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[bookmark: RecToC][bookmark: CaseBackground][bookmark: _Toc94516455] Case Background	
On April 23, 2019, Tampa Electric Company (TECO or Company) filed its Petition for Approval of Commencement Date for Depreciation of its AMI (Advanced Metering Infrastructure) assets (Petition). In the Petition, TECO requests Florida Public Service Commission (Commission) approval “to commence” depreciating its AMI assets on or about January 1, 2022. 
Integral to the instant petition is TECO’s 2017 Amended and Restated Stipulation and Settlement Agreement (2017 Settlement), which was approved in November of that same year.[footnoteRef:1] The 2017 Settlement contains certain provisions regarding the deployment and transition from Automatic Meter Reading (AMR) technology, to AMI technology.[footnoteRef:2]  [1:  Order No. PSC-2017-0456-S-EI, issued November 27, 2017, in Docket No. 20170210-EI, In re: Petition for limited proceeding to approve 2017 amended and restated stipulation and settlement agreement, by Tampa Electric Company, and Docket No. 20160160-EI, In re: Petition for approval of energy transaction optimization mechanism, by Tampa Electric Company.]  [2:  Id.] 

Two separate staff data requests seeking additional information regarding the Petition were issued on May 7, 2019, and May 30, 2019. The Company responded to Staff’s First Data Request on May 14, 2019, and Staff’s Second Data Request on June 13, 2019. Additionally, the Company filed an updated response to Staff’s First Data Request, No. 15, on June 17, 2019. 
Staff is not currently aware of any questions or concerns from the public with respect to this matter. Also, the parties to the 2017 Settlement do not oppose the Company’s requested relief in this proceeding. 
The Commission has jurisdiction in this matter pursuant to Sections 366.04, 366.05, and 366.06, Florida Statutes (F.S.).
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Issue 1:	 
 Should the Commission approve TECO's requested accounting treatment related to its AMI meters?
Recommendation: 
 Yes.  Staff recommends that the Commission approve TECO’s requested accounting treatment related to its AMI meters. (Brownless, Higgins) 
Staff Analysis: 
 
Background 
 On April 23, 2019, TECO filed a petition effectively requesting authorization to suspend and reverse the depreciation expense on assets comprising its AMI program and recommence the depreciation expense on those assets on January 1, 2022.  TECO first began installing and recording depreciation expense for AMI meters in 2016 and is in the process of replacing all of its current AMR meters with AMI meters.  TECO estimates that AMI meters will be deployed system wide by year-end 2021 along with all of the back-office functions and communication systems necessary to make the AMI meters fully functional.  Once the AMI meters are fully functional, the system will be able to provide customer service tools, remote connection/disconnection of service, and information regarding an individual customer’s energy usage.  

TECO is currently depreciating AMI meter investment for both regulatory and federal income tax purposes from the point of purchase.  The specific accounting treatment TECO is proposing is to remove current AMI meter investment from Plant in Service Account 101 and place it into Construction Work in Progress (CWIP) Account 107.  Future AMI meter investment made from 2019 through 2021 would also be placed in CWIP Account 107 where such assets would not be depreciated.  On  January 1, 2022, the date that TECO estimates the AMI infrastructure will be fully functional, AMI meter investment would be booked to plant and depreciation expense would begin anew.  

The depreciation expense associated with the 2016 through May 2019 AMI meter investment that TECO is proposing be reversed totals approximately $460,000.[footnoteRef:3]  TECO states that reversing the prior AMI depreciation would be “immaterial to the presentation of its financial statements as a whole.”[footnoteRef:4] [3:  TECO’s Response to Staff’s Second Data Request No. 4. ]  [4:  Id.] 


The accounting method by which meters are depreciated is addressed in Rule 25-6.0142, Florida Administrative Code (F.A.C.).  Rule 25-6.0142(1), F.A.C., incorporates the Uniform System of Accounts prescribed by the Code of Federal Regulations, Title 18, Chapter I, Subchapter C, Part 101, into the rule.  By this incorporation, meters are given “cradle-to-grave” accounting treatment.  “Cradle-To-Grave Accounting” is defined in the rule as “[a]n accounting method which treats a unit of plant as being in service from the time it is first purchased until it is finally junked or disposed of in another manner.” [footnoteRef:5]  Further, meters that are in the “shop for refurbishing or in stock/inventory awaiting reinstallation [are] treated as being in service.”  Applying this rule to the present situation, TECO must begin depreciating its AMI meters from the date of purchase. [5:  Rule 25-6.0142(2)(d), F.A.C.] 


