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Case Background

Rule 25-7.045, Florida Administrative Code (F.A.C), requires regulated natural gas
companies to file a comprehensive depreciation study once every five years. On December 21,
2007, St Joe Natural Gas Company (SING or company) filed its regular depreciation study in
accordance with this rule. SJNG’s last comprehensive depreciation study was filed on January
22,2003.

Staff has completed its review of the depreciation study and presents its
recommendations herein. The Commission has jurisdiction to consider this matter pursuant to
Sections 366.04, 366.05, and 366.06, Florida Statutes.
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Discussion of Issues

Issue 1: Should the currently prescribed depreciation rates of St. Joe Natural Gas Company be
changed?

Recommendation: Yes. A comprehensive review of St. Joe Natural Gas Company’s planning
and activity since the prior depreciation filing indicates a need for a revision in the currently
prescribed depreciation rates. (Gardner)

Staff Analysis: SING’s last comprehensive depreciation study was filed on January 22, 2003,
with an effective date for revised depreciation rates of January 1, 2003. As discussed in
subsequent issues, changes in activity and company planning since the last study indicates the
need to revise currently prescribed depreciation rates.
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Issue 2: What should be the date of implementation for the new depreciation rates?

Recommendation: Staff recommends approval of the company’s proposed January 1, 2008,
date of implementation for the new depreciation rates. (Gardner)

Staff Analysis: SING has proposed an implementation date for new depreciation rates of
January 1, 2008. All data and related calculations that have been submitted support this date.
Staff recommends approval of this date as being the earliest practicable date for utilizing the
revised rates.
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Issue 3: Should the Commission make any corrections to the reserve allocations between
accounts?

Recommendation: Yes. Staff recommends the reserve allocations shown on Attachment A.
These allocations bring each account more in line with its theoretically correct reserve level.
(Gardner)

Staff Analysis: As part of its review of the company’s study, staff reviewed the reserve position
for each account. When significant surpluses and deficits exist, corrective reserve transfers
between accounts should be considered. The effect of prior depreciation rates, average service
lives, and net salvage projections results in surpluses and deficits that should be addressed. Also,
staff recognized during this review that the company overstated many of the plant accounts by
continuing to depreciate the account beyond the recovery of the investment. In cases where early
retirement of an asset is occurring, the company must request a review of the plant account. For
these reasons, staff recommends transferring these related reserve surpluses to help correct the
existing reserve deficiencies in the accounts, as shown on Attachment A.
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Issue 4: What are the appropriate remaining lives, net salvage, reserve amounts, and resultant
depreciation rates for SING?

Recommendation: The staff’s recommended remaining lives, net salvage values, reserves, and
resultant depreciation rates are shown on Attachment B. The rates, based upon actual
investments as of December 31, 2007, would result in an increase in the annual depreciation
expense of approximately $3,989 as summarized on Attachment C. (Gardner)

Staff Analysis: Staff’s recommendation is the result of a comprehensive review of SING’s filed
depreciation study. Attachment B shows a comparison of the current and proposed rate
components (lives, salvages, and reserves) and the rate components staff is recommending for
final approval. Investment and reserve positions, shown on Attachment C, reflect actual amounts
as of December 31, 2007, with the reserve positions restated to reflect the staff’s recommended
corrective measures discussed in Issue 3.

A depreciation study provides an opportunity to review the present recovery position and
determine whether any changes should be made to the existing pattern of recovery (depreciation
rates). A prime concern of the depreciation study is life and salvage. As part of the review
process, prudence of company planning (including additions and retirements), technological
impacts, retirement and salvage practices, and other related activities are reviewed. Staff and the
company agree on lives, net salvage values, and, the resultant depreciation rates for all accounts
as a result of the review and analytical process.

The recommended changes in depreciation rates can be attributed mainly to: 1) activity
since the last depreciation study, and 2) the correction of reserve positions by transfers to
appropriate accounts. A brief discussion of changes to the plant accounts life parameters is set
forth below.

Distribution Plant

Mains and Services (Accounts 376 and 380)

Mains and Services comprise approximately 79 percent of the investment in the
distribution plant function. SJING is still in the process of upgrading its system from steel to
plastic services.

