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Rule 25-6.0436, Florida Administrative Code, requires Investor 
Owned Utilities to file compreher.sive depreciation studies at l ·eaat 
once every four yea.ra. On November 26, 1997, Florida Power 
Corporation (PPC or the company) filed ita regular depreciation 
study in accordance with this rule. FPC &lao requested preliminary 
implementation of ita proposed d.epreciation rates and 
amortization/recovery schedules as of January 1, 1998, in 
accordance with Rule 25·6.0436(5), Florida Ad!niniat:rat:ive Code. By 
Order No. PSC-98·0383-PCO-BI, issued March 19, 1998, this request 
was approved. The docket remained opan pending review and 
Commission action concerning the appropriate depreciation rates a .nd 
recovery schedules under consideration. 

Staff has completed ite review of the depreciation study nnd 
presents its recommendation herein. 
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DOCKET NO. 971570-EI 
DATE : NOVEMBER S, 1998 

QI SCQSSI QN Ol ISspJS 

ISSQE 1: Should the depreciation rates approved for preliminary 
implementation be revised? 

MC<lt!INQATIQH: Yes. At t he February 17 , 1998 Agenda, and by 
Order No. PSC-98- 0383-PCO-EI, preliminary imple.mentation of 
depreciation rates, capital recovery schedules, and amortization 
schedules were ordered. Preliminarily implemented e xpe nses were to 
be trued-up upon final action by this Commission . Staff has 
completed its review of the company's s t udy a no this is its 
recommendation f or final action . (LEE) 

STAn' ANAI,XSIS: The purpose of this study is to determine and 
provide for the appropriate depreciation rates, recovery schedules, 
and amortization schedules for FPC's production , transmission, 
distribution, and general plant . Staf f has completed i ts analysis 
and review of the company' s depreciation study and is recommending 
revisions to the preliminary approved rates. 
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DOC KET NO. 971570-EI 
DATE: NOVEMBER 5, 1999 

ISSQZ 2: What should be the implementation date for the 
recommended rates and recovery/amortization schedules? 

RICotOQ!:H'PATIQH: Staff recommends approval of the company's 
proposed January 1, 1999 date of implementation for the new 
depreciation rates and recovery/amor'tization schedules. (LE£) 

STAll ANALJSIS: Company data and related calculations abut the 
January 1, 1999 date. This is the recommended date of 
implementation, beinq the earliest practicable date for utilizinq 
the revi sed ratea and recovery/amort i zation schedules . Staff 
therefore r ecommends approval o f the company's proposed January 1, 
1999 implementation date . 

.. 

. ' 
~~ ... 
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DOCKET NO. 971570-El 
DATE: NOVEMBER 5, 1999 

ISSVJ 3: How should the sale or the combustion turbine formerly 
located at Port St. Joe be recognized? 

Mc:ottcA!DAJIOH : Because staff believes that the Port St.. Joe 
combustine turbine unj.t does not constitute an operating unit, 
staff therefore believes the net proceeds from the sale should 
benefit the depreciation reserve, rather than be recognized as a 
gain. To accomplish this, staff recommends that the net proceeds 
of $937 , 219 be amortized over one year beginning January 1, 1999 
with an associated amortization of the same amount of the reserve 
deficiency associated with the Suvannee Peaking Plant. This action 
will help correct the $4.4 million reserve deficiency at Suwannee, 
and will achieve the same result as treating the "gainH as net 
salvage . (HOLROYD, LEE, SLEHKEWI CZ) 

STArr AH&LISIS : On May 27 , 1997. FPC sold the combustion turbine 
located at Port St. Joe to the Bahamas Electricity Corporation. 

FPC wrote to the Federal Energy Regulatory Commission (FERCI 
indicating the jour nal entries it I 1d made to record the sale. 
These journal entries included d~~iting Electric Plant Sold 
(Account 1021, crediting Electric Plant in Service (Account 101) 
and crediting the Gain on Disposition of Property (Account ·421) 
with the difference between the net book value and the net sales 
price ($937 , 219). FERC, in a letter dated April 29, 1998, accepted 
FPC's journal entries as presented, thereby recognizing the 
transaction as the sale of en operating unit . For FPSC 
surveillance purposee , FPC is amortizing the amount ovc;r five 
years. 

