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CASE BACKGROUND 

Rule 25-6.0436, Florida Administrative Code, requires e lec t r i c  
utilities to file comprehensive depreciation studies at least once 
every four years. Additionally, Order No. 24741, issued July 1, 
1991, in Docket No. 890186-E1, ordered electric utilities to file 
fossil dismantlement studies in conjunction with their depreciation 
studies. Accordingly, Gulf Power Company (Gulf or company) filed 
its regular quadrennial comprehensive depreciation and 
dismantlement studies (study) on May 29, 2001. 

On September 10, 2001, Gulf filed its Petition for a rate 
increase in Docket No. 010949-EI. Gulf has based its rate relief 
on a projec ted  test year of June 1, 2002, through May 31, 2003. 
The projected test year includes the effects of Gulf's proposed 
deprecation rates and dismantlement provision submitted in the 
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instant docket as well as the first full twelve months of operation 
for t h e  new unit at the Smith Plant. The Office of Public Counsel 
( O K )  has intervened in t h e  rate case and filed testimony on 
depreciation that argues against certain aspects of Gulf’s study. 
OPC has not intervened in this docket, but its positions as set out 
in the rate case are provided in the recommendation where relevant. 

Staff has completed its review of Gulf’s depreciation and 
dismantlement studies and presents its recommendation herein. 
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DISCUSSION OF ISSUES 

ISSUE 1: Should Gulf's current depreciation rates, amortization 
schedules, and provision for dismantlement be revised? 

RECOMMENDATION: Yes. A review of the company's plans and activity 
indicates the need for revising its depreciation rates and 
provision for dismantlement. (MEEKS) 

STAFF ANALYSIS : Gulf's current depreciation rates and 
dismantlement provision were approved effective January 1, 1997. 
In keeping with Rule 25-6.0436, Florida Administrative Code, and 
pursuant to Order No. 24741, the company filed a quadrennial 
comprehensive study on May 29, 2001, covering dismantlement and 
depreciation requirements. Since the time of the last 
represcription, changes brought about by company activity and 
planning suggest the need to review and revise depreciation rates 
and dismantlement accruals where appropriate. 

The company has provided production plant investment 
stratified into homogeneous categories within each account at each 
steam generation site. As a result of this stratification of 
investment, recovery provisions can be more closely matched to the 
life characteristics of specific investment categories for steam 
generation of electric power. Taken together with changes in net 
plant balances and updated planning, the need for revision of 
recovery provisions is indicated. 

Additionally, a new generating unit at the Smith Plant 
location, Smith Unit 3, is expected to be placed into service in 
June 2002. Even though the company did not request a depreciation 
rate and dismantlement provision within the current study f o r  Smith 
Unit 3, the instant proceeding relates to a comprehensive review of 
the lives, salvages, and resulting depreciation rates for Gulf. As 
such, this docket is the appropriate forum to address all 
depreciation rates for Gulf, including Smith Unit 3, which is 
expected to begin service June 2002. 

Finally, this study provides an opportunity to review the 
annual accrual for the provision of dismantlement of Gulf's fossil 
fueled generation plants following the retirement of those 
installations. This represents the first opportunity to address a 
dismantlement provision for the Pea Ridge unit that went into 
service in 1998. 
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ISSUE 2: What should be the implementation date for the 
recommended depreciation rates and dismantlement provision? 

RECOMMENDATION: Staff recommends approval of the company’s 
proposed January 1, 2002, date of implementation f o r  the new 
depreciation rates and dismantlement accruals. Additionally, staff 
recommends an effective date for the depreciation rate and 
dismantlement provision for Smith Unit 3 that is concurrent with 
the in-service date of the unit. (MEEKS) 

STAFF ANALYSIS : Gulf has proposed a January 1, 2002, 
implementation date f o r  revised depreciation rates and annual 
dismantlement provision. The company submitted data  and related 
calculations match this date. Therefore, s t a f f  recommends approval 
of Gulf’s proposed implementation date as being the earliest 
practicable date f o r  utilizing the revised rates, 
recovery/amortization schedules, and dismantlement accruals. 

