
FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 891278-PU 

RULE TITLE : 

corpo r ate Income Tax Expense Adjustment : 

Mid~oint and Addi t ional Changes 

. ... 

RULE ~10 . : 

25-14 . 003 

PURPOSE AND EFFECT: To ensure use of the Most recently authorizerl 

rate of r e t urn on equity i n determination of tax savings , refunds , 

or deficiency collections ; and to allow adjustments oth~r than 

ref unds or collections . 

SUMMARY : Rule 25-14. 003 , F. A.C., establishes policy and rrocedur~~ 

for adjust ing utilit: income tax expense wh~n there are revisions 

in fede ral o r state corporate income tax rates . Adjustments , in 

t he fo r m of customer refunds or additional collections , would 

gene r ally be sufficient to adjust the r ate of return (RORl to the 

midpoint o f the allo~ed range when the r ate chanqe causes the 

ear nings t o move through the midpoint . Exceptions would be when a 

utility is e a r ning above the midpoin t of i t s ROR range before a tax 

dec rease o be!ow the midpoint before a t ax increase . Then , thP 

adius tmen t would re tur n it t o the o r iginal ROR . 

The intent of the p r oposed rule revisions a ce to clarify rule 

requi rements , streaml ine t he r epor ting pr ocedures , and to ensurP 

use of the most r ecently aurho r i zed r ate of r etu rn on equ1ty in 

dete r mina tions of tax savings r efunds o r deficiency collectio~s. 

To this end , the p roposed r evis i ons of Rule 25-1 4 . 003 would add 

ACK ~ar ifying l anguage to definitions a nd procedur es . In pa r ticular , 

AFA 
APP ____::ar ifyi ng language would be added to the definitions of 

CAF ~associated r evenues • and "midpoint .• The definit.on of the 

CMU ~idpoi n t • range of r eturn • would be c l arified as the midpoint of 
CTR 
~he • r ange o f r ate of r eturn . • Additionally , •and regulatr>d 

EAr. 
LEG _____£Ompany • would be added in references to utilities and • earningr-

r e view proceedings• would be substituted for show cause LJr~ 

OPC 
RCH -----pr oceedings . The word " fina l " hac been de l eLed from the phrase 

SEC ~!final r epor t • in these proposed r ule changes . 

WAS_ As a n alte r native to t he cur rent use of r efunds or collections 
(ITH 

when t a x ra tes change , o t he r adjustments approved by the Commission 

would be exp r essly a l lowed following rule revision . Explicitly 
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included in the p roposed rule revisions is the spec1fication that 

the date of ov~rcollections or undrrcollections phased in over Lime 

be the later ot the date the tax rate change was effective or th~ 

date the company recogntzes the effect of the tax rate change by 

use of a blended tax rate . This change merely cod1fies existinq 

Commission nnd utility practice pursuunt Lo negotiation ann 

litigation . 

Pollowfng rule r evis1on , the utility midpoint rate o! return 

would be calculated using its most recently author1zed rate of 

return on equity instead of the one determined in Lhe utility ' s 

last rate case , zero cost for investment tax cred1ls ana actual 

costs for other componPnts . Tnese rate~ will be uppli~d to thP 

company ' s actual cap1tal structure adjusted to reflect all 

regulatory adjustments . The p roposed rule revisions would clarify 

the oasis an d the accrual date of interest charges and also requirP 

that refunds and interest on refunds be calculated purauant to th~' 

detailed methods cu r rently established in Rules 2S-4.114 , 25-6.109 , 

25-7 . 091 , and 25-30 . 360 . Proposed revis1ons to Section C5l(fl 

would requi r e use of a basis that • fairly and equitably" deter~ines 

each electric custo~er class ' s share of tax-relatQd rPfunrls o~ 

collections . Included within th1s definition may be the curr~nL 

practice of using kilowatt-hours consumed as a basis. 

Finally with regard to reporting requirements , the proposed 

revtsions clartfy that : (ll a subnequent tax rate change w1ll ~nd 

one compliance period and begin anolh~r ; (2) a reporL would be 

filed annually unt1l rates and charges reflect the appropriate tax 

rate; (3) the referenced report Corms can be obtalnPd from the 

Dlvision of Auditing an•l Financial Analysis; (4 l thP tax report 

ftling date would be chan1ed from March 1 to fifteen days aftPr •hP 

due date of annual r eports; (5) all renulting tax calculations and 

earnings levels will be tested and verified . 

