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 Case Background TC  "
Case Background" \l 1 
Rule 25-7.045, Florida Administrative Code (F.A.C.), requires natural gas companies to file a comprehensive depreciation study once every five years.  Peoples Gas System (Peoples or Company) filed its 2011 depreciation study in compliance with this rule.  The Company’s last depreciation review was filed in 2006, with the Commission’s approved revised depreciation rates and components effective January 1, 2007.  The Commission has jurisdiction pursuant to Sections 350.115 and 366.05, Florida Statutes (F.S.).

Discussion of Issues

Issue 1:1 TC "
 (Ollila)" \l 1 
 
 Should currently prescribed depreciation rates of Peoples Gas System be revised?

Recommendation: 
 Yes. A review of the Company’s plans and activities indicates a need for a revision to the currently prescribed depreciation rates.   (Ollila)

Staff Analysis: 
 Peoples’ last comprehensive depreciation study was filed in 2006.  By Order No. PSC-07-0125-PAA-GU
, the Commission approved revised depreciation rates and components, effective January 1, 2007.  The Company has filed this current study in accordance with Rule 25-7.045, F.A.C., which requires natural gas companies to file a comprehensive depreciation study at least once every five years.  A review of Peoples’ activity data indicates the need to revise the depreciation rates.

Issue 2:2 TC "
 (Ollila)" \l 1 
 
 What should be the implementation date for new depreciation rates?

Recommendation: 
 Staff recommends approval of the Company’s proposed January 1, 2012, date of implementation for revised depreciation rates.  (Ollila)

Staff Analysis: 
 Rule 25-7.045(6)(b), F.A.C., requires that the data submitted in a depreciation study, including plant and reserve balances or company estimates, “should be brought to the effective date of the proposed rates.”  The supporting data and calculations provided by Peoples match an implementation date of January 1, 2012.

Issue 3:3 TC "
 (Ollila, L'Amoreaux)" \l 1 
 
 What are the appropriate depreciation rates?

Recommendation: 
 The appropriate depreciation rates are contained in Attachment A.  Staff recommends retaining Account 386.00 – Other Property Customer Premise with a 15-year average service life.  Staff recommends closing Account 392.02 – Airplanes.  (Ollila, L'Amoreaux)

Staff Analysis: 
 Staff’s recommendations are the result of a comprehensive review of Peoples’ study, including staff-issued data requests.  As a result of the review and analytical process, staff believes the Company-proposed lives, net salvage percentages, and the resulting depreciation rates for all accounts are appropriate. Attachment A contains a comparison of current components and rates to staff’s recommended components and rates. Attachment B contains a comparison of current and proposed depreciation expense. Staff’s recommended rates result in a decrease to depreciation expense of $139,198.   

Account 386.00 – Other Property Customer Premise

There is no investment in this account.  Peoples proposed retaining the account in case it might be needed.  The Company also proposed an increase in the average service life from 10 to 15 years.  Staff believes that if it is possible that this account might be needed, then the account should be retained at least until the next depreciation study.  Staff believes that it is reasonable to increase the average service life to 15 years.  Staff recommends retaining this account and increasing the average service life to 15 years.  

Account 392.02 – Airplanes


Peoples stated in its study that its airplane was retired in 2009.  Currently, there are no assets in this account and the Company apparently has no plans for additional investment.  When questioned about this account in the December 1, 2011 staff report, the Company agreed that it is appropriate to close this account and discontinue any depreciation parameters.  Staff agrees with Peoples and recommends closing this account. 

Reserve Transfers

In early 2011, the Commission approved a stipulation and settlement agreement (agreement) between Peoples and the Office of Public Counsel for possible overearnings in 2010.
  That agreement included a provision that any overearnings in excess of $3,000,000 “shall be used to correct or mitigate deficiencies in the Company’s depreciation reserves as may be agreed to by PGS and Staff.”
  The amount of overearnings in excess of $3,000,000 was calculated by the Company to be $6,150,000.
  In its proposed reserve transfers in this proceeding, Peoples has included the $6,150,000 as ordered.  

Staff has thoroughly reviewed Peoples’ proposed reserve transfers (including the $6,150,000), as well as its explanations as provided in response to staff’s data requests.  The proposed reserve transfers, contained in Attachment C, are acceptable to staff. Staff notes that it monitors the Company’s reserve activity (additions, retirements, and adjustments) on an annual basis.  The annual review includes preparation and submission of data requests as necessary

Conclusion

Staff recommends that the appropriate revised depreciation rates are contained in Attachment A.  Staff recommends retaining Account 386.00 – Other Property Customer Premise with a 15-year average service life.  Staff recommends closing Account 392.02 – Airplanes.