For smith Unit 3, depreciation of the investment should begin 
when t he  unit begins service to the public, currently anticipated 
on or before June 1, 2002. Therefore, the recommended 
implementation date fo r  the smith Unit 3 depreciation ra te  and 
dismantlement accrual coincides with the unit‘s actual in-service 
date. 
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ISSUE 3 :  What is the appropriate annual provision for 
dismantlement? 

RECOMMENDATION: Staff recommends an annual provision for 
dismantlement of $6.2 million beginning January 1, 2002, as shown 
on Attachment A. This represents an increase of approximately 
$560,000 over the current approved annual accrual. Additionally, 
an annual dismantlement provision of about $310,000 is recommended 
for Smith Unit 3 ,  effective with its in-service date currently 
estimated to be June 1, 2002. At that time the total annual 
dismantlement provision will be $6.5 million. Further, staff 
recommends that Gulf provide site-specific dismantlement studies 
for both Pea Ridge and Smith Unit 3 at the next review cycle. 
(LESTER, LEE, MEEKS) 

STAFF ANALYSXS: Prior to the 1 9 9 0 ' ~ ~  the provision for 
dismantlement cost recovery was included in the basic depreciation 
rates for each electric utility. By Order No. 24741 (Dismantlement 
Order), issued July 1, 1991, in Docket No. 891086-E1, the 
Commission determined its policy for ratemaking and accounting for 
the treatment of costs associated with t h e  dismantlement of fossil- 
fueled generating facilities. The Dismantlement Order concluded 
that the provision for dismantlement should be accounted as an 
annual fixed dollar accrual separate from the depreciation rate. 
Also, the Dismantlement Order established the methodology f o r  
calculating the annual accrual. The fixed accrual amount is based 
on a four-year average of t h e  accruals related to the years between 
depreciation study reviews. Furthermore, utilities are required to 
provide updated dismantlement studies at least once every four 
years in connection with their depreciation study. The purpose of 
these studies is to reflect changes in estimates, inflation, 
regulatory, or environmental requirements, and any newly discovered 
public health and safety issues. 

Gulf's currently approved annual dismantlement accruals are 
$5.7 million, based on 1998 dismantlement base cost estimates of 
$83,505,000. The current annual accruals reflect Gulf's initial 
move to a dismantlement accrual determination based on the 
methodology approved by t h e  Dismantlement Order. Prior to 1998, 
Gulf's annual dismantlement accruals were determined using a 
straight-line amortization of the estimated dismantlement costs 
over t h e  remaining l i f e  of each fossil unit. 

In accordance with the methodology established by the 
Dismantlement Order, the company's proposed annual accrual of $5.5 
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million, excluding the provision f o r  smith Unit 3, is based on 
current dismantlement cost estimates, escalated to future costs 
through the time of dismantlement. The future costs less amounts 
recovered to date have then been discounted in a manner that 
accrues the costs over the remaining life span of each plant. 
After making adjustments to the estimated rates of inflation 
included in Gulf's study to reflect the summer 2001 D R I  Review of 
the U.S. Economy - Lonq Ranqe Focus inflation rate forecasts, staff 
calculates a four year average annual accrual of approximately $6.2 
mil 1 ion. 

Since the 1998 study, Gulf's base cost estimates f o r  
dismantlement have increased approximately $7.1 million, excluding 
the impact of Smith Unit 3. This increase is attributed to 
inflation over the last four  year period, changes in the current 
market price of scrap materials, and inclusion of the Pea  Ridge 
cogeneration facility. Gulf notes that the study continues to 
assume a 'pul l  down" methodology of structural dismantlement in 
unit pricing. This methodology assumes the structure or building 
is simply pulled down. Metal shears are then used to break down 
the scrap, thus making handling and removal easier. Staff notes 
that site restoration costs comprise about 6% of Gulf's current 
dismantlement cost estimates. 