RULEMAKING AUTHORITY : 350.127(2) , F.S. 

LAW IMPLEME~TED : 364 . 01 , 364 .035 , 364.05 , 366.05 , 366.06, 366.~~6, 

367 . 121 , 367 . 081 , 367 . 0822 , P . S . 

SUMMAR¥ OP THE ESTIMATE OP ECONOMIC I11PACT OF THESE RULES : 



-' 
The propos~d rule changes should not add any agency costs or 

paperwork . 

Ratepayers could benefit f r om having tax change adJustments 

based on the latest authorized rate of return on equity and most 

recent cost of ~apital rather than older , potentially outd~ted , Jnd 

highe r cost bases . In addition , the use of zero cost for 

investMent tax credits would reduce the ROR for a utility to thP 

oenefit of the customers . 

At the present time , an updatPd ROE would shift many 

companies ' allowed rates of return downward , all other thlnns 

r~ma1n1ng equal . This would genP.rally decrease the orooortion of 

tax savings utilities would be allowPd to kePp and incrPase th~ 

amount of tax savings refunded to ratepayers (or otherwise 

adjusted) . 

In summary , to the ex t ent that the adoption of the proposed 

r ule revision allows the Commission to more easily designate more 

accurate and updated ROE ' s for tax savings refunds or tax 

deficiency collections , benetits may accrue to the affected utility 

ratepayer s . The extent and magnitude of these benef1ts c~nnot bP 

established with accuracy since further ROE movements in response 

to changing matket conditions cannot be estimated with accuracy . 

Many of the wate r and wastewater companies under the pu rview 

of the Commiss.on a ce small businesses ano thun would uP nff9cted 

by any revisiors . 

The impact on competition should be neqliglbl~. ~OwPVPC , 

there may be scme inter industry e(fects due to the prooosed 

language mandating electric use of a fair and reasonable b~sis for 

tax rate adjustments instead of a K~l basis. 

In the shurt term, if the proposed rule revisions !'nQl•ndPr 

larger tax sav·ngs or sh1fting refund proportions among electric 

utility ratepa:ers , there may be effects on employmPnt in Plori~a . 

The methodology included discuss1ons with Commission staff . 

Rate of return and r efund data for tax reports subnitted oy 

ut ilities were used in reviewing potentia l effPcts of this rule. 

cost-benefit a r.alysis was appl1ed to determine effects of the 

proposed rev is1ons. Part ial equilibrium analysis was used to 



determine the effects on competition and effects on ~mployment . 

WRITTEN COMMEN'fS OR SUGGESTIONS ON TilE PROPOSED RUJ.F. 11AY qE 

SUBl'I ITTED TO THE PPSC , DIVISION OP RECORDS AriD REPORTitiG , \o/I'!'YI!l 21 

DA'iS Of' THE DATE OF THIS NOTICE FOR li:CLUSION IN T'!E Q~C"OPD I)F "'1!1: 

PROCEEDI NG . IF REQUESTED WITHIN 21 OA'iS Of' THE DATE OF Tli!S 

NOTICE , A HEARlUG \-IILL BE HELD AT THE IJATE AND PLAf•E S!IO~:tl BF:t.f)~>' : 

TI ME AND DATE : Janua r y 29 , ./:m, 9:30 A . ~ . 
PLACE : Room 106 , 101 Eas t Gaines Street , Tallahasse~ , ~lorida . 

THE PERSON TO BE CONTACTED REGARDING THESE RULES AriD THE ECO:IO~HC 

IMPACT STATEMENT IS : Director o! Appeals , ~1o r 1da Public Service 

Commission , 101 East Gaines Street , rallanassee , Plocida 3239<l 

THE FULL TEXT OF ~HE RULES TS: 

25-14. 003 Corporate Income Tax Expense AdJustments . 

(1 ) Definitions . f'or the purposes of thi s ruJn, the 

following definitions shall apply : 

(a) "Tax savings .• The difference between thP t~x nxoens~R 

f o r a utility or regulated company calculated under the previousiy 

eff~ctive corporate income tax r ates and thos e calculatPd under 

newly effective , reduced corpor ate income tax rates. 