Issue 4:4 TC "
 (Cicchetti)" \l 1 
  Should the current amortization of investment tax credits (ITCs) and flow back of excess deferred income taxes (EDITs) be revised to reflect the approved depreciation rates and capital recovery schedules, if any?

Recommendation: Yes.  The current amortization of ITCs and the flowback of EDITs should be revised to match the actual recovery periods for the related property.  The Company should file detailed calculations of the revised ITC amortization and flowback of EDITs at the same time it files its surveillance report covering the period ending December 31, 2012.  (Cicchetti)

Staff Analysis: 
As shown in Attachment A, staff has recommended approval of revised depreciation rates for the Company which reflect changes to most accounts’ remaining lives to be effective January 1, 2012.  Revising a utility's book depreciation lives generally results in a change in its rate of ITC amortization and flowback of EDITs in order to comply with the normalization requirements of the Internal Revenue Code (IRC or Code) set forth in sections 168(f)(2) and (i)(9), IRC sections 167(l) and 46(f),
 Federal Tax Regulations under the Code sections,
 and section 203(e) of the Tax Reform Act of 1986 (the Act). 
 

Staff, the Internal Revenue Service (IRS), and independent outside auditors look at a company's books and records, and the orders and rules of the jurisdictional regulatory authorities to determine if the books and records are maintained in the appropriate manner.  The books are also reviewed to determine if they are in compliance with the regulatory guidelines in regard to normalization.  Therefore, staff recommends the current amortization of ITCs and the flowback of EDITs be revised to reflect the remaining useful lives that underlie staff’s proposed depreciation rates.


Section 46(f)(6) of the Code states that “the amortization of ITC should be determined by the period of time actually used in computing depreciation expense for ratemaking purposes and on the regulated books of the utility.”
  Since staff is recommending changes to the Company’s remaining lives, it is also important to change the amortization of ITCs to avoid violation of the provisions of IRC section 46 and its underlying Treasury Regulations.  The consequence of an ITC normalization violation is a repayment of unamortized ITC balances to the IRS.


Section 203(e) of the 1986 Act prohibits rapid flow back of depreciation-related (protected) EDITs to the utility’s customers.  Further, Rule 25-14.013, F.A.C., Accounting for Deferred Income Taxes Under SFAS 109, generally prohibits EDITs from being written off any faster than allowed under the Act.  The Act, ASC 740,
 and Rule 25-14.013, F.A.C,  regulate the flowback of EDITs.  Therefore, staff recommends that the flowback of EDITs be adjusted to comply with the Act, ASC 740, and Rule 25-14.013, F.A.C.
Issue 5:5 TC "
 (Brown)" \l 1 
 
 Should this docket be closed?

Recommendation: 
 Yes.  If no person whose substantial interests are affected by the Commission’s Proposed Agency Action files a protest within 21 days of the issuance of the order, this docket should be closed upon the issuance of a consummating order.  (Brown)

Staff Analysis: 
 If no person whose substantial interests are affected files a timely request for a hearing within 21 days, no further action will be required and this docket should be closed upon the issuance of a consummating order.
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SERVICE REMAINING NET12/31/2011LIFESERVICE REMAINING NET12/31/2011LIFE

LIFELIFESALVAGERESERVERATELIFELIFESALVAGERESERVERATE

(YRS.)(%)(%)(%) (YRS.)(%)(%)(%)