According to Gulf, the dismantlement cost estimate f o r  Pea 
Ridge is based on Southern Company's system-wide average 
dismantlement costs for cogeneration and combined cycle plants. 
While use of system-wide averages is satisfactory for an initial 
cost estimate, staff recommends that Gulf provide a site-specific 
dismantlement study at the next review cycle. 

Gulf's dismantlement cost  basis relies on engineering 
drawings, purchase orders  and associated engineering records, 
Continuing Property Records reports for each plant, cost models, 
other dismantling cost estimates utilized by Southern Company when 
plant specific data cannot be found, and discussions with 
engineering and plant operations personnel .  Additionally, 
differences in scope between units resulting from fuel firing types 
and dual capabilities are considered. Site reclamation costs are 
derived from a survey of current and recent historical construction 
contracts around the Southern electric system. Additional overhead 
and indirect c o s t s  are included in the cost estimates, as in the 
1998 study. The value of scrap is estimated from current market 
values, adjusted for loading, transportation, and preparation. 
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The last factor considered in the dismantlement base cost 
estimate is a contingency to cover uncertainty. As in its previous 
study, Gulf assumes a 10% contingency, comprised of 5% for pricing 
variance and 5% for scope or quantity variations. According to 
Gulf, the pricing contingency provides a level of confidence that 
the estimate will not overrun due to pricing error. The scope 
omission contingency of 5% considers the conceptual nature of the 
base cost estimates and the difficulty in obtaining quantity and 
weight records. This factor also includes a recognition of 
hazardous waste environmental assessments that can only be 
performed at the time of dismantlement. 

A contingency is defined in the American Association of Cost 
Engineers' Cost Enqineers' Notebook as a "specific provision for 
unforeseeable elements of cost within the defined project scope; 
particularly important where previous experience relating estimates 
and actual costs has shown that unforeseeable events which will 
increase costs are likely to occur. " Such unforeseeable events 
include bad weather, labor strikes, equipment failure, and other 
unforeseen circumstances. Contingencies are not a means to 
"cushion" estimates or to account for inflation. They are used 
solely to assure that adequate funds are available in the event 
that something unpredictable as well as costly occurs while in the 
process of dismantling a fossil-fueled generating plant. 

The contingency factor is commonly a weighted average of the 
item-by-item contingency factors applied to plant-specific 
categories in the cost estimate. The individual item contingency 
factors usually reflect the degree of uncertainty associated with 
each cost  estimate. Certainly, updating cost estimates every four 
years should minimize the unforeseen components of costs, but s t a f f  
a l so  believes that such updates will not completely eliminate 
unforeseen events. Staff asserts that contingency factors are 
found in nearly all engineering, consulting, construction, and 
demolition estimates as an appropriate provision in cost estimates. 

staff notes that initial dismantlement cost estimates filed by 
utilities in accordance with Order No. 24741 assumed a 20% 
contingency factor. Since that time, contingency factors have 
generally decreased. In the case of one utility where a weighted 
contingency factor was determined based on item contingency factors 
applied to plant specific categories, a 16% contingency resulted. 

The company proposed 10% contingency may be too optimistic and 
may not fully consider t he  uncertainties associated with pricing 
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and scope variances t h a t  may occur. On the other hand, in pre- 
filed testimony filed in Gulf's rate case, OPC questions whether 
dismantlement will occur and concludes that the dismantlement of 
Gulf s existing generating units is an unlikely event. Further, 
OPC requests that the Commission reconsider this issue of 
dismantlement to determine whether such a liability really exists. 

In the Dismantlement Order, it is noted that the associated 
costs of dismantlement will be incurred at the time of ultimate 
physical demolition/removal of each unit and will be offset by any 
attended salvage from removal of the assets. The Dismantlement 
Order also recognized that cos t  estimates would need to be updated 
to reflect results from site-specific studies, improvement in 
technology and possible regulatory changes as well as re-evaluating 
alternative methodologies and updated inflation rate forecasts. 
Furthermore, t he  Dismantlement Order notes that while the timing of 
ultimate removal certainly could remain a question, there will 
undoubtedly come a time dismantlement will be necessary and s i t e  
restoration will likewise be required. 

