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Rule 25·6.0436, Florida Administrative Code, requires Investor 
Owned Utilities to file comprehensive depreciation stud ~eo at least 
once every four years. On December 26, 1997, Florida Power and 
Light Company (FPL or company) filed i ts regular depreciation study 
in accordance with this rule. PPL also requeoted preliminary 
implementation o f its proposed depreciation Yates and 
amortization/recovery schedules as of January l, 1998 in accordance 
with Rul e 25-6.0436(5), Florida Administrative Code. By Order No. 
PSC-98-0901-PCO-EI issued March 19 , 1998 , this request was 
approved. The docket remained open pending review and Commission 
action concerning the appropriate depreciation rates and recovery 
sch~dules under consideration. 

Staff hue completed its review of the depreciation study and 
presents ito reco~ndation herein. 
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DOCKET NO. 971660-El 
OAT~: November 19, 1998 

QISCQSSION OF ISSUES 

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

RECOHHENJ)ATION: Yes . At the June 16, 1998 Agenda , and by Order 
No . PSC-98-0901-PCO-EI , prel1minary implementation of deF celation 
rates, capital recovery s chedules , and amortization schec les were 
ordered . Preliminarily implemented expenses were to b« trued-up 
upon final action by this Commission . Staff has completed its 
review of the company' s study and this is its recommendation for 
final action . (LEE) 

STAFf J\NALISIS : The purpose of t .. is study is to determine and 
provide for the appropriate depreciation rates , recovery schedules, 
and amorti:zation schedules for fE'L' s production , transmission, 
distribut ion, and general plant . Staff has completed i t s analysis 
ar.d review of the company's depreciation study and is recommending 
revisions to the preliminary approved rstes. 

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

BECOMMENQATION : Staff recommends ap;>roval of the company' s 
proposed January 1 , 1998 date of implementation for the new 
depreciation rates and recovery/amortization schedules. !LEE) 

STAfF Jll:!ALXSIS : Company data and related calculations abut the 
January 1 ,. 1998 date . This is the recommended date of 
implementation, being the earliest practicable date for utilizing 
the revised rates and recovery/amortization schedules. Sta ff 
therefore r ·ecorrrnends approval of the company ' s proposed January 1, 
1998 implementation date. 
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DOCKET NO. 971660-EI 
DATE: November 19, 1998 

ISSUJ 3 : Should any reserve allocations be made? 

RljCotte:CHI)ATI QN : Yes. Staff recommends the reserve alloc.ttions 
shown on Attachment A, pages 11-20, to correct Lhl' quo~nt!C1ed 
reserve def iciencies . These allocations relate t o the ddd1Lional 
depreciation and nuclear amortization expense recorded in accord 
with Order No . PSC-96-0461-F'Of-EI, issued April 2, 1996, the 
accumulated reserve adjustments attributable t int erest 
synchronization related to investment tax credits (IT s) recorded 
in accord with Order No. 16257, issued June 19, l JG , .tnd the 
additional depreciation expense recorded in a ccord with Order No. 
PSC-98-0027-F'Of-EI, issued January 5, 1998. (LEE) 

STMF JINALXSIS: This study atfords sta!f and the company the 
opportunity to review the reserve status of all production si t es 
and all transmission, diatributlon , and general ~lant accounts to 
determine the need ~or corrective reserve meas;..~res. Due to the 
effects reserve transfers may have on jurisdict ional separdtlons, 
purchase power agreements, or other lease arrangements . staff ' s 
approach to reserve allocations is that, ideally they be made 
between accounts of a given unit or function. The al1ocat1ons 
discussed below and shown on Attachment A, pages ll-20, address 
major imbalances generally brought about by transfers associated 
wieh the unitization o! certain production plants and past mis
estimates of life and salvage facto rs. 

By Order No . PSC-96-0461 -FOf-EJ, in Docket Uo. 950359-Et , fPL 
was authorized to record additional depreciation expense of $175 . 3 
million for Nuclear Production and $60 . 3 mllllon tor Othe r 
Production t o correct reserve deficiencies . As part o! th1s 
current filing, the company has proposed the allocat1on o ! that 
additional expense to specific accounts . The theorettcal reserve 
ca lculations and the expense allocations are In 11ne with those 
utilized by staff and are acceptable. The ~llocattons arc sh~wn on 
Attachment A under the column heading ~Reserve AllocatiOn Docket 
950359-EI". Staff recommends these allocations be approved . 

