the depreciation rates that have been in effect were

approved by the Commission — not once, but twice in the last seven vears. Indeed, Rule

11
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25-6.0436(2)(a). F.A.C. provides that no utility shall change any existing rate or charge
any new depreciation rate without Commission approval.

The intervenor witnesses’ recommendations that the alleged “excess” or
“surplus” (which does not exist) of the book depreciation reserve over the calculated
theoretical reserve should be paid back to customers is therefore improper. Their
recommendation requires the Commission to make prospective rate adjustments based
on the application of the “proposed,” future depreciation rates under the “prospective”
theoretical reserve to the past period represented by the “accumulated” book reserve.
See Rule 25-6.0436(6)(d), F.A.C. The Commission cannot adjust prospective rates
based on future depreciation rate estimates applied to a prior period of time. That is
improper retroactive ratemaking. It is also a direct attack on the propriety of the prior

and current Commission-approved depreciation rates.

Q. Were the Company’s prior and current depreciation rates approved by the

Commission?

A. Yes. Most recently, the Company’s depreciation rates were approved in Order No.

PSC-05-0945-S-EI in Docket No. 050078-EI. That Order approved a Stipulation and
Settlement between the Company and the intervenors, including OPC and FIPUG. At
paragraph 11a(3) of that Stipulation, PEF, OPC, and FIPUG agreed that PEF shall apply
the depreciation rates consistent with those set forth in the Depreciation Study that PEF
filed in Docket No. 0500078-EI as modified by Exhibit 2 to the Agreement. That
Depreciation Study was the 2005 Depreciation Study prepared for PEF by Mr.

Robinson and AUS Consultants. The Commission expressly found in Order No. PSC-

12
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05-0945-S-E1, page 6, that the Stipulation “establishes rates that are fair, just, and
reasonable, and that approval of the Stipulation is in the public interest.”

Prior to this Order, the Company also settled its prior base rate proceeding in
Docket No. 000824-E1. That settlement, which again included PEF, OPC, and FIPUG,
was approved by the Commission in Order No. PSC-02-0655-AS-EI dated May 14,
2002. The Commission approved the Company’s depreciation rates and again found
that the Stipulation established rates that are fair, just, and reasonable. Consistent with
Rule 25-6.0436(2)(a), the Company’s depreciation rates prior to the settlement of its
2001 base rate proceeding in Order No. PSC-02-0655-A8-EI were approved by the

Commission.

Q. If there is a variance between the calculated theoretical reserve and the

accumulated book reserve do you agree with Mr. Pous’ assertion at page 30 that it

nevertheless means that the utility has collected more than is needed?

A, No. Mr. Pous is careful to limit that assertion to “that point in time,” referencing the

very moment the calculation is performed. This is a meaningless statement when the
Commission is setting depreciation rates prospectively for a more extended time period.
If the calculation was performed at another specific point in time, the calculated
variance will be different. The Company’s assets for its generation, transmission, and
distribution system are constantly changing, with additions and retirements every day.
Furthermore, depreciation rates depend on estimates of asset service lives, salvage,
retirements, and cost of removal, among other factors. As new events occur, and as

more experience is acquired or as additional information is obtained regarding the

13
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Company’s assets and operations, depreciation estimates will change. That is why the
Commission requires the Company to update its depreciation study at least every four
years.

In addition to the fact that the Company’s assets are constantly changing, setting
depreciation rates is based on estimations and no estimates can be said to be entirely
accurate. Mr. Pous in fact recognizes that estimating depreciation rates is not an exact
science, acknowledging that “depreciation is a forecast or estimation process that is
never precisely accurate” and that “[a]ny process that involves estimates will result in
actual values that differ from predicted values.” (Pous Test., p. 26, L. 17; p. 35, L.. 18-
19). Despite his recognition of the inherent lack of certainty in estimating depreciation
rates, Mr. Pous wants to treat the current calculated theoretical reserve variance to the
depreciation book reserve as if it is absolutely 100 percent accurate, such that the full
amount of the reserve variance should be returned to customers over four years. This
inherent fallacy in his recommendation cannot be overcome. In fact, Mr. Pous never
tries to overcome it, instead he chooses to ignore it.

The Company’s prior and current depreciation rates, however, were based on the
best estimates at that time given the information available --- or they were agreed to by
all the parties -- including OPC and FIPUG -- in the prior rate case settlements.
Therefore, one cannot assume from the mere calculation of the theoretical reserve that
the Company’s current rates unreasonably required current customers to pay more (or
less) that their fair share of the Company’s plant assets as the intervenor witnesses do.
Instead, those prior and current depreciation rates represented the best or agreed-upon

depreciation estimates at that time, based on the system changes and information then

14
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available. Similarly, the Company’s new depreciation study accounts for changes in
prospective life and net salvage values to reflect the Company’s current experience with

its depreciation plant and the Company’s best estimate of what future depreciation rates

should be.

Q. Do you agree with the intervenor witnesses that the Company’s current variance

between the theoretical and book depreciation reserve is so significant that the
Comimission shouid take action to eliminate it by refunding the amount to

customers?

A. No. The principles underlying the existence of the calculated theoretical reserve

variance to the accumulated book reserve that I have explained above do not change
because of the amount of the variance. Further, an understanding of the calculated
theoretical reserve variance and the primary drivers behind it will put this reserve
variance in perspective. Mr. Pous, Mr. Pollock, and Mr. Lawton completely ignore and
fail to analyze the primary drivers behind the variance between the theoretical and book
depreciation reserve in the Company’s current depreciation study.

In evaluating the magnitude of the estimated theoretical reserve variance it
should be noted that it is approximately $646 million at 12/31/09 (Table 5f — Future Pro
Forma Page 2-79 of 2009 PEF Depreciation Study) compared to an estimated $714
million at 12/31/07 (Table 5 Page 2-157 of 2005 PEF Depreciation Study) or 14.3%
and 16.7% of the PEF accumulated book depreciation reserve, respectively. First, this
1s not a substantial percentage when you consider PEF*s capital expenditure program to

meet current and futare customer service needs has added almost $2.5 billion in

15
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depreciable assets to the Company’s system over the comparable time period.
Secondly, it appears that the averaging remaining life is working as the estimated
theoretical reserve variance declined $68 million based on the application of current
approved depreciation rates during this time period.

Additionally, over seventy (70) percent of the calculated theoretical reserve
variance to the book depreciation reserve arises in the Company’s production plant
accounts involving the Company’s power plants. See Exhibit No. _ (WG-1) to my
rebuital testimony. The significant drivers here are the extension of production plant
service lives. The Company increased the service lives for its Anclote oil-fired steam
plant and its Crystal River Units 1 and 2 coal-fired plants by several years and
significantly extended the service lives for its coal-fired steam plants at Crystal River
Units 4 and 5 by fourteen years since its last depreciation study. See Exhibit No

(WG 2). These extended service lives drive the calculated theoretical to book
variance up, because the theoretical reserve calculation assumes the proposed life
extension assumptions for these generation units were known and factored into the
depreciation rates the day these generation units became operational. That assumption,
of course, is not true, but again, it is a necessary assumption to perform the theoretical
reserve calculation. There is now a longer period of time to collect these production
account balances than before, so the proposed depreciation rates upon which the
theoretical reserve is calculated will, all else being equal, be lower than the current rates
upon which the book reserve is calculated, and that calculation is made over the entire

operational life of the production assets.

16
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It does not mean that the Company’s current depreciation rates for these same
production plant assets, based on the information available at the time the current rates
were set, were wrong ot unreasonable. The fact that over time, a facility that was
expected to be in operation for 40 years may now be able to continue operating for 50
years does not mean that customers have over paid. It just means some of the
depreciation estimates, namely the service lives for these production assets, have
changed based on additional Company investments in these assets, operating experience
with the assets and changing operational conditions. The result is a change in the
depreciation rates going forward to account for these changes in estimates. Customers
will benefit from the longer service lives for this asset because the impact of this change
in estimate lowers the depreciation rate and lowers the resulting depreciation expense.

Nowhere is this more clearly seen than with the Company’s nuclear unit, Crystal
River Unit 3 (“CR3”). The nuclear production accounts represent 25 percent of the
calculated theoretical to book depreciation reserve variance. See Exhibit No. __ (WG-
1) to my rebuttal testimony. In its 2005 Depreciation Study, the Company assumed for
the first time that it will obtain a license renewal extension from the Nuclear Regulatory
Commission (“NRC”) for CR3 extending the life of the unit from 40 years to 60 years.
The Company, however, does not yet have that NRC license extension for CR3 and
does not anticipate receiving it until 2011 at the earliest. The point is not, as Mr. Pous
asserts, that PEF is likely to obtain the license extension. (Pous Test., p. 37, L. 16-17).
PEF agrees it is likely that PEF will obtain the requested license extension for CR3.
The point is, PEF does not have the license extension and will not have it for a couple

more years, but the Company, nevertheless, gave customers the benefit of the lower

17
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depreciation rates that arise from extending the period to recover the depreciable
nuclear production account balances over 60 years rather than 40 years commencing
with tts 2005 Depreciation Study. The Company’s decision to extend the service life of
CR3 before PEF obtained the NRC license extension has resulted in lower rates to
customers than would otherwise been the case.

Finally, the Company has provided customers with an extended period of stable
base rates. Base rates were lowered as a result of the Company’s settlement of its 2002
base rate proceeding and maintained thereafter with the exception of limited increases
to account for two new generation units added to the Company’s system. The
Company’s depreciation rates were an integral part of the settlements that maintained
base rates for almost a decade. OPC and FIPUG both agreed to the settlements of the
Company’s last two base rate proceedings that included the settiement of all Company
rates, including depreciation rates. The Commission should not allow them to challenge
the rates achieved under those settlements with their proposals now to return to

customers depreciation expenses properly paid by customers under those settlements.

What is the appropriate regulatory treatment of the calculated variance between
the theoretical and the book depreciation reserves in the Company’s current
depreciation study?

The appropriate and reasonable regulatory treatment is to adjust the Company’s
depreciation rates prospectively over the remaining service lives of the depreciable
plant, just as the Company proposes in its Depreciation Study. In fact, the average

remaining life depreciation method automatically accounts for reserve imbalances under
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the calculated theoretical reserve comparison to the book depreciation reserve through
the re-setting of rates over the remaining life of the plant assets. This approach is in the
best long-term interests of customers because it provides a gradual, levelized, and
systematic approach to factoring into depreciation the changes in estimates in the
Company’s Depreciation Study consistent with industry standard depreciation
methodology and utility practice.

While Mr. Pous criticizes the Company for applying the average remaining life

method to correct any reserve imbalance as “business as usual” (Pous Test., p. 34, L. 9-

12), he himself agrees on the very next page that “{w]hen reserve imbalances occur,
they are normally treated through the remaining life process.” (Pous Test., p. 35, L. 23-
24) (emphasis supplied). Indeed, in the Company’s 2005 base rate proceeding, Mr.
Pous agreed that prospective treatment of imbalances created as a result of changes in
depreciation estimates under the remaining life technique was appropriate. He proposed
to “return” the full reserve imbalance calculated by the Company in its 2005
Depreciation Study to customers using the remaining life process, (he proposed
amortizing his additional calculation of the reserve imbalance by his own changes in
depreciation parameters for the Company over a four year period). (Pous Test., Docket
No. 050078-EI, Pous Test.‘, p. 33, L. 22-25). Likewise, Mr. Pollock agrees that the
remaining life method allows for the un-depreciated portion of plant in service to be
recovered over the average remaining life of the assets. (Pollock Test., p. 41, L. 20-22).
In fact, he apparently proposes to use the remaining life method to resolve the reserve
imbalance for over one-half of the calculated reserve imbalance with his proposal to

return to customers $100 million over three years. (Pollock Test., p. 49, L. 1-10). The
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intervenor witnesses themselves demonstrate the propriety and reasonableness of the

Company’s depreciation study in this regard.

Q: Do Mr. Pous, Mr. Lawton, and Mr. Pollock explain the full impact of their

recommendations on the Company and its customers?

A. No, they do not. The intervenor witnesses focus solely on the short-term reduction in
depreciation expense that occurs as a result of their recommendations. They do not
explain what changes necessarily follow from their recommendations and what the
impact of those changes are on customers and the Company.

First, they overlook the current benefit reflected in the Company’s proposed
revenue requirements related to the calculated theoretical reserve “surplus.” As a result
of the higher book depreciation reserve currently on PEF’s books, this serves to lower
rate base eligible for a return. Customers are currently receiving the benefit of the
lower rate base. As illustrated in my Exhibit No. _ (WG-6), Page 1 of 3, the impact of
the $646 million theoretical reserve “surplus™ as a reduction to rate base results in a
direct benefit to customers in the current proposed depreciation rates as this “surplus” is
part of the rates derived from the application of the average remaining life depreciation
method, and it lowers 2010 revenue requirements by $127 million.

Second, customers may pay lower rates now under the intervenors’
recommendation but they will pay significantly higher rates immediately thereafier.
Intervenor witnesses Pous and Pollack completely ignore the large increase to revenue
requirements of up to $258.6 million and $145.1 million, respectively, after the three to

four year amortization as a result of their recommendations. As illustrated in Exhibit
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No. _ (WG-6), page 2 of 3, Witness Pous’ recommendation would result in a $161.5
million reduction in 2010, but would increase revenue requirements by as much as
$258.6 million in 2014 after the four year amortization period was completed. As
illustrated in Exhibit No.  {WG-6), Page 3of 3, witness Pollack’s recommendation
would result in a $100 miilion reduction in 2010, but would increase revenue
requirements by as much as § 145.1 million in 2013 after the three year amortization

was completed.

Would the intervenors’ proposals have any other financial impacts?

Yes their proposals would adversely impact the cost of capital as outlined in detail in
the rebuttal testimony of Michael J Vilbert. In summary, the proposed reduction in
depreciation expense levels will increase the Company’s need to raise capital to fund
this rate reduction, as much as $646 million over the five year period ending in 2013,
Therefore, as this reduced cash flow weakens the Company’s credit ratios the cost of
debt may increase. The cost of equity will increase because of the uncertainty and risk
introduced to investors as this retroactive ratemaking approach introduces risk that the
Commission’s previous decisions could be reversed in the future. These considerations

and real impacts are not reflected in intervenors’ proposals.

Q: Did Mr. Pous and Mr. Pollack’s proposed depreciation rates reflect fully their

proposed reduction in book accumulated depreciation reserves?
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No, Witnesses Pous and Pollack do not recalculate their proposed depreciation rates for
the average remaining life methodology using their proposed theoretical reserve as a

book reserve. This would in fact serve to increase depreciation rates.

Do you agree with the intervenor witness assertions that applying the average
remaining life method to address the theoretical and book depreciation reserve
imbalance results in intergenerational inequity?

Absolutely not. In fact, the intervenor witnesses’ recommendations will result in
intergencrational inequity. Under their recommendations, current customers will
reccive back depreciation expense reductions paid by prior customers under previously
approved depreciation rates. The only way to justify this windfall to current customers
is for them to directly challenge the propriety of this Commission’s prior orders setting
rates, including depreciation rates, by claiming that PEF has over-collected and

customers have over-paid depreciation expense. This is simply not true.

Evaluation of Prior FPSC Orders

Q.

The intervenors claim their recommendations with respect to the theoretical
reserve variance are consistent with prior Commission Orders. Is that correct?
No, it is not. While they cite Commission orders they claim support their
recommendations they never explain what these orders actually say. There is a reason
for this omission in their testimony, the Commission orders do not support what they
recommend. I have included copies of these orders and the ones I add as a composite

exhibit to my rebuttal testimony, Exhibit No. _ (W(G-2).
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Mr. Pous first cites Order No. 19901, issued August 30, 1988, in Docket No.
880053-El regarding Gulf Power Company’s (“Gulf”) depreciation study. This Order
supports the Company’s position, not Mr. Pous’ recommendation. The context in
which Order No. 19901 was issued begins almost four years earlier with the issuance of
Commission Order No. 13681 on September 17, 1984, which addressed Gulf’s request
for approval of new depreciation rates. Prior to this request, Gulf's depreciation rates
had been based on the "whole life" methodology but, pursuant to Rule 25-6.0436(7),
Gulf’s then-current depreciation study was required to be based on the average
remaining life methodology. This one-time transition from whole life to remaining life
depreciation produced a reserve deficiency. In addressing the variance created by the
change in depreciation methodology, the Commission articulated a policy adopting the
remaining life methodology to address reserve variances in its 1984 Gulf Order. The
following quotation from Order No. 13681 expresses this Commission policy:

“While it is possible to make the reserve correction of these accountsthrough the

new depreciation rates allowed for embedded plant, we have

chosen to amortize this reserve deficit over the composite remaining life

of the associated investment. ... We are ordering a 19-year amortization

schedule for use in recovering the reserve deficit associated with the

Transmission, Distribution and General Plant accounts.”
(Emphasis added).

Mr. Pous ignores this statement of general Commission policy regarding the
treatment of overall reserve variances and the fact that Gulf’s reserve variance was
created by a one-time change in depreciation methodology. Mr. Pous instead refers to
an issue in Gulf’s next depreciation study regarding a surplus in one particular reserve
account related to the Job Development Investment Tax Credit (JDIC). In Order No.

19901, cited by Mr. Pous, the Commission simply authorized a reserve account transfer
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which allowed the account surplus created by the implementation of the JDIC to be
used as a contribution toward the 19-year remaining life amortization of the overall
reserve deficiency that the Commission established in Order No. 13681 from Gulf’s
prior depreciation proceeding.

As this Order indicates, the Commission has authorized the limited use of intra-
reserve account transfers to address specific equipment or facility reserve issues under
its rule authorizing the investigation of depreciation rates for the *“possibility” of
corrective reserve account transfers. Rule 25-6.0436(7)(b), F.A.C. Mr. Lawton
acknowledges this limited policy, noting the Commission policy allowing reserve
transfers within the same function, but not across functions. (Lawton Test., p. 14, L. 2-
4). Lawton cites Commission Order No. PSC-94-1199-FOF-EIL, where the Commission
approved certain recommended reserve transfers to correct variances brought about by
the unitization of certain production plants and previously unanticipated dismantlement
costs of certain units. This is certainly not what Mr. Pous, Mr. Lawton, and Mr. Pollock
are recommending the Commission do by forcing the utility to pay customers back

depreciation expenses paid by other, prior customers under Commission-approved rates.

Did this policy change by the time of the 2001 Commission Order cited by Mr.
Pous?

No. Mr. Pous does cite Order PSC-01-2270-PAA-E], issued November 19, 2001,
regarding the depreciation study for the Marianna Division of Florida Public Utilities
Company. Far from supporting the severe departure from remaining life depreciation

principles that witnesses Pous, Lawton, and Pollock recommend, however, this case

24

15590454.1




10

11

12

13

14

15

16

17

18

19

20

21

22

deals with corrective action taken by the Commission to remedy a negative reserve
balance created when specific plant investments, which in fact had not been made, were
removed from a reserve account. Again, the Commission simply authorized a reserve
transfer which applied a surplus from another reserve account to offset the deficiency in
the corrected plant account. Importantly, the surplus was not flowed back to ratepayers
through a shortened, arbitrary amortization, as the intervenor witnesses propose, but
instead was used to maintain the utility’s depreciation rates based on remaining life
principles.

Order No. 19438, issued June 6, 1988, regarding a change in Tampa Electric
Company’s depreciation rates, cited by Mr. Pous is also not a supportive “example.” In
this order, as in the 1988 Gulf depreciation order discussed above, the Commission was
addressing a prior order in which it had found that the most efficient mechanism for
addressing the unique depreciation impact on customers from implementation of the
JDIC was through a depreciation reserve adjustment. As before, the adjustment is
tailored to address a specific situation created by a federal tax initiative. Other
specialized amortization schedules approved by the Commission in this order were
designed to address unrecovered investment in specific assets that were being taken out
of service earlier than would normally be the case if not for a change in technology,

federal and state regulations, or other equipment-specific issues.

What about Mr. Pous’ reliance on the Commission’s Order in the General

Telephone Company proceeding, does that support his recommendation?
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A. Not at all. In fact, Mr. Pous’ reliance on Order No. 14929, issued September 11, 1985,

establishing new depreciation rates for General Telephone is particularly difficult to
understand. One might have expected depreciation experts such as the intervenor
witnesses to appreciate the unique circumstances of the telephone and communication
industry as a whole regarding the difficulty in estimating the useful lives of depreciablé
assets because of premature obsolescence resulting from, as the Commission put it,
“substantial developments in the area of technology and competition.” It is virtually
common knowledge that the telephone industry has and continues to be plagued with
technical obsolescence that drives significant retirements much earlier than would have
been initially expected, a problem that is exacerbated by the anticipation of wide-spread
competition. As the Commission stated in the cited order, “we believe it is our duty and
in the best interest of the Company and ratepayers to move forward with re-prescription
of the Company’s intrastate depreciation rates.” The circumstances and facts in this
case, and the regulatory response required, have no relevance to PEF’s current
depreciation study.

Indeed, in a later Commission decision, Order No. 16269 dated June 20, 1986
involving West Florida Natural Gas Corporation’s application for new depreciation
rates, the Commission noted that the effect of prior rates and allocations resulted in
surpluses in some accounts and deficits in others but “[b]ecause these imbalances have

not been brought about by technological changes, such as those seen in the telephone

industry, we believe that the appropriate treatment is to apply the standard remaining

life rate to write-off each account’s imbalance over the remaining life.” (emphasis

supplied). The Commission reiterated its policy of applying the average remaining life
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method to “write-off” or resolve *“each account’s imbalance™ in the absence of
technological changes that required more rapid amortization, That is exactly the
situation with respect to PEF’s current depreciation study and exactly what PEF

proposes, to “write-oft” each “account’s imbalance” through the remaining life method.

Q. Did the Commission do what Mr. Pous recommends in any of the other
Commission Orders he cites?

A. No. Mr. Pous also cites to Order No. 22115, issued October 31, 1989, regarding the
establishment of new depreciation rates for City Gas Company. The intervenor
witnesses have again ignored the context in which this order was issued. Instead, they
have focused on the implementation specifics of a Commission policy without regard to
the policy itself. In this case, the policy that gave rise to the recovery schedule
discussed in Order No. 22115 was addressed in Order No. 13538 issued in the
predecessor proceeding. In that order, the Commission stated: *“We are ordering two

amortization schedules for use in recovering the reserve deficit. That portion of the

deficit that is attributable to changes in prospective life and salvage values is to be

amortized over the composite remaining life of the embedded plant, which is estimated

to be 24 years. That portion of the deficit that is atiributable to past incorrect estimates
of life and salvage factors and historic technological change and growth should be
recovered over a shorter period. Therefore, we are ordering a 5-year amortization period
for this portion of the deficit.” (emphasis supplied). The Commission took the same
action in Order No. 13918, another telephone utility depreciation order cited by Mr.

Pous. (Pous Test., p. 33, L. 3). The policy described by the Commission in which
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reserve variances attributable to changes in prospective life and salvage values are
amortized over the assets’ remaining life is instructive, since this is precisely the kind of
changes that brought about the reserve variance in the Company’s current depreciation
study. The Company’s study is consistent with Commission policy.

This statement of the Commission’s policy is similar to what we understand to
be the Federal Energy Regulatory Commission’s (“FERC’s”) policy. In 2008, the
FERC rejected a utility request to decrease accumulated depreciation below amounts
previously accrued because the over accrual was not shown to result from an accounting
error but rather was the result of a change in estimates in setting depreciation rates. As
a result, in such cases the FERC determined that the over or under accrued provisions
for depreciation should be corrected prospectively by an upward or downward
adjustment in the depreciation rate. Startrans 10, LLC, Docket Nos. EC08-33-000,
EC08-33-001, March 31, 2008, included in Exhibit No.  (WG-3) to my rebuttal
testimony.

Indeed, as far back as the 1970’s, the FERC has stated that, because of the
estimates inherent in depreciation accounting, “it is the Commission’s policy that over
or under provisions for depreciation are corrected prospectively by an upward or
downward adjustment in the depreciation rate,” rather than by transfers to or from the
accumulated provision for depreciation. See Michigan Wisconsin Pipe Line Company,
Docket No. RP83-27-002, 1983 FERC LEXIS 1967, April 8, 1983, quoting Equitable
Gas Company, 56 FPC 1655 at 1657 (1976). (Id.). The FERC reaffinmed this policy in
1992, holding that a utility’s depreciation study was not a basis to adjust the recorded

balance in the utility’s depreciation reserve. The FERC noted that accumulated
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depreciation was dependent on a number of assumptions and that, as new events occur
and more experience is acquired or additional information obtained, depreciation
estimates will change. The FERC then stated that it “does not use depreciation studies
to adjust past depreciation charges that were properly recorded in prior periods based on
the depreciation practices and information at the time they were recorded. Changes in
depreciation estimates resulting from new information or subsequent developments or
from better insight or improved judgment should be accounted for in the period of
change and future periods, but not through retroactive restatement of prior period’s
depreciation amounts.” Carnegie Natural Gas Company, Docket No. FA89-16-000,
August 7, 1992. (Id.). The FERC policy, consistent with the Commission policy, is to
apply the average remaining life methodology of adjusting prospective depreciation
rates to address any reserve variances. PEF’s 2009 Depreciation Study is consistent

with this policy.

What about his other “example” cited on page 32 of Mr. Pous’ direct testimony,
does it support his recommendation?

No. Order No. PSC-97-0499-FOF-E1, issued April 29, 1997, regarding Florida Power
& Light’s (“FPL’s”) proposal for plant life extensions is a unique situation unlike PEF’s
current situation. Like many of the other orders quoted in Mr. Pous’ testimony, this
order addresses a specific deficiency associated with a specific facility under FPL’s
particular and unique circumstances at the time. These unique circumstances are
explained by Mr. Terry Deason, who was a Commissioner at the time of this decision,

in FPL’s current base rate proceeding. They are also reflected in the Commission’s
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statement in the Order that the accounting adjustments “will facilitate the establishment
of a level “accounting” playing field between FPL and possible non-regulated
competitors.” [t should be clear at this point that it is not unusual for the Commission to
establish accelerated amortization schedules to address equipment or facility-specific
reserve issues. It is another thing entirely to suggest that amortization be accelerated
well ahead of the composite remaining lives of all depreciable equipment and facilities

to address the non-specific, overall net variance from every reserve account.

Q. But Mr. Pous claims the Commission has stated a policy of addressing reserve
differences or intergenerational inequities as fast as possible at pages 32 and 33 of
his direct testimony. is he correct?

A. No. Mr. Pous has taken a statement from the Commission’s order out of context. With
respect to Order No. PSC-93-1839-FOF-El, issued December 27, 1993, regarding the
depreciation study for the Marianna Division of Florida Public Utilities Company, he
quotes from the order as follows: “According to our Staff such deficiencies should be
recovered as fast as possible, unless such recovery prevents the Company from earning
a fair and reasonable return on its investment.” This statement, of course, reflects the
opinion of the Commission staff at that time, not the Commission itself. Suffice it to
say that the Commission did not order a change in the rates of customers as a means to
accelerate the write-down of this reserve variance, as the intervenor witnesses have
proposed in the present case. Instead, the Commission employed the practice of reserve
transfers to address the matter in that case, as it has done in many of the cases cited by

the intervenor witnesses.
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Also, in Order No. 13427, issued June 15, 1984, which Mr. Pous also cites, the
Commission was investigating the appropriate accounting and ratemaking treatment of
nuclear power generators. This order has no relevance to a discussion regarding the
treatment of depreciation reserve variances. In the order, the Commission states:
“Further, our principle purpose in the case was not to correct deficiencies in revenue
recovery, but to correct an accounting and ratemaking problem. We determined that the
current method of recovery of decommissioning costs was deficient from both an
accounting standpoint and a ratemaking standpoint.” The issue of reserve variances in
PEF’s Depreciation Study 1s neither an accounting nor a ratemaking problem, since the
Commission satisfactorily dealt with the accounting and ratemaking aspects of this
issue in many proceedings over the years based upon the best available information at
the time and by applying sound remaining life depreciation principles.

Moreover, the statement quoted by Mr. Pous concerns the then-pending question
of whether the Commission should establish a funded or unfunded nuclear
decommissioning reserve. This is not an issue pending before the Commission in this
proceeding.

[t is quite clear after actually analyzing the Commission Orders that the
intervenor witnesses cite that they do not support their recommendations and, in fact,
support the Company’s position. The long-standing policy of the Commission is not to
resolve reserve variances that arise from the calculated theoretical reserve comparison
to the book depreciation reserve by re-stating reserves and adjusting past depreciation
charges that were properly recorded in prior periods by refunding customers

depreciation expenses, as the intervenor witnesses recommend. Rather, the long-
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standing Commission (and FERC) policy is to correct any such reserve variances
prospectively by a downward (or upward} adjustment in depreciation rates through the

remaining life methodology, just as PEF proposes in its Depreciation Study.

Generally Accepted Accounting Principles (GAAP)

Q.

Mr. Lawton claims that Mr. Pous’ recommendation is consistent with GAAP. Is
he correct?

No, he is not. He provides no support whatsoever for this assertion. In fact, Statement
of Financial Accounting Standards No. 154, “Accounting Changes and Error
Corrections” (FAS154) provides in relevant part that a “change in accounting estimate
shall be accounted for in {a) the period of change if the change affects that period only
or (b) the period of change and future periods if the change affects both. A change in
accounting estimate shall not be accounted for by restating or retrospectively adjusting
amounts reported in financial statements of prior periods or by reporting pro forma
amounts for prior periods.” (FAS154-paragraph 9). A change in accounting estimate is
defined to include “a change that has the effect of ... altering the subsequent accounting
for existing or future assets or liabilities” and further “result[s] from new information.”
Examples included “service lives and salvage values of depreciable assets.” (FAS154-
2d). Under GAAP, if there is a change in a depreciation-related accounting estimate,
the impact is reflected in the current and future pertods as a prospective change and not
through restatement or retrospectively adjusting amounts previously reported. Thus,
Mr. Lawton is wrong. Mr. Pous (and Mr. Pollock’s) recommendation is not consistent

with GAAP, it is inconsistent with GAAP. It is my opinion that the amortization of
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accumulated book reserves to reflect a retroactive adjustment to depreciation expense
violates GAAP. The theoretical reserve calculation essentially apphes depreciation rates
and assumptions retrospectively, but the disposition of reserve variances created by that
calculation should be handled as a change in estimate that is recognized prospectively,
in compliance with FAS 154. The current, Commission-approved methodology of

average remaining life depreciation accomplishes this objective.

OTHER ACCOUNTING ISSUES.

Q.

Mr. Pous claims that the Company has inappropriately accounted for
Contributions In Aid of Construction (CIAC) in violation of NARUC
Interpretation No. 67 at pages 105-106 and 116 of his testimony. Is he correct?
No, Mr. Pous is incorrect. He is asserting this position without specific exceptions
noted in his testimony in order to account for CIAC as recoverable savage. The
Company receives reimbursements from third parties for new capital construction or for
capital replacement projects. These are to be accounted for in accordance with the
Uniform System of Accounts in the Code of Federal Regulations (CFR) 18 Part 101,

Electric Plant Instructions (excerpt below -: emphasis added):

2. Electric Plant to Be Recorded at Cost. D. The electric plant accounts
shall not include the cost or other value of electric plant contributed to
the company. Gontributions in the form of money or its equivalent
toward the construction of electric plant shall be credited to
accounts charged with the cost of such construction. Plant
constructed from contributions of cash or its equivalent shail be shown
as a reduction to gress plant constructed when assembling cost data
in work orders for pesting to plant ledgers of accounts. The
accurnulated gross costs of plant accumulated in the work order shall
be recorded as a debit in the plant ledger of accounts along with the
related amount of contributions concurrently be recorded as a credit.
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Thus, reimbursements from third parties for the construction of assets shall be
charged as a credit to Electric Plant in Service, account 101. PEF complies and
properly accounts for these items as prescribed by the Uniform System of
Accounts. Additionally, these items charged as contributions in aid of
construction do meet the criteria noted by Mr. Pous from the NARUC guidance
he sites. PEF enters into contractual arrangements with third parties for amounts

charged as CIAC.

Q: Does the Company also receive third party reimbuarsements for the

retirement of plant?

A: Yes, the Company receives reimbursement for the sale of scrap or satvage of

utility assets. These are to be accounted for in accordance with the Uniform
System of Accounts in the Code of Federal Regulations (CFR) 18 Part 101,
Electric Plant Instructions (excerpt below — emphasis added):

2) When a retirement unit is retired from electric plant, with
or without replacement, the book cost thereof shall be
credited to the electric plant account in which it is
included, determined in the manner set forth in paragraph
D, below. If the retirement unit is of a depreciable class,
the book cost of the unit retired and credited to electric
plant shall be charged to the accumulated provision for
depreciation applicable to such property. The cost of
removal and the salvage shall be charged or credited,
as appropriate, to such depreciation account.

These are properly accounted for as a gross salvage which is an offset to

the costs of removing the retired asset and included in the Company’s
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accounting records as gross salvage, a credit to the accumulated

depreciation reserve.

Q: Does the Company have any concern that its accounting records are

incorrect as Mr. Pous suggests?

A: No, PEF has properly accounted for both its contribution of aid for

construction and salvage charges.

Q: Does Mr. Pous site any specific examples of incorrect accounting to support

his assertion?

Al No, Mr. Pous does not cite any specific examples that the Company has

not applied proper accounting procedures.

Q. Mr. Pous claims that the Company’s continuing property records differ from
the actual work order reported values based on one example he provides at
page 115 of his testimony. Is Mr. Pous right?

A. No, he is not. In fact, the Company’s continuing property records demonstrate on
their face that he is wrong and he either doesn’t understand how retirements, cost
of removal and gross salvage are recorded or he is intentionally misrepresenting
the records. Mr. Pous claims he reviewed five work orders relevant to Account

356 — Transmission Overhead Conductors and Devices in 2005 that reflect a total
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level of gross salvage of approximately $250,000. He claims that the Company’s
reported value in its continuing property records for Account 356 is zero for 2005
and, therefore, concludes that all of the Company’s CPR are suspect. (Pous Test.,
p. 115). He is correct that the entry for gross salvage for 2005 in Account 356 is
zero, but the entry for gross salvage for 2006 in that account 1s $249,263.32, or
approximately $250,000. (See Exhibit EMR-2, page 8-87). These work orders
commenced in 2005 and the property removed was retired that year but the work
was not completed and the project was not closed out until 2006 when the gross
salvage of approximately $250,000 was properly recorded. This process was
explained in detail in answer to OPC Interrogatory No. 56, which is attached as

Exhibit No.  (WG-5) to my rebuttal testimony.

Q. Have the Company’s Continuing Property Records and work orders been

maintained consistent with regulatory and industry standards?

A. Yes, the Company’s Continuing Property Records (CPR) and work orders (WO)

have been maintained consistent with regulatory and industry standards. These
standards consist of practices and procedures established based upon Generally
Accepted Accounting Principles (GAAP), the FERC Code of Federal Regulations
(CFR), and Florida Public Service Commission guidance as appropriate.

This guidance is summarized in the Company’s capitalization policy
which is intended to provide the basis for determining what costs represent capital
assets in the accounting records. All assets recorded as Electric Plant in Service

are recorded at original cost which consists of all expenditures that are necessary
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to bring the asset to working condition for its intended use. The components of
construction costs as outlined in the policy are based upon information obtained
from FERC Electric Plant Instructions No. 3, Item A.

From a process perspective, asset costs are accounted for in work orders
(also referred to as projects) as established in the Oracle Project Accounting
system and transferred to the PowerPlant system which is the Company’s Fixed
Asset Sub ledger. (The Power Plant System is an industry standard used by over
75% of the investor owned utilities in North America.) PowerPlant tracks status
(i.e. Active, In-service, Posted to CPR) changes for all capital projects and
maintains all asset records. The system records asset values, calculates
depreciation, and retires assets from the books. The underlying principles for the
property unit catalog and the general regulations governing the PowerPlant
System are referenced from the Electric Plant Instructions of the FERC Uniform
System of Accounts. Certain interpretations and clarifications are driven by

actions of the Florida Public Service Commission.

CONCLUSION
Please summarize your conclusions.
In summary the application of the remaining life approach to setting depreciation
rates as proposed by the Company reflects the Commission’s long standing
preferred practice in setting depreciation rates. The existence of a theoretical
reserve and the calculated reserve “surplus™ or “deficit” is nothing more than a

measured impact from retroactive application of current facts and circumstances.
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The method adopted by prior Commission precedent and supported by the
Company reduces customer rates both now and the long term, thus eliminating the
significant rate volatility introduced by the intervenors’ approach. It results in
clear immediate and significant reduction in rate base and depreciation expense
that treats customers fairly. Alternatively, to adjust actual book accumulated
depreciation reserves to the theoretical reserves as proposed by intervenors, is
retroactive ratemaking and an inappropriate application of the remaining life
approach in setting depreciatioﬁ rates and these proposed depreciation reductions

should be rejected.

Does this conclude your testimony?

A. Yes, it does.
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PROGRESS ENERGY FLORDIA, INC.
Explanation Chart of Theoretical to Book Depreciation Reserve Variance
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Explanation chart of theoretical to
book depreciation reserve variance
Exhibit No. WG-1

Pagelofl

{IN MILLIONS)
Resr. Variance
Theoretical Depr Book Depr Book Over

Reserve % of Reserve % of (Under) % of
12/31/09 Total 12/31/09 Total Theoretical  Total

S 1,054 28% S 1,236 28% S 182 28%
337 9% 498 11% 161 25%

497 13% 626 14% 129 20%

5 1,888 51% 5 2,360 54% S 472 73%

449 12% 507 12% 58 9%

1,373 37% 1,491 34% 118 18%
) 3,710 100% S 4,358 100% S 648 100%
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PROGRESS ENERGY FLORDIA, INC.
Comparison of Plant Terminal Dates (Prior Study versus Current Study)

Line
No.

1 | Prior Study ] [ Current Study _|

Increase
{Decrease) in
Terminat Dates per  Average Service Terminal Dates per  Average Service Average Service

2 In-Service ‘fear Pricr Study {1} Life Current Study Life Life

3 Steam and Nuclear

4 Anclote 1974 2019 45 2022 48 3

S Bartow Steam 1958 2016 58 2000 51 {7}

6 CR1&2 1966 2018 52 2020 54 2

7 CRA&S 1982 2021 39 2035 53 14

8 Suwanee Steam 1953 2016 63 2013 &0 {3}

9 CR3-Nuclear 1977 2036 59 2036 59 0

10

11 Peahkers & CC

12 Avon Pack Peaking 1968 2016 48 2016 48 0

13 Bartow Peakers 1972 2016 44 2027 55 11

14 Bartow CC 3009 n/a nfa 2039 30 n/a
15 Baybaro 1973 2017 44 2029 56 12

16 Debary 1975 2020 45 2020 45 0

17 Debary New 1992 2023 31 2023 31 0

18 Higgins 1969 2016 47 2016 47 0

19 Hines PB1 1999 2030 31 2028 29 (2}
20 Hines PB2 2003 2033 30 2033 30 0

21 Hines PB3 2005 n/a nfa 2035 30 nfa
22 Hines PB4 2007 nfa n/a 2037 30 n/a
23 Intercession City P11 1997 2022 25 2022 25 0

24 Intercession City P1-P6 1974 2019 45 2020 46 1

25 Intercession City P12-P14 2000 2027 27 2036 36 9

26 Intercession City P7-P10 1993 2024 31 2031 38 7

27 Rio Pinar 1970 2016 46 2015 46 0

28 Suwanee Peaking 1980 2018 38 2024 44 6

29 Tiger Bay 1995 2025 30 2038 43 13

30 Turner 1&2 1970 2017 a7 2016 46 (1}
31 Turner 384 1974 2020 46 2023 49 3

32 University of Florida 1993 2016 23 2033 40 17

(1} Docket 050078
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In re: Application of Gulf Power Company for New Deprecia-
cion Rates

DOCKET NO. 880053-EI; ORDER NC. 15901
Florida Public Service Commission
1988 Fla. PUC LEXIS 1311
B8-8 FPSC 359

Auagust 30, 1988
PANEL:

The following Commissioners participated in the disposition of this matter:
KATIE NICHOLS, Chairman; THOMAS M. BEARD; GERALD L. GUNTER: JOHN T. HERNDON; MI-
CHBAEL McK. WILSON

OPINION: NOTICE OF PROPOSED AGENCY ACTION
ORDER PRESCRIBING DEPRECIATICON RATES

BY THE COMMISSTION:

NOTICE is hereby given by the Florida Public Service Commission that the ac-
tion discussed herein is preliminary in nature and will become final unless a
person whose interests are adversely affected files a petition for a formal pro-
ceeding, pursuant to Rule 25-22.029, Florida Administrative Code.

Rule 25-6.046{7), Florida Administrative Code, adopted November, 1982, re-
quires electric utilities subject to this Commission's jurisdiction to file a
comprehensive depreciation study at least cnce every four (4) years. In compli-
ance with that rule, Gulf Power Company (Gulf or utility} filed a depreciation
study on January 7, 1988. Gulf's last represcription of depreciation rates was
implemented January 1, 1984. Rates prescribed at that time were based on a re-
maining life methodology. As part of its filing in this docket, Gulf requested
implementation, on a preliminary basis, of its proposed depreciation rates. By
Order No. 19152 Gulf was authorized on an interim basis to implement rates based
on the lives and salvages it proposed but as medified by our Staff to reflect
actual investments and reserves as of January 1, 1988. Order No. 19152 also
provide that the interim rates would be adjusted, if necessary. upon completion
of further review of the study.

The Commission Staff has reviewed Gulf's study and has recommended certain
modifications to depreciation rate components. Having reviewed the utility's
study and having considered the modifications proposed by sStaff, we find that
Gulf's rates should be represcribed consistent with the Staff's recommendation.
The specific rates and components being approved by this Order are set forth on
Attachment 1. Major adjustments to individual accounts are discussed below.

