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Senior Counsel

Florida Power Corporation

Post Office Box 14042

St. Petersburg, Florida 33733-4042

Re:  Docket No. 971570-E1
Dear Mr. McGee:

Enclosed are two copies of the Staff Report of your current depreciation study filed in the
subject docket. The Company response to this is scheduled for June 26, 1998 in order to meet the
targeted recommendation date of August 20, 1998. In your response, please provide us with any
concurrences, differences, and/or additional input.

For your convenience, we have enclosed a diskette of the Staff Report formatted in

WordPerfect, Version 6.1. If you have any questions concerning this report, please do not hesitate
to contact me at 850-413-6453.

Sincerely,
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FLORIDA POWER CORPORATION
STAFF REPORT
DOCKET NO. 971570 - EI

GENERAL:

In developing staff recommended depreciation rates, staff will utilize actual 1997 activity
rather than the forecasted data submitted in the study.

PRODUCTION:

[anhmoﬂm&hﬂﬁrpmdnﬂhuphnhthCmmymﬂy
calculated the average age for each account for each production site by inversely weighting each
strata’s investment with its age rather than directly weighting the investment with the age. As
pmﬁm%&%m.mﬂhﬂm]ﬂtﬁlwqﬂ&u&m:fm
each production site to reflect the appropriate weighting.

Steam and Nuclear;

According to the study, the Company stratified its investment into groups of assets with
similar life characteristics and determined the average age and average servics life for each stratified
group by location. An lowa curve representing the expected survivor characteristics was matched to
u&c!:pﬂmuymnt,lrylouﬁnn. 'ﬂ:mmvhtlimmdcurulhpulpptummikﬁm
cnmplrdtoﬁmﬂuﬁhintboindumymdmmp&]a. Utilizing the Company selected curve
shapes and average service lives with staff recalculsted average ages, staff developed its proposed
remaining service lives shown on pages 12 and 13.

The Company proposed net salvages are generally less than simular sites in the industry
reviewed by staff. As stated in the study, the net salvage ratios are based on the salvage credits and
removal costs associated with plant retirements for the 1976-1996 period. Pending further review,

staff tentatively accopts the Company proposed net salvages.

A recovery schedule has been proposed for the Suwannee River Steam Production units over
four years, W]mnq 1, 1998. A scheduled retirement date of December, 1998 is indicated
in the study. In response to Staff's Initial Review, FPC indicated that its current budget plans for
continued operation of these stoam units through 1999, Aditionally, a review of FPC's Tex - Year
Site Plan indicates an expected retirement in April, 2000 for the Suwannee units. Considering these
pﬁﬂmaﬁhﬂmtthmymmmuﬁduﬁubdqmnnmmmtuﬂhthlwul
of the plant. Further, the net unrecovered investment should reflect the investment which is
mﬁ:ipaﬁdtnhuﬂlhﬁit&&mpuhngﬁh.uMhh&byth-fmpnny'lmtu
the Initial Review.
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A review of the Bartow Anclote Pipeline annual account transactions shows transfers and
dmmmuhaummﬂ&mﬁdmtmupddmmhmwthdmt. Where
this occurred, and for retirements, staff applied a first-in-first-out (FIFO) method and recalculated
the average age for the account. Ulin‘thCmupmyumnmddmmﬂnpummmqinn
by account were calculated for the pipeline.

Other Production:

site location rather than by primary account. Units built prior to 1973 were assumed to have an
overall life afﬂﬂm;unhhdtl&ulw:lmmdbhnmmnﬂ]i&wéiﬂ
years. As wi thnh-mmdnudnnit-,ﬂupu-uim-hnmummﬁﬂdintnhw
groups. mﬁmhdw*udmﬂmﬂlu[nchm“nlbmmwﬂh
site and a remaining life for the site was developed. The average service lives and remaining lives

The Company analyzed reserve transactions for the period 1976 -1996 to determine the
appropriste net salvage ratios. Based on the limited retirement experience, continued use of a
negative 10% net salvage appears reasonable.

