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BEFORE THE FLORI DA PUBLIC SERVICE COMMISSION 

In re: 1997 depreciation study 
by St . Joe Natural Gas Company , 
I nc . 

DOCKET NO. 980103-GU 
ORDER NO. PSC - 98- 1686-FOF-GU 
ISSUED : December 10 , 1998 

The f ollo wing Commissioners partic ipated in the disposition of 

t his matter: 

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

JOE GARCIA 
E . LEON JACOBS , JR. 

NOTICE OF PROPOSED AGENCY ACTION 
ORDER REVISING DEPRECIATION R8TES FOR 

ST . JOE NATURAL GAS COMPANY , INC. 

BY THE COMMISSION: 

NOT I CE is hereby given by the Florida Public Service 

Commission that the action discussed herein is preliminary in 

nature and will become final unless a person whose interests are 

substantially affected files a petition for a formal proceeding , 

pursuant to Rule 25- 22 . 029 , Florida Administrative Code. 

By Order No . PSC-94 - 0150- FOF-GU , issued February 7 , 1994 in 

Docket No. 921337-GU, St . Joe Natural Gas Company , Inc. ' s (St . Joe 

o r the company) current depreciation rates were approved with an 

effect ive date of January l , 1993. Purs uant to Rule 25-7. 0 45 , 

Florida Administrative Code , the company filed its regular five 

year comprehensive study on January 14, 1998 , for our review. 

A review of the company' s current capital recovery position 

indicates the need to revi se t he c urrent depreciation 

rates . Pursuant to Rule 25-7.045(8) , Florida Administrative Code , 

gas companies must file a comprehensive depreciation study at least 

o nce every five years . The company filed the current study in 

keeping with this rule. Changes since the last study brought about 

by act i vity and company planning indicate the need to revise 

currently prescribed depreciation rates . We find the company' s 

proposed January 1 , 1998 , date for implementation of the new 

depreciation rates to be reasonable . The company has provided data 

a nd related calculatio ns abut ting its proposed imple mentation date 

of J anuary 1, 1998 . 
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The company ' s initially p roposed remaining service lives 

represent the difference between each account ' s average service 

life and its average age . This implies all investment retiring 

simultaneousl y , with no o ngoing r e tire me nts . Such a pattern of 

e xpected retirements (curve shape , retirement dispersio n , o r 

mortality dispersion ) represents an idealized situation where the 

e qu i pment is so designed and manufacture d as to live e ff icient ly 

until the precise year the company dete rmined replacing equipment 

was ready . In reality , there is no plant type where the company 

has such full control over retirement . The most similar example 

would be heavy trucks o r trailers , where mainte na nce problems and 

accidents can modi fy the pattern. 

In selecting a curve shape , Commissio n practice has been to 

work fro m a verages , modifying the average as necessary for any 

pec u 1 ia ri ties of t he given company . The fundamental premise is 

t hat a similar plant type , used in a similar fa s hion , will have the 

same curve shape . 

Certain patterns of activity will c hange the c urve shap e . 

High retire ments and/or high growth tend to increase ea rly 

retirements . A stagnant situation has the opposite effect . Plant 

s ubject to theft , damage , o r public requirements can be e xpected to 

have a greater i nciden t o f i nfant morta lit y than similar plant in 

a rural o r small town setting . 

As a result of the comprehensive review of the company ' s 

submitte d study, an agreement was reached with St . Joe on all life 

and salvage parameters for each a ccount . In many instances the 

recommended remaining life simply reflects an update of activity 

since the last study. 

Distribution Plant 

Account 375 , Structures and Imoro vements : We find the company 

propo sal to continue with a 40- year average service life and a 5% 

net sal vage reasonab le and in line with industry expectatio ns . 

Using the curren t age of 13. 6 years with an S3 c urve that was 

appro ved in the last review, a remaining life of 2 6 years results . 

Account 376. Mains - Steel : The company' s proposal to continue the 

c urrently approved 40-year service life a nd net salvage of negative 

30% a re i n line with industry estimates and are acceptable t o 

staff . With an average age of 7 . 2 years at December 31 , 19 97 , a nd 
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continue d use of an S3 curve , a remain i ng life o f 33 years resul t s . 