CORRECTIVE RESERVE TRANSFERS

Gulf, like other utilities, has in the past had its depreciation rates for
production assigned by accounts. Production depreciation rates are now being
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assigned by plant site, which causes the rates to vary depending upon the type
and age of the equipment and structures at each site. We foresee the next step
to be rates assigned by units, since at a particular plant site the newest and
oldest wnits can have different characteristics and expected retirement dates.

In the transformation from account rates Lo plant-site rates, there is the
prospect of seeing some reserve surpluses at the newer plants and deficits at
the older plants. To rectify this situation, our Staff has developed corrective
reserve transfers. We find the following corrective reserve transfers to be ap-
propriate and approve them:

Approved
Jan. 1, 1988 Theoretical Reserve Restated

Production Book Reserve Reserve Transfer Reserve
Daniel Plant $ 56,103,009 s 52,142,867 [3,960,142} § 52,142,867
Crist Plant 106,581,673 113,728,035 5,424,009 112,005,682
Scholz Plant 15,992,615 16,899,228 906,613 16,899,228
Smith Plant 38,236,751 37,244,635 {966,613) 37,330,138
Scherer Plant 5,520,011 4,056,144 {1,463,867) 4,056,144
Production

Totals §222,434,059 $224,070,909 $0 $222,434,059

INTEREST SYNCHRONIZTION OF JOB DEVELOPMENT INVESTMENT TAX CREDITS (JDIC) AD-
JUSTMENTS

In Order No. 16257, issued June 19, 1586, we decided that depreciation re-
serve adjustments should be used to offset revenue reguirements associated with
the interest synchronization of JDIC. 1In the utility’s 1984 depreciation study
a net reserve deficit of $7,589,000 was calculated relating to the Transmission,
Distribution and General Plant accounts. At that time a nineteen-vear amortiza-
tion schedule was ordered to recover that deficit. That schedule shall be accel-
erated using the reserve adjustments shown below relating to the interest syn-
chronization of JDIE.

As shown in the schedule below, the accumulated interest synchronization
amount as of Janvary 1, 1%8B, is to be applied to the remainder of the reserve
deficit calculated in the 1984 represcription. For the year 1588, the on-going
interest synchronization adjustment, in addition te the currently approved amor-
tization expenses shall be applied to the write-off of the deficit. Beginning
January 1, 1989, the monthly interest synchronization adjustment shall again be
booked to a non-account-specific reserve entry, until base raltes are changed.

At the next represcription of depreciation rates, these accumulated amounts from
January 1, 1989% forward shall be allocated to specific accounts as needed.

Reserve Deficit, 1-1-88 % (5,991,316)

Interest Synchronization Adjust. Accumulated, 1-1-88 5,033,755
{total company)

Adjusted Reserve Deficit 5 {957,561}

Current annual expenses to write off deficit $ 399,421

Current annual interest synchronization 505,413

(total company)

Total to be applied in 1988
to Heserve beficit $ 504,834

Reserve Deficit, 1-1-89 S {52,727
Current monthly expense to write off deficit 33,285
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Reserve Deficit, 2-1-89 [19,442)
To be written off in February, 198% $ 19,442

DEPRECIATION RATES AND COMPONENTS - ATTACHMENT 1

The depreciation components for production plant are based on current plan-
ning estimates of retirement dates and interim retirement patterns for each
plant site. This represents Gulf's first step towards stratification in its de-
velopment of interim retirement patterns for each plant site. As discussed pre-
viously, prior approved components and rates were developed on a primary account
basis and represented the composite of all individual plant sites. Qur Staff en-
dorses the concept of determining components by stratification into groups of
assets with similar lives as it allows a more accurate assessment of capital re-
covery needs. We concur with Staff's endorsement and find that the rates pro-
posed by Gulf correctly represent an initial step towards this result.

The major differences between the rates we approved on an interim basis and
those we are now approving are due to our use of updated data, the selecticn of
different lives and salvages for some Transmission, Distribution and General
plant accounts, and revised estimates of dismantling costs at Plants Daniel and
Scherer. We agree with our Staff that the dismantling cost estimates for

these two plants were understated by Gulf and we approve those estimates shown
in Attachment 1.

AMORTIZATION SCHEDULES - ATTACHMENT 2

In accordance with the retirement unit rule (Rule 25-6.0142, Florida Adminis-
trative Code) for electric utilities, certain general plant assets are to be am-
ortized over a set time period in liew of maintaining detailed property records.
The amortization schedules for the embedded net investments of each of these
equipment types, associated amortization period and the resultant annual expense
are shown on Attachment 2. On a going-forward basis, each vintage year's addi-
tions associated with this equipment will be amortized over a similar time pe-
riod (e.g., 1988 vintage additions will be amortized over 7 years). In order to
simplify record keeping, any net salvage amounts associated with these amortized
investments should e netted against the additions in the year of occurrence,

also the investments being amortized should be retired from the books on comple-
tion of their amortization.

In consideration of the above, it is

ORDERED by the Florida Public Service Commission that the depreciation rates
and amortization schedules set forth in Attachments 1 and 2 to this Order are
approved for Gulf Power Company. It is further

ORDERED that the corrective reserve transfers set forth in the body of this
Order are approved. It is further

CRDERED that the accumulated and on-geing interest synchronization of Job De-
velopment Investment Tax Credits amounts shall be applied as described in the
hody of this Order. Tt is further

ORDERED that the depreciation expenses recorded under the interim rates and
schedules authorized by Order No. 19152 shall be trued-up tc reflect the incre-
mental difference between the interim rates and schedules and these approved in
this Order. It is further

ORDERED that the effective date of the new rates and schedules is January 1,
1988. It is further
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ORDERED that this Order shall become final unless a petition for formal pro-
ceeding is received by the close of business con September 20, 1988.

By ORDER of the Florida Public Service Commission, this 30th day of AUGUST,
1988.

[Material Omitted in Original Source]
GULF POWER CCMPANY
1588 STUDY
Depreciation Rates and Components

COMMISSICON APPROVED

AVERAGE REMAINING
ACCOUNT REMAINING NET BOOK LIFE
LIFE SALVAGE RESERVE RATE
STEAM PRODUCTION PLANT

Daniel Plant 25.0 (13} *2B.00 3.4
Daniel Coal Cars 8.8 10 39.93 5.7
Crist Plant 23.0 (22} *38.61 3.6
Scholz Plant 19.4 (38) *66.22 3.7
Smith Plant 21.0 {31) *47.11 4.0
Scherer Plant 34.0 {11} *2.20 3.2

Caryville Plant 7 YEAR AMORTIZATION

316 Prod. Plt. Furn.&Eqpt. 7 YEAR AMORTIZATION

316 Pred. Pit. Furn.&Egpt. S YEAR AMORTIZATION
310 Easement - Crist 31.9 0 25.32 2.4
310.1 Easement - Daniel 29.0 0 31.37 2.4

OTHER PRODUCTION PLANT
341 Structures &k Improvements 13.5 0 57.09 3.2
342 Fuel Hldrs, Prod.&k Access. 13.5 0 78.75 1.6
343 Prime Movers 13.5 134 71.68 2.1
344 Generators 13.5 0 T8.46 1.6
345 Access. Elec. Egpt. 13.5 0 B0.62 1.4
346 Misc. Power Plant Eqgpt. 13.5 0 B0 .54 1.4
TRANSMISSION
352 Structures & Improvements 30.0 {5) 27.54 2.6
353 Station Egquipment 23.0 (3) 29.82 3.3
354 Towers and Fixtures 25.0 (20) 42.43 3.1
355 Poles and Fixtures 27.0 (30} 37.75 3.4
356 'hd Conductors & Devices 23.0 (20) 45 88 3.2
158 U'gd Conductors & Devices 13.5 {5) 88.76 i.2
359 Reads & Trails 45.0 0 31.91 1.5
350.2 Easements & Rights-of-Way 51.¢ 0 30.80 1.4
DISTRIBUTION

361 Structures & Improvements 30.0 (5} 22.73 2.7
362 Station Equipment 26.0 0 26.02 2.8
364 Poles, Towers & Fixtures 19.9 (30) 39.56 4.5
365 0'hd Conductors & Devices 23.0 {10} 31.91 3.4
366 Underground Conduit 31.0 4] 3377 1.9
367 U*gd Conductors & Devices 21.0 0 21.23 3.8
168 Line Transfcormers 18.4 (5) 28.56 4.2
36%.1 Services - Overhead 20.0 (30) 37.33 4.6
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369.2 Services - Underground 26.0 {10) 8.81 3.9
369.3 Services - House Pwr Pnls 15.6 S0 52.36 3.1
370 Meters i7.8 {3} 36.75 3.7
373 Street Lighting & Signal System 11.6 0 27.596 6.2
360 Easements & Rights-of-Way 33.0 o 63.00 1.1
GENERAI, PLANT
390 Structures &k Improvements 35.0 0 3.74 2.6
%1 Ofc. Furn. & Egpt. 5 YR AMORTIZATION
391 Ofc., Furn. & Egpt. 7 YR AMORTIZATION
392.1 Automobiles 3.1 20 29.69 16.2
392.2 Light Trucks 3.8 20 35.64 11.7
392.3 Heavy Trucks 8.2 20 32.686 5.8
392.4 Trailers 17.8 20 41.5%0 2.1
392 Marine & Other 5 YR. AMORTIZATION
393 Stores Equipment 10.1 0 16.41 8.3
383 Stores Egpt. 7 YR AMORTIZATION
394 Tools, Shop & Garage Egpt. 24,0 0 14.87 3.5
394 Tools Shop & Gar EBapt 7 YR AMORTIZATION
395 Laboratory Egpt. 16.0 Qg 7.19 5.8
395 Laboratory Egpt. 7 YR. AMORTIZATION
396 Power Operated Eqpt. 14.5 15 38.62 3.2
397 Communication Egpt. 16.2 {3} 26.83 4.7
Communication Egpt. 7 YR. AMORTIZATION
398 Miscellaneous Eguipment 7 YR, AMORTIZATION

n* Reflects restated reserve.
an error occurred inm the processing of a table at this peint in the document.

Please refer to the table in the online document.

Legal Topics:

For related research and practice materials,

see the following legal topics:
Administrative LawJudicial ReviewReviewabilityStandingEkEnergy & Utilities LawAd-
ministrative ProceedingsPublic Utility CommissionsGeneral OverviewEnergy &
Utilities LawUtility CompaniesRatesGeneral Overview
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In re: Application of Gulf Power Company fo.
tion rates

DOCKET NC. 8305B5-EI; ORDER NO. 13681
Florida Public Service Commission
1984 Fla. PUBC LEXIS 245
B4 FPSC 181

September 17, 1984
PANEL: [*1]

The following Commissioners participated in the disposition of this matter:
GERALD L. GUNTER, Chairman; JOSEPH P. CRESSE, JOHN R. MARKS, III, KATIE NICHOLS

OPINION: NOTICE OF PROPOSED AGENCY ACTION
ORDER GRANTING MNEW DEPRECIATION RATES
BY THE COMMISSION:

This matter was initiated upon request of Gulf Power Company {(Gulf or Com-
pany} for new depreciation rates. Gulf last applied for depreciation rates in
1979. At that time, whole life rates were prescribed for all accounts., The
current study is an overall review of life and salvage factors in compliance
with Florida Administrative Code Rule 25-6.436(7), in which the Company has pro-
posed remaining life rates.

We have reviewed the requested changes and the supporting data and find that
the depreciation rates effective January 1, 1984, as shown on Appendix A Lo this
order and incorporated herein are approved.

appropriate Depreciation Reserve Level and Correction of the Reserve Deficit

Because we have determined that new depreciation rates are appropriate, we
must also provide for the recovery of the difference between the current booked
reserve levels and what the reserve levels should be using the new depreciatiocn
[*2} rates.

A number of substantial and unigue guestions relate to Production Plant.
These include the increase in investment versus increase in capacity of produc-
tion plants, the guestion relating recovery to producation, the potential impact
of availability or acceptability of the various fuels, etc. These guestions are
currently being investigated in Docket Wo. B30525-EI. For this reason, the Pro-
duction Plant, with its potential reserve imbalance, is not grouped with and
netted with the remainder of the Company investment. That 15 to say. the book
reserve of each separate Production Plant account is retained with and used in
developing the Remaining Life Rate. This will facilitate any future treatment
of individual accounts when the Docket No. 830525-EI is resclved.
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We have calculated the net reserve deficit to be $7,589,000 for the Transmis-
sion, Distribution and General Plant accounts. While it is possible to make the
reserve correction for these accounts through the new depreciation rates allowed
for embedded plant, we have chosen to amortize this reserve deficit over the
composite remaining life of the associated investments. By allowing the Company
to separately recover [*3} the reserve deficit, we are bringing the boocked
reserves for the Transmission, Distribution and General Plant accounts up to the
theoretical reserve.

We are ordering a 19-year amortization schedule for use in recovering the re-
serve deficit associated with the Transmission, Distribution and General Plant
accounts. This results in annual expenses of $33%,6421.

The Company is to create a separate subaccount in the Accumulated Reserve
account to reflect the amortization of the reserve deficit. No further deficits
should be incliuded in this subaccount without Commission approval. Likewise,
each of the Transmission, Distribution and General Plant account's reserve
should be restated to the level shown in Appendix B to this Order, which incor-
porated herein, and brought forward from that peint. The book reserve total is
not changed by the setting of the reserve imbalance and restatement of associ-
ated account reseyves. These reserve levels should be shown on Company hooks or
side records as of January 1, 1984, and brought forward from that time by ac-
count activity. These reserves should be shown in the Company's next deprecia-
tion study, updated to the implementation date of [*4] the new rates proposed
in that study.

It is, therefore

ORDERED by the Florida Public Service Commission rthat depreciation rares and
amortization schedules as set forth in this order be and the same is hereby ap-
proved for Gulf Power Company effective January 1, 19%84. It ig further

ORDERED that the provisions eof this order, issued as proposed agency action,
shall become final agency action unless a person adversely effected by the ac-
tion taken herein files a petition for a formal proceeding, as provided by Flor-
ida Administrative Code Rule 25-22.29%(4), that must be received by the Commis-
sion Clerk by the close of business on October 5, 1984, in the form provided by
Florida Administrative Code Rule 25-22.367(a) and (f). It is further

ORDERED that in the absence of such a petition, this order shall become ef-

fective and final, as provided by Florida Administrative Code Rule 25-22.29(%)
and reflected in a subsequent order.

By ORDER of the Fleorida Public Service Commissicn, this 17th day of Septem-
ber, 1984.

Appendix A
approved Depreciation Rates
Average Future Remaining
Femaining Net Appropriate Life
Life Salvage Reserve Rate
Account {years) (%) (%} (%)
Steam Preducticn
310 Land & Land Rights 26 0 16.83 3.2
311 Structures & Improvements 23 {101} 28.70 3.5
312 Boiler Plant Equipment 21 (10) 26.81 4.0
Daniel Plant Railcars 13.8 10 19.52 5.1
314 Turbogenerator Units 22 0 35.43 2.9
315 Accessory Electric Equip. 23 8] 26.52 3.2
316 Misc. Power Plant Egquip. 19.9 ¢ 16.84 4.2
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Approved Depreciation Rates
Average Future Remaining
Remaining Net Appropriate Life
Life Salvage Reserve * Rate
Account {vears) (%) (%) {%)
Other Production
341 Structures & Improvements 7.5 0 15.64 11.2
342 Fuel Holders & Accessories 7.5 0 54.32 5.1
343 Prime Movers 7.5 0 i8.8B4 8.2
344 Generators T.5 0 54.21 6.1
345 Accessory Electric Equip. 7.5 0 58.18 5.6
346 Miscellaneous Equip. 7.5 0 58.140 5.6
Transmission Plant
350 Land & Land Rights 50 0 25.0 1.5
352 Structures &k Improvements 30 o 25.0 2.5
353 Station Eguipment 26 [ 2) 26 .6 2.9
354 Towers & Fixtures 28 (10) 31.6 2.8
355 Poles & Fixtures 25 (30} 37.5 3.7
356 Overhead Conductors/Devices 25 {20} 35.0 3.4
358 Undg. Conductors/Devices 7.5 & 75.25 3.3
359 Roads & Trails 44 0 25.2 1.7
Distribution Plant
360 Land & Land Rights 17.9 [} 57.04 2.4
361 Structures & Improvements 31 0 22.5 2.5
3g2 Station Equipment 25 0 27.5 2.9
364 Poles, Towers & Fixtures 17 {30} 41 .6 5.2
365 Overhead Conductors/Devices 19.5 {10} 30.05 4.1
366 Underground Conduit 34 1] 3z.0 2.0
367 Undg. Conductors/Devices 19.6 [} 21.6 4.9
368 Line Transformers 16.6 0 3i3.6 4.0
369.1 Overhead Services 19.2 (15) 26.68 4.6
369.2 Underground Services 26 o 14.2 3.3
369.3 Housepower Boxes 7.9 [¢] 60.5 5.0
370 Meters 14 .7 L3 42 .73 4.1
373 Street Lighting & Signal il 0 26.3 6.7
Systems

General Plant

390 Structures & Improvements 28 ¢ 18 .8 2.9
391 Cffice Furniture & Equip. i5.1 3 21.5 5.0

Computers 3.5 5 39.7 15.8
392.1 Passenger (fars 4.7 20 26.42 11.4
392.2 Light Delivery Trucks 4.6 20 27 .56 11.4
352.3 Light Trucks 3.9 20 35.54 11.4
392.4 Service Trucks 3.7 290 37.82 11.4
392.5 Line Trucks 7 20 28.9 7.3
392.6 Tractor Trucks 7.5 20 25.25 7.3
39z.7 Trailexs 7 20 28.9 7.3
392.8 Marine Eguipment 14.5 20 3.15 5.3
393 Stores Equipment 24 1] 13.6 3.6
194 Tools, Shop & Garage Equip. 24 v 20.8 3.3
395 Laboratory Equipment 22 0 16.4 3.8
396 Power Operated Equipment 9.6 15 16.84 7.1
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Approved Depreciation Rates
Average Future Remaining
Remaining Net Appropriate Life
Life Salvage Reserve * Rate
Account (years) (%) (%) (%)
297 Communication Equipment ’ 13.1 o] 34.5 5.0
298 Miscellaneous Equipment i2.3 Q 17.59 6.7

[*5]

+ Denotes Staff calculated theoretical reserve except for Steam Production
and Other Production Plant accounts for which the book reserve has been used.

APPENDIX B
GULF POWER COMPANY

ANALYSIS OF RESERVE POSITION
{TRANSMISSION, DBISTRIBUTION AND GENERAL PLANT ONLY)

1/1/84 Restated Reserve
By Account to be brought

Account forward by Annual Activity *
{5000}

Transmission Plant
150 Land & Land Rights 1,868
152 Structures & Improvements 367
353 Station Eguipment 8,467
354 Towers & Fixtures 6,873
155 Poles & Fixtures 5,000
356 Overhead Conductors/Devices 6.685
358 Underground Conductors/Devices 126
359 Roads & Trails 7
Distribution Plant
360 Land & Land Rights 115
361 Structures & Improvements 882
362 Station Equipment 10,9585
364 Poles, Towers & Fixtures 13,198
365 Overhead Conductors/Devices 11,059
366 Underground Conduit 321
367 Underground Conductors/Devices 1,664
368 Line Transformers 16,868
369.1 Cverhead Services 4,633
369.2 Underground Services 149
369.3 Housepower Boxes 3,733
370 Meters 5.185
373 Street Lighting & Signal Systems 1,140
General Plant
isC Structures & Improvements 3,042
391 Office Furniture & Equipment . 108

Computers 169
392.1 Passenger Cars 356
392.2 Light Delivery Trucks 289
392 .32 Light Trucks 99
392.4 Service Trucks 675
392.5 Line Trucks 1,054
392.6 Tractor Trucks 119
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GULF POWER COMPANY
ANALYSIS OF RESERVE POSITION
{(TRANSMISSION, DISTRIBUTION AND GENERAL PLANT ONLY)

1/1/84 Restated Reserve
By Account to be breought

Account forward by Annual Activity *
{$000)

392.7 Trailers 124
392.8 Marine Eguipment 0
393 Stores Equipment 137
394 Tools, Shop & Garage Eguipment 230
195 Laboratory Equipment 241
396 Power QOperated Eguipment 52
397 Communication Eguipment B56
398 Miscellaneous Equipment 156

TOTAL 5107,642

[*6]
Legal Topics:
For related research and practice materials, see the following legal topics:

Energy & Utilities LawAdministrative ProceedingsPublic Utility CommissionsGen-
eral QOverviewEnergy & Utilities LawUtility CompaniesRatesGeneral Overview
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In Re: Request for change in Depreciation Rates by Florida
Power and Light Company

DOCKET NO. 931231-EI; ORDER NO. PSC-94-1193-FOF-EI
Florida Public Service Commission
1994 Fla. PUC LEXIS 1219
94 FPSC 9:479
September 30, 1994

PANEL: [*1]

The following Commissioners participated in the disposition of this matter:
J. TERRY DEASON, Chairman, SUSAN F. CLARK, JOE GARCIA, JULITA L. JOHNSON, DIANE
K. KIESLING

OPINION: B0 NOTICE OF PROPOSED AGENCY ACTION CRDER ESTABLISHING DEPRECIATION
RATES, RECOVERY SCHEDULES, REVISING AMORTIZATION OF INVESTMENT TAX CREDITS AND
DEFERRING DECISION ON AMORTIZATION OF NON-LIFE RELATED COSTS

NOTICE IS HEREBY GIVEN by the Flporida Public Service Commission that the ac-
tion discussed herein is preliminary in nature and will become final unless a
person whose interests are substantially affected files a petition for a formal
proceeding, pursuant to Rule 25-22.029, Florida Administrative Code.

Case Background

Rule 25-6.0436 (8}{a), Florida Administrative Code, requires each electric
utility to file a study for each category of depreciable property for Commission
review at least once every four years. 1In 1991 Florida Power and Light Company
(FPL) filed site-specific depreciation studies for its Martin and Turkey Point
{fossil) generating stations (Docket No. 900794-EI} and Putnam and St. Johns
River Power Park facilities [*2] (Docket Mo. 901001-EI). FPL filed its regular
guadrennial comprehensive depreciation study early in 1381 (Docket No. 910081-
EIL).

By Order No. PSC-92-1303-FOF-EI issued on November 12, 1992, in Docket Nos.
9p0794~-EI, 901001-EI and 910081-EI, the Commission authorized centinued use of
the preliminary rates approved in Order Ne. 24161 for FPL for 1991 and 1992.
This action was based on concerns about the catastrophic effects of Hurricane
Andrew on FPL's operations and plant. FPL was directed to file an updated com-

prehensive depreciation study by June 1993 with an effective date of January 1,
1993.

Subsequently, as reflected in Qrder No. PSC-%3-0211-FOF-EI, FPL agreed to
file a comprehensive study covering producticn, transmission, distribution and
general plant in December, 1993 with a January 1, 1394 implementation date. The
same Order provides that dismantlement studies and decommissioning studies will
be filed in December, 1994 with a January 1, 1995 implementation date. This
schedule facilitates a comprehensive review of depreciation parameters for all
categories of plant at the same time, while allowing the review of extraordinary
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removal costs {fossil dismantlement and nuclear [*3] dJecommissioning) at a
later time.

On December 20, 1993, FPL filed its depreciation study in the current docket
covering production, transmissicn, distribution and general plant, as required
by Order No. PSC-93-0211}-FOF-EI. At the February 15, 1994 Agenda, the Commis-
sion approved FPL's request to implement its proposed depreciation rates and re-
covery schedule on & preliminary basis effective, January 1, 1934 (Order No.
P&C-94-0253-FOF-EI). This Order establishes the appropriate final depreciation
rates and recovery schedules to be implemented by FPL. Commission action con-
cerning certain accounting issues raised during the review of the study has been
addressed in Order No. P§SC-94-1173-FOF-EI, issued September 26, 1994,

81 The purpose of this depreciation study is to determine and provide for the
appropriate depreciation rates and recovery schedules for FPL's production,
transmission, distribution ané general plant. We have completed cur analysis andg
review of the Company's depreciation study and are ordering revisions to the ap-
proved preliminary rates.

The only issue not being addressed at this time is what the appropriate amor-
tization pericd should be for the remaining unrecovered [*4} costs assocliated
with the major overhaul and asbhestos abatement projects completed during the
1988 - 1993 pericd. There is no disagreement between FPL and the Commission
staff that these costs are nen-life related. Therefore, amortization should be
afforded as fast as econcomically practicable.

Staff and FPL do disagree as to what is the economically feasible amortiza-
tion pericd. FPL has proposed a 4 year amortization period. Staff believes that
more accurate information concerning the 1994 earnings position should be avail-
able before a determination of the most appropriate amortization period is made.
We agree with Staff. The October 1934 surveillance report will be submitted on
or before December 15, 1994. For this reason, we defer the decision regarding
the amortization period for the non-life related unrecovered costs until the
January 20, 1995 Agenda.

Accumulated Reserve adjustments Attributable to Interest Synchronization (Job
bevelopment Investment Credit - JDIC)

By Order No. 16257, the Ceommission decided that depreciation reserve adjust-
ments should be used to offset revenue requirements asscociated with the interest
synchronization of investment tax credits until [*5] base rates were changed.
In compliance with that order, FPL has been accumulating reserve adjustments
attributable to JDIC to a bettom line unclassified depreciation reserve account.
The accum:lated amounts for the period 1990 - 1993 toraf S 8,326,512 on a System

basis. These accumulated amounts are now subject to realleocation te specific
accounts.

FPL has proposed that these amcunts be applied as a contribution teo the Storm
Damage reserve. An alternative treatment is to apply these JDIC monies to re-
duce the unrecovered costs remaining from the pre-19%4 major overhaul and asbes-
tos abatement projects. With the Storm Damage docket currently pending (Docket
No. 930405-EI}, and a review of MMFRs due in 1995, we believe that these JDIC
monies should continue to accumulate in a bottom line reserve account with dis-
position to be determined at a later date. Therefore we find that the § 8.3
million, System basis, attributable to JDIC (Order No. 16257) accumulated as of
January 1, 1994 as well as the on-going monthly adjustments of $ 171,785 shall
remain in an unclassified depreciation reserve account.

Reserve Reallocations
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One aspect of a depreciation study is the review of the reserve [*6] status
of all production sites and all tramsmission, distribution and general plant
accounts to determine the need for corrective reserve transfers. Due to the ef-
fect reserve transfers may have on jurisdictional separations, purchase power
agreements, or other lease arrangements, our appreoach to reserve reallocations
is that they should, ideally, be made between accounts of B2 a given unit or
function. The allocations discussed and approved below (shown in detail on At-
tachment €} address major imbalances generally brought about by transfers asso-
ciated with the unitization of certain production plants and previcusly unan-
ticipated final dismantlement costs of certain units.

The reserve reallocations approved for Ft. Myers Common and Port Everglades
are needed to correct major imbalances brought about by the unitization of these
plants.

Based on the recommended life and salvage components for the Riviera produc-
tion plant, there is an apparent calculated reserve surplus for Unit 3, Account
311, in the amount of § 401,515. Part of this surplus is due to a JDIC reallo-
cation of % 318,206 made in 1987. Further, Riviera Unit 4, Account 311, has a
perceived reserve surplus of $ 293,072 [*7] of which § 272,718 is also attrib-
ubted te a JDIC allocation made in 1987. We find that these JDIC amounts shall
be reallocated to help alleviate the negative reserve balances at Riviera Unit 1
and Cutler Unit 4 that are attributed to dismantlement activities that were not
previously anticipated. This will still leave & minor negative dismantlement
reserve balance of $ 729 at the Cutler .unit which shall be amortized during
1994 . There remains an additional $ 83,309 surplus at Riviera Unit 3, Account
311. Because a book reserve in excess of 100% still results without further
corrective action, we find that this surplus shall be reallocated to help offset
the remaining unrecovered costs associated with the pre-1994 major overhaul and
asbestos abatement projects.

Another major imbalance is noted for Ft. Myers Unit 1, Account 311. This ac-
count reportedly has a January 1, 1394 book reserve over 150% with a calculated
reserve surplus of § 552,618, In fact, the Ft. Myers site has an overall per-
ceived surplus of about § 3.2 million. As discussed previously, due to concerns
reserve transfers may have on jurisdictional separations, purchase power agree-
ments, or other lease arrangements, [*8] reallocations are ideally made he-
tween accounts of a given unit. In this case, however, Unit 1 has an overall
perceived surplus. For this reason, we find that this surplus shall be trans-
ferred to also help offset the remaining unrecovered costs associated with the
pre-1994 major overhaul and asbestos abatement projects.

As part of the review of the 1993 activity, several accounts were found to
have negative reserve balances resulting from dismantlement activities that were
charged to the account reserves, rather than to the associated dismantlement re-
serve. Cutler Common, Accounts 312 and 314, are examples. Both these accounts
show negative reserve balances as of Januvary 1, 1994 in the amounts of $ 122,851
and § 57,283, respectively. Purportedly, these negative reserves are the result
of cost of removal charges associated with the dismantlement of Cutler Unit 4.
These removal costs were charged to each account's reserve rather than correctly
being charged to the appropriate dismantlement reserve. For this reason, we
find that the removal costs of $ 176,680 and § 66,365, respectively, shall be

transferred ocut of each account's reserve and charged to the dismantlement re-
serve. [*9]

According to FPL, none of the sites/accounts for which reserve reallocations
have been approved are affected by any lease arrangements or purchase power
agreements. However, in light of the possible impact of reserve transfers on
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cost allocations and jurisdictional separations, we find that the Company shall
make corresponding entries to the related depreciation expense accounts.

83 Appropriate Depreciation Rates and Recovery Schedules

Attachment A shows the approved life and salvage parameters and the resulting
depreciation rates. Recommended recovery schedules are shown on Attachment B.
The resulting annual expense of about $ 533 million, based on actual January 1,
1994 investments, represents an increase of about $ 11.7 million as compared to
the preliminary rates approved by Ordexr No. PSC-94-0253-FOF-EI. Expenses for
1994 shall be trued-up accordingly.

The most significant changes in expenses are seen in the area of production
plants and recovery schedules.

Production Plant

FPL's mechanized property record system affords it the ability to provide in-
depth stratified information for the assets in an account at a specific unit. A
generating station, or a generating [*10] wunit, can be looked at as a box a
box containing an assortment of various types of assets which can be expected
to'experience varied service lives. The historic approach was to arrive at the
pattern of interim retirement and life expectancy of the box without identifying
the contents or quantifying the varying life characteristics of the contained
assets. Stratification is the determination that this account at this unit has
so many dollars of pumps, of piping, of roteors, or structures, etc., with each
of these strata expected to have a certain service life. The life of the ac-
count can then be arrived at by compositing the expectations of the various
strata - and with substantially more assurance of accuracy than guessing at the
service life of the box with its unidentified contents. While there are some
desirable changes that should be made to this study, it is nevertheless quite
advanced and very well conceived.

The Company projections of lives for the various strata, and of expected in-
terim net salvage values are reasonable. Wwhile unitization is not yet complete
for all production plants, it is our understanding that this process will be
completed by the time of the next (*11} overall review. For production plants
that have not completed unitization, the Company's development of life is
st1l] based on a methodology using multiple iterations for sub-strata detail te
determine the average service life of a strata. This approach is fundamentally
flawed since it develops life characteristics based on the expected lives of em-
bedded investments as well as future replacements. We are encouraged that the
Company has completed unitization for most of its production facilities and will
utilize a single iteration methodology in the next f£iling for all plants.

The primary difference hetween the interim approved life components and re-
sultant rates and what is approved in this Order is asscciated with the St,
Lucie and Turkey Peint nuclear plants. In the original study, the average ages
and remaining lives for each strata were as of January 1, 1391 and therefore,

required updating to January 1, 1994, This Order reflects the updated average
ages and remaining lives.

Recovery Schedules

There are five recovery schedules approved as shown con Attachment B. These
schedules address the most current Company plans regarding the near term retire-
ment: of the 84 St. Lucie [*12) steam generators, the recovery of residual unre-
covered costs associated with dismantlement activities at Cutler Unit 4 and
Sanford Unit 1, the recovery of silicone injection costs and the unrecovered
costs associated with asbestos abatement ang major overhaul projects.
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The continued corrosion of the steam generator tubes at St. Lucie Unit 1 has
resulted in 12% and 7% of the tubes at each of the steam generators being
plugged. For this reason, current plans call for the replacement of the twe
steam generators in 1598. We find that FPL's proposed recovery schedule for the
unrecovered costs associated with this replacement is reasonable and therefore,
acceptable. The recovery period is designed to match the remaining period the
generators will be in service.

A recovery schedule is also approved for Account 367.7, Underground Conduc-
tors and Devices-Direct Buried. FPL's cable injection program began in 198% and
was guaranteed for 10 years. Since the last depreciation review, the process
has been modified ard is now guaranteed for 20 years. In view of this, we ap-
prove the removal of the investment and reserve assoclated with the 10 year
guaranteed cable injection investment and {*13] the amortization of the unre-
covered cost over the remaining average guarantee period of eight vyears tbased
on the investment's average age of approximately 2 years). It is further ap-
proved that, for 1994 and subseguent years, the 10 year guaranteed cable injec-
tion costs shall be amortized over 10 years. The 20 year guaranteed cable in-
jection shall be depreciated over the life of the cable.

In addition, there are two production units which are no longer in service
but have existing residual negative reserve amounts resulting from unforeseen
dismantlement costs. These unrecovered costs are non-life related in that they
relate to plant no longer serving the public. Accordingly, recovery should be
afforded as soon as economically practicable. Therefore, we approve a one year
amortization period.

The Company has alsc identified major overhaul and asbestos abatement pro-
jects currently planned for specified units for the period January 1, 1994
through December 31, 1997. The associated unrecovered investments are estimated
to be § 3,579,592, This amounkt should be recovered over a periced matching the
remaining period in service. A four year period is therefore approved.

Revision [*14] to Current Investment Tax Credit {(ITC) Amortizaticn and the
Flowback of Excess Deferred Income Taxes

In this Order, we have approved revisions to FPL's depreciation rates and re-
covery schedules. Revising a utility's depreciation rates typically results in

a change in its rate of ITC amortization and a change in its flowback of excess
deferred taxes.

FPL is treated under Section 46(f){2) of the Internal Revenue Code {IRC},
which results in weighted cost ITCs in its capital structure and above-the-line
ITC amortization in its income tax expense. Section 46{f){8) of the IRC states
that the amortization of ITCs should be determined by the period used in comput-
ing depreciation expense for purposes of reflecting regulated operating results
of the utility. Rule 25-14.0081(3)(b} (3}, Flerida Administrative Code, states
that where an election was made under Section 46(f) (2) of the Internal Revenue
Code, reductions to cost of service are made based on ratable allocations 8% of
the credit in proportion to the regulated depreciation expense. [*15] Conse-

quently, a change in depreciation rates usually results in a change in the amor-
tization of ITCs.

Regarding the flowback of excess deferred taxes, Section 203{e) of the Tax
Reform. Act of 1986 (TRA) prohibits rapid write-back of excess protected (de-
preciation related) deferred taxes. Alse, Rule 25-14.013, Florida Administra-
tive Code, prohibits (without good cause shown) excess deferred income taxes
from being reversed any faster than allowed under either the average rate as-
sumption method of Section 203{e) of the TRA or Revenue Procedure BB-12, which-~
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ever is applicable. Conseguently, the flowback of excess deferred taxes should
be altered to comply with the TRA and Rule 25-~14.013, Florida Administrative
Code.

FPL shall file a report with detailed calculations of the adjusting entries,
revised ITC amortization and revised f{lowback of excess deferred taxes at the
same time it files its December 1994 Earnings Surveillance Report.

Implementation Date for Approved Rates and Recovery Scheduies

Company data and related calculations are based on a January 1, 19584 [*16]
date. This is the earliest practicable date for utilizing the revised rates and
recovery schedules. Therefore, we approve the Company's proposed January 1,

1994 date for implementation of the new depreciation rates and recovery sched-
ules.

It is therefocre,

ORDERED that the decision regarding the amortization period for the non-life

related unrecovered costs shall be deferred until the January 20, 1995 Agenda.
It is further

ORDERED that the remaining life and salvage parameters, and the resulting de-
preciation rates discussed in this Order and detailed in Atcachment A are ap-
proved. It is further

ORDERED that the recovery schedules discussed in this Order and detailed in
Attachment B are epproved. It is further

ORDERED that the reserve reallocations discussed in this Order and detailed
in Attachment C are approved. It is further

ORDERED that the Company's proposed January 1, 1994 date of implementation

for the new depreciation rates and recovery schedules is approved.

It is fur-
ther

ORDERED that the $ 8.3 million, system basis, attributable to JDIC (Order No.
16257) accumulated as of January 1, 1994 as well as the on-going monthly adjust-

ments of $ 171,785 shall remain in [*17] an unclassified depreciation reserve
account. It is further

ORDERED that Florida Power and Light Comapny shall revise its ITC amortiza-
tion and the flowback of excess deferred income taxes to reflect the approved
depreciation rates and recovery schedules. It is further

ORDERED that Florida Power and Light Company shall file a report with de-
tailed calculations of the adjusting entries, revised ITC amortization and re-
vised flowback of excess deferred taxes at the same time it files its December
1294 Earnings Surveillance Report. It is further

86 ORDERED this docket shall remain open pending a determination of the ap-
propriate eccnomically practicable period to amortize the remaining costs asso-

cilated with major cverhaul and asbestos abatement projects completed during the
1988 - 1993 period.

By ORDER of the Florida Public Service Commission, this 30th day of Septem-
ber, 19%4.