While no plants within the Southern Company system have been 
dismantled, staff notes that other Florida utilities have retired 
and dismantled fossil generating facilities. F o r  example, Florida 
Power and Light's Palatka Units 1 and 2 and Cutler Units 1, 2, 3, 
and 4 were retired and completely dismantled during the past 
decade. Likewise, FPC has dismantled several units within the past 
decade. A l s o ,  the repowering of generating units requires the 
removal and disposal of large amounts of existing investment. 
While the investment associated with the retired items of plant are 
recovered through capital recovery schedules, the associated costs 
of removing and disposing the retired assets are charged against 
the dismantlement reserve. 

Smith Unit 3 

As discussed previously in the recommendation, the instant 
docket is the appropriate forum to address the depreciation r a t e  
and dismantlement provision f o r  Smith Unit 3, planned to be 
operational in June 2002. The depreciation rate recommendation is 
addressed in Issue 5. For the provision of dismantlement, Gulf 
provided a dismantlement cost estimate of $4,750,000, at staff's 
request. Because this unit is not yet in service, a site-specific 
study could not be performed. 
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Gulf's dismantlement cost estimate at this time relies on the 
assumptions f o r  Georgia Power based on similar projec ts  that are 
expected t o  go into operation in 2002. According to Gulf, the 
average estimated demolition of units in the Georgia Power Company 
system reflects $35,116/MW for coal fired plants. Assuming that 
the investment of a combined cycle plant is about 25% of a coal 
plant, t h e  average demolition costs of a combined cycle plant 
should be about $5,047,971. Gulf also looked at the dismantlement 
cost estimates for t w o  of Georgia Power Company's plants that are 
the same generation combined-cycle plants and t h e  same design as 
Smith Unit 3. The demolition cos ts  f o r  each of those units are 
estimated at $4,750,000. F o r  this reason and for purposes of an 
initial dismantlement cost estimate, Gulf has assumed dismantlement 
costs  of $4,750,000 for Smith Unit 3. This translates to a four 
year average levelized annual accrual of $310,341, using the latest 
DRI inflation forecast. Staff recommends that the Commission find 
Gulf's initial dismantlement estimate to be satisfactory, 
recognizing that a site-specific study in four years may reflect 
t h e  need to review the estimate. 

Conclusion 

To summarize, staff recommends that the four year average 
annual accrual for fossil fuel dismantlement, beginning January I, 
2002, should be $6.2 million, as shown on Attachment A. In 
addition, staff recommends the annual accrual increase $310,341 
following the in-service date of Smith Unit 3. At that time the 
annual dismantlement provision will be $6.5 million. Further, 
site-specific dismantlement studies f o r  Pea Ridge and Smith Unit 3 
should be provided as part of Gulf's next dismantlement study. 
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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? 

RECOMMENDATION: Y e s .  The current amortization of ITCs and the 
flowback of excess deferred income taxes (EDIT) should be revised 
to match the actual recovery periods f o r  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 for the month its revised rates become 
effect ive . ( C .  ROMIG) 

STAFF ANALYSIS: In earlier issues, staff recommends revisions to 
the company's remaining lives, to be effective January 1, 2002. 
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 Sections 46, 
167, and 168 of the Internal Revenue Code (IRC) and Sections 1.46, 
1.67, and 1.68 of the Treasury Regulations. 

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 recommending a 
change in remaining lives, it is also important to change the 
amortization of ITCs to avoid violation of the provisions of 
Section 46, IRC, and Section 1.46 of the Treasury Regulations. 

Section 2 0 3 ( 3 )  of the Tax Reform Act of 1986 ( t h e  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, the 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 bodies in regard to 
normalization. Therefore, s t a f f  recommends that the current 
amortization of ITCs and the flowback of EDIT be revised to reflect 
the approved remaining lives. The utility should also produce work 
papers to show how the revisions were made. 
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ISSUE 5 :  What are the appropriate depreciation rates? 

