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CASE BACKGROUND
Rule 25-6.0436, Florida Administrative Code, requires Investor

Owned Utilities to file comprehensive depreciation studies at least

once

every four years. On December 26, 1997, Florida Power and

Light Company (FPL or company) filed its regular depreciation study
in accordance with this rule. FPL also requested preliminary
implementation of its proposed depreciation rates and
amortization/recovery schedules as of January 1, 1998 in accordance
with Rule 25-6.0436(5), Florida Administrative Code. By Order No.
BESC-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
schedules under consideration.

Staff has completed its review of the depreciation study and

presents its recommendation herein.
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DISCUSSION OF ISSUES

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

RECOMMENDATION: Yes. At the June 16, 1998 Agenda, and by Order
No. PS5C-98-0901-PCO-EI, preliminary implementation of dep eciation
rates, capital recovery schedules, and amortization schec 'les were
ordered. Preliminarily implemented expenses were to bt trued-up
upon final acticon by this Commission. Staff has completed its
review of the company’s study and this is its recommendation for
final action. (LEE)

STAFF ANALYSIS: The purpose of t..is study is to determine and
provide for the appropriate depreciation rates, recovery schedules,
and amortization schedules for FPL’s production, transmission,
distribution, and generzl plant. Staff has completed its analysis
and review of the company’s depreciation study and is recommending
revisions to the preliminary approved rates.

ISSUE 2: What should be the implementation date for the
recommended rates and recovery/amortization schedules?
RECOMMENDATION: Staff recommends approval of the company's
proposed January 1, 1998 date of implementation for the new
depreciation rates and recovery/amortization schedules. (LEE)
STAFF AMALYSIS: Company data and related calculations abut the
Janvary 1, 1998 date. This is the recommended date of
implementation, being the earliest practicable date for utilizing
the revised rates and recovery/amortization schedules. Staff

therefore recommends approval of the company’s proposed January 1,
1998 implementation date.
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ISSUE 3: Should any reserve allocations be made?

RECOMMENDATION: Yes. Staff recommends the reserve allocations
shown on Attachment A, pages 11-20, to correct the quantified
reserve deficiencies. These allocations relate to the additional
depreciation and nuclear amortization expense recorded in accord
with Order No. PSC-96-0461-FOF-EI, issued April 2, 1996, the
accumulated reserve adjustments attributable t interest
synchronization related to investment tax credits (IT s) recorded
in accord with Order No. 16257, issued June 19, 1 46, and the
additional depreciation expense recorded in accord with Order No.
PSC-98-0027-FOF-EI, issued January 5, 199%8. (LEE)

STAFF ANALYSIS: This study affords staff and the company the
opportunity to review the reserve status of all production sites
and all transmission, distribution, and general nplant accounts to
determine the need for corrective reserve measures. Due to the
effects reserve transfers may have on jurisdictional separations,
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 allocations
discussed below and shown on Attachment A, pages 11-20, address
major imbalances generally brought about by transfers associated
with the unitization of certain production plants and past mis-
estimates of life and salvage factors.

By Order No. PSC-96-0461-FOF-EI, in Docket No. 950359-EI, FPL
was authorized to record additional depreciation expense of $175.3
million for Nuclear Production and $60.3 million for Other
Production to correct reserve deficiencies. As part of this
current filing, the company has proposed the allocation of that
additional expense to specific accounts. The theoretical reserve
calculations and the expense allocations are in line with those
utilized by staff and are acceptable. The allocations are shown on
Attachment A under the column heading “Reserve Allocation Docket
050359-EI”. Staff recommends these allocations be approved,