87 FLORIDA POWER AND LIGHT COMPANY
1993 DEPRECIATION STUDY
COMMISSION APPROVED RATES
AVERAGE ACTUAL REMAINING
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REMAINING NET 1-1-94 LIFE
ACCOUNT LIFE SALVAGE RESERVE RATE

ACCOUNT
STEAM PRODUCTION
Cape Canaveral -Common

311 Structures and Improvements 16.1 (5.0} * 42.6 3.9
312 Boiler Plant Equip. 21.0 {13.0) * 22.9 4.3
314 Turbogenerator Units 16.4 {4.0) 64.7 2.4
315 Accessory Electric Equip. 19.0 3.0y 79.6 1.2
316 Misc. Power Plant Equip. 13.8 (1.0) 43.3 4.2
Cape Canaveral-UInit 1

311 Structures and Improvements 17.9 15.0} 65.2 2.2
312 Beiler Plant Equip. 20.0 {13.0) * 18.3 4.7
114 Turbeogenerator Units 20.0 {4.0) * 46.8 2.9
315 Accessory Electric Equip. 17.9 t3.0 40.4 3.5
3116 Misc. Power Plant Equip. 14.4 (1.0) 69.7 2.2
Cape Canaveral-Unit 2

311 Styuctures and Improvements 15.6 (5.0} 59.4 3.0
312 Boiler Plant Eguip. 16.4 {13.0) * 29.8 5.1
314 Turbogenerator Units 10.1 (4.0} * 70.6 3.3
315 Accessory Electric Equip. 4.3 3.0} 41.1 4.3
316 Misc. Power Plant Equip. B.1 (1.0} * B2.2 2.3

Cutler-Common

311 Structures and Improvements 5.5 0.0 * 51.9 5.1
312 Boiler Plant Equip. 9.5 0.0 17.5 8.7
314 Turbogenerator Units 9.5 0.0 * 1.0 10.4
315 Accessory Electric Eguip. 5.4 0.0 * 17.5 B.B
316 Misc. Power Plant Equip. 9.1 0.0 66.1 3.7
Cutler-Unit 5

311 Structures and Improvemernts 9.2 0.0 0.7 3.2
312 Boiler Plant Equip. 8.2 6.0 * 63.8 4.4
314 Turbogenerator Units 9.5% 0.0 52.0 5.1
315 Accessory Electric Equip. 9.4 0.0 * 35.3 6.9
316 Misc. Power Plant Equip. 8.4 0.0 52.7 5.6
Manatee-Unit 1

311 Structures and Improvements 15.2 (5.0) 49.0 3.7
312 Boiler Plant Equip. 10.9 {13.0) * 56.6 5.2
314 Turkogenerator Units 12.5 14.0} * 337 5.6
315 Accessory Electric Equip. 11.1 (3.0 48.3 4.9
316 Misc. Power Plant Equip. 16.2 {1.06) 55.9 2.8
Manatee-Unit 2

311 Structures and Improvements 15.6 (5.0} 46.90 1.8
312 Boiler Plant Equip. 11.3 {13.0} 54.2 5.2
314 Turbogenerator Units 13.1 {4.0) * 33.2 5.4
315 Accessory Electric Equip. 11.8 (3.0} 43 .8 5.0
316 Misc. Power Plant Equip. 16.8 [(1.0) 49 .4 3.1

Martin Pipeline
31Z Boiler Plant Equip. 16.6 {13.07
Martcin-Common
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COMMISSICON APPROVED RATES
AVERAGE ACTUAL, REMAINING
REMAINING NET 1-1-94 LIFE
ACCOUNT LIFE SALVAGE RESERVE RATE
311 Structures and Improvements 19.6 (5.0} * 38.6 3.4
312 Boiler Plant Equip. 1%.6 (13.0) 44 .2 3.5
3114 Turbogenerator Units 19.9 (4.0} 45,1 3.0
315 Accessory Electric Equip. 15.2 {3.0} 45,7 3.8
316 Misc. Power Plant Equip. 6.0 (1.0} 36.2 10.8
Martin-Unit 1
311 Structures and Improvements 20.0 (5.0} 44 .6 3.0
312 Boiler Plant Equip. 14.5 (13.0) 44 .4 4.7
314 Turbogenerator Units 18.9 4.0} * 28.2 4.0
115 Accessory Electric Equip. 16.4 [3.0) 35.3 4.1
316 Misc. Power Plant Equip. 20.0 {1.0) 44 .9 2.8
Martin-yUnitc 2
311 Structures and Improvements 20.0 (5.3 33.5 3.6
312 Boiler Plant Equip. 14.9 {13.0) 41.0 4.8
314 Turbogenerator Units i7.9 (4.0} * 47.2 3.2
315 Accessory Electric Equip. 16.9 {3.0) 35.1 4.0
316 Misc. Power Plant Equip. 21.0 {1.0) 34.5 3.2
Cutler-Unit 6
311 Structures and Improvements 8.6 0.0 "BB.3 1.4
312 Boiler Plant Egquip. 8.3 0.0 * 62.1 4.6
314 Turbogenerator Units 6.0 0.0 80.5 1.2
315 Accessory Electric Equip. 9.4 6.0 57.3 4.5
316 Misc. Power Plant Equip. 9.3 0.0 93.9 .7
Ft. Myers-Common
311 Structures and Improvements 16.8 15.0) * 49 .6 3.3
312 Boiler Plant Equip. 18.5 {13.0) 46 .6 3.6
314 Turbogenerator Units 17.1 {4.0) * 35.6 4.0
315 Accessory Electric Egquip. 14.8 (3.0) * 40.7 4.2
316 Misc. Power Flant Equip. 14.6 {1.0} 59.6 2.8
Ft. Myers-Unit 1
311 Structures and Improvemnenis 9.3 (5.0 * 78.0 2.9
312 Beiler Plant Eguip. 9.1 {13.0) * 84.5 3.1
314 Turbogenerator Units 9.5% (4.0) 30.6 1.4
315 Accessory Electric Equip. 9.2 (3.0} 71.9 3.4
316 Misc. Power Plant Equip. 7.8 0.7 97.7 0.4
Ft. Myers-Unit 2
311 Structures and Improvements 15.0 (5.0} 75.8 1.9
312 Boiler Plant Equip. 16.1 {13.0) * 60.2 3.3
214 Turbogenerator Units 9.5 (4.0} * 71,1 3.5
315 Accessory Electric Equip. 13.7 (3.0} 54.0 3.6
316 Misc. Power Flant EqQuip. 8.0 (1.0} 54.6 5.8
Manatee-Common
311 Structures and Improvements 17.2 (5.0) * 47,0 3.4
312 Boiler Plant Equip. 7.0 {13.0) 41.8 10.2
314 Turbogenerator Units 17.4 (4.0} * 49.1 3.2
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AVERAGE ACTUAL REMAINING
REMAINING NET 1-1-94 LIFE
ACCOQUNT LIFE SALVAGE RESERVE RATE
315 Accessory Electric Equip. 13.7 (3.0) 49.5 "3.9
316 Misc. Power Plant Equip. 9.6 (1.¢) 42 .7 6.1
Port Everglades-Common
311 Structures and Improvements i3.1 (5.0} * 41.2 4.9
312 Beiler Plant Equip. 15.5 {13.8) 52.0 3.9
314 Turbogenerator Units 15.5 14.0} 4%.3 3.5
315 Accessory Electric Egquip. 14.4 (3.0} 34.4 4.8
316 Misc. Power Plant Equip. 12.7 (1.40) 39.8 4.8

Port Everglades-Unit 1

311 Structures and Improvements 5.3 {5.0} * 793.9 2.7
312 Boiler Plant Equip. 5.9 (13.0 * 68.9 7.5
314 Turbogenerator Units 9.2 (4.0} * 70,9 3.6
315 Accessory Electric Eguip. 8.3 (3.0} 79.7 2.8
316 Misc. Power Plant Equip. 8.7 (1.0) 83.7 2.0
Port Everglades-Unit 2

311 Structures and Improvements 9.4 {5.0) * 75.5 3.1
312 Boiler Plant Equip. 7.2 (13.0) * 79.2 4.7
314 Turbogeneratox Units 9.1 14.0) 80.6 2.6
315 Accessory Electric Equip. 7.8 (3.0} 71.1 4.1
316 Misc. Power Plant Eguip. 7.4 (1.0 62 .7 5.2
Port Everglades-Unit 3

311 Structures and Improvements 13.3 {5.0} 63.5 3.1
312 Boiler Plant Egquip. 14.5 (13.0) * 50.4 4.3
314 Turbeogenerator Units 14.8 (4.0) * 59.9 3.0
315 Accessory Electric Egquip. 15.0 (3.0} 30.8 4.8
316 Misc. Power Plant Equip. 11.3 {1.0) 30.2 6.3
Port Everglades-Unit 4

311 Struckures and Improvements 13.9 5.0} 71.3 2.4
312 Boiler Plant Equip. 14.7 (13.0) * 31.5 5.5
314 Turbogenerator Units 14.1 {4.0) * 71,5 2.3
315 Accessory Electric Equip. 15.1 (3.0) 28.0 5.0
316 Misc. Power Plant Equip. 7.2 {1.0} 56 .4 6.2
Riviera -- Common

311 Structures and Improvements 17.3 (5.0} * 52.8 3.0
312 Boiler Plant Equip. 20.0 {13.0) * 25.8 4.4
314 Turbogenerator Units 18.9 (4.0) 55.5 2.6
311% Accessory Electric Eguip. 13.7 (3.0} 46.6 4.1
316 Misc. Power Plant Equip. 11.0 (1.0} 68.6 2.9
Riviera -~ Unit 3

311 Structures and Improvements 1r.7 (5.0) * 67.8 2.1
312 Boiler Plant Equip. 13.2 {13.0) * 63.1 3.8
314 Turbogenerator Units 18.2 (4.0) * 78.6 1.4
315 Accessory Electric Equip. 17.2 (3.0) 50.4 3.1
316 Misc. Power Plant Equip. 19.5 (1.0} 46 .7 2.8

Riviera -- Unit 4
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COMMISSION APPROVED RATES
AVERAGE ACTUAL REMAINING
REMAINING NET 1-1-94 LIFE
ACCOUNT LIFE SBLVAGE RESERVE RATE

311 Structures and Improvements 18.2 (5.0} * 84.8 1.1
312 Boiler Plant Equip. 13.2 {13.0) * 57.3 4.2
314 Turbogenerator Units 13.9 4.0} * 46.8 2.9
315 Accessory Electric Equip. i7.6 {3.0) 41 .8 3.5
316 Misc. Power Plant Equip. ‘ 21.0 {1.0}) 32.7 3.3
Sanford -- Common
311 Structures and Improvements 16.0 {5.0) * 47.3 3.6
312 Boiler Plant Equip. 18.9 (13.0) 52.2 3.2
314 Turbogenerator Units 18.4 4.0 63.7 2.2
31% Accessory Electric Equip. 17.7 (3.0} 59.7 2.4
316 Misc. Power Plant Equip. 5.6 {1.0) 47 .6 5.6
sanford -- Unit 3
311 Structures and Improvements 9.4 (5.0} 87.8 1.8
312 Boiler Plant Equip. 9.4 {13.0) * 91.0 2.3
314 Turbogenerator Units 9.1 [4.0) * B5.4 2.0
315 Accessory Electric Equip. B.7 (3.0} 84.8 2.1
316 Misc. Power Plant Equip. 9.5 (1.0} 715.6 2.7
Sanford -- Unit 4
311 Structures and Improvements 17.9 5.0 57.3 2.7
312 Boiler Plant Equip. 16.9 (13.0) * 59.8 3.1
314 Turbogenerator Units B.5 4.0 * 58.1 5.4
315 Accessory Electric Equip. 12.1 (3.0 60.0 3.6
316 Misc. Power Plant Eguip. 13.8 {1.9) 63.8 2.7
Sanford -- Unit 5
311 Structures and Improvements 17.8 (5.0) 49 .2 3.1
3112 Boiler Plant Equip. 17.4 (13.0) * 63.5 2.8
314 Turbogenerator Units 10.7 {4.0) * 48 .8 5.2
315 Accessory Electric Eguip. 12.6 (3.0} 60. 0 3.4
316 Misec. Power Plant Eguip. 13.9 (1.0 60.1 2.9
Scherer S5ite Common
311 Structures and Improvements 32.0 (5.0) 17.0 2.8
312 Boiler Plant Equip. 29.0 (20.01) 21.4 3.4
314 Turbogenerator Units 25.0 1¢.0 ig.6 3.4
315 Accessory Electric Equip. 25.0 {3.0) 19.3 3.3
316 Misc. Power Plant Equip. 6.0 (1.0 43 .8 9.5
Scherer Units 3 & 4 Common
311 Structures and Improvements 25.90 (5.0} 18.7 3.5
312 Boiler Plant Equip. 33.0 {20.0) 17.3 3.1
314 Turbogenerator Units 24.0 (4.0} 19.2 1.5
31% Accessory Electric Equip. 23.0 {(3.0) 20.3 3.6
Scherer Unit 4
311 Structures and Improvements 1.0 5.0 16.9 3.0
312 Boiler Plant Egquip. 27.0 (20.0) 13.9 3.9
314 Turbogenerator Units 25.0 (4.0} 13.6 3.6
315 Accessory Electric Equip. 23.0 (3.0} 14.0 3.9
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COMMISSION APPROVED RATES
AVERAGE ACTUAL REMAINING
REMAINING NET 1-1-94 LIFE

ACCOUNT LIFE SALVAGE RESERVE RATE
316 Misc. Power Plant Equip. 15.8 (1.0} 17.7 5.3
Turkey Point -- Common
311 Structures and Improvements 19.3 (5.0} * 51.6 2.8
312 Boiler Plant Eguip. 19.2  {13.0) 36.8 4.0
114 Turbogenerator Units 17.6 {4.0}) 54.7 2.8
315 Accessory Electric Equip. 16.1 (3.0) * 411 3.8
116 Misc. Power Plant Equip. 14.6 (1.0} 45.3 3.8
Turkey Point -- Unit 1
311 Structurxes and Improvements 16.3 (9.0) * 24.0 5.0
312 Boiler Plant Egquip. 18.1 {(13.0) ¥ 29.7 4.6
314 Turbogenerator Units 17.8 {4.0} * 36.9 3.8
315 Accessory Electric Equip. 15.3 (3.0} 55.8 3.1
316 Misc. Power Plant Equip. i4.8 (1.0} £95.8 2.1
Turkey Peint -- Unit 2
311 Structures and Improvements 19.0 15.90) 29.3 4.0
312 Boiler Plant Equip. i5.3 (2¢.0) * 52.0 4.4
314 Turbogenerator Units 17.7 (4.0) * 6.2 2.4
315 Accessory Electric Equip. 16.1 13.0) 52.7 3.1
316 Misc. Power Plant Eguip. 16.9 {1.0) 64 .2 2.2
st. Johns Rvr Power Park -- Common
311 Structures and Improvements 27.0 (5.0} 47 .6 2.1
312 Boiler Plant Equip. 28.0  (20.0) 38.8 2.9
314 Turbogenerator Units 28.0 4.0 15.9 3.1
315 Accessory Electric Eguip. 25.0 {(3.0) 39.5 2.5
316 Misc. Power Plant Egquip. B.9 (1.0) 73.6 3.1
St. Johas Rvr Power Park -- Unit 1
311 Structures and Improvements 28.0 {14.7) 27.8 2.7
312 Boiler Plant Equip. 23.0 (206.0) 29.4 3.9
314 Turbogenerator Units 22.0 (4.0) 23.7 3.7
315 Accessory Electric Eguip. 21.0 (2.7) 24.6 3.7
316 Misc, Power Plant Equip. 19.9 {1.0) 23.8 3.9
5t. Johns Rvr Power Park -- Unit 2
311 Structures and Improvements 29.0 (4.7} 21.9 2.9
312 Boiler Plant Equip. 24.0C (20.0) 23.4 4.0
314 Turbogenerator Units 23.0 (4.0} 18.4 3.7
315 Accessory Electric Eguip. 22.0 (2.7} 19.7 i.8
316 Misc. Power Plant Equip. 21.0 [1.0) i4.5 4.1
St. Johns Rvr Power Park --

Coal/Limestone

311 Scructures and Improvements 30,0 (5.0} 5.5 3.2
312.15 Coal Cars 8.5 120.0} 40.6 9.3
312 Boiler Plant 24.0 (20.0) 42,5 3.2
315 Accessory Electric Equip. 19.7 (3.0} 14.5 4.5
316 Misc. Power Plant Equip. 22.0 (1.0} 28.9 3.3
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COMMISSION APPROVED RATES
AVERAGE ACTUAL REMAINING
REMATINING NET 1-1-44 LIFE
ACCOUNT LIFE SALVAGE RESERVE RATE
St. Johns Rvr Power Park -- Gypsum/Ash
311 Structures 31.0 (5.0} 47 .4 1.9
312 Boiler Plant 16.7 (20.0) 32.3 5.3
315 Accessory Electric Eguip. 17.5 (3.0 24.4 4.5
316 Misc. Power Plant Equip. 24.0 {1.0} 2%.9 3.0
{*18}

* Denotes Restated Reserve
95 FLORIDA POWER AND LIGHT COMPANY

19%3 DEPRECIATION STUDY
COMMISSION APPROVED RATES

AVERAGE ACTUAL REMAINING
- REMAINING NET 1-1-94 LIFE
ACCOUNT LIFE SAILVAGE RESERVE RATE
CTHER PRODUCTION
Ft. Lauderdale -- Common [(Repcowered!
341 Structures and Improvements 24.0 (2.0} * .09 4 2
342 Fuel Holders, Producers & 17.8 12.0) B.7 5.2
Accessories
343 Prime Movers 271.0 {2.0} 3.7 3.6
344 Generators 16.5 (2.0) 34.9 4.1
345 Accessory Electric Equipment 28.0 {1.0) 8.4 3.3
346 Misc. Power Plant Egquipment 10.5 (1.0) 32.0 6.6
Ft. Lauderdale -- Unit 4 (Repowered)
341 Structures and Improvements 27.0 (2.0 2.0 3.7
342 Fuel Holders, Producers & 24.0 2.0} 1.2 4.2
Accessories
343 Pprime Movers 28.0 (2.0) 2.3 3.6
344 Generators 16.4 (2.0 * 7.9 5.7
345 Accessory Electric Egquipment 28.0 (1.0} * 4.8 3.4
346 Misc. Power Plant Equipment 16.3 (1.0} * 6.3 5.8
Ft. Lauderdale -- Unit 5 {Repowered)
341 Structures and Improvements 28.0 {2.0) 7.4 3.4
342 fFuel Holders, Producers & 23.0 (2.0) 1.9 4.4
Accesscries
343 Prime Movers Z8.0 (2.0} * 4.8 3.5
344 Generators 16.1 (2.0} * 6.3 5.9
345 Accessory Electric Eguipment 28.0 (1.4) *10.0 3.3
346 Misc. Power Flant Equipment 15.9 (1.0) * 2.3 6.2
Ft. Myers -- Gas Turbines
341 Structures g.5 (2.0) B6.1 1.7
342 ruel Holders 9.5 {2.0} B9.1 1.4
343 Prime Movers 9.5 12.0) 82.4 2.1
344 Generator 3.5 (2.0} 78.2 2.5
345 Accessory Electric Equip. 5.5 (2.3) 81.4 2.2
346 Misc. Power Plant Equip. 9.5 {6.4) 59.9 4.9
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COMMISSION APPROVED RATES

AVERAGE ACTUAL REMAINING

REMAINING NET I-1-94 LIFE

ACCOUNT LIFE SALVAGE RESERVE RATE

Ft. Lauderdale-Gas Turbines
341 Structures 9.5 {(2.0) 74.2 2.9
342 Fuel Holders 9.5 (2.0} 86.9 1.6
343 Prime Movers 9.5 {2.3) 81.4 2.2
344 Generator 2.5 {2.0) 931.1 0.9
145 Accessory Electric Equip. 9.5 {1.0} 84.4 1.7
346 Misc. Power Plant Equip. 9.5 1.0} 90.7 1.1
port Everglades -- Gas Turbines
341 Structures 9.5 (2.0 81.7 2.1
342 Fuel Holders 9.4 (2.0 92.2 1.0
343 Prime Movers 9.5 (2.0) 94.1 0.8
3144 Generator 9.5 {1.0) 93.5 0.8
345 Accessory Electric Equip. 6.9 (1.0} 97.4 0.5
346 Misc. Power Plant Equip. B.5 (1.0} B1.9 2.2
Martin Pipeline
342 Fuel Holders 10.6 (2.0) 3.0 9.4
Putnam -- Common
341 Structures 16.1 (2.0) 55.6 2.9
342 Fuel Holders 18.5 (2.0} 17.9 4.5
343 Prime Movers 16.6 (2.0) 16.2 5.9
3144 Generator 14.5 (2.0} 34.8 4.6
345 Accessory Electric Equip. 13.1 {1.0) 41.1 4.6
346 Misc. Power Plant Equip. 12.8 (1.0} 49.0 4.1
Putnam -- Unit 1
341 Structures 15.5 (2.0) 54.4 3.1
342 Fuel Holders 15.6 {2.0) 55.9 3.0
343 Prime Movers 15.6 (2.0} * 25.1 4.9
344 Generator 13.0 (2.0) 60.0 3.2
345 Accessory Electric Equip. 14 .4 (1.0} 54 .0 3.3
Putnam -- Unit 2
341 Structures 15.3 2.9 57.4 2.9
342 Fuel Holders ! 15.3 (2.0} 51.7 3.3
343 Prime Movers 15.6 (2.0} * 27.3 4.8
344 Generator 12.4 (2.0) 63.6 3.1
345 Accessory Electric Equip. 14.0 {1.0) 58.1 3.1
{*191]

* Denotes Restated Reserve
98 FLORIDA POWER AND LIGHT COMFPANY

1993 DEPRECIATION STUDY
COMMISSION APPROVED RATES

AVERAGE ACTUAL REMAINING
REMAINING NET 1-1-94 LIFE
ACCOUNT LIFE SALVAGE RESERVE RATE

NUCLEAR PRODUCTION
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COMMISSION APPROVED RATES
AVERAGE ACTUAL REMAINING
REMAINING NET 1-1-94 LIFE
ACCOUNT LIFE SALVAGE RESERVE RATE
$t. Lucie -- Common
321 Structures & Improvements 24.0 12.0) 34.7 2.8
122 Reactor Plant Eguipment 2B.0 (12.0) 15.1 3.5
323 Turbogenerator Units 23.0 {1.0) 11.4 3.9
324 Accessory Electric Equipment 26.0 ¢.0 19.4 3.1
32% Misc., Power Plant Equipment 23.0 0.0 25.1 3.3
St. Lucie -~ Unit 1
321 Structures & Improvements 19.7 (2.0} 40.8 3.1
322 Reacter Plant Eguipment 18.4 (13.0} * 31.4 4.4
323 Turbogenerator Units 18.6 (1.0} 37.5 3.4
324 Accessery Electric Egquipment 21.0 0.0 35.2 3.1
325 Misc. Power Plant Equipment 22.0 6.0 37.9 2.8
St. Lucie -- Unit 2
321 Structures & Improvements 21.0 2.0 27.3 3.6
322 Reactor Plant Eguipment 24.0 (12.9) 29.0 3.5
323 Turbogenerater Units 26.0 (1.0} 22.4 3.0
324 Accessory Electric Equipment 28.0 0.0 23.3 2.7
3125 Misc. Power Plant Equipment 30.0 0.0 19.3 2.7
Turkey Point Nuclear-Common
321 Structures & Improvements 2.1 (2.0} 25.5 6.3
322 Reactor Plant Equipment 12.6 113.0) 34.8 6.2
323 Turbogenerator Units 13.2 0.0 31.1 5.2
124 Accessory Electric Equipment 13.5 (2.0) 20.3 6.1
325 Misc. Power Plant Egquipment 12.8 (2.0} 344 5.3
Turkey Point Nuclear-Unit 3
321 Structures k Improvements i3.2 {(2.0) 43 .6 4.4
322 Reactor Plant Eguipment 12.7 (13.0j 54.5 4.6
323 Turbogenerator Units 12.2 0.0 25.1 6.1
324 Accessory Electric Equipment 13.2 (2.0} 3r.2 5.4
325 Misc. Power Plant Equipment 13.5 [2.0) 62.3 2.9
Turkey Point Nuclear-uUnit 4
321 Structures & Improvements 13.2 (2.0} 32.0 5.3
322 Reactor FPlant Equipment 12.8 {13.07 48 .0 5.1
323 Turbogenerator Units 12.6 0.0 30.0 5.6
324 Accessory Electric Equipment 13.2 (z.0) 21.4 6.1
325 Misc. Power Plant Eguipment 13.3 {2.0) 47.3 4.1
{*20])
* Denotes Restated Reserve
00 FLORIDA POWER AND LIGHT COMPANY
1993 pEPRECIATION STUDY
COMMISSION APPROVED RATES
AVERAGE ACTUAL REMAINING
REMAINING NET 1-1-94 LIFE

ACCOUNT LIFE SALVAGE RESERVE RATE
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COMMISSION AFPPROVELD RATES
AVERAGE ACTUAL REMAINING
REMATINING NET 1-1-94 LIFE
ACCOUNT LIFE SALVAGE RESERVE RATE
TRANSMISSION PLANT
350.2 Eagements 49.0 6.0 15.1 1.7
352.0 Structures and Improvements 36.0 (15.0) 23.6 2.5
353.D Station Egpt. 30.0 20.0 26.3 1.8
354.0 Towers and Fixtures 3.0 (15.0} 30.9 2.8
355.0 Poles and Fixtures 29.0 {35.0) 41.9 3.2
356.0 Cverhead Cond. & Devices 26.0 {20.0) 40.8 3.0
357.0 Underground Conduit 27.0 0.0 40.8 2.2
358.0 Underground Conductors & Devices 17.5 0.0 51.2 2.8
359.0 Roads and Trails 52.0 0.0 20.5 1.5
DISTRIBUTION FPLANT
361.0 Structures & Improvements 35.0 {5.0) 23.4 2.3
362.0 Station Eguipment 29.0 (5.0} 22.6 2.8
3164.0 Poles, Towers & Fixtures 30.0 {30.0) 37.1 3.1
365.0 OH Conductors & Devices 27.0 (35.00 38.6 3.6
366.6 Underground Conduit-Duct Sys. 44.0 0.0 21.7 1.8
3166.7 Underground Conduit-Direct Buried 25.0 0.0 25.0 3.0
167 .6 Underground Cond. & Devices-In 270 10.0 22.2 2.5
Duct
367.7 Underground Cond. & Dev.-Direct 17.8 0.0 * 50.9 2.8
Buried
3168.0 Line Transformers 22.0 {15.0) 33.7 3.7
369.1 Sexrvices-Overhead 27.0 (60.0) 46 .7 4.2
369.7 Services-Underground 27.0 {10.0} 27.0 3.1
370.0 Meters 18.5 5.0 42 .2 2.9
371.0 Installations on Cust. Premises 10.7 (20.0) 35.4 7.9
373.0 Street Light & Signal Sys. 18.1 {20.0) 41.9 4.3
[*21]
* Denotes Restared Reserve
01 FLORIDA POWER AND LIGHT COMPANY
1993 BEPRECIATION STUDY
COMMISSION APPROVED RATES
AVERAGE ACTUAL REMAINING
REMAINING NET 1-1-94 LIFE
ACCOUNT LIFE SALVAGE RESERVE RATE
GENERAL PLANT
390.0 Structures & Improvements-FPL 39.90 0.0 15.90 2.2
390.0 Structures & Improvements-LRIC 39.0 0.9 22.2 2.0
392.0 Aircraft-Fixed Wing (Non-Jet) 3.1 50.0 49.1 0.3
392.0 Aircraft-Rotary Wing 6.5 50.0 8.5 6.4
392.0 Arxcraft-Fixed Wing (Jet} 6.5 50.0 16.4 5.2
392.1 Transportation-Automobiles 2.1 10.0 34.5 26.4
392.2 Transportation-Light Trucks 3.5 5.0 45 .5 11.3
392.3 Transportation-Reavy Trucks 6.8 15.90 39.1 6.8
392.9 Transportation-Trailers 10.5 20.0 39.3 3.9
393.1 Stores Equip-Handling Equip 19.9 16.0 20.1 3.5
394 .1 Shop Equip.-Fixed/Stationary 24.0 {10.0} 17.8 3.8
395.1 Lab. Equip.-Fixed/Stationary 0.0 0.0 15.5% 2.8




Progress Energy Florida
Docket No. 090079-El
Exhibit No. ___ (WG-3}

Page 26 of 92
Page 16
1994 Fla. PUC LEXIS 1219, *
COMMISSION APPROVED RATES
AVERAGE ACTUAL REMAINING
REMATINING NET i-1-94 LIFE
ACCOUNT LIFE SALVAGE RESERVE RATE
396.1 Power Operated Eq. (Trans.) 6.0 20.0 47.0 5.5
396 .8 Other Power Operated Equipment 5.1 20.0 2.2 1.5
397 .1 Communications Egquipment- 12.9 0.0 29.3 5.5
Other
397,33 Communications Egpt.-Official 5.1 0.0 27.4 14.2
397 .8 Communications Egpt.-Fiber 7.8 5.0 20.9 5.5
Optics
AMORTIZABLE PLANT
351.1 Office Furniture. 7 ¥Yr. Amortization
391.2 Office Equipment 5 Yr. Amortization
391.3 Computers 7 Yr. Amortization
391.4 Duplicating & Mailing Equipment 7 Yr. Amortization
391.5 EDP Ecuipment 5 Yr. Amortization
197 .7 Transportation Eguipment- 5 Yr. Amortization
Marine Egquip.
393 .2 Storage Eguipment 7 Yr. Amortization
353.3 Portable Handling Equip. 7 Yr. Amcrtization
394 .2 Shop Eguipment-Portable 7 Yr. Amortization
Handling
395.2 Portable Laboratory Equip. 7 Yr. Amortization
398.0 Miscellaneous Equip. 7 Yr. Amortization
{*22]
02 FLORIDA POWER AND LIGHT COMPANY
1993 DEPRECIATION STUDY
COMMISSION APPROVED RECOVERY SCHEDULES
1-1-94 1-1-94 EXPECTED NET TO BE PERIOCD CF
INVESTMENT RESERVE SALVAGE RECOVERED RECOVERY
(5 (%1 { s} (B {Yrs.}
ACCOUNT
St. Lucie Steam
Generators 19,179,804 10,766,322 (53,600,000} 62,013,582 4.5 Yrs
Cutler-Unit 4 M) {729) 0 729 1 ¥Yr
Sanford-Unit 1 4] {1,116) 0 1,116 1 ¥Yr
Asbestos and
Overhauls
1994-1997 6,076,843 5,171,136 (2,673,885) 3,579,592 4 Yrs.
367.7-8%ilicone
Injection 13,602,430 1,475,268 Q 12,127,222 8 Yrs.
TOTAL 38,855, 237 17,410,881 {56,273,885) 77,722,241
032 COMMISSION APPROVED
CORRECTIVE RESERVE TRANSFERS
1-1-94 1-1-94
BOOK APPROVED ADJUSTED
ACCOUNT RESERVE TRANSFERS RESERVE
Ft. Myers-
Common
Account 314 % B1,329 S (54,413) s 26,916
Account 315 207,157 54,413 261,570
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1-1-94 1-1-94
BOOK APPROVED BDJUSTED
ACCOUNT RESERVE TRANSFERS RESERVE

Pt Everglades-

Common

Account 311 6,513,072 457,425 6,970,497
Pt Everglades-

Unit 1

Account 311 1,893,211 {457.425) 1,435,786
Riviera-Unit 3

ARccount 311 523,692 (401,519) 122,177
Riviera-Unit 4

Account 311 368,339 {272,718} 95,621
Ft. Myers-
Unit 1

Account 311 1,089,743 at (552,618) 537,125
Cutler-Unit 4 *{568,762) 568,033 *1729)
Riviera-Unat 1 *[(22,891) 22,891 * 0=
Pre-1994
O'haul/asbest.
Abatement
Unrecovered
Costs at (46,908,506) 635, 927 {46,272,579)
(*23)

* Denotes dismantlement reserve.

at Represents remaining unrecovered costs assoclated with pre-19%4 maior
cverhaul and asbestos abatement projects.

Legal Topics:

For related research and practice materials, see the following legal topics:
Communications LawDwnershipOwnership RulesEnergy & Utilities LawAdministrative

ProceedingsPublic Utility CommissionsAuthorityEnergy & Utilities Lawltility Com-
paniesRatesGeneral Overview
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In re: Request for approval of implementation date of Janu-
ary 1, 2002, for new depreciation rates for Marianna Elec-
tric Division by Florida Public Utilities Company.
DOCKET NO. 010669-EI; ORDER NO. PSC-01-2270-PAA-EI
Florida Public Service Commission
2002 Fla. PUC LEXIS 1292
01 FPSC 11:233
November 1%, 2001
PANEL: [*1] The following Commissioners participated in the disposition of

this matter: E. LEON JACOBS, JR., Chairman; J. TERRY DEASON; LILA A. JABER;
BRAULIO L.. BAEZ; MICHAEL A. PALECKI

OPINION: NOTICE OF PROPOSED AGENCY ACTION ORDER REVISING DEPRECIATION RATES

NOTICE is hereby given by the ¥Florida Public Service Commissicn that the ac-
tion discussed herein is preliminary in nature and will become final unless a
person whose substantial interests are substantially affected files a petition
for a formal proceeding pursuant to Rule 25-22.02%, Florida Administrative Code.

Rule 25-6.0436, Florida Administrative Code, requires Investor Owned Utili-
ties to file comprehensive depreciation studies at least once every four years.
On May 2, 2001, Florida Public Utilities Company {(FPU or the company) filed its

regular depreciation study for the Marianna Division in accordance with this
rule.

FPU's current depreciation rates were approved effective January 1, 1998. A
review of the company's activity data in its May 2, 2001, filing shows the need
for revising depreciation rates.

I. Corrective Reserve Measures

Corrective [*2] reserve measures shall be made as shown on Attachment A. Re-
serve imbalances are primarily a matter of differences in current and past pro-
jections. Such deficiencies should be recovered as fast as possible, unless such

recovery prevents the company from earning a fair and reasonable return on its
investments.

A negative reserve balance exists for the Structures and Improvements ac-
count, Account 361. In 1999, the company performed an inventory verification and
reconciliation between its continuing property records and actual physical plant
in service which revealed a mismatch between the accounting records and the re-
lated physical assets. Apparently the physical plant in this account was retired
during the early 1990's without the commensurate accounting retirement of the
related investment. The negative reserve resulted when the corrective action was
recorded. Since this negative reserve represents non-existent plant, there is a
need for immediate corrective action. An apparent reserve surplus exists in the

Station Equipment account, Account 362, that shall be used to correct this defi-
ciency.
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Further, there is a perceived reserve deficiency in Account 371, Installation
on Customers’ f*3] Premises. The apparent surpluses ir Accounts 366 and 367,
Underground Conduit and Underground Conductors and Devices shall be transferred
to offset the reserve deficiency in Account 371.

Each of the General Plant accounts have either a perceived surplus or deficit
in the reserve pcsition. The existence of reserve surpluses and deficliencies in
these accounts can cause abnormalities in the resulting depreciation rates. For
this reason, the reserve transfers shown on Attachment A shall be made to bring
each account's reserve more in line with its calculated theoretical level.

1I. Depreciation Rates

The approved lives, net salvages, reserves and depreciation rates shown on
Attachment B are the result of a comprehensive review of FPU's depreciation
study. The May 2, 2001, filing was essentially a staff-assisted study. The com-
pany provided aged retirement data for the 1997-2000 period and forecasted 2001
data. The company als¢ provided the average age distributions of the surviving
investments for each account. Commission staff then worked with the company in
developing appropriate life and salvage values.

The changes in the transmission and general plant depreciation rates can be
[*4] attributed mainly to two factors - updated account ages to reflect activ-
ity since the last represcription and/or changes in the associated reserve po-
sition. The salvage values for three plant accounts will alsoc change. The ap-
proved salvage values reflect a move more in line with company experience and
industry expectations. A discussion of these accounts is presented below.

A. Overhead Conducters and Devices{Account 365)

The currently prescribed net salvage factor for this account is negative 15%.
The removal of aerial plant is labor intensive and is reflected in the account's
net salvage experience. With this in mind, a negative net salvage of 25% is ap-
proved because it is more in line with these trends.

B. Street Lighting and Signal Systems (Account 373)

The currently prescribed net salvage factor for this account is negative 5%.
During the 1997-2000 period, net salvage for this account averaged negative 18%.
For this reason, a net salvage of negative 10% is approved because it is more in
line with the indicated experierice of the account.

C. Power QOperated Equipment (Account 396}

Since the last depreciation study, the company has determined that the bulk
of this account's [*5) investment {$ 22,978) should have been placed in Account
392.2, Transportaricn-Light Trucks. This reclassification left approximately $
5,000 in the account with an average age of 9.1 years. Taking inteo account the
age of this investment, it is highly unlikely that any salvage other than scrap
value will be realized upon retirement. Recognizing this, a net salvage of 5% is

approved because it 1is more in line with current expectations than the currently
prescribed 10% ner salvage.

I1I. Taxes

The current amortization of ITCs and the flowback of excess deferred income
taxes (EDIT} shall be revised ta match the actual recovery periods for the re-
lated property. FPU shall file detailed calculations of the revised ITC amorti-
zation and flowback of EDIT at the same time it files its surveillance report
covering the guarter ending March 31, 2002.
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Revisions to a utility's remaining lives, as was approved above, generally
change its rate of amortization of investment tax credits (ITCs), and flowback
of EDIT in corder to comply with Sections 46, 167, and 168 of the Internal Reve-
nue Code (IRC}, and Sections 1.46, 1.67, and 1.68 of the Treasury Regulations.

Section 46(f}{6), IRC [*6] ., states that the amortization of ITCs should be
determined by the period of time actually used in computing depreciation expense
for rate making purposes and on the regulated books of the utility. Because
there will be a change in remaining lives, the amortization of ITCs will change
in order to avoid wviolation of the provisions of Section 46, IRC, and Section
1.46 of the Treasury Regulations.

Section 203{3) of the Tax Reform Act of 1986 {the Act) prohibits rapid flow-
back of depreciation related (protected) EDIT. Further, Rule 25-14.013 (Account-
ing for Deferred Income Taxes Under SFAS 109), Fleorida Administrative Code, gen-
erally prohibits EBDIT from being written off any faster than allowed under the
Act. The Act, SFAS 109, and Rule 25-14.013, Florida Administrative Code, regu-
late the flowback of EDIT. Therefore, the flowback of EDIT shall be adjusted to
comply with the Act, SFAS 109, and Rule 25-14.013, Florida Administrative Code.

We look to a company's books and records. and at the orders and rules of the
jurisdictional regulatory authorities to determine if [*7] the books and re-
cords are maintained in the appropriate manner and to determine the intent of
the regulatory bodies in regard to nermalization. Therefore, the current amorti-
zation of ITCs and the flowback of EDIT shall be revised to reflect the approved

remaining lives. The utility shalil also preduce work papers to show how the re-
visions were made.

IV. Effective Date

Company date and related calculations are based on depreciation estimated
through December 31, 2001. Therefore, the depreciation rates approved in this
Order shall become effective on Janwary 1, 2002. This is the earliest practica-
ble date for utilizing the revised rates.

Based on the foregeoing, it is

ORDERED by the Florida Public Service Commission that Fleorida Pubklic Utility
Company's depreciation rates, corrective reserve measures, amortization of in-
vestment tax credits, and the flowback of excess deferred income taxes shall be

revised as shown in the body of this Order and the Attachments to this Order. It
is further

CRDERED that the depreciation rates shall become effective on January 1,
2002. 1t is further

ORDERED that the provisions of this Order. issued as proposed agency action,
shall become final and effective {*8) wupon the issuance of a Consummating Order
unless an appropriate petition, in the form provided by Rule 28-106.201, Florida
Administrative Code, is received by the Director, Division of the Commission
Clerk and Administrative Services, 2540 Shumard COak Boulevard, Tallahassee,
Florida 32399-0850, by the c¢lese of business on the date set forth in the "No-
tice of Further Proceedings"® attached hereto. It is further

ORDERED: that in the event this Order becomes final, this docket shall be
closed.

By ORDER of the Florida Public Service Commission this 19th day of November,
2001 .

BLANCA 5. BAYD, Director
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Division of the Commission Clerk and Administrative Services
Attachmant A
FPLORIDA PUBLIC UTILITIES - MARTANNA ELECTRIC DIVISION
DOCKET NO. 010669-EI
2001 DEPRECIATION STUDY
COMMISSION APPROVED RESERVE TRANSFERS
ACCOUNT TRANSFER COMMISSION APPROVED
AMOUNT RESTATED RESERVE
DISTRIBUTION PLANT
361 - Structures and Improvements $ 5,205.00 $ 0.00
3162 - Station Eguipment ($ 6,246.00) $ 455,508.00
366 - Underground Conduit (s 3,700.0M % 25,048.00C
367 - Underground Conducktors & Dev. {$ 21,589.00) § 124,.021.00
371 ~ Installation on Cust. Premises 5 26,330.00 $ 236,869.00
TOTAL $ 06.00 S 841,446.00
GENERAL PLANT
390 - Structures and Improvements {$ 22,193.00) 5 153,255.00
392.1 - Transpcrtation-Cars $ 3,296.00 $ 9,235.00
392.2 - Transportation-L. Trucks & Vans {% 5,524.00) $ 103,5%55.00
392.3 - Transportation-H. Trucks & Vans $ 22,123.00 S 423,282.00
392.4 - Transportation-Trailers $ 391.00 $ 7,842.00
396 - Power Operated Equipment $ 2,307.00 $ 2,710.00
TOTAL $ 0.00 $ 699,9%39.00

[*9]
Attachment B
FLORIDA PUBLIC UTILITIES - MARIANNA ELECTRIC DIVISION
DOCEET NO. 0l10669-EIX
2001 DEPRECIATION STUDY

ACCOUNT
DISTRIBUTION PLANT

360.1 - Land Rights

361 - Structures and Improvements
362 - Station Equipment

364 - Poles, Towers, and Fixtures
365 = Overhead Conductors & Devices

366 - Underground Conduit




367 =
368 =
369 =
370 =

371 -

2001 Fla. PUC LEXIS 1292,

Underground Conductors & Devices
Line Transformers

Services

Meters

Installation on Customers' Premises

Street Lighting & Signal Systems

GENERAL PLANT

390 - Structures & Improvements
352.1 - Transportation-Cars
392.2 - Transportation-Light Trucks & Vans
392.3 - Transportation - Heavy Trucks & Vans
392.4 - Transportation - Trailers
396 - Power Operated Eguipment
COMMISSION APPROVED
EVERAGE ESTIMATED
REMAINING NET 171,02
LIFE SALVAGE RESERVE
{YRS.) (%) (%)
46.0 0.0 14.86
45.0 0.0 0.0 o
21.0 (10.0 49.1
21.90 [25.0) 43.7
17.8 (25.0) 48.9
39.0 0.0 22.0 wa
26.0 0.0 24.6 b
14.5 {10.0) 51.9
17.4 {20.0} 43.8
13.0 (10.0) 61.3
8.9 15.90 27.1 ol
13.5 {10.0} 33.4
42.0 (2.0} 16.8 o
2.7 15.0 39.1 -
1.0 10.0 51.3 e
4.9 10.0 45.6 B
14.7 5.0 3%.1 O
4.9 5.0 61.7 o0
[*101

* Denotes Wheole Life Rate.

* %

Denotes restated reserve

Legal Topics:

For related research and practice materials,
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REMAINING
LIFE
RATE
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1.
2
2.
3.
4.
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17.

12.
9.
3.
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see the following legal topics:

Energy & Utilities LawAdministrative ProceedingsPublic Utility CommissionsGen-
eral OverviewEnergy & Utilities LawUtility CompaniesRatesGeneral Overview
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In re: Request of Tampa Electric Company for a Change in De-
preciation Rates Effective January 1, 1988

DOCKET NO. 86(0B68-EI; ORDER NO. 15438
Florida Public Service Commission
1988 Fia. PUC LEXIS 760
8f-6 FPSC 104

June 6, 1988
PANEL:

The following Commissioners participated in the dispesitieon of this matter:
KATIE NICHOLS, Chairman; THOMAS M. BEARD: GERALD L. GUNTER; JOHN T. HERNDON; MT-
CHAEL McK. WILSON

OPINION: NOTICE OF PROPOSED AGENCY ACTION ORDER PRESCRIBING DEPRECIATION RATES

BY THE COMMISSION:

NOTICE is hereby given by the Florida Public Service Commission that the ac-
tion discussed herein is preliminary in nature and will become final unless a
person whose interests are adversely affected files a petition for a formal pro-
ceeding, pursuant to Rule 25-22.02%, Florida Administrative Code.

Rule 25-6.0436{(7), Florida Administrative Code, requires that once every four
(4) years, each jurisdictional electric uvtility submit a study of the accounting
treatment given its depreciable property. In compliance with this rule, Tampa
Electric Company (TECO or utility) filed a depreciation study in June of 1286
with an expected implementatiocn date of late-1987. That study was updated on
June 15, 1987. The proposed date for implementation of the updated study is

January 1. 1988. The last overall depreciation review of this utility was in
1982.

The Commission Staff has reviewed TECO's study and has recommended certain
modifications to depreciation rate components submitted by the utility. Having
reviewed the utility's study and having considered the modifications proposed by
our Staff, we find that TECO's rates should be represcribed consistent with the
Staff's recommendation. The specific rates and components being approved by
this Order are set forth on Attachment 1. Major adjustments to individual ac-
counts are discussed below.

CORRECTIVE RESERVE TRANSFERS

our Staff recommended that the reserve adjustments related to interest syn-
chronization of investment tax credits {Order No. 15798, in November, 1986)
through 1989 be applied to the reserve for Supervisory Control and Data Acquisi-
tion (SCADA) Systems and related equipment and that the remaining residual re-
serve associated with the existing PCB capacitor recovery schedule be trans-
ferred to the reserve for PCB transformers. By Order No. 15798 the Commission
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determined that menies subject to refund plus interest related to the interest
synchronization of investment tax credits would be booked as a ocne-time juris-
dictional adjustment to the depreciation reserve. This entry was to be re-
corded as a bottom-line reserve adjustment toc be make account specific at the
utility's next depreciation represcription. That Order further determined that
an on-going monthly jurisdictional adjustment to the depreciation reserve, to be
booked in the same manner as the one-time adjustment, would be needed in lieu of
a reduction of customer rates. The utility has identified in this study
$5,820,294 plus an annual true-up of $360,000, attributable to this interest
synchronization adjustment to the reserve and has proposed that these amounts be
applied to the reserve for the SCADA Systems and related equipment planned for
retirement in late-198%. This amount will serve to decrease the unrecovered

amount associated with this egquipment that is authorized to be amortized over a
two-year period.