The Higgins, Rio Pinar, Avon Pazk and Tumer (P1 and P2) Peaking units indicate
retirement dates that are in close proximity to the next depreciation study filing date. Any change
wuﬁawnuﬁlnummnﬁuhuumﬁﬂpmm.m&&thcmmyw
m:hauquﬁﬁrpoﬁwﬂwmpﬂmhthnmnnmdﬁhugd&h,

TRANSMISSION:

Account 350.1, Essementa: m%mpuwhmmm&wmlammh&
nfﬁﬂmd&m?ﬁmhﬁdlmmw. The resulting remaining life of 41 years
upmhupﬂaﬁqthmmﬂywmgﬂluﬂhuﬁﬁtymthpmmdymd
tl:ucfmuiumal:lnunﬂmrhﬂatnnlﬁ
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Account 352, Structures and Improvements:  The Company proposed 35 year remaining life
mmnw&&TWE.mmMWﬁmﬂ.mﬁ
revious . N in ative 5% net is bei .
e b s S S i s sl g g

Account 353.1, Station Equipment (Excluding ECC): The Company proposes to nusintain the
currently approved nﬂﬂkﬁw&alﬂmw. The remaining life of 29
years reflects an update of these factors with activity from the last study. The Company proposal
appears reasonable and is acceptable to staff.

Account 353 2, Station Equipment, Energy € atrol Center; This sccount represents the Energy
E..‘::::I] Center mpuhtmqﬂm-hh&dm Pl,[d in service md“Dm:J;m Tl:i.Cmpmy

5 year remaining an update of activity since the last on the currently
approved S6, 10 year lifo table. Caﬂﬂiﬂu'ﬂnwuﬂnudhdmﬂnﬁulmmtlumwlu

mmqﬁn mmpﬁmnmﬁc@ﬂm:mﬂum A
mmhmmmﬂydqhd'-hdhahﬁ Fﬂtlﬁhmth(:mpmypmp-dmp::t
salvage is appropriate.

; The current approved average service life for this account is 52
years and the Company is proposing a move to a 54 year life. The retirement ratio over the last five
mhnm‘dlﬁtﬁdl%h&hﬂurﬂkmmwmdh&umrmﬂnmﬁuhﬁ
and salvage projections necessary. The narrative for this account states that discussions with the
wmwmm:wmm&iﬂmhﬁﬂmr@. Other
companies in the State are experiencing lives in the mid to late 40 year range. Stalf therefore
proposes a 50 year service life as being reasonable. Please provide the resulting remaining life using

an R4 curve.
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Ascount 355, Poles and Fixtumes: The Company proposed L1.5, 31 year life table remains
reasonable. mmﬁ'mﬁh‘k&dﬂmhwmﬁﬁhhﬁﬂ.

mmw:ndvqlofmﬂﬁnmaﬁ&hﬂunmofmmbhummd
is acceptable to staff.

Account 356, Overhead Conductors and Devices: The Company proposed life and salvage factors
reflect continuation of currently prescribed factors. These factors are within the range of industry
expectations and in line with the activity of the account. An R2.5, 34 year life table, resulting 21

Account 357, Underground Conduit: lo meaningful statistical analysis can be made on this
account due to the lack of retirerient act ~ity, While the Company has proposed maintaining the
currently approved 50 year avrage service life and zero net salvage, it has proposed a change in
mortality dispersions from an R4 to an R3. Stalf finds no compelling reason to change curve shapes
and so proposes maintaining the Ré curve. Please provide the resulting remaining life.

Account 358, Underground Conductors and Devices: This account has also experienced very
minimal retirement activity making any statistical analysis unrelisble. The Company proposed
umﬁﬂuhﬁ&lﬁﬂmn&cﬁum&lmﬁqpmm.ﬁmhﬁﬁtbmﬁmy
since the previous study. Staff finds the proposed life factors and zero net salvage reasonable and

Account 359, Rosds and Traille:  The Company propossd 31 year remaining life and zero net
salvage reflect updating currently approved factors (R3, 50 year li ) with activity since the previous
study. These factors remain reasonable and acceptable to staff.

DISTRIBUTION:
The Company proposal represents an update of age and accounting

Account 360.1, Essementa;
activity since the Lust review. The proposal to maintain the current 60 year service life and zero net
uivqommmﬁhmﬂmhhnﬂ. Thmulﬂngumdnlng[if-hﬂ years,
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Account 301, Structures and Improvements: The Company proposal represents an update of age
and accounting activity since the Last review. Thpmpuulh:miuhindwcumntlppmvdﬁlm
unhhﬁtn&u@ﬁnﬂnﬂ%mmnmﬂ:mﬂmﬁhhmﬁ. The resulting
remaining lifo is 39 years.

: ThCumpmypwpualwhmup&ahnf;pmﬂ
accounting activity since the last review. The to maintain the current 36 year service life

and R1.5 curve shape are reasonable and to staff. The resulting remaining life is 27 yoars.