The Steel Services account is a declining account, showing no additions since 1985, and
increasing retirements through 2007. The company continues to upgrade cathodic protection as
maintenance dictates. The upgrade consists of inserting plastic pipe in the existing steel service
and then retiring the steel pipe. The company continues to perform inspections of steel service
lines on a regular basis and has found that all lines are in acceptable condition with many years
of service remaining. The service life of this account was increased from 35 to 47 years which
reflects the company’s expected outcome over previous study estimates. Based upon the data
provided to staff, we recommend an increase in service life to 47 years. We also recommend a
continuation of the currently approved negative net salvage of 25 percent.
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Mains and Services lines are generally abandoned in place upon retirement. This
involves travel time for the crew, digging down to the main or service, cutting and capping,
refilling the hole, and restoring the roadway. Restoring the roadway can become significant if
the lines are under pavement. Surface restoration normally occurs at the service riser, at the
property line, or at the connection to the main. The galvanic action of dissimilar metals such as a
galvanized steel service line running off a cast iron main requires that the line be cut at the main
rather than the property line. Under these circumstances, paving restoration is required.

Meter and Regulator Installations (Accounts 382 and 384)

When a meter or regulator is placed in a location that has never before had service, or
when an additional meter or regulator is added to an old location (increasing the number at the
location), the installation costs are capitalized. Generally, meter and regulator installations are
retired only when the meter or regulator is removed from the location and no new one is
installed, or when service through the meter or regulator is cut. In other words, the life of these
installations should be very similar to the life of services. The company proposes to increase the
service life for both accounts from 35 to 40 years to accurately reflect the accounts’ expected
outcomes. Based upon the analysis of the data provided by the company, staff accepts the
company’s proposal as being reasonable and in line with the current activities of the plant
accounts.

There were 514 installations completed for both the Meter and Regulator Installation
accounts from January 1, 2003, through December 31, 2007. This high activity increased the
average cost of removal to a negative 49 percent and 115 percent of the original cost. Although
for the past five years, the company’s cost of removal has increased substantially, the company
proposes to increase net salvage for meter installations from a negative 5 percent to a negative 30
percent. But for regulator installations, the company proposes a change from a negative 5
percent to a negative 50 percent. The cost of removal for labor intensive accounts will continue
to increase and has been the experience of the other regulated companies. The reserve position
of these plant accounts will be monitored by staff annually when the company files its annual
status report. Staff accepts the company’s proposal as reasonable and recommends the changes
in life and salvage parameters on a going forward basis.

Other Equipment (Account 387)

Currently, this account has an average service life of 15 years. In 2004, the majority of
the items in this account became obsolete and were retired. The company replaced the items at a
cost of $10,858. Based upon the company’s experience with this account, a 15-year service life
is too long and an 8-year service life is more appropriate. Based upon the data presented, staff
accepts the company’s request as reasonable and recommends the 8-year service life on a going
forward basis.
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General Plant Accounts

Office Furniture (Account 391.01)

This account has experienced a 97 percent retirement rate since the last filing. These
retirements created a reserve deficiency which has been corrected through reserve transfers,
allowing the account to become more in line with its theoretical correct reserve position. Also,
the company states that the current 20-year service life was too long and that a 15-year life is
more appropriate for this account. Based upon the data presented, staff recommends the use of a
15-year average service life.

Office Computers (Account 391.03)

This subaccount includes the company’s billing software which has been in use since
1996 and represents 35 percent of the account investment. The company expects the life
expectancy for this equipment to go beyond the current 8-year to a 10-year service life.
Recognizing the current age of the surviving investment is 7.3 years, staff accepts the proposal
and recommends the use of a 10-year service life.

Transportation Equipment (Account 392)

The investment in this account consists of 3 trailers that makeup 4 percent of the
investment, and approximately 10 vehicles that make up the remaining 96 percent of the
investment. The company believes that an 8-year service life is too long and a 7-year life is
more appropriate for this account. Based on the company’s historical experience of 16 vehicles,
the average service life is 7 years. Staff recommends the change from 8 to 7 year service life,
with a 4-year average remaining life, and 10 percent net salvage.

Communication Equipment (Account 397)

The remaining plant investment for this account is the company’s office telephone
equipment which has a 12-year service life. Currently this account has a 15-year service life.
Recognizing the current age of the surviving investment is only 2.5 years, and no near-term plans
for retirement, staff recommends the use of a 12-year service life.
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Issue 5: Should this docket be closed?