In an attempt to determine What defines an operating unit, 
staff requested clarification from both FERC and th~ company . The 
company provided the following stacement which had been made in a 
previous FERC docket: 

The term "operating unit or system" is a term of ar t. 
The principal considerations are whether customcce are 
attached, amount of invescment, character of the 
property, and continuity of operation. It is 
unnecessary, however, that an operating system enu race a 
complete transmission o r distribution syste~ or that it 
serve completely an incorporated or unincorporated area . 

This definition was also supported in a telephone conversation 
between FPSC staff and FERC staff. 
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DOCKET NO. 971570-EI 
DATE : NOVEMBER 5, 1998 

Normal treatment for assets no longer useful to a company is 
to retire them and to recognize the net of removal costs and any 
monies received for the assets as net salvage. In this particular 
case, staff finds no reason for a deviation in this treatment. 
Sta ff does not agree with FERC that the Port St . Joe turbine unit 
constitutes an operating unit. 

In the sales agreement between FPC and Bahamas Electricity 
Corporation, there is recognition of the transformer at Port St. 
Joe as one component being transferred. The sales agreement also 
states that the transformer will be rewound from 69kv to 33kv and 
that the seller will share in the cost of the rewind. Further, 
there is n.o accompanying transfer of land associated with the 
combustine unit. The unit will require removal from its 
foundation, shipment, and, upon arrival at its destination, the 
\!nit will reqv1r• tho Ali<U.tion of "ome "upporting nructure in 
order to become operational. Accordingly, there are no Port St . 
Joe customers attached to this unit and no cont inuity of operation. 

Regarding the amount of inve~ :ment involved, the original cost 
of tho unit was $2,049,144, net be <•k value at the time of the sale 
was $756,9~1. and the net sales price was $1,694,209. With total 
plant investment of almost $6 billion, the investment associated 
with the Port St. Joe unit does not appear to be material. 

Staff believes that FERC's criteria for what constitutes an 
operating unit is overly broad. Conceivably, the sale• of a mot..,r 
vehicle or any asset could be considered an operating unit in which 
case any proceeds from sale or trade-in would be reported as a gain 
under FERC's criteria . 

In the telecommunications industry, gains are recognized when 
plant is sold with traffic or with customers. Plant sold without 
traffic is accounted for in the normal treatment as net salvage 
credited to tho reserve. 

The Commission normally amortizes gains from sales over five 
years. In this case, however, ataff believes that the not proceeds 
from the sale of the turbine unit should have boon recognized as a 
credit to t:he depreciation reaervo rather than all a gain. 1\ny 
surplus in the reserve could then be transferred to help offset a 
reserve deficiency existing at another peaking plant. Sta !t has 
calculated en existing reserve deficiency for the Suwannee Poakinq 
Plant of $4, 44 3,092. In an effort for the sale proceeds to achieve 
tho same reeervo benefit that staff supports, staff rocommenda that 
the Port St. Joe gain be amortized over one year beginning January 
l, 1998 with an associated omortitotion ot the some amount in the 
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DOCKET NO. 971570-EI 
DATE : NOVEMBER 5, 1998 

reserve for the Suwannee Peaking Plant. This will help correct the 
reserve deficiency at Suwannee and vill have the same result as 
treatin9 the "9ain" as net salva9e. 
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DOCKET NO. 971570-EI 
DATE : NOVEMBER 5, 1998 

ISSUE 4 : What are the appropriate depreciation rates and 
recovery/amortization schedules? 

RICOMM!QfPATIQN: The s t art recommended lives, net salvages, 
reserves, and resultant depreciation rates are shown on Attach:ment 
A, pages 18-21. Recommended recovery schedules are shown on 
Attachment A, page 21. Attachment 8, pages 22-25, shows the 
estimated resultant annual expenses of about $272 . 2 million, based 
on actual January 1, 1998 investments. This represents an increase 
of about $1.1 million as compared to the effect from rates 
preliminarily order ed. E~tpenses should be trued-up accordingly. 
f'or information, the preliminary implementation resulted in an 
annual increase in expense of about $2.6 million . (HOLROYD, LEE, 
SWA IN) 