Account 376 , Mains - Plas t i c : We accept the company pro po sa l t o 

continue us i ng a n average servic e life of 40 years and net salvage 

o f negative 30% as being reasonable and in line wi th indus try 

e xpecta tio ns . While the 1993- 1997 a c tivi t y sho ws a ne t s alvage o f 

approximately negative 5%, it is based on one retirement amounting 

t o l ess than 1% o f the plant investment. We therefo re conc ur i n 

t he use o f a negative 30% net s alvage , whi c h i s t ypical o f t he 

i nd ustry . Us ing an S3 c urve , as appro ve d i n t he las st udy , wiL h 

an average a ge o f 10 . 7 yea r s , produces an ave rage remaining life o f 

29 years . 

Accoun 378 , Measuring and Regulat i ng Eguipmeot - General: All 

re t irements included in this account during the study period were 

made to reconcile the plant balance to a physical inventory . 

Continued use of a negative 5% appears reasonable and is 

acceptable . Use of an R3 curve with an average service life of 35 

years , as approved in the company ' s last depreciation review, also 

appears reasonable and is compatible with other companies i n 

florida. We employed t hese parameters wi th an average age o f five 

years in the resulting 30 year remaining life . 

Account 379, Measuring and Regulating Equipment - Cit y Gate : This 

account was established in 1992 . A review of the account activity 

i nd icates there have been no retirements since the last study and 

the a ccount has reached an average age of 5 . 7 years . We find that 

an S3 curve , an average service life of 35 years , a negative 5% net 

salvage, and an average age of 5.7 years , results in an average 

remaining life of 29 years which is reasonable. This is consistent 

with industry expectations. 

Account 380 , Services - Steel : This account has had no additions 

since 1985 with increasing retirements through 1994 due to t he 

company upgrading cathodic protection by inserting plastic pipe in 

the steel and retiring the steel . Annual retirements recorded for 

the years 1995- 1997 amount to less than half of the annual 

retirements previously incurred . The retirement rate averaged 3.5% 

during the 1993 - 1997 p eriod with 1995-1997 averaging 1 . 5 %. Thi s 

~~Livi l y i s cons istent with an S J c urve and 30-year average s e rvic e 

life. Using an account average age of 27 . 1 years results in an 

average remaining life of 8.8 years . 

Removal 
approximately 

costs 
8% of 

incurred for the 1993-1997 period 
the retiremen ts , significantly below 

are 
the 
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industry a verage of negative 40+% net salvage . We find that 

continuing the currently approved negative net salvage of 25% is in 

line with labor and material estimates required to abandon a 

typical service line . 

Account 380 , Services - Plastic : Continuation of the currently 

approved S2 c urve and 30 year average service life is recommended , 

based on average expectation for the industry . Using the current 

average age of 8 . 5 years , a remaining life of 22 years results. 

Based on company estimates of labor involved with cuLting a nd 

capping required to abandon a typica l plastic service , a negative 

21% net salvage results. 

Account 381 , Meters: Under Rule 25-7 . 0461 (6) , rloridd 

Administrative Code , the addiLion and retirement of meters should 

be accounLed for as cradle-to-grave. The meter is capitalized upon 

initial purchase and it is retired when it is junked because it can 

no longer perform metering functions . All costs associated with 

meter change-out and refurbishment are expensed. There is nothing 

in the current study to indicate the need for a change from the 

currently approved R4 curve , average service life of 25 years and 

zero net salvage and their continued use is approved . With an 

average age of 12.5 years , a remaining life of 12.8 years results . 

Account 382 , Meter Installations: A meter installation is only 

retired when a meter is removed from the location and no new meter 

is installed or when service through a meter is cut off . The life 

of meter installations , as a result , is similar to the life o f 

services. Therefore, we find that continued use of the currently 

approved S2 c urve, average service life of 30 years and net salvage 

of negative 5% is reasonable. With an account age of 18.7 years, 

a remaining life of 13 . 4 years results. 

Account 383 , RegulatorS: As with the Meters Account , cradle- to­

grave accounting is used for this account . The currently approved 

average service life of 30 years , R4 curve shape and zero net 

salvage are typical for gas companies in Florida and are 

reasonable . With an average age of 7. 6 years , the resultant 

remaining life is 22 years. 

Account 384, Regulator Installation: The accounting treatment for 

r-egulator installations is t he same as that for meter 

installations . We find the continuation of the currently approved 

S2 curve with an average service life of 30 years , a net salvage of 
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negative 5% , an account age o f 15 . 7 years , and a rema i ning life of 

15 . 5 years to be reasonable. 

