
. . 

State of Florida 

DATE : 

TO : 

FROM: 

RE : 

AGENDA : 

NOVEMBER 19, 1998 

t)ublit lterbiu ftommi~sion 
CAPITAl. CIRCI.E OFFICE CENTER • 2540 SII IIMARD 0A~ 80UU:VAHO 

TAU.AIIAS.<;Et'., FLORIDA 32399-6850 

-M-E-M-0-R-A-N-D-U-M-

:r · 
t • . 

. -.. 
DIRECTOR, DIVISION OF RECORDS AND REPORTING tffAY6) -:;:: 

DIVISION JJY AUDITING AN D FINANCIAL~ AAL SIS rl ~~~ ~r4' 
DIVISI ON OF ELECTRIC AND GAS (MILLS) \/ · 
HO.LROYD ,~, SWA IN) (\ ~~~"Y p~-- 'fT 

DIVISION OF LEGAL SERVICES (ELIAS) \\ t;:. . 

DOCKET NO. 980700-GU - 1997 DEPRECIATION STUDY BY ATLANTIC 
UTILITIES, A FLORIDA DIVISION OF SOUTHERN UNION COMPANY 
D/B/A SOUTH FLORIDA NATURAL GAS . 

12/01/98 - REGULAR AGENDA - PROPOSED AGENCY ACTI ON -
INTERESTED PERSONS MAY PART ICIPATE 

CRITICAL OATES: NONE 

SPECIAL INSTRUCTIONS : NONE 

FILE NAME AND LOCATION: S: \PSC\AFA\WP\9807 00 . RCM 

CME MCKGROUNP 

South Florida Natural Gas Company (SFNG o r the compa ny) fi l ed 
its last depreciation study on December 21 , 1992 with an ef f ective 
date of January 1, 1993 . Rule 25- 7 . 045(8) (a) , Flo rida 
Administrative Code, requires gas companies to fil e a study for 
each category of depreciable property for Commission review at 
l east once every five years from the submission date o f the 
previous study unless otherwise required by the Commission . . In 
accordance with this Rule , SFNG' s ne xt deprec iation study was due 
on or before December 21 , 1997. By Order No . PSC-98-0706-FOF-GU, 
issued May 21 , 1998, the company was granted an extension of time 
to file its depreciation study no later than May 31 , 1998 . The 
company filed its regular five-year compr ehensive study on May 29 , 
1998 , f o r Commission review . Staff has completed its revi ew of the 
s tudy and presents its recommendations herein. 
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DOCKET NO. 980700- GU 
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PISCQSSIQN OF ISSUES 

ISSQE 1 : Should the current depreciation rates for South Florida 
Natural Gas Compa ny be changed? 

RECOHMEPDAIION: Yes . A review of the company' s cur rent capital 
recovery position indicates the need to r e vi se the c urrent 
depreciation rates. (HOLROYD) 

STAFF ANALYSIS: SFNG filed its last deprec iat ion study on December 
21 , 1992 with an effective date of January 1 , 1993 . Unde r Rule 25-
7 . 045(8) , Florida Administrative Code , gas companies are Lo f ile a 
comprehensive depreciation study at leasL once every five years . 
Changes since the last study brought about by activity and company 
planning indicate the need to revise currently prescribed 
depreciation r ates . 

ISSUE 2: What should be the date of implementation for new rates? 

RECOMMENDATION : 
proposed July l , 
depreciation rates . 

Staff r ecommends approval of 
1998 da te of implementation 

(HOLROYD) 

the 
fo r 

company ' s 
the new 

STAFF ANALYSIS : The company proposed July 1 , 1998 implementation 
date for new depreciation rates matches the beginning of its fi scal 
year. Data and related calculations have been provided abutting 
this date . Staff therefore recommends its approval . 
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ISSUE 3 : Should any corrective reserve measures be made? 

RECOMMENDATION : Yes . Staff r econunends the cor rective measures 
shown on Attachmen t A, page B. (LEE) 

STAFF ANALYSIS : As part of sta ff' s review of the company ' s s tudy , 
a r P.view of the reserve position fo r each account was dlso 
performed. Staff ' s approach to reserve transfers is where 
significant surpluses a nd deficits exi st , corrective r ese rve 
transfers between accounts should be cons idered . Signi ficant 
imbalances a r e those that result in abnormal depreciation rates fo r 
the ongoing account. Such is the case f or Distribution St ruc tures 
& Improvements and Measuring & Regulating Industrial Equipme nt . 
The existence of r eserve surpluses in these accounts cause an 
abnormality in the r esulti ng depreciation rates . For this reason , 
s taff recommends t ransferring these related reserve surpluses to 
help correct the existing reserve deficiency in the Steel Services 
account as shown on At tachment A. 
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DATE: NOVEMBER 19, 19 98 

ISSUE 4 : What are the appropria t e de precia tion r a t es f o r SfNG? 

