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EEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: 1997 depreciation study DCTKET NO. 970537-FEI
by Flcrida Public Utilities CORDER NO. PSC-97-1609-FOF-EI
Company, Marianna Division. ISSUED: Decenber 22, 1997

The following Commiscioners participated in the disposition of
this matter:

JULIA L. JOHNSON, Chairman
J. TERRY DEASCN
SUSAN F. CLARK

LIANE K. KIESLING
JOE GARCIA

NOTICE OF PROPOSED ACENCY ACTION
ORDER REVISING DEPRECIATION RATES

BY THE COMMISSION:

NOTICE 1is hereby given by the Florida Public Service
Commission that the action discussed herein is preliminary tn
nature and will become final unless a person whose interests ar
substantially affected files a petition for a formal proceeding,
pursuant to Rule 25-22.029, Florida Administrative Code.

Florida Public Utilities Compary's (“FPU” or “Company”)
current depreciation rates were approved =ffective January 1, 1994,
On May 5, 1897, the Company filed 4 depreciation siudy 1in
accordance with Rule 25-6.0436, Florira Administrative Code, which
requires electric companies to file a comprehensive depreciation
study at least once every four years from the submission date of
the previously filed study. Our review of the Company’s activily
dara indicates the need to revising 1ts depreciatior rates.

Our findings are the result of a comprehensive review of FPU's
depreciation study. Attachment B to this Crder shows a compariscn
of the currently-approved rate parameters, the company-revised
propused rate parameters, and the rate parameters recommended by
our rtaff, Attacktment C to this Order provides a comparison of the
expenses that result from each of the scenarios presented 1in
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Attachment B, based on estimated January 1, 1998, investments,
along with recovery schedules,

evi ke :

Becovery Schedules
FPU’'s filing was essentially a staff-assisted study. The
Company provided aged retirement data for the 1994 - 1996 period

and forecasted 1997 data. Our staff determined the average age and
worked with the Company i1n developing life and salvage values. As
a resualt of the review and analytical process, our staff and the
Company agreed on appropriate lives, net salvages, and resultant
depreciation rates for all accounts. We find that the depreciation
rates arrived at by the Company and cur staff are appropriate.

The difference between current depreciaticn rates and the
rates approved 1in this Order can be attributed main'ly to twe
facrors - updated ages to reflect activity sin.e the last
represcription, and/or changes in the reserve position. The
accounts with a substantial change in depreciatiun expense are
cutlined below.

1. Poles, Towers, and Fixtures {Account 364) - The removal

of poles is very labor intensive as evidenced by the
1923-199%6 recorded negative net salvage of 77%. Other
Florida requlated electric companies have net salvage
factors for this account ranging from negative 10% tu
negative S04, averaging about negative 30%. The
recomr anded net salvage of !egative 25% gives secognition
to these recent labor trends.

Overhead Conductors and Devices (Accgoupt Jgo) - Net
salvage for this account has averaged negative 95%% over
the 1993-1996 period. A retirement ratio of lesas rhar 1li
for the same period of time makes reliance on 1nuistry

k.3

averages necessary. Fcr other Florida companies, net
salvage ranges from negative 10% to negative 35%,
averaging negative 20%. The re~~mmended net salvage cf

negative 15% is a move towa:d the industry average and
recognizes lncreased removal cousts.

We find that the implementation date for <*hese revisaed
depreciation rates should be January 1, 1998. This is the earliest
practicable date for utilizing the revised rates.
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We find that the recovery schedules agreed upon by the Compary
and our staff (see Attachment C) are appiopriate. This three-year
schedule is designed to recover the net investment asscciated with
the Company’s 2-way communication eqguipment planned for retirement
by December 31, 2000. During the period 1898-2000, the Company
plans to replace its 2-way communication equipment. The associated
investment and estimated reserve as of January 1, 1998 are $a0,592
and $60,101, respectively. A three-year recovery schedule 1is
therefore appropriate to address the recovery of the $:{91 net
investment ¢ver the equipment’s remaining service life.

