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Ms. Patricia S. Lee

Florida Public Service Commission JE 1073097
2540 Shumard Oak Boulevard . .=
Tallahassee, Florida 32399-0865 FPSC - RecordsiReporing
Re: Docket No. 970428-QU ':_

Lyt =

Dear Ms. Lee: t':'_l; c

Attached please find Chesapeake Utilities Corporation's responses to your initial
review of our 1996 Study. Please contact me at (941) 299-2883 if you
have any questions. Thank-you for your cooperation.

Sincerely,
(re V. Woode

Anne V. Wood
Accounting and Rates Manager
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CHESAPEAKE UTILITIES CORPORATION
1987 DEPRECIATION STUDY —~ DOCKET NO. 870428-GU

INITIAL REVIEW

Since the Company proposes January 1, 1998 as the date of implementation
for new depreciation rates, the recovery status for each account needs to be
determined at that date. Rule 25-7.045(5)(b), Florida Administrative Code, sets forth
this requirement. Please provide December 31, 1897 estimated investment and
reserve balances, as well as 1007 estimated additions and retirements for each
account. The data may invoive both recorded activity, to the extent it is available;
and projected activity, for the remalinder of 1897. Also, please bring forward to
December 31, 1887 the information provided on Attachment A, Schedule 1, titled in
part “Comparison of Curent Depreciation Rates and Proposed Depreciation Rates .

a. For Account 382.3, and for each year since the last study, please provide
retirements booked by vehicle type, showing the in-service date, retirement
date, and original cost of sach vehicle. Also provide the gross salvage
realized, and any incurmed cost of removal for sach retired vehicle.

b. For your surviving investment for Account 382.3, please provide a listing of
all vahicies in servics as of January 1, 1898, showing the in-service date and
original cost of each.

As a result of the recently completed CPR audit, adjustments were made in
1988 to Accounts 378 and 385 to remove inappropriately capitalized additions from
plnnthurvlca There was not any commesponding adjustment shown for reserve.
What amount of reserve is comectly associated with the plant adjustment
amounts for thess accounts for 19667
b. Does Chesapeaks have a procedure which triggers an adjustment to reserve
when an adjustment is made to plant? If so, pleass provide a copy of the
procadure.

in the course of the recently compieted CPR audit, an issue was raised
regarding the treatment of services inactive for five years or longer. The Company
stated that all such services had been retired as of December 31, 1686. Both steel
and plastic services show a high level of retirements for the year 18968, compared
to prior ysars, which reflect this effort. Staff would ke to understand the
circumstances which produced the costs of removal shown for plastic services and
for steel services for the years 1892 through 1888.

The data indicates that removal of plastic services is far less costly than
removal of stesl services, which generally may be reasonable. In review of the
" gituation, several factors can be noted. The removal activity s labor intensive; if an
early vintage service were removed in 1808, mmmmmmhme
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removal could have besn multiples of the capitalized investment associated with the
service being retired. Since vintages for surviving steel services go back into the
1830's, cost of removal of several hundred percent may be expected in some
instances when those early vintage services are invoived.

The vintages for plastic services are more recent. All investments date after
1881, and the average investment age is 5 years. Consider a case where the same
labor hours are spent removing an old steel service as are required to remove a
plastic service of late eighties vintage. Then for the plastic, the percentage
calculated for cost of removal could readily be less than 100%, while the percentage
for the oider steel instaliation might exceed 200%.

The data indicates that percentage cost of removal for steel services has
been decreasing, from almost 240% in 1962 to less than 140% in 1898. For plastic
services, the annual cost of removal has always been less than 50%.

Staff would fike information on any additional factors which: are thought to
contribute to the variance in costs shown in the data. Please provide any
explanatory information which is avaliable.

a.  Please provide a description of the typical physical activity involved in the
abandonment of a plastic service and of a steel service, for the service
located under pavement and not under pavement.

b. What percentage of each type of service (plastic and steel) is under

pavement?

c. What is the estimated time required to abandon each type of service under
pavement, as compared to one not under pavement?

d. Please provide loaded hourty labor rate(s), as well as the cosi(s) for any
materials which are necessary, to abandon each type of service in each
situation.