(b) "Tax Deficiency .• The differencP betwPen the tax 

expenses fo r a utility or regulated company calculated under nP. Nly 

effective , highe r corporate income tax rates and thoo~ calculalPd 

under the previously effective corporate income tax rates . 

(c) "Associated Revnnues . • ThosP revenues re3ult1no fro~ thP 

application of a utility ' s o r regulated company ' s rev•~nue expans1on 

factor to a tax savings or tax deficiency . The tax rate to be 1l5Pfi 

i n calculating the revenue expansion factor shall r etlect the t~Y. 

ra te at which the utility or r egulated company r ecognizes the 

effect of the refund , collection or oth~r ad)uStM~nt on its t~x 

r etur n. 

(d) "Previously E!fective .• Refers to the corporate income 

tax rate used in a utility ' s o r regula ted company ' s last rate case 

or ea rn ings review [show cause) proceed1ng , or used 1n the last tax 

e xpense adjustment by the Commission , whichever occurred most 

recent ly . 



(e) "Tax Rate .• The statutory tax r ateG , botn federal and 

state , applicable to utility or regulated co~pany income, 1ncludtnq 

any s urcharges, min1mum taxes , and oLher adjustments to Lhe basic 

pe r centage tax rates . 

(f) "Hidpo1nL ." The midpoint of the range of rate of r~ urn 

calculated as the weighted average cost of capttal for the per1od 

of time covered by the tax adjustment report required in Gubsectlon 

(4) . The weighted average cost of capital shall be calculated 

us ing the current embedded cost of fixed rate capital , the ~ctu~ l 

coat of shor t term debt , zero cost Cor all investment tax credi ~ s , 

the cost of common equity that is the most r~cent ~ommisnion 

approved return on equity , and the actual cost of other 3ou r ces of 

capital . The cap1tal structure used shall be the conpany's ac ual 

capital structure adjusted to reflect all regulatory ndjusLments. 

[of return approved by the Commission in the utility's last rate 

case , adjusted for the cost of any debt iGsued subsequent to the 

rate case and prior to the commencement of a tax savings refund or 

Lax deficiency collection.) 

(2) Tax Savings Refunds or Other AdJustments ApprovPd by the 

Commission . In accordance with subsection CSl of this rule nnd 

using a calendar year as the basis of t'.P calculation : 

(a) When , during the repo~ting period described in pa r agraph 

(5)(a) below, a utility or regulated company is earninq 1 ~at~ o: 

return which is at or above the m1dpoint ot its author1zed range 

computed in accordance ~ith subsection (llltl and without 

consideration of a tax rate reduction, tht utility or regulated 

company shall make an adjustment approved b'l the Commission or 

r efund all associated revenues as described In paragraph S(c) . 

(b) When , during the reporting period described in paraq ra ph 

5(a) below , a utility or regulated company 1s earning a rate of 

r etu r n which is below the midpoint of its authorized ranq•• co~out~d 

in accordance Wlth subsection (l)(f) and without conSldP.ratlon o: a 

tax rate reduction , the utility or regulated company shall makP an 

adjustment approved by the Commiss ion or refund only thooe 

associated revenues which cause the utility or regulaten company to 

earn in e xcess of that midpoint , as described in paragraph S(c). 



(3) Tax Deficiency Collections or Other Ad)ustments Approv~d 

by the Commisston . rn accordance with subsection (5) of this ruln 

a nd us1ng a calendar yea r as the bas1s of the calculatton : 

(a) When, during the r~porting period describPd 1n ~(a) 

below, a u~LltLY or regulated company is Parninq a rat~ cf rPturn 

wh1ch is at or below the midpoint of its authorized ranQ~ coMpUtPd 

in accordance with subsection (l)(f) and without consideration of 

a tax rate increase , the utility o r regulated company qhall makP. 

otner ad)ust~ents approved by the Commission of or collect all 

assoc1ated revenues , as described in paragraph S(c) . 

(u) When, durlng the reporting per1od describPd in 5(a) 

oelow , d utility or rPgulated company is narninq ~ rat" nf return 

wntch is above the midpoint of its authorized range computed in 

accordance with the provision of subsection (l)(fl and without 

consideration of a tax r ate increase , the utility or r~gulated 

company shall make other adjus tments approved by the rommission or 

collect only those associated revenues which cause the utility or 

regulated company to earn below that midpoint , as described in 

paragraph S{c) . 