RECOMMENDATION: The staff recommended lives, net salvages, 
reserves, and resultant depreciation rates are shown on 
Attachment B. These rates result in an increase in annual 
depreciation expense of approximately $1 million, based on January 
1, 2002 investments as shown on Attachment C .  Including the impact 
of Smith Unit 3, the increase in annual expense is approximately 
$12.4 million. (P. LEE, MEEKS, GARDNER, HAFF) 

STAFF ANALYSIS: Staff’s recommendations are the result of a 
comprehensive review of the company’s submitted study. 
Attachment B shows a comparison of rate components (lives, 
salvages, and reserves). Attachment C shows the estimated 
resultant annual expenses based on January 1, 2002 investments. A 
summary of the changes in annual expenses are as follows: 

Production 

Transmission 

Distribution 

General 

2,531.8 

(772.2) 

(1 , 204.1) 

529.6 

Total rates 

Provision for Dismantlement 

Total change in depreciation and 
dismantlement expenses 

Smith Unit 3 

Depreciation rate 

Dismantlement provision 

1,085.1 

564.6 

1,649.7 

10,477.8 

310.3 

Total increase includinq Smith Unit 3 12,437.8 

As a result of the review and analytical process, Gulf agreed 
with the staff‘s recommended life and salvage parameters for all 
accounts, through its January 15, 2002, response to t h e  staff 
report dated December 24, 2001. The  most significant changes in 
expenses relate to the increase in depreciation rates f o r  t h e  
production plants. A major impact is due to the inclusion of Smith 
Unit 3, which is based on the estimated in-service investment of 
$ 2 0 9 , 5 5 6 , 0 0 0  as provided on the MFR’s in t he  rate case. 
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The instant proceeding relates to a comprehensive review of 
the lives, salvages, and resulting depreciation rates for Gulf. As 
such, this docket is the appropriate forum to address a l l  
depreciation rates for Gulf, including Smith Unit 3, which is 
expected to begin service June 2002. Gulf‘s initially filed study 
did not address a depreciation rate for Smith Unit 3. Gulf 
subsequently provided staff life and salvage estimates with 
supporting rationale for the new unit. 

While no party has intervened in this instant proceeding, a 
disagreement among parties has been raised in the rate case 
relating to the appropriate life for Smith Unit 3. Furthermore, 
OPC argues through pre-filed testimony in the rate case that the 
lives of all of Gulf’s production plants are too low, thus 
resulting in an excessive amount of depreciation expense. OK 
makes no mention of the lives for the transmission, distribution, 
or general plant accounts. 

Production 

The most significant change in depreciation expense resulting 
from staff’s recommendation is seen in the production plant 
function. As in previously filed depreciation studies, Gulf has 
utilized its continuing property record system to provide in-depth 
stratified information f o r  the assets in an account at a specific 
unit. 

A generating station, or a generating unit, can be looked at 
as a box containing an assortment of various types of assets which 
can be expected to experience varied service lives. Stratification 
is the determination that this account at this unit has so many 
dollars of pumps, piping, rotors, or structures, etc. , with each of 
these strata expected to have a certain service life. Gulf‘s 
engineers, in conjunction with accounting personnel, stratified the 
retirement units in production plant into categories with life 
expectancies of 20 years, 35 years, and the full life span of the  
plant. The life of the account is then determined by compositing 
the life expectancy of the various strata. This approach provides 
a more accurate determination of the required depreciation 
components than the historical approach of determining the pattern 
of interim retirements and life expectancy of the generating plant 
without identifying the contents or quantifying the varying life 
characteristics of the assets. 