Account 385 , Industrial Measurement and Regulating Eguipment : 

There has been very limited retirement activity indic ated i n this 

account . Continued use of an average service life of 30 years wi t h 

an S4 curve and a negative 5 % net salvage is reasonable . With an 

average age o f 5 . 8 years , a remaining li fe of 24 years results. 

Account 387 , Other Eguipment: Company reports for this account 

indicate no r etirement activity from the beginning o f 1993 through 

the e nd of 1997. Considering the lack of retirement a ctivity , wt 

find thal continuing with the current ly approved S4 c urve with an 

ave r age servic e life o f 1 5 years and zero net salvage is 

reasonable . With an average age o f 6 .1 years , the remaining life 

is 8 . 9 years. 

General Plant 

Account 390 , Structures and Imorovements : There was only one 

retirement indicated in this study period and that was sho wn as a 

1994 entry . The company stated that the retirement was made to 

reconcile to a physical inventory of the account. We find 

conti nued use of the square wave curve with an average service 

1 i fe of 2 7 years and a negative 5% net salvage as currently 

approved is reasonable . An account age of 10.9 years produces a 

remaining life of 16 . 1 years. 

Accoun t 391 .1 , Office Furniture: We find that an average service 

life of 2 0 years, use of the S2 c urve shap e , and a zer o net 

salvage , which are in line with industry expectations a nd are 

reasonable. A remaining life of 11 . 8 years is also reasonable 

based on the account age of 8.6 years. 

Account 391.2, Office Devices : We find that the company should 

continue to use the currently approved Sl curve, 5% net salvage and 

8 year average service life. Using these parameters wi th an 

account age of 3 .1 years , a remaining life of 5.3 years is 

reasonable. 

Account 391 . 3 , Computers: The currently prescr i bed depreciation 

rate was based on an 8 year average service life with an S3 curve 

and 0% net salvage . We find that the company should continue their 

u se with an average age of 2 .0 years and a remaining life of 5 . 3 

years. 
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Account 3 92 , Transgortatio n Eguigment: The company agreed that 

continua tion o f c urrent underlying parameters is warranted by l a c k 

o f conLrary i ndicat ions . The r efor e , we find that the service li f e 

o f 8 years , an 5 2 curve , and a 10% net salvage a r e r e a sonable . 

With the c urrent average age of 4 . 1 years , a remaining life o f 4. 2 

years results . 

Accou n t 394 , Tools Shog and Garage Eguigment : Of the retirements 

booked to t his account betwee n Janua ry 1 , 1993 , a nd Decembe r 31 , 

1 997 , approximately 96% were booked in 1993 . This appears t o be 

t he res ult o f a physical inventory accomplished in 1993 , the ne ed 

fo r whi c h was recognized during the review of t he previo us 

depr eciat ion study. The b alance of the retirement activity d oes 

not support a change i n the currently approved parameters . We 

therefo re find that continued use of the S3 curve , 20 year average 

se rvic e life , and zero net salvage to be reasonable. Use of an 

average age of 11.8 years r esults in a remaining life o f 8 . 7 years . 

Account 396 , Powe r Ogera ted Eguigment : We find that for this 

account, continuation of t he current average service life of 15 

years, S4 curve , and zero net salvage is reasonable. Using these 

parameters with an average accoun t age of 4. 2 years produces a 

remaining life of 10.8 years . 

Account 397 , Communication Eguigment: A review of the a ccount ' s 

activity indicates that the S3 curve, 15-year average service life, 

and zero net salvage remain appropriate . With an average age of 

6 . 8 yea r s a nd the above parameters, the remaining li f e is 8 . 3 

years. 

Account 398 , Miscellaneous Eauioment : The balance in this account 

remains at zero . We find a whole life rate based o n a 20 year 

service life and 0 % net salvage for any equipment purchases whic h 

may be c apitalized and -recorded i n this a c count are reasonab le . 

Ta xes 

Previous ly in this Order , we have f o und revis i o ns to t he 

company ' s remaining lives , to be effective January 1, 1998. 

Revising a utility's book depreciation lives generally results in 

a change in i ts rate of inves tment tax c redit (ITC) amortization 

and flow back of excess deferred income taxes (EDIT ) in order to 

comply wi th the normalization requ irements o f the Internal Revenue 

Code (IRC) and underlying Re gulations fou nd i n Sections 46 , 167 , 

and 168 a nd 1.46, 1.67 , and 1. 68 , respectively. The c urrent 
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amor tization of ITCs and the flow back of EDITs s hould be revised 

to matc h the actual recovery periods for the related property. The 

utility should file detailed calculations of the revised ITC 

amortization and flow back o f EDIT at the same time it files its 

s urveillance report covering the period ending December 31 , 1998 . 

