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TO: 
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RE: 
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l'ebruary 22, 1996 

DIRECTOR, DIVISION OP RECORDS AND REPORTING (BAYO) 

DIVISION OP AUDITING " FINANcr.AL ANALYSIS (~,LE,..,nw\ll-. 
D:tVISION OP BL!CTRIC " GAS (BANJtS) ..- n. 
DIVISION OP LEGAL SIRVlCBS (CULPEPPER)~ ro~ ~t,~~--

DOCJCET NO. 960172-GU - PEOPLES GAS SYSTDl, IN 
PETITION POR TEMPORARY WAIVER OP OR EXDPTION PROM Rt7LB 
25-7.045, P.A .C., RELATING TO DEPRECIATION STUDIES 

KARCH 5, 1996 - REGULAR AGBNDA - PROPOS30 AGINCY ACTION -
INTBRESTBD PERSONS NAY PARTICIPATE 

CRITICAL DATES: DEPRECIATION STUDY DUB MARCH 9, 1996 

SPECIAL INSTRUCTIONS: I:\PSC\APA\WP\960172.RCN 

PISCUSSION OP ISSQES 

ISSUB 1: Should the request of Peoples Gas Syot.em, Inc. (Peoples 
or Company) fo r a waiver of Rule 25-7.045 (B) (a), Florida 
Adm1n1utrative Code (P.A.C.) to file i t s next depreciation study no 
lat.cr than June 30, 1997 be granted? 

RECOMMBNPAIION: No, however, Peoples should be given a waiver t.o 
file ita required depreciation study no later than April l, 1996. 
(BASS, LEE) 

SIAPP AHALXSIS: Under Rule 25 · 7.045, F.A.C., Peoploa io required 
co file a depreciat ion study 01 or bef o r e March ~. 1996, which is 
flve years after the submission of thei1 most recent. previous 
study. On February 1 4 , 1996. thct Company f iled a pet.ition 
1 rguesting t.ha::. the Commission grant a temporary waiver of, or 
cxcmpt.ion from, the •five-year• f iling requir ement, condit1oncd 
upon the filing of its anticipated rate case or no later than June 
30, 1997. 
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DOC~IT NO. 960172-GU 
OATB: February 22, 1996 

• 
In its petition, the Company mentions changes which have 

occurred since the filing of its last depreciation ot~dy, such as 
technological developments in computer equipment and other 
depreciable pr ;:>erty, as well as an lncreaso in removal costo 
associated with mains and D<'tvic<'o The Company stotc.o that.. these 
f'"tc<>ivod chnngcu wJl l neceooilnte an increase in depreciation 
l.JL<'O. 

The Company also declares that it presently anticipar~q 
filing a petition for rate relief during calendar year 1997. The 
instant request for waiver of the required depreciation f1ling is 
made to allow the Company to seek an effective date for the revised 
depreciation rates which would coincide with the date of additional 
revenues from the anticipated rate case. 

The principle of matching expense with capital 
consumption (matching) dictates that depreciation rates should be 
revised when a need for additional capital recovery arises. The 
Company has perceived a need now. Matching would therefore require 
that rates be revised in 1996 rather than deferring to June, 1997. 
Deferring simply ignores the perceived need for increased 
depreciation rates, and could exacerbate any resulting reserve 
imbalances. 

Peoples has projected earnings of 10.27\ for the twelve 
months ending Septer.lber 30, 1996. Its currently authorized return 
on equity range io 10. 25' to 12.25\. However, the most recent 
surveillance report for the twelve months ending January ~l. 1996 
shows achieved earnings of 12.37\ . This ~arnings ~sition appears 
1..0 indicato that the Company's forecasted earnings level is 
understated. Further, there is no indication that increased 
depreciation expense will drive the Company into a condition where 
rote relief will be required. 

It should also be mentioned that Peoples filed its last 
depreciation study on March B, 1991, with new depreciation rates 
implemented on October 1, 1990. These new depreciation rates 
r('sulted in a decrease in expense of approximately $ 4 69,000 which 
had not been recognized in the r ate case filed in Docket No. 
891353-GU. The f~nal Order in the rate case docket had been issued 
on December 11, 1990, so~e three months before the depreciation 
study was submitted. Wh!le the decrease in expense may hove had 
lil Lle impact on the rate -.naking process, Peoples did not recognize 
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DOCKET NO. 960172-GU 
DATE : February 22 , 1996 

• 
any need to file these two cases concurrently , so that new 
revenue rates would incorporate this decrease in expense. Now at 
this time, Peoples wishes to defer establishing new depreciation 
rates until t "'!! resultant expenoe is recognized in new revenue 
rates. Staff believes that it is important to point out the 
inequity in t he treatment requested by the Company in these two 
situations. 

In keeping with the matching principle, Staff there!ore 
recommends that Peoples not be a llowed to de!er its next 
depreciation study until June 30, 1997. The Company will however 
need some additional time to complete its study since its required 
due date is Mar ch 8, 1996. Accordingly, Staff would recommend that 
Peoples be granted an extension until April 1. 1996 to file its 
study. 

If the Commission grants Peoples its waiver , Sta!f would 
recommend that the Company be required t~ file its next 
depreciation study by June 30, 1997, or when Jts MFR ' o are fi led , 
whichever is earlier. This study should include the proposal of an 
e!fective date , wi t h plant and reserve balancea brought to ~hat 
proposed date. 
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DOCKET NO. 95~172-GU 
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ISSQE 2: Should t his docke t be closed? 

• 
RECOMMEHDAIION: Yes. : f no person whose substa ntial interests are 
affected by the Commiss ion 's proposed agency action, timely files 
a protest within t wenty-one days , this docket should be closed. 

SIAP!i' AHALXSIS; If no p erson who se subatanti<11 intereoto ore 
affected , files a timely request for a Section 120.57, Florida 
Statutes , hearing within twent y -one days , no furt her action will be 
required and this docket s hould be closed. 
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