Additionally, as part of this cu rrent filing, fPL calculatPd 
additional reserve deficiencies for its steam and nuclear 
production accounts in the amount of $198 . 8 mi ll ion ($5 1.1 million 
for nuclear and $147.7 million for steam). fPL has proposed that 
these deficiencies be corrected by Order tlo. PSC-98-0027-F"Of'-EI, 
the Plan, in Docket No. 970410-EI. This orde r authorized the 
company to correct reserve deCiciencies result1n9 from an approved 
depreciation study order. By Order tlo. PSC-99-0901-PCO-EI 1 ~sued 
in this proceeding granting pre! iminary implemcntat I on o( fPL' s 
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DOCKET NO. 971660-EI 
DATE : November 19, 1998 

proposed depreciation rates, the company began writing-off these 
calculated perceived deficiencies January 1, 1998 . 

Staff believes other monies are available for use in 
correcting the identified r eserve deficiencies anr should be ~sed 
before correction pursuant to the Plan. First, b; cder No . 16257, 
the Commission decided that depreciation reserve ad •Jstments should 
be used to offset revenue requirements associated w ch the interest 
s ynchronization of investment tax credit (ITCs) until base rates 
were changed. In accord with this order, FPL has been accumulating 
reserve adjustments attributable to ITCs co a bottom-line reserve 
account. As of January 1, 1994 , the accumulated amounts for the 
period 1990-1993 totaled $8,326,512 on a System basis. In FPL' s 
las t depreciation rate proceeding in Docket 931231-EI , those 
accumulated amounts were subject to reallocation to specific 
accounts. However, by Order No. PSC-94-1199-FOF-£1 , the Commission 
decided t hat these ITC monies should continue to accumulate in ~ 
bottom-line reserve with dispos ition to be determined at a later 
date . The on-going monthly adjustments of $171 , 785 have therefore 
continued to be recorded . As o( January 1, 1999, the dc:cumulat ed 
ITC amount will be $18,633,612 on a System basis . Sta!t recommends 
that this amount be allocated to help correct the reserve 
def iciencies quantified and ident ified on Attachment A. 

Second, as part of Order No . PSC-96-0461-FOF'-El, FPL was 
authorized to record an annual $30 million in nuclear amortiza ti on 
e xpense, beginning January 1, 1996. Tho expense amount was final; 
however, the account(s) to wh ich the accumu1aLed amounL was Lo be 
booked remained subject to determination by the Commission in a 
future proceeding such as a generic stranded cost docY.et. As o! 
January 1, 1999, the company will have recorded $90 mil11.on 1n 
additional nuclear amortization. Because there has been no 
stranded cost docket opened, staff believes the appropriate action 
is for this e xpense amount to be allocated to the rc:Jerve 
deficiencies quantified in this proceedino. The company will 
continue to record the annual $30 million as nuclear amortization 
wi th disposition to be determined by the Commission in a future 
proceeding such as stranded costs or the company's nexL 
depreciation study . 

After allocation of the accumulated $18 . 6 million o! ITC 
monies and the $90 m.illion in nuclear amortization to correct the 
reserve deficiencies, there remains S90 . 2 million in de!icie~cies 
that need to be corrected. Staff therefore recommends that thls 
correction be made pursuant to the Plan approved in Order No. PSC-
98-0027-FOE'-EI . 
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DOCKET NO. 971660- EI 
DATC : November 19, 1998 

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

R£COMMENPATIQN : The staff recommended lives , net salvages , 
reserves, and resultant depreciation rates are shown on Attachment 
B. pages 21-30. Attachment C, pages 31-41 , shows the estimated 
resultant annual expenses of about S679 million , based on actual 
January 1, 1998 inves tments . This represents a decrea9~ o f about 
$2 mi llion as compa red t o the e ffect from rates pn . iminarily 
ordered . Expenses should be trued-up according y . For 
information , the preliminary implementation resulted 1 an annual 
increase in expense of about $25. 5 million . (HOLROYD, LEE , SWAHl ) 

STAFF l\NJI.LXSIS: Staff ' s recommendations are the result: o f a 
comprehensive review of the company' s submitted study. At:t:achment 
B, pages 21-30 , shows a comparison of rate components ll, ves . 
salvages , and reserves) between those approved on a prelimin ry 
basis and those reco;-nmended by the company and staff ! or final 
action . Attachment C, pages 31-41 , shows the estimated resultant 
annual e xpenses . Reserve positions have been restated to reflect 
the corrective action recommended in Issue 3 . 