37402Land Rights 320.00.003.175.059.00.021.961.3

37500Structures & Improvements 4028.00.021.902.840.027.00.032.902.5

37600Mains Steel 4025.0(50.0)50.904.040.025.0(60.0)56.054.2

37602Mains Plastic 4031.0(15.0)24.002.940.030.0(25.0)31.403.1

37800M & R General 3124.0(5.0)25.003.331.025.0(5.0)20.743.4

37900M & R City Gate 3124.0(5.0)24.403.431.025.0(5.0)20.283.4

38000Services Steel 3212.8(90.0)87.508.032.013.6(100.0)110.836.6

38002Services Plastic 3223.0(50.0)32.105.132.021.0(55.0)49.925.0

38100Meters 1611.23.022.606.616.011.15.029.165.9

38200Meter Installations 2717.4(20.0)32.805.027.016.5(20.0)46.544.5

38300House Regulators 2817.30.038.603.528.017.10.038.983.6

38400House Regulator Installation 2718.0(20.0)28.405.127.016.6(20.0)46.034.5

38500M & R Station 3220.0(3.0)34.403.432.015.70.050.913.1

38600Other Prop. Cust. Prem. 1010.00.00.0010.015.015.00.00.006.7

38700Other Equipment 169.10.047.705.716.09.90.038.016.3

39201Vehicles up to 1/2 Ton 84.010.047.4010.68.04.810.036.3611.2

39202Vehicles from 1/2 - 1 Ton 73.910.032.2014.87.03.310.048.0612.7

39203

Airplane¹

1510.575.05.501.915.015.075.00.001.7

39204Trailers and Other 208.514.051.004.120.07.120.051.494.0

39205Vehicles over 1 Ton 123.710.053.209.912.04.710.055.127.4

39000Structures & Improvements 4029.00.017.102.940.036.00.010.612.5

39100Office Furniture 158.70.033.607.615.012.40.017.436.7

39101Computer Equipment 83.10.077.707.28.03.10.061.1812.5

39102Office Equipment 158.10.043.707.015.07.80.047.706.7

39300Stores Equipment 252.40.095.601.825.02.50.089.974.0

39400Tools, Shop, Garage Equipment  156.40.061.706.015.07.80.048.196.6

39500Laboratory Equipment 2011.70.039.005.220.08.30.058.545.0

39600Power Operated Equipment 154.15.073.605.215.05.85.057.966.4

39700Communication Equipment 125.80.034.2011.412.05.00.058.068.4

39800Miscellaneous Equipment 179.80.057.704.317.07.10.058.195.9

CURRENT COMPANY/STAFF RECOMMENDED

PEOPLES GAS COMPANY

2011 DEPRECIATION STUDY

ATTACHMENT A

COMPARISON OF RATES AND COMPONENTS

Transportation Equipment

General Plant

Distribution Plant

ACCOUNT
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As of 12/31/2011As of 12/31/2011LIFE LIFE IN

INVESTMENTRESERVE¹RATEEXPENSESRATEEXPENSESEXPENSES

($)($)(%)($)(%)($)($)

37402Land Rights $2,576,369$565,7003.1$79,8671.3$33,493($46,374)

37500Structures & Improvements 18,431,7286,064,8142.8516,0882.5460,793(55,295)

37600Mains Steel 314,118,682176,078,1174.012,564,7474.213,192,985628,238

37602Mains Plastic 309,948,97297,320,0872.98,988,5203.19,608,418619,898

37800M & R General 8,624,2021,789,0553.3284,5993.4293,2238,624

37900M & R City Gate 18,849,5873,822,4623.4640,8863.4640,8860

38000Services Steel 40,331,99144,701,2978.03,226,5596.62,661,911(564,648)

38002Services Plastic 194,766,42497,222,1175.19,933,0885.09,738,321(194,767)

38100Meters 47,683,26113,902,2046.63,147,0955.92,813,312(333,783)

38200Meter Installations 42,190,61219,637,2635.02,109,5314.51,898,578(210,953)

38300House Regulators 12,215,5764,761,1813.5427,5453.6439,76112,216

38400House Regulator Installation 16,396,0447,547,5225.1836,1984.5737,822(98,376)

38500M & R Station 9,526,9454,849,7183.4323,9163.1295,335(28,581)

38600Other Prop. Cust. Prem. 0010.0 6.7 0

38700Other Equipment 3,680,9131,399,1685.7209,8126.3231,89822,086

Total $1,039,341,306$479,660,705 $43,288,451 $43,046,736($241,715)

39201Vehicles up to 1/2 Ton $8,097,623$2,944,14710.6$858,34811.2$906,934$48,586

39202Vehicles from 1/2 - 1 Ton 5,315,8532,554,81914.8786,74612.7675,113(111,633)

39203Airplane 001.901.700

39204Trailers and Other 270,367139,2154.111,0854.010,815(270)

39205Vehicles over 1 Ton 1,155,098636,6529.9114,3557.485,477(28,878)

Total $14,838,941$6,274,833 $1,770,534 $1,678,339($92,195)

39000Structures & Improvements $80,558$8,5472.9$2,3362.5$2,014($322)

39100Office Furniture 7,903,4081,377,3577.6600,6596.7529,528(71,131)

39101Computer Equipment 7,551,2674,619,9367.2543,69112.5943,908400,217

39102Office Equipment 530,536253,0747.037,1386.735,546(1,592)

39300Stores Equipment 48,91344,0051.88804.01,9571,077

39400Tools, Shop, Garage Equipment  4,792,7612,309,5046.0287,5666.6316,32228,756

39500Laboratory Equipment 46,44527,1895.22,4155.02,322(93)

39600Power Operated Equipment 2,009,2381,164,5725.2104,4806.4128,59124,111

39700Communication Equipment 6,451,4013,745,49111.4735,4608.4541,918(193,542)

39800Miscellaneous Equipment 451,918262,9834.319,4325.926,6637,231

Total $29,866,445$13,812,658 $2,334,057 $2,528,769$194,712

Grand Total $1,084,046,692$499,748,196 $47,393,042 $47,253,844($139,198)

¹ After reserve allocations.

