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Enclosed for filing please find the original and 15 copies of City Gas 
Company of Florida's Petition to implement accounting methodology for year 
2000 expenses. 
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BEFORE THE FLORIDA PUBUC SERVICE COMMISSION 

In Re: Petition for Approval of Accounting ) 
Methodology for Year 2000 Coats by ) 
City Gas Company of Florida. ) _________________________) 

DOCKET NO. 

Submitted for Filing 
_ June !l, 1998 

PETITION OF CITY GAS COMPANY OF FLORIDA FOR APPROVAL OF 
ACCOUNDNG METHODOLOGY FOR YEAR 2000 COSTS 

City Gas Company of Florida, an operating division of NUl Corporation 

(·Nul/City Gas• or "the Company•) petitions the Florida Public Service 

Commission for approval of deferred accounting, In accordance with FAS 71 , for 

costs incurred in converting data processing systems to Year 2000 compatibility, 

and in support thereof states: 

1 . The name of the petitioner and the mailing address of its principal office 

is: 

City Gas Company of Florid ;:a a Division of NUl Corporation 
955 East 25th Street 
Hialeah, Florida 33013-3498 

2. The name and mailing address of the persons authorized to receive 

notices are: 

Michael A. Palecki 
NUl, Southern Division 
955 East 25th Street 
Hialeah, Florida 33013-3498 

Raymond A. DeMoine 
NUl Corporation 
One Elizabethtown Plaza 
Post Office Box 3175 
Union, NJ 07083-1975 
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3. NUl/City Gas seeks Commission approval to defer the cost of 

remedlating its in-house data system for Year 2000 compatibility. and to 

amortize the cost over a five-year period from the date of implementation of 

the system. 

4. This Commission has encouraged Florida utilities to take reasonable 

steps to address foreseeable Year 2000 computer issues. It is NUl's intent to 

mitigate Year 2000 risk through a comprehensive remediation, replacement and 

testing program which Is currently ongoing. 

5. NUl has polled vendors of major software products in use within the 

Company to determine If the software is Year 2000 compliant. Many programs 

exposed to Year 2000 failure have been identified, and specifications prepared 

on how to correct the situation. Where practical, exposed programs and 

applications have been replaced with modem •packaged• solutions. Hardware 

has been assessed in a similar manner, and non-compliant hardware has been 

scheduled for replacement. These replacements will be capitalized, consistent 

with generally accepted accounting principals. 

6. Phase two of NUl's program entails the remediation of In-house 

developed systems that will not be replaced. including NUl's principal billing 

system. Most of this work has been outsourced to data systems specialists. who 

2 



.· 

have been given access to our mainframe test environment, where they are 

revising our programs. NUl's primary Year 2000 contractor has assigned up to 

24 employees to this project. Two million lines of code behind the Company's 

mainframe computer systems have been counted. Half a million were excluded 

from the Year 2000 project because the related programs were no longer 

deemed necessary. Major systems requiring compliance coding have been 

identified, involving approximately 1.5 million lines of code. Compliance coding 

is ongoing, and the mainframe is being upgraded. 

7. NUl's testing program is quite comprehensive. Each corrected program 

will be tested in two ways. First, parallel tests will be run, in which test results 

from the current programs will be compared to the test results of the corrected 

programs using current data. In the second phase of testing, the corrected 

programs will be tested against test data with dates changed to the Year 2000 

and beyond. For in-house developed systems. NUl's Year 2000 contractor will 

conduct unit testing, integration testing, and system testing. Acceptance testing 

will take place as each remediated module is delivered during the remediation 

phase. Assuming all tests are successful, the corrected systems will be 

implemented. 

8. NUl's cost to overhaul its in-house mainframe systems is $009,888, of 

which $91,560 was expended In fiscal1997, and $818,3281s planned be 

expended in fiscal 1998. A breakdown of these costs is attached to this petition 
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as Exhibit A. If these were ordinary operations and maintenance expenses, 

these costs would be expensed as incurred, which Is consistent with generally 

accepted accounting princtpals for ordinary repairs and maintenance, and with 

EITF 96-14, regarding expensing of costs associated with modifying Internal 

software for the year 2000. But EITF 96-14 was issued in 1996, when most 

businesses were only beginning the Year 2000 planning process, and before the 

magnitude of remediation necessitated by the Year 2000 was fully understood. 