Recommendation: Yes. If no person whose substantial interests are affected by the proposed
agency action files a protest within 21 days of the issuance of the order, this docket should be
closed upon the issuance of a consummating order. (Brown)

Staff Analysis: If no person whose substantial interests are affected by the proposed agency
action files a protest within 21 days of the issuance of the order, this docket should be closed
upon the issuance of a consummating order.
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ST. JOE NATURAL GAS COMPANY

ATTACHMENT A
RESERVE ALLOCATIONS
1/1/2008
Actual Theoretical | Reserve | Restated 2008
Account Reserve Reserves Transfers Reserves
$ $ $ $

Distribution Plant
375.0 Structures & Improvements 13,593 13,174 (419) 13,174
376.1 Mains-Steel 1,597,611 1,565,003 (32,608) 1,565,003
376.2 Mains-Plastic 401,584 419,636 18,052 419,636
378.0 M&R Equipment General 42,452 40,884 (1,568) 40,884
379.0 M&R City Gate 210,461 207,957 (2,504) 207,957
380.1 Services -Steel 151,521 131,531 (19,990) 131,531
380.2 Services-Plastic 183,053 226,461 16,913 199,966
381.0 Meters 218,528 204,742 (13,786) 204,743
382.0 Meter Installations 39,066 51,504 12,438 51,504
383.0 Regulators 66,792 66,740 (52) 66,740
384.0 Regulators Installations 6,842 19,271 12,429 19,271
385.0 M & R Equipment 10,049 11,305 1,256 11,305
387.0 Other Equipment (4,238) 5,601 9,839 5,601

Total Distribution Plant $2,937,314 | $2,963,809 0 $2,937,314
General Plant
390 Structures & Improvements 81,714 66,559 (15,155) 66,559
391.1 Office Furniture (4,001) 2,218 6,219 2,218
391.2 Office Machines 16,224 10,816 (5,408) 10,816
391.3 Computers 66,007 56,695 (9,312) 56,695
392.1 Transportation Equip-Cars & Trucks 42,356 71,063 17,576 59,932
394.0 Tools, Shop, & Garage Equipment 5,943 6,153 210 6,153
396.0 Power Operated Equipment 64,715 61,174 (-3541) 61,174
397.0 Communication Equipment (8,743) 668 9,411 668

Total General Plant $264,215 $275,0346 0 $264,215




IOﬁI

*SJIJsue.a) 9AI)IILI0) JI3}JE IAIISAI PIJE)SAI SAJOUI(] ¢

9.1 JI[ A[OYM SIJOUI(]

x 0 00°0 00 002 0°s 00 002 ywdwdmby sty 0°86€
€8 PR ] 4 £4 00 $'6 €9 00 LS ywwdmby wonedsrunwuio) 0°L6E
€9 wx V€S 0's 99 L9 00 09 ywwdmby pajeradQ 1mod 0°96€
0°s #x  00°LS 00 98 8'S 00 v9 ywwdmby 28esen 2p ‘doyg ‘sjoo], 0'v6€
Syl xx  CI'6T 001 € €01 001 €€ sy, 2 sxe)-"dmmby uonejrodsuesy, 0°26€
001 xx 0099 00 v'E 871 00 €€ s1ondwo) £16€
611 xx  6S'8Y 0's 6'€ o1 0's Sy SAUIIRIN RFO TL6€
L9 xx  PPPS 00 89 by 00 L8 danyuanyg 3450 I'16€
ST xe  0S'TH 00 0°€T | &4 00 0'sT spudwRAoAdw] 7p SaUNPINANS 0°06€

INVId TVHANTD
STl xe  0S'T9 00 0¢ v'8 00 9'€ yuowdmby YO 0°L8E
S'€ %z SI'6S 0's- '€l S'€ 0's- 9'81 [erysnpuj - juswdinby YW 0°S8€
8'€ xx  0b'99 0°0S- (1) 44 8'€ 0's- 881 uone[[eIsu] s10)e[n3oY 08¢
€€ xx  88'SH 00 v'91 y'e 00 061 sa0ye[n3ay 0°€8¢
€€ xx  06'EL 0°0¢- 0Ll e 0's- I'st suone[eIsuy 1PN 0°78¢
0y xx  08°0L 00 €L 'y 00 6 SIPIN 0°18¢
€€ xx  95°9€ 0T 097 S'€ 0Lz 0'sT dnsed - SINAIS 0°08¢
LT =x 0086 0°ST- 001 I'€ 0°ST- I's [99)§ - SINAIAS 0°08€
0€ xx  OE'SH 0's- 661 0€ 0's- (1874 en H1) - ywewdmby YPIW 0°6LE
(IXY xx 00°6€ 0's- (144 I'e 0's- 097 [eudN - yuwwdmby YPIW 0°8LE
€€ xx 0808 0°0¢- (1844 €€ 0°0¢- 0'8T dseld - Surely 09LE
€€ xx  OL'FS 0°0¢- 0°€T €€ 0°0¢- 0'8T [99)§ - surejy 09LE
9T xx  8S'T9 0's- L9T ¥ 0's- (144 spudwdAoadw] 7 SAUNPINYS 0°SLE
NOILNGTILSIA SVO
(%) (%) (%) (S4A) (%) (%) (S¥A) INNODDV
ALV AAYASTA ADVATIVS HATT ALV ADVATIVS HATT
HAI'T LAN ONINIVINAI HATT LAN ONINIVINTI
ONINIVINTI AOVIAAV ONINIVINTI ADVIAAV
aaLSADONS AAVLS INTIIAND
4 INIWHOV.LLYV