Beginning January 1, 1990, the utility will book the annual true-up amount of
$360,000 as a non-account specific¢ reserve adjustment attributable to interest
synchronization until base rates are changed. At the time depreciation rates
are next revised, these accumulated amounts from January, 1990, forward will be
allocated to specific accounts as needed.

In the utility's last depreciation study, a 3.5 vear recovery schedule was
approved to recover the net investment associated with the planned retirement
of PCB capacitors. Recovery has been completed and there remains a residual re-
serve of §$115,347. We find that this surplus should be transferred to the re-
serve for PCB transformers that are now planned for near-term retirement as
shown in Attachment 1.

DEPRECIATION RATES AND AMORTIZATION SCHEDULES
ATTACHMENT 1

A. RECOVERY SCHEDULES
1. Line Transformers - PCB Network Tranformers

During the first guarter of 1986, TECO began to remove and replace PCB net-
work transformers in accordance with certain federal regulations. All replace-
ments are reguired to be completed by October 1, 13%0. The utility determined
rhat there are 136 PCR network transformers remaining to be removed. A 2.7-year
recovery schedule will be prescribed to recover the net investment associated
with the remaining transformers. The investment and reserve associated with
these transformers are $1,447,067 and $921,708, respectively. Total removal and
disposal costs are estimated to be $2,544,000. These amounts result in an unre-
covered net amount of $3,06%,359. There is a residual reserve balance of
$115, 347 associated with a PCB capacitor recovery schedule established in the
1982 represcription proceeding. We find that this reserve balance should be
transferred to the reserve asscociated with this new schedule, thereby reducing
the net amount to $2,954,012. Recovery of this amount over a 2.7-year period
results in an annual expense of §1,09%4,079.

2. Supervisory Control and Data Aguisition Systems (SCADA)

The investment in this acceount is comprised of computer and peripheral equip-
ment used for generation control, generation and distribution data acguistion,
interchange studies, and control and menitoring of the transmission network.
This egquipment is scheduled to be retired by year-end 19289 and replaced by new a
Energy Management System. The utility has proposed a two-year recovery schedule
treating the net unrecovered investment of $8,052,364. As discussed above, the
utility has proposed that the accumulated JDITC reserve adjustment through year-
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end 1987, as well as the additional annual amounts for 1988, and 139893, be ap-
plied to offset underrecovery amounts. We agree with this treatment, which will
result in an annual expense of $756,035.

B. PRODUCTION PLANT
1. Gannen and Big Bend

TECO proposed the use of depreciation rates by individual plant unit. This
is logical in that the make-up, and prospective life and salvage parameters, can
be expected to differ by unit. In this regard, the utility states., and we agree
that:

Production plants are more likely to be retired on a unit basis rather than a
station basis due to the unique character of each unit and the size or the ca-
pacity of these units which must be replaced on the genmerating system upon re-
tirement. The system common . . . equipment will remain in service until the re-
tirement of the last generating unit at each station.

Differences in TECO's proposal for the remaining life and salvage parameters
for the various Gannon and Big Bend units are due to Staff's using the correct
mechanics of compositing. Further, Staff used updated investment as of January
1, 1988, while the utility study, due to timing, used projected figures.

2. Gannon Trust Property

Gannon Trust Property assets are being recovered through the 0il Backout Cost
Recovery Factor. TECO proposed life and salvage factors based on its composite
of lives for common plant and units 1-4 at Gamnmon Statien to which these assets
relate. While our Staff is in basic agreement with the service lives and re-
maining lives assigned to the strata within each unit, we £ind that they applied
the correct methodology of compositing, whereas the Company did not. Also the
Staff used updated investments as of January 1, 1988, while the utility's study
used projected figures.

3. Hookers Point Station

At the time of the last depreciation review of 1382, Hookers Point was
planned for retirement in 1%%0. Since then, that station went off-line April
12, 1986, and has been on long-term reserve standby status. Current plans are
te return Hookers Point Unit % to service in 1990, Units 3 and 4 in 1991, and
Units 1 and 2 in 1992. The final retirement date for this station is projected

for the year 2000. According to the utility, the return of these units will de-
fer the need to add new capacity.

TECO proposed a twelve-year recovery schedule for the net recovery of this
sration. The embedded investment is currently 102% recovered, so the only amount
remaining for recovery is net salvage (basically demolition expense) estimated
at negative 20%. With the retirement date some years in the future, the Staff
was hesitant to recommend approval of a recovery schedule approach. We agree
with their recommendation. as shown on Attachment 1, for a rate to be applied to
the embedded investment to recover the estimated demclition costs.

As shown on Attachment 1. Staff also recommends a separate rate for additions
made to the station before the next scheduled depreciation review to bring the
units back into service. The rate for any new additions is 10.5%, based on an
average service life of 9.5 years with a zero percent salvage.

4. Common-Use Investmwent [Accounts 311.01 and 316.01})

Our Staff agreed with TECO that common-use structures and “tools"” shouid be

expected to have average service lives typical of such investments. However,
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using ages updated to January 1, 1988, results in the remaining lives shown on
Attachment 1.

5. Other Production Plant (Accounts 341, 342, 345, 346 and 34%}

These accounts represent combustion turbines and thelr support eguipment.
Staff recommends updating the age to January 1, 1988, which results in a remain-
ing life different from that proposed by the utility. In the past, the accounts
have used the same average service lives and the remaining lives have only var-
ied by 0.4 years for 9%.91% of the total investment. We agree with our Staff
and the Company that the logical course is to treat these accounts as one depre-
ciable category. This treatment is shown on Attachment 1.

C. TRANSMISSION AND DISTRIBUTION

1. Wwhile there are some changes in service lives for these accounts, the
changes in depreciation rates are largely due to the normal adjustments inherent
in the remaining life forxmula (changes in age, impacts of current activity).
Staff recommends that these lives remain in the bands indicated by activity and
general averages. An example of a change in service life 1is the decrease from
the current whole life of 30 years to the recommended 27 years for Transmission
Poles. This change is primarily a recognition of the damaging effect of wood-

peckers - a phenomencon Florida utilities are experiencing only in certain areas
cf the State.

2. Staff indicates only a minor disagreement with the utility on salvage of
Station Equipment: The cost of removal trend suggests a slightly more negative
salvage value of 7% instead of the 4% propesed by the utility.

D. GENERAL PLANT

The basic difference between TECO and our Staff on these accounts is over am-
ortization. Rule 25-6.0142, Florida Administrative Code, provides for the amor-
rization of most General Plant items {rather than maintaining inventory). The
utility requested that it be allowed to not follow the Rule's amortization pro-
cedure. Qur Staff recommends, and we agree, that the utility should be recuired
to amortize embedded investment. We alsc agree with the Staff that TECO must be
in conformity with Rule 25-6.0142(3), Florida Administrative Ccde, for 1988.

Next Depreciation Study

Due to the original filing date of the present study and the update occurring
at separate times in this proceeding, we will expect TECO to file its next de-

preciation study in keeping with Rule 25-6.0436, Florida Administrative Code,

by
June 15, 1991.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that depreciation rates and
amcreization schedules set forth in Attachment 1 to this Order are hereby ap-
proved for Tampa Electric Company. It is further

ORDERED that Tampa Electric Company shall record the corrective reserve
transfers set forth in Attachment 1. It is further

ORDERED that the effective date of the new rates is January 1, 198B. It is
further

ORDERED that this docket shall remain open for consideration of Tampa Elec-
tric Company's economic study on inactive service lines, which shall be submit-
ted within 90 days from the date of this order. It is further
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CORDERED that this Order shall become final unless a petition for formal pro-
ceeding is received by the close of business on June 25, 1988.

By ORDER of the Florida Public Service Commission, this 6th day of June,
1388.

TAMPA ELECTRIC CCMPANY
1987 STUDY
Comparison of Depreciation Rates and Components

COMMISSION APPROVED

AVERAGE REMAINING
ACCOUNT REMAINING NET BOOK LIFE
LIFE SALVAGE RESERVE RATE
{yrs) (%) (%) (%)
PRODUCTION - STEAM
Big Bend Common 34.0 (12) 18.16 2.8
Big Bend Unit 1 17.8 {12) 44_36 3.8
Big Bend Unit 2 19.5 (13} 36.72 3.9
Big Bend Unit 3 24.0 {12) 34 .93 3.2
Big Bend Unit 4 31.0 {12} 12 .82 3.2
Big Bend Unit 4 FGD 15.3 {11} 12.69 6.4
Gannon Common 38.0 9] 29.11 2.1
Gannon Unit 1 15.1 {12} 63.69 3.2
Gannon Unit 2 14.5 (13 50.76 G.3
Gannon Unit 3 14.4 {13) 62.87 3.5
Gannon Unit 4 17.0 (14) 54.10 3.5
Gannon Unit 5 18.8 (14} 44 24 3.7
Gannon Unit 6 19.4 (14} 37.04 4.0
Common Structures & Imprvinmt 34.0 1} 22.13
2.3
Misc. Power Plant Egpt. 11.4 5 28.71 5.8
Hooker's Point Embedded 11.5 (20} 101,92 * 1.6
Hooker's Point New Additions 9.5 0 0.00 10.5
PRODUCTION - OTHER
Structures & Improvements == == - -
Fuel Holders, Prod, Access. -- - - -
Generatcrs oo -- - ==
Accessory Electric Egpt. -- -- - ==
Misc. Power Plant Egpt. -= -- -- -
TOTAL 5.9 ] 55.77 4.5
TRANSMISSICN PLANT
350.01 Land Rights 35.0 0 26.38 2.1
352.00 Structures & Improvements 39.0 [+] 15.78 2.2
353.00 Station Equipment 23.0 (7) 25.05 3.6
354.00 Towers & Fixtures 33.0 {15} 36.26 2.4
355.00 Poles & Fixtures 20.0 {30} 17.2¢8 5.6
356,00 OH Conductors & Devices 21.0 {3 32.76 3.3
356.01 Clearing Rights-of-Way 35.0 0 29 .84 2.0
357.00 UG Conduit 26.0 1] 47 .65 2.0
358.00 UG Conductors & Devices 17.9 o] 56.28 2.4
359.00 Roads & Trails 39.0 0 21.90 2.0
DESTRI-

BUTICN
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TAMPA ELECTRIC COMPANY

1987 STUDY

Comparison of Depreciation Rates and Components

LIFE

AVERAGE
REMAINING
SALVAGE
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Comparison of Depreciation Rates and Components

LIFE

AVERAGE
REMAINING
SALVAGE

7 YEAR AMORTIZATION

5 YEAR AMORTIZATICN

1 YEAR AMORTIZATION

7 YEAR AMORTIZATION

9

Y

26

23

32

COMMISSION APPROVED

NET

RESERVE
24.08

18.34

34

23.

31

29

20.

.71

12

.54

L21

73

REMAINING
BCOOK LIFE
RATE
4.6

13.5

iz2.8
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TaMpbaA ELECTRIC COMPANY
1987 STUDY
Comparison of Pepreciation Rates and Components

COMMISSION APPROVED

AVERAGE REMAINING
ACCOUNT REMAINING NET BOOK LIFE

LIFE SALVAGE RESERVE RATE
Tools,

Shop, &
Garage
Equip.*
&

335.00 21.0 Q 21.40 3.7
Labora-

Cory

Equip-

ment*

355.00 7 YEAR AMORTIZATION
Labora-

tory

Equip-

ment*™*

397.00 6.5 1] 12.87 13.4
Commu -

nica-

tions

Equip-

ment

398.00 7 YEAR BMORTIZATION
Miscel-

lanecus

FEquip-

ment

NET
UNRECOQVERED

RECOVERY SCHEDULES
PCB Network Transformers 2.7 YEAR AMORTIZATION at

$2,954,012
SCADA 2.0 YEAR AMORTIZATION atat

1,512,070

TOTAL 4,466,082

Gannon Trust 19.1 (16) 20.62 5.0

*Dismantlement rate for Hookers Point.

The embedded plant is fully depreciated therefore rate covers dismantlement
expense cnly.

* Unamortized portion of account.

*+ pmortized portion of account.
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at Includes $2,544,000 in removal costs and a reserve transfer of $115.347.

atat Includes JPITC adjustment.
Lagal Topics:
For related research and practice materials, see the following legal topics:

Energy & Utilities LawAdministrative ProceedingsPublic Utility CommissionsGen-
eral OverviewEnergy & Utilities LawUtility CompaniesRatesGeneral Overview
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in re: Application of General Telephone Company of Florida
for new depreciation rates

DOCKET NO. B400493-TL; CRDER NO. 14929
Florida Public Service Commission
1985 Fla. PUC LEXIS 299
85 FPSC 80

September 11, 1985
PANEL:

The following Commissioners participated in the disposition of this matter:

JOHEN R. MARKS, III, Chairman; JOSEPH P. CRESSE, GERALD L. GUNTER, MICHREL MCK.
WILSON

OPINION: NOTICE OF PROPOSED AGENCY ACTION
ORDER REPRESCRIBING DEPRECIATION RATES
BY THE COMMISSION:

Notice is hereby given by the Florida Public Service Commission that the ac-
tion discussed herein is preliminary in nature and will become final unless a
person whose interests are substantially affected files a petition for formal
proceeding pursuant to Rule 25-22.29%, Florida Administrative Code.

This proceeding was initiated on February 9, 1984, when General Telephone
Company of Florida (Gentel or Company) submitted its depreciation study for our
review, Pursuant to Flerida Administrative Code Rule 25-4.175, telephone compa-
nies are required to file a depreciation study with the Commission at least once
every three years. Qur last review cf Gentel's depreciation study took place in
1981 and resulted in new depreciation rates being put into effect in December
1981. At that time we found it appropriate to implement a change from whole
life te remaining life depreciation methodology and we also prescribed amortiza-
tion schedules addressing negative reserve components of electromechanical

switchers. In the Company's concurrent rate case we also prescribed vintage
group rates for new additions to plant.

Since Gentel's last depreciation represcription there have been substantial
developments in the areas of technology and competition which we believe should
be reflected in new depreciation rates. We believe that it 1s imperative that
we address the effects of these pressures now, notwithstanding the current con-
troversy which has arisen over the Federal Communications Commission preemption
of intrastate depreciation rates. This Commission is actively participating in
proceedings before the United States Supreme Court where the issue of FCC pre-
emption will finally be resolved. However, in view of the age of this docket
and the uncertainties of the date of the Court's final decision, we believe it
is our duty and in the best interest of the Company and the ratepayers to move
forward with represcription of the Company's intrastate depreciation rates. The
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specific rates and recovery schedules are discussed in the body of this order
and in the attached Schedules 1 - 5.

The Ccmpany has asked for a May 1, 1985 implementation date for the new
rates. However, we believe that it would be appropriate for the new rates to be
effective January 1, 1985. The same effective date was approved by the FCC in
the Company's depreciation proceedings before that agency.

Resexrve Deficit

Based on the Staff's calculations we have determined that Centel's net re-
serve deficit amounts to some $32,138,000. This amount was derived by calculat-
ing a reserve imbalance by depreciable account or sub-account for all invest-
ments except those asscciated with electromechanical and electronic analog
switchers planned for retirement during 1985-1987, those associated with poten-
tial investments in plant tc be stranded by 1987 and those associated with Drop

and Block Wire. The various reserve 1lmbalances were then netted to a bottom
line.

As a result of the netting of the reserve imbalances each associated account
or sub-account should be restated at the thecretically correct position, as
shown in Schedule ! attached to this order. Rates for new additions will be the
same as for embedded plant except for the electromechanical. electronic and
digital switching accounts. Thege accounts are measured against the average
date of final retirement, and new additions have been given a separate rate in
accord with their resultant shortened lives. Those rates are set out on Sched-
ule 2 attached to this order.

We believe that it is in the interest of both Gentel's customers and its
stockholders that the Company’s $32,138,000 deficit be written off in as short a
time as practicable. 1In this case we find that a five~year period is appropri-
ate. This results in an amortization amount of $6,427,600 per year or $535,633
per month. The Company shall create a separate subaccount in the accumulated
depreciation reserve to reflect the amortization of this deficit. No further
surpluses or deficits should be included in this subaccount without Commission
approval .

Depreciation Rates and Recovery Schedules

The Staff has made a comprehensive review of Gentel's depreciation study and
has recommended rates for the Company's intrastate operations. Based on the
Staff's recommendation we find the appropriate depreciation rates and components
are set forth on Schedule 3 attached teo this corder with the exception of special
rates developed for short-lived electromechanical and local electronic analog
switching additions. The rates for these short-lived additions are shown on
Schedule 4 attached teo this order. The treatment reflected in that schedule is
designed to recover each yvear's additions ever their composite remaining life.

The approved recovery schedules covering switchers being retired during the
next three vears and potential stranded investments are set forth on Schedule 5
attached to this order. These schedules reflects the period beginning January
1, 198% and continuing through December 31, 1987.

Status Reports

in consideration of the recovery schedules recommended for near-term retire-
ment of switchers and for stranded investments, we find that it would be appro-
priate to reguire the Company to submit guarterly status reports beginning Janu-
ary 1, 1986. Wwith the phasing-out of installatioens there may be variations be-
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tween actual and projected activity. Therefore, we believe that the Company
should submit guarterly reports covering: 1) 1985-1987 electromechanical
switching retirements; 2} 1985-1987 electronic analog switching retirements; and
3) stranded investments in each of the circuit, radio, buried cable, underground
cable, and conduit accounts. These reports should show plant balances and
activity as well as reserve balances and activity and should also list by
changes in plans (such as retirement dates or lease agreements} or changes an-
ticipated net salvage.

In consideration of the foregoing, it is

ORDERED by the Florida Public Service Commission that the depreciation rates
set forth in the body of this order and on Schedules 1 through 5 attached to

this order be and the same are hereby approved for General Telephone Company of
Florida. It is further

ORDERED that the effective date of the new rates is January 1, 1985. It 1s
further

ORDERED that the Company shall file quarterly reports as set forth in the
body of this erder. It is further

ORDERED that in the event this order becomes final as set forth below this
docket shall be clesed. It is further

ORDERED that this order will become effective on October 2, 1985 unless a pe-
tition for formal proceedings is received by October 1, 1985,

By CRDER of the Florida Public Service Commission this 1lth day of September
1985.

NOTICE OF FURTHER PROCEEDINGS OR JUDICTAL REVIEW

The Florida Public Service Commission is reguired by Section 120.59%(4),
Florida Statutes (Supp. 1984}, to notify parties of any administrative hearing
or judicial review of Commission orders that may be available, as well as the
procedures and time limits that apply to such further proceedings. This notice
should not be construed as an endorsement by the Florida Public Service Commis-
sion of any regquest nor should it be construed as an indication that such re-
quest will be granted.

The action proposed herein is preliminary in nature and will net become ef-
fective or final, except as provided by Rule 25-22.29, Florida Administrative
Code. Any person adversely affected by the action proposed by this order may
file a petition for a formal proceeding, as provided by Rule 25-22.29(4), Flor-
ida Administrative Code, in the form provided by Rule 25-22.36(7)(a) and (f),
Florida Administrative Code. This petition must be received by the Commission
Clerk at his office at 10l East Gaines Street, Tallahassee, Florida 32301, by
the close of business on October 1, 1%85. 1In the absence of such a petition,
this order shall become effective QOctober 2, 1985, as provided by Rule 25-
22.29{6), Florida Administrative Code, and as reflected in a subsequent order.

If this order becomes final and effective on October 2, 1985, any party ad-
versely affected may request judicial review by the Florida Supreme Court by the
filing of a notice cof appeal with the Commission Clerk and the filing of a copy
of the notice and filing fee with the Supreme Court. This filing must be com-
pleted within 30 days of the effective date of this order, pursuant to Rule
9.110, Florida Rules of Appellate Procedure. The notice of appeal must be in the
form specified in Rule 9.900(a), Florida Rules of Appellate Procedure.

Scheduale 1
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General Teiephone Company of Florida

ACCOUNT

212

221

231

234

235
241

241.

242.

Buildings

Single-Unit Switching
Multi-Unit Switching

Plant Buildings

Office Buildings

Other Buildings, Towers, and
Leasehold Improvements

Central Office Equipment
Electromechanical/AMR
Electronic Switching
Local

Toll

Cther Electronic Boards
Digital/AMR Switching
Local

Toll

Manual/Digital Toll
Circuit and Circuit DDS
Circuit Optical

Radio and Radio DDRS

Station Eguipment

Network Terminating Egquipment
Subscriber Carrier Eguipment
TDD Eguipment

Large PBX
Special PBX

Public Telephone Equipiment
Pole Lines

Rerial Cable
Metallic

Fiber

Drop and Block

Underground Cable
Metallic
Fiber

Buried Cable
Metallic

Fiker

Drop and Block

Submarine Cable
Metallic

1-1-85 RESTATED RESERVE
BY ACCOUNT TO BE BROUGHT
FORWARD BY ANNUAL ACTIVITY

{$600)

*

*

8,978
1,957
4,777
16,812

4,317

60,739

92,989
91
111

5,794
3,382
4,985
41,453
122
12,074

3.594
3,879

3,156

6,067

5,036

36,494

3,744

26,899
159

99,718
32
10,352

1,771
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General Telephone Company of Florida

1-1-85 RESTATED RESERVE

BY ACCOUNT TO BE BROUGHT

QUNT FORWARD BY ANNUAL ACTIVITY
Fikber 1
herial Wire 2,787
Conduit 15,494
Furniture and Office Egquipment
Office Furniture 966
Office Machines 1,024
Computer/Data Eguipment ) 1,135
official Telephones 5,909
official PBX 4,8%6
Motor Vehicles and OWE
Motor Vehicles
Passenger Cars 1,533
Light Trucks 7,210
Heavy Trucks 955
Heavy Equipment 992
Shop Equipment 106
Other Work Equipment 3,122
Recovery Schedules:

Electromechanical/AMR rets. * 118,334
(1985 - 1987)

Electronic Analog Switching * 4,036
rets. (1985 - 1587}

Stranded Investment:

Radio * 4,603
Circuit * 11,541
Buried Cable * 1,095
Underground Cable * 400
Conduit * 287

* Book Reserve

Schedule 2
DEPRECIATION RATES FOR
ADDITIONS TO SWITCHING
INSTALLATIONS
DEPRECIATION RATES FOR ADDITIONS TO
ELECTROMECHANICAL
INSTALLATIONS SCHEDULED FOR
RETIREMENT AFTER 1987

Remaining Net Depreciation
Life Salvage Rate
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DEPRECIATION RATES FOR
ADDITIONS TO SWITCHING
INSTALLATIONS
DEPRECIATICN RATES FOR ADDITIONS TO
ELECTROMECHANICAL
INSTALLATIONS SCHEDULED FOR
RETIREMENT AFTER 1987

Remaining Net Depreciation
Life Salvage Rate
1985 3.9 yrs. 3% 24.9%
1986 3.3 yrs. 3% 29.4%
i987 2.9 yrs. 2% 33.8%

DEPRECIATION RATES FOR ADDITIONS TC
LOCAL ANALOG SWITCHING
INSTALLATICNS SCHEDULED FOR
RETIREMENT AFTER 1987

Remaining Net Depreciation
Life Salvage Rate
1985 7.2 yrs. 0% 13.9%
1986 6.8 yrs. 0% 14.7%
1987 6.3 vrs. 0% 15.9%

DEPRECIATION RATES FOR
ADDITIONS TO EXISTING DIGITAL SWITCHERS
LOCAYL SWITCHERS

Depreciation

Remaining Life Net Salwvage Rate
1985 12.5 yrs. 4% 7.7%
1986 11.8 yrs. 6% 8.0%
1587 11.1 yrs. 6% 8.5%

DEPRECIATION RATES FOR
ADDITIONS TG EXISTING DIGITAL SWITCHERS
TOLL SWITCHERS

Depreciation
Remaining Life Net Salvage Rate
1985 13.0 yrs. 0% 7.7%
1986 12.2 yrs. 0% 8.2%
1987 11.5 yrs. 0% B.7%
NEW DIGITAL INSTALLATIONS
GOING INTO SERVICE
DURING 1585 - 1987
LOCAL SWITCHERS
Average Service Net Depreciation
Life Salvage Rate
15 yrs, (5)% 7.0%
Schedule 3

General Telephone Company of Florida

Depreciation Rates and Components
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COMMISSION APPROVED EFFECTIVE
JANUARY 1, 1985

AVERAGE FUTURE REMAINING
REMAINING NET APPROPRIATE LIFE
ACCOUNT LIFE SALVAGE RESERVE ** RATE
(Years) (%} (%} {%)
212 Buildings
Single-Unit Switching 23 0 24.10 3.3
Multi-Unit Switching 29 0 27.50 2.5
Plant Buildings 21 0 30.70 1.3
Cffice Buildings 42 1] 24 .40 1.8
Other Buildings, Towers, and
Leasehold Improvements 18.4 0 3930 3.3
221 Central Office Equipment
Electromechanical /AMR 4.7 {3} 53.65 10.5
Electronic Switching
Local 7.8 0 33.7 8.5
Toll 15.1 0 19.97 5.3
Cther Electronic Boards 12.4 1 7.24 7.4
Digital/AMR Switching
Local 13.2 5 11.84 6.3
Toll 13.7 5 i0.06 6.2
Manual/Digital Toll 14 1 25%.0 5.0
Circuit and Circuit DDS 11.2 5 16.6 7.0
Circuit Optical 9.2 Q B.0O 10.0
Radio end Radio DDS 6.5 {3 51.0 8.0
231 Station Equipment
Netwcork Terminating Equipment 4.1 4 48 .03 11.7
Subscriber Carrier Egquipment 4.3 4 45,26 11.8
TDD Equipment 4.7 4 40.54 11.8
234 Large PBX
Special PBX 4.5 2 15.8 11.6
235 Public Telephone Egquipment 4.0 4 48.8 11.8
241 Pole Lines 20 (50) 30.0 6.0
241.1 Aerial Cable
Metallic 17.5 (20) 41.25 4.5
Fiber 19.6 (15) 1.32 5.8
Drop and Block 20 0 5.0
242.2 Underground Cable
Metallic 27 {5} 15.9 3.3
Fiber 18.9 (5} 4.83 5.3
242 .3 Buried Cable
Metallic 23 (5} 24.5 3.5
Fiber 19.1 (5 3,77 5.3
Drop and Block 20 4] 5.0

242.4 Submarine Cable
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General Telepheone Company of Florida

Depreciation Rates and Components
COMMISSION APPROVED EFFECTIVE
JBNUARY 1, 1985

AVERAGE FUTURE REMAINING
REMATINING NET APPROPRIATE LIFE

ACCOUNT LIFE SALVAGE RESERVE *~ RATE

Metallic 17.7 15} 3774 3.8

Fiber 19 (5) 4.3 5.3
243 Aerial Wire 7.6 (30) 46.4 11.0
244 Conduit 51 17} 15.2 1.8
261 Furniture and {ffice Equipment

Office Furniture 17 .6 3 10.76 4.9

Office Machines 7.3 0 42 .33 7.9

Computer/Data Equipment 5.6 1 5.0 15.0
262 cfficial Telephones 3.4 4 52.48 12.8

Official PBX 5.3 2 34.4 12.0
264 Motor Vehicles and OWE

Passenger Cars 4.4 25 3232 9.7

Light Trucks 3.0 25 16.8 9.4

Heawvy Trucks 5.8 10 47.66 7.3

Heavy Equipment 4.6 10 56.42 7.3

Shop Eguipment 13.6 8 21.28 5.2

Cther Work Eguipment 7.1 5 33.94 B.6

Recovery Schedules:

Electromechanical /AMR rets. 3 year recovery schedule

{1985 - 1987}

Electronic Analog Switching 3 year recovery schedule

rets. (1985 - 1987)

Stranded Investment:
Radio

Circuit

Buried Cable
Underground Cable
Conduit

vear recovery schedule
vear recovery schedule
year recovery schedule
year recovery schedule
year recovery schedule

[P 7S R PO VA R VA

*+ penotes Staff Calculated theoretical reserve.

Schedule 4
Depreciation Rates For N
Short-Lived Electromechanical
Switching Additions

Depreciation
Remaining Life Net Salvage Rate
{years) (%) {%)
1985 2.1 4 45.7

1986 1.3 4 73.8
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Depreciation Rates For
Short-Lived Electromechanical
Switching Additions

Remaining Life
1387 0.5

Depreciation

Net Salvage

3

Depreciation Rates For
Short-Lived Local Electronic Analog Switching Additions

Remaining Life

{years)
1985 1.6
1986 1.1

Schedule 5

Recovery Schedules

Net Salvage
(%}
23.0
20.0

Depreciation

Rate
(%)
18 .1
72.7

Effective January 1, 1385, Continuing through December 31, 1987

1. Electromechanical/AMR 1985-]1987 retirements:

Investment =

Less reserve =

Less 2.5% salvage =
Unrecovered investment
Expenses per year
Expenses per month

$180,406,996
118,334,388

4,510,175

$ 57,562,433
$ 19,187,478
% 1,598,956

2. Electronic Analog Switching 1985-1987 retirements:

Investment =

L.ess reserve =
Unrecovered Investment =
Expenses per year
Expenses per month

3. Stranded Investment:

Radio

Investment =

Less reserve =

Less 20% salvage =
Unrecovered Investment
Expenses per year
Expenses per month

Circuit

Investment =

Less reserve =

Less 20% salvage =
Unrecovered investment
ExXpenses per year
Expenses per month

Buried Cable

Investment =

$11.480,68%
4,036,027
$ 7,444,662
$ 2,481,554
$ 206,796

$11,141,042
4,602,882
2,228,208
s 4,309,952
% 1,436,851
$ 119,721

$70,432,750
11,541,115
14,086,550
$44,805, 085
$14,935,028
$ 1,244,586

$1,507,612




L.ess Reserve =
Unrecovered investment
Expenses Dper year
Expenses per month

Underground Cable

Investment =
Less Reserve =
Unrecovered Investment
Expenses per year
Expenses per month

Conduit

Investment =

Less Reserve =
Unrecovered Investment
Expenses per year
Expenses per month

Legal Topics:

For related research and practice materials,

1985 Fla. PUC LEXIS 299

1,054,557
$ 413,065
$ 137,688
$ 11,474

$640,330
400,231
$240,059
$ 80,033
$ 6,669

$821,584
287,235
$534,349
$178.116
$ 14,843
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see the following legal tepics:

Administrative LawJudicial ReviewReviewabilityStandingEnergy &k Utilities LawAd-
ministrative ProceedingsPublic Utility CommissionsCGeneral OverviewEnergy &
Utilities LawUtility CompaniesRatesGeneral Overview
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In re: Application of West Florida Natural Gas Corporation
for new depreciation rates

DOCKET NO. 850669-GU; CRDPER NO. 1626%
Florida Public Service Commission
1986 Fla. PUC LEXIS 637
B& FPSC 333
June 20, 1986
PANEL: |*1)

The following Commissioners participated in the disposition of this matter:
JOHN R. MARKS, IIJ], Chairman; GERALD L. GUNTER, JOHN T. HERNDON, KATIE NICHOLS,
MICHAEL McK. WILSON

OPINION: NOTICE OF PROPOSED AGENCY ACTICON
ORDER REPRESCRIBING DEPRECIATION RATES
BY THE COMMISSICON:

Notice is hereby given by the Florida Public Service Commission that the ac-
ticn discussed herein is preliminary in nature and will become final unless a
person whose interests are adversely affected files a petition for formal pro-
ceeding pursuant to Rule 25-22.29, Florida Administrative Code.

Florida Administrative Code Rule 25-7.45(7), adopted November, 1982, requires
gas companies subject to this Commission's jurisdiction to file a comprehensive
depreciation study at least once every five years. In compliance with that
Rule, West Florida Natural Gas Corporation (West Florida) filed its depreciation
study on October 3, 1985. The current study represents the Company's initial
transition to reservesensitive remaining life depreciation methodology. The Com-
pany last applied for a comprehensive depreciation review of life and salvage
factors in 1976, at which time depreciation rates based on whole-life methodol-
ogy [*2] were prescribed.

The Commission Staff has reviewed West Florida's study and has recommended
certain modifications te the depreciation rate components submitted by the Com-
pany. Having reviewed the Company's study and considered the modifications pro-
posed by Staff, we find that West Florida's rates should be represcribed consis-
tent with the Staff's recommendation. The specific rates and components being
approved by this order are set forth cn Attachment 1. Majer adjustments to in-
dividual accounts are discussed below.

Corrective Reserve Transfers - Accounts 392.2 and 396

Since this is the first overall review of West Florida's depreciation rates
utilizing the depreciation reserve and rate design, it gives us the first oppor-
tunity to review the distribution of the reserve by account. The cumulative ef-
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fect of prior rates and allocations have resulted in surpluses in some accounts
and deficits in others. Because these imbalances have not been brought about by
technological changes, such as those seen in the telephone industry. we believe
that the appropriate treatment is to apply the standard remaining life rate to
write-off each account's imbalance over the remaining life [*3] of the ac-
count. However, Account 392.2, Transportation Equipment-Auteos, shows a negative
book reserve of July 1, 1985 of $13,481. To correct this imbalance we have ap-
proved a corrective reserve transfer of $13,474 from Account 396, Power Operated
Equipment. This transfer will have the effect of alleviating the negative re-
serve in Account 392.2 while at the same time reducing the reserve for Account
196 to its calculated theoretical level.

hccount 375 - Scructures and Improvements

The investment in this account is comprised of a meter shop, a warehouse, and
a service building. The meter shop investment and associated reserve is cur-
rently classified in Account 390 as part of General Plant. Since the shop is
used in connectien with the distribution facilities, we believe that the associ-
ated investment and reserve should be transferred to Distribution Structures,
Account 375.

Account 3B0 - Services

This account has experienced minimal retirement activity during the last ten
vears and life and salvage factors have been calculated on the basis of industry
averages. While we find the Company's proposals to be reasonable for this ac-
count we are concerned with the treatment [+4] of the costs of removing ser-
vice lines. Gas companies in Florida are beoking costs of removal for this ac-
count in a range from zero to 200%. For West Florida cost of removal was not

recoyded until 1981 and between 1981 and 1984 the Company averaged a cost of re-
moval of only .004%.

Although we are concerned about the wide variation in cost of removal between
companies, we have assumed, for the time being, that West Fleorida's booked costs
of removal are correct and that this level will continue over the remaining
life, 32 years, of the account. These assumprtions result in a cost of removal

factor of .1%. Berause of this low percentage we have approved a zero net sal-
vage wvalue.

We are also concerned with the Company's treatment of inactive service lines
that have been out of service for more than two years. Currently, these service
lines are still reflected in Account 380 even though they are ne lenger serving
the public. In connection with its current rate case pending in Docket No.
850503-GU the Company was able to determine that 2,782 service lines have been
inactive for more than two years.

We believe that the proper accounting treatment of these lines is that set
cut in [*5] the Uniform System of Accounts of the Federal Energy Regulatory
Commission (FERC) which provides that service lines which have been inactive for
over two years with no prospect of reuse shall be retired by the end of the sec-
ond year. Accordingly, our depreciation rates reflect an adjustment to account
for West Florida's inactive lines. Morecver, we feel that the Company should
proceed with the actual abandonment and retirements of these lines. Continuing
property records that show the in-service date, investment and location of each
service line and the accounting records will then match.

Accounts 382 and 384 - Meter Installation and Regulator Installations
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Based on our review of the Company's engineering information we find that
some 608 meter and regulator installations should have been retired during the
past three years. The result is an investment and reserve for Accounts 382 and
184 which is overstated. Our depreciation rates reflect an adjustment for these
installations that should have been retired. The Company should proceed with the
retirement of these installations.

Account 390 - Structures and Improvements

This account is comprised of a vehicle maintenance [*6] shop, an office
building and a new headguarters building in Panama City. West Florida d4id not
include the new headguarters building in their study as it was not in-service at
the time it was prepared. However, since the investment in this building repre-
sents the bulk of this account and is now in-service we have considered it in
arriving at the recommended rate components for this account.

Account 391 - Furniture and Fixtures

The investment in this account is comprised of office furniture, office
equipment and company-owned telephone systems. West Florida provided a percent-
age breakdown of the account's investment for each group; however, these groups
are expected te have substantially different life characteristics and we find
that they should be subaccounted accordingly. The investment and reserve asso-
ciated with the telephone systems as of July 1, 1985, $76,251 and $5,100 respec-
tively, are more appropriately classified in Account 3%7 - Communications Equip-
ment. The rates set out in Attachment 1 to this order reflect these subcatego-
rizations.

Account 396 - Power Qperated Egquipment

This account contains large gasoline engine-powered equipment. We find that
f*7]1 the Company's life and salvage factors are in excess cof industry-averages
resulting in a reserve surplus of $13,474. This amount has been transferred to
Account 352.1, Passenger Cars. This transfer, while reducing Account 396, wiil
help to alleviate the negative reserve in Account 392.1.

West Florida has reqguested a July 1, 1985 implementation date for its new de-
preciation rate. All suppertive data and calculations have been made on the ba-
sis of this implementation date. We believe that July 1, 1%B5 is a reasonable
date to implement the Company's new rates and it is therefore approved.

In consideration of the foregoing, it is
ORDERED by the Florida Public Service Commission that the depreciation rates

set forth in the body of this order and on Attachment 1 attached to this order

be and the same be hereby approved for West Florida Natural Gas Corporation. It
is further

ORDERED that the effective date of the new rates is July 1., 1985.

It is fur-
ther

ORDERED that in the event this order becomes final as set forth below this
docket shall be closed. It is further

ORDERED that this order will become effective on July 12, 1386 unless a peti-
tion for formal proceedings is received [*B] by July 11, 1986.

By ORDER of the Florida Public Service Commission this 20th day of JUNE 1986
NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW
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The Florida Public Service Commission is required by Secticn 120.59(4), Flor-
ida Statutes (1985), to notify parties of any administrative hearing or judicial
review of Commission orders that may be available, as well as the procedures and
time limits that apply to such further proceedings. This notice should not be
construed as an endorsement by the Florida Public Service Commission of any re-
quest nor should it be construed as an indication that such request will be
granted.

The action propesed herein is preliminary in nature and will not become ef-
fective or final, except as provided by Rule 25-22.29, Florida Administrative
Code. Any person whose substantial interests are affected by the action pro-
posed by this order may file a petition for a formal proceeding, as provided by
Rule 25-22.29{4), Florida Administrative Code, in the form provided by Rule 25-
22.36(7) (a) and (f), Florida Administrative Code. This petition must be re-
ceived by the Director, Division of Records and Reporting at his office at 101
East Gaines Street, Tallahassee, ([*2) Florida 32301, by the close of busi-
ness on July 11, 1986. In the absence of such a petition, this order shall be-
come effective July 12, 1986 as provided by Rule 25-22.2%(6), Florida Adminis-
trative Code, and as reflecred in a subsegquent order.

1f this order becomes final and effective on July 12, 1986, any party ad-
versely affected may reguest judicial review by the Florida Supreme Court by the
f1ling of a notice of appeal with the Director, Division of Records and Report-
ing and the filing of a copy of the notice and filing fee with the Supreme
Court, This filing must be completed within 30 days of the effective date of
this order, pursuvant tc Rule 9.110, Florida Rules of Appellate Procedure. The
notice of appeal must be in the form specified in Rule 9.900(a}, Florida Rules
of Appellate Procedure.

ATTACHMENT 1

GULF NATURAL GAS CCRPORATION (WEST FLORIDA GAS COMPANY)
1985 DEPRECIATION STUDY
COMMISSION APPROVED

AVERAGE
REMAINING NET APPLICABLE DEPRECIATION
ACCOUNT LIFE SALVAGE RESERVE+ RATE
(yrs.) (%) (%) (%)

Distribution Plant

375 Structures & Improvements 25 {3) ++ 37.39 2.7
376 Mains 30 {10} 26.98 2.8
378 Meas. & Reg. (General) 13 (%) 52.29 1.6
379 Meas. & Reg. (City Gate} 20 {5) 40.90 3.2
380 Services 32 0 * 1640 2.6
iBl Meters 16,2 1) 28.03 4.4
382 Meter Installations 27 0 ** 30.65 2.6
3813 House Regulators 17 4] 27.71 4.2
384 House Reg. Installations 30 0 ** 13,77 2.9
General Plant

390 Structures & Improvements 40 (5) ++ 1.76 2.6
391.0 Furniture 1z.2 5 57.86 3.1
391.1 DPata Equipment 5.9 [ 6.33 1%.9
391.2 Office Equipment 4.0 5 57.67 9.3
392.2 Transportation-Autos 5.5 20 # 1.01) 14.5
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GULF NATURAL GAS CORPORATION (WEST FLORIDA GAS COMPANY)
198% DEPRECIATION STUDY
COMMISSION APPROVED
AVERAGE
REMAINING NET APPLICABLE DEPRECIATION
ACCOUNT LIFE SALVAGE RESERVE+ RATE
392.4 Transportatien-Trucks 6.1 10 22.31 11.1
394.2 Tools 8.4 4] 56.80 5.0
396 pPower Qperated Equipment 6.8 10 £4 49.20 6.0
397 Communications Equipment 190.6 0 6.69 8.8

[*10]

+ Denotes book reserve unless otherwise noted.

++ Structures - Account 375 - Applicable reserve includes transfer of meter
shop reserve from Account 399.

Account 390 - Applicable reserve includes new warehouse and headguarters
building.

* Denotes Commission adjusted reserve to reflect inactive service lines.