IRS Reg. Sec. 1.167(a)-(11)(e)(1) treats the depreciation of plant assets differently.  For purposes of depreciation for federal taxes, an asset is placed in service when it is “first placed in a condition or state of readiness and availability for a specifically assigned function.”  Applying this regulation to the present situation, TECO concludes that it does not have to begin depreciating the AMI meters until the date that they are fully functional, i.e., until the back-office functions and communications systems necessary to allow the AMI meters to fully perform are in place, currently estimated to be by January 1, 2022. 

For tax years 2016 and 2017, TECO depreciated both AMI and AMR meters for federal tax purposes.  TECO has not yet filed its 2018 federal tax return which is due between October 1 and 15, 2019.  TECO intends to claim zero tax deprecation for AMI for 2018 and to true-up for the cumulative tax depreciation it took for years prior to 2018, thus aligning the federal tax treatment with the treatment requested here.  

The depreciation of AMR meters is also addressed in Section 8 of TECO’s 2017 Settlement approved by Order No. PSC-2017-0456-S-EI.[footnoteRef:6]  Section 8(b) states as follows: [6:  Order No. PSC-2017-0456-S-EI. ] 


(b)  Notwithstanding the non-deferral language in Paragraph 4, unless the company proposes a special capital recovery schedule and the Commission approves it, if coal-fired generating units or other assets are retired or planned for retirement of a magnitude that would ordinarily or otherwise require a special capital recovery schedule, such assets will continue to be depreciated using their then existing depreciation rates and special capital recovery issues will be addressed in conjunction with the company’s next depreciation study.  If the company installs Automated Meter Infrastructure (“AMI”) meters and retires Automated Meter Reading (“AMR”) meters during the Term, such assets will continue to be depreciated using their then existing depreciation rates and special capital recovery issues will be addressed in conjunction with the company’s next depreciation study.

[Emphasis added.] 

TECO takes the position that Section 8(b) requires it to continue depreciating its AMR meters even if replaced by AMI meters.  TECO also takes the position that Section 8(b) does not address the depreciation treatment of AMI at all.  TECO acknowledges that the language of Section 8(b) can reasonably be read to mean that both AMI and AMR meters will be depreciated concurrently during the term of the 2017 Settlement.[footnoteRef:7]  However, TECO argues that the signatories to the 2017 Agreement did not intend that result.  TECO states that the use of the term “assets” in Section 8(b) “refers to the AMR meters that would be replaced by AMI meters resulting in an unrecovered net book value amount.”[footnoteRef:8]  TECO also states that the use of the term “rates” was a “scrivener’s error” and should have been “rate” to “reflect the fact that there is only one approved rate for meters in Account 370 - Meters.”[footnoteRef:9] [7:  The 2017 Settlement term is from November 2017 through December 31, 2021.]  [8:  TECO’s response to Staff’s First Data Request No. 6.]  [9:  Id.] 


TECO’s response to Staff’s First Data Request No. 22 in the 2017 Settlement docket indicates that, at the time that the 2017 Settlement was signed, the Company did intend to depreciate both its AMI and AMR meters concurrently at an annual rate of 7.2 percent from 2017 through 2021 (the 2017 Settlement term).  [Attachment A]   

The Office of Public Counsel (OPC) agrees that TECO’s request “does not violate the terms of the 2017 Agreement and does not object to the relief requested in the Petition.”[footnoteRef:10]  The Florida Industrial Power Users Group (FIPUG) and the Florida Retail Federation (FRF) “do not object to the relief requested in the Petition.”[footnoteRef:11]  The West Central Florida Hospital Utility Association (HUA) does not have a position on the Petition.[footnoteRef:12]   Likewise, the Federal Executive Agencies (FEA) do not have a position on the Petition.[footnoteRef:13] [10:  TECO’s response to Staff’s First Data Request No. 15, as revised on June 17, 2019.  ]  [11:  Id.]  [12:  Id.]  [13:  Document No. 05189-2019.] 


The reasons given by TECO for approval of the requested AMI accounting treatment are as follows:

· Every signatory to the 2017 Settlement either supports the proposed treatment of AMI depreciation or does not object to it.  [Staff First Data Request No. 15, revised on June 17, 2019]

· The change in depreciation treatment of AMI meters will match IRS Sec. 1.167(a)-(11)(e)(1)’s treatment since they are not currently providing their “specifically designed function.”  [Petition at 7; Staff Second Data Request No. 1]

· Allowing depreciation  of AMI meters when all AMI installations and back-office system integration are complete, estimated to be January 2022, prevents any intergenerational inequities.  [Petition at ¶ 14] 

· The continued depreciation of AMR meters will decrease the undepreciated net book value of those assets which will in turn reduce, or may eliminate, the amount of a capital recovery schedule for those assets in TECO’s next depreciation study filed with its next base rate case.