Within the filing of the study in this docket, Chesapeake has requested
approval to amortize an amount of $19,000 over a three-year period. That amount
is cited as cost for the study filed. Staff would like to understand the reasoning
behind this request.

a. For what reason(s) did Chesapeake elect to request amortization in place of
the normal accounting treatment for this expense?
b. Please explain how the three year amortization period, as proposed by the

Company, was determined.

c. \M:uldanyaddltlonuloxpuuuboanﬂcbubd in particular if this matier
should go to hearing?



CHESAPEAKE UTILITIES CORPORATION
1997 DEPRECIATION STUDY - DOCKET NO. 976428-GU
COMPANY RESPONSES TO DATA REQUEST #1

The Company has revised its Attachment A, Schedule 1, as of December 31, 1997. Please
see the attached schedules. The projected plant and reserve balances as of December 31,
1997 were developed using a combination of April 1997 actual year-to-date activity as
well as projected activity for the remainder of the year. Projected additions and
retirements to plant were based on the Company's approved capital budget and PSC rules
regarding retirement of inactive meters and services. For the latter two items, the
Company projected the level of retirement activity for the balance of the year based on
Company records. Cost of removal for all accounts was based on the actual 1996
percentage experienced in each plant account. Salvage estimates for vehicles were based
on actual bids received from dealers as trade-in values for the vehicles we are retiring this
year.

The Company projected depreciation expense based on the average monthly balance in
each account times the current depreciation rate divided by twelve.

To date, the Company has not recalculated the theoretical reserve as of December 31,
1997. To do this, the Company would incur additional consulting fees. At Staffs request,
we will contact our consultant and direct him to extend the study.

a. Please see attached summary.
b. Please see attached summary.

a. Please see attached summary. The Company recorded this journal entry in May
1997.

b. Chesapeake does not have a written policy that triggers an adjustment to reserve when
an adjustment is made to plant. The situation addressed by Staff was an oversight by
Chesapeake. Chesapeake routinely records adjustments to reserve when an adjustment is
made to plant even though there is no written policy.

The costs of removal associated with the retirement of both plastic and steel services
result primarily from labor and associsted overhead and vehicle charges. These retirement
activities are very labor intensive. During 1996, depending on the type of service, payroll
costs equated for approximately 55-60% of the total cos of removal. Payroll overhead
accounted for approximately 20-30% and vehicle charges approximately 16%. The



balance of costs (4-5%) relate primarily to miscellaneous inventory and asphalt or sod.

A primary factor to consider when calculating the percentage of cost of removal to the
original retirement cost is the age of the services being retired. The majority of the
Company’s retirements are steel services with original costs which are quite low when
compared to today's costs of removal. For example, in 1996, the Company retired
approximately 303 services. 222 of these services were steel. 81 of these services were
plastic. Of the 222 steel services retired, 129 (58%) of them were placed in service
between 1935 and 1970 with original costs ranging from $15.36 to $93.89. An additional
47 steel services retired were from vintages dating from 1971 to 1979 The remaining 46
steel services retired were from vintages dating between 1980 and 1990.

In contrast, all 81 plastic services retired during 1996 were from vintages post 1981 with
original costs ranging from $189.82 to $623.01. As a result, as noted in your letter to us,
it is reasonable for cost of removal for steel services to exceed 200% of the original cost
while cost of removal for plastic services could be less than 100%.

Below are our responses to the four questions posed in your data request.

a The physical steps necessary to abandon steel and plastic services are detailed
below:

Steel service - Construction crew first locates the line. After locating the line, the crew
digs up the tie-in to the main. Old bare steel lines that have been in service for many years
are likely to be under concrete or asphalt. If the service is located under pavement, the
crew has to jackhammer, saw or bust out the pavement to get to the service. If the service
is not located under pavement, the crew blocks out an area of sod and removes it. After
the sod, asphalt or concrete is removed, the crew digs down to the line. The hole that is
dug for steel services is approximately three times larger than the hole dug for a plastic
service. At this point, the crew continues to abandon the service as follows.

Bare steel - Bare steel services are usually connected to the main with a saddle type fitting.
The crew removes the fitting from the saddle in order to remove the service. Once the
service is removed from the saddle, the crew plugs the hole to stop the flow of gas.
Occasionally, the fitting will break off when the crew sttempts to remove it from the
saddle. If this occurs, the crew has to squeeze off the pipe and blow down the line. After
the line has been blown down, the crew cuts out a section of the service. The crew
threads the end of the remaining service and installs a threaded cap to stop the flow of gas.

