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Rule 25-7 . 045 , Florida AdministraLive Code , requires gas 
companies to file comprehensive depreciation studies at least once 
every fi ve years . On July 9, 1998 , I ndiantown Gas Co~~any , Inc . 
(Indiantown o r the company) filed its regular depreciation study in 
accordance with this rule. Staff has completed its review of this 
study a nd presents its recommendation herein. 
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DIScuSS ION OJ' ISSQES 

ISSUE 1: Should the curren t deprec iation rates fo r Indianto wn Gas 
Company, Inc. be c hanged? 

RECOMMENDATION : Yes . A review of the c ompany ' s cu rrent capital 
recovery position indicates the need t o revise the c u: Lent 
depreciation rates. (LEE) 

STAFF ANAL~ : Indiantown filed its last depreciation study in 
1992 with a n e ffective date o f January 1 , 1993 . Unde r RuJP. 25-
7 . 045(8) , Florida Administrat i ve Code , gas companies are to file a 
comprehensive deprec iatio n study a t least o nce every five years. 
Changes s ince the last s tudy brought about by activity and company 
plann ing indicate t he need t o revise c urrent ly prescribed 
depreciation r ates . 

ISSUE 2: Wha t s hould b e the date of implementation for ne w rates? 

BECOMMENDATION: Staff recommends 
proposed January 1, 1998 date of 
depreciation rates . (LEE) 

appro val o f the company ' s 
implementation f o r the new 

STAFF ANALYSIS : The company proposed January 1 , 1998 
implementation date for new depreciation r ates matches the 
beginning of its fisca l year . Data and related calculations ha ve 
been provided abutting this date. Staff therefore recommends its 
approval. 
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ISSQE 3 : Should any corrective reserve measures be made? 

RECQMMENDATION: Yes . 
corrections be made: 

Staff recommends the following reserve 

Accc.unt Book Recommended Res ta t ed 
Reserve Transfers Reserve 

($) ($) ($) 

Office Furniture 32 , 028 7, 119 32 , 028 

Computers - Post '92 Adds. 33,335 (8 , 057) 25 , 278 

Power Operated Equipment 0 938 938 
(LEE ) 

STAFF ANALJSIS: As part of staff ' s review of the company's study, 
a review of the reserve position for each account was performed . 
Staff' s approach to reserve transfers is where surpluses and 
defi cits exist, corr ective reserve transfers between accounts 
should be considered. 

The investment in the Powe r Operated Equipment account 
reflects the cost of a mini-trac khoe designed to excavate in small 
areas such as easements and bac k yards. It was leased throughout 
1996 and then purchased in December, 1996. Even though the company 
has s tated that a 5% depreciation rate is being applied to this 
investment, no depreci ation accruals were recorded f or 1996 o r 
1997. Accordingly, this account has a n existing reserve 
deficiency. 

On the other hand , the depreciation accruals recorded fo r the 
furniture and computer accounts are mor e t han what the current 
rates provide . In the last depreciation review, a 0 . 5% 
depreciation rate was approved for the embedded investment in 
furnitu re as of January 1, 1993 , with a 12.5% rate approved f or 
post 1993 addi tions of computer equi pment. Activity submitted in 
the current study indicates no accruals recorded for either of 
these categories and then doubled in 1994 a s a make up . The 
$2 6,680 accruals recorded in 1994 for the embedded i nvestment 
implies use of higher depreciation rate than 0. 5% for t wo yea rs. 
According to staff calculations , expenses for 1993 and 1994 
combined should not have been more than $324 ($32 ,4 17*. 005 *2) . The 
same type of situa tion applies for the post 1993 category . The 
accruals recorded are in excess of wha t they shoul d have been. 
Because t he f urniture investment is ove r 25 years of age , staff 
recommends a t r a nsfer of $7 ,11 9 from the surplus existing for 
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computers to complete the recovery of this 1nvestment. 
Additionally, staff recommends that a transfer of $938 be made to 
correct the reserve defi ciency in Power Operated Equipment. 

In light of the possible impact of r eserve transfer~ on cost 
allocations , the company should make corresponding entries to the 
related depreciation expense accounts. 
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I SSQE 4 : What are the appropria t e deprec iatio n rates f o r 
I ndiantown? 