Corrective Reserve Transfers
We fina that the corrective reserve transfers shown in
Attachment A to this Order are appropriate and sheould be macde.

This action will bring each affected account’'s reserve moure in line
with its calculated thecretical level.

Reserve imbalances are primarily a matter of differences in
current and past projections. We believe that such deficiencies
should be recovered as fast as po-sible, unless such recovery
prevents the company from earning a fair and reasonable return on
its investments. In the case of FPU, there is a reserve deficiency
in the Overhead Conductors cnd Cevices account, Account 365. The
reserve surpluses existing in the Automoblles acccunt, Account
332.1, the Heavy Trucks account, Account 392.3, 1he Fixed Stores
account, Account 393.1, and the remalning 1investment 1in tLhe
Communicacion accoun®t, Account 397, can be transierrel to help
correct the deficiency. 1In light cf the possible impaut on cost
allocations, the Company should maxe corresponding entries to the
related depreciation expense accounts.

amortizatjon of Ipvegtment Tax Credits and
Elowback of Excegs Deferred Income Taxes

Section 46(f)(6) of the Interna!: Revenue Code (IRC) states
that the amortization of investment tax credits (ITCs} should be
deterrined by the period of time usfd in computing deprecidation
expense for purposes of reflecting regulated operating results of
the utility. Thus, our revision of FPU’s depreciaticn rates inakes
1t appropriate to also revise the amortization of ITCs.

iv~tion 203(e} of the Tax Retorm Act of 198G (TRA) prohibity
rapid write-back of protected (depreciation related) deterred
taxes. In addition, Rule 25-14.013, Accounting for Deferred Income
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Taxes wunder SFAS 109, Florida Administracive Code (F.A.C.),
prohibits, without good cause shown, excess deferred income taxes
associated with temporary differences 1i1rom being reversed any
faster than allowed under Section 203(e). Consequently, we find
that the flowback of excess deferred taxes should be altered to
comply with the TRA and Rule 75-14.013, F.A.C.

In summary, we find that the current amortization of
investment tax credits (ITCs) and the flowback of excess deferred
income taxes should be revised to reflect the approved depreciation
rates and recovery schedules. In addition, we find that the
utility should be required to file detailed calculations of the
revised ITC amcortization and flowback of excess deferred taxes at
the same time it files its December 1998 surveillance report.

amgrzizat"jgn Qf Net EEQJD Qn Séig .ﬁ.f
Warehouse and Associated Lanud

Late in 1997 or early in 1998, the Company’s land and
warehouse building at 406 South Green Street in Marianna, Florida,
will be sold for $50,000. Based on an independent appralsal, the
majority of the selling price of the rroperty repr2sents the value
o: the land. The investment associated with the buildiny is
$22,750. We calculate the related reserve to be 20,304,

We find that $2,446 of the sales proceeds should be recorderd
as gross salvage to recover the net unrecovered amount of the
building. This will result in a net gain of $41,554 from the sale
as shown below.

Sale Price 350,000

Less Cost of Sale 5.000
Net Proceeds 545,000

Less Cost of Land 1,000

Net Unrecovered
Amount of Building __2.494¢
Net Gain 241,094

Due to the finality of the sales transactivn, FPU has
requested that the net gain be amortized over four years beginning
January 1, 1998. The amortization period represents the time span
between depreciaticon studies as required by our rules. However, we
finl that a five-year amortization period is more appropriate a~d
in line with nur decisions in previous cases,.
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Amortizatjon of Gaip on Sale of Hydrgulle Pldgt

FPU so0ld its remaining hydraulic production plant ir 1997 for
$70,500. The composition of the net gain is as tollows:

Sales Price 570,500

Less Cost of Sale 1.240
Net Proceeds 569, 260

Less Flant (Land) 1,837
Cross Gain 567,423

Reserve @12/97 4,599

Net Gain $72., 022

The reserve amount consists of the unrecovered costs ilncurred
to dismantle the hydro plant offset by the reimbu:rsement {rom the
Florida Game and Fresh Water Fish Ccmmission for FPU reconstructing
the dam and salvage from the 1394 sale of the hydr> generator. We
find that FPU’s request to amortize the 372,042 nr- qgain over 4
period of four years beginning January 1, 1998, should be approved.
This amortization period represents the time period between
depreciation studies as required by ¢ .r rules.