Coated steel - A coated service will usually have a No-Blo tap tee welded on the main.
After the crew removes the tape-coat off of the tee, they remove the cap on top of the tee
and run an insert down to shut off the flow of gas. After the gas is shut off, the crew cuts
out a section of the pipe. Depending on the gas pressure, a threaded cap or weld cap is



installed on the end of the remaining pipe. The crew also installs a 17# anode and then
roskoats or tapes the pipe.

Plastic service - Construction crew first locates the line. Plastic services are genenally
located under sod. After locating the line, the crew blocks out an ares of sod and removes
it so they can access the service. The crew then digs up the tie-in to the main. The crew
squeczes off the service and blows the line down. After the line is blown down, the crew
cuts out a section of the pipe with P.E. cutters. The crew then socket fuses a plastic cap
on the end of the service to cut off the flow of gas.

For all services, the crew also removes the servioe riser at the location and purges the
abandoned line with air. The crew seals the ends of the abandoned service. At this point
the hole is filled and the sod or asphalt is replaced by the crew.

b. The Company estimates approximately 20% of its steel services and 5% of its
plastic services lie under pavement.

c. The typical man-hour requirement for abandoning a plastic service is three hours
The typical man-hour requirement for abandoning a steel service is four to six hours
depending on whether or not the service is under pavement.

d The average payroll rate for the Company’s construction department is currently
$10.52 parhour The overhead rate for 1996 was approximately 37% of payroll or an

additional $3.89 per hour. As stated above, vehicie charges would also be charged to a
retirement and represent approximately 26% of payroll charged to retirements.

The materials required to abandon a service are a weld cap, screw cap or plastic cap,
depending on the type of service, and cost approximately $2.00. Additional expenses
would be required for sod or asphalt.

Chesapeake believes that regulatory expenses, such as those incurred in preparing and
filing a depreciation study, are expenses recoverabie from ratepayers. We also believe it
may be appropriate to account for such expenses is a variety of ways. As depreciation
studies are required by the Commission at least once every five years, it would be
reasonable to amortize these expenses over a five-year period. On the other hand, where
camings suffice, it may be more expedient to expense all costs in the year incurred to
eliminate the tracking and administrative costs involved in amortization.

Chesapeake'’s proposal to amortize its costs over a three-year period was based primanly
on the following factors. Given Chesapeake's current earnings situation, Chesapeake will
not be able to recover the costs of preparing and filing this study from its ratepayers

during 1997. Our March 31, 1997 surveillarce report indicates a eamed retumn of 7.86%
compared to an allowed range of 8.42% to 9.46%. Expensing the entire $19,000 during



1997 would further erode Chesapeake's eamnings. Although Chesapeake recognizes that
the Commission does not "guarantee” our earnings, we do believe that it is appropriate 10
allow for recovery of regulatory expenses.

Chesapeake is anticipating filing for & general rate increase during the fourth quarter of
1997. Given the recurring nature of this expense and the fact that depreciation studies are
required by Commission rule, our proposal would allow us to include the cost of this
study in our cost of service requirements for setting rates which would go into effect
sometime during 1998 thus providing for recovery of this cost prospectively.

Chesapeake chose s three-year amortization period because we believe it is a reasonable
period to amortize these costs (approximately $19,000). Other than if required to do so in
response to Question 1 (calculating theoretical reserve balances would require the
assistance of our consultant), Chesapeake does not intend to incur additional expenses
with respect to this docket. It is our intent to work with Staff to resolve our differences, if
any, in an expedient manner. However, if additional expenses arise, Chesapeake believes
the total amount of amortization granted should be “trued-up” to include those expenses.
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CHESAPEAXE UTILITIES CORPORATION 1898 DEPRECIATION 8TUDY
FLORIDA DIVIBION DOCKET NO. 970Q8-GU