· Per Section 9 of the 2017 Settlement, as implemented by Order No. PSC- 2019-0234-AS-EI, [footnoteRef:14] due to the passage of the Tax Cuts and Jobs Act of 2017 (TCJA) TECO is required to make a one-time bill credit of $11,500,000 in January of 2020. [14:  Order No. PSC-2019-0234-AS-EI, issued June 14, 2019, in Docket No. 20170271-EI, In re: Petition  for recovery of costs associated with named tropical systems during the 2015, 2016, and 2017 hurricane seasons and replenishment of storm reserve subject to final true-up, Tampa Electric Company.    ] 


· The passage of the TCJA in December of 2017 also resulted in the loss of bonus depreciation on additions to utility plant which has a negative impact on accumulated deferred income taxes in the Company’s capital structure.  This negative impact will increase in the future as less income tax is deferred.  [Staff’s First Data Request No. 5; Staff’s Second Data Request at No. 6]

· As of the March 2019 Earnings Surveillance Report, TECO’s rate of return (ROR) is 6.14 percent and its return on equity (ROE) is 10.18 percent.  TECO’s current return on equity earnings range is 9.25 percent to 11.25 percent with a mid-point of 10.25 percent.  [Staff’s Second Data Request No. 6]  The proposed accounting treatment for AMI would result in approximately a $233,000 higher net operating income and 1 basis point increase in return on equity in the March 2019 Earnings Surveillance Report.  [Staff’s Data Request No. 7]  TECO projects that by 2021, if this petition is not approved, AMI depreciation expense will have a 19.2 basis points negative impact on ROE.  [Staff Data Request No. 7]  

Analysis

The first issue to address in determining whether TECO’s petition should be granted is to determine the procedural nature of TECO’s request to delay depreciation of the AMI assets.  In short, is this: 1) a de facto request for a waiver of Rule 25-6.0142(3), F.A.C., or 2) an addition to, or clarification of, the 2017 Settlement?  

A request for waiver of a rule is controlled by Section 120.542, F.S., and Chapter 28-104, F.A.C., which require that the petition for waiver be so named and filed with both the agency and the Joint Administrative Procedures Committee (JAPC).  Further, the request must state: 1) the rule or portion of the rule for which waiver is requested; 2) the statute the rule is implementing; 3) the type of action requested; 4) the “specific facts that demonstrate a substantial hardship or violation of principles of fairness that would justify a waiver or variance for the petitioner”; 5) the “reason why the variance or the waiver requested would serve the purposes of the underlying statute”; and 6) whether the waiver is temporary or permanent.  TECO’s petition does not meet these requirements.  While some of the facts plead by TECO could demonstrate why the variance would serve the purposes of the underlying statutes,[footnoteRef:15] there is no argument developed on this point.  Additionally, TECO has not filed its petition with JAPC nor asked the Commission to follow the procedures set forth in Section 120.542(6), F.S.  Thus, in its present form, the petition does not contain the required information for processing it as a rule waiver even if the procedural filing requirements had been followed or could now be initiated. [15:  Sections 350.115, 366.041, and 366.06(1), F.S.] 


At the most basic level, TECO’s request seeks to supplement Section 8(b) of the 2017 Settlement by addressing the depreciation treatment of AMI meters both during and at the end of the settlement term thereby allowing AMI meters to be treated differently than they otherwise would be under Rule 25-6.0142, F.A.C.  For this reason, staff recommends that TECO’s request be treated as an addition to, or clarification of, Section 8(b) of the 2017 Settlement. 

The standard for determining whether TECO’s request to supplement the 2017 Settlement should be granted is whether the requested accounting treatment is in the public interest when the 2017 Settlement is taken as whole.  This is the same standard the Commission applied when initially determining whether the 2017 Settlement should be approved.[footnoteRef:16]   [16:  Order No. PSC-2017-0456-S-EI.] 