STAJ!T NQ\LXSIS: Staff' a recommendations are the result of a 
comprehensive review of the compamy'a submitted study. Attachment 
A, pages 18-21, shows a comparison of rate components (li vea, 
salvages , and reserves) between thos~.> approved on a preliminary 
basis and those recommended by the c mpany and staff for final 
action . Attachment 8, pages 22-25, sl ~ws the estimated resultant 
annual expense.s . Investments and resbrves reflect actual amounts 
as of January 1, 1998 rather than estimates as originally submitted 
by the company. In addition, the reserve position for the Suwannee 
Peaking Plant has been restated to reflect the corrective action 
recommended in Issue 3 . 

As a result of the review and analytical process, f'PC agrees 
wi th staff on all recommended life and salvage parameters for each 
production plant and each transmi.ssion, distribution and general 
plant account. f'PC also agrees with the amortization period for 
the recovery schedules. 
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DOCKET NO. 971570-EI 
DATE: NOVEMBER 5, 1998 

A slllmlary of the changes based on January 1, 1998 investments 
resulting from the re commended depreciat~on rates and 
recovery/amortizat i on schedules which are shown on Attachment B are 
as follows : 

I ($) 

Production (745, 134) 

Tr ansmission 413,250 

Distributio n 1,306,299 

General 307,566 

General Plant 
Amortization (2 ,4 07 ,185) 

Total Ratee/Amorti ~atior. s 11 , 125,204) 

Intangible s 1, 962 , 030 

Recovery Schedule~ 300, 840 

Total Change in Annual Expenses 
Over Preliminary Approved 1, 137,66& 

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

Production 

In the cu~rent study, the company stratified its investment 
into groups of assets with similar life characteristics and 
determined the average age and average service life for each 
stratified group by location. An Iowa curve representing the 
e xpected survivor characte rietics was matched to each primary 
account, by l ocation . Statf finds these service lives and curve 
shapes reasonable when compared to similar sites in the industry . 

In developing its proposed life factors for production plant , 
FPC inadvertently ca.lculated the average age for each account for 
each production site by inversely weighting each strata's 
investment with ita age rather than direct ly weighting the 
investment wi th t he age . Staff r ecal cul ated the average ages tor 
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DOCKET NO . 971570- EI 
DATE : NOVEMBER 5, 1998 

each account for each production site to reflect the appropriate 
weight ing . Utilizing the company selected curve shapes and average 
dervice lives with staff recalculeted average ages, staff developed 
the r ecommended remaining service lives shown on pages 18 and 19 of 
Attachment A. 

Other Production 

The compa ny proposed remaining life rates for its peaking 
plants were developed by individual site location rather than by 
primary account . Units built pr ior to 1973 we re assumed to have an 
overall life span of 30 year s ; uni ts built after 1973 we re assumed 
to have an overall life span of 40 years. As with t he steam and 
nuclear sit es, t he peaker i.nvestments we r e stra tified into 
homogeneou.s groups . The determined average age and average service 
life of each strata were then composited by site and a remaining 
life for the site was developed. The average service lives and 
remaining lives appear r easonable compared to other pea ker sites 
reviewed by staff . 

The company analyzed reaerv• t ransactions for the period 1976-
1996 to determine the appropriat•• net salvage ratios. Based on the 
limited retirement experience, continued use of a negative 10\ net 
salvaqe appears reasonable . 

The Higgins, Rio Pinar, Avon Park and Turner (Pl and P2l 
Peaking units indicate retirement dates that are in close proximi ty 
to the next; depr eciation study filing date. Any change shortening 
the interval until r e tirement at these locations will precipitate 
a need for the company to make a request for possible additional 
recovery prior to the next normal filing date. 

Transmission 

Life and salvage parameters recommended for the majority of 
the accounts in thia function reflect the status quo . In other 
words, the service life and salvage values approved in the last 
represcription are being maintained . The recommended remaining 
lives simply reflect an update of activi ty. 