(4) Reporting Requirements. Following a tax rate cnange , 

each utility or r egulated company shall fu rn1 sh a report , on thn 

form prescr ibed by the Comm1ssion , Form PSC/AFA 1 l , wh1ch is 

incorporated into this rule by reference . Form PSC/AFA 1 ( ) , 

entitled "Rule 25-14.003 Corporate Income Tax f.xpP.se AdjustM~nts ", 

was effective ( and may be obtained from the commission ' s 

Division of Auditing ~nd Financial Analys1s . A Ulilit/ or 

regulated company is not precluded from providing tax adjustment 

information of its choice in addition to that pr escribnd by form 

PSC/AFA 1 ) . The report shall he required eac~ year unttl the 

utility ' s or regulated company ' s rates and charges are Jrl]usted to 

reflect the newly effect1ve tax rate . [On or belore March lst of 

every year following a tax race change , each util1ty or ~egulated 

company shall furnish a final report, in Lhe form prescribed by 

the Commiss1on .) The reporL shall cover only the prtor calendar 

year and shall be due on or before fifteen days after the due 

date , including authorized extensions, of the Annual Report 



requ1red by Rules 25-~ . 0ld , 25-o . 0~ 4 , 25 -7 . 014 , ana 25-Jn . :lo . 

(during which the tax rate change was effective . ] 

(5) Procedures. 

(a) Refunds , (orl collections or other adjustments ~pprovP~ ~y 

tne Cornmiss 1on shall be calculated from the effectivu date o f ~ny 

tax rate change through the end of the ca!Pndar year . 

rate change is in effect for only part of a tax year, the 

refund , (or] collection or other Commission adjustment shall he 

calculated in accordance wi th the utility ' s or regulat ed company ' s 

customary accounting treatment as authorized by the ferl~ral o r 

state taxing authority fo r tax rate changes which occur nuring a 

tax year . For years ~ubaequent to th~ yenr in which ~h" tax 

change became etfective , tax savings or tax detic1encies shall be 

calculated for the Pntire calendar year or for the oortinn nf thP 

calendar year prior to the effective date of the next tax chano". 

(b) A .further chang!! in the tax rate sh<~ll ~ncl on•~ p~no.! o! 

compliance and initiate a new period but shall not affect nny 

refund , (or] collection o r otner adJUStment approved by tnr.> 

Commission al ready in progress pursuant to this rule . 

(c) Together with the (final] report described in subsec~ion 

(4) of this rule , each utility or regulated company shall file a 

petition containing a calculation of and the method for 

refunding , (or] collecting o r otherwise disposing of any tax 

sav1ngs or deficiency for the tax year of th" report . ~he 

comm1ssion will review and evaluate the pet1tion ano supporting 

data , and either approve it , approve it with modification, nr cleny 

it ; an oppo r tunity for a hearing on the Commission ' s decision ~ill 

then be provided , if requested . (Thereafter , the] The utilit.y ~r 

regulated company shall e1 ther make the re!und to or collect thP 

deficiency from 1ts exist1n9 customers in accordance ~itn 

paragraphs (e) and ([) of this subsection(.] or make another 

adjustment as directed by this Commission . 

(d) Upon its own or other motion , the commission may 

determine that a rofund,(or) collection or oth~r adJustment for 1 

particular year is impractical because its amount will not warrant 

the expense of making the refund , lor] collecting the deficiency 



or mak1ng another ~O)UStment . In sucn an cvrnt , no ret~na , >r 1 

collect1on or other adjustment will be made for that year . 

(e) The utility o r regulated company may make any refund or 

collectton e1thPC 3S a lump sum payment or billing or in month!y 

installments not to exceed twelve (12) months . Such refunds shall 

be made in accordance witn Pules 25 - 4.114, 25-6 . 109 , 25 - 7 . 091 , anrl 

25-30 . 360 . [or] sucn collections shall be made to or from current 

customers of the utilltY or r egulated company at thP time that 

such [ ce£unds or) collections are to be effected . [In e1ther 

event , the) The utllltY or regulated company shall re(und or 

collect the amount with interest accruing on any outstanding 

balance (com the date of overcollection or underpayment . 