SINANOJINOD ANV SHLVYH 40 NOSIHVJIINOD

AdALS NOILVIDHYdAd 8007
ANVdJINOD SVD TVINLVN dOf "LS

800C ‘LT YoIeN 91e(
ND-LELOLO "ON 33200



‘SJAJSUB.I) IAIIIILIO)D A} B IAIISAL PIIBISIAIA SAPOUI(] 4

) JYI[ I[OYM SAOUI(

Iﬁﬁl

686°€ 0bS‘SET 1SS 1€
LET9 L99°TS 0EH ¥
0 0 x 0§ 0 x 0§
€9 797 xx €8 661 €9
0 PIT'L xx €9 €LYL L9
98- ors xx 0°S 979 8'S
970°8 yTT6t wx CPI 861°1C €01
SOv°T- 065‘8 xx 00 S66°01 8Tl
8LE 6V9°T xx  6'LL ILTT o1
¥6 €LT xx L9 6LT vy
979 S16°€ xx ST 687°€ | &4
8vTT- €L8°T8I 1T1°S81
L9€ 0TI‘T xx ST €SL b8
0 699 xx  S'€ 699 S'€
0 €011 xx  8'€ €011 8¢
9bI- 008y #x €€ 96y e
0L 00€°C #x €€ 0€TT €
06¢- LIS wx 0P LSSTI |87
¥60°1- 1S0°81 xx €€ SvI‘6lL S'€
LES- ¥79°c xx LT 191 '€
0 TLLET zx 0'€ TLLET (IXY
SOI- SPI‘E xx 0°€ 0ST°€ I'e
0 09T°LT zx €€ 097°LT €€
0 9¥°S6 zx €€ 956 €€
€Is- xx 9T €IS 4
) (O] (%) (O] (%)
SASNAIXA SASNAIXH HLVA SASNAIXH ALVA
NI
AONVHD
qaLsanoONs AAVLS INTIAND

D INHINHDVLLV

6TS‘107°E

SITH9T
0

899
PLI‘TY
€SI°9
7€6°6S
$69°0S
91801
81T
65599

PIELEGT
109°S
SOETT
ILT61
0vL‘99
$0S‘1S
TLY0T
996°661
IESIEL
LS6°L0T
#88°0%
9€9°6 1+
€00°S9S°T
PLI‘ET

®
TAASTA
8007/1/1

SASNAIXH 40 NOSIIVIINOD
AdALS NOILLVIDHHdAd 800T

ANVJINOD SVD TVINLVN d0f "LS

S16°6¥1°9 SINNODDV TV.LOL
€I1°€09 TV10L
0 jusrudmbyq ISt 86€
LST'E judwdiby wonesrunuwwo)) L6€
STS'VIT yuowdmby pajesddQ 1omog 96€
$6L0T judwdinby o3eaen 2 ‘doyg ‘sjoo], y6€
708°s02 sy, % sae)--dmby uvoneyrodsuery,  €0°76€
206's8 sdwo)  ¢16€
092°7C SOUIYIBIN IO T'T6E
vLOY aMuINg RYJO  TI'T6€
609°9S1 spudwdAoxdw] 29 $3INJINIS 06€
INVId TVIINID
208°9PS°S TVLOL
196°8 yuowdmbyg 19O 18€
(484! [erysnpuy - yudwdmby AP S8€
720°62 uone[EIsU] 10jenSoy p8€
99¥°SH1 s10je[nSay €8¢
¥69°69 suone[[eIsuy I3\ 8¢
€81°68C SIAPIA I8¢
LOOLYS d0SE[] - SINAIIS 08¢
STTPET [993§ - SIIAIS 08¢
990°6S¥ e &) - yuowdinby YW 6LE
0£8F01 [e3udd) - yuawdinby Y PN 8LE
$50°978 anselq - SUIBIA 9L
L6L‘T68T [99)S - sureg[ 9L
3% 14 syududAodwy 29 S3INPINIS SLE
_ NOILAIRILSIA SVD
®
INAIWISIANT INGODOV
8007/1/1

800C ‘LT YoIeN 91e(
ND-LELOLO "ON 33200