Additionally, as part of this current filing, FPL calculated
additional reserve deficiencies for its steam and nuclear
production accounts in the amount of $198.8 million ($51.1 million
for nuclear and 5147.7 million for steam). FPL has proposed that
these deficiencies be corrected by Order No. P5C-98-0027-FOF-EI,
the Plan, in Docket No. 970410-EI. This order authorized the
company to correct reserve deficiencies resulting from an approved
depreciation study order. By Order No. PSC-98-0901-PCO-EI iasued
in this proceeding granting preliminary implementation of FPL’s
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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 reserve deficiencies and should be used
before correction pursuant to the Plan. First, b rder No. 16257,
the Commission decided that depreciation reserve ad ustments should
be used to offset revenue requirements associated w th the interest
synchronization of investment tax credit (ITCs) until base rates
were changed. In accord with this order, FPL has been accumulating
reserve adjustments attributable to ITCs to 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
last depreciation rate proceeding in Docket 931231-ElI, those
accumulated amounts were subject to reallocation to specific
accounts. However, by Order No. PSC-94-1199-FOF-El1, the Commission
decided that these ITC monies should continue to accumulate in a
bottom-line reserve with disposition to be determined at a later
date. The on-going monthly adjustments of $171,785 have therefore
continued to be recorded. As of January 1, 1999, the accumulated
ITC amount will be 518,633,612 on a Systcm basis. Staff recommends
that this amount be allocated to help correct the reserve
deficiencies quantified and identified on Attachment A.

Second, as part of Order No. PSC-96-0461-FOF-EI, FPL was
authorized to record an annual $30 million in nuclear amortization
expense, beginning January 1, 1996. The expense amount was final;
however, the account(s) to which the accumulated amount was to be
booked remained subject to determination by the Commission in a
future proceeding such as a generic stranded cost docket. As of
January 1, 1999, the company will have recorded $90 million 1in
additional nuclear amortization. Because there has been no
stranded cost docket opened, staff believes the appropriate action
is for this expense amount to be allocated to the reserve
deficiencies quantified in this proceeding. The company will
continue to record the annual $30 million as nuclear amortization
with disposition to be determined by the Commission in a future
proceeding such as stranded costs or the company’s next
depreciation study.

After allocation of the accumulated 518.6 million of ITC
monies and the 590 million in nuclear amortization to correct the
reserve deficiencies, there remains $90.2 million in deficiencies
that need to be corrected. Staff therefore recommends that this
correction be made pursuant to the Plan approved in Order No. PSC-
98-0027-FOF-EI.
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ISSUE 4: What are the appropriate depreciation rates and
recovery/amortization schedules?

RECOMMENDATION: The staff recommended 1lives, 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 $679 million, based on actual
January 1, 1998 investments. This represents a decrease of about
$2 million as compared to the effect from rates pre _iminarily

ordered. Expenses should be trued-up according y. For
information, the preliminary implementation resulted i an annual
increase in expense of about $25.5 million. (HOLROYD, LEE, SWAIN)

STAFF ANALYSIS: Staff’s recommendations are the result of a
comprehensive review of the company’s submitted study. Attachment
B, pages 21-30, shows a comparison of rate components (lives,
salvages, and reserves) betwecen those approved on a preliminiry
basis and those recommended by the company and staff for final
action. Attachment C, pages 31-41, shows the estimated resultant
annual expenses. Reserve positions have been restated to reflect
the corrective action recommended in Iasue 3,

As a result of the review and analytical process, FPL has
agreed with the staff on all life and salvage parameters for each
production plant and each transmission, distribution and general
plant account. This is denoted by the company’s revised proposal
shown on Attachment B.

A summary of the changes based on January 1, 1998 investments
resulting from the recommended depreciation rates and
recovery/amortization schedules which are shown on Attachment C are
as follows:
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[Functional classification | ()
Production (936,119)
Transmission (664,325)
Distribution 0
General 26,187
General Plant
Amortization 0
Recovery Schedules (359,473)

Total Change in Annual Expenses {1,933,730)
Over Preliminar roved

The most significant changes in expenses are seen in the area
of production plants and transmission accounts.

Producticy

FPL’s mechanized property record system affords it the ability
to provide in-depth stratified information for the assets in an
account at a specific unit. A generating station, or a generating
unit, can be locked at as a box containing an asscrtment of various
types of assets which can be expected to experience varied service
lives, Stratification is the determination that this account at
this unit has so many dollars of pumps, piping, rotors, ot
structurcs, etc., with each of these strata expected to have a
certain service life. The life of the account can then be arrived
at by compositing expectations of the various strata.