Transportation Equipment
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Distribution Plant

PEOPLES GAS COMPANY

2011 DEPRECIATION STUDY
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EST. BOOK 

RESERVE 

12/31/2011

THEORETICAL 

RESERVE

RESERVE 

TRANSFER

RESTATED 

RESERVE

($)($)($)($)

37402Land Rights $1,232,891$565,700($667,191)$565,700

37500Structures & Improvements 5,473,8106,064,814591,0046,064,814

37600Mains Steel 179,473,976183,163,910(3,395,859)176,078,117

37602Mains Plastic 89,649,405101,236,4747,670,68297,320,087

37800M & R General 1,997,7421,789,055(208,687)1,789,055

37900M & R City Gate 4,769,0713,822,462(946,609)3,822,462

38000Services Steel 43,566,12346,500,1811,135,17344,701,297

38002Sevices Plastic 91,679,729101,134,5615,542,38897,222,117

38100Meters 16,528,44713,902,204(2,626,243)13,902,204

38200Meter Installations 17,956,21319,637,2631,681,05019,637,263

38300House Regulators 5,512,1994,761,181(751,018)4,761,181

38400House Reg. Install. 6,371,1797,547,5221,176,3437,547,522

38500M & R Station 4,887,4304,849,718(37,712)4,849,718

38600Other Prop. Cust. Prem. 0000

38700Other Equipment 1,670,4661,399,168(271,298)1,399,168

Subtotal$470,768,681$496,374,213$8,892,023$479,660,705

39201Vehicles up to 1/2 Ton $3,527,826$2,944,147($583,679)$2,944,147

39202Vehicles from 1/2 - 1 Ton 3,574,1502,554,819(1,019,331)2,554,819

39203Airplane (3,512,118) 03,512,118 0

39204Trailers and Other 117,152139,215(37,937)139,215

39205Vehicles over 1 Ton 769,330636,652(132,678)636,652

Subtotal$4,476,340$6,274,833$1,738,493$6,274,833

39000Structures & Improvements $42,259$8,547($33,712)$8,547

39100Office Furniture 1,438,3511,377,357(60,994)1,377,357

39101Computer Equipment 7,045,6974,619,936(2,425,761)4,619,936

39102Office Equipment 261,921253,074(8,847)253,074

39300Stores Equipment 49,73944,005(5,734)44,005

39400Tools, Shop & Garage Equipment 3,016,8592,309,504(707,355)2,309,504

39500Laboratory Equipment (13,696)27,18940,88527,189

39600Power Operated Equipment 1,488,6631,164,572(324,091)1,164,572

39700Communication Equipment 4,634,8133,745,491(889,322)3,745,491

39800Miscellaneous Equipment 328,570262,983(65,587)262,983

Subtotal$18,293,176$13,812,658($4,480,518)$13,812,658

Total$493,538,197$516,461,704$6,150,000$499,748,196

* Some numbers may not total exactly because of rounding.

PEOPLES GAS COMPANY

2011 DEPRECIATION STUDY
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�Order No. PSC-07-0125-PAA-GU, issued February 12, 2007, in Docket No. 060496-GU, In re: Application for approval of new depreciation rates effective January 1, 2007, by Peoples Gas System. 


� Order No. PSC-11-0111-PAA-GU, issued February 10, 2011, in Docket No. 100462-GU, In re: Joint Petition of Peoples Gas System and Office of Public Counsel for approval of stipulation and settlement agreement for possible overearnings for calendar year ending December 31, 2010.


� Ibid., Attachment A, page 7, paragraph 3.


� June 17, 2011 letter from Jeffrey S. Chronister to Marshall Willis, Docket No. 100462, document number 04325-11.


� 26 USC §§168(f)(2) and (i)(9); 26 USC §167(l); 26 USC §46(f).


� Treas. Reg. §1.168; Treas. Reg. §1.167; Treas. Reg. §1.46.


� Tax Reform Act of 1986, 1986-3 (Vol.1) C.B. 63,  P.L. 99-514 (100 Stat. 2146) October 22, 1986.


� 26 USC §46(f)(6).


� FASB ASC 740 (Topic 740 of the Financial Accounting Standards Board Accounting Standards Codification). Cross Reference: Accounting for Income Taxes, Statement of Financial Accounting Standards No. 109 (Financial Accounting Standards Board, 1992).
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