** Denotes Commission adiusted reserve to reflect installations that should
have been retired.

# Denctes Commission adjusted reserve after corrective reserve transfer from
Power Operated Eguipment, Accouni 379.

## Denotes calculated theoretical reserve.

Legal Topics:

For related research and practice materials, see the following legal topics:
Administrative Lawdudicial ReviewReviewabilityStandingEnergy & Utilities LawAd-
ministrative ProceedingsPublic Utility CommissionsGeneral COverviewEnergy &
Gtilities LawUtility CompaniesRatesGeneral Qverview
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In re: Application of CITY GAS COMPANY for New Depreciation
Rates

DOCKET NO. 890203-GU; ORDER NO. 22115
Florida Public Service Commission
1989 Fla. PUC LEXIS 1582
89-10 FPSC 431

October 31, 1989
PANEL: [*1])

The following Commissioners participated in the disposition of this matter:
MICHAEL McK. WILSON, Chairman; THOMAS M. BEARD; BETTY EASLEY; GERALD L. GUNTER;
JOHN T. HERNDON

OPINION: NOTICE OF PRGPOSED AGENCY ACTION
ORDER PRESCRIBING DEPRECIATION RATES
BY THE COMMISSION:

NOTICE is hereby given by the Florida Public Service Commission that the ac-
tion discussed herein igs preliminary in nature and will become final unless a
person whose interests are adversely affected files a petition for a formal pro-
ceeding, pursuant to Rule 25-22.029, Florida Administrative Code.

Rule 25-7.045{7), Florida Administrative Code, adopted November, 1982, re-
quires natural gas companies subject to this Commission's jurisdiction to file a
comprehensive depreciation study at least once every five (5] years., 1In compli-
ance with that rule, City Gas Company (City Gas or utility) filed a depreciaticn
study (study} on February 17, 1383. As part of its filing in this docket, City
Gas requested implementation of its proposed depreciation rates, on a prelimi-
nary basis, effective as of Janvary 1, 1989. By Order No. 21108, City [*2} Gas
wag authorized on an interim basis to record depreciation rates as requested.
The rates approved for interim boéking purposes were based on lives and sal-
vages as proposed by the utility. Order No. 21108 also provided that the in-

terim rates would be adjusted, if necessary, upon completion of the review of
the study.

The Commission Staff has reviewed City Gas' study and has recommended certain
modifications to depreciation rate components. Having reviewed the utility's
study and having considered the modifications proposed by Staff, we find that
City Gas' rates should be represcribed consistent with the Staff's recommenda-
tion. The specific rates and components being approved by this Order are set

forth on Attachment 1. Major adjustments to individual accounts are discussed
below.

I. Mains and Services (Accounts 376 and 380
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The utility initiaily did not @istinguish between plastic and other mains and
services but subseguently supplied the data to make such a separation. City Gas
currently has a long-range program of replacement of its galvanized mains and
services, and provided detailed information on the project.. However, according
to Staff the age of the plant being [*3] replaced, and the pattern of replace-
ment, Goes not warrant the use of special amortization schedules. We agree
with Staff and find that the allocation of the reserves between Plastic & Other
for Mains & Services Accounts shown on Attachment 2 should be approved.

11. Meters, Regulators, and Associated Installations (Accounts 381, 382, 383
and 384)

Installation costs of meters and house regulators have not been maintained in
separate accounts as required by Rule 25-7.046, Florida Rdministrative Cede,
Because of the timing, as discussed in this Order, Staff recommended use of one
set of depreciation rates to be used for 1989 booking purposes for Accounts 3Bl
and 383 as currently constituted, and a second set to be used after the separa-
ticn of the four accounts in 1990. This will give the utility the time to sepa-
rate the investments.

T1I. Leased Equipment

These are appliances which City Gas leases to customers. AS mentioned in Or-
der No, 21108, the utility should be allowed tec use their proposed depreciation
rates for leased equipment, as constrained by Order No. 21108 {for preliminary
implementation of depreciation rates): [*4]

The prescription in this Order of depreciation rates does not alter an ear-
lier decision we made in Order No. 17257, in Docket No. 861595-GU, which
stated we would not rule upon the appropriateness of costs associated with

leased equipment in the Rate Base or Net Operating Income until the utility's
next rate case.

IV. Transportaticn Eguipment

Over 90% of the investment in this account is in *light trucks*®, and the ra-
tio 1s not expected to change significantly, which is why our Staff and the
utility are not proposing the usual breakdown of the rate into vehicle types.
The light trucks are leased vehicles. We approve the life parameter developed
from utility-supplied data.

V. Tools, Shop and Garage Equilpment

Cur Staff indicates that a major peortion of this investment currently may not
be in use, due to the leasing of vehicles which are not maintained hy City Gas.
Staff's recommended depreciation parameters and resultant rate are reasonable
for the egquipment in the account and are approved. Inclusion in Rate Base and
NOI of the investments and associated expenses should be reviewed in the next
rate case or surveillance.

VI. Reserve Deficit Amortization

As discussed [*5] in Staff's recommendation for preliminary action, the
write-off of the "Historic® reserve deficit was concluded in 1988. We approved
the retention of the associated expense of $ 47.934 with final resolvement to be
made in this conclusion of the study. As anticipated at the time of the pre-
liminary action, our Staff continues to recommend that this $ 47,934 be applied
to the "Prospective® reserve deficit, which will correct that overstatement of

rate base in seven years, rather than the 19 years remaining under the present
amortization pattern.




Progress Energy Florida
Docket No. 090079-El
Exhibit No. ___ (WG-3)
Page 59 of 92

Page 3
1989 Fla. PUC LEXIS 1582,

VIT. Meters, Meter Installations, House Regulators and House Regulator In-
stallations (Accounts 381, 382, 383 and 384}

As stated in Rule 25-7.046, Florida Administrative Code, "The accounts listed
below directly follow the primary plant accounts prescribed in the Uniform Sys-
tem of Accounts prescribed by the Federal Energy Regulatory Commission in the
Code of Federal Regulations . . . introducing subdivisions within those accounts
for the purpose of uniformity among the companies in depreciation studies.”

In the case of Accounts 381 (Meters), 382 (Meter Installations), 383 (Regula-
tors), and {*6} 384 [Regulator Installations), these are Federal Energy Regula-
tory Commission (FERC) accounts; the only distinction in the Rule of this Com-
mission is to list them specifically to be separately used for depreciation
studies. Recognizing that existing records may be lacking detail, the Rule pro-
vides "The separation of embedded investments and reserves under prior acccunts
into balances relating Co accounts under subsection (3} may require estimaticn.”®

In an earlier depreciation study from this utility, the Meters and Installa-
tions section include this statement from their consultant: "The combination of
meters and installations into one account makes this account difficult to ana-
lyze." There are problems with both life and salvage parameters. Meters and
regulators are accounted for as "cradle-to-grave” and may be moved between the
customers' premises and the testing or warehouse facilities one or more times
before retirement, and then experience approximately zero net salwvage. The in-
stallations, on the other hand, live approximately the average life of the ser-
vices {(rather than the life of the assocciated meters or regulators) and experi-
ence some negative net salvage (cost of removall {*7] when retired. The moni-
toring of the combined records is not practicable.

We agree with Staff's recommendation that City Gas will be given six months
from the effective date of this Order to bring its accounts into compliance.
To provide a transition of depreciation rates from the accounts as they are
presently constituted to those after the investments are appropriately sepa-

rated, Attachment 1 shows rates for use with 198% activity, and for use after
separation in 1990,

Based upon the foregoing, it is

ORDERED by the Florida Public Service Commissicn that the depreciation rates
set forth in Attachment 1 to this Order are hereby approved for City Gas Com-
pany. It is further

ORDERED that the $ 47,934 of expense which has been applied to the "Historic"
reserve deficit through the year 1988 be added in 1389 and subseqguently to the §
28,166 expense associated with the write-off of the "Prospective" reserve defi-

cit, bringing that total "Prospective® write-off expense to $ 76,100. It is
further

ORDERED that the effective date of the depreciation rates approved by this
Order is January 1. 1989, It is further

QRDERED that City Gas Company shall bring its Accounts 381 (Meters), 382 [+*8]
{Meter Installations}), 383 (Regulators)., and 294 (Regulator Installations) in
compliance with Rule 25-7.043, Florida Administrative Code, within six months
from the effective date of this Order.

By ORDER of the Florida Public Service Commission this 31st day of OCTOBER,
1989.
CITY GAS COMPANY OF FLORIDA
DEPRECIATION RATES
[EFFECTIVE 1-1-89)
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AVG. AVG .
REM. NET DEPR.
ACCOUNT LIFE SALY. RATE
Yr.s % %

pistribution Plant
375 Structures 34.0 10 2.2
376 Mains

{plastic} 35.8 110} 2.8

{other) 26.0 {10) 2.7
397 M&R City Gate 14.0 {5) 3.1
380 Services

{plastic) 29.0 (35) 4.1

{other} 21.0 {35) 4.3
3B1 Meters/Installs. 14.9 {2} * 4.6
381 Meters 14.9 0 # 4.4
382 Meter Installs. 14.9 {5]} # 4.8
383 Regulators/Installs. 16.9 (2} * 4.1
383 Regulators 16.9 0 # 3.9
384 Regulator Installs. 16.9 {5) ¥ 4.2
385 Indust. M&R 18.5 {5) 4.0
387 Other 5.1 0 5.6
Leased Plant
386 .5 Wtr Htr.s 7.2 0 7.9
386.6 Dryers " 9.6 0 8.3

386.7 Ranges 10.6 4] 8.4

General Plant
390 Structures 22.0

0 3.2
391.1 Office Furn. 13.2 2 6.9
391.2 Office Equip. 8.0 2 11.0
391.3 Computers
Embedded 3.4 5 16.9
New 6.0 5 15.8
392 Transpt. Equip.
Embedded 2.9 16 18.4
New 7.0 16 12.0
393 Stores Equip. 10.8 0 5.5
394 Tools & Shop B.9 5 6.2
395 Lab. Equip. 14.9 0 4.8
397 Commun. Equip. 6.2 5 7.5
398 Misc. Equip. 5.6 & 8.5

{*2]

* For use in 1989
# For use in 1390 and subsequently, after separation of accounts.

Appellate Procedure. The notice of appeal must be in the form specified in
Rule 9.9%900{a), Florida Rules of appellate Procedure.
CITY GAS COMPANY OF FLORIDA
DEPRECTIATION RATES
{EFFECTIVE 1-1-8%)
(Reserve allocation - Mains and Services}
BOOK ALLOCATED

ACCOUNT RESERVE RESERVE




376 - Mains
* Plastic
" Other
380 - Services
" Plastic
* Other
Totals

Legal Topics:

For related research and practice materials,

1989 Fla. PUC LEXIS 1582, *

$
14,796,210
0
¢
6,356,002
0
0
$ 21,152,212

0
664,461
14,131,749

0

585,451
5,778, 551

$ 21,152,212
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In re: Depreciation Study of CITY GAS COMPANY OF FLORIDA
DOCKET NC. 840045-GU; ORDER NO. 13538
Florida Public Service Commission
1984 Fla. PUC LEXIS 376

84 FPSC 220

July 24, 1984

PANEL: [*1]

The following Commissioners participated in the disposition of this matter:
GERALD I, GUNTER, Chairman; JDSEPH P. CRESSE, JOHN R. MaRXS, IIJ, KATIE NICHOLS,
SUSAN W. LEISNER

OPINION: NOTICE OF PROPOSED AGENCY ACTION
ORDER APPROVING NEW DEPRECIATION RATES
BY THE COMMISSION:

On February 6, 1984, City Gas Company of Florida (City Gas} filed a deprecia-
tion study seeking Florida Public Service Commission approval of new deprecia-
tion rates pursuant to Florida Administrative Code Rule 25-7.45. Since our ap-
proval of City Gas's present depreciation rates in 1976, net plant balances,
composite ages and lives, as well as current life and salvage have changed as a
result of normal and technological changes. Taking those changes into consid-
eration, we have determined that a re-evaluation and implementation of new de-
preciation rates is warranted.

We have reviewed the requested changes and the supportive data submitted with
reference to the enumerated accounts and find that the depreciation rates and
capital recovery schedules, effective January 1, 1983, as shown on Appendices A
and € to this Order and incorporated herein, are approved.

Appropriate Depreciation Reserve Level {*2] and Correction of the Re-
serve Deficit

Because we have determined that new depreciation rates are appropriate, we
must also provide for the recovery of the difference between the current booked
reserve levels and what the reserve levels would have been if the new deprecia-
tion rates had been in effect. We have calculated the net reserve possible Lo
make that correction through the new depreciation rates allowed for embedded
plant, we have chosen to amortize the composite reserve deficit of all deprecia-
ble plant over a specific period. By allowing the company to separately recover
the reserve deficit, we are bringing the boocked reserves for the accounts up to
the theoretical reserve. Therefore, the rates for the embedded plant are the
same as the rates for new plant.
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nl This deficit does not include investment associated with the meters, house
regulators and computer accounts because of prudency guestions being investi-

gated as part of the rate case that could affect the depreciation reserve and
theoretical reserve.

we are ordering two amortization schedules for use in recovering the reserve
deficit. That portion of the deficit that is attributable to changes in prospec-
tive [*3)] 1ife and salvage wvalues is to be amortized over the composite re-
maining life of the embedded plant, which is estimated to be 24 years. That
portion of the deficit that is attributable to past incorrect estimates of life
and salvage factors and historic technelegiral change and growth should be re-
covered over a shorter period. Therefore, we are ordering a 5-year amortization
period for this portion of the deficit. The amount teo be amortized over a 24-
vear period is $675,9B7 and the amount to be amortized over a 5-year period is
$239,669. This results in annual expenses cof $28,166 and $47,934, respectively.

City Gas 1is to create two separate subaccounts in the Accumulated Deprecia-~
tion Reserve account to reflect the amortization of the two deficit amounts. No
further deficits should be included in these accounts without our approval.
Likewise, each depreciable account's reserve should be restated to the level
shown in Appendix B to this Order, which is incorporated herein, and brought
forward from that point. The book reserve total is not changed by the setting
of the reserve imbalance and restatement of the account reserves. These reserve
levels should be shown on {*4] City Gas's books or side records as of January
1, 1984, and brought forward from that time by account activity. These reserves
should be shown in City Gas's next depreciaticn study, updated to the implemen-
tation date of the new rates proposed in that study.

This docket will be closed unless an appropriate petition for hearing is
filed by one whose substantial interest may or will be effected by this proposed

agency action as provided by Florida Administrative Code Rule 25-22.29. It is,
therefore,

ORDERED by the Florida Public Serwvice Commission that the depreciation rates
and amortization schedules as set forth in this Order be and the same are hereby

approved feor City Gas Company of Florida effective January 1, 1984. It is fur-
ther

ORDERED that the action proposed herein is preliminary in nature and will not

become effective or final, except as provided by Florida Administrative Code
Rule 25-22.28. It is further

ORDERED that any person adversely affected by the action proposed herein may
file a petiticn for a formal proceeding, as provided by Florida Administrative
Code Rule 25-22.29. Said petition must be received by the Commission Clerk on
or before August 14, 1984, in [*5] the form provided by Florida Administrative
Code Rule 25-22.361{7)(a) and (f}. It is further

ORDERED that in the absence of such a petition, this order shall become ef-
fective on August 15, 1984 as provided by Florida Administrative Code Rule 25-
22.29{6}.

By ORDER of the Florida Public Service Commission, this 24th day of JULY,
1984.

ATTACHMENT 1
CITY GAS COMPANY
Comparison of Pepreciation Rates and Components

CURRENT



375
376
379
3BO
381
383
385
i87

350
391
391.1
391.2
391.3
391.3
352
392.1
392.2
392.3
393
394
395
397
398
[*6}

375
376
379
380
jgl
383
385
387
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Average Average Whole
Service Net Life
Life Salvage Rate
Account Pescription (years) (%) (%)
Distribution Plant
Structures & Improvements 40 Z5 1.9
Mains 40 {200 3.0
Meas. & Reg. Station Equipment 30 15} 3.5
Services 35 (25) 3.6
Meters 30 0 3.3
House Regulators 30 0 3.3
Ind. Meas. & Reg. Station Equip. 15 0 6.7
Dther Equipment 20 0 5.0
General Plant
Structures & Improvements 40 20 2.0
Ofc. Furniture & Eguipment 15 5 6.3
Furniture
Office Equipment
Computer - Embedded 15 5 5.3
Computer - New Additions
Transportation 8 10 11.3
Cars
Light Trucks
Heavy Trucks
Stores Equipment 25 0 4.0
Tools, Shop & Garage Equipment 15 [0 6.7
Laboratory Equipment 20 0 5.0
Communications Eguipment 10 10 3.0
Miscellanecus Equipment 15 1] 6.7
CITY GAS COMPANY
Comparison of Depreciation Rates and Components
COMPANY PROPOSED
Average Future Remaining
Remaining Net Estimated Life
Life Salvage Reserve Rate
Account Description {years) (%) (%) (%)
Distribution Plant
Structures & Improvements 38.55 10 4.42 2.22
Mains 29.57 (10) 28.31 2.76
Meas. & Reg. Station Equipment 17.07 (5) 44.23 3.56
Services 21.15 (40} 27.08 5.34
Meters 19.96 {5} 20.25 4.25
House Regulators 18.63 (10) 20.57 4 .80
Ind. Meas. & Reg. Station Eguip. 8.62 vl 46.07 6.26
Other Equipment 13.40 0 34.72 4.87

General Flant




190
391
391.
i81.
391.
391.
392
392.
392.
392.3
193
394
395
397
358
[*71]

W W e

Sy

375
376
379
380
381
383
385
g7

350
391
391.
3%1.
391.
391.
392
392.
392.2
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CITY GAS COMPANY
Comparison of Depreciation Rates and Components

COMPANY PROPOSED

Average Future Remaining
Remaining Net Estimated Life
Life salvage Reserve Rate
Account Description {years) {%) (%) {%)
Structures & Improvements 35.39 1} 45 .48 2.1%
Ofc. Furniture & Equipment 10.35 5 98.40 1.33)
Furniture
Office Equipment
Computer - Embedded 2.00 5 10.30 42 .35
Computer - New Additions 6.0 5.0 0.0 15.8
Transportation 5.88 15 50.39 5.89
Cars
Light Trucks
Heavy Trucks
Steores Eguipment 15.11 0 85.27 .97
Tools, Shop & Garage Eguipment 13.91 [ 13.20 5.81
Laboraftory Eguipment 16.43 0 25.66 4.52
Communications Equipment 4.27 0 87.29 2.98
Miscellanecus Equipment 10.78 0 4475 5.13

CITY GAS COMPANY
Comparison of Depreciation Rates and Components

STAFF RECOMMENDED

Average Future Remaining
Remaining Net Appropriate Life
Life Salvage Reserve * Rate
Account Description {years) (%) (%) (%)
Distribution Plant
Structures & Improvements 38.0 10.0 4.5 2.3
Mains 27.0 (10.0) 29 .7 3.0
Meas. & Reg. Station Eguipment 16.9 (5.0} 45 .9 3.5
Services 25.0 {30.0) 34.4 3.8
Meters 20.0 1] 4 20.3 4.4
House Regulators 18.7 0 $ 20.6 4.2
Ind. Meas. & Reg. Station Equip. 12.3 i} 38.5 5.0
Qther Equipment 13.2 4] 34.0 5.0
General Plant
Structures & Improvements 25.0 0 37.5% 2.5
Ofc. Furniture & Equipment
Furniture 9.3 9 50.8 4.8
Office Equipment 9,2 5 32.6 6.8
Computer - Embedded Recovery Schedule
Computer - New additions 6.0 5.0 0.0 15.8
Transportation
Cars 4.2 i6 33.6 12.0
Light Trucks 5.1 15 30.8 10.6
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CITY GAS COMPANY
Comparison of Depreciation Rates and Components

STAFF RECOMMENDED

Average Future Remaining

Remaining Net Appropriate Life

Life Salvage Reserve * Rate

Account Description {years) (%} (%) (%)
392 .3 Heavy Trucks 4.7 10 47.7 9.0
393 Steores Eguipment 14.7 o 41.2 4.0
394 Tools, Shop & Garage Egquipment 13.3 6 10.7 6.3
395 Laboratory Equipment 15.3 o 23.5 5.0
397 Communications Eguipment 4.3 5 61.0 7.9
398 Miscellaneous Eguipment 10.1 0 32.7 6.7

[*83

* Denotes Staff calculated theoretical reserve.
% Actual Book Reserve %

ATTACHMENT 111
CITY GAS COMPANY
ANALYSIS OF RESERVE POSITION

1984 STUDY
Depreciation
Reserve
Investment i-1-84 Reserve
Account Description 5 5 %
Distripution Plant
375 Structures & Improvements 768,824 33,988 4.42
376 Mains 32,776,568 9,278,313 28.31
375 Meas & Reg. Station Eguip. 342,260 151,380 44 .23
3180 Services 12,326,385 3,337,719 27.08
381 Meters **
383 House Regulators +*
385 ind. Meas. & Reg. Station Eguip. 276,013 127,147 46.07
387 Other Egquipment 121,372 42,146 34.72
General Plant

390 Structures & Improvements 505,233 229,795 45.49
391 Total Ofc. Furniture & Equipment 345,444 339,906 98 .40
391.1 Furniture * 158,010
391.2 Office Equipment * 187,434
3%1.3 Computer **
392 Total Transportarion Equipment 635,875 319,496 50.24
392.1 Cars * 118,023
392.2 Light Trucks * 506,236
392.3 Heavy Trucks * 11,716
393 Stores Eguipment 16,358 13,949 85.28
394 Tools, Shop & Garage Equipment 417,224 55, 086 13.21
395 Laboratory Equipment 24,840 6,373 25.66

397 Communications Eguipment 193,761 169,125 B7.29
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CITY GAS COMPANY
ANALYSIS OF RESERVE POSITION
1984 STUDY
Depreciation
Reserve
Investment 1-1-84 Reserve
Account Description S % %
398 Miscellaneous Equipment 12,250 5,482 44.76
Total 548,762,507 514,109,905
Annual Accrual
1*9]
CITY GAS COMPANY
ANALYSIS OF RESERVE POSITICON
1984 STUDY
Historic Historic
Theoretical Theoretical Historic
Reserve Regerve Deficit
Account Description £3 5 S
Distribution Plant
375 Structures & Improvements 4.7 36,135 2,147
376 Mains 29.7 9,734,641 456,328
379 Meas & Reg. Station Equip. 19 .4 169,076 17,696
igo Sexrvices 28.6 3,525,346 187,627
381 Meters **
383 House Regulators **
385 Ind. Meas. & Reg. Station Eguip. 47.3 130,554 3,407
EL:Y) Cther Equipment 33.0 40,053 {2,093)
General Plant
390 Structures & Improvements 30.0 151,570 {78,225}
351 Total Ofc. Furniture & Eguipment 437 150,959 (188,947}
391.1 Furniture
391.2 Office Equipment
391.3 Computer **
392 Total Transportation Equipment 34.9 221,955 {97,541)
392.1 Cars
392.2 Light Trucks
392.3 Heavy Trucks
393 Stores Equipment 41.2 6,739 (7,210)
354 Tools, Shop & Garage Eguipment 11.3 47,146 { 7,940)
395 Laboratory Equipment 23.5 5,837 { 536)
397 Communications Eguipment 64.8 125,557 {43,568)
398 Miscellaneous Equipment 32.7 4,006 {1,476}
Total 514,349,574 $239,669
Annual Accrual 547,934

CITY GAS COMPANY
ANALYSIS OF RESERVE POSITION
1984 S5TUDY

Staff Staft
Theoretical Appropriate Prospective




375
376
379
380
381
383
385

387

190
38]

391.
391.
391.

392

392.
392.
3592.

393
394
395
397
398

(i

375
376
379
380
381
383

)

-

1984 Fla.

Account Description
pistribution Plant

Structures & Improvements
Mains

Meas & Reg.
Services
Meters **
House Regulators **

Ind. Meas. & Reg. Station
Equip.

Other Equipment

Station Equip.

Genaral Plant

Structures & Improvements
Total Ofc. Furniture &
Equipment

Furniture

Office Equipment

Computer **

Total Transportation Egquipment
Cars

Light Trucks

Heawvy Trucks

Stores Equipment

Tools, Shop & Garage Eguipment
Laboratory Equipment
Cemmunications Egquipment
Miscellaneous Equipment

Total

Annual Accrual

10]
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Reserve Reserve Deficit
% $ $

4.5 34,597 [Illegible Word)
29.7 2,734,641 [I1llegible Word)
45.9 157,097 (11.879)
34.4 4,240,276 714,330
38.5 106,265 {24,289}
34.0 41,266 1,213
37.5 189,462 37,892
* {9,587}

50.8 80,269

32.6 61,103
* {20,789)

313.6 39,656

30.8 155,921

47.7 5.589
41.2 6,739 0
10.7 44,643 {Illegible Werd]
23.5 5.837 0
61.0 118,194 {7,363)
32.7 4,006 0
$15,025, 561 $675,987
$28,166

* Staff proposes new subaccounts for what has been a composite account

++ Excluded from calculations

ATTACHMENT IIX

CITY GAS CCOMPANY
Comparison of Depreciation Expenses

Account Description

Distribution Plant

Structures & Improvements
Mains

Meas. & Reg. Station Equipment
Services

Meters

House Regulators

CURRENT
whole Life

Investment Rate Accruals

% (%) $
768,824 1.90 14,608
32,776,568  3.00 983,257
342,260 3.50 11,979
12,326,385 3.60 443,750
# 4,340,319 3.30 143,231
¥ 1.491,987 3.30 49,235
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CITY GAS COMPANY
Comparison of Depreciation Expenses
CURRENT
wWhole Life
Account Description Investment Rate Accruals
385 Ind. Meas. & Reg. Station Equip. 276,013 6.79 18,493
387 Other Eguipment 121,372 5.00 6,069
General Plant
330 Structures & Improvements 505,233 2.00 1¢.105
391 Total Qfc. Furniture & Eguipment 345,444 6.30 21,763
391.,1 Furniture * 158,010
391.2 Office Eguipment * 187,434
3%1.3 Computer # 31%,810 6.30 20,148
392 Total Transportation Equipment 635,975 11.30 71,865
392.1 Cars + 118,023
392 .2 Light Trucks * 508,236
392.3 Heavy Trucks * 11,716
393 Stores Eguipment 16,358 4.00 654
394 Tools, Shop & Garage Eguipment 417,224 6.70 27.954
3%5 Laboratory Equipment 24,840 5.00 1,242
397 Communications Equipment 193,761 9.00 17,438
358 Miscellaneous Eguipment 12,250 6£.70 821
Total 554,914,603 $1,842,652
Historic Reserve Deficit .
Prospective Reserve Deficit
[*11]
CITY GAS COMPANY
Comparison of Depreciation Expenses
COMPANY FROPOSED
Remaining Life
Change In
Account Description Rate Accruals Accruals
% S $
Distribution Plant
315 Structures & Improvements 2.22 17,068 2,460
376 Mains 2.76 904,633 (78,664}
379 Mess. & Reg. Station Equipment 3.56 12,184 205
380 Services 5.34 658,229 214,479
381 Meters 4.25 184,464 41,233
383 House Regulators 4.80D 71.614 22,379
385 Ind. Meas. & Reg. Station Equip. 6.26 17,278 (1,215%)
387 Other Equipment 4 .87 5,911 {158}
GCeneral Plant
190 Structures & Improvements 2.15 10,863 758
391 Total Ofc. Furniture & Eguipment 1.33) {1,140) {22,903

391.1 Furniture
391 2 0Office Equipment




391.

392

392.
jsz.
392.

393
394
385
397
398

(*121

375
376
379

380
381
a83
185

387

380
391

391.
391.
391.

392

392.
392.
3g92.

B

N

8]
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CITY GAS COMPANY
Comparison of Depreciation Expenses
COMPANY PRCPOSED
Remaining Life
Change In
Account Description Rate Accruals Accruals
Computer 42.35 135,440 115,292
Total Transportation Equipment 5.88 37,459 134, 406)
Cars
Light Trucks
Heavy Trucks
Stores Equipment .97 159 (495)
Tools, Shop & Garage Eguipment 5.81 24,241 {3,713)
Laboratory Equipment 4.52 1,123 {119}
Communications Equipment 2.98 5,774 (11,664)
Miscellaneous EqQuipment 5.13 648 (193]
Total 52,085,928 $243,276
Historic Reserve Deficit
Prospective Reserve Deficit
CITY GAS COMPANY
Comparison of Depreciation Expenses
STAFF RECOMMENDED
Remaining Life
Change In
Account Description Rate Accruals Accruals
(%) $ $
Distribution Plant
Structures & Improvements 2.3 17,683 3,075
Mains 3.0 983,297 0
Meas. & Reg. Station 3.5 11,979 0
Equipment
Services 3.8 468,403 24,652
Meters 4.0 173,613 30,382
House Regulators 4.2 62,663 13,428
Ind. Meas. & Reg. 5.0 13,801 14,692)
Station Equip.
Other Eguipment 5.0 6,069 0
General Plant
Structures & Improvements 2.5 12,631 2,526
Total Ofc. Furniture &
& Equipment
Furniture : 4.8 7,584 (2,371}
Office Equipment 6.8 12,746 938
Computer Recovery Schedule 90,288 70,140
Total Transportation *
Cars 12.0 14,163 826
Light Trucks 10.6 53,661 {3,543}
Heavy Trucks 9.0 1,054 (270}




393
394

395
397
3598

[*13)

1584 Fla.

CITY¥Y GAS COMPANY

PUC LEXIS 376, *

Comparison of Depreciation Expenses

Account. Description
Stores Eguipment

Tools, Shop & Garage
Equipment

Laboratory Equipment
Communications Egquipment
Miscellaneous Eguipment
Total

Historic Reserve Deficit
Prospective Reserve
peficit

STAFF RECOMMENDED
Remaining Life

Accruals
654
26,285

1,242
15,307

B21
$1,973,944
47,934
28,166

$2,050,044

for a Composite of different types of eguipment.

recongideration of these accounts as part of the rate case.

Lagal Topics:

For related research and practice materials,
Energy & Utilities LawAdministrative ProceedingsPublic Utility CommissionsGen-
eral OverviewEnergy & Utilities LawUtility CompaniesRatesGeneral Overview
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Change In
Accruals
0
{1,669}

Q

(2,131

0
$131.292
47,534
28,166

207,392

* Staff proposal is for hemegeneeous subaccounts where company's proposal was
b

# OQuestions of prudency being investigated in the rate case could necessitate

see the following legal topics:
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3 of 11 DOCUMENTS

In re: Represcription of depreciation rates for ST. JOSEPH
TELEPHONE AND TELEGRAFH COMPANY

DOCKET NO. 840052-TL; ORDER NO. 13518
Florida Public Service Commission
1984 Fla. PUC LEXIS 35
84 FPSC B4

December 14, 1984
PANBL: [*1]

The following Commissioners participated in the disposition of this matter:
GERALD L. GUNTER, Chairman; JCOSEPH P. CRESSE, SUSAN W. LEISNER, JOHN R. MARKS,
I11, KATIE NICHOLS

OPINION: NOTICE OF PROPOSED AGENCY ACTION
ORDER APPROVING REPRESCRIPTICON OF DEPRECIATION RATES
BY THE COMMISSION:

Florida Administrative Code Rule 25-4.175 requires telephone companies to
file a comprehensive depreciation study at least once every three years. Acting
pursuant to that rule, St. Joseph Telephone and Telegraph Company (St. Joe oxr
the Company) filed a depreciation study on February 9, 1584. The Company's last
complete represcription was in 1980. However, a limited represcripticn of se-
lected accounts was carried out in 19B2.

St. Joe's current study was compiled in 1983, prior to the implementation of
Florida Administrative Code Rule 25-4.17, requiring the subcategorization of ac-
counts. The Company's study thus did not meet the Commission's current reguire-
ment that individual accounts be listed by subcategory. At the staff's request,
however, the Company filed supplemental information which allowed the calcula-
tion of depreciation rates for additional subcategories.

Upon review of [*2] the Company's study, we find that certain changes in
depreciation rates, recovery schedules and expenses are required. The approved
depreciation rates and components are set out on Attachment 1, appended to this
order. The implementation date of the new rates shall be January 1, 1984, as
the Company has requested.

RESERVE DEFICIT

Staff has calculated the Company's hottom-line net reserve deficit to be
$1,156,215. This total deficit is comprised basically of two components: the
historic deficit and the prospective deficit. The historic deficit represents
the difference between the book reserve and that reserve that should have been
accumulated under rates currently prescribed by the Commission. The historic
deficit is brought about by such things as technoleogical change, change in mix
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of plant, and incorrect estimates cof plant life and salvage values. The amount
of the historic deficit in this case is §529,002. The second, preospective, com-
ponent of the total deficit is due te changes in life and salvage factors found
appropriate for the future. These changes are generally due to the replacement
of older technologies and relate to the life of the plant now being used [*3]
Lo provide service. The amount of the prospective deficit is $627,213.

Given the nature of the historic component of the total reserve deficit, we
believe that it should be written off as ¢uickly as possible. Although we have
in recent represcription cases allowed the amortization of the historic deficit
over a five-year period, we agree with the staff that in this case a one-year
write-off period for the $529%9,002 is appropriate. Based on an analysis of the
Company's projected 1984 earnings submitted in Docket No. 820531-TP, it appears
that the Company will be able to absorb this additional expense and still earn
at least its maximum 16% retrurn on equity. We do not, therefore, believe that

the shortened amortization period will produce a hardship on the Ceompany cr its
ratepayers.

as for the prospective reserve deficit, since it relates to the remaining
life of embedded investment, we find that an amortization period of eleven years
would be appropriate. This will result in an increase in annual depreciation
expense of $57,019.

Because we have determined that new depreciation rates are appropriate, we
must alsc provide for the recovery of the difference between the {*4] current
regerve levels and what the reserve levels should bhe using the new depreciation
rates (Attachment 2). The theoretical reserves we have calculated are the re-
serves Lo be brought forward on the Company books as of January 1, 1984, The
book reserve total is not changed by the restatement of account reserves and
netting of the reserve imbalance. By allowing the Company to separately amor-
tize the reserve deficit, we are bringing the booked reserves, by individual ac-
count, up to the theoratical reserve - with the excepticn of the accounts ex-
cluded per the footnote to Attachment 2. Therefore, the rates for the embedded
plant are the same as the rates for new plant.

The Company is to create a separate subaccount in the Accumulated Deprecia-
tion Reserve to reflect the amortization of the prospective deficit. No further

surpluses or deficits should be included in these accounts without Commission
approval.

UNRECOVERED CENTRAL QOFFICE INVESTMENT IN PORT ST. JOE AND BLOUNTSTOWN OFFICES

The Company is currently using a five-year amortization schedule to wraite off
equipment already retired at the Port 5t. Joe and Blountstown offices. ps of
January 1, 19B4, there were three [*5]1 years remaining on the recovery sched-
ule, with a net balance of $812,540. Based on the staff's calculations, we be-
lieve that this amortization period should be shortened and the balance written
off in one year, along with the historical deficit. It appears that the Company

will be able to abscrb the additional %812,540 in 1984 and still earn its al-
lowed return on equity.

RETIREMENT OF ELECTROMECHANICAL CENTRAL OFFICE EQUIPMENT

Eleven of the thirteen cffices operated by St. Joe contain step-by-step elec-
tromechanical eguipment. The Company has plans to replace four of these step
offices with digital switches over the next two years. The offices where the
replacement will occur are located at Carrabelle, Tyndall, Apalachicola and The
Beaches. The conversion to digital switches is necessary because of the Com-
pany's growth, the exhaustion of floor space and the enhancement in the guality
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of service that the new switches will provide. We agree with the staff that
the Company's replacement plans appear to be prudent. We further agree with
staff that the unrecovered balance of this central office eguipment, $1,107,544,
should be recovered on a 3-year recovery schedule [*8] as follows:

Total Unrecovered (1-1-84) $1,107,544.00
Total Annual Expense % 369,181.00
Monithly Expense S 30,765.00

In 1984, the Company plans to make some additions te the electromechanical
equipment contained in the four step offices scheduled for replacement. Accord-
ing to the information supplied by the Company, these additions will total some
5187.170 for 1984. No additions are contemplated for 1985 or 1986. Since this
eguipment wilil be retained for use when the digital switches are in place, we
conclude that no special recovery treatment for these additions is needed for
the 1984-1986 period.

SUBMARINE CABLE

The Company's investment in submarine cable is expected to all be retired
prior to the next represcription. The unrecovered investment of $15,060 should
be recovered as a 3-year recovery schedule as follows:

Unrecovered Balance $15,060.00
Annual Accrual $ 5,020.00
Monthly Accrual $ 418.33

ADJUSTMENT TO ACCOUNT 212.14, DEPRECIATION RESERVE FOR BUILDINGS

In 1383, the Company discovered that it had mistakenly included self-
supporting towers in the Pole Lines account (241). According to the Uniferm
System of Accounts, these structures (*7] =hould have been included in Build-
ings (Account 212). To correct this mistake, the Company transferred tower in-
vestment of $46,219 to the Buildings account. However, in calculating the cor-
responding reserve to be transferred, the Company made an additional error of
$13,216. The error occured because the Company first calculated the reserve as
though the investment had been in Buildings and transferred that amount, $9%,623,
to the Buildings account. The total difference in depreciation expense that had
accrued in Pole Lines, less the amount that was transferred, was then calculated
and an adjiustment by that amount, $13,216, was made, reducing the 1983 expense
for Pole Lines rather than transferring the additional amount to Buildings.

This had the effect of increasing rate base by $13,216. Since the investment
had historically been in the Pole Lines account and had been depreciated at the
rate of that account, it was not appropriate to adjust rate base in this manner.
Accordingly. we find that the depreciation reserve for Buildings, Account
212.14, should be adjusted to increase the reserve by 513,216,

Now, therefore, in consideration of the above, it is

ORDERED by the Florida {*8] Public Service Comnission that the depreciaticn
regserves, rates and expenses cf 5t. Joseph Telephone and Telegraph Company, be
and the same are hereby adjusted and represcribed as set forth in the body of
this order, and in the appended Attachments 1, 2, and 3. It is further

ORDERED that the provisions of this order, issued as proposed agency action,
shall become final unless a petition pursuwant to Rule 25-22.29, Florida Adminis-
trative Code, and in the form provided by Rule 25-22.36, Florida Administrative
Code, is received by the Commission Clerk at his coffice at 101 East Gaines
Street, Tallahassee, Florida, 32301, by the close of business on January 3,
1985. It is further
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ORDERED that upon receipt of an appropriate petition regarding this proposed
agency action, the Commission will institute further proceedings in accordance
with Rule 25-22.36, Fleorida Administrative Code. It is further

ORDERED that after January 3, 1985, the Commission shall either issue notice
of further proceedings, or an order acknowledging that the provisions of this
notice have become final. It is further

ORDERED that if this order becomes final and effective on January 3, 1985,
any party [*9] adversely affected may request judicial review by the Florida
Supreme Court by the filing of a notice of appeal with the Commission Clerk and
the filing of a copy of the notice and the filing fee with the Supreme Court.
This filing must be completed within 30 days of the effective date of this or-
der, pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The notice of
appeal must be in the form specified in Rule 9.900(a}, Florida Rules of Appel-
late Procedure. It is further

ORDEREDR that if this order becomes final and effective on January 3, 1985,
any party adversely affected may request judicial review by the Florida Supreme
Court by the filing of a notice of appeal with the Commission Clerk and the fil-
ing of a copy of the notice and the filing fee with the Supreme Court. This
filing must be completed within 3¢ days of the effective date of this order,
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The notice of ap-

peal must be in the ferm specified in Rule 9.900(a), Florida Rules of Appellate
Procedure. [*10]

By Order of the Florida Public Service Commission, this l4th day of DECEMBER,
1984.