While the pre-filed testimony in the rate case has not been 
subject to cross examination, the Commission should note that OPC’s 
witnesses rely on the life span approach, which considers the date 
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of final retirement and factors in a provision for interim 
retirements to derive the average service life. OPC’s witness 
conclude that the overall life spans assumed f o r  Gulf’s production 
plants in the filed depreciation study are too short and not 
supported. OPC recommends that a minimum 55-year life span be 
established for each steam production unit and a minimum 24-year 
life span be established for each Other Production unit. Further, 
OPC recommends that Gulf be required to file studies reflecting 
retirement plans, forecasts, technological obsolescence, adequacy 
of capacity, economics, and competitive pressures. The resulting 
effect has not been quantified by OPC’s witnesses, except to state 
that, at a minimum, Gulf‘s proposed depreciation rates not be 
approved and the company be ordered to continue use  of its existing 
approved depreciation rates. 

Gulf’s proposal is to maintain depreciation rates at the total 
plant site level even though the development of its life parameters 
are provided for each account within the unit f o r  each site. 
Ideally, where large components of the investment have a remaining 
life’foreseeably different from the average, there is an argument 
for separate rates. This might be by account by unit within the 
plant site, by account by plant site, or f o r  some major project 
that will retire substantial dollars before recovery. According to 
Gulf, application of a composite rate results in essentially the 
same amount of depreciation expense as applying individual rates by 
account, unit or plant. The company also asserts that it would be 
burdensome to maintain the depreciation reserve at a more detailed 
level, especially with the advent of competition. 

Staff’s recommendation in this proceeding is to maintain 
depreciation rates at a site level. However, this recommendation 
should not be construed to mean that further subcategorization may 
not be in order in the future. The need for additional 
subcategorization will be addressed in future depreciation 
represcriptions as circumstances change and life patterns f o r  the 
various strata become more refined. The goal is to match recovery 
with consumption. 

Smith Unit 3 

Smith Unit 3 is a state-of-the-art combined-cycle baseload 
unit, expected to be in-service on or before June 2002. In Gulf‘s 
rate case filing, the company has included the effects of the new 
unit in rate base and net operating income for the projected test 
year. Because the purpose of this instant proceeding is to address 
t h e  appropriate depreciation rates for Gulf, it is proper that the 
depreciation rate f o r  Smith Unit 3 be addressed. 
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At the beginning of an installation‘s operation, typically a 
whole life rate is used. In the course of operation, various 
additions, retirements, and other activity may impact the capital 
recovery position of the installation. To respond to changes in 
life pattern and reserve level, a move from the whole life 
depreciation technique to the remaining life technique is made. 

The company‘s proposed 20-year average service life for Smith 
Unit 3 is predicated on the assumption that approximately 60% of 
the facility will last 25 years and about 40% will have a life of 
12.5 years. The 20-year service life is also the life assumed in 
the cost effectiveness analyses included Gulf’s need determination 
filing (Docket No. 990325-EI) f o r  Smith Unit 3. However, as OPC 
notes through pre-filed testimony in the rate case, Gulf assumed a 
30-year life in Docket No. 010827-E1, Gulf’s purchased power 
arrangement petition regarding Smith Unit 3. Further, OPC’ s 
witnesses argue that life spans in the 55-year range are more the 
norm for combined-cycle units based on a national survey. OPC also 
notes that a 30-year average service life is more consistent with 
the design life of the unit. 

In support of its proposal, G u l f  states that 20 years is 
consistent with average service lives approved by the Commission 
fo r  combined-cycle units and industry expectations. Furthermore, 
Gulf states that since combined-cycle technology is relatively new 
to the Southern electric system, a depreciation study which 
includes combined-cycle units has not yet been performed by any of 
the operating companies. According to Gulf, the design life f o r  
combined-cycle plants are typically in the range of 30-40 years. 
The design life, by its very nature, is typically an estimate of 
the physical life. Physical or functional life is an estimate of 
how long the assets will physically work. In contrast, average 
service life or economic life relates to the period time the assets 
will provide service. The physical life is often a good deal 
longer than the life assumed for providing service. A good example 
is the manual cordboards used by telephone companies for operator 
services. While this equipment can still physically work, it has 
not been technologically obsolete and not providing service to 
customers for many years. In determining life expectancies of new 
technologies, considerations should be given to historical trends 
and to other factors such as functional and technological 
obsolescence and the existence of competitive pressures. According 
to Gulf , the combined-cycle technology is very sensitive to 
obsolescence, not from a safety or operational standpoint, but from 
an economic dispatch perspective. Increased efficiencies, lower 
capital costs, and higher capacities of newer generations of the 
combined-cycle technology are all drivers of obsolescence. Taking 
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these factors into consideration, Gulf estimates a 20-year service 
life as being appropriate f o r  Smith Unit 3. Staff recommends that 
the Commission find that the company's proposed life and salvage 
parameters are reasonable and consistent with Commission decisions 
f o r  similar Florida installations. 