It does not envision or address the extraordinary repairs and renewals being 

made by NUl, that have effectively resulted in a complete overhaul of NUl's 

mainframe data systems. Deferral of the $909,888 is therefore appropriate, and 

consistent with FAS 71, for extraordinary repairs and major overhauls. The 

$909,888 excludes costs that have been property capitalized, relating to software 

and hardware purchased for NUl's financial systems (including payroll. HR. 

purchasing and inventory) and its network systems (including gas control and 

monitoring systems). 

9. The Company requests Commission approval to defer the NUl/City Gas 

allocation of the $909,888 expenditure for remediation of in-house systems, and 

to amortize the deferred asset over 5 years. Using the allocation methodology 

accepted by the Commission in the Company's 1996-97 rate proceeding, the 

allocation of these costs to NUl/City Gas is $200,175 (regulated and 

unregulated). The regulated portion of the $200,175, which the Company, upon 

Commission approval intends to defer is $161,960. 
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10. In addressing Year 2000 issues, the Company has been faced with 

numerous options. Ten years ago, when the Company first built the system, it 

could have been designed to serve the Year 2000 and beyond. If the Company 

had chosen this option, the cost of Year 2000 capability would have been 

capitalized, but this option would have been extremely expensive given the price 

of storage and memory ten years ago. Aftematively, without making the extra 

investment in the hardware and technology available at that time, the demands 

placed on the system by Year 2000 capability would have adversely affected the 

system's overall performance. T oday•s options range from purchase of new 

hardware and software, to the recoding of existing software for Year 2000 

compliance. In each case NUl/City Gas has attempted to choose the most cost

effective solution, based on the comparative cost of replacement vs. remediation, 

while considering the value and useful life of each existing system. In choosing 

to recode in-house mainframe systems, the Company avoids the cost of new 

software, and the Company's customers benefit from receiving quality service 

into the Year 2000, and beyond. This expenditure is appropriately deferred and 

amortized as an extraordinary overhaul, rather than treated as a simple O&M 

expense. like painting or maintenance of plant. This expenditure will effect a 

substantial betterment, aimed to make the property affected more useful (it 

would otherwise become useless in the year 2000) and to extend the useful life 

of the property. By prudenUy making this Investment, the company significantly 

extends the life of a working asset, creating a Year 2000 compliant system from 
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one that would otherwise become obsolete. This asset will be used, useful, and 

of benefit to ratepayers. The Company should be entitled to eam a fair retum on 

its investment in overhauling the asset, just as it would have been entitled to a 

fair retum had the Company paid the significanUy higher price for Year 2000 

compliance when the system was first created. 

11 . This is a one time non-recurring large expenditure having significant 

impact on eamings, and Is appropriately spread over a number of years. 

Considering the nature of the cost, amortization over a five-year period from the 

date of implementation of the system is appropriate. The Orders of this 

Commission indicate that amortization of non-recurring significant expenditures 

is appropriate since such an expenditure will produce a distorted picture of 

eamings if booked in a single year. See PeoPles Gas System. Order No. PSC-

92-0924-FOF-GU, Issued September 3, 1993; Gulf Power Comoany. Order No. 

23573, Issued October 3, 1990; Rule 25-7.0461(8), Florida Administrative Code. 

The cost of adapting utility data systems for a millennium change is exactly the 

type of non-recurring expenditure that this Commission has determined should 

be spread over a number of years. Amorl~tion of this investment over five 

years will result in a more appropriate picture of eamlngs In each year than 

would result If the entire cost was booked in 1998. 

WHEREFORE, NUl/City Gas respectfully requests approval of the Florida 

Public Service Commission to defer the cost of remediating its in-house data 
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system for Year 2000 compliance, and to amortize the resulting deferred asset 

over a five-year period from the date of implementation of the system. 

Respectfully submitted this 8"'day of },_ r< v ' 1998. 

Michael A. Palecki 
NUl CORPORATION • SOUTHERN DIVISION 
Vice President of Regulatory Affairs 
955 East 25th Street 
Hialeah, FL 33013-3498 
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