The company’s projections of lives for the various strata, and
of expected interim 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 overall change in planning for the plants operating at the
prese.t time. Significant changes have come from repowering plans
for the Ft. Myers and Sanford sites, and from experience gained
from installations of new technologies.

The Ft. Myers Units are scheduled to be back in service by
year-end 2001 after repowering, and the Sanford Units are expected
to be returned to service by year-end 2003. The repowering
projects will increase the name plate ratings from 558 MW to 960 MW
for Fr. Myers and from 586 MW to 960 MW for Sanford.

- B
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For the retirements associated with each repowering project,
FPL’s proposal for recovery by end-of-year 2071 for Ft. Myers and
end-of-year 2003 for Sanford are in line with current planning.
The recommended recovery schedules are designed to recover the
associated net investments over the remaining service periods of
3.5 years and 5.5 years, respectively.

This current study recognizes changes seen i the service life
expected from certain installations which incorporate leading edge
technologies. For example, a six year replacement interval was
previously associated with the transition nozzles in the combined
cycle units at the Martin Plant Site. With this filing, a five
year replacement interval is established for these nozzles. The
change is a result of the company’s experience with the performance
of this technology in this setting, including the hours of
operation which result from dispatch of the particular unit. In
general, the units have performed with better heat rate and have
been utilized more than was expected before the units came on line.

For the nuclear units, staff notes that a decision whether or
not to seek life extension may need to be made prior to the time of
filing of the next depreciation study, at least in the case of the
Turkey Point nuclear generating units. At present, license
termination is scheduled for 2012 for Turkey Point 3, and the
following year for Unit 4. Both the recovery of inveatment for
plant equipment, and the decommissioning p-ovisions, become
critical when a shutdown date is firmed up, or when it is delayed.
FPL should notify staff, in a timely manner, of any decision in
regard to these matters so appropriate recovery can be addressed.

Transmission and Distribution

The life and salvage parameters FPL proposed for the accounts
in these functions were conservative. Many of the accounts 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
activity. For the remaining accounts, the proposals reflect a move
more in line with the range of industry expect.tions.

Differences between recommended life values and those approved
on a preliminary basis exist for Easements (Account 350.1), Station
Equipment (Account 353), Poles and Fixtures (Account 354), aud
Roads and Trails (Account 359). These accounts have experienced
insufficient retirement activity to perform any meaningful
statistical analyses. Recommended remaining lives and salvage
values are therefore based on judgement and industry expectations.

= TP
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General Plant Amortization

FPL has proposed expanding the amortization 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. Sub:2quent additions
will be maintained by vintage and amortized acc .rdingly. These
accounts represent minor investments of numerou items that are
difficult to track or trace. On a going forward basis, each
vintage year’s additions associated with each account will be
amortized over a like period of time. The use of amortization is
acceptable and in line with staff’s efforts to simplify the

depreciation study process, where possible.




" DOCKET NO. 971660-EI
DATE: Movember 19, 1998

ISSUE 5: Should the current 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?

RECOMMENDATION: Yes. The current amortization of ITCs and the
flowback of excess deferred income taxes (EDIT) s!suld be revised
to match the actual recovery periods for the relate property. The
utility should file detailed calculations of tr.e revised ITC
amortization and flowback of EDIT at the same time it files {ts
surveillance report covering the period ending December 31, 1998.
(C. ROMIG)

STAFF AMALYSIS: 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 flowback of EDIT in
order to comply with the normalization requirements of the Internal
Revenue Code (IRC, and underlying Regulations (REGs) found in
Sections 46, 167, and 1€8 and 1.46, 1.67, and 1.68, respectively.

Section 46(f) (6), IRC, states that the amortization of ITCs
should be determined by the period of time actually used in
computing depreciation expense for rate making purposes and on the
regulated books of the utility. Since staff is recommending 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 1.46, IRC and REGs, respectively.