Hiﬂodcdmtuhﬁmthl??ﬁ-l?%pﬂdkuam‘dhtm.dwth
amount of retirements experienced has been very small. The Company proposes maintaining its
wmuﬂypmdbdnﬂdmﬁcho{lﬁ.Alﬂppnﬁ.FPCﬂ:hih.tl:.iqhmudnﬂil
MgmﬁmmwiﬂmrﬂdhwhmﬂnmhMWJ Staff
accepts the Company's proposal but finds it - be very optimistic. No other company in the State
is experiencing or expects to experience the amount of reuse salvage in this account as FPC.

Account 364, Poles, Towers and Fixtures: The statistical analysis performed on this account
h&klmthlthmpﬁmndthwmdﬂmmmmddm&-mhﬂ
the model are not reliable. Hm,thwﬂl.mmlﬂnhh]imﬁthmﬁamnfﬂu
mdultryﬁul:f:k:mlmntnnﬂﬂlmﬁnuﬂﬁdlthwdmwua A 20 year average
remaining ts.

hmnlﬂhgwfhlmtnlmﬂw.a‘I*HMMﬂldwﬂdihﬂqupny
mdyndfortbhmui,abmt%dthcn&lhm&utnrﬁmhmhuuu&byhm
relocations, public accidents, and material returned to the storeroom. Historical salvage has averaged
about 52% with removal costs averaging about 46%. Recent activity (1992-1996) shows realized
salvage of 51% with removal costs of 75%. Recognizing that this is a labor intensive account, Staff
proposes a net salvage factor of negative 25% as being in line with recent activity.

Account 365, Overhesd Conducton and Devices: The statistical analysis pedformed on this account
imliutu&an.ﬂmﬁﬁu&Hﬂthhﬁuﬂn‘lUH ts or 10 years of data.
Staff does not believe this limited data is sufficient to base a since it will not give

as complete a curve as a run with more test points. Reliance on judgement and industry averages is
lﬁeniorenecmuy. ﬂopmpudliﬁm&mmnh;p,wﬁmmmp&n&huﬂ:n
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companies in the State, do appear to be reasonable. Stlﬂlllmﬂoumlphtlufumpmypmpond
Rl.ﬂmmhﬁﬂm&'mmmﬂngﬁﬁ.

mewhwlhtﬂmﬁﬂﬁlhIMIQ%pﬂdm
about negative 49%. Cost of removal has significantly increased since 1991 and gross salvage
significantly increased in 1995 and 1996, Junk salvage has averaged 28% with abnormal salvage
(reuse and reimbursements) averaging 73%. FPC states that it has expanded its efforts to reuse
material where possible. This, in tum, can cause additional labor to remove items for reuse. Further,
reimbursements are the result of line relocations, capacity increases, and public sccidents that FPC
expects to continue in the future. The 19951996 salvage activity shows realized salvage of about
178% with removal costs of 212%. The Com, uy proposed negative 35% net salvage is in line with
thi-mudnmiupldmnnfthmtm 's acceptable to staff.

Account 366, Underground Conduit: The Company is proposing to maintain the current R3, 45
year life and zero net salvage. These parameters are in the range of reasonableness and acceptable

to stalf. The resulting remaining life is 35 years.

Asccount 367, Underground Conductors and Devices: ThCampmrpn:rpoulmﬂwhmﬁuhining
tl:nmmnﬁyippmdmudmhﬁlimﬂyup&ﬁngwﬂhmudmuﬁngmﬁﬁtyli.nnu
the last study. These factors are in the range of reasonableness and acceptable to staff. The resulting
remaining life is 26 years.

Thilpllniilﬁﬂiﬂlﬂyllllﬂdﬂﬁdlnplﬂ. The Company's proposed zero net salvage is in
line with is practice and is acceptable to staff.

Account 368, Line Transformens: The Company proposed R2.5, 24 year life is the result of
historical statistical analysis. The analysis pecformed indicates lives in the range of 24 years to 32
years. mCmmypdnhm&tmn&mtmﬁngpmﬁuhhmﬁnFlFDmM
in which retirements are assumed to relate to the oldest surviving vintage. This practice, as FPC
points out, tends to overstate a service life. Gi\ﬂlllhmt'thﬁdth:tt]upmpmd[n[l[ﬂhunm
m&nrmﬂdmﬁlﬂs&nﬁﬂﬁﬂ&tﬁip@u&hmﬂﬂ. A remaining life of 15.2 years

results

mﬂammywnqﬂnlﬁmdﬂﬂhhhdﬂ:ﬂwmﬂumd
is acceptable to staff.
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Ascount 369.1, Ovechead Servicss: The Company proposal reflects maintaining the currently
wm-ﬂmhﬁdﬂﬂyup&ﬂn‘ﬂmﬂmﬂqmwlhuﬂuhﬁu&.
m&mﬂhﬁomﬂdwhmdmhmmﬂ. The resulting remaining life
is 24 years.

