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CASE RACKGROUND

Rule 25-6.0436, Florida Administrative Code, requires Investor
Owned Utilities to file comprehensive depreciation studies at least
once every four years. On April 27, 1998, Florida Public Utilities
Company (FPU or the company) filed its regular depreciation study
for the Fernandina Beach Division in accordance with this rul:.
staff has completed its review of the depreciation study and
presents its recommendation herein.
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DISCUSSION OF ISSUES
ISSUE 1: Should the current depreciation rates for Florida Public
Utilities Company - Fernandina Beach Electric Division (FPU or

company) be changed?

RECOMMENDATION: Yes. A review of the company’s plans and activity
indicates the need for revising depreciation rates. (LEE)

STAFF ANALYSIS: FPU’s current depreciation rates were apprcved
effective January 1, 1995. The company has filed this current
study in accordance with Rule 25-6.0436, Florida Administrative
Code, which requires electric companies to file a comprehensive
depreciation study at least once every four years from the
submission date of the previous filed study. A review of the
company’'s activity data indicates the need for revising
depreciation rates.

ISSUE 2: What should be the implementation date for the
recommended rates and recovery/amortization schedules?
RECOMMENDATION : Staff recommends approval of the company’s
proposed January 1, 1999 date of implementation for the new
depreciation rates and amortization schedules. (LEE)

STAFF ANALYSIS: Company data and related calculations abut the
January 1, 1999 date. This is the recommended date of
implementation, being the earliest practicable date for utilizing
the revised rates and schedules.
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ISSUE 3: What are the appropriate depreciation rates and
recovery/amortization schedules?

RECOMMENDATION: The staff recommended lives, net salvages,
reserves, and resultant depreciation rates are shown on Attachment
A, page 8. Attachment B, page 9, shows an estimated resultant
increase in annual expenses of about $77,000, based on January 1,
1999 investments. (LEE)

3 staff’'s recommendations are the result of a
comprehensive review of FPU’s depreciation study. Attachment A
shows a comparison of the currently approved, company proposed, and
staff recommended rate parameters. Attachment B shows a comparison
of resultant expenses based on estimated January 1, 1998
investments.

This filing was essentially a staff-assisted study. The
company provided aged retirement data for the 1995-1997 period and
forecasted 1998 data. The company also provided the average age
distributions of the surviving investments for each account. Staff
then worked with the company in developing appropriate life and
salvage values. As a result of the review and analytical process,
staff and the company agree on lives, net salvages, and resultant
depreciation rates for all accounts.

The recommended changes in the transmission and generil plant
depreciation rates can be attributed mainly to two factors -
updated account ages to reflect activity since the last
represcription and/or changes in the associated reserve position.
The recommended changes in the distribution depreciation rates
reflect a move more in line with current industry expectations.
The accounts with a substantial change in depreciation expense are
discussed below.

Station Equipment (Account 362)

The currently prescribed net salvage factor for this account
is 10%. Insufficient retirement activity has been experienced upon
which to rely for the determination of life or salvage. A negative

net salvage of 5% indicates a move more in line with current
industry expectations.

Poles, Towers, and Fixtures (Account 364)

The retirement rate for Poles, Towers, and Fixtures (Account
364) has averaged about 1% during the 1990-19v7 period. Taking
into consideration the account average age of 12.5 years, a life of
about 30 years is more indicative of future expectations than the
current 26 year service life.
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The removal of equipment in this account is labor intensive.
Recent net salvage experience in this account as well as a review
of other company expectations, indicate a more negative net salvage
of 30% is appropriate.

Overhead Conductorg & Devices (Account 365)

The retirement rate for this account has averaged less than 1%
during the 1994-1798 period. This type of activity makes reliance
on industry averages necessary. Other companies in the State
indicate lives ranging from 27 years to 34 years. Recognizing an
average age of 13.9 years and the general lack of retirement
activity, a 34 year life appears reasonable.