RECQMMENDATIQN: The staff r e commended remaining l i ves, ne t 
salvages , reserves, and resultant deprec iation rates are s hown on 
Attachment A, pagP. 10 . These recommenda t i ons result in a n i nc reas e 
in annual depreciation expense of about $3 , 300, based on J anua ry 1, 
1998 investments and reserves as shown on Attac hment B, page 11 . 
(LEE) 

STAFF ANALYSIS : Staff ' s recommendations are the resul t o f a 
comprehensive review of the company ' s submitted data and 
information . This filing was e ssential ly a s ta f f-assisted s tudy. 
The company provided t he necessary data for staff t o develop an 
average age for each account's surviving investment as o f J anuary 
1, 1998 . Staff and the company then worked together in developing 
appropriate life and salvage values . 

Indiantown operates in a stabl e community , wh ich has be en 
reflected in the past by the lack o f addit ions and reti r ements . 
However, during the 1993-1999 period, Indi antown has expe r i ence d 
significant growth whi le r e t irements have r ema i ned i nfrequen t . The 
growth is attributed to the addi tion of a second i ndus tria l 
c ustomer, the US Generating Cogenera t ion facility, a nd a s ystem 
upgrade. Over the past few years, the company has been re placing 
its 3/4-inch steel main with 1.25-inch pla s t ic . This upgrade 
pr ogram also involves the replacement of t he servic e line riser, 
and new meter and regulator sets . The company plans t o c omplete 
the upgrade within the next three years. 

The e xpected average service life f o r each account is 
estimated from an analysis of histori c a c tivity, expected i mpac t o f 
factors such as growth and technologic d l c hange, and indus try 
averages . Staff's review of each account' s activity indicate s t hat 
the service lives and c urve shapes recommended i n the last 
depreciation review remAin reasonable. 

Also, as a result of the 1993 Continuing Pr operty Records 
(CPR) audit performed by ~he Division of Resea r c h and Regulato r y 
Review, Indiantown has developed a CPR s ys tem . This s ys t em has 
been used to develop the current average age of s urviving 
investment for each account . The recommended remaining life f o r 
e ach account reflects CPR data and activity since the last s tudy . 

As a result of the review and analytical process , Indiantown 
has agreed with staff on all life and s a lvage parameters f o r each 
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account . The r ecommended c hanges in depreciation rates can be 
att r ibuted mainly to t wo factors - updated ages t o reflect activity 
since the last repr escription , and/or c hanges in the reserve 
position . 

Distribution Plant 

In 1993 a nd 1994, I ndiantown began renovations to a six inc h 
gas main to comply with the Department of Transportation 
requirements f o r a r oad construct ion project and to uprate the 
system pressure t o a ccommoda te the US Generating Cogeneration 
facility . Additiona lly, t he company is upgrading its system by 
replacing al l 3/4 i nc h s teel mains with 1 . 25 inch plastic mains . 
This project a lso involves r e placemen t of service lines , rise r s , 
meters , a nd r egu l ators . Current planning is for the upgrade to be 
compl eted by year -end 2000 . 

The company has provi ded an estimate o f the investments 
pla nned fo r replacement as pa r t of the upg r ade program . Staff 
developed t he ass ocia t ed r eserve amounts a nd assumed a 30% cost o f 
removal r e l at ing t o t he abandonment of the mains . The net 
unrecover e d i nves t ments of $14, 148 are recommended to be place on 
a recovery schedul e a nd amortize d over three years coinciding with 
completion of t he pr ogram. The annual expense associa ted with this 
r ecove ry schedule will be $4,715 . Any necessary true-up can be 
made a t the t ime of t he nex t prescription . 

As a res ult of t he renovat i ons and upgrades , s ignificant 
add i t ions have been made i n Indus t rial Measur i ng a nd Regulat i ng 
Equipment, Account 384 ; Pl astic Services, Account 38 0; Meters and 
Regulator s , Accounts 381 a nd 383 ; a nd , Meter and Regulato r 
Installations , Accounts 382 and 38 4. These additions translate 
into a younger average age for the rel ated investments , thus a 
longer remaining life than last prescr ibed . 

Accord i ng to t he company, installation cos t s associated with 
house r egulator s a r e r ecor de d a l ong with the meter installation 
costs due to t he mi nimal cost pe r i nstallation . All embedded 
regulator i ns t alla t i ons a r e associa t ed with regulators that will be 
replaced as par t o f t he upgrade program . 