GAS PLANT BN SERVICE RESPONSE TO DATA REQUEST #1
1987 ESTIMATED QUEBTION #1
] PER BOOKS PROJBCTED |
ACCT ACCT
wch BALANCE  PROJECTED PROJECTED PROJECTED PROJECTED  BALANCE
MO. DESCRFTION 123188 ADDITIONS RETIREMENTS CIAC ADAST 120187
374 |LAND AND LAND RIGHTS 29,484 (] 0 0 [ 528,404
s E8 AND IMPROVEMENTS $203.213 ¥ -] 0 0 0 220,058
e | - STEEL 9.0.0M 195,331 B0 0 [} 99,557 480 |
e | - PLASTIC 52284242 0. 73 ] ] -] £2.080.981
378 M & R EQUIPMENT - GENERAL 4,04 28904 2.3m [ 3412 $551,000
378 [M & R EQUIFMENT - CITY se.788 12230 [ 0 a.en =
WO [BERVICES - STEEL (1) $1.000837 (] 10,808 0 [ %
MO [SERVICES - PLASTIC (1) $1.388.211 308,904 15,728 28 0 $1,573,008
» ER 848172 18211 0 -] [} R
= ER INSTALLATIONS 1 98 84,401 (7 0 0 70.908
= TORS 904,013 5,790 [} 0 0 9830373
306 M & R EOUIPMENT - INDUSTIIAL $1,000.500 220,700 s1om 0 0 $1.2843851
M7 [JOTHER BOUIPMENT Moo 18,940 1,998 [} 0 (3, %]
) D AND LAND RIGHTS 990,296 [ [ 0 0 0,0
0 B AND MPROVEMENTS 21007 7} ] -] 0 $321.007
E ) TA PROCESSING BOUIFMENT §57 38 238 4781 -] (-] 400
M2 JOPFMCE PURNITURE f=abiex] 2480 0 0 0 |
! CE BOUIPMENT (1) t g, ] 0 ] -] [-] b g
W4 SYSTEM BOUFMENT (1) w1813 ] -] -] 0 L F
b4 DRTATION EQUIP. AUTOBAT. TRUCKS S 2R 18221 T8 244 a [} EELED
b -] DRTATION BOUIPMENT $1M0,139 (] -] ] 0
s DCATTRET ] [} 0 ] 0
B4 ASED WORS, BOUNFMENT 4008 2,000 -] -] ]
== CWER OPERATED BOUIPMENT -] -] -] -]
m © TION BOUPMENT BT o a -] [} -]
] EQUIRMENT | smon 0 0 0 0
DTAL DEPRECIABLE ACCTS MRS 1912681 4228 298
AMORTIED ACCOUNTS
m ZATION BP3.338 -] (] ] 0
m | - AND CONBENT $14,124 0 0 0 -]
o - EOUS BITANGIBLE PLANT $1.002818 ] 0 ] 0
11492 C OF ACOUISITION-PCHNG $17008 ] [} (<] 0
114 [COST OF ACOUISITION-CPG OLD 850 [} [} 0 0
114  |COST OF ACOUIBITION-CPG NEW 9308 422 0 0 0 ]
m MOLDERS (DEFERRED ENVIROMMENTAL) .E 57,7 0 0 0
DTAL AMORTIZED ACCTS | ©39777 57,752 0 0 ]
TOTAL PLANT IN GERVICE SRERL0_ LITOLN 214228 2592

082097 0229 PM STDEPBALWKA
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CHESAPEAKE UTILITIES CORPORATION
1008 DEPRECIATION STUDY
DOCKET NO. §70428-0U
RESPONSE TO DATA REQUEST #1
QUESTION 2

A. Ratirement data : 1002 - 1008

M-BERVICE RETIREMENT  ORIGINAL cosTt
ACCT DESCRIPTION DATE DATE CO6T SALVAGE  OF REMOVAL
3923 BACKHOE/TRENCHER (1) 11/30/84 o31m2 816,637 $0,005 0
3823 FORKLIFT (1) owsime 03/3188 §7,500 $3,500 0

B. Surviving investment as of January 1, 1988

N-SERVICE ORIGIAL

AcCT DESCRIPTION DATE cosT
3023  CNG EQUIPMENT 08/31/84 $08,123.20
3923 DITCHWITCH (1) 07/31/88 $20,326.08
3923 TRENCHER TRALER ov31/R2 $1,400.00
3623 EMERGENCY EQUIP TRALER 1073182 $6,006.00
3923 DITCHWITCH TRAILER 00/31/83 $2,120.00
3923  TRI-AXLE BACKHOE TRALER 00/30/83 $3.174.70

TOTAL INVESTMENT $119.130.60

(1) Effective 1/1/82 ol sslif-propelied construction equipment has been recorded in acct 308, CUC wil
reciass et direclion of PSC.