Attachment 1
ST. JOSEPE TELEPHONE AND TELEGRAPH COMPANY

COMMISSION APPROVED RATES

AVERAGE FUTURE REMAINING
ACCOUNT REMAINING NET APPROPRIATE LIFE
NUMBER ACCOUNT DESCRIPTION LIFE SALVAGE RESERVE RATE
[Years) (%} (%) (%}
BUILDINGS
212.900 Buildings - total
212.10 Single Unit Switching 2.0 2.0 19.6 2.5
212.20 Office 29.0 B.5 1%.9 2.5
212 .30 Plant or warehouse 24.0 3.0 24.3 3.0
212.40 Sheds, other 23.0 -2.0 11.8 3.9
CENTRAL OFFICE EQUIPMENT
221.30 COE - Step {(Remaining) 7.2 0.0 41.0 8.2
221.40 COE - Digital 11.9 5.0 10.0 7.1
221.50 C(COE ~ Carrier - Total
221.51 COE - Carrier - Analog 8.1 0.0 36.8 7.8
221.52 COE - Carrier - Digital 9.0 15.0 24 .7 6.7
221.53 {0OE - Carrier - other 3.3 30.0 34.3 10.8
221.59 COE - Carrier - Optics 10.0 0.0 0.0 1¢.0
221.60 COE - Microwave 8.3 0.0 27.0 8.8

STATION EQUIPMENT
231.10 Station App. -Embedded 4.5 10.0 @ 25.89 14.2
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ST. JOSEPH TELEPHONE AND TELEGRAPH COMPANY
COMMISSION APPROVED RATES

AVERAGE FUTURE REMAINING
ACCOUNT REMAINING NET APPROPRIATE LIFE
NUMBER ACCOUNT PESCRIPTION LIFE SALVAGE RESERVE RATE
231.20 Station App. -Official 5.0 0.0 44.5 11.1
231.30 Station App. -Paystatiens 5.0 0.0 40.0 10.0
232.10 Station Conn. -Inside 10 Year Amortization
234.10 Large PBX -Embedded 3.5 5.0 @ 33.17 17.7
234.20 Large PBX -0Qfficial 7.5 10.0 5.3 11.3

QUTSIDE PLANT
241.00 Pole Lines 1i3.0 -30.0 49 .4 6.2
242.10 Aerial Cable 13.9 -25.0 48.6 5.5
242.15 Aerial Cable - Drop & Block # 4.9
242.20 Underground Cable 29.0 -5.0 7.4 3.4
242 .30 Buried Cable - Total
242.31 Buried Cable - Filled 24.0 -6.0 12.4 3.9
242 .32 Buried Cable - Non-Filled 9.2 -6.0 40.7 7.1
242 .33 Buried Cable ~ Fiber Optic 20.0 -5.0 0.0 5.3
242 .34 Buried Cable - Drop & Block 8 4.9
243 .00 ARerial Wire - New Additicns 10.0 -5.0 0.G 10.5%
242.40 Submarine Cable Recovery Schedule
244.00 Underground Conduit 47 .0 -2.0 8.0 2.0
GENERAL PLANT

261.10 Furniture & Office Eguipment
261.11 Furniture 17.8 5.0 @ 22.70 4.1
261.12 Office Eguipment 6.8 5.0 2 50.69 6.5
261.20 Computer Equipment 5.3 5.0 231 13.8
264.10 vVehicles - Total
264,11 Cars 2.6 33.0 37.9 11.2
264.12 Light Trucks 2.4 33.0 40.1 11.2
264,13 Heavy Trucks 6.1 18.0 32.0 a.2
264.20 Tools 8.2 5.0 @ 62.8B3 3.9
264.30 Trailers 3.8 19.0 55.8 9.0
264.40 Heavy Equipment 6.0 10.0 45.0 7.5

[*11]

@ -Actual Reserve,

# -Composite of Aerial Cable and Buried Cable Account Rates

Attachment 2
ST. JOSEPH TELEPHONE AND TELEGRAPH
COMPANY

COMMISSION RESTATED RESERVE TO BE
BROUGHT FORWARD BY ANNUAL ACTIVITY *

ACCOUNT DESCRIPTION

212.1%1 Single Unit Switching $ 159.139
212.12 Office 252,224
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212.13 Plant & Warehouse 57,532
212.14 Sheds, Other 92,483
221.30 COE - Step (Remaining) 1,295,713
221.40 COE - Digital 499,815
221.51 CCE - Carrier-Analog 573,865
221.52 COE - Carrier-Digital 337,107
221.53 COE - Carrier-Other 339,142
221 .60 COE - Microwave 450,387
231.20 Station App. - Cfficial 72,229
231 .30 Station App. - Paystations 56,762
234.20 Large PBX - Dfficial 3,828
241.00 Pole Lines 246,080
242.10 Aerial Cable 473,214
242 .20 Underground Cable 14,299
242.31 Buried Cable - F 891,934
242 .32 Buried Cable - NF 1,254,668
243.00 Aerial Wire 0
244.00 Underground Conduit 36,867
261.20 Computer Equipment 165,210
264 .11 Cars 73,776
264,12 Light Trucks 142,038
264 .13 Beavy Trucks 23,098
264 .30 Trailers 6,358
264.40 Heavy Equipment 56,525
TOTAL $7,.614,253

ment,

* Excluded from the netting of
paratus,

Book Reserve

Less:
on Current Rates

Theoretical Reserve Based

Historic Deficit

Theoretical Reserve Based on Current Rates =

Station Connections and PEBX,
Drop and Block, Fuyniture,
recovery schedules for Step Central Office Equipment and Submarine Cable.

= $6,458,078

$6,.987, 088
= % 529,002

$6,987, 080

Tools,

Less:
Commission Approved Rates

Prospective Deficit

Attachment 3

Thecretical Reserve Based on

$7.614,293

= § 627,213

ST. JOSEPH TELEPHONE AND TELEGRAPH COMPANY
RECOVERY SCHEDULES

Unrecovered

Investment

Amortization
Period
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the reserve deficits are embedded Station Ap-
as well as Special Military ADCCS Equip-
Office Equipment,

and eguipment on the

Annual
Expense

[*12)
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Equipment Description (s ) (Years) (5 )
Existing C.0.E. Equipment $ 812,540 1 $812,540
[{Port St. Joe and

Blountstown Offices)

Steps Eguipment to be

Retired in 1984-1986 51,107,544 3 $369,181
{Carrabelle, Tyndall,

Apalachicola and

The Beaches)

Submarine Cable $ 15,060 3 s 5,020
Legal Topics:

For related research and practice materials, see the following legal topics:
Administrative LawlJudicial ReviewReviewabilityStandingEnergy & Utilities LawAd-
ministrative ProceedingsPublic Utility CommissionsGeneral OverviewEnergy &
Utilities LawUtility CompaniesRatesGeneral Overview
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In Re: Proposal to extend plan for recording of certain esxt-
penses for years 1998 and 1999 for Florida Power & Light
Company

DOCKET NO. 970410-EI; ORDER NO. PSC-%7-0495%-FOF-EI
Florida Public Service Commission
1997 Fla. PUC LEXIS 510
97 FPSC 4:640
April 29, 1997

BPANEL: [*1] The following Commissioners participated in the dispesition of
this matter: JULIA L. JOHNSON, Chairman, SUSAN F. CLARK, J. TERRY DEASON, JOE
GARCIA, DIANE K. KIESLING

OPINION: NOTICE OF PROPOSED AGENCY ACTICN ORDER EXTENDING PLAN T0 RECORD ADDI-
TIONAL EXPENSES THROUGH 1938 AND 1999

BY THE COMMISSION:

NOTICE IS HEREBY GIVEN by the Florida Public Service Commission that the ac-
tion discussed herein is preliminary in nature and will become final unless a
person whose interests are substantially affected files a petition for a formal
proceeding, pursuvant to Rule 25-22.029, Florida Administrative Code.

CASE BACRGROUND

In Docket No. 950359-EI, the Commission approved a proposal by Florida Power
& Light Company (FPL) that resolved all of the identified issues regarding FPL's
petition to establish a nuclear amortization schedule. By Order No. P5C-96-0461-
FOF-EI, issued April 2, 1996, FPL was reguired {1) to book additional 1995 de-
preciation expense to the reserve deficiency in nuclear preoduction; (2) to re-
cord, commencing in 1996, an annual $ 30 million in nuclear amortization, sub-
ject to final determination by the Commission as [*2} to the accounts to which
it is to be booked; and (3} tc record an additional expense in 19%6 and 19%7
based on differences between actual and feorecasted revenues, to be applied to
specific items in a specific crder.

In the instant case, FPL, the Office of Public Counsel, and the Commission
staff met to discuss a continuvation of the plan approved in Docket No. 950359-
EI. AmeriSteel, Inc., an FPL customer, also participated in the review of the
plan as an interested person. The current proposal (Attachment A) would extend
and modify the plan through 1%%8 and 1999,

In general, the proposal extends the currently approved plan for 1996 and
1997 for an additional two years through 1999. Essentially, FPL proposes to con-
tinue to record additional retail expense egual to 100% of the base rate reve-
nues produced by actual retail sales between its "low band" and "most likely
sales forecast®” and at least 50% of the base rate revenues produced by actual
retail sales above FPL's *most likely sales forecast" forecasted for 1996 as
filed in Docket No. $50359~EI. This provision remains the same.
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However, there are some differences between the items to which the additional
expense will be applied (*3] as well as a modification of their priocrity. The
first priority will be to correct any depreciation reserve deficiency guantified
in an approved depreciation study order. Previously, the correction ¢f the nu-
clear depreciation reserve deficiency had been given the first priority. The
priority of the cother items in the previously approved plan remains the same.

Several additional items have been added to the list. Item 4 involves the
correction of any reserve deficiency in FPL's fossil dismantlement reserves.
Item 5 is the correction of any reserve deficiency in FPL's nuclear decommis-
sioning reserves. In the event that any revenues remain to be disposed of, they
are to be recorded as an expense in an unspecified depreciation resexrve account
for production plant to be allocated te specific accounts at a later date by the
Commission.

Although it is not specifically addressed in the proposal, FPL is still obli-
gated to record an additional $ 30 million annually in nuclear amortization un-
til such time as the Commission orders otherwise per the terms of the plan ap-
proved in COrder No. PSC-96-0461-FOF-EI. In addition, all amounts remain subject
to review and audit by the Commission. [*4] This plan neither precludes an
earnings review nor a review of the plan during the context of a proceeding to
reset base rates, In the event that any legislative, administrative, or judicial
action authorizing retail wheeling or deregulating the retail electric market is
approved for Florida, the terms of this proposal may be altered or terminated
upen the Commission's own motion or by the approval of a petition filed with the
Commission.

We believe that this plan is appropriate because it mitigates past deficien-
cies with Commission prescribed depreciation, dismantlement, and nuclear decom-
missioning accruals. The plan also brings FPL's accounting in line with non-
regulated companies by eliminating regulatory assets such as deferred refinanc-
ing costs and the assets associated with previocusly flowed through taxes. These
accounting adjustments will facilitate the establishment of a level "acCounting*
playing field between FPL and possible non-regulated competitors.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that the proposal (Actach-
ment A} that extends and modifies the previously approved FPL plan for 1996 and
1997 concerning the recording of [*53] certain additional expenses for the
years 1998 and 1999 is approved. It is further

CORDERED that the provisions of this Order, issued as proposed agency action,
shall become final and effective unless an appropriate petition, in the form
provided by Rule 25-22.036, Florida Administrative Code, is received by the Di-
rector, Division of Records and Reporting, 2540 Shumard 0ak Boulevard, Tallahas-
see, Florida 32399%-0850, by the close of business on the date set forth in the
"Notice of Further Proceedings or Judicial Review" attached hereto. It is fur-
ther

ORDERED that in the event this Order beccomes final, this Docket shall bhe
closed.

By ORDER of the Florida Public Sexvice Commission, this 2%th day of April.
1997,

BLANCA S. BAYD, Director
Division of Records and Reporting

FPL 1998 and 1999 Plan
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FPL shall record an additional retail expense in 1998 and 1999 equal to
1005'0 of the base rate revenues produced by retail sales between its "low band"
{$ 3.1409 biliion) and "most likely sales forecast” ($ 3.2241 billion) and at
least 50% of the base rate revenues produced by retail sales above FPL's "most
likely sales forecast” forecasted [(*6] for 1936 as filed in Docket No. 9550359-
EI. Any additicnal retail expense recorded as a result of this provision will
be applied to the retail portion of the following listed in priority order:

1. Correction of any depreciation reserve deficiency resulting from an approved
depreciation study order;

2. Writing off the net amounts of book-tax timing differences that were flowed
through in prior years and remain to be turned around in future periods;

3. Writing off the Unamortized Loss on Reacquired Debt;

4. Correction of the reserve deficiency, if any, existing in FPL's fossil dis-
mantlement reserves;

5. Correction of the reserve deficiency, if any. existing in FPL's nuclear de-
commissioning reserves. Any additional expenses reccrded under this plan for nu-
clear decommissioning shall be funded on an after tax basis. Effective January
1, 1998, all debit deferred taxes resulting from amounts contained in decommis-
sioning funds shall be excluded for surveillance purposes;

6. In the event revenues from the forecast bands are greater than the expenses
identified herein, the remaining expenses shall be recorded in an unspecified
depreciation reserve to be allocated at a later [*7] date.

A comprehensive fossil dismantlement study and a comprehensive nuclear decom-
missioning study shall be filed by October 1, 159B.

Upon the Commission's own motion or a petition filed with the Commission, the
recording of the additional expense under this plan may be altered or terminated
by the Commission in the event that legislative, administrative or judicial ac-
tion autheorizing retail wheeling or deregulating the retail electric market is
approved for Florida.

Legal Topics:

For related research and practice materials, see the following legal topics:
Energy & Utilities LawAdministrative ProceedingsPublic Utility CommissionsGen-
eral OverviewEnergy & Utilities LawElectric Power IndustryDeregulation & Re-
structuringEnergy & Utilities LawElectric Power IndustryElectricity Distribution
k TransmissionRetail Wheeling
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In Re: Depreciation study as of December 31, 1992 for
Marianna Electric Division of Florida Public Utilities Com-
pany

DOCKET NO. 930453-EI; ORDER NO. PSC-$3-1839-FCF-EI
Florida Public Service Commission
1993 Fla. PUC LEXIS 1667
93 FPSC 12:510

December 27, 1993
PANEL: [*1}

The following Commissioners participated in the disposition of this marter:
5USaN F. CLARK, JULIA L. JOHNSON, LUIS J. LAUREDO

NOTICE OF PROPOSED AGENCY ACTION

OPINION: ORDER PRESCRIBING NEW DEPRECIATION RATE SCHEDULES, AND RESERVES FOR
FLORIDA PUBLIC UTILITIES COMPANY

BY THE COMMISSION:

NOTICE 1S HEREBY GIVEN bf the Florida Public Service Commission that the ac-
tion discussed herein is preliminary in nature and will become f{inal unless a
person whose interests are adversely affected files a petition for a formal pro-
ceeding, pursuant te Rule 25-22.029, Florida Administrative Code.

On May 12, 1993, Florida Public Utilities Company {FPUC or the Company)
filed its guadrennial depreciation study in accordance with Rule 25-6.0436,
Florida Administrative Code. Since the last represcription, changes brought
about by Company activity and planning indicates the need to review and possibly
revise current prescribed depreciation rates. Data submitted hy FPUC and re-
lated calculations suggest a January 1, 1994 implementation date for revised
rates and schedules.

Corrective Reserves
Attachment [*2] &

(Qur Staff's review indicates that there a number of reserve imbalances exist-
ing which result primarily from differences in current and past projections.
According to our Staff such deficiencies should be recovered as fast as possi-
ble, unless such recovery prevents the Company from earning a fair and reason-
able return on its investments. In this case, negative reserve balances exist
for the Power Operated account and the Tools, Shop & Garage account, Accounts
396 and 39%4.1 respectively. The cause for these deficiencies is that more ye-
tirements have occurred than are currently provided for in the design of the
previously prescribed depreciation rates. BAn apparent reserve surplus exists in
the Poles, Towers, and Fixtures account, account 364, that can be used to cor-
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rect the deficiencies in the accounts described above. This action will bring
each affected account's reserve more in line with its calculated thecoretical
level.

Also, in light of the possible impact on cost allocations, the Company should
make corresponding entries to the related depreciation expense accounts. (At-
tachment C)

Depreciation Rates and Amortization Schedules

{aAttachment B}

Our staff and FPUC agree [*3] on lives, net salvages, and resulting depre-
ciation rates, on all but 5 accounts. Those accounts are Poles, Towers, and
Fixtures; Overhead Conductors and Devices; Line Transformers; Meters; Tools,

Shop & Garage Equipment; and Power Operated Equipment. These accounts are dis-
cussed below. :

Poles, Towers, and Fixtures {Account 364)

The difference between the remaining life positions of the Company and staff
is due only to rounding. When the remaining life is twenty years or more, our
staff's position is to round to the nearest year. We can find no persuasive ar-

gument that would reguire us to be so precise in an estimate some 20 years in
the future.

FPUC has indicated that its salvage experience indicates a return to the
negative pattern of the 1970s and early 1980s. A factor of negative 25% was
therefore proposed for this account. Net salvage for the 1988-1992 period has
ranged from 29% to negative a 40%, with a 5-year average of approximately 1%.
Our staff agrees with the Company that the positive salvage should be considered
abnormal and not indicative of future expectations, but can not agree with reli-
ance on one year's experience as a reason to change current [*4] prescribed

negative 20% net salvage especially when retirement activity has consistently
been minimal.

There is also a difference in the reserve positions of the Company and staff
which were previously discussed in our treatment of corrective reserve measures.

Overhead Conductors and Devices {(Account 365])

As stated earlier, when the remaining life is twenty years or more, our
staff's position is to round to the nearest year. The difference between the
remaining life positions of the Company and staff are due only to rounding.

Line Transformers & Meters {Account 368, 370)

FPUC has proposed service lives of 34 and 38 years, remaining lives of 22.8
and 23.9 years and net salvage factors of negative 20% and negative 25% for
transformers and meters respectively. The Company indicated that the proposed
service lives resulted from simulation studies, However, rather than rely
solely on statistics, our staff prefers to know why a change is necessary. Pri-
marily, our staff prefers data based upon Company operations expected to impact
the future life and salvage parameters. Without such information, our staff's
position is to retain current prescribed factors. In this case, service [*5]
lives underlying currently prescribed remaining lives for each of these accounts
are 20 years and 30 years, respectively. Current service life projections seen
from other companies in the State of Florida range from 16 years to 29 years for
transformers and 25 years to 30 years for meters. FPUC's proposal exceeds these
ranges and lack any support other than their reliance upon statistics. We agree
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with our stafif that there 15 ho reason to change existing service life parame-
ters from the data submitted by FPUC. Our staff's remaining life reflects an
update of currently prescribed factors with activity since the last depreciation
study.

Our Staff expressed a concern over the high costs of removal incurred by FPUC
for these accounts. According to FPUC, the reason for the high removal cost has
been a result of booking the removal of transformers and meters that were for
refurbishment as costs of removal. With FPUC's expressed position, they will no
longer use the procedure and we can expect not to see this type of activity in

the future and will retain the current prescribed net salvage factor of negative
10%.

Tools, Shop & Garage Equipment (Account 394.1)

Our staff indicates [*6] that the difference between the positions of the
Company and staff in this account 1is due to the reserve position. We agree with
our staff’'s recommendation which is reflected in the corrective reserve measures
discussed previously in this order.

Power Operated Equipment {A¢count 396)

while our staff and the Company agree on a li-year sService life, there is a
difference in positions regarding remaining life. Our Staff's recommendation for
recalculation of the account's average age recognizes 1993 activity.

According to our Staff although relatively little activity has been experi-
enced in this account, the net salvage incurred appears to indicate a net sal-
vage more in the range of 10% rather than the Company's proposed 5%. This re-
serve posltion is also reflective of the corrective reserve measures discussed
previously,

Recovery Schedules
{Attachment C}

Our staff recommends recovery schedules designed to recover the net invest-
ments asscociated with the retiring hydraulic plant and PCB capacitors dispesal.
According to data submitted by the Company, the hydraulic plant has ceased op-
eraticn and estimates for repairing the equipment show that refurbishment is not
cost [*7] justified. In addition, there is a pending lawsuit with the State of
Florida on who actually owns the property on which the plant is located. For
these reasons, the plant is being retired by year-end 1%93. FPUC has proposed a
recovery schedule designed tc recover the associated net investments over a 4-
vear period. There appears to be some questicn as to whether the plant will be
fully dismantled, therefore, the Company is reguesting the recovery of removal
costs incurred only through year-end 1993 (% 36,704). If it is determined that
the plant will indeed be dismantled, FPUC should accordingly petition the Com-
mission for additional recovery.

Additional removal costs are Deing incurred to dispose of some PCB capacitors
that were previously buried upon retirement. It is now necessary to dig those
capacitors up and otherwise dispose of them to avoid future contaminatien of the
s0il and subsurface water. According to FPUC, these removal and disposal ac-
tivities will be completed by year-end 1993. Current estimates for this removal
are $ 77,500 which FPUC has proposed to place in a 4-year recovery schedule.

Our staff supports the use of recovery schedules to address the recovery |[*8)
of the net investments discussed above. Although staff would ordinarily recom-
mend a faster recovery period due to the plant no longer in service, our staff
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recommends that due to these costs not being life related and the fact that the
Company 1is currently seeking revenue rate relief in another docket,

the 4-year
recovery periods should be approved.

Based upon the foregoing, it is

ORDERED by the Florida Public Service Commission that Florida Public Utili-
ties Company, Marianna Electric Division, shall record the corrective reserve
transfers set forth in Attachment A. It is further

ORDERED that the depreciation rates and amortization schedules set forth in

Attachment B to this order are hereby approved for Florida Public Utilities Com-
pany, Marianna Electric Division. It is further

ORDERED that- Florida Public Utilities Company, Marianna Electric Division,

shall implement the recoveries schedules that are set forth in Attachment C. It
is further

ORDERED that the effective date of the new rates, schedules and reserves is
January 1, 1994. 1It is further

ORDERED that this Order shall become final and this docket shall be closed
unless an appropriate petition for formal [*9] proceeding is received by the
Division of Records and Reporting, 101 East Gaines Street, Tallahassee, Flor-
ida 32399-0870, by the close of business on the date indicated in the Notice of
Further Proceedings or Judicial Review.

By ORDER of the Florida Public Service Commission, this 27th day of December,
1993.

ATTACHMENT “A”

FLORIDA PUBLIC UTILITIES - MARIANNA DIVISION

1993 STUDY
RECOMMENDED CORRECTIVE RESERVE MEASURES
1/1/94
ESTIMATED THEORETICAL RESERVE CORRECTIVE RESTATED
RESERVE RESERVE IMBALANCE TRANSFER RESERVE
364 Poles, Towers, 1,387,742 1,285,155 102,587 (30,852) 1,356,890
and Fixtures
394.1 Tools, Shop & (519) 3,968 (4,487) 4,487 3,968
Garage
Equipment
396 Power Operated (23,783) 2,582 (26,365) 26,365 2,582
0
ATTACHMENT "B"
1993 STUDY
COMMISSION APPROVED RATES
AVERAGE ESTIMATED REMAINING
ACCOUNT REMAINING NET 1/1/94 LIFE
LIFE SALVAGE RESERVE RATE
{YRS.) (%) (%) (%)

HYDRAULIC PRODUCTION PLANT
331-Structures & Improvements
332-Reservoirs, dams,

and waterways
333-wheels, turbines
and generators

[4 YEAR RECOVERY SCHEDULE]
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COMMISSION APPROVED RATES

AVERAGE ESTIMATED REMAINING
ACCOUNT REMAINING NET 1/1/94 LIFE
LIFE SALVAGE RESERVE RATE
{YRS.) (%) (%) (%)
334-Accessory electric equipment
335-Miscellanecus power plant
DISTRIBUTICN PLANT
360.1-Land Rights 42.0 0.0 3.7 2.3
361-Structures and 34.0 0.0 26.2 2.2
Improvements
362-Station Equipment Z25.0 (1C.0) 37.2 2.9
364-Poles, Towers, and 23.0 {20.0) ** 39.3 3.5
Fixtures
365-Qverhead Conductors 22.0 {10.0) 36.6 3.3
& Devices
366-Underground Conduit 45.0 c.0 11.6 2.0
367 -Underground Conductors 6.0 0.0 16.4 2.8
& Devices
368-Line Transformers 17.9 {10.0}) 1g8.2 4.0
369-Services 18.5 {15 .0} 30.1 4.6
370-Meters 15.2 (10.0) 48.4 4.1
37l-Installation on 10.2 Z0.0 22.0 5.7
Customers' Premises
373-Street Lighting & 18.6 5.0 40.7 2.9
Signal Systems
GENERAL PLANT
380-5tructures & Improvements 49.0 (5.0) 3.6 2.1
392 .1-Transportation-Cars 1.7 15.0 34.1 2%.9
392 . 2-Transportation- 3.7 10.0 41.7 13.0
Light Trucks & Vans
392 . 3-Transportation- 6.8 10.0 43.0 6.9
Heavy Trucks
392.4-Transportation-Vans 22.0 5.0 32.8 2.8
383 .1-Stores Equipment-Fixed 15.8 0.0 i6.7 5.3
394 .1-Tcols, Shop & 19.5 9.0 ** 25.9 3.8
Garage Eguipment
355.1-Laboratory Equipment 19.6 0.0 34.2 3.4
3896-Power Operated Equipment 12.5 i0.0 ** 10.0 6.4
397-Communication Egquipment 4.7 G.0 59.4 B.6
[*10]
** Denotes restated reserve
ATTACHMENT “C*
1993 STUDY
COMPARISON OF EXPENSES
ACCOUNT 1/1/94 1/1/34
ESTIMATED ESTIMATED
INVESTMENT RESERVE

DISTRIBUTION PLANT
360.1-Land Rights 25,829 948
del-sStructures and Improvements 8,614 2,257
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ACCOUNT 171/94 171,94
ESTIMATED ESTIMATED
INVESTMENT RESERVE
3e2-Station Equipment 156,344 261,291
364-Poles, Towers, and Fixtures 3,454,718 ** 3,358,B%0D
365-0Overhead Conductors & Devices 4,002,291 1,465,068
366-Underground Conduit 109,140 12,617
367-Underground Conductors & Dewvices 317,833 51,942
368-Line Transformers 3,830,003 1,464,083
369-Services 1,571,58% 473,066
370-Meters 855,383 414,238
371-Installation on Customers' Premises 358,855 78,328
373-Street Lighting & Signal Systems 184,867 75,279
TOTAL DISTRIBUTION PLANT 15,473,266 5,676,005
GENERAL PLANT
390-Structures and Improvements 771,201 27,757
392 1-Transportaticn-Cars 46, BB6 15,997
392.2 -Transportation-Light Trucks & Vans 132,737 55,384
392 3-Transportation-Heavy Trucks B19,161 352,445
392.4-Transportation-vans 11,872 3,827
393.1-Stores Equipment-Fixed 55,796 9,342
394 .1-Tools, Shop & Garage Eguipment 15,319 ** 3,968
395.1-Laboratory Eguipment 16,904 5.782
396-Power Operated Equipment 25,819 ** 2,582
397-Communication Eguipment 85,481 50,772
TOTAL GENERAL PROPERTY 1,880, 958 527,858
TOTAL RATES 17,454,222 6,203,861
RECOVERY SCHEIALE
HYDRAULIC PLANT Q {69,916)
PCB CAPACITORS 0] (77,500}
¢ (147 ,416)
TOTAL PLANT 17,454,222 6,058,445
[*11]
CURRENT
ACCOUNT
RATE EXPENSES
DISTRIBUTION PLANT
360C.1-Land Rights 4.3 1,111
361-Structures and Improvemehts 2.3 198
362-Station Equipment 3.0 22,690
364-Poles, Towers, and Fixtures 3.8 131,279
365-0Overhead Conducters & Devices 3.8 152,087
366-Underground Conduit 2.0 2,183
367-Underground Conductors & Devices .0 9,529
368-Line Transformers 4.4 168,520
369-Services 5.0 78,579
370-Meters 4.4 37,636
371l-Installation on Custcmers' Premises 3.4 12,133
373-Street Lighting & Signal Systems 2.6 4,807

TOTAL DISTRIBUTION PLANT 620,752
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ACCOUNT
RATE EXPENSES
GENERAL PLANT
3%0-Structures and Improvements 2.6 20,051
3%2.1-Transportation-Cars 13.6 6,376
3%2.2 -Transportation-Light Trucks & Vans 9.5 12,743
392 3-Transportation-Heavy Trucks T.7 63,075
392 .4 -Transportation-vans .8 444
353.1-Stores Equipment-Fixed 3.2 1,785
394.1-Toels, Shop & Garage Equipment 4.3 659
395.1-Laboratory Equipment 2.5 423
396-Power Operated Equipment 5.2 1,343
3%7-Communication Equipment 2.8 2,393
TOTAL GENERAL PRCPERTY 109,292
TOTAL RATES 730,044
RECOVERY SCHEDULE
HYDRAULIC PLANT * 5.4 0
PCB CAPACITORS 3.4 0
0
TOTAL PLANT 730,044
[*1i2]
STAFF RECOMMENDATICN
ACCOUNT CHANGE
ESTIMATED in
RATE EXPENSES EXPENSES
DISTRIBUTION PLANT
360.1-Land Rights 594 (517)
3gl-Structures and Improvements 190 183
362-Station Equipment 21,934 [756)

364-Poles, Towers, and Fixtures

120,915 (10, 364)
365-0Overhead Conductors & Devices

132,076 £20,011)

b o e NN W W R NN
N RO DO WU oW

366-Underground Conduit 2,183 4]
367-Underground Conductors & Devices 8,894 {635)
368-Line Transformers 153,200 (15,320)
369-Services 72,293 {6,286)
370-Meters 35,070 {2,566)
371-Installation on Customers' 20,341 8,208
Premises
373-Street Lighting & Signal Systems 2.9 5,362 555
TOTAL DISTRIBUTION PLANT 2.5 573,052 (47,700}
GENERAL PLANT
390-5tructures and Improvements 2.1 16,195 {3,856)
392.1-Transportation-Cars 29.9 14,019 7,643
392.2-Transportation-Light 13.0 17,259 4,913
Trucks & Vans
392 3-Transportation-Heavy Trucks 6.9 56,522 [6,553)
392 _4-Transpertation-vans 2.8 327 {117}
393 .1-Stores Eguipment-Fixed 5.3 2,957 1,172
394.1-Tools., Shop & Garage Eguipment 3.8 582 (77)
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STAFF RECOMMENDATICN
ACCOUNT

CHANGE
ESTIMATED IN
RATE EXPENSES EXPENSES
395.1-Laboratory Eguipment 3.4 575 152
396-Power (Operated Equipment 6.4 1,652 309
397-Communication Equipment 8.6 7,350 4,857
TOTAL GENERAL PROPERTY 117,435 8,143
TOTAL RATES 890,487 (39,557}
RECOVERY SCHEDULE
HYDRAULIC PLANT 4 Yr. Amort. 17,479 17,479
PCB CAPACITORS 4 ¥Yr. Amort. 19,375 19,375
36,854 36,854
TOTAL PLANT 727,341 t2,703)

[*13]
Legal Topics:

For related research and practice materials. see the following legal topics:
Energy & Utillties LawAdministrative ProceedingsJudicial ReviewGeneral Over—
viewEnergy & Utilities LawAdministrative ProceedingsPublic Utility Commissions-
General OverviewEnergy & Utilities LawUtility CompaniesRatesGeneral Overview
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In Re: Investigation of the appropriate accounting and rate-
making treatment of Nuclear Powered generators

DOCKET NO. BI0100-EU; ORDER NO. 13427
Florida Public Service Commission
1984 Fla. PUC LEXIS 491
84 FPSC 218
June 15, 1984
PANEL: [(*1)

The following Commissioners participated in the disposition of this matter:
Gerald L. Gunter, Chairman; John R. Marks, II1, Susan W. Leisner

QOPINION: ORDER DENYING MOTION FOR RECONSIDERATION
BY THE COMMISSIONW:

By Order No. 12502, issued September 14, 1983 we approved decommissioning
cost recovery factors for Florida Power and Light Company and Florida Power Cor-
poration. Public Counsel filed a timely Motion for Reconsideration of Order No.
12502 and the two utilities filed timely replies. Oral argument was heard on
January 10, 1984.

Public Counsel's Motion rests up on three grounds: (1] the Commission may not
adjust rares absent evidence and findings regarding a utility's ability to earn
its authorized rate of return, (2} in authorizing receovery of interim revenue
deficiencies from January, 1983, the Commission engaged in retroactive rate-
making, ané {3} by both revising the accrual and initiating the recovery factor
on October 1, 19B3 the Commission allowed the utilities to bill teo soon.

We cannot agree with Public Counsel's first assertion. To be begin with, Or-
der No, 12502 authorized the recovery of certain expenses. This was a dellar
for dollar recovery, such as [*2] the fuel adjustment., We did not consider
rate of return because we were not seeking to determine if the utilities*' rates
of return were excessive or inadeguate. We simply scught te adjust rates {or a
specified identifiable expense, just as it is done in the fuel adjustment,

Further, our principle purpcse in the case was not to correct deficiencies in
revenue recovery, but to correct an accounting and ratemaking problem. We de-
termined that the current method of recovery cof decommissioning costs was defi-
cient from both an accounting standpeint and a ratemaking standpeint. Florida
Power and Light Company and Fleorida pPower (Corporation were accounting for the
cost of decommissioning their nuclear units by factering a negative salvage
value into their depreciation rates for those units. This negative salvage com-
ponent, like the depreciation reserve, was accounted for on the basis of an un-
funded reserve. We determined that use of an unfunded reserve failed to prop-
erly place the cost of decommissioning on the cost-causers. Current customers
are receiving the benefit of nuclear powered generation and should be responsi-
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ble for contributing to the decommissioning of the nuclear units from |*3)

which they receive service. However, an unfunded reserve allows a utility to
use the revenues received for decormissioning for current operations instead
setting them aside. In such a case, the utility is able to cffset some of itg
current capital costs and postpone borrowing or equity issues until decommis-
sioning actually occurs. The utility thus returns to its current ratepayers
some of the dollars intended for decommissioning while imposing on future rate-
payers the risk of higher costs when decommissioning actually occurs. By re-
quiring a funded reserve, we made sure that the funds collected from current
ratepayers would not be used for current operations and that they would be
available to cover future decommissioning cost, iastead of unfairly throwing the
costs on future customers. Further, we determined that the current decommission-
ing accrual was insufficient and required a revision to the accrual.

Establishing a funded reserve and revising the accrual created & proper re-
covery of decommissioning expense on the utilities’® books, but it didn't by it-
self match cost-causers with the costs they cause. Fairness dictates that those
receiving services and imposing [*4} costs be obhliged te pay those costs,
instead of placing the risk of recovery on other ratepayers whoD may not get ser-
vice from the nuclear units. Changing rates paid for service is necessary to
place the cost on the cost-causer.

vwie made references to revenue deficiencies in our order, not to identify the

revenues to which the utilivies were entitled, but to indentify the costs for
which current ratepayers are responsible. We determined that a further delay in
changing rates to recognized the responsibility of current ratepayers to pay the
full cost of operating the nuclear generators simply continued an already unfaiy
situation. We determined that it was unfair that current ratepayers were not
paying theixr full share and could therefore properly change FP&L's and FPC's
rates to alleviate unfair, unjust and unreasonable rates.

Even if we were to consider the change in rates to be purely a matter of
revenue recovery for the utitity, we are not precluded from changing revenues
without a full analysis of revenue requirements. The fuel adjustment, which has
operated since 1974, involves no analysis of revenue requirements cutside of
fuel costs. Rate of return is not considered, 1*5} nor even mentioned. This
history of changing rate levels cutside of a full revenue requirements analysis
belies Public Counsel’'s argument. Just as the fuel adjustment is not the place
to remedy overearnings by refusing fuel cost recovery. this proceeding should
not ignore the identified actual change in decommissioning cost that will occur
regardless of rate of return.

while we agree with the technical thrust of Public Counsel's second and third
peints, we cannot agree that Order No. 12502 should be reversed or modified. As
to the second point, we conclude that the remedies available at this time do not
place the ratepayers in a different pesition frem the actien challenged by Pub-
lic Counsel. We chose to allow the utiliries to recover their revenue shortfall
over a six month periocd while Public Counsel proposed recovery over a three to
five year period.

I1f we reverse Order No. 125%02 we basically face two alternatives. The utili-
ties have already recovered the disputed revenue. We can order the utilities to
refund the dollars collected and then allow them to recover them back again over
a different period. Thiz would be an adoption of Public Coun=zel's approach
stated in the [*6] prehearing order. Alternatively, we can order the utili-
tieg to refund the dollars collected, reverse the requirement that they revise
their accruals as of January 1, 1983, and then revise the utilities' accruals
and rates simultaneously at a future date. We required the utilities to begin
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booking the revised accruals as of January 1, 1983 with the intent that they re-
cover the revenues associated with that revision at a later date. The revised
booking was predicated on delayed revenue recovery. This decision was recorded
in Order No. 12356. 1f we were to determine rhat delayed recovery of the reve-
nue was inappropriate, fajirness dictates that we would reverse the requirement
to book the revised accruals. Reversal of the booking started January 1, 1983
would create a deficiency in the current decommissioning factors. ‘This would
necessitate revisicn of the decommissioning accrvals ané a prospective change
in utility rates to reflect the revision. The utilities would then recover the
deficiency incurred during the January - September, 1983 period over the future
decommissioning accrual.

If we grant Public Counsel's Motion for Reconsideration, the ratepayers will
be in [*7] essentially the same position as if we denied reconsideration. Or-
der No. 12502 caused collection of certain dellars by the utilities. The two
alternatives discussed above would cause the utilities to refund those dollars
and then collect the same dollars back again owver a different period. Since the
remedies for the error in Order No. 12502 effectively produce the same result as
the action challenged, we decline to modify Order No, 12502.

As to Public Counsel's third point, the whole purpose of the coincidence of
changing the accrual and starting the billing on Cctober 1, 1983 was to match
costs and revenues. The error was not in authorizing premature application of
new rates but in improperly delaying revision of the accruals. We decline to
modify Order No. 12502 to cause the utilities to refund the revenues collected
in Ocrober, 1983.

Rased on the foregoing, it is

ORDERED by the Florida Public Service Commission that the Meotion for Recon-
sideration of Order No. 12502 filed by the Office of Public Counsel be and the
same 1s hereby denied.

By Order ¢of the Florida Public Service Commission this 15th day of JUNE,
1584.

Legal Topics:

For related research and practice materials, see the following legal topics:
Energy & Utilities LawAdministrative ProceedingsPublic Utility CommissionsGen-
eral OverviewEnergy & Utilities LawAdministrative ProceedingsU.S. Federal Energy
Regulatory CommissionGeneral OverviewBnergy & Utilities LawUtility CompaniesCon-
tracts for Service
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Caution
As of: Aug 20, 2009
Startrans 1O, L L.C.
Docket Nos. EC08-33-000, EC08-33-001
FEDERAL ENERGY REGULATORY COMMISSION - COMMISSION
122 F.ER.C. P61,307; 2008 FERC LEXIS 637
March 31, 2008
CORE TERMS: transmission, protest, depreciation, accounting, customers, acquisition, refund, generation, recorded,
issuance, overpayment, regulation, cross-subsidization, accumulated, protestors, ratepayers, public utility, encumbrance,
captive, entity, pledge, revised, percent increase, purchase price, adverse effect, jurisdictional, minimis, approve, offset,

‘consolidate

ACTION:
[**1] ORDER AUTHORIZING THE ACQUISITION OF JURISDICTIONAL FACILITIES

SUBSEQUENT HISTORY:
As Amended April 23, 2008.

JUDGES: Before Commussioners: Joseph T, Kelliher, Chairman; Suedeen G. Kelly, Marc Spitzer, Philip D. Moeller,
and Jon Wellinghoff

OPINION:

[*62,793] 1. On January 4, 2008, as amended on February 27, 2008, Startrans [0, L L.C. (Startrans} { Applicant) filed
an application seeking authorization under section 203 of the Federal Power Act (FPA) ni for the acquisition of trans-
mission interests through assignment of centain agreements and related books and records (Transaction). The assets are
now owned by the City of Vernon, California {Vernon). n2

nl 16 U.8.C._§ 824b (2000}, amended by Energy Policy Act of 2005, Pub. L. No. [09-58, § 1289, 119 Stat.
594, 982-83 (2005) (EPAct 2005).

n2 Concurrently with this filing, Startrans filed applications under FPA sections 204 and 205 in Docket Nos.
ES08-24 and ER(C8-413, respectively. The Commission has issued an order in Docket No. ES08-24, 122 FERC
P61.253 and is issuing an order in Docket No, ER08-413 simultaneously with this order.

[!‘2]

2. The Commussion has reviewed the Transaction under the Commission’s Merger Policy Statement. n3 As discussed
below, we authorize the Transaction as consistent with the public interest. Although the Transaction may lead to some
increase in transmission rates, it is also likely to result in benefits related to the ownership of the transmission facilities
by a stand-alene transmission company {Transco). We note that this Transaction will result in the creation of a Transco
in the California Independent System Operator Corporation {CAISQ).
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n3 See Inquiry Concerning the Commission's Merger Policy Under the Federal Power Aci: Policy State-
ment, Order No. 592, FERC Stats. & Regs. P31,044 (1996), reconsideration denied, Order No. 592-A, 79 FERC
P61,321 {1997) (Merger Policy Statement). See also FPA Section 203 Supplemental Policy Statement, 72 Fed,
Reg. 42,277 (Aug. 2, 2007}, FERC Stats. & Regs. P31,253 (2007) (Supplemental Policy Statement), order on
clarification and reconsideration, 122 FERC P61,157 (2008). See also Revised Filing Requirements Under Part
33 of the Commission's Regulations, Order No. 642, FERC Stats. & Regs. P31,111 (2000), order on rek’g, Order
No, 642-A, 94 FERC P61 289 (2001). See also Transactions Subject to FPA Section 203, Order No. 669, FERC
Stats. & Regs. P31,200 (2005), order on reh'g, Order No. 669-A, FERC Stats. & Regs. P31,214, order on reh'g,
Order No. 669-B, FERC Stats. & Regs. P31,225 (2006).

[¥t3]

I. Background
A. Description of the Parties

1. Startrans

3. Startrans is a transnussion-only limited liability company that does not currently own any jurisdictional assets. Star-
trans is indirectly owned by Starwood Energy Infrastructure Fund (SEI Fund), which is owned by SEI Management L.P.
(SEI Management) as a general partner, and by various passive investors as limited partners. SEI Management is owned
by SEI Management Holdings (SEI Holdings) as a general partner, and by SEI Investors, L.P., as its sole limited part-
ner. SEI Holdings is wholly owned by Starwood Energy Group Global, L.L.C. (SEG), which is owned by vanious pri-
vate mvestors. SEG 1s primanly involved in developing, acquiring, and investing in energy infrastructure assets. SEG
through its affiliates also owns passive minority interests in another transmission system and has made development
loans related to transmission projects. n4

nd Application at 3-6.

2. Vernon

4. Vemnon is a California {**4] municipal utility that is not subject to the Commission's section 205 jurisdiction.
Vemon owns interests in the Mead-Adelanto Project (MAP) and the Mead-Phoenix Project (MPP) (collectively, Mead
Facilities or Mead Transmission Interests). The Mead Facilities consist of two jointly-owned transmission lines in
which Vemnon has ownership interests through ceriain agreements. n5 The MAP is a 1,296 megawatt (MW) transmis-
sion line extending 202 miles [*62,794] from the Marketplace Switching Station in Southern Nevada to the Adetanto
Switching Station in Southern California. MAP is operated by the Los Angeles Department of Water and Power
{LADWP). Vernon owns a 6.25 percent interest in MAP. The MPP is a 1,300 MW transmission line extending 256
miles from the Perking Switchyard near Sun City, Arizona to the Marketplace Switching Station. The MPP is operated
by the Salt River Project and the Western Arca Power Administration. It consists of three pnimary components, in which
Vernon holds approximate interests of 2.15 percent, 3.79 percent, and 4.05 percent, respectively. Vemon is a Participat-
g Transmussion Owner (PTO) witiun the CAISO.

n3 Application at 6, n. 5.
[*ts]

B. Description of the Transactien

5. Under the Purchase and Sale Agreement (Purchase Agreement), Startrans will acquire the Mead Transmission Inter-
ests from Vernon through the assignment by Vernon of certain agreements and other related books and records. n6
Upon completion of the Transaction, Startrans will own and manage the Mead Transmission Interests. n7

Page 2
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n6 Apphlication at 8.
n7 Application at 1.