General Plant 

During staff' s review of t he company ' s submitted data , it was 
discovered that four new general plant accounts have been 
established since t he last deprecia tion review {Power Operated 
Equipment , Account 396; and, Communication Equipment , Account 397, . 
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The depreciation rates currently applied to these accounts have no t 
been approved by the Commissio n . The company violated Rule 25-
7 . 045 , Florida Administrative Code , by noL pet i tioni ng the 
Commission f o r approval o f the depreciation rate s prior to their 
init iation. However, becaus e the rates a re in the r a nge of 
r easonableness for the associated equipment , no harm has come t o 
t he c ustomers of Indiantown due t o t his violation . For t his 
reason, staff is recommending no penalty be assessed for the 
violation. In the future , however, the compan y should petition the 
Commission, in acco r d with the Rule , any time a new account is 
established thus necessitating the need f o r a new deprec iation 
rate . 

With the reserve transfers recommended in I ssue 3 , the 
existing i nvestment i n t he furniture acc ount is fully recovered . 
For any f urniture i nvestment added after January 1, 1998 , sta f f 
recommends a 5% depreciation rate (20 yea r life and zero net 
salvage). 

The Communication Equi pment Account investment is c omp r i sed of 
four t wo-way radios purc hased in 1997 . The rec ommended life 
recognizes that this equipment is subject to technological impacts . 
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ISSUE 5 : Should the current amortization of investment tax 
credits (ITCs) and the flowback of e xcess deferred income taxes be 
revised to reflect the approved deprecintion r ates? 

RECQMMBNDA'l'ION: Yes. The current amortization o f I TCs and the 
flowback of excess deferred i ncome taxes (EDIT) should be revised 
t o match the actual recovery periods f o r the rela ted property . The 
utili ty should file detailed calculations of the revised lTC 
amortization and flowback of EDIT a t the same time it files its 
surveillance report covering the period ending Decembe r 31 , 1998. 
(CAUSSEAUX) 

STAFf AHALYSIS : In earlier issues, staf f recomme nds rev1s1ons to 
the company's remaining lives, to be effective January 1, 1998 . 
Revising a utility ' s book depreciation l i ves generally results in 
a change in its rate of ITC amortization and flowbac k of EDIT in 
order t o comply with the normalization requirements of the Internal 
Revenue Code (IRC) and underlying Regulations (REGs) f ound in 
Sections 46, 167 , and 168 and 1.46, 1 . 67 , and 1 . 68, respectively. 

Se c tion 46(f) (6) , IRC, states that the amortization of ITCs 
should be determined by the period of t i me actually used in 
computing depreciat ion expense for rate making purposes and on the 
regulated books of the utility. Since sta ff i s r ec-ommending a 
c hange in remaining lives, it is also i mportant to change the 
amortization of ITCs to avoid violat :ion of the provi sions o f 
sections 46 and 1 . 46, IRC and REGs , r espectively . 

Sect i on 203 {3) o f the Tax Refo rm Act of 1986 (the Act ) 
prohi bits r apid flowback of depreciation related (pr otected) EDIT . 
Further, Rule 25-14.013, Accounting for Deferred Income Taxes Under 
SFAS 109, Florida Administrative Code, generally prohibits EDIT 
from being written off any faster than allowed under the Act . The 
Act, SFAS 109, and Rule 25- 14. 013 , Florida Admi ni strative Code 
regulate the flowback of EDIT . Therefore, staff recommends that 
t he flowback of EDIT be adjusted to comply with the Act , SFAS 109 , 
and Rule 25- 14 . 013, Florida Administrative Code . 

Staff, I nternal Re venue Service , and independent outside 
a uditors look to a company' s books and records and a t the orders 
a nd rules of the jurisdictional regulatory authorities t o determine 
if the books and records are maintained i n the appropriate manner 
and to determine the intent of the regu l atory bodies in r egard to 
normalization . Therefore, s taff recommends that the c:..~r rent 
amortization of ITCs and the flowback of EDIT be revised to reflect 
the approved remaining lives. In order for the r e to be a clear 
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audit t r ail, a prudent utility wil l revise ITCs a nd EDIT 
amortization and produce work papers t o show how t he revisions were 
made . 

ISSUE 6 : Should tnis docket be closed? 

RECOMMENDATION : Thi s docket should be closed if no person, whos e 
substantial interests are affected by the proposed action, files a 
protest within the 21 day protest period. (ELIAS ) 

STAFF AHALYSIS : At the conclusion of the protest per iod, i f no 
protest is filed, this docket should be closed. 
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