Section 203(3) of the Tax Reform Act of 1986 (the Act)
prohibits rapid 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 written 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 25-14.013, Florida Administrative Code.

staff, Internal Revenue Service, and independent ocutside
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 in regard t-
normalization. Therefore, staff recommends that the current
amortization of ITCs and the flowback of EDIT be revised to reflect
the approved remaining lives. 1In order for there to be a clear
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audit trail, a prudent utility will revise ITCs and EDIT
amortization and produce work papers to show how the revisions were
made.

ISSUE 6: Should this docket be closed?

RECOMMENDATION: This docket should be closed i{f no person, whose
substantial interests are affected by the proposed action, files a
protest within the 21 day protest period. (PAUGH)

STAFF AMALYSIS: At the conclusion of the protest period, if no
protest is filed, this docket should be closed.
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1997 DEFRECIATION STUD
CONMTANISON OF EXFENEES

[T CURNENT AFPROVED | COMPANY REVISSD PROPOSAL] | STATY NECOFMRNGATIOF |

198 CiANGE
EEEINVE RATE EXIFENBES BATE CXFINELS RATE EXIFIN X3 EXFIEST

" I~ i ™~ " ™~ L] I
3Ti4.0e8 * 348,834 333,996 233,386 113,630
41303 * %107 3,007 oaT  (Lisoy
31884 ¢ 40373 Wwary s L (TEE
344,383 ¢ Iroae 0ATS 20,5 3,840
4388823 - 5304 293389 T98 888 {122,038
49 318 a3 18,941 LT LL.TT 1L.7T9T (LT 2]
408,348 - Lo 33,380 23 11473 13 11478 (13,708
4312139 = as LT a8 142,604 as 141,808 (37,043
soa188s * 74,349 s 40,987 as 40,987 RasLn
5.7T1843 ¢ 18,359 207,038 207,008 1108.334)
BLETT ¢ as 44,438 a1 33470 21 33470 11,18
TR 8L ¢ &1 74358 s 43,033 Y 43233 30,533
7175314 ¢ a4 s, s Blesl4 as B16614 (LE2B44§
o8 a4 10,041 33 2,51 a3 82,8531 arsn
38,748 3 -3 . 13 vou .
1