C. Related Agreements and Tariff

6. Startrans states that it has made a separate filing with the CAISO to become a PTO and execute the Transmission
Control Agreement Ameng Independent Systern Operator and Transmission Owners (TCA). Startrans states that if will
also execute an Agreement on Assumption of Liabilities Under the Transmission Control Agreement { Assumption
Agreement) related to the Mead Facilities with Vernon and the CAISO. n8

n8 Application at 8-9, The Assumption Agreement relates to Vernon's potential refund liability associated
with alleged past overcollections of its Transmisston Revenue Requirement (TRR) through the CAISO's Trans-
mission Access Charge (TAC).

[**6}
1. Notice of Filing and Responsive Pleadings

7. Notice of the application was published in the Federal Register, 73 Fed, Reg, 2,905 (2008), with interventions and
protests due on or before January 25, 2008. Pacific Gas & Electne Company (PG&E) and Southern California Edison
Company {SoCal Ediscn) (collectively, Califoinia PTOs) filed a timely motion to intervene and protest, motion for con-
solidation, and a request for hearing. The Public Utilities Commission of the State of Califorma {California Commis-
sion) filed a notice of intervention and motion for additional time to file comments and protest. The California Depart-
ment of Water Resources State Water Project, the CAISO, the M-S-R Public Power Agency, and the cities of Anaheim,
Azusa, Bapning, Colton, Pasadena, and Riverside, California (Six Cities) filed timely motions to intervene. San Diego
Gas & Electric Company (SDG&E) filed a timely motion to intervene and consolidate.

8. SoCal Edison, PG&E, and SDG&E (collectively, California Parties) filed 2 motion to intervene and protest, n9 mo-
tion to consolidate, and a request for a hearing. The CAISO filed a motion to intervene and comments. Vernon filed a
motion to ntervene [**7] and a partial answer to the California PTOs' protest (Vemon Response). The Transmission
Agency of Northern Cahifornia (TANC) filed a motion to intervene.

n% The protest applies to Docket No. ES08-24.

9. Startrans filed a response suppoiting the California Commission's and the CAISO's request for an extension. Startrans
filed an answer to the California PTOs' protest, the California Parties' and Six Cities' comments, and SDG&E's request
for consolidation (Startrans February § Answer).

10. The California Commission filed a protest (California Comunission Protest). Startrans filed a response (Startrans
February 19 Answer).

1. On February 22, 2008, the Director, Division of Tariffs and Market Development - West, acting under delegated
authority, issued a letter secking additional information relating to Startrans’ application {Deficiency Letier). On Febru-
ary 27, 2008, Startrans filed a response io the Deficiency Letter {Supplemental Filing). Notice of Startrans' Supplemen-
tal Filing was published {**8] in the Federal Register, 73 Fed. Reg. 12,403 (2008}, with interventions and comments
due on or before March 10, 2008. PG&E, SDG&E, and SoCat Edison filed comments on March 10, 2008, and on
March 14, 2008, Startrans filed an answer {Startrans March 14 Answer).

111 Discussion

A. Procedural Tssues

Page 3
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12. Pursuant to Rule 214 of the Commission's Rules of Practice and Procedure, n10 the notice of intervention and
timely, unopposed motions to intervene serve to miake the entities that filed them parties to this proceecding.

n10 18 C.F.R. § 385,214 (2007).

13. Rule 213(a)(2) of the Commission's Rules of Practice and Procedure n11 prohibits an answer to a protest unless
otherwise ordered by the decisional authority. We will accept Startrans’ answers because they have provided informa-
tion that assisted us in our decision-making process.

nli 18 CER. § 385.213(a}(2) (2007}

[**9]
B. Standard of Review under Section 203

14. Section 203(a){4) requires the Commission to approve a transaction if it determines that the transaction will be con-
sistent with the public interest. The Commission's analysis of whether a transaction will be consistent with the public
interest generally involves consideration of three factors: (1) the effect on competition; (2) the effect [*62,795] on
rates; and (3) the effect on regulation. n12 Section 203 also requires the Commission to find that the Transaction "will
not result in cross-subsidization of a non-utility associate company or the pledge or encumbrance of utility assets for the
benefit of an associate company, unless the Commission determines that the cross-subsidization, pledge, or encum-
brance will be consistent with the public interest." n13 The Commission's regulations establish venfication and informa-
tional requirements for applicants that seek a determination that a transaction will not result in inappropriate cross-
subsidization or pledge or encumbrance of utility assets. nl4

n!Z See Merger Policy Statement, FERC Stats. & Regs P31,044 at 30,111,
[*t]o]

nl3 16 11.8.C. § 824b{a)(4) (2000).
nl4 18 CER. § 33.2(1){2007).

C. Analysis under Section 203
1. Effect on Competition

a. Applicant's Analysis

15. Startrans states that the proposed Transaction will not have an adverse effect on competition and does not require a
horizontal or vertical market power analysis. It states that because the Transaction only involves the purchase and sale
of the Mead Transmission Interests and not a combination of generation assets, a honizontal market power analysis is
not required. The Transaction will not result in a single corporate entity having ownership or control over entities that
provide inputs to electricity products and entities that provide generation products. Thus, there are no vertical market
power concerns. nl15

nl5 Application at 13-14.

Page 4
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16. Startrans states that the proposed Transaction will enhance {**11] competition because its acquisition of the Mead
Transmission Interests will result in a greater percentage of the transmission system within the CAISO being independ-
ently owned and managed. Further, Startrans maintains that its planned expansion of the Mead Facilities and other re-
lated acquisitions will increase the robustness of the transmission grid, which in turn will promote the continued devel-
opment of competitive wholesale power markets. ni6

nl6 Application at 14.

b. Commission Determination

17. We find that the proposed Transaction will not adversely affect competition. In analyzing whether a transaction will
adversely affect competition, the Commission first ¢xamines its effects on concentration in generation markets or
whether the transaction otherwise creates an incentive to engage in behavior harmful to competition, such as the with-
holding of generation {horizontal concerns). Second, the Commission considers the vertical combination of upstream
inputs, such as transmission or natural {**12] gas, with downstream generating capacity.

18. Applicants have shown that the Transaction will not have an adverse effect on competition in either respect. First,
the Transaction does not involve a combination of generating assets. Although it is affiliated with generation companies
that sell power within the CAISO control area, Startrans states that all of the output from these facilities is cormmitted
under long-term contracts. Startrans also notes that the total amount of generation asseciated with these generating
companies is approximately 365 MWs, which is de minimis compared to the approximately 58,000 MW of installed
capacity and 5,576 MWs of net uncommitted capacity in the CAISO footprint. n17 Second, the proposed Transaction
creates no new vertical combinations of assets, and the transmission facilities that will be transferred in the Transaction
will continue to be under the operational control of the CAISO . Thus, there will be no increased incentive or ability to
harm competition. Moreover, we note that no party has raised concerns about competition.

nt7 Application at n. 4, Exhibit F.

[It * 1 3]
2. Effect on Rates

a. Applicant's Analysis

19. Startrans stales that the proposed Transaction will not have an adverse effect on rates, and that any rate impact will
be de minimis. n18 Startrans states that it wil] not charge any customers for service, neting that its TRR will be recov-
ered through the system-wide High-Voltage Access Charge (HVAC) assessed under the CAISG Open Access Trans-
mission Tariff (CAJISO Tariff). Because the TRR associated with the Mead Transmission [nterests is only a very small
fraction of the CAISO’s total PTO costs, Startrans argues that there will be virtually no effect on the CAISO's HVAC--
an increase of approximately $ 0.01 per megawatt hour (MWh). n19 Thus, Startrans contends that a hold harmiess re-

quirement is not needed due 1o the de minimis rate effect, which is offset by the benefits of independent transmission.
n20

nl8 fd

nl9 Application at 15.
n20 /d.

20. Startrans states that the proposed Transaction wilk resuit [**14] in the formation of the first independent transmis-
sion company within the CAISQ. It has significant plans to pursue both new-build transmission and acquinng existing
transmission. It notes that the Commission has recognized the benefits that stand-alone ownership of transmission can
bring to the marker: elimination of competition for capital between generation and transmission functions; a focus on

Page 5
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transmission investment which allows more rapid and precise [*62,796] response to market signals indicating when
and where transmission investment is needed; a lack of incentive to maintain congestion in order to protect generation
rnarket share; an enhanced ability to manage assets and access to capital markets; and increase competitive options for
customers. In addition, Startrans states that because stand-alone transmission companies lack the incentive to favor 2
particular market participant's generation, they can attract a variety of new gencrators, such as renewables. n21

n21 Application at 10

21. Startrans contends [**15] that it will bring focused transmission investment and increased access to competitive
wholesale power options for customers. It intends to pursue expansion of the Mead Facilities through the CAISO's
planning process and to help fund this expansion if the other joint owners decline to participate. It argues that such ac-
tivities and increased investment can help increase reliability by relieving congestion, which in tumn should lower the
cost of delivered power. Startrans anticipaies making additional investments to develop renewable resources. Startrans
notes that the Commission has recogmized that these are the types of benefits that result from Transcos. n22

n22 Applicaton at 16.

22. Further, Startrans notes that as part of its section 205 application, it has proposed to cap its initial ROE at 13 5 per-
cent, even though a higher ROE is justified, to belp further mitigate the impact of any rate change. Startrans argues that
any rate effect will be the result of a TRR that the Comrmission has found to be [**16] just and reasonabie under section
205, therefore, any effect on raies under section 203 should not be considered "adverse " n23

n23 Application at 15.

b. Protests

23. California PTOs state that the proposed TRR represents what Startrans purports to be an increase of 79 percent over
the Base TRR. for Vernon's Mead Entitlements that is being assessed by the CAISO today. They argue, however, that
that the Transaction actually would result ina 148 percent increase. Further, they argue that there is no basis 1o conclude
that the Transaction will result in any new transmission capacity that would not have otherwise been constructed. They
state that Startrans will be 2 smail munority holder, like Vernon, and will have little or no say in how the facilities are
operated ot maintained. The Transaction will not contribute to an increase in the capacity or reliability of the CAISG
grid. Further, they state that the Mead Transmussion Interests are already under the control of the CAISO and that Star-
trans' [**17] status as a Transco will not result in a greater use of the facilities by market participants. Finally, Califor-
nia PTOs state that Startrans’ potential plans for developing solar gencration in Califormia are, at best, uncertain. n24

n24 Califormia PTOs Protest at 3,

¢. Applicant’s Answer

24. Startrans reiterates that the proposed Transaction will not adversely affect rates because the increase in rates is de
minimis at approximately $ 0.01 per MWh. Startrans repeats that parties will have the opportunity raise all rate issues in
the section 205 proceeding, and that it will only be able to recover just and reasonable rates.

d. Commission Determination

25. Qur analysis of rate effects under section 203 of the FPA differs from the analysis of whether rates are just and rea-
sonable, which we are considering separately in cur order on Startrans' section 205 filing. Our focus here is on the effect

Page 6
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that the Transacticn itself will have on rates, whether that effect is adverse, and {**18] whether any adverse effect will
be offset or mitigated by benefits that are hkely to result from the Trapsaction.

26. Startrans' acquisition of the Mead Transmission Interests will result in a stand-alone ransmission company, or
Transco, within the CAISO. n25 Further, Startrans has demonstrated its willingness to invest in new transmission, in-
cluding investment in new transmission that the current owner of these facilities has said it would not invest in. We also
note that in its Supplemental Filing, Startrans provides an affidavit from Vernon confurming that Vernon does not intend
to invest in the East of River upgrade or any other future projects designed to wnprove the Mead Transmission Interests.
n26 Startrans has acknowledged that there will be a rate effect, but that any increase in rates will be offset by an in-
crease 10 benefits. We agree.

n25 We note that, for purpeses of incentive-based rate treatments for transmission infrastructure investment,
Order No. 679 defined a Transco as “a stand-alone transmission company that has been approved by the Com-
mission and that sells transmission services at wholesale and/or on an unbundled retail basis, regardless of
whether it is affiliated with another public utility.™ Order No. 679 also stated that ¢ligibility for such rates would
be "based on a showing of how the specific characteristics of a proposed Transco affect its ability and propensity
to increase transmission investment and lead to increased transmission investment similar to the Transcos we
have already approved.” (See Promoting Transmission Investment through Pricing Reform, Order No. 679,
FERC Stats. & Regs. P31,222 (2006) (Order No. 679), order on reh'g, Order No. 679-A, FERC Stats. & Regs.
P31,236 (2006) (Order No. 679-A}, order on reh'g, 119 FERC P61,062 (2007). We address Startrans' applica-
tion for such rate ireatments in a companion order in Docket No. ER08-413.

[# * l 9]

n26 Supplemental Filing Exhibit ST-1%.

27. Even though this transaction may resubt in some rate increase {up to § 0.01 per MWh), this Transaction will produce
offsetting benefits. n27 As noted earlier, this Transaction will result in the formation {*62,797] of a Transco in CAISO.
The Commission has long recognized the benefits this business structure can provide. By elirninating competition for
capital between generation and transmission functions and thereby focusing onty on transmission investment, the
Transco model responds more rapidly and preciscly to market signals indicating when and where transmission invest-
ment 1s needed. n28 Moreover, Transcos' for-profit nature, combined with a fransmission-only business model, en-
hances asset management and access to capital markets and provides greater incentives to develop innovative services.

n27 While the protestors claim that the Transaction would cause a 148 percent increase compared to
Vernon's revenue requirement, Startrans represents that it is a 79 percent increase. This is because Startrans'
number is based on the base TRR being charged today, while the protestors’ number uses a different basis. How-
ever, we are modifying Startrans' proposal, including denying Startrans' request for an acquisition adjustment,
and are setting aspects of it for hearing in Docket No. ER08-413. More importantly, the overall change in
charges to customers (the CAISO access charge) is approximately up to $ 0.01 per MWh. See Testimony of
James H. Drzemiecki, Exhibit ST-6.

[* *20}

n28§ As we note in our arder m Docket Na. ER08-413, Startrans has met our definition of a Transco under
Order No. 679. We made no finding as to whether Startrans is independent.
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28. We find that, although the Transaction may lead to some increase in transmission rates, it 1s also likely to result in
additional investment in transmission infrastrcture stemming from Startrans’ business model as a Transco.

3. Effect on Regulation

29, Startrans states that the proposed Transaction will not have an adverse cffect on regulation by the Commission or
any state. Rather, Startrans contends that the Transaction will benefit regulation by creating a new transmission-owning
utility that will be subject to the Commission's jurisdiction and refund authority. In addition, Startrans notes that the
Transaction benefits regulation because it results in the transfer of assets from a non-jurisdictional enfity to a public
utility that is subject to Commission jurisdiction, Startrans states that the Transaction does not raise any state regulatory
concerns because California does not have authority [**21] to act on the Transaction and does not have authority over
Vernon's utility operations. n29

n29 Application at 16.

30. We find that the proposed Transaction will not adversely affect Comrmssion regulation. We note that although the
California Commission seeks resolution of various issues related to the Transaction, n30 it does not oppose the transfer

of Vemon's assets to Startrans, nor docs it aliege any adverse effects on regulation. n31 We will address those issues
below.

n30 See, e.g., California Commission Protest at 3-4 (noting concermns about the TRR Adjustment and the re-
fund liability, discussed below).

n31 California Commission Protest at 3-4.

4. Cross-subsidization

31. Startrans affirmos that the proposed Transaction will not result in cross-subsidization of a non-utility associate com-
pany or the [**22} pledge or encumbrance of utility assets for the benefit of an associate company. Startrans states that
no captive customers are involved in the Transaction because neither Startrans, its affiliates nor its parent companies are
affiliated with 2 load-serving entity, Although SEG is an indirect owner of several generation projects, Startrans states
that each of these projects sells or will seil power at market-based rates and does not serve retail load or captive custom-
ers. Thus, Startrans contends that the Transaction does not present the cross-subsidy concerns typically associated with
transactions involving vertically inteprated utitities or other utilities with generation assets. n32 Further, Startrans as-
serts that because the Transaction involves the transfer of assets between non-affiliates, it qualifies for a "safe harbor™ as
provided in the Supplemental Policy Statement, n33

n32 Application at 17.
n33 Application at 20.

32. Startrans verifies that based on known or reasonably foreseeable information, {**23] the Transaction will not result
in, ai the time of the Transaction or in the future: (1) transfers of facilities between a traditional public utility associate
company that has captive customers or that owns or provides ransmission service over junisdictional transmission fa-
cilities, and an associate company; (2) any new issuances of securities by a traditional public utility associate company
that has captive customers or that owns or provides transmission service over jurisdictional transmission facilities, for
the benefit of an associate company; n34 (3) any new pledge or encumbrance of assets of a traditional public utility as-
sociate company that has captive customers or that owns or provides transmission service over jurisdictional transmis-
sion facilities, for the benefit of an associate company; or (4) any new affiliate contracts between a non-utility associate
company and a traditional public utility associale company that has captive customers or that owns or provides trans-
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mission service over jurisdictional transmission facilities, other than non-power goods and services agreements subject
to review under sections 205 and 206 of the FPA.

134 Startrans states that it will file separately for authorization under FPA section 204 1o issue securities and
that these securities will be issucd for Startrans' benefit. Application at 19.

[‘*24}

33. We find that the proposed Transaction will not result in cross-subsidization of a noa-utility associate company or the
pledge or encumbrance of utility assets for the benefit of an associate company. Startrans qualifies for a "safe harbor”

[*62,798] because there is no franchised public utility with captive customers involved. n35 Startrans also addresses the
four-part test for evaluating cross-subsidization concerns. Thus, as demanstrated by the verifications made, the Transac-

tion does not raise any concern with respect to cross-subsidization. We further note that no protests regarding cross-
subsidization were filed.

n35 Supplemental Policy Statement at P 17.

D. Other Issues
1. TRR Adjustment

a. Protests and Comments

34, California PTOs and the Califormia Commission state that Vernon has not submitted a filing with the Commission to
reduce its TRE by the amount of the revenue requirement attributable to the assets being sold to Startrans (i.e , the Mead
Transmission {**25] Interests). n36 Because Startrans will be seeking recovery of the same costs associated with the
Mead Transmission Interests, they state that there is significant risk of double rate recovery by Vernon and Startrans
unless the Commission has assurances that all of the costs of the Mead Transmission Assets have been removed from
Vemon's TRR. The California Commission maintains that the Commission should not approve the Transaction until
Vemon makes the appropriate filing with the Commission.

n36 California PTOs Protest at 7-8; California Commuission Protest at 3,

35. Vernon made a later filing in which it states that it will file an amended TRR and TO Tariff with both the CAISO
and the Commission, ¢ffective as of the closing date of the Transaction, that will remove the costs associated with the
Mead Transmission Interests from its TRR. n37 Vernon states that at no point will both Vernon and Startrans be entitled
to recovery related to the Mead Transmmission Interests. n38

n37 Vemnon Response at 5.
[t*26]

n38 /d.

b. Applicant's Answers

36. Startrans states that Vermnon's commitment described above should be sufficient to remove any concerns about cus-
tomers being charged twice for the Mead Transmission Interests. n39
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039 Startrans February 8 Answer at 10,

37. As further discussed below, Startrans argues that the California Commission’s concerns have been addressed in the
existing record. Specifically: (1) Vemon will reduce its TRR to remove the costs of the Mead Transmission Interest
effective as of the closing date of the Transaction; (2) the CAISQ, Vemon, and Startrans have agreed upon the terms of
the Assumption Agreement, which will protect California ratepayers by ensuring payment of liabilities related to the
TRR if Vemnon is required to make a refund; and {3) Vernon has no intention of terminating an existing contract with
LADWP (I.A Contract), and the CAISO has alternative transmission [**27] paths available in the event of termination.
Thus, Startrans argues that there is no reason to delay action on this application. nd40

n40 Startrans February 19 Answer at 4-6.

d. Commission Determination

38 We deny protestors' requests to delay action on this application. Vernon commits to filing an amended TRR and TO
Tariff with both the CAISO and the Commmssicn, effective as of the closing date of the Transaction, which will remove
the costs associated with the Mead Transmission Interests from its TRR. This will address any concemns about double
rate recovery. Further, we note that to the extent protesters’ argurment bears on Startrans' proposed TRR that are being
set for hearing in Docket No, ER08-413, the protesters will have an opportunity to raise this issue in that proceeding.

2. Vernon Refund Liability *

a. Protests and Comments

39. California PTOs and the California Comumnission seek resolution of Vernon's overpayment issue with CAISO before
the Transaction is {**28} approved. n4! California PTOs state that Vernon owes the CAISO approximately § 12 mil-
lion in connection with the overpayments it received from Califomia ratepayers for the use of its transmission entitle-
ments, including the Mead Facilities. The California PTOs note that the CAISO has recently filed a motion with the
Commission for authorization to invoice Vernon for the over-collection amount. The California PTOs argue that the
proposed transfer of the Mead Facilities cannot be allowed to delay or impede that relief. The California PTOs also note
that Section 9.3(a) of the Purchase Agreement appears to address this issue by stating that Startrans may need to assume
Vemnon's obligations with respect to the over-collections. n42 They add that the Purchase Agreement also provides that
if Startrans is required to assume Vernon's obligations, Vernon would reimburse Startrans. n43 California PTOs main-
tain that while they are indifferent to specific arrangements between Startrans and Vernon, they believe that the Com-
mission should condition approval of the Transaction on a resolution of the overpayment issue. n44 The California
PTOs say that this condition is necded because Startrans could [**29] pay the refunds associated with the Vemon over-
collection, but thea seck to collect such refunds through a [*62,799] rate adjustment. n45 The California Parties add

that Startrans has not promised that it has not and will not include any such refund or offset obligations that it might
assume on Vernon's behalf in its revenue requirement. ndé

nd| The California Commission also asks that the Commission not approve Startrans' proposed issuance of
securities m Docket No. ES08-24-000 until the overpayment issue is resolved. The CAISQ Protest at 4.

n42 California PTOs Protest at 4-5.
n43 California PTOs Protest at 6.

n44 Califormia PTOs Protest at 7; see also, California Parties Comments on Startrans Supplemental Filing at

n45 California PTOs Protest at 6, n.10.

n46 California Parties Cornments on Startrans Supplemental Filing at 2.

Page 10
15574411.7




Progress Energy Florida
Decket No. 090079-El
Exhibit No. ____ (NG4)
Page 11 0f 28

122 F.ER.C. P61,307, *; 2008 FERC LEXIS 637, **

40. The CAISO states that it expects to resolve outstanding issues relating to the Assumption Agreement between
Vemon and Startrans in the near futare. [**30] nd47

n47 CAISO Comments at 2.

41 Vernon states that it has reached an agreement with Startrans and the CAISO that provides assurances that any re-
fund liability owed by Vernon will be paid by Startrans. Vernon states that it expects a revised Assumption Agreement

addressing the refund obligation to be filed by Startrans either in its response to various protests or in a compliance fil-
ing. n48

n48 Vemon Response at 5.

[*62,800] b. Applicant's Answers

42, Startrans argues that the Commission should not condition approval of the Transaction pending resolution of the
overpayment issue referred to above. Startrans asserts that the California PTOs have not demonstrated that a dispute
between partics in an unrelated proceeding provides the Comrission with grounds to delay, condition, or reject a sec-
tion 203 application filed by [**31] an unrelated party, such as Startrans. Moreover, Startrans states that the Purchase
Agreement specifically provides that California ratepayers will be protected if Vernon is required to provide a refund
and that Vernon will reimburse Startrans for assumption of that obligation. Further, Startrans states that it has filed a
revised version of the Assumption Agreement among Startrans, Vernorn, and the CAISO that will ensure the CAISO's
ability to coliect any refunds or repayments owed by Vernon related to the overpayment issue. n49 Startrans states that
it will submit a revised copy of the Assumption Agreement as soon as it is executed rather than waiting for a compli-
ance filing. Startrans also commits that it has not attempted, and will not attempt, to include any such refund or offset
obligation that it might assume on Vernon's behalf in its revenue requirement. n50 Startrans argues that if the California
PTOs and the California Commission are successful in delaying the Transaction, the Mead Transmmission Enterests will

continue to be held by a non-jurisdictional entity, and the CAISO and California ratepayers will lose the protection of
the Assumption Agreement. n51

n49 Startrans February 8 Answer at §; Startrans February 19 Answer at 6.
[**32]

150 Startrans March 14 Answer at 4.

n51 Startrans February 8 Answer at 9.

c. Commission Determination

43, We deny protestors’ requests to delay action on this application pending resolution of the refund issue with Vemon.
Startrans has submitied an Assumption Agreement to resolve the disagreement concermning Vemon's overpayment,
which is pending before this Commission in another proceeding. In this agreement, which was recently revised to ad-
dress the California PTOs’ concerns, Startrans agrees (o assume any hability Vernon may bave, which Startrans will
then recover from Vernon. n52 Startrans has also commuitted that it has not attempted, and will not attempt, to inctude
any such refund or offset obligation that it might assume on Vernon's bebalf in its revenue requirement, and, in its rates
to Cormumission-junisdictional custorners. We find that Startrans’ commutment that it shall not pass through any costs it
incurs under the Assumption Agreement, or costs otherwise asseciated with Vemnon's overpayment liability, adequately
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addresses the California PTOs' and the California [**33] Commission's concems. Accordingly, we conclude that Star-
trans and Vernon have adequately addressed the protests concerning Vernot!'s overpayment.

n52? Vernon also notes in its comment that the Assumption Agreement setties its overpayment liability per-
taining to the Mead Facilities.

3. CAISO Consent

a. Protests and Comments

44. California PTOs state thag Startrans has not provided evidence that the CAISO has consented to the Transaction.
Moreover, they state that the CAISO has not ruled on Startrans' application to become a PTO ar to begin collecting its

TRR, requested for March 31, 2008. Thus, California PT(s urge the Commission to delay action on the application.
n53

n53 California PTOs Protest at 7.

45. The CAISO states that any transfer of the Mead Transmission Interests requires prior written consent [**34] from
the CALSO. The CAISO states that it has not yet agreed to provide the consent and wrges the Commission to take that
into consideration before authorizing the proposed Transaction. n54

n54 CAISO Comments at 3.

46. Vernon staies that the CAISO has indicated that in hight of the revised Assumption Agreement and resolution of
other issues, it will approve the transfer of the Mead Transmission Intezests. Vernon states that it expects the CAISO 10
notify the Commission of i1s approval in the near future. n55

n35 Vernen Response at 5.

b. Applicant's Answers

47. Startrans states that it is in the process of obtaining the necessary CAISO consents to become a PTO with the
CAISQ. Startrans also acknowledges that negotiating an Assumption Agreement with CAISO conceming the Vemnon
overpayment issue discussed above will be [**35] one issue involved in obtaining CAISO consent. Startrans states that
it has reached an agreement with the CAISQ and Vemon on a revised Assumption Agreement that will ensure payment
of liabilities related to the overpayment issue. If the final CAISO consents have not been obtained by the time the
Commission acts on the application, Startrans urges the Commission to issue an order approving the Transaction condi-
tioned upon Starirans obtaining these consents. n56

n56 Startrans February 8 Answer at 13.

e Commission Determination

48. The Commission hereby takes official notice of the fact that on March 27, 2008, the CAISO Board of Directors
conditionally approved Startrans' request to become a PTO within CAISO. The California PTOs' request to delay action
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on the Transaction until Startrans receives the necessary CAISG approvals is now moot in light of this approval by the
CAISO Board.

4, LA Contract

a. Protests and Comments

49. The California PTOs and the California [**36] Commission are concerned that one of Vernon's existing contracts
may no longer be available to CAISO customers after the proposed transfer. They argue that the Mead Transmission
Interests are part of a larger network of transmission entitiements and contracts owned by Vernon that serve CAISO
customers. They state that an existing contract with the LADWP grants Vernon an eatittement to 81 MWs of transmis-
sion capacity (LA Contract), which provides for bidirectional service to Vemon between Adelanto and the Victorvilie-
Lugo Midpoint. n57 They state that historically, Vernon has used this contract to serve its load. Without the LA Con-
tract, they argue that the Mead Transmussion Interests cannot be fully utilized by CAISO customers, since the connec-
tion between Vernon's share of MAP and the CAISO grid would be severed. They contend that the failure to retain the
LA Contract effectively eliminates any value to CAISO ratepayers of the Mead Transmission Interests. Moreover, they
are concerned that the proposed ransfer of the Mead Transmission Interests to Starirans, which does not include the LA
Contract, will eliminate the value of the LA Contract to Vernon, and that Vernon may terminate [**37] the contract.
Thus, they urge the Commission to condition the proposed transfer on a showing that the LA Contract will remain in
place. n58

n57 The Victorville-Lugo Midpoint is a point of interconnection between the respective transmission sys-
tems of LADWP and ScCal Edison.

n58 Catifornia PTOs Protest at 9. The Califormia Commission Protest at 4-5 also urging the Commission to
not approve the issuance of securities in Docket No. ES08-24-000 until Startrans can demonstrate that the LA
Contract will remain in place.

50. Vernon states that it has no plans to terrunate the LA Contact, which reguires a foui-year prior wriiten notice by
either party (o terminate. Moreover, Vemon disagrees with the California PTOs that without the LA Contract, the Mead
Transmission Interests are useless to the CAISO grid. The Mead Transmission Interests have been part of the CAISO
grid since Jamuary 1, 2001. Vernon contends that the Mead Facilities are not merely tie lines but provide vital transmis-
sion capacity, and MAP [**38] will continue as an entry point to the CAISO and an interface between the LADWP
system and CAISQ. Further, Vemnon states that the CAISO would have ample opportunity to assess the impact of the
termination of the LA Contract. n5%

n5% Vemon Response at 6-7.

b. Applicant's Answers

51. Startrans states that the status of the LA Contract provides no basis for conditioning Commission approval of the
Transaction. Startrans notes that the LA Contract can only be terminated upon the permanent removat of MAP or upon
four years written notice. Because no notice has been given and the parties have no plans to take the MAP Facilities
permanently out of service, Startrans states that the LA Contract will remain in service for at least four more years. n60
Further, Vemon states it has no present intention of terminating the LA Contract, thus the California PTOs' claims are
purely speculative. Moreover, the parties have the right to file a complaint under FPA section 206 if they believe that
the TRR includes [**39] costs for facilities that are not used and useful to Califorma ratepayers. n61

a60 Startrans February 8 Answer at 11; Startrans February 19 Response at 5-6.
n6l Id
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52. Startrans stafes that the California PTOs and the California Cormmission are mistaken in their claim that the Mead
Transmission Interests will have no value to California ratepayers if the LA Contract is terminated. Startrans asserts that
the Mead Facilities provide vital transmission capacity, and MAP will continue as an entry point to the CAISO and an
interface between the LADWP system and CAISO even if the LA Contract is terminated. n62

n62 Id. at 12.

¢. Commission Determination

53 ‘Whether the LA Contract is terminated does not affect our detersnination of whether the propesed Transaction is
consistent with the public {*62,801] interest. Startrans [**40] has demonstrated that the Transaction will not have an
adverse effect on competition, rates, or regulation. Startrans has also shown that the Transaction will not result in the
cross-subsidization of a non-wility associate company or the pledge or encumbrance of utility assets for the benefit of
an associate company. Therefore, we deny protestors’ request to condition approval of the Transaction on a showing that
the LA Contract will remain in place. Further, we note that (o the extent this issue is related to Startrans' proposed TRR,
which is being set for hearing in Docket No. ER08-413, the protesters will have an opportunity to raise this issue in that
procecding.

5. Accounting Deficiency

a. Protest

54. California PTOs argue that the application is deficient because it does not include the proposed accounting entries
related to the Transaction, as required under Commission regulations. n63 They urge the Commission (o either reject the
application or issue a deficiency letter to obtain the accounting information. For example, they state that the purchase
price of 3 39.5 million is not explained in the application, so it is impossible for the Commission [**41] or others to
determine whether the price, and its inclusion in rates, is just and reasonable. California PTOs argue that the Commis-
sion should net approve the Transaction without a full explanation of the purchase price, including why Startrans agreed
to pay more than doubie the book value of the Mead Transmission Interests, any other value it obtained from Vemon
that has not been disclosed, and whether and how Startrans plans to include the full purchase price in CAISO rates. n64

n63 {8 CF.R. §33.5{2007).
n64 Applhication at 12-13.

55. California PTOs state that the impact of the purchase price on CAISO rates is important because Startrans' filing
under section 205 would result in a 148 percent increase in the TRR associated with the Mead Transmission Interests
compared to the TRR authorized by the Comumission. They challenge Startrans’ argurment that the TRR increase is de
minimis, asserting that an increase of 148 percent is not just and reasonable. n65

005 California PTOs Protest at 13,
{$*42}
b. Applicant's Response

56. In its February 8 Answer, Startrans argues that the application is not deficient and should not be rejected. Startrans
states that it specificaily sought waiver of the requirement in section 33.5 to provide proposed accounting entries and
stated that it would supply the mformation in a compliance filing. n66 Startrans argues that the California PTOs' con-
cemns about the purchase price are misplaced because it was the result of arms-length negotiations between unaffiliated
parties. Startrans asserts that any recovery of the purchase price through its revenue requirement will be subject to re-
view in the section 205 proceeding, which will protect ratepayers against any improper cost recovery. n67
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n66 Startrans February 8 Answer at 14.
n67 Id. at 15.

57. On February 27, 2008, Startrans submitted its response to the Deficiency Letter, which included information on the
proposed accounting entiies for the Transaction. Startrans proposes to ecord its initial [**43] capitalization by credit-
ing long-term debt to Account 224, Other Long-term Debt, and common stock issuances to Account 207, Premium on

Capital Stock, and debiting debt financing and stock issuance expenses to Account 181, Unamortized Debt Expense.

58. Startrans proposes to account for the purchase by recording the original cost of the assets in Account 101, Electric
Plant in Service, and a calculated amount of accumulated depreciation in Account 108, Accumulated Provision for De-
preciation of Electric Utility Plant. n68 In addition, Startrans will pay a premium for the Mead Transmission Interests
above their depreciated original cost, which it will record as an acquisiton adjustment of $ 3.2 million in Account 114,
Electric Plant Acquisition Adjustments, and goodwill of $ 18.3 million in Account 186, Miscellaneous Deferred Debits.
n69 Startrans states that it will amortize amounts recorded in Account 114 to Account 406, Amortization of Electric
Plant Acquisition Adjustments, consistent with recovery in rates. n70

n68 Startrans states that it calculated accumulated depreciation on the assets using a depreciation rate of
2.08 percent, and that Vernon previously recorded accumulated depreciation on the assets using a depreciation
rate of approximately 3.1 percent.
[**44]

169 Startrans states that amounts recorded in Account 186 quakify 2s goodwill under generally accepted ac-
counting principles (GAAP) and will be classified as such in any financial statement prepared m accordance
with GAAP for issuance to the public, investors or others.

n70 Startrans filed a request for approval to recover amounts recerded in Account 114 in its rates under
sectign 205 of the FPA in Dacket No. ER08-413. If Startrans does not recerve approval to recover amounts re-
corded in Account 114 in rates, the disapproved amounts must be amortized fo Account 425, Miscellaneous
Amortization, over a period not longer than the estimated remaimng life of the properties to which the amounts
relate.

¢. Commission Determination

59. Startrans’ accounting entries recording its initial capitalization are nof consistent with the requirements of the Uni-
form System of Accounts {(USofA). n71 Startrans states that some of its debt will be incurred by its parent rather than by
Startrans itself. Proceeds Startrans receives from its [*62,802] parent's issuance of long-term debt that it must repay
[**45] to its parent must be recorded as an advance from its parent in Account 223, Advances from Associated Com-
panies, consistent with the instructions for the account. Next, Startrans proposes to recerd issuances of common stack in
Account 207; however, the USofA requires that capital originating from actual issuances of common stock be charged
to Account 201, Common Stock [ssued, rather than Account 207. Finally, Startrans’ proposal to record stock issuance
expenses related to its initial capitalization in Account 181 is not appropriate. Only expenses related to the issuance or
assumption of debt are recordable in Account 181. Expenses related to the issuance of capital stock must be recorded ia
Account 214, Capital Stock Expense.

n71 18 C.E.R. Part 101 (2007).
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60. Startrans' proposed journal entries recording the purchase are not consistent with the tequirements of the USofA.
First, Startrans omitted certain journal entries that are required by Electric Plant Instruction (EPI) Na. 5, Electric Plant
Purchased [**46] or Sold, and Account 102, Electric Plant Purchased or Sold, of the USofA. Startrans must use Ac-
count 102 as an interim control account to record all aspects of the purchase Transaction. The USofA requires Account
102 to be debited with the cost of electric plant acquired from others pending distribution to the appropriate accounts.
172 Further, EPI No. 5 requires the original cost and related accumulated depreciation to be recorded on the purchaser's
books through Account 102. The difference between the net amount of debits and credits and the consideration paid for
the property are to be included in Account 114. In addition, Startrans did not include amounts recorded in Account 107,
Construction Work in Progress - Electric, and Account 301, Organization, in its calculation of the acquisition adjust-
ment recorded in Account 114,

072 Text to Account 102; 18 C.F.R. Part 101 (2007).

61. Startrans' recording of portions of the purchase premium as goodwill in Account 186 is appropriate. The Commmis-
sion has held [**47] that any portion of acquisition adjustment amounts that are considered goodwill in accordance
with the provisions of the Financial Accounting Standards Board's (FASB) Statement of Financial Accounting Standard
No. 144, Goodwill and Other fntangible Assets. may be recorded in Account 186, Miscellaneous Deferred Debits. n73

n73 See, e.g., Grear Plains Enevyy licorporated, 121 FERC P61,069 (2007), reh'g denied, 122 FERC
P6 1,177 (2008); and Michigan Electric Transmission Company, LLC, Dacket No, AC03-9-000 (February 5,
2004) {unpublished letter order).

62. Finally, Startrans did not adequately support the amounts it proposes to record as accumulated depreciation in Ac-
count 108. Startrans states that Vernon recorded accumulated depreciation expenses based upon a comprehensive set-
tlement; and therefore, that the amounts are inappropriate because they do not reflect the product of a Commission-
appraved depreciation study. n74 Startrans indicates that it performed a depreciation [**48] study and applied the re-
sulting decreased depreciation rate to the accruals in Account }08. n75 Startrans’ accounting decreases accumulated
depreciation below amounts previously accrued, and therefore, is not consistent with the Comnussion's policy regarding
depreciation. Because of estimates inherent in depreciation accounting, Commission policy generally requires that over-
or under-accrued provisions for depreciation be corrected prospectively by an upward or downward adjustment in the
depreciation rate. n76 However, the Commission may adjust the balance of accumulated provisions for depreciation
other than through a prospective change in depreciation tates if an entity establishes the following: (1) the balance was
over-or under-accrued; (2) the pver-or under-accrual resulted from an accounting error rather than the use of estimates
in setting depreciation rates; and (3} any amounts of over-accrued depreciation resulting from an accounting error were
not in fact recovered in utility rates. n77 Startrans has not provided any evidence to support revision of the depreciation
previously accrued consistent with this policy and must record depreciation consistent with amounts previously [**49]
recognized by Vemnon.

n74 See Docket No, ER08-413, P 14 E. Depreciation Rate.

075 Id., Drzemniecki's Testimony at 18,

076 See Carncuie Natural Gas Company, 60 FERC P61,166, at 61,608 (1992) (affirming ALJ's initial deci-
sion issued on May 13, 1991) (Carnegie); Equitable Gas Company, 56 FPC 1655 (1976} {(affirming ALT's initiat
decision issued on June 7, 1976), rek'g denied, 56 FPC 3109 (1976Y; see also Bruder, Gentile & Marcoux,
Docket No. AC51-96-000 (November 22, 1991} {unpublished letter order); and Miller, Balis & O'Neil, Docket
No. AC91-99-000 (November 22, 19913 {unpublished letter order).

n77 Carnegie, 60 FERC P61.166, atn. 17 (1992).
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63. We will, therefore, require Startrans to revise its accounting to record accumulated depreciation in Account 108 at
the amount accrued by Vemon. In addition, Startrans must record the purchase Transaction consistent with the instruc-
tions of EP! No. 5 and [**50] the text of Account 102, and Startrans must include amounts recorded in Accounts 107
and 301 in its calculation of the acquisition adjustment. Finally, Startrans must record investors’ capital in Account 201,
long-term debt payabie to its parent in Account 223, and expenses incurred on stock issuances in Account 214, consis-
tent with the Commission's accounting regulations. Startrans must make its final accounting entyies for the acquisition
of the Mead Transmission Interests consistent with the Commission's accounting policies, as discussed above and out-
lined i the ordering paragraph below.

6. Requests for Consolidation and a Hearing

64. Protestors seek to consolidate the proceedings in sections 203, 204, and 205 and to convene a hearing on the con-
solidated dockets [*62,803] arguing that these dockets are linked by common issues of law and facts. 078

a78 California PTOs Protest at 21-22; California Parties' Prolest at 5-6; SDG&E Protest at 3.

65. Startrans argues against consolidating the dockets, [**51] asserting that they do not involve common issues of law
and fact. Startrans states that it does not seek approvai of any rates as part of the section 203 filing or seck authorization
ta issue securities. Startrans states that the protestors' major concem is about the impact of the Transaction on rates, but
argues that the evidence provided in the section 203 proceeding shows the rate impact wall be minimal. Startrans states
that protestors' other claims relating to the section 203 filing are either incomect or speculative and provide no basis for
setting the 203 filing for hearing. Further, Startrans states that different legal standards are applicable to each filing.
Startrans asserts that consetidating these three proceedings will delay the Commission's appravals and could resultin a
termination of the Transaction. n79

n79 Startrans Feb 8 Answer at 16-18.