Differences between reco111111ended life and salvage values and 
those approved on a prelilldnary basis exist for Easements (1\ccount 
350.1), Towers and Fixtures (Account 35to), and Underground Conduit 
(Account 357) . 'l'hese accounts have experienced insufficient 
retirement activity to perform any meaningful statistical analyses. 
Recommended remaining lives and salvage values are therefore baaed 
on judgement and industry expectations. 
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DOCKET NO. 971570-EI 
DATE: NOVEMBER 5, 1998 

Qi;u:ribution 

As with the transmission accounts, recommendations for the 
majority of the distribution accounts reflect an update of 
remaining life with activity since the last depreciation review. 
However, differences in life factors between those approved for 
preliminary implementation and those now recommended are noted in 
Easements (Account 360.1) and Installations on Custome~s Premises 
(Account 371). Differences in salvage values are found in Poles, 
Towers and Fixtures (Account 364), Meters (Account 370), and Street 
Light Systems (Account 373). Differences in both life and salvage 
values are found in Underground Services (Account 369.1). 

The recommended life for Easements (Account 360.1) is based on 
the life of the longest lived distribution plant. For 
Tnstallations on Customers Premises (Account 371), the 21 year lif~ 
resulting from the company performed statistics~ analysis initially 
appears to be a good fit. However, the study narrative states that 
retirements for this account are priced using First In, First Out 
(FIFO). The assumption ia that the plant being retired comes from 
the oldest surviving vintage and is therefore priced using the 
average cost of that vintage. Use of FIFO will overestimate the 
age of retirement which in ~urn overstates lifo indicat ions. 
Recognizing this, it ill recommc·:•ded that the 19 year life approved 
in the last review be m4intained. The remaining life reflects an 
update of the activity. 

The recommended negative 25' net salvage for Poles , Towers ' 
Fixtures (Account 364) is in line with the account's recent 
experience and recognizes the labor intensiveness associated with 
the retirement of this equipment. For Meters (Account 370) and 
Street Light Systems (Account 373), the recommended net salvage 
values, negative 10\ for each, reflect a combination of recent 
e xperience and the company's future expectations. 

The investment in Underground Services (Account 369 .1 ) has 
nearly doubled in the last t en years. Growth during the 1993-1996 
per!od has averaged about 19\. The statistical model the company 
used in analyzing this account indicates that an R2.5, 40 year life 
is a relatively good fit. However, recognizing that retirements 
are accounted for using FIFO, life indications are somewhat 
overstated. For this reason and also consider ing the lives of 
other companies in the State, a 35 year service life is recommended 
rather than the 40 year service life preliminarily approved. 

Net salvage has averaged zero historically with the 1991-199~ 
period avera9in9 neQetive •• (30' salvaQe, 34\ cost of removal) . 
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DATE : NOVEMBER S, 1998 

Relianee on judgement and industry averages is necessary given the 
general lack of retirement activity. A negative 15\ net salvage is 
recommended as being more in line with other companies than the 
preliminarily approved negative 20\. 

General Plant Amortitotion 

FPC has proposed expanding the amor tizations currently in 
place for certain general plant accounts. Specifically, the 
January 1, 1998 net unrecovered depreciable portions of Accounts 
393 (Stores) , 394 (Tools, Shop , ' Garage), and 397 (Official 
Communications) are proposed to be amortized over seven years. 
Subsequent additions will be maintained by vintage and amortized 
accordingly . These a.ccounts represent minor investments of 
numerous items that are difficult to track or t race. On a going 
forward basis, each vintage year's additions associated with each 
account will be amortized over a like period of time. Tho use of 
amortization is in line with Staff's efforts to simplify t.he 
depreciation study process, wh~re possible, and is acceptable. 

The differences in resulti '9 expenses in this function relate 
specifically to use of Janua y 1, 1998 actual investments an; 
reserves rather than estimated. 

Recoyery Schedules 

As port of the study filing·, a retirement date of December, 
19981 was indicated for the Suwonnee River Steam Production units. 
FPC, therefore, proposed a recovery schedule addressinq the 
associated net investments, beginning January 1, 1998. A four year 
recovery period was proposed as representing the time period 
between depreciation studies. 

In response to staff's review, FPC indicated that its current 
budget provided continued operation of these steam units through 
1999. Additionally, a review of FPC's Ten - Year Site Plan 
indicated an expected retirement in April, 2000 for the Suwannee 
units. Considering these positions, a three year recovery schedule 
is reconunended as being more consistent with the expected life of 
the plant and will provide recovery during the remaining perioo of 
service. 