84,083 as as a8 2848228
57,880 * | is 7,81 as 7831 “ 7,831
#7900 *| ar 312,073 FIET- ] alaore
351,908 4.3 348,138 43 343,138 43 344,138
4,180 4“4 __#a 313 “4 _ 84313 4 84,313
LeaTA19 = 2,487,708 L5887, 768 1887, T68
4.084,7TH *| 1w 191339 + X ] 191,339 EE ] 191339
63,183,933 * 40 3,348,597 3,348,557 4“0 1348897
30381839 * s 2349848 45 2,349,848 a8 21,340 848
8.048.47T8 = a3 389,551 43 289,551 43 289,851
__3p3aTT ¢ s 1Ao7 s o304 L 103,074
104,613,194 = 6,140,129 6,149,139 8,149,139
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| 144,188
| 114,578
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[ICURRERT APPROVES |  COMPANY EEVINED PROFOSAL] [ TANT MICOMMSSOATIOE o
11
INVESTMEXT EESERVE RATE CXFENEES RATE EXrEEszs RATE CXreaaes ExrEnas
ACCOUNT " - ~ 1] ™ " ™~ ) i
. Lesderdake Ve 8 | Reprweewd]
341 Blrerierss sad lmpreremasts 21.847,727 1,079,943 33 #2398 i3 3391 e I04
343 Fual Halders, Praducers & Acrvessries 48,700 17398 an Leve A 31098 31808
343 Prime Mevers 144, M0 68T 38,033,171 548,133 6.6 #.542,133 o8 9,540,133
344 Gansrstors 24,086,360 5,303,424 rr X 74,448 ¥14 400
348 2349, 703 5301478 a3 B34, 400 43 34,409 34,489
b4l Miss Pewss Plaat Bgulpoeent _i,TE3 518 pEEN- S AT Te 13 A TH 131,378
TS ) (TS CTOTame aali3aee. B L ateod AR
=y
341 Brestuivs sad lmpreremanty w0 D61 842 10,038 671 a4 1,763, TS LA 1, TED. TS TE1. Tea
343 Fesl Baldars, Pradesers & Accsssaries 2512818 TELTEA 4.1 144,017 il 144007 000 41 144017
343 Primne Movers 34,819,980 132,434,790 10.0 344199 10.0 3,461,998 0.0 1,998
343 7 Blestris Equip 1 A4 ATE011 1,183,943 6 188 234 1 168,324 18 8,334
148 Miss Fewsr Fas) Eqsipmest 4,079,523 1 D08, 545 TS 208, 78 308,964 208,964
TOTAL 84980973 3347, TOO 1,543,080 5.843,080 LR LN 1)
Mastin Combdned - Unit 3
34 Bt ures bad Lmprevemants 14T, 931 83878 33 (2 =] i3 &l 283 3 4303
343 Trel Balders, Frodusers & Ascessariss 84T I8 ITT 4 43,495 49 42493 an 43,490
341 Frisms Mevers 149 0513 433 23 B350 000 | & B3, TTY L &) BE33.TTY L % LEFATT
344 Gemarsten I4.ATE.IE0 4,181,038 40 TROTE 40 TROTE 40 RO
348 Assssssry Dlestria Equipessst 19,009,743 4,438,383 70 1,334,883 1.0 1334583 1.0 1,334,843
348 Miss Swwsr Flaat Equipmeat ____=LTe 136343 LR 38,098 L= 33,003 L= 33,098
TOTAL 194,414,080 23,551,904 10,978,811 10,978,811 18 9T8.811
O Matin Combined - Ualt 4
=3 343 BMrertares sad Lmprevsments 1LATE. ¥ 613,308 a4 &1 818 14 63018 a4 118
343 Fusl Balders, Produsers & Acesssaries 523,03 116,871 &7 20,708 T 30,708 a7 20,708
343 Prisss Mawers 144,937,537 27.303,783 (1 THT1584 3 TITLSA s T.HT1. 564
244 Gamsrnt ey 9363818 4512830 40 1,170,553 40 1,170,553 4.0 1170883
348 Ascsssary Dastris Equipmsast 15,199,887 3538839 7.1 1,079,178 71 1,0T,178 7.1 1,079,178
344 Miss Fewsr Plast Equipssest = ﬁ = ._m.__u. T 3L Ees (%] & Em. T 21884
. Mysre-Ses Turkiase
4] Mrecinres sed L psersments 3,648 581 3,384 448 o8 I9,16% o8 9,189 os e
343 Fual Habdars 2804 304 T AN1308 22,771 7T 1.3 32771
343 Frime Mewees 21,008.351 28180418 210,163 183 1.0 210,183
o4 Gumsrntor 18,516,291 14,674,339 218,811 13 18,8 13 8811
343 Ascessary Dewtiie Equlp. 3,74 E34 3aTa 834 0,384 Le 63,554 1Lé 0,354
R ) 1 e e TP ] i
TR
It Landerdaie Gas Turbines
341 Presteses sad e provsmants BAST S04 3,440,728 a8 FLXRE] A JhH 448 44 FIT RS
3432 Fusl Relders 1,074,848 1,032.307 B33 TA1 o 7,833
343 Prims Mevers 51,120,601 44 590277 13 w4 14 a4 5L 1 LR ]
344 Cemarsisr 18,347,579 1T ATT AT o4 72,250 T o4 2990
348 hsvssssry Dleetris Eyutp. 4,512,397 4,007309 1Ls 67,084 18 7484 1 ST 084
RN R AN COTIEMATN LA 30
a0

el
343 Prime Mo 82,603 774,704 [-% ] [-E | 413 w412
Jd4 Gensrsior 1.045,188 T4LETE o3 31,134 23,134 o3 FERE
348 Asesssary Electris Equip. 3,348,178 2.841.582 ER AP a8 .“_u...si s LI )
-
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