The proposed net salvage of negative 50% is in line with industry expectations and is
wu‘ph]:htolllﬂ:.

Account 369.2, Underground Services: The investment in this account has neardly doubled in the
last 10 years. Growth during the 1993-1996 period has averaged about 19%. The statistical model
&meﬂhw&m{ﬂmhmmﬁ;wmmhl&ﬁ\ﬂypd
b, However, recognizing that retirements are acconnted using FIFO, the service lives resulting from
any statistical analysis are probably overstated, C nsidering the lives other companies in the State
are using, & 40 year life is at the top of the range «  lives. Stalf therefore proposes an R2.5, 35 year
Mnummdu‘clmtrhﬂuinduhymﬁ.

Nﬂ%hn@m%dﬂv&hl%l-l%pﬂ&m:mﬁwiﬁ
(30% salvage, 34% cost of removal). Reliance on judgement and industry averages is necessary given
the general lack of retirement activity, The current approved net salvage of negative 20% is indicative
of a higher level of expected removal costs than companies are estimating. Staff proposes a
negative 15% net salvage as being more in line with other companies.

Account 370, Meters: Hhhduldlﬂrﬂnlmiylhﬂorlhhmutindimlualﬁqint]nmpmf
21 years to 34 years. Recognizing that retirements are accounted using FIFO, these life indications
are somewhat overstated. However, the Company proposed 28 year service life and R2 curve are in
&umpnf:ﬂmhtﬁmWhu&umpﬁuhthShhu&mw&h
staff, hrmuhin‘l‘i‘ta‘lg.ﬁrllﬂm]h.

Hbtnﬂa]ﬂduluphtmﬁdnﬁnﬁnlﬂ%,ﬁthdubﬂﬁwmtmﬂlnﬁmﬂﬂw
3% (7% salvage, 10% cost of reminal). Recognizing that removal costs have been on the decline over
ﬁclem,rhﬁhWhtml%lﬁ[mgmw, 10% removal costs)
nrtu]ﬂgeul)dnginhmuﬁ]luﬂmtupﬂm.




Attachment

Florida Power Corporation
Staff Report

Docket No. 971570-El
May 22, 1998

Account 371, Installations on Customens Premises:  Based bn staff's review of the results of the
statistical analyses performed on this sccount, an 52, 21 year life appears to be & good fit. However,
recognizing that retirements are accounted using FIFO, a 21 year life could arguably be overstated.
Accordingly, staff proposes retaining the currently approved 19 year service life with zero net sabvage.
Please provide the remaining life resulting from an 52, 19 year life.

The Company's proposed zero net salvage is in line with industry expectations and is
acceptable to stalf.

the currently prescribed lifo rate of 4.0% (25 year average service life and zero net sabvage) in

the event any investment is added to this sccount. Staff finds the proposal ressonable and acceptable.

Account 373, Street Light Systems: Luminai-s make up the majority of the investment in this
account. According to the Company, the new ' igh Pressure Sodium Lights are expected to have
a shorter life than previous lights. Please explain why a shorter life is expectod.

The investment in this account has experienced 36.5% growth during the 1992-1996 period.

The mdh&%MM&CﬂMMhmﬁng%mnth&lh&tt&
assumptions of the model are not being met and therefore should not be used. This makes
judgement and reliance on industry averages necessary. The Company proposed R1, 14 year life are
in the range of reasonableness and acceptable to staff at this time. The resulting remaining life is 9.1

years,

The currently net salvage factor for this account is negative 5%. Historically, this
mmthﬁﬂhﬁ&blﬁl—l%pﬂaﬂmﬁ{mim

salvage with 19% cost of removal). According to the Company, most of the gross salvage realized
has been due to reimbursements which are not expected to be the norm. Future salvage due to reuse
is expected to be in the range of 5% to 10% with junk salvage estimated at 1%. Future removal costs
are estimated to be in the range of 20%. The Company proposed negative 15% net salvage is at the
low end of its future expectations. Staff proposes negative 10% net salvage which is at the high end
of the Company's future expectations.
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GENERAL PLANT:

d Improvements: The Company proposed 37 year service life and R2
able to stalf. The resulting remaining life is 26 years.