There a re two additional recovery schedules for the Higgins 
and Turner plants as shown on page 22. These were approved as part 
of the last depreciation study in Order No. PSC-94-1331-FOF-EI, 
issued October 27, 1994, and relate to the recovery of those aseots 
that are not via.ble for reuse during the repowerlng of the planu, 
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planned to begin during the year 2000. The recommended recovery 
period represents the r emaining service period of the related 
assets. If the sit uation changes and substantially more plant ~ill 
be retired in connection with the repowering or more plant w111 be 
reused , FPC should advise t he Commission so appropriate recovery 
revisions can be provi ded. Also, prior t o t he repowered plants 
becoming operational, the company should submit a study addressing 
new depreciation rates, based upon expected lives fo r the repowered 
investment s. 
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DOCKET NO. 971570-EI 
OAT£: NOVEMBER S, 1998 

I SStlJ 5: 
write-off 
Commi s!!l ion 

Should FPC be allowed flexibility t o accelerate the 
of certain amortizable assets wi t hout additional 
approval? 

81CCIIC!RmATIQif : No, FPC should not be allowed flexibility to 
accelerate the write-off without additional Commission approval. 
(LEE, SL£HK£WICZ) 

StAll AHaLXIII : As part of its response to the Staff Report, FPC 
requested the flexibility to accelerate the write-of! of cer tain 
amortizable aneta, if earnings permit, without additional 
Commission approval. The specific assets under d iacucsion are as 
fol lows: 

1. Unrecovered not investment associated with the Suwannee Steam 
Plant. 

2. Embedded net invea~ents for Account 393, Stores Equipment, 
Account 394, Tools and Garaqe Equipment, and Account 397, 
Communication Equipment-Non Fiber. 

3 . Account 303 .1, Customer Ser ·•ice System. 

As discussed in Issue 4, 1taf! is recommend1nq that the 
unrecovered net investments aae..:~ciated with the Suwannee Steam 
Plant be amortized over a three year period, beqinning January 1, 
1998. The period of recovery ia designed to match expenses with 
the remaining service period o f the plant. To write this net 
amount off over a shorter period will provide recovery before the 
associated retirement of the plant. 

Account 393 (Stores Equipment), Account 394 (Tools and Garage 
Equipment) , and Account 397 (Communication Equipment- Non Fiber) 
have been separated into depreciable assets and amortizable assets . 
B?cause the depreciable por tions of these accounts represent high 
volume items of small value which do not warrant individual 
tracking, s t aff is now recommending that these investments be 
a .... >r t ized over seven years in accord with thei r amortuable 
counterparts. 

FPC opines that since the average age of the associated 
embedded assets is greater than seven years, an amortization period 
o f less than seven years appears to be appropriate. Staff believes 
th~t implementation o f the amort ization approach tor theae January 
l, 1998 net embedded investment a ahould be accomplished in a 
similar fashion to other inatancea when the Commiesion moved from 
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depreciation t o omortization. In all cases tho net investment as 
o f a certain date was amortized. No acceleration of that 
amortization was contemplated regardless of age. For information, 
the net investments associated with this proposal are about $18.~ 
million as of January 1, 1998. 

FPC' s Customer Service System handles all customer billing, 
cash processing, complete on-line customer history, and tracking of 
connections, disconnections , and customer deposits . In the last 
depreciation represcr iption, FPC proposed and the Commission 
approved a ten year amortization period for the associated 
investment as approximating the period of time the benefits of this 
system will be realized. The company now states that with 
technology advancement and the coming of competition, the original 
ten year amortization period may have been optimistic . Upgrades to 
the system have been made annually and charged to expense. For 
these reasons, FPC is 8eeldng flexibility in accelerating the 
amortization of this related investment without additional 
Commission approval. · Statf believes, as it did in the last 
represcription, that the a.mortiz tion period of this investment 
should be based on the period th• benefits of the system will be 
realized. Amortization over a sh~rter period of time will result 
in recovery before the benefits are fully realized. 