As a result of the review and analytical rrocess, f'PL has 
~greed wi th the staff on all life and salva9e parameters for each 
product:ion plant and each transmission, distribution and genera l 
plant account . This is denoted by the company ' s revi5ed proposal 
shown on Attachment B. 

A summary of the changes based on January 1, 1998 invc:;t rnr""ltS 
resulting fro~ the recommended depreciation rates and 
recovery/amortization schedules which are shown on Attachment c are 
as follows : 

- 5 -

J 



DOCKET NO. 971660-EI 
DATE: November 19 , 1998 

functional Classification 

Production 

Transmission 

Oistdbution 

General 

General Plant 
Amortization 

Recovery Schedules 

Total Change in Annual Expenses 
Over Preliminary Approved 

I ( $, 

(936, 119) 

(664, 325) 

0 

26 , 187 

0 

(359 , 473) 

(1.933 , 730) 

The most signi ficant changes in expenses are seen in t he area 
of production plants and transmission accounts . 

prodycticd 

f PL' s mechanized property record system af f ords it the ability 
t o provide. in- depth str atified information foz: the assets in an 
account at a specific unit. A generating station , or a gcnera linq 
unit , can be looked at as a box containing an assor~en~ of various 
types of assets which can be expec t ed to experience varied se rvice 
lives . Stratification is the determinati on that this account at 
this unit has so many dollars of pumps, piping, rotors, or 
st ructur<.s, etc. , with each ot these strata expected to have a 
ce rtaJn service life. The life of the account ~an then be arr1ved 
at by compositing expectations of the various strata . 

The company's projections of lives for the va r ious strata, and 
~f expected int erim net salvage values are reasonable . In general, 
the company ' s operating philosophy has not radically changed since 
the last comprehensive study. As a result, there has not been any 
major overa ll change in planning for the plants operating at tho 
prese .t time . Significant changes have come !rom repowering plans 
for the f t . Myers and Sanfo rd sites, and from e xperience gained 
from install a tions of new technologies. 

The ft . Myers Units are scheduled to be back i n service by 
year-end 20 01 after repowering, and the Sanford Uni t s are expected 
to be retu rned to service by yea r - end 2003. The repowerin9 
projects will increase tho name plate ratings from 558 MW to 960 MW 
for ft. Myers and from 586 MW to 960 MW f o r San(ord . 
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DOCKET NO. 911660-EI 
DATE : November 19, 1998 

for the retirements associated with each repowertnq project , 
FPL's proposal for recovery by ond-o!-ycar 20~1 for Ft. Myers ~nd 
end-of-year 2003 for San ford arc in line wtth curr~nt pl~nntng . 

Tho recommended recovery s chedules are designed to recover the 
associated net investments over t he remaining ,Pcvice pertods o! 
3 . 5 years and 5 . 5 years, res pec t ively. 

This c urre nt study recoqnizes changes se en 1 tho servi~e li f e 
expected from certain installations which ~ncorporatc leading edge 
technologies . For example, a si x year replacement interval was 
previously associated with the t ransition no zzles in the combined 
cycle units at the Martin Plant Site . With this 01 ing , a f ive 
year replacement interval is est ablished for these no zzles. The 
change is a result o f the company' s experience with the performance 
of this technology in this setting, including the hours of 
operation which resul t f=om dispatch o f the particular unit. In 
general , the units have performed with better heat rate and have 
been ut ilized more than was expected before the units came on li ne. 

For the nuclear units , staff notes that a decision whether or 
not to seek life e xtension may need t o be made prtor t o thP ttme of 
filing o f the next depreciation study, at least in the c~se o! the 
Tur key Point nuc lear generating units. At present , license 
termination is scheduled !or 2012 Co r Turke y Point 3, a nd the 
f o llowing year for Unit 4 . Bot h the recovery ol 1nv~stmcnl for 
plant equipment, and the docomnd s:lioni ng p-•>V 1 ·1 1 o n·• · become 
critical when a shut down date is firmed up, or when it 1s d~ layed . 

FPL should notify sta!! , in a timely manner, of c1ny decision in 
rega rd to these matters so approprlJte recovery c~n bP ~ddressed . 

Transmission and pistribut loo 

The li fe and salvage paramete rs FPL proposed foe the accounts 
in these functions were conservative. Hany of the ac~ounts reflect 
the status quo. In other words, the servtce li!f' and salvage 
values approved in the last represcription ace being maintained . 
The recommended remaining lives simply reflect an updat e of 
activity . For the remaining accounts, the proposal~ re!lec t u move 
more in line with the range of industry e xpect-tlons. 