RECOHM£NDA1ION : The staff recomme nded rema i ning li ves , net 
s alvages , reserves , and resultant depreciation rates a r e s hown o n 
Att ac hment B, page 9 . Thes e rec ommendations result in an incr ease 
in annual depreciation expense of abou t $13 , 800, based on Ju ly 1 , 
1998 investments and reserves as s hown on Atta c hment C, page 10 . 
(HOLROYD, LEE) 

STAFF AJ!ALXSIS : Staff's rec ommenda t i ons a re the r esul t o f a 
comprehensive review of the company ' s s ubmitted s tudy . The 
company's initially propos ed remain1ng s ervic e l i ves r ep resented 
the difference between each account's a ve rage serv i ce life and its 
average age . This implies all investment ret i ring simulta neousl y, 
with no ongoing retireme nts. Such a pattern o f e xpected 
retirements (curve shape, retirement dispersion , o r mo r t a lity 
dispersion) represents an idealized s ituation where t he e quipme n t 
is so designed and manufactured as t o live efficie ntl y until t he 
prec ise year the company det rrnined replacing equipme nt was ready . 
I n r eality, t here is no plAnt ~ype where the compa ny has such full 
control over retirement. The neares t would b e heavy t r ucks o r 
trailers , where maintenance problems and accidents can mod ify the 
pattern. 

In selecting a curve shape, s taff wo rks from a verages , 
modi fying the average as necessary f o r any pecul i a r i t ies of the 
given company. A basic premise is that a simi l a r plant type , used 
in a similar fashion, will have the same c urve shape . 

Certain patterns of activity wil l c hange th~ curve s hape . 
High retirements and/or high growth tend t o inc rease ea r l y 
retirement s (infant mortality) . A stagnan t s ituatio n has th~ 

opposite effec t . Plant s ubject to t heft , damage , o r publLC 
r equirements can be expected t o have a greater inc idence of i n f an t 
mor t ality than similar plant i n a rural o r sma ll town setting . 

The e xpected ave rage servic e li fe fo r each accoun is 
estimated from an analysis of historic a c t i vi ty , expected impact o f 
facto r s such as growth and technol ogic a l c hange, a nd indus try 
averages . Staff ' s review of each account' s activity indic ates tha t 
the s ervice lives and curve shapes r ecomme nded in t he last 
deprecia t i on review basically rema in reasonabl ~ . As a result , the 
recommended r emaining life fo r eac h a ccount simply r e f l ects a n 
update of activity since the last study. 

- 4 -



DOCKET NO . 980700-GU 
DATE: NOVEMBER 19, 1998 

As a result of the review and analytical pr ocess , SfNG has 
agreed with staff on all life and salvage parame ers for earh 
account . The major increase in annual expenses is attributed t o 
the recommended cost of removal parameters for the Steel Ma i ns and 
Steel Services accounts. 

The investment associated with mains and se rvices represents 
almost 80% of the total depreciable investment for SFNG . Mains and 
service lines are generally abandoned in place upon retirement. 
This involves travel time for the c rew, digging down to the main o r 
service, cutting and capping, refilling the hole, and restoring the 
roadway . Restoring the roadway can bec~me significant if the lines 
are under pavement . Recommended removal factors are based on 
information received from the company detailing labor and ma t erial. 
generally associated with abandonment under pavement and 
abandonment not under pavement . 

Since the last depreciation r eview, the company purchased some 
computer equipment in 1997. Accord1ng to the r ese rve information 
submitted in the current study, a 20\ depreciation rate (five-year 
life with zero net salvage) has been utilized with this inve~ ment . 
Even though this rate is n :asonable fo r computer equipment, the 
company violated Rule 25-7 . 045 , florida Administ rative Code, by not 
pet i tioning the Commission for approval of the depreciation rat~ 

prior to its initiation . Howe ver, no harm has come to the 
customers of St . Joe due to this violation . In fa ct , the 
associated deprecia tion e xpenses and r esultant rate base are more 
correct now t han if the related investment had assumed the same 
depreciaton rate as Furniture and Office Equipment whic h was 3 .3%. 
For this reason, staff is recommending no penalty be assessed for 
the violat i on. I n the fut ure , however , the company should petitior. 
the Commisson , in accor d with the Rule, any time a new account i s 
established thus necessitating the need fo r a new depreciation 
rate . 