One of the basic axioms of depreciation is to match capital 
recovery with consumption. Staff is concerned with the concept of 
adjusting depreciation expenses which a re matched to service life 
in response to economic conditions. In the past, staff has 
recommended faster write-off of perceived reserve deficits, and of 
unrecovered net plant; such actions were considered not to conflict 
with the matching principle since those deficits dld not relate to 
e~isting plant. In such cases, the amortization period is 
arbitrary . Th~ shortest economically practicable ~o - i~d is 
appropriate for such amounts since they relate to failure of the 
past to recover and will result in lowering f uture r~venue 
requirements . 

FPC's proposal would prepay recovery of equipments now on 
recovery/amortization schedules that match their expected dates of 
retirement . This is not the writing off of a perceived deficit , 
but simply accelerated depreciation, in conflict with the mat ching 
pri nciple. 

We believe that depreciation reserve deficits should be 
written-off as soon as economically practicable. The concern is 
with the practice of adjusting depreciation expenses which are 
associated with service lives to match economic conditions. Each 
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step 11111de i n accord with this practice makes the next atop easier 

and can lead to the deaiqn of depreciation rates that will no 

longer reflect the matchinq principle bul rather the level o ( the 

companies' earninqa. 
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ISSQ! 6: Should the currant amortization of investment tax credits 
(ITCs) and the flowback of excess deferred income taxes be revised 
to reflect the approved depreciation rates and recovery schedules? 

BBCOHMBHDATION: Yes. The current amortization of investment tax 
credits (ITC) and the flow back of excess deferred income taxes 
(EDIT) should be revised to match the actual recovery periods for 
the related property. The utility should file detailed 
calculations of the revised ITC amortization and flow back of E:DIT 
at the same time it files its eurveillance report covering the 
period ending December 31, 1998. (CAUSSEAUXI 

STAPP AHALXSIS: In earlier issues, staff recommends revisions to 
the company's remaining lives, to be effective January 1, 1998. 
Revising a utility's book depreciation lives generally results in 
a change in its rate of ITC amortization and flow back of EDIT in 
order to comply with the normalization requirements of the Internal 
Revenue Code (IRCI and underlying Regulations found in Sections 46, 
167, and 168 and 1.46, 1.67, and 1 . 68, respectively. 

Section 46 (f) (6), IRC, ota as r-hat the amortization of ITC 
should be determined by the p~riod of time actually used in 
computi.ng depreciation expense fo r rate making purposes and on the 
regu1ated books of the utility. Since staff is recommending a 
change in remaining lives, it is also important to change the 
amortization of ITC. 

Section 203 (3) of the Tax Reform Act o f 1986 (the 1\ct) 
prohibits rapid flow back of depreciation related (protected) BDIT. 
Further Rule 25-14.013, Accounting for Deferred Income Taxes Under 
SFAS 109, Florida Administrative Code, generally prohibits E:OIT 
from being written off any faster than allowed under the Act. 
Therefore, the Act, SFAS 109, and Rule 25-14.033, Florida 
Administrative Code regu1ate the flow back o f BDIT. Therefore, 
stuff recommends that the flow back of EDIT be adjusted to comply 
with the ACT, SPAS 109, and Rule 25-14012, Florida Administrative 
Code. 

Staff, Internal Revenue Service, and independent outside 
auditors look to a company's books and records and at the orders 
and rules of the jurisdictional regu.latory authorities to determine 
if the books and records are maintained in the appropriate manner 
and to determine tbe intent of the regulatory bodies in regard t o 
normalization. Therefore, staff reC0111111ends that the current 
amortization of ITC and the flow back of excess depreciation be 
revised to reflect the approved remaining lives . In order for 
there to be a clear audit trail, a prudent utility will revise ITC 
!Vld excess deferred tax amortization prQduce work papers to show 
how the revi sions were made. 
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I SSQI 7 : Should this docket be closed? 

RICa??lPtfiOI: Thi s docket should be closed if no person whose 
interests a r e substantia lly affected by the proposed agency action 
files a prot est within the 21-day prot est period . (ELIAS ] 

STArr AB&LXSIS: At the conclusion of the protest period, if no 
protest is filed, this docket should be closed . 
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