66. We deny the protestors' requests to consolidate the proceeding in this docket with the proceedings under sections
204 and 205 of the FPA_ In [**52] general, the Commission consolidates matters only if a hearing 1s required to resolve
cormunon issues of law and fact and consolidation wil] ultimately resuit in greater administrative efficiency. In this case,
however, we find nothing in the section 203 proceeding that needs 1o be set for heaning.

67. Intervenors also raise a number of other issues relating 1o the transfer of the Mead Transmission Interests. They state
that Startrans' requested TRR 15 not just and reasonable, the requested ROE of 13.5 percent is excessive, and the draft
TO Tariff should be revised. They also question whether the East of River upprade project qualifies for Construction
Work in Propress and seek additional information related to depreciation methodologies and capital structure. n80 We
note that intervenots filed identical protests in this docket and Docket No. ER08-413. Since we are denying their request
to consolidate, we are separately addressing the arguments refated to Startrans' filing under FPA section 203 in this
docket and the arguments related to Startrans’ filing under FPA section 205 in Docket ER08-413. The arguments men-
tioned above are addressed in a contemporaneous order in Docket No, [**53] ER08-413.

n80 PG&E and SDG&E March 10 Comments.

The Commisston orders:
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{A) The proposed Transaction is hereby authorized under EPA section 203, as discussed in the body of this order.

(B) Starirans must inform the Commission of any change in circumstances that would reflect a departure from the
facts the Commission relied upon in authorizing the Transaction.

{C) The foregoing authorization is without prejudice to the authority of the Commission or any other regulatory
body with Tespect to rates, service, accounts, valuation, estimates or determinations of costs, or any other matter what-
soever now pending or which may come before the Commission.

(D) Nothing in this order shali be construed to imply acquiescence in any estimale or determination of cost or any
valuation of property claimed or asserted.

{E) The Commission retains authority under sections 203(b) and 309 of the FPA to 135ue supplemental orders as
appropnate.

{F) Startzans shall make any appropriate filings under section 205 of the FPA_ [**54] as necessary, to implement
the proposed Transaction.

{(G) Starirans shall medify its final accounting as discussed in the body of this order. Startrans shall account for the
Transaction in accordance with Electric Plant Instruction No. § and Account 102, Electric Plant Purchased or Sold, of
the Uniform System of Accounts. Starirans shall submit its final accounting entries within six months of the date that
the Transaction is consummated, and the accounting submissions shall provide all the accounting entries and amounts
refated to the Transaction along with narrative explanations describing the basis for the entries.

(1) Startrans shall notify the Comunission within 10 days of the date that the acquisition of jurisdictional facilitics
has been consummated.

By the Commission. Commissioner Kelly concurring with a separate statement attached,

CONCUR BY:
KELLY

CONCUR:
KELLY, Commissioner, concurring:
[Issued March 31, 2008)

I wish to write separately regarding the propesed Transaction's effect on rates. The nature of our inquiry under Federal
Power Act section 203 nl 15 whether the effect of the Transaction on rates will be adverse. Startrans 10 L.L.C. (Star-
trans) proposed [**55] a significant increase in its transmission revenue requirement (TRR) compared to what the City
of Vernon's (Vemon) TRR has previously been. Startrans has characterized the rate impact of an increased TRR as “de
minimis™ because the TRR associated with the Mead Transmission Interests is oaly a very small fraction of the Califor-
nia Independent System Operator Corporation’s (CAISO) total participating transmission owner (PTO) costs. California
PTOs n2 dispute the de minimis charactesization by pointing out that the proposed TRR is a 148 percent increase over
the TRR associated with Vemon's Mead Transmission [*62,804] interests that the Commission has authorized for col-
lection through CAISO rates. n3

ni 16 U.S.C. § 824b (2000 & Supp. V 2005).

n2 California PTOs include Pacific Gas & Electric Company and Southern California Edison Company.,

n3 Califormia PTOs Jan. 25, 2008 Motion to Intervene and Protest and Request for Hearing and Consolida-
tion of Proceedings, Docket No. EC08-33, at 3 (California PTOs' Protest).
[¥156}

Rather than decide this issue by choosing one or the other characterization {e.g., a de munimis increase 1s acceptable, or
a 148 percent increase is unacceptable), 1 think it is important to point out that issucs decided in this order and the com-
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panion order issued today in Docket No. ERD8-413-000 (Startrans FPA section 205 filing) bave significantly reduced
Startrans' proposed TRR. For example, in this order the Commission rejects Startrans' proposal for the amount it pro-
poses to tecord as accumulated depreciation, which would have added as muchk as $ 2.6 million to Vemnon's rate base.
n4 In the companion order, the Commission rejects Starirans' proposed acquisition adjustment of approxirnately § 3.17
million, which Startrans propesed to add to Vemon's rate base. Also, in this decision the Commission orders Startrans 1o
redo numerous accounting and journal entries to be consistent with the Uniform System of Accounts, which should
have the effect of further lowering the proposed TRR. Finally, the Commission sends the FPA section 205 nS filing to
hearing to examine the reasonableness of all other cormponents of the TRR. In short, given the Coramission's actions in
these two orders, [**57] it appears that the resulting impact of this acquisition on raies will be primarily linsted to
those related to changes in the cost of capital and tax obligations applying to Startrans versus those that applied to
Vemon. These changes would be legitimatety based on the business structure of Startrans, thus, not an adverse impact
on rates. I believe this analysis of the Transaction's impact on rates more clearly elucidates the facts and has the added

beaefit of ¢liminating the need to consider the decidedly less clear issue of whether this acquisition will bring stgnifi-
cant benefils to transmission users.

nd See id. at 16.
15 16 US.C. § 824d (2000 & Supp. V 2005).

For these reasons, 1 concur with this order.

Svedeen G. Kelly
Legal Topics:
For related research and practice materials, see the following legal topics:

Energy & Utilities LawAdmunistrative ProceedingsU.S. Federal Energy Regulatory CommissionGeneral OverviewEn-

ergy & Utilities LawCogeneration & Independent Power Companiesindependent Systern OperatorsEnergy & Utilities
LawTransportation & PipelinesPipelinesRates
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LEXSEE

Caution
As of: Aug 20, 2009

Michigan Wisconsin Pipe Line Company
Docket No. RP83-27-002
FEDERAL ENERGY REGULATORY COMMISSION - Commission
23 F.ER.C. P61,045; 1983 FERC LEXIS 1967
April 8, 1983

CORE TERMS: depreciation, surcharge, proposing, Natural Gas Act, recovering, useful life, clarification, retroactive,
conformance, accelerate, monthly, recoup, depreciation expense, service agreement, reasons stated, depreciable, tariff,
sheets

ACTION:
[**1)

Order Denying Rehearing and Clarifying Prior Order

JUDGES:

Before Commissioners: Georgiana Sheldon, Acting Chairman; J. David Hughes, A. G. Scusa and Oliver G. Rich-
ard HIL

OPINION:
[*61,113]

On January 28, 1983, Michigan Wiscoonsin Pipe Line Company (Michigan Wisconsin) filed in the captioned docket
an application for rehearing and clarification of the Comnussion'’s Order Rejecting Filing, 2t FERC P61,395, issued on
December 30, 1982. In our December 30 order, we rejected the proposed filing nl on the grounds that it is an attermpt by
the company to collect additional amounts for a retroactive period through an additional menthly surcharge, On Febru-
ary 28, 1983, we granted rehearing for the purposes of further consideration. For the reasons set forth below, we deny
rehearing of our December 30, 1982, order. Michigan Wisconsin contends that the Commission erzed (1) by holding
that the proposed filing, an amendment to Rate Schedule X-64, n2 constitutes retroactive ratemaking and (2} by reject-
ing the filing when it complied with the applicable statutes, ruies and orders. Additionally, Michigan Wisconsin seeks
clarification of that portion of the December 30 order which states, [**2] "1ejection 1s without prejudice to Michigan
Wisconsin's right to propose prospective changes in Rate Schedule X-64 in conformance with Section 4 of the Natural
Gas Act and Part 154 of the Commission's Regulations. Michigan Wisconsin states that the procedure contenplated in
the filing is "merely an increase in the depreciation rate to be charged by Michigan Wisconsin ta HIOS, starting after
the date of the filing and which is fully consistent with the Commission's policy respecting the correction of over or
under amounts of depreciation.” The company also contends that the proposed rate is not designed to recoup past costs.

nl On December 2 and 13, 1982, Michigan Wisconsin Pipe Line Company (Mich Wisc) filed revised tariff
sheets related to Article IV Charge for Service of Rate Schedule X-64, a service agreement with High Island
Offshore System (HIOS). The proposed revisions include {1) a $3,616,109 increase in depreciation expense to
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be recovered at $52,407 per month over the next 69 months which is stated to be the depreciable life of the
HIOS facility; (2) broader language regarding the basis for depreciation expenses; and (3) a clause whereby
Mich Wisc would refund to HIOS, with interest, any amounts HEOS is prevented from recovering through its
rates by the Commission. The proposed effective date is January 1, 1983, See the Decernber 30 order for a list of
the specific tariff sheets.

[**31

n2 Rate Schedule X-64 is a service agreement between Michigan Wisconsin and High Island Offshore Sys-
tem (HIOS). Pursuant to the tenms of this contract, HIOS agreed to pay Michigan Wisconsin an amount in
monthly installments equal to two-thirds of the full cost of service attributable to the Grand Chenier Station,
Louisiana, By order issued fuly 6, 1978, in Docket No. CP78-134, the Commission authorized Michigan Wis-
consin (o construct and operate the Grand Chenier Station to measure and dehydrate volumes attributable to the
HIOS system and to Michigan Wisconsin's West Cameron Block 171 production. Findings And Order After
Statatory Hearing {ssuing Certificate Of Public Convenience And Necessity And Granting Petition To Intervene,
4 FERC P61,028.

We disagree for reasons stated in our Becember 30 order but also for the reasons stated below.

Michigan Wisconsin 1s not proposing to change its rate of depreciation. n3 Instead, it is proposing a special sur-
charge to accelerate the recoupment of investment rather than proposing a change to the depreciation rate itself. A spe-
cial surcharge separate from the depreciation rate itself is not the appropriate means for [**4] a pipeline to increase its
depreciation rate to accelerate recovery of its investment. We note, as does Michigan Wisconsin, that "it is the Comrnis-
sion's policy that over or under provisions for depreciation are cotrected prospectively by an upward or downward ad-
Jjustrment in the depreciation rate.” Equitable Gas Company 56 FPC 1655 at 1657 (1976) (citing a prior decision in
Equitable Gas Company, 52 FPC 291 at 292 (1974)). We also disagree with Michigan Wisconsin's argurnent that rejec-
tion of the filing precludes it from recovening its full investment on the Grand Chenier Facility over HIOS' useful life.
As our December 30 order specificaily stated the "rejection is without prejudice to Michigan Wisconsin's right to pro-
pose prospective changes in Rate Schedule X-64 in conformance with Section 4 of the Natural Gas Act and Part 154 of
the Commission's Regulations.” I Michigan Wisconsin seeks to increase its depreciation charge to HIOS in order to
fully recover its investment in the Grand Chenter Facility over HIOS' depreciable life then the appropriate method for
accomplishing this goal is to make a Section 4 filing pursuant to the Natural Gas Act.

n3 Michigan Wisconsin is, however, proposing new language for Rate Schedule X-64 which, Michigan
Wisconsin alleges, will permit it to more closely track the depreciation rate used by HIOS. We express no opin-
ion on the appropriateness of this proposal other than to note that, under Michigan Wisconsin's proposal, the

special surcharge would be a totally separate means for Michigan Wisconsin to recoup its depreciation expense.
[#*5]

We disagree with Michigan Wisconsin's argument that rejection of the filing precludes it from recovering its full
investment on the Grand Chenier Facility over HIOS" useful life.

Finally, we decline to set the matters addressed herein for hearing. There are no material facts in dispute. Cifizeny
for Allegan County Ine. v F.P.C . 414 F.2d 1128 (D.C. Cir, 1969}, [*61,114]

The Commission orders

Michigan Wisconsin's Application For Rehearing is denied.

Legal Topics:
For related research and practice materials, sec the following legal topics:

Energy & Utilities LawGas IndustryNatural Gas ActGeneral OverviewEnergy & Utilities LawTransportation & Pipeli-
nesPipelinesRates
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A

Caution
As of: Aug 20, 2009

Camegie Natural Gas Company
Pocket No. FA89-16-000
FEDERAL ENERGY REGULATORY COMMISSION - Commission
60 F.E.R.C. P61,166; 1992 FERC LEXIS 1890
August 7, 1992

CORE TERMS: depreciation, accumulated, accounting, staff, estimate, ratemaking, plant, audit, recorded, tmitial deci-
sion, starting point, overstated, retail, inappropriate, recommended, methodology, accrual, adjust, calculated, directive,
reserve account, gas plant, jurisdictional, reimbursements, correctness, retirements, relocation, recovered, adjusted, cov-
erng

ACTION:
[**1] ORDER AFFIRMING INITIAL DECISION
[Note: Initial Decision requiring commrective accounting entries issued May 13, 1991, appears at 55 FERC 63,023 ]
JUDGES:

Before Commussioners: Martin L. Allday, Chairman; Charles A. Trabandt, Elizabeth Anne Moler, Jerry J. Langdon
and Branko Terzic.

OPINION:
[*61,603}

PIPELINE RATES: DEPRECIATION

Before the Commission, on exceptions, is an initial decision issued May 13, 1991, nl concerning the propriety of
certain accounting entries made by Camegie Natural Gas Company {Carnegie) decreasing the accurnulated depreciation
reserve balance in its Account No. 108. This balance represents the amount by which a utility’s original imvestment in its
gas utility plant has been depreciated. As discussed below, the Commission is affirming the initial decision.

ni 335 FERC P63.,023 (1991).

Background

Camegie, a wholly owned subsidiary of United States Steel Corporation (U.S. Steel), was incorporated in 1886
primarily 10 obtain natural gas supplics needed by various U.S. Steel plants in Pittsburgh, Pennsylvania. n2 U.S. Steel
accounted for 89 percent of Camnegie's revenues from 1930 through 1986. n3 In 1913, both the Pennsylvania Public
Service [**2] Commussion -- later named the Pennsylvania Public Utility Commission (PaPUC) - and the Public Ser-
vice Commission of West Virginia began regulating Camegic. n4 On August 3, 1943, the Federal Power Commussion
[*61,604] (FPC) issued Carnegie a certificate of public convenience and necessity under Section 7 of the Natural Gas
Act (NGA) for certain of Carnegie's facilities and services. n5 Carnegie also continued to perform an intrastate service
regulated by the Pennsylvania Commission. The Uniform System of Accounts, which requires every licensee and every
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public utility subject 1o the Federal Power Act and the NGA 0 keep its accounts in the manner prescribed by the Com-
mission, was in existence at the time Camegie became subject ta regulation by the FPC. n6

n2 Exh. | atp. 3.

n3 Tr. 162-163.

n4 Exh. 1 atp. 4.

n5 3 FPC 1052 (1943).

n6 The Uniform System of Accounts for natural gas companies subject to the provisions of the NGA is
found at 18 C.F.R. § 201 {1991).

In 1973 the staff of the FPC completed a selective review of Carnegie's books and records 1o "establish the original
cost of gas plant and the related accumulated provisions for depreciation, [**3] amortization and depletion through
December 31, 1970". n7 The staff found that Carnegie’s accumulated depreciation reserve balance was misstated in the
amount of $276,381 ng and recommended that Camegie correct the misstatement. Carnegie agreed and the Commis-
sion, by letter order issued June 12, 1973, approved the adjusted accumulated depreciation balance. n9

n7 The Commission will interchangeably use the terms "accumulated depreciation™ and “depreciation re-
serve" to refer to the balance in Account 198, Accurnulated Provision for Depreciation of Gas Utility Plant.

n% Carnegie had failed to include $276,381 of property relocation reimbursements in its accumulated depre-
ciation account.

n9 See Staff's Initial Brief, Appendix A. Also see Tr. 291-293, 429-445.

Prior to 1984, the Pennsylvania Commission used a "fair value™ ratemaking methodology for purposes of establish-
ing rate base in its rate proceedings. n10 In 1984 the Pennsylvania Commission switched to an "onginal cost” method-
ology, the same methodology applied to interstate pas pipeline companies by the Federal Energy Regulatory Comumis-
sion (FERC) under the NGA.

nlG Exh. 15 atpp. 7-8.

On April 27, 1984, Camegie filed [**4] an application with the Pennsylvania Commission to increase its Pennsyl-
vania intrastate jurisdictional rates. Camegie and the Pennsylvania Commission staff entered into an agreement on Oc¢-
tober 1, 1984 which limited Carnegie's allowed increase. In changing ffom a "fair value” methodology to an "original
cost" methodology for Camegie, the Pennsylvania Comrnission required Camnegtie 1o conduct an accumulated deprecia-
tion reserve study to determine an appropriate starting point depreciation reserve for future ratemaking purposes. nii
Carmnegie and the Pennsylvania Comrmussion staff ultimately agreed, based on the 1984 depreciation reserve study, that
Camegie's book reserve should be reduced by 32,168,755 to reflect the starting point depreciation teserve contained in
the study. n12 Camegie would accomplish the reduction over a five year period beginning in 1985. n13 For the four
year depreciation period ending December 31, 1988, Carnegie had reduced the accumulated depreciation balance by
$1,735,005.00. n14

ntl Exh. latp. 12

n12 Exh. B ar pp. 3-4.

nl3 Exh. 34 atp. 30; Exh. 36 Sch.3, Sheet 1 of 6.
nl4 Exh. 5.

In April 1988, Cameg:e filed its first section 4 rate case with {**5] the FERC, in Docket No. RP88-131-000. Ca-
negie reflected the reduced accumulated depreciation balance in its filing. The FERC staff took the position that Carne-
gie was not permitted to make this adjustment without the authorization of the Chief Accountant of the FERC. n!5 On
November 2, 1988, Camegie filed a letter with the FERC stating its reasons for decreasing its accumulated depreciation
balance and requesting "written confirmation concerning the proper depreciation book reserve.” ni6
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nl5 Exh. 3 at pp. 4-5.
nl6é Exh. 37 atp. 4.

On March 29, 1989, the Chief Accountant responded to Camegie's request. He stated that the information Camegie
had set forth in its letter was not sufficient to enable him to approve Camegic's adjustments, and he set forth certain
criteria Carnegie would have to satisfy to justify reducing the balance of its accumulated depreciation account. n17 He
also stated that the Division of Audits of the Office of Chief Accountant was conducting an audit of Carnegie’s books
and records and that Carnegie's adjustment would be addressed in the context of that audit. n18

nt7 The criteria were: (1) that the balance of accumulated depreciation was over or under accrued; (2) the
over or under accrual resulted from an acconnting error rather that the use of estimates in sefting the depreciation
rate; and (3) that any amount of overaccrued depreciation was not recovered in utility rates.

nl8 Exh. 37 atp. 4.
[$t6]

In a letter directive issucd by the Chief Accountant on February 28, 1990, staff recommended that Camegie reverse
the approximately $2.2 million of reductions it made 1o its accumulated depreciation through [*61,605] 1989. The staff
also recornmended that Carnegie record an entry in Account 186 (Miscellanecus Deferred Debits) to establish a regula-
torily created assct for the portion of the $2,168.755.00 which Carpegie anticipated collecting in retail rates as a result
of action by the Permsylvania Commission. nt9 Camnegie did not agree with the staff's recommendations. Upon Carne-
gie's decision not to consent to shortened hearing procedures, 18 C.FR_158.1, et seg., the Commission set the case far
hearing in an order issued May 17, 1990. n20

nl9 Exh. 5.
n20 51 FERC P61.,176 {1990).

A hearing was held on December 18 and 19, 1990. The only participants were Camegie and staff. On May 13,
1991, the Presiding Administrative Law Judge (ALJ) issued an initial decision upholding staff's position and requiring
comective accounting entries. In that decision, the ALJ held: (1) the PaPUC's determination that Camegie's accurnulated
depreciation [**7] reserve was overstated should not be given any weight, since the Commission promulgated the Uni-
form System of Accounts and has the primary responsibility for its interpretation; (2} the Commission already passed on
the correctness of Camnegie's zccurnulated depreciation reserve in the 1973 audit; (3) there is insufficient evidence in
this case to show that Carnegic's accunulated depreciation reserve is overstated, because depreciation estimales are in-
herently speculative and the theoretical reserve is not substantially different from the book reserve; (4) a prior period
adjustment in Camegie's accumulated depreciation reserve should not be allowed, because the alleged overstatement
was due to a change in an accounting estimate not an accounting error and resulted from a conscious management deci-
sion by Camegie; and ($) Camnegie is not entitled to a one time adjustment to establish a starting point depreciation re-
serve, because this case does not involve an initial adjustment of Camegie’s accumulated depreciation reserve.

A brief on exceptions to the initial decision was filed by Camegie on June 12, 1991. A brief opposing exceptions,
and in support of the inittal decision, was [**8] filed by Comunission staff on July 2, 1991.

Discussion

The Commission is affirming the May 13 initial decision of the ALJ and denying Carnegie's exceptions.
Ruling on Camegie’s Accumulated Depreciation Balance

Camnegie argues that the ALY committed error in failing to rule on the propriety of the balance in Camegie's depre-
ciation reserve account. Camepie takes exception to the ALY's finding that the Commuission had already passed on the
correctness of Camegie's accumulated depreciation account, arguing that the scope of the Commission's 1973 audit did
not include entries made by Camegie before 1965, and that the balance in the reserve account was never reviewed to
determine if it represented a reasonable level of accrued depréciation. We disagree.

Page 3
15574411.1




Progress Energy Florida
Docket No. 090079-El
Exhibit No. _ (WG-4)
Page 25 of 28

60 F.E.R.C. P61,166, *; 1992 FERC LEXIS 18%0, **

The Commission made a determination on the correctness of Camegie's accumulated depreciation account in an
audit covering Cammegie's plant and accumulated depreciation balances through 1970. The Commussion, in a letter 1o
Camegie dated June 12, 1973, stated that its staff ".. had completed a review of Camnegie's books and records to estab-
lish the original cost of gas plant and the related accumnulated provisions for depreciation, {**$] amortization and dele-
tion thorough December 31, 1970." (emphasis added.) As a result of that review, staff noted and brought to Camegie's
attention certain exceptions, inciuding an exception to Carnegie's accumulated depreciation balance. n21 Camegie
agreed to the staff's adjustment. The Commission approved the adjusted accumulated depreciation balance as of De-
cember 31, 1970.

n21 Staff recommended that Camegie make an adjustment {o its accumulated depreciation account to cor-
rect its accounting for property relocation reimbursements.

The Comrmission's staff performed three more audits covering the period 1971 through 1984 that included a review
of the changes in the recorded cost of Caregie's gas utility plani and related accumulated depreciation balances. Staff
noted no exceptions to the recorded balances during those audits and the Commission approved them. n22

n22 The Commission approved Camnegie's utility plant and refated depreciation balances by letter orders
dated May 20, 1977, January 21, 1983, and August 27, 1985.

In a fifth audit of Carnegie covering the pericd 1985 - 1988, the Commussion's staff again reviewed the propriety of
Camnegie's depreciation balance. [**10] The staff objected to approximately $1.7 million of adjustmenis made by Car-
negie during the audit pericd (1985 - 1988). In a letter directive issued by the Chiel Accountant on February, 28, 1990

50 FERC P62,145], the staff recommended the reversal of Camegie’s $1.7 million of adjustments to its accurnulated
depreciation account through 1988 and an additional reversat of $433,750 of [*61,606] adjustments made in 1979 {for
a total of approximately $2.2 million). Camegie disagreed with the staff's recommendation and the issue was presented
to an ALJ for determination in the subject docket. Thus, the Commission has reviewed and ascertained the proper bal-
ance in Camegie's accumulated depreciation account on four occasions prior to the instant proceeding, and is doing so
for a {ifth time in this proceeding.

Record Support for an Adjustment of Accumulated Depreciation

Carnegie objects to the AL¥s finding that there was insufficient evidence to establish that Carnegie's depreciation
reserve account was overstated. Camegie asserts that the 1984 reserve study performed by Gannett Fleming is the best
evidence of the appropriate balance in Camnegie's accumulaied depreciation [**1 {] account.

Camegie's 1984 depreciation study, no matter how valid, is not a basis to adjust the recorded balance in Camegie’s
accumulated depreciation account. n23 Depreciation is an allocation of an asset's cost over its estimated service life.
The amount of depreciation accumulated in each period is dependent on a number of assumptions of service life, prop-
erty retirements, salvage value, etc. As new events occur, and as more experience is acquired, or as additional informa-
ion is obtained, depreciation estimates will change. The Commission does not use depreciation studies to adjust past
depreciation charges that were properly recorded in prior periods based on the depreciation practices and information
avaitable at the time they were recorded. Changes in depreciation estimates resulting from new information or subse-
quent developments or from better insight or improved judgement should be accounted for in the period of change and
future periods, but not through retroactive restatement of prior period's depreciation amounts. n24

n23 Indeed, if Carmegie believed that the results of a depreciation study required adjustment of its deprecia-
tion reserve batances, Camegic should have attempted correction of its reserve in 1965, not in 1984, According
to Carnegie, it knew as a result of its 1965 depreciation study that its accumulated depreciation balance was
overstated by "some $4.8 million™ as of May 1965. B.O.E. at 31. Camegic gives no valid reason for not adjust-
ing its account at that fime to conform to that study's results.

n24 See Accounting Principles Board Opinion No. 20, Accounting Changes, Financial Accounting Stan-
dards Board Original Pronouncements {19%91).
¥k
[r12]
The Commission does allow for corrections of errors in the determination of depreciation account balances. An ex-

ample is the adjustment Camegie made as a result of staff's 1973 audit. Camegie had failed to include property reloca-
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tion reimbursements in its depreciation reserve. However, the 1984 depreciation study reveals no errors in depreciation
accruals. n25

According to the 1984 study:

n25 Camegie's 1984 study analyzed the entries to the accumulated depreciation account for 1966-1983. As
a starting point, the study used a "calculated” reserve balance that was derived in a 1965 depreciation study.

The current difference between book and calculated reserves can be attributed to several reasons which have oc-
curred throughout the history of the book depreciation reserve. An attempt to quantify most of these reasons would be
unduly burdensome. The reasons include revisions of service life estimates from time to time, the use of book accrual
rates based on methods other than the straight line whole life method, the use of book accrual rates based on service life
estimates different from the service lifc estimates used for ratemaking pusposes, and timing differences between [**13]
actual in and out-of-service dates of plant additions and retirements and the mid-year convention used for the same plant
additions and tetitements in the calculated depreciation reserve. n26

n26 Exh. 13 at pp. 3-4.

The study noted that an additional difference of approximately $1 million was attributable to FERC's directive to
credit "Reimbursed Construction” for municipal projects to the book reserve . Exh 13 at 4-5. According to the Gannett
Fleming study, the differences between the recorded book balances and the "calculated” depreciation reserve were due
to differences in depreciation estimates and methods, not ervors or inappropriate accounting practices.

Subsequent to the 1984 Gannett Fleming study, Camnegie analyzed its books and records to determine how depre-
ciation was accrued throughout the company's history and on what basis amounts were recorded to the depreciation re-
serve accounts. 127 This study found "some very unusual accounting entries and practices that would be inconsistent
with current accounting standards”, but none that would have constituted accounting errors at the time they were 1¢-
corded under then-accepted accounting practices. n28 Carnegie's witness {**14] Lesney provided a few examples of
accounting entries made affecting the depreciation reserve prier to 1935, and concluded that the current overstatement
of Carnegie's depreciation reserve relates back to the time of these [*61,607) extraordinary adjustments. n29 However,

Lesney admitted that Carnegie's accounting was correct under prevailing accounting standards at the time they were
made. n30

n27 Exh. 1 atp. 17.
n28 Exh 16 atp. 7.

129 The examples given by witness Lesney are incomplete and therefore inconclusive. Mr. Lesney does not
provide the suhsequent history of the items that may have affected the depreciation reserve in the 1930's. It is en-
tirely possible that the asserted misstatements were corrected or reversed in subsequent years and might not have
any effect on the depreciation reserve balance as of 1984.

n30 Ex. 49 atp, 4.

Therefore, there is no evidence to support Camegie's assertion that its depreciation reserve should be adjusted 10
coarrect for ervors or for inappropriate accounting methods. The Commission concludes that it would be inappropriate to
"correct” Carnegie's accumulated depreciation balance for "errors” that have not been shown to have {**15] occured.

Carnegie then claims that if its prior practice was not an error, then its change in depreciation practices in the jate
1930's constituted a change in accounting method, and such change in method required adjusiment of the accumulated
depreciation batance, However, Carnegie offers no valid reason for not recognizing the asserted changes in accounting
methods until 1985. The Commission sees no justification for delaying recognition of an asserted accounting change for
50 years. We agrec with the staff that if a change in method occurred, it was necessary for Camegie to reflect the cumu-
lative effect of the change in the period of the change, not almost hatf a century later. To retroactively adjust the depre-
ciation reserve for changes in estimates or acceptable depreciation methods as Camegie proposes would violate the
Commission's policy against reaccounting and subject ratepayers to over or under charges for depreciation included in
rates of prior periods. As the Commission said in Northwestern Electric Company. n31
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n3) Northwestern Electric Co.,2 FPC 327, 335 {1940).

Accounting carried out within the range of allowable discretion under controlling systems [**16] of accounts and
not in conflict with fundamental accounting principles should have an element of finality so that the regulatory process
can function and the public, investors as well as consumers, be adequately protected. If we were to permit the reac-
counting proposed by the company in this respect, we would be encouraging instability and frequent shifting in utility
accounting. Impeachment of past proper accounting will not be sanctioned and the integrity of accounts must be main-
tained.

Thus there is no basis to adjust Camegie's accumulated depreciation account. The Cornmission finds that Camegie’s
recorded balance of accumulated depreciation, althongh not the same as the theoretical balance derived in the 1984 de-

preciation study or the balance used for retail ratemaking purposes, is apprapriate, Therefore, we reject Camegie's ex-
ception.

PaPUC’s Determination

Caruegie argues that the ALJ erred in refusing 1o accord any weight to the PaPUC'S determination that Camegie's
book reserve was overstated, since the PaPUC is the only regulatory body that has been exercising jurisdiction over the
company's rates, including its depreciation accruals, and no other entity has any factual [**17] basis to ascertain
whether Camegie's book reserve was overstated. We disagree. Camegie confuses the ralemaking actions of the PaPUC
with the accounting authority of this Commission. Under Sections 8 and 9 of the Naturai (fas Act, this Commussion has
exclusive authority over the books of account and the rates of depreciation of jurisdictional gas companies. The Com-
mission's accounting jurisdiction extends to the entire business of the Company. However, the Commission's authority
does not limit the power of a state commission to determine the amount of depreciation allowable for retail ratemaking
pusposes.

The Cormission does not take 1ssue with the PaPUC's use of the 1984 depreciation study's reserve for retail rate-
making purposes. However, such a balance is not necessarily appropriate for accounting purposes. Depreciation is an
allocation of the cost of an asset over its service life; it need not correspond to the rate recovery of the cost of the asset.
n32 When the Commission's accounting practice is in conflict with a state commission's rulings, the two approaches
must be reconciled 50 as not to disrupt upiform enforcement of the Commission's Uniform System of Accounts. n33
This [**18] does not mean that our accounting determination would preclude Carnegie from recognizing the economic
effects of the rate actions of the PaPUC. We agree with the staff that Camegie may establish a regulatorily created assen
for the difference between recoverable amounts of depreciation [*61,608) for retail ratemnaking purposes and the
amounts properly recorded for accounting purposes.

n32 See Moiave Pipeline Company, 58 FERC P61,074 at 6],250-5] and Kern River Gas Transmission
Company, 59 FERC P61,073 at pp. 61,243-4.

n33 See Long Istand Lighting Company, 37 FERC P61,033 {1986). See also Metropolitan Edison Com-
pany, 1} FERC P61.027 {1980), reh'g granted, 13 FERC P61,142 (1980) and Equitable Gas Company, 56 FPC
1655, 1656 (1976).

Commission Precedent

Camnegie claims that it is entitled to and seeks no more than what was allowed to other jurisdictional companies
during the 1940's and 1950's -- a one-time adjustment to establish a starting point depreciation reserve for ratemaking
and accounting purposes. Carnegie ciles to a number of cases in which the Commission, after finding that a company's
{**19] book reserve was ciearly inappropriate due to the use of incorrect or improper deprecialion accounting practices,
established a starting point book reserve. The instant case is distinguishable from the cases cited by Camnegie because in
the instani case the Commission has determined that the balance in Carnegie’s book reserve was not the result of inap-
propriate depreciation accounting practices. The consistent practice of the Commission is to allow pipelines to prospec-
tively adjust their depreciation rates to reflect revised or updated depreciation estimates. Carregic has not given us any
reason to depart from our peneral practice. To the extent that Camegie believes that its depreciation reserve balance is at
significant variance with the results of its depreciation studies, it is incumbent upon Carnegie to pursue a change in its
depreciation rates to bring its reserve in line with updated depreciation estimates.

Undepreciated Plant [nvestment

Page 6
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60 F.ER.C. P61,166, *; 1992 FERC LEXIS 18%0, **

Carnegie asserts that the ALF's finding that Camegie should reinstate the approximately $2.2 million adjustment to
its book reserve ignores the fact that this amount represents undepreciated original cost of existing gas plant. Camegie
{**20] also asserts that the accounting treatment cannot be dissected from the ratemaking principles applicable under
these circumstances. Carnegie contends that if the Commission adopts the ALT's decision, it would permanently deny
Carnegie an opportunity to earn a return of and on the FERC-jurisdictional portion of Camnegie's $2.2 myflion plant in-
vestment.

Camegie has failed to show that the $2.2 miltion adjustment represents undepreciated plant cost. The record evi-
dence shows only that the $2.2 million disparity is due to changes in depreciation estimates and practices since Carne-
gic's inception. Duc 1o the use of "fair-value” ratemaking in Pennsylvania from 1913 to 1984, Camegie has not and per-
haps cannot show how much of its plant investment has been recovered in rates. Therefore, the Commission has no ba-
sis on which to conclude that Caregie has not recovered its asserted $2.2 million plant investrment. Camegie's excep-
tion to the initial decision is therefore denied.

The Commission orders:

The initial decision issued in this proceeding on May 13, 1991 is affumed,; all exceptions to the initial decision are
denied.

Legal Topics:

For related research and practice materials, see the following legal topics:
Energy & Utilities LawAdministrative ProceedingsU.S. Federal Energy Regulatory CommussionGeneral OverviewEn-

ergy & Utilities Lawbtility CompaniesContracts for ServiceEnergy & Utilities LawUtility CompaniesRatesGeneral
Overview
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56.  Net Salvage. Please state whether the historical net salvage data (i.e., gross salvage, cost
of removal, and retirements) are time synchronized. If not, please state the longest time frame
between the reporting of one component versus another component of a retirement as well as the

average time period for such situations by account.
Response:

Historical Net Salvage data is transferred from PowerPlant (fixed asset sub ledger
system) to the General Ledger on a monthly basis.

Cost of Removal is an allocation of various labor resource types in PowerPlant based
upon the project estimate which is entered by the Operational Business Units. The Labor
charges are interfaced to PowerPlant monthly from Oracle PA during the monthly close. Each
project applies the project estimate ratio which is calculated by the pro-rata split between the
additions and cost of removal labor estimate. The Cost of removal percentage is applied against
the total labor charges in order that these dollars can be allocated to Account 108.2 -
Accumulated Provision for Depreciation as the current month Cost of Removal charges.

The Operational Business Units enter retirements on their projects at two points during
the life cycle of their projects; at project set-up and at project in-service. Retirements will post to
the appropriate 101 account immediately upon the project being placed in-service.

When a project is closed and unitized, the Cost of Removal and Salvage, which posts to
Account 108.2 over the life cycle of the project (however not to a specific unit of property) is
allocated to specific retirements which required Cost of Removal during the project. This
relationship is maintained in the estimate of each project. Because of the above system
processes, net salvage and retirements may not close out to PowerPlant at the same time. 1t 1s
not uncommon for a project to be placed in-service and not be closed and unitized for up to a
period of six months in order to process invoices and work through engineering and construction
punch list items that remain to be completed in order to bring the plant or plant system into
compliance with the design criteria. The average time for project status from in-service to closed
is about eleven months and the longest duration is four years.

14987148.2
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PROGRESS ENERGY FLORDIA, INC.
EFFECT OF THEORETICAL RESERVE SURPLUS ON 2010 REVENUE REQUIREMENTS
(IN MILLIONS)

Line

No.
1 Theoreticat Reserve Surplus as reported in the Depreciation Study s 646
2
3 Less one half year of amortization 16
4
5 Net Rate Base Effect (Line 1 - Line 3} 630
6
7  Overall Cost of Capital (1) 9.21%
8
9 Return Requirements (Line 5 x Line 7) 58
10
11 Revenue Expansion Factor (2} 1.6338
12
13 Revenue Equivalent Amount (Line 9 x Line 11) 95
14
15 Embedded Amortizaion of the Theoretical Reserve Surplus Over the 32
16 Remaining Lives of the Assets
17
18 Total Reduction included in 2010 Revenue Reguirements (Line 13 + Line 15) $ 127

NOTES:

{1} Represents 2010 proposed rate of return on rate base as requested in PEF's Rate Case Docket No, 090079-Ei,
{2} Represents 2010 propesed expansion factor calculation as requested in PEF's Rate Case Docket No. 090079-£.




PROGRESS ENERGY FLORDIA, INC.
REVENUE REQUIREMENT IMPACT OF PROPOSED AMORTIZATION
ILLUSTRATION BASED ON FULL AMORTIZATION OVER FOUR YEARS
($000's)

Line
No. 2010 2011

Docket No. 090079-El

Revenue Requirerment iImpact of
Proposed Amortization

Exhibit No. WG-6

Page 2 of 3

2012 013 2014

Impact if Amortization of Theoretical Reserve Surplus is $646 Million

Annual Amortization of the Theoretical Reserve Surplus 5 161,451 § 161,451 S

161,451 5 161,451

Decrease in Accumulated Reserve/Reg Liability (cumulative) $ 161,451 S 322,902 $

484,353 § 645,804 % ©45,804

Increase in Average Rate Base due to Amortization $ 80,726 § 242,177 S

403,628 5 565,079 5 645,804

(=2 RN = I - T S

Return Requirement on Increased Rate Base (1)

e R
ok O

Revenue Expansion Factor [2)
Rev Reg on return of Rate Base Increase

T ]
bW

Effect on Rev Req of Completing Amort of Thearetical Rsv
Total Increase in Annual Revenue Requirement (3}

[l
@ o

Cents per kWh Impact (4}

19 Typical 1,000 kwh bill Impact [5)
20 % of Average Bill - Base Rate (6)
21 % of Average 8ill [7)

{1) Represents 2010 proposed rate of return on rate base as requested in PEF's Rate Case Docket No. 090079-El.
{2) Represents 2010 proposed expansion factor calculation as requested in PEF's Rate Case Docket No. 090079-F1.
{3) This increase would continue over the remaining life of the affected assets in gradually declining amounts.

9.21%
5%,479

1.6338
57,176

161,451
$ 258,627

0.6315
$ 6.31
10.9%

4.6%

(4) kwh used in the calculation is based on the average yearly retail sales forecasted for 2010 to 2014 as requested in PEF's Rate Case

Docket No. 090079-El.
{5} Assumes cents per kWH impact is spread evenly over each rate class.

{6} Reprasents % of 2010 typical 1,000 kwh base rate portion of residential bill as reguested in PEF's Rate Case Docket No. 090079-£1.
{7} Represents % of 2010 typical 1,000 kWh total residential bill as requested in PEF's Rate Case Docket No. 090079-El.
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PROGRESS ENERGY FLORDIA, INC.
REVENUE REQUIREMENT IMPACT OF PROPOSED AMORTIZATION
ILLUSTRATION BASED ON MR, POLLOCK'S THREE YEAR FLOW BACK
Line
No. 2010 2011 2012 2013
1 Impact if Amortization of Thepretical Reserve Surplus is $ 300 Million
2
3 Annual Amortization of the Theoretical Reserve Surplus 100,000 $ 100,000 S 100,000 & -
4
5 Decrease in Accumulated Reserve/Reg Lizbility {cumudative) 100,000 S 200,000 S 300,600 § 300,000
[
7 Increase in Average Rate Base due to Amortization 50,000 % 150,000 % 250,000 $ 300,000
8
9 Return Requirement on increased Rate Base (1) 9.21%
10 27,630
11
12 Revenue Expansion Factor (2) 1.6338
13 Rev Req on return of Rate Base Increase 45,142
14
15 Effect on Rev Req of Completing Amort of Theoretical Rsy 100,000
16 Total Increase in Annual Revenue Requirement {3} $ 145,142
17
18 Cents per kWh impact (3) 0.3544
19 Typical 1,000 kWh bill Empact (5} $ 3.54
20 % of Average Bill - Base Rate (6} 6.1%
21 % of Average Bill - Total (7} 2.6%
NOTES:

{1} Represents 2010 proposed rate of return on rate base as requested in PEF's Rate Case Docket No. 890079-El.

(2) Represents 2010 proposed expansion factor calculation as requested in PEF's Rate Case Docket No. 0950079-El.

{3) This increase woald continue over the remaining life of the affected assets in gradually declining amounts.

(4] kwh used in the calculation is based on the average yearly retail sales forecasted for 2010 to 2014 as requested in PEF's Rate Case

{5} Assumes cents per kWH impact i spread evenly over each rate class.

Dacket No. 090079-E1.

{6) Represents % of 2010 typical 1,000 kwh base rate portion of residentiai bill as requested in PEF's Rate Case Docket No. 090079-E1
(7} Represents % of 2010 typical 1,000 kWh total residential biil as requested in PEF's Rate Case Docket No. 090079-El.