Section 46 (f) (6) , IRC , states that the amortization of ITC 

should be determined by the pe riod of time actually used in 

computing depreciation expense for rate making purposes and on the 

regulated books of the utility. Because of the change in remaining 

lives ordered herein , it is necessary to change the amortization o f 

ITC . 

Section 203 (3) of the Tax Reform Act of 1986 (the Act) 

prohibits rapid flow back of depreciation related (protected) EDIT. 

Further Rule 25-14.01 3, 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 . 

Therefore , the Act , SFAS 109 , and Rule 25- 14 . 013 , Florida 

Administrative Code , regulate the flow back of EDIT. Therefore , we 

find that the flow back of EDIT must be adjusted to comply with the 

ACT, SFAS 109 , and Rule 25- 14012 , Florida Administrative Code . 

The Commission, the 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 a nd to determine the intent of the regulato ry 

bodies in regard to normalization. Based on our regulatory 

authority , we find that the current amortization of ITC and the 

flow back of excess depreciation must be revised to reflect the 

approved remaining lives . In order for there to be a clear audit 

trai l , a prudent utilitr will revise ITC and EDIT amortization and 

produce work papers to show how the revisions were made . 

Based on the foregoing , it is 

ORDERED by the Florida Public Service Commission that the 

depreciation rate components a nd amortization schedules for St . Joe 

Natural Gas Company, Inc . shall be revised, effective January 1, 

1998 , as set forth in the body of this Order and in Attachment A to 

this Order , which is incorporated herein by reference. It is 

further 
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ORDERED that the provisions of this Order , issued as proposed 

agency action , shall become final and effective unless an 

appropriate petition , in the form provided by Rule 25-22 . 036 , 

Florida Administrative Code , is received by the Director , Division 

of Records and Reporting , 2540 Shumard Oak Boulevard , Tallahassee , 

Flo rida 32399- 0850 , by the close of business on the date set forth 

in the "Notice of further Proceedings or Jud i cial Review" attached 

hereto . It is further 

ORDERED that in the event this Order becomes final , this 

Docket shall be closed. 

By ORDER of t he Florida Public Service Commission this lQ1h 

day o f December , ~-

BLANCA S . BAY6 , Director 
Division of Records and Reporting 

By: 

(SE AL ) 

LJP 

NOTICE OF FURTHER PROCEEDINGS OR JUDICI AL REVIEW 

The Florida Publi c Serv ice Commission is required by Section 

120.569(1) , Florida Statutes , to notify parties of any 

administrative hearing o r judicial review of Commission o rders that 

is a vailab le under Sections 120 .57 or 120.68 , Florida Statutes , as 

well as t he procedures a nd time limits that apply . This notice 

should not be construed to mean all requests f or an administrative 

hearing or judicial review will be granted or result in the relief 

sought. 

Mediatio n may be available o n a 
mediation ~s conducted, iL does noL 
interested person ' s right to a hearing . 

case-by-case basis . If 
uff ct cl subs L<m l JJy 
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The action proposed herein is preliminary in nature . Any 

person whose substantial interests are affected by the a ction 

proposed by this order may file a petition for a formal proceed ing , 

in the form provided by Rule 28 -1 06 . 201 , Flo rida Administ rative 

Code . This petition must be received by the Director , Division o f 

Records and Reporting , 2540 Shumard Oa k Boulevard , Tallahassee , 

florida 32399- 0850 , by the c l ose of business o n December 31 , 1998 . 

In the absence of suc h a petition , this order shall become 

e ffective o n t he day s ubsequen t to the above date. 

Any objection o r protest filed i n this docket before the 

issuanc e date o f this order is considered abandoned unless it 

sa tisfies the foregoing conditions and is renewed within the 

specified protes t period . 