Transmission, Distribution and General Plant 

The transmission, distribution, and general plant accounts 
mainly reflect the status-quo. In other words, the service life 
and salvage values approved in the l a s t  represcription are being 
maintained. The recommended remaining lives simply reflect an 
update of activity. However, some accounts indicate a change in 
service life, expected retirement dispersion, or net salvage 
estimates is warranted. The accounts reflecting the most 
significant changes are discussed below. 

Transmission Plant: 

Account 353 - Station Equipment: Gulf's proposed retirement 
dispersion and a 45-year average service life is predicated on 
longer life indications resulting from statistical analyses. This 
results in a 37-year remaining life and appears to be acceptable. 

The company's proposal of negative 5% salvage is based on less 
salvage and cost of removal currently being recorded. H o w e v e r ,  the 
company indicated in its response to staff data requests that a 
large portion of the retirements booked during 1997-2000 reflect 
corrections resulting from physical inventories of its assets, with 
no related salvage or cost of removal being recorded. This 
naturally distorts the removal costs and salvage when compared to 
the retirements. In view of this fact, the most recent activity 
should not be relied on to support a change in the currently 
prescribed salvage factor. Staff recommends retention of the 
negative 10% net salvage factor. The company concurs. 

Account 354 - Towers and Fixtures: T h e  company has proposed 
a change in average service life from 45 years to 50 years. This 
increase in life expectancy r e f l ec t s  a move toward a longer life 
indication which is supported by the submitted data. The resulting 
remaining life of 25 years appears to be acceptable. 

A change in the net salvage factor from negative 20% to 
negative 30% is proposed by the company. Gulf asserts that the 
most recent activity indicates a decrease in gross salvage and an 
increase in removal costs. However, the overall retirement rate 
has been less than one percent with no retirements recorded in 2000 
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and none forecasted for 2001. Such insufficient retirement 
activity makes any meaningful statistical analysis impossible. 
with this in mind, staff recommends retaining the current net 
salvage factor of negative 20%. 

Account 356 - Overhead Conductors and Devices: This account 
has experienced substantial growth since the last depreciation 
study in 1997, with an increase in investment of over 100% 
estimated by the end of 2001. The majority of the new investment 
is due to the construction and upgrading of transmission facilities 
as a result of new generating capacity and load growth. Gulf 
asserts that the life indications are clearly increasing. Both the 
50-year average service life and selected mortality dispersion 
appear to match recent activity. With future activity expected to 
continue in line with this pattern, staff recommends acceptance of 
the company’s proposed life parameters. The company proposed 
salvage factor of negative 30% is a move toward recent indications 
and appears to be acceptable. 

Distribution Plant: 

Account 362 - Station Equipment: The company data supplied 
for this account indicates that the plant is experiencing longer 
life indications. The company proposed mortality dispersion of 
R1.5 and an average service l i f e  of 40 years represent a move in 
this direction. Staff recommends that the Commission find the 
resulting average remaining life of 29 years to be acceptable. 

However, the company proposed net salvage factor of a negative 
5% is a concern. The  company indicates reliance on recent 
experience in selecting the net salvage factor. As part of the 
company’s response to staff’s initial review, Gulf notes that 
retirement adjustments made during the last four years relate to 
adjustments to its continuing property records. Inventory 
adjustments such as these distort the relationship between the 
retirements and salvage cos ts  and should not be considered 
indicative of future conditions. With this in mind, staff 
recommends retention of the currently prescribed negative 10% net 
salvage factor. The company concurs. 