(Intere~t shall be set by the Comm1ssion) The datn of 

overcollect1on or underpayment shall be the later of the datP the 

tax rate change was effective or the first of the year for which 

the report is being filed . I f a tax rate change was phased 1n 

over a period of time , then the date of overcollection or 

underpaymen• shall be the later of the date when tax rate change 

w~s effective o r the date the the effect of the tax rate change 

wus recognized as such by use of a blended tax rate. If the 

utility or regula ted company is unable to show when over

collectlons or underpayments occurred , then the tax savings or tax 

dc(iciency shall oe assumed to have occurred evenly over the 

twelve (12) months covered by the tax adjustment report . rnterest 

on refunds , collections , or other Commission approved adjustments 

snall be calculated in accordance with the 1nte r est calculation 

provisions of Rules 25-4. 114 , 25-6 . 109, 25-7 . 091 , a111 25-30 . 076 . 

Interest shall not accrue on franchise fees , utility taxes , sales 

t axes , or excise taxes . 

(f) For[An) an electric vtility , other utility , or regulated 

company , [shall determine) each custome r' s share of refund or 

collection shall be determined on a basis that fairly and 

equitably reflects the income taxes embodied in r ates for the 

utility ' s o r regulated company ' s various customer classes , or on 

any other fair and reasonable basis approved by the Commission (on 

a kilowatt hour basis] . A telephonP company shall determine each 



customer ' s shar e of refund or collec tion based on ~xistinq general 

r~sidence and bus1ness local ra te relationships . 0the r utilitle~ 

shall determine each customer ' s share of r efund or collection 

basea on consumption or any other reaso~ablP bas1s r.pecified 1n 

the utility ' s or r egulated company ' s petition and approved by the 

Comm1ssion . 

(6) Effect of Rate case or Earnings Review p roceeding (show 

cause] . A tax savings refund , (or) tax deficiency collection , or 

other Comm1ssion approved adjustment shall be consistent With th1s 

rule except that : 

(a) When a tax rate change occurs , its effects (The issue of 

a tax savin~s refund or tax deficiency collection) shall be 

addressed (decid~d) in the course of rate cases and earnings 

r eview {show cause) proceedings that are pending when (a) the tax 

rate change becomes law( , ). If a rate case or earnings r6view 

pr oceeding is begun in (or that commence prior to the close of) 

the (tax) year in which a tax rate change becomes effective( . ) , 

the effect~ of the tax ra te change shall be addressed 1n such 

proceedings . 

(b) (Nothing in this subsection shall be construed as 

limit ing the operation of the tax expense adJustmPnt process under 

this rule either in completing a) A tax savings refund , (or) tax 

deficiency collection or other Commission approved adjustment 

already in progress for any (tax] years prior to thP year 1n which 

a rate case or earnings review proceeding (show cause) is 

initiated( . I shall be completed . This subsection [It] shall 

[also) not prohibit a tax savings refund , (or) tax deficiency 

collection or other Commission approved adjustment for any tax 

year or portion the reof ending pr ior to the final order in a rate 

case or earnings review [show cause) proceeding . 

(7) The provisions of this rule shall not supersede ~ny 

disposition of excess tax revenues or collections of tax 

deficiencies approved by the Commission prior to the effective 

date of this rule. 

Specific Authority: 364 . 01 , 366.05 , 367 . 121 , F. S. 

Law Implemented: 364 . 01 , 366.05 , 367 . 121 , P.S . 



Histo ry : New 6/22/82, Cormcrly 25-14 . 03 , Amended 

NAME OF PERSOH ORIGINATING PROPOSED RULE : Ann Causseau x 

NAME OF SUPERVISOR OR PERSON( S) WHO APPROVED THE PROPOSED RULES: 

Flor ida Publ1c service Co~mission 

OAT~ PROPOSED RULES APPROVED: October 31 , 1989 

If any pe r son decides to appeal any decis i on of the Commission 

with respect to any matter considered at the rulemaking hearing , 

if held , a reco r d of th~ hearing is necessary . The appellant must 

ensu re that a verbatim record , including te5timony and ev1uence 

fo rming the basis of the appe~l is made . The Commls~ion usually 

makes a verbatim r ecord of rulema~inq hea r ings . 