It is staff ' s understanding that the company has been 
recording motor ve hicle trade - in allowances as gains or losses. 
This activity should be properly treated as gross sal vage a nd 
c redited to the reserve . The r ecommended net salvaqe fact o r 
reflects that appropriate accounting for this type of artl v't 1 w~ ll 

be made i n the futu~e . 
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ISSUE 5 : Should the current amo rtiza tio n o f invesbmen t t ax c red i t s 
(ITCs} and the flowback of excess deferred income taxe: be revised 
to reflect the a pproved depreciation rates? 

RECQMMENOATIQN: Yes. The current amo rt i zation o f i nves tmen t tax 
credits ( ITC} and the flowback of excess defer red L 1c ome taxes 
(EDIT} should be revised to match the ac tual recove ry pe riods f o r 
the r t lated property . The utility should fil e deta iled 
calculations of the revised ITC amortizat i on and flowback o f EDIT 
at the same time it files its surveillance report cove ring the 
period ending June 30, 1999 . (CAUSSEAUX) 

STAFf ANALYSIS : In earlier issues, staff recommends rev1s1o ns to 
the company's remaining lives, t o be effective July 1, 1998. 
Revising a utility's book depreciat i on lives generally r esults in 
a change in its rate of ITC amortization and flowback 11 f EDIT in 
order to comply with the normalization requirements o f the Intern?~ 
Revenue Code (IRC} and underlying Regulations (REGs} f o und in 
Sections 46, 167, and 168 and 1.46, 1 . 67, and 1.68, respec tively . 

Section 46 (f) (6) , IRC, states that the amortizatio n o f ITC 
should be determined by the period of time a c tually us ed in 
computing depreciation expense for rate mak i ng pu r p o ses a nd o n t he 
regulated books of the utility. Since staff is recommending a 
change in remaining ll ves , it is also important t o change t he 
amortization of ITC to avoid violation of the provisions of 
sections 46 and 1 .4 6 , IRC a nd REGs, respectively. 

Section 203(3} of the Tax Reform Ac t of 1986 (the Ac t.} 
prohibits rapid flowback of depreciation related (pro t e cted} EDIT. 
Further Rule 25-14.013, Accounting for Defe rred Income Taxes Unde r 
SFAS 109 , Florida Administrative Code, generally prohibits EDIT 
from being written off any faster than allowed unde r t he Ac t. 
Therefore , the Act, SFAS 109 , and Rule 25-14 . 013 , Flor i da 
Administrative Code regulate the flowback of EDIT. Therefore, 
staff recommends that the flowback of EDIT be adjuste d to comply 
wit~ the Act, SFAS 109, and Rule 25- 14.013, Florida Admini strat i ve 
Code . 

Staff, I nternal Revenue Service, and independent outside 
auditors look to a company ' s books and records and at the orders 
and rules of the jurisdictional r egulatory authorities t o determine 
if the books and records are ma i ntained in the appropriate manner 
and t o determine the i ntent of the regulatory bodies in regard to 
normalization . Therefore, staff recommends that the c urre nt 
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amor t ization of ITC and the flowback of EDIT be revised t o reflect 
the approved remaining lives . In order for there L O be a cleat 
audit trail , a prudent utility will revise ITC and EDIT 
amortization , a nd produce work papers t o show how the revisions 
were made . 

1SSQE 6 : Should this doc ket be closed? 

RECOMMENDATION : This docket should be closed if no person whose 
interests are substant ially affected by the proposed agency action 
file s a protest within the 21-day protest period . (ELIAS) 

STAFF ANALYSIS: At the conclusion of the protest period , if no 
protest is filed , this docket should be closed . 
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Attdchment A 

SOUTH FLORIDA NATURAL GAS COMPANY 
CORRECTIVE RESERVE TRANSFERS 

1 I 1/98 
Book Theoretical Reserve 

R~~I:Y~ B~s~a~ Irs:m~f~r 
($) ($) ($) 

Gl!a Diltriby~l2D 

Structures & Improvements 2,730 2,219 5 11) 

Services - Steel 268,249 355,689 2,569 

M&R Equipment - Industrial 10 .146 8 .088 2 .0581 

Total 281,125 365,996 0 
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