Upon review of TECO’s response to Staff’s First Data Request No. 22 in the 2017 Settlement docket, staff is of the opinion that TECO and the other signatories to the 2017 Settlement intended to depreciate both the AMR and AMI meters during the 2017 Settlement term.  This treatment is consistent with Rule 25-6.0142, F.A.C., and the plain language of Section 8(b).  It appears that the parties to the 2017 Settlement were concerned about leaving as small an amount as possible of undepreciated AMR expense at the end of the settlement term.  This goal is  reasonable given that TECO was receiving bonus depreciation under federal tax provisions at that time.  The loss of bonus depreciation is a significant change in circumstances.  Further, staff agrees that TECO’s proposal to reverse all depreciation entries associated with AMI meters will have a very small impact on its financial statements.  

Additionally, the Commission’s approval of the 2017 Settlement was based, in part, on the fact that the parties negotiated a “stay out” provision of four years during which time base rates would not change, for reasons other than those provided for in the 2017 Settlement, unless TECO earned above or below its authorized range of 9.25 to 11.25 percent.[footnoteRef:17]  The passage of the TCJA, which took place after the execution of the 2017 Settlement, has had an unexpected negative financial impact on TECO by eliminating bonus depreciation and thereby effectively decreasing the amount of TECO’s zero cost capital.  If no change is made to the depreciation treatment of AMI meters, the greater level of depreciation expense will further depress TECO’s ability to earn within its authorized rate of return range at current base rates.   [17:  2017 Settlement at Section 1; Order No. PSC-2017-0456-S-EI at 3, 5.] 


OPC does not consider TECO’s proposal to violate the terms of the 2017 Settlement nor does any other signatory to the 2017 Settlement oppose TECO’s request.  It is clear that TECO’s proposed treatment of the AMI meters will have the effect of decreasing pressure on its ability to earn within its authorized range and increase the likelihood that TECO can maintain its current base rates until December 31, 2021.  Given these factors, it is staff’s recommendation that the 2017 Settlement, using TECO’s proposed treatment of the AMI meters, when taken as a whole, continues to be in the public interest.  



Conclusion
Staff recommends that the Commission approve TECO’s requested accounting treatment related to its AMI meters because TECO’s proposed treatment of AMI meter depreciation expense, when evaluated in light of the whole 2017 Settlement, continues to be in the public interest. 
Issue 2:	 
 Should TECO continue recording depreciation expense on existing AMR meters during the term of the 2017 Settlement?
Recommendation: 
 Yes.  The continued depreciation of existing AMR meters is consistent with the 2017 Settlement.  (Brownless, Higgins) 
Staff Analysis: 
 It is staff’s opinion that the terms of Section 8(b) of the Company’s 2017 Settlement, approved by Order No. PSC-2017-0456-S-EI, require TECO to continue recording depreciation of its AMR assets if replaced by AMI assets during the term of the settlement.  As such, this issue has already been addressed and ruled upon.[footnoteRef:18]  Further, if AMR assets are still in use or in-service as defined by Rule 25-6.0142(2)(d), F.A.C., after the 2017 Settlement period, those assets should continue to be depreciated at the then Commission-approved rate.  [18:  Order No. PSC-2017-0456-S-EI.] 

Conclusion
Staff recommends the Company continue to follow the terms of the 2017 Settlement, specifically Section 8(b), as it relates to the bookkeeping of AMR meters during the settlement period.

Issue 3:	 
 Should this docket be closed?
Recommendation: 
 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 administratively closed upon the issuance of a consummating order.  (Brownless) 
Staff Analysis: 
  At the conclusion of the protest period, if no protest is filed, this docket should be administratively closed upon the issuance of a consummating order.
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FILED: OCTOBER 16, 2017

22. Please refer to Paragraph 8(b).

a.

Please provide all the information and company’s plan, known at this
stage, regarding the expected retirements of the coal-fired generating
assets or other assets of the magnitude that would ordinarily or
otherwise require a capital recovery schedule.

When does the company expect to begin the retirement of its AMR
meters, and how many years does TECO expect it will require to-
complete the AMR- to- AMI meter replacement?

What is the expected unrecovered net investment amount, in dollars,
associated with the AMR meter retirement each year during the term
of the 2017 Amended and Restated Stipulation and Settlement
Agreement?

What will be the estimated percentage of the total investment booked
to depreciation Account 37000 — Meters that is expected to be
affected by the AMR to AMI meter replacement each year for the
period of 2017 - 20217

In reference to Rule 25-6.0436(7)(a), F.A.C., and the following
excerpt of the Commission's previous order regarding the timely
establishment of capital recovery schedules cited below', please
explain how the approach of deferring the establishment of the capital
recovery schedules described in Paragraph 8(b) would benefit
TECO's customers.