Account 365 - Overhead Conductors and Devices: This is another 
account where statistics indicate a longer life. The company 
proposed R0.5 mortality dispersion and 34-year average service life 
reflect a move in line with these indications. A resulting 
remaining life of 25 years is acceptable and in line with current 
industry experience. 
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The company has also proposed a change in the net salvage 
factor for this account from negative 10% to negative 5%. This is 
in line with recent experience and future expectations for this 
type of plant. 

Account 369.1 - Overhead Services and Account 369.2 - 
Underqround Services: The company has proposed a change in 
mortality dispersion and average service life f o r  both overhead and 
underground services. Staff recommends acceptance of the company 
proposed retirement dispersions and average service lives as being 
in line with current industry projections. 

However, the net salvage factors proposed by the company are 
based on recent experience which appears to be distorted. In 
response to staff’s information requests, t he  company stated that 
an error was discovered and corrected in 1996 regarding the 
recording of removal costs for both overhead and underground 
services. In addition, Gulf implemented new salvage procedures in 
1999 regarding the allocation of salvage to the various 
distribution accounts. Between the errors in removal costs and the 
new salvage procedures, the reliance of this data for the 
determination of future net salvage factors is questionable. 
Without a full understanding of the impact of the new salvage 
method, staff recommends continuation of the currently prescribed 
net salvage factor of negative 15% for overhead services and 
negative 5% for underground services. The company concurs. 

Account 370 - Meters: There is no conclusive documentation 
warranting a change in the current service life for this account. 
The recommended remaining life of 15.2 years simply reflects an 
update of activity since the last depreciation review. With 
regards to salvage, this account will be impacted by the new 
salvage allocation program implemented in 1 9 9 9 .  However, two years 
of data is insufficient to warrant changing the currently 
prescribed negative 3% net salvage factor at this time. 

Account 373 - Street Liqhtinq and Siqnal Systems: The company 
proposed 16-year average service life and 10.8 year average 
remaining life appear to be acceptable. 

Regarding net salvage, the company proposed a change in the 
net salvage factor from negative 10% to zero. The salvage data 
from years 1997 through 2000 is somewhat clouded due to inventory 
adjustments, Hurricane George, and the impact of the new salvage 
allocation program. The company’s proposal of zero net salvage 
reflects the account’s recent experience and the expectations that 
salvage and removal costs will offset. Recognizing that gross 
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salvage exceeded removal costs by about 8% for the activity years 
1999 and 2000 and the activity for 1997 and 1998 are considered 
atypical, staff recommends retention of the currently prescribed 
negative 10% salvage factor at this time. 

General Plant: 

Account 392.2 - Transportation - Liqht Trucks: In the case of 
Transportation-Light Trucks, the company has proposed a longer 
average service life of 9 years and a decrease in t h e  net salvage 
factor from 20% to 15%. This is reflective of the account's recent 
activity and is in line with company's current replacement policy. 
The company's proposed life and salvage factors appear to be in 
line with the  account's activity and are acceptable. 

Account 392.3 - Transportation - Heavy Trucks: The company has 
proposed a change in mortality dispersion and average service life. 
The resulting 4.7-year average remaining life is in line with the 
account's recent experience and current company guidelines f o r  a 
10-year replacement cycle with variance allowed f o r  mileage and 
maintenance history. The proposed life and salvage parameters are 
reasonable and acceptable. 

- 18 - 



DOCKET NO. 010789-E1 
DATE: FEBRUARY 7 ,  2 0 0 2  

ISSUE 6: Should this docket be closed? 

RECOMMENDATION: If no person whose substantial interests are 
affected by the proposed agency action f i l e s  a protest within 21 
days of t h e  issuance of the order, this docket should be closed 
upon the issuance of a consummating order. (STERN) 

STAFF ANALYSIS: At t h e  conclusion of the protest period, i f  no 
protest is filed, this docket should be closed upon the  issuance of 
a consummating order. 
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