If this o rder becomes final and effective o n the date 

described above , any party substantially affected may request 

j udicial review by the Florida Supreme Court in the case of an 

electric, gas or telephone utility or by the First District Court 

o f Appeal in the case of a water or wastewater utility by filing a 

notice of appeal with the Director, Division of Records ~nd 

Reporting and filing a copy o f the notice o f appeal and the filing 

Lee with the appropriate court . This filing must be completed 

wi thin thirty (30) days of the effective date of this order , 

pursuant to Rule 9.110 , Florida Rules of Appellate Procedure . The 

notice o f appeal must be in the form specified in Rule 9 . 900(a) , 

Florida Rules of Appe llate Procedure . 
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AVUAO& 
UIIADIDO 

LaS 

ACCOUJn' fl'U·I 

iOAS DIIITitDtJTIO. 
375.0 ~ •1-.paou 

_ .. 
36.0 

376.0 Malaa . .... 23..0 

376.0 llalu . ~ 29.0 

37a.o .... S4pl,....t . o-.1 ao.o 

379.0 .... ~ ..... t . City Gate 29.0 

aao.o a..s- . ateea ••• 
aao.o a..s- . PluUc 22.0 

3a1.0K- u.a 

aa:z.o Kt~ta laYtallatSo .. 13.4 

3a3.0 Jteplaton 22.0 

3a4.0 Jteplaton laYtallatioa 15.11 

aas.o .... &otu.-t . ~ 24.0 

3a7.0 OtUr &ca'lli~ a .9 

Pl.urT 
390.0 ~ •1-.paou -a 16.1 

391.1 om- hndtan u .a 

391.:t otBoe Kech'- 5.3 

391.3 C..pwtan 6 .0 

39:2.0 T-..atatSoa Jl1tllp.-Can • ,....... 4.2 

394.0 Toola, allop, • 0arace S4pi,....t •. 7 

396.0..._~....,_._ 1o.a 

397.0~.,..., ... a .3 

398.0 liMe. S4pl,....t 20.0 

ATTACHliENT A 
PAGE 1 OF 2 

COIIIIIUIO. APPilOVItD 
UMADrDfO 

JIST LaS 

MI. VAG& aaatVZ IIAft 

1%1 1'1'.1 l'l'.l 

15.0f 39.04 2.5 

130.01 23..01 3.2 

130.01 34.U 3 .3 

15.0f 14.34 3.0 

15.01 17.:116 3 .0 

12S.Of 10.11 4 .0 

I:U.Of 34.65 4 .4 I 0 .0 4a.79 4 .0 

15.01 M .4a 3 .a 

o .o 23.33 3.5 

15.01 36.96 4 .4 

15.0f 17.65 3.6 

0 .0 41.40 6 .6 

15.01 :116.66 4.9 

0 .0 4&40 4 .6 

a.o 32.67 u.a 
0.0 la.P 13.6 

10.0 41.0 11.5 

0.0 116.04 5.1 
0.0 19.0 7.4 

0.0 4&97 6.5 

0.0 0.00 a.o • . .,.........,.Wie .... 
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376.0 llalu . .... 33.0 130.01 :&a-01 3.3 

376.0 llalu . PIMtic 39.0 130.01 34.83 3.3 

378.0 .... a.st,...t . Oae.-tl1 ao.o 18.01 14.34 3.0 

379.0 .... a.str-t . City O.ta 39.0 ti.OI 17.:16 3.0 

380.0......_ . .... ••• l:ti.OI 90.11 4 .0 

380.0 ...,._ . Plutic no 13LOI 34.66 4 .4 

381.011--- 13.1 o.o 41.79 4.0 

312.0 11-.r Ja••'~•U... 13.4 15-01 54.41 3.1 

383.0Replatan 32.0 0.0 33.33 3 .5 

314.0 ......... l&lltallatioD 15.5 15.0) 38.96 4.4 

385.0 .... a.str-t . ~ 34.0 15.01 17.66 3.6 

387.0 OtJMo- a.str-t 1 .9 0 .0 41.40 6.6 

1'1.\ft' 
390.0 ea.-... ........ srts 16.1 j5.01 26.66 4.9 

391. 1 oeo. rv.Jtare 11.1 0.0 45.40 4 .6 

39L3 otBoe "Mill- 5.3 5.0 32.67 11.1 

39L3c-..- 6 .0 0.0 11.&9 13.6 

393.0 Tna.JI• rt ,._ a.m .. .cu..,..,..,., 4.2 10.0 4LH 1L5 

394.0 T..a.,Dep, •a...........- 1.7 0.0 N.04 5.1 

396.0 .... ()pant.M a.st...-t 10.1 o.o 19.69 7.4 

397.0 c:..-·•meta. ......... 1..3 0.0 45.97 6.5 

391.0 ...__ a.st...- :JJO.O 0.0 0.00 5.0. . .,...... ............. 
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