Based on the foregoing, it 1s

ORDERED by the Florida Public Service Commission that the
depreciation rates and recovery schedules for Florida Public
Utilities "ompany’s Marianna Divisiun shall be revisedi as set tforth
in the body of this Order. It is further

ORDERED that the revised Adepieciation rates tor Florida Public

Uti.ities Company's Marianna Division shall  be  imp lemented
beginning .fanuary 1, 1998. [t 1s further

ORDERED that Florida Public Utilities Company’ > Martianna
Division shall revise 1ts current amortizaticn of 1nvestmernt tax
crecdits and tlowback of excess deferred income taxes t«o retlect (he
revised depreciation rates. At the time 1t files its December 1998
surveiilance report, Florida Public Utilitles Company’s Marianna
Division shall file detailed calculat:ons of 1ts revised i1nvestment
tax credit amortization and flowback of excess deferred taxes, It
13 furthe.

QRDERED that Florida Public Utilities Company’s Marianna
Division shall make corrective reserve transfers as discussed 1in
the body of thig Order. [t 15 further






ORDER NO. PSC-97-1609-FOF-EI
DOCKET NO. 970537-E1
PAGE 7

i5 uvailable under Sections 120.57 or 120.68, Florida Statutes, 44
well as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the rnlief
sought .

Mediation may be available on a case-by-case basis. It
mediation 1s conducted, it does not affect a substantaially
interested person’s right to a hearing.

The action proposed herein is preliminary 1n nature and will
not become effective or final, except as provided by Rule 2%-
22.029, Florida Administrative Code. Any personl whose substantial
interests are affected by the action proposed by this order may
file a petition for a formal proceeding, as provided by Kule /-
22.029(4), Florida Administ:rative Code, in the form provided by
Rule 25-22.036(7){a) and (f), Flerida Administrative Code. This
petition must be received by the Director, Division of Recurds and
Reporting, 2540 Shumard Cak Boulevard, Tallahkassee, Florida 32399-
0850, by the close of business on Japuary 12, 1998.

In the absence of such a petiticn, this ader shall become
effective on the day subsequent to ther above date as prviderd by
BRule 25-22.029({6), Florida Administrative Code,

Ary objectlion or protest filed in this dreocket before the
issuance date of this order is considered abandoned un.ess it
satisfies the foregoing ccnditions and s renewed within the
si.ecified protest period.

If this order becomes final and etfective on the date
described above, any party substantlally affected may 1egques?
judicial review by <“he Florida Supreme Court 1n the case —f an
electric, gas or telephone utility or by the First District ¢ .rt
of Appeal in tie case of a water or wastewater ut1lity by filing o
notice of appeal with the Directour, Ihvision of @ Records  aned
kKeporting and filing a copy of the nctice of appedl and the !:ling
fee with the appropriate court. This filing must be completed
withir, thirty (30) days of the effective date of this order,
pursuant to Rule 9.110, Florida Rules of Appellate Procedur«. The
neti1ce of appeal must be in the form specified in Rule 9.90070a7,

Florida Rules of Appellate Procedure.
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ATTACHMENT

Atrtachment A

RECOMMENDED RESERVE TRANSFERS

Est. Book | Theorstical | Imbelance | Transfer | Rastated
Regerve Heserve Reaserve
{8 {5 (s} {$)
165 OH Conductors 1,878,734 2,304,979 {506, 245) 25,652 1,901.]8:'_
392.1 Automabiles 19,494 8,161 11,313 {11,333}
392.3 Heavy Trucks 239,642 221,2%9 8,342 (B,234a3) 221,299
193.1 Stores Equip. - Fixed 22,043 17,174 4,865 (4,0865)
3197 Remaining Communication 7,028 5,927 1,111 1,111}
Equip.
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