1898 DEPRECIATION STUDY
DOCKET NO. 870428-QU
RESPONSE TO DATA REQUEST #1
QUESTION #3 a
DATE (1 J
PRIOR EOSTINOG DATE oF (1 4 HONTHE
OATE w mc - g_ JOURNAL ‘rm. wnm mgnm
ACCT SABCAIRIT AT J. BNTRY
S L e L
m 30-Now-87 $231.38 3.40% 3.80% 31-Des 80 0o ” 4] $T.47
m 30-8ep-83 $200.44 NA 3.850% 31-0s0-80 FO-densd A 8 23197
s 30-8ep84 $101.78 WA 3.80% 3100080 3100080 BER 44 801
TOTAL ACCT 378 $519.80 $104.14
305 31-Adoy-88 $14880 3.10% 3.40% 31.Dec-80 e " hal “in
05 31 -Mey-88 $TE50 3.10% 3.40% 3N Oao-80 0N )] n | 14 F -]
%5 91-hi-88 $18000 3.10% 3.40% 31-De0-80 prcm ] » n 8.
k] 31-hip8 $38000 3.10% 3.40% 31-De080 -l » 14 swrer
] 28-Fob-89 $43053 J10% 9.40% 310s080 ok ] 2 b 4] $193.14
388 31-De89 $8.18  3.10% 3.40% 3100080 -bise-D 17 Al $180
385 30-Nov-80 $1080 3.10% 3.40% 31-Dec-80 FhddaeB8 1 n $4.08
388 31-0ct-80 $1980 3.10% 3.40% 31-Dec-80 D 2 " 8411
305 31-Aug-88 $24880 3.10% 3.40% 31-De080 D [ -] n 8341
ns 30-5ep-88 24287 3.10% 3.40% 31-De0-80 Sh-idonE 1} 4l 0.
%5 31-Dac-88 $110.79 3.10% 3.40% 3102080 3023 -« n $30.85
385 91-Ader87 $15381  3.10% 3.40% 3102080 I0HEE0 @ n ean
385 31-MMar 87 $8470 3.10% 3.40% 3102080 PO-peB8 =] LAl =t
%S 31-Mer-87 $18052 3.10% 3.40% 31-Des-80 G-l 45 " 0.8
88 31-er-87 $17880 3.10% 3.40% 31-000-80 Erbterh a8 n =t
388 30-Apr87 $35253  3.10% 3.40% 31-Dee-80 b ] “ n $114.14
%5 31-Mey-87 $28128 3.10% 3.40% 3100080 oS &8 al L F
35 30-un-87 $332285 3.10% 3.40% 3100080 ED-NredD & n 112
88 30-un-87 4 3.10% 3.40% 31-De0-80 S0-laeB Q Al 3140
388 31-0c-87 $18800 3.10% 3.40% 31-Dec80 S0-Mawiil 8 n 8020
368 31-Dec87 $2268 3.10% 3.40% 31Dee 80 A0-HelS » " 808
1 28-Feb-88 33211 3.10% 3.40% 31-Dee-80 fecoR 2 i) 4 m | > ]
%5 28-Feb-88 327030 3.10% 3.40% 31-0e0-80 S0-Hionid 2 n $7.12
s 30-Apr88 $31928 3.10% 3.40% 310e080 - BB &2 n 98081
s 30-Apr-88 $82.18 3.10% 3.40% 31-Des-80 F-beeB0 n Al $20.16
ns 30-Apr-88 $32080 3.10% 3.40% 31-Des 80 IHiowlid n H w108
85 31-Moy-88 $207.10 3.10% 3.40% 31-De0-80 RiES Y] )] n 538
85 30-hn-88 $21482 3.10% 3.40% 3102080 Bi-Siow-BD 0 ™ s
ns 30-Jun-88 $35000 3.10% 3.40% 31-Dee-80 FHowSh 0 el wrE
05 31588 $0.19 3.10% 3.40% 31-Dec-80 WD - sl $0.08
%S 31-4ui-88 82267 3.10% 3.40% 31-Dec-80 FO-HlowBB » bal 8700
305 31-hi-88 33565 3.10% 3.40% 31-De0-80 S0Siew8B » n $18.30
385 31-hi88 311648 3.10% 3.40% 31-De080 308 » n 2.8
»5 31-hi-88 $25287 3.10% 3.40% 31-Den80 o8 ] " .13
08 31-hi-88 $481.10 3.10% 3.40% 31-De0-80 F0-Mew-28 2 7 $127.30
%S 31-hi-88 $110.77  3.10% 3.40% 3100080 30-Hov-28 2 " £$3.07