A review of the historical net salvage incurred in this account indicates very high realized
salvage amounts in 1995 and 1996, According to the Company, this salvage was due to several
business offices and operating centers that were closed and sold. Further, the Company believes this
type of salvage to be an isolated occurrence and not indicative of the future. Continuation of the
mm*pﬁ“nqﬁnlﬂmmaww T’:.hulvqcfuhrhhtlu
ungunfmoomb]u_amlﬁmphulhﬂ

Account 392.1, Transportation-Passenger Cans: Th Company proposed 6 year average service life,
SZcum.mcllﬁﬂnﬂnlvmmhhﬂﬁdlthnmﬁmﬂmuuphbkhmﬂ.

A 2.6 year average remaining life results.

Account 3922, Transportation-Light Trucks: The Company proposed 7 year sverage service life,
L2 curve, and 22% net salvage are in line with the account’s experience and are acceptable to staff.

A 4 year average remaining life results.

Account 3923, Transportation, Hesvy Trucks: The Company proposed 14 year average service life,
L2 curve, and lﬂmwmhhmﬁtbﬂnmnt'ummdmmpﬂhtnﬂlﬂ.
A 6 year average remaining life results.

- ; The Company proposed 16 year service lifs, 52
curve, and 15% net are in line with the account’s experience and are acceptable to staff. A

9.5 year average remaining life results.

Account 392.5, Toansportation-Tralles: The Company proposed 26 year average service life, R2.5
curve, and 18.8 year average remaining life are reasonable and scceptable to staff.

TluCampmypmpmdﬂmtdn‘ciinlimﬂthﬂumt';w&ﬁtrdum 1993.
1996. Staff believes that continuation of this level of salvage is optimistic. Nevertheless, staf
u.'ctptlt.iupmpou].
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Account 392.6, Transportation-Flight Equip.-Used: The investment in this account consists of
one helicopter purchased in 1990, Since the investment is fully recovered, no further depreciation
is necessary.

Account 392.7, Transportation-Flight Equip.-New: The investment in this account consists of
one long range helicopter and one Lear jet. Stalf calculates the age as of January 1, 1998 to be 6.4
years. Unless thers are plans to retire either of these aircraft in the near term, a longer life would
seem appropriste. Staff therefore proposes & 10 year service life, SQ curve, and resulting 3.6 year

mgunmdniq]i‘-.

According to the Company, & 50% net ralvage represents the current used aircraft market.
Thhpmpwdiamptébtu!tlﬁ.

Account 396, Power Opersted Equipment: The Company proposed 13 year service life, S0.5 curve,
5.1 year average remaining life, and 10% net salvage are reasonable and acceptable to staff.

account 397, Communication Equipment - Fiber Optic: mCmpnypmpwdlﬂymw
-vkeﬁkuprmuumpodhnhﬁhmliﬁﬁuﬁhubhmdnlﬂmﬁﬁﬁnthm
mmmmm.hbmdmpﬂkmmﬂ Recognizing that this is a newly
mﬂhhdlnhmutllﬂmmhdnmhmﬁfﬂmrubmuut'llcﬁﬁtymh
discerned from the total Communication Account activity.

AMORTIZABLE ACCOUNTS:

FPCLHWM&;MW&MW{SM}.3NHMMSM*B
Gm}mamﬂwhw“?m,WJmml, 1998. New additions
will be maintained by vintage and amortized accordingly. The Company states that these investments
represent small value items which do not warrant individual tracking. Additionally, in an effort to
streamline depreciation procedures, staff finds this proposal acceptable. As stalf understands, the
JmuuyLI“ﬂtﬂlM.mntdﬂdlMpmﬁonﬂﬂhW“?m.
From January 1, 1998 forward, the total capitalized additions for each combined sccount will be
.uaintained by vintage group and amortized accordingly.

10
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INTANGIBLE:
. The investment in this sccount is comprised of computer software,

Acsount 303, Intangible Plant:
both in-house Mp:d:ﬂd.ﬂdhmoﬂiudw:ﬁrmpmud. (How does new
i;unwmm%ﬂ "

This system is & state of the art system including all
customer LIﬂh;.mL processing, wn,hhuu-llmmlhmuhhbm huhnto&'mnnutim;,
M.mmuduwmmw&md

svailsble. The Company is proposing & 10 year amortization i

period over which the benefits should be realized. F , the Federal Energy Regulatory
Commission (FERC) bas approved a 10 year amortization period. When was this system
operational? PlnupmﬁolwyofﬂuFERC'isppmJofﬂulmrﬁuﬁnnpﬂa&. Please
m&anﬂ&thmhFWhﬂhﬂﬁﬂmmm&.

pﬂmr&l&&tbﬂhd&amhuwﬂhmﬂud.

11
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