Ratepayers should pay their fair share of costs associated
with plant which they are receiving service. Unrecovered
amounts associated with non-existent plan do not benefit
ratepayers. [...] recovery of the identified unrecovered
costs associated with planned near-term retirements over
a period that matches the remaining period the related
assets will provide service ensures intergenerational
equity.

! Order No, PSC-10-0153-FOF-EI, issued March 17, 2010, in Docket Nos. 080677-EI and 090130-EI, In re:
Petition for increase in rates by Florida Power & Light Company, and 2009 depreciation and
dismantlement study by Florida Power & Light Company, pages 21-23.
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The company has four coal-fired generating assets located at Big
Bend Station and one IGCC generating unit at its Polk Power station.
The existing retirement dates of the Big Bend coal units are 2035 for
Unit 1, 2038 for Unit 2, 2041 for Unit 3, and 2049 for Unit 4. The
company has been evaluating the remaining life cycle costs of its
coal-fired units compared to other options, but has not completed its
analysis. A firm decision on when, or if, early retirement of any of
those units would take place has not been made.

The company anticipates beginning retirement of its AMR meters in
December of 2018. Additionally, the company expects to complete
the removal of AMR and replacement to AMI meters in two years.

The net book value of the AMR meters is expected to be
approximately $39 million at the time of removal commencement.
The annual depreciation expense expected over the settlement term
is approximately $5 million per year.

Please see attached.

Please note that the asset balances for September 2017 are based
on the actual plant records and can be uniquely identified by
retirement units. The breakout by type for depreciation expense,
reserve and net book value are based on an allocation since the
depreciation and reserve amounts for group depreciated assets are
not maintained below the depreciation group level.

The AMI Pilot Program for Meters began in 2016, therefore the 2017
reserve balance will include the ending reserve amount from
December 2016 in addition to the 2017 depreciation expense.

The 2018 — 2021 plant amounts for AMI are based on estimates at
this point in time and are subject to change.

Paragraph 8(b) is a Negotiated Term intended to specify that AMR
and coal-fired generation assets, if retired, would remain in plant in
service and rate base and would continue to be depreciated at their
present depreciation rates as if there were no early retirements until
the next depreciation study filed in advance of the next rate case.
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Absent the Commission’s approval of the 2017 Agreement, or in the
absence of a settlement agreement, the company would seek an
accelerated depreciation schedule when the assets were retired and
removed from rate base. The accelerated depreciation would result in
an increase to depreciation expense, which could contribute to a need
for a base rate increase. Pursuant to the 2017 Agreement, the
company agrees not to seek rate relief to be effective during the Term,
which would include the incremental depreciation amounts in
accelerated recovery schedules, which would benefit customers.

100




image5.jpg
37000
Other
AMR
AMI

Total

%AMR Assets
%AMI Assets

37000
Other
AMR
AMI

Total

37000
Other
AMR
AMI

Total

37000
Other
AMR
AMI

Total

Plant Balance

TAMPA ELECTRIC COMPANY
DOCKET NO. 20170210-El
DOCKET NO. 20160160-El
STAFF'S FIRST DATA REQUEST
FILED: OCTOBER 16, 2017

Sep 2017 2018 2019 2020 2021
13,138,130 13,138,130 13,138,130 13,138,130 13,138,130
69,655,204 69,655,204 69,655,204 69,655,204 69,655,204
1,361,336 10,480,687 91,546,687 1]5,333,687 181,133,687
84,154,670 93,274,021 174,340,021 259,127,021 263,927,021
83% 75% 40% 27% 26%
2% 11% 53% 68% 69%
Annual Depr Expense
Sep 2017 2018 2019 2020 2021 Depr Rate
709,810 945,945 945,945 945,945 945,945 7.20%
3,763,244 5,015,175 5,015,175 5,015,175 5,015,175 7.20%
50,413 754,609 6,591,361 12,696,025 13,041,625
4,523,467 6,715,729 12,552,481 18,657,145 19,002,745
Reserve Balance
Sep 2017 2018 2019 2020 2021
5,698,630 6,644,576 7,590,521 8,536,466 9,482,412
26,180,991 31,196,165 36,211,340 41,226,515 46,241,689
58,693 813L303 7,404,664 20,100,690 33,142,315
31,938,314 38,654,044 51,206,525 69,863,671 88,866,416
Net Book Value
Sep 2017 2018 2019 2020 2021
7,439,499 6,493,554 5,547,609 4,601,663 3,655,718
43,474,214 38,459,039 33,443,864 28,428,689 23,413,515
1,302,643 9,667,384 84,142,023 156,232,997 147,991,372
52,216,356 54,619,977 123,133,496 189,263,350 175,060,605
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