The removal of this equipment is also labor intensive. Other
companies in the State are estimating net salvage values ranging
from negative 10% to negative 50%. A negative 30% net salvage is
in line with the account’s experience and the industry range.

Underaround Conductors & Devices (Account 367)

A 35 year average service life is more in line with the
retirement experience and average age of this account than the
current 32 year life.

Line Transformers (Account 368)
Other than FPU, no other company in the State has a net

salvage value more than negative 25%. A negative 20% net silvage
is a move more in line with other companies,

Services (Account 369)
Retirements have been insufficient in this account to rely on
for life and salvage determination. This makes reliance on

industry average necessary. A 34 year average life with a negative
30% net salvage are more in line with industry expectations than
the currently approved values. Further, a 34 year life is
reasonable considering the lack of retirement activity and the
account’s age.

Meters (Account 370)

The accounting treatment for this account is “cradle-to-
grave”. Meters are capitalized as soon as they are purchased and
are not retired as they move from location to location. Retirement
occurs when the meter can no longer be refurbished and is finally
junked., Accordingly, one would expect very little gross salvage
and removal cost to be realized upon retirement unless there are
special conditions. A negative 10% net salvage is more in line
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with expectations for this type of plant than the currently
prescribed negative 20% net salvage.

{on-Liaht Truc)

Generally, life expectations for light trucks are in the range
of 7 years. For FPU, however, a 9 year life is indicated by the

retirement data.

Transportation-Heavy Trucks

A 13 year life is more in 1line with FPU and industry
expectations for this type of plant than the currently prescribed
11 year life.
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ISSUE 4: Should the current amortization of investment tax credits
(ITCs) and the flowback of excess deferred income taxes be revised
to reflect the approved depreciation rates and recovery schedules?

: Yes. The current amortization of ITCs and the
flowback of excess deferred income taxes (EDIT) should be revised
to match the actual recovery periods for the related property. The
utility should file detailed calculations of the revised ITC
amortization and flowback of EDIT at the same time it files its
surveillance report covering the period ending December 31, 1999,
{CAUSSEAUX)

STAFF ANALYSIS: In earlier issues, staff recommends revisions to
the company’s remaining lives, to be effective January 1, 1999.
Revising a utility’s book depreciation lives generally results in
a change in its rate of ITC amortization and flowback of EDIT in
order to comply with the normalization requirements of the Internal
Revenue Code (IRC) and underlying Regulations (REGs) found in
Sections 46, 167, and 168 and 1.46, 1.67, and 1.68, respectively.

Section 46(f) (6), IRC, states that the amortization of ITCs
should be determined by the period of time actually used in
computing depreciation expense for rate making purposes and on the
regulated books of the utility. Since staff is recomm:nding a
change in remaining lives, it is also important to chuange the
amortization of ITCs to avoid violation of the provisions of
sections 46 and 1.46, IRC and REGs, respectively.

Section 203(3) of the Tax Reform Act of 1986 (the Act)
prohibits rapid flowback of depreciation related (protected) EDIT.
Further, Rule 25-14.013, 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. The
Act, SFAS 109, and Rule 25-14.013, Florida Administrative Code
regulate the flowback of EDIT. Therefore, staff recommends that
the flowback of EDIT be adjusted to comply with the Act, SFAS 109,
and Rule 25-14.013, Florida Administrative Code.

Staff, 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
and to determine the intent of the regulatory bedies in regard to
normalization. Therefore, staff recommends that the current
amortization of ITCe and the flowback of EDIT be revised to reflect
the approved remaining lives. In order for there to be a clear
audit trail, a prudent utility will revise ITCs and EDIT
amortization and produce work papers to show how the revisions were
made.
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ISSUE 5: Should this docket be closed?
RECOMMENDATION: This docket should be closed if no person whose
interests are substantially affected by the proposed action files

a protest within the 21-day protest period. (PAUGH)

STAFF ANALYSIS: At the conclusion of the protest period, if no
protest is filed, this docket should be closed.
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