Differences between recommended li!e values and those ilpproved 
on a preliminary basis exist fo r Easements (Account 350 . 1) , Stat1on 
Equipment (Account 353), Poles and Fixtures (Account 3541 , a •• d 
Roads and Trails (Account 359) . These accounts ~av{' experienced 
insu ff icient retirement activity to perform any m~anlngful 

statistical analyses. Recommended rcmain'J.ng ltvrs and salvage
values arc therefore based on judgement and 1ndustry expectattons. 
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DOCK~T NO. 911660-£1 
OAT~ : November 19, 1998 

General Plont amort ization 

FPL has proposed expanding the amortization currently in place 

for certain general plant accounts. Specifically, t ltu January I, 

1998 net unrecovered depreciab le portions of Accounts 393 (St orcsl , 

394 (Tools, Shop, ' Garage) , and 391 CO! fic1al Communlcatlons, arc 

p r oposed to be amortized over seven years. Sub:~quent addi t ions 

will be maintained by vintage and amortized ace rdingly. These 

accounts represent minor investments of nume rou items that are 
difficult to trac k or trace . On a going !orward basis , ea-:-h 

vintage year' a addit1ons associated with each .1ccount will be 

~mortized over a like period o f time. The us~ of amort1z~t1on 1s 

acceptable and in line with staff ' s efforts to simplify the 

depreci ation study process, where possible. 
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DOCKET NO . 971660- EI 
DATE : November 19 , 1998 

ISSQE 5: Should the current amortization of 1nvestment tax credits 
(ITCs) and the flowback of excess deferred income ~axes be revised 
to reflect t he appr oved depreciat ion rates and recovery schedules? 

I!EC<»tffNN)l\ilQH: Yes . The current amortization o f rTCs and the 
flowback of excess deferred income taxes (EDIT) sl ?uld be revised 
to match the actual r ecovery periods for the relate property. rhe 
utility should file detailed calculations of 1 .e revised lTC 
amor tization and flowback of EDIT at the same time it files its 
surveillance report covering the period ending December 31 , 1998 . 
(C . ROMIG) 

STAlf ANALYSI S: In earlier issues , staff recommends r evisions to 
the company ' s remaining lives, to be effective January 1 , 1998. 
Revising a utility' s book depreciation lives generally results in 
a change im its r a t e of ITC amortization and flowback of EDIT i n 
order to comply with t he normalization requirements o! the Internal 
Revenue Code ( IRC; and underlying Regulations (REGs) found l.n 
Sections 46, 167, and 168 and 1 . ~6 . 1 . 67, and 1 . 68 , respectively . 

Section 46(f) (6) , IRC, states that the amortization of ITCs 
should be determined by the period of t ime actually used in 
computing depreciation expense for rate making purposes and on the 
regulated books of the utility . Since ataff is r ecommending a 
change in remaining lives, it is also important to change the 
amortization of ITCs to avoid violation of the provisions of 
sections 46 and 1 .4 6, IRC and REGs , respectively . 

Section 203(3) of the Tax Reform Act of 1986 (the Act) 
prohibits r~pid flowback of depreciation related (protected) EDIT. 
Further, Rule 25- 14 . 013, Accounting for Deferred Income Taxes Under 
SFAS 109, Florida Administrative Code, generally prohibits EDIT 
from being ~ritten off any faster than allowed under the Act . The 
Act, SFAS 109, and Rule 25-14.013, Florida Administrative Code 
regulate the flowback of EDIT. Therefore, staff recommends that 
the flowback of EDIT be adjusted to comply with the Act, SFAS 109 , 
and Rule 25-1 4 .013, 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 regulatory authorities to determine 
if the books and records are maintained in the appropriate manner 
and to determine the intent of the regulatory bodies ln regard t · 
normalization . Therefore, staff recommends that che current 
amortization o f ITCs and the flowba c k of £DJT be revised to reflect 
the approved remaining lives. In order for there to be a clear 

- 9 -



DOCKET NO. 971660-£1 
OAT£: November 19, 1998 

.lUdlt trail , a prudent utlllty Wll l Cf!VlSC ITCs and EDIT 
amortization and produce work papers to show how the rev1s1ons were 
made . 

ISSVE 6: Should this docket be closed? 

RICQHHIHDAJIQH: This dockel should be closed if no person, whose 
substantial inter ests are aCfecled by the proposed actlon , files a 
protest within the 21 day protest period. (PAUGH) 

STAR .J\MLISIS: At the conclus1on of the protest period, 11 no 
protest is tiled, this docket should be closed . 
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