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Re: Docket No. 20180039-EI - Docket to consider Stipulation and Settlement Agreement 
between Gulf Power Company and Office of Public Counsel, Florida Industrial Power Users 
Group and the Southern Alliance for Clean Energy regarding Tax Cuts and Jobs Act of 2017. 

Dear Ms. Brownless: 

This letter is in response to yours dated February 22, 2018, containing Staff's data requests 1 
through 21. In accordance with the instructions at the end of your letter, this letter is also 
being filed electronically on the Commission's website at www.floridapsc.com by use of the 
Clerk's Office tab and Electronic Filing Web Form. 

As clearly noted in the title of this docket, the purpose of this proceeding is to consider the 
Stipulation and Settlement Agreement filed on February 14, 2018 (the 2018 Agreement). The 

2018 Agreement is the product of successful settlement negotiations between and among Gulf 
Power Company (Gulf Power, Gulf or the Company), the Office of Public Counsel (OPC), the 
Florida Industrial Power Users Group (FIPUG) and the Southern Alliance for Clean Energy (SACE) 

(collectively the Parties), which collectively constitute !U. of the ultimate signatories to the 
comprehensive settlement agreement between OPC and Gulf filed on March 20, 2017 (the 
2017 Agreement), subsequently joined separately by FIPUG and SACE and ultimately approved 

by the Commission as evidenced by its Order No. PSC-17-0178-S-EI, issued May 16, 2017 (the 
2017 Rate Order). 

As noted in the 2018 Agreement, the 2017 Agreement and the 2017 Rate Order established 
new 2017 base rates for Gulf that took effect on July 1, 2017, only six months prior to the 
January 1, 2018, effective date of the Tax Cuts and Jobs Act of 2017 (TCJA). The 2018 
Agreement seeks to (1) immediately reduce Gulf's base rates by $18.2 million in response to 
the federal income tax rate changes applied to Gulf through operation of the TCJA; (2) 
immediately reduce Gulfs fuel cost recovery rates for the remainder of 2018 by $69.4 million to 
refund the full jurisdictional amount of "unprotected" excess deferred taxes (EDT) resulting 
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from application of the new federal income tax rate in the TCJA; (3) immediately reduce Gulf's 
Environmental Cost Recovery Clause (ECRC) rates by $15.6 million on an annual basis in 
response to the federal income tax rate changes applied to Gulf through operation of the TCJA; 
and (4) capture and refund to Gulf's customers impacts of the TCJA between January 1, 2018, 
and the effective date of the new rates that would result from approval of the 2018 Agreement. 
In addition, the 2018 Agreement sets the stage for a future limited scope proceeding to 
consider and address the appropriate ratemaking impacts of the "protected" EDT resulting 
from application of the new federal income tax rate in the TCJA. 

Importantly, the 2018 Agreement is structured to accomplish the incorporation of the TCJA into 
Gulf's rates as a continuation from both the 2017 Agreement and the 2018 clause rates. The 
compromise agreements between the parties in both the 2017 Agreement and the 2018 
Agreement are based on this central foundation. 

The 2018 Agreement is a compromise settlement between and among the Parties that must be 
considered as a comprehensive whole, not as individual parts. The 2018 Agreement is the 
product of a give and take among the Parties on individual elements that ultimately allowed the 
Parties to reach the filed consensus result. The foundation for these negotiations was 
paragraph 6 of the 2017 Agreement, which contemplated the possibility of the type of tax 
reform that, in fact, occurred through enactment of the TCJA effective January 1, 2018. An 
important element of the negotiations was to reach an agreement that would allow a 

permanent base rate reduction as soon as possible and thereby avoid both the uncertainty and 
the inherent delay associated with litigating all of the ratemaking issues arising from the TOA. 
All of the Parties are united in support of the 2018 Agreement. 

Gulf has prepared the following responses to the questions set forth in your letter of February 
22, 2018. The positions taken below are intended to be limited to the facts and circumstances 
unique to Gulf and are not intended for application to the facts and circumstances relevant to 
other investor owned electric utilities or to other regulated industries. 

1. Referring to Paragraph 9 of the 2018 Stipulation and Settlement Agreement (2018 
Agreement), please explain how the reduction of $15.6 million for the (ECRC) will be 

annualized. 

RESPONSE: 

The $15.6 million ECRC reduction is the annual estimated impact that Gulf is proposing 
to include in the proposed ECRC rates beginning in April. Any portion of the $15.6 
million reduction not received by customers in revised 2018 rates will be discussed in 
estimated true-up testimony, reflected in the ECRC recovery balance, and included in 
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the true-up provision when Gulf proposes its 2018 estimated true-up amounts and 2019 

proposed ECRC rates in the upcoming ECRC proceedings. 

2. Referring to Paragraph 9 of the 2018 Agreement, please explain what benefit the 

petition has to the ratepayers as compared to the company filing a true-up in the next 

ECRC proceedings. 

RESPONSE: 

The primary benefit is reducing rates now for customers rather than waiting until 

January 2019. The negotiated settlement, if approved, would allow customers to realize 

ECRC tax savings benefits in electric bills much earlier than they otherwise would if the 

2018 benefits were delayed until th.e normal true-up for 2018 costs in subsequent 

periods. Gulf and the other signatories to the 2018 Agreement firmly believe there is a 

real benefit to customers to pass through tax savings to customers as expeditiously as 

possible. 

3. Please refer to Attachment A, Page 5. Please explain the significance of the information 

shown. The proposed monthly bill of $141.81 does not match the bill shown on 

Attachment B, page 7 of 7 ($131.28). 

RESPONSE: 

The proposed monthly bill shown on page 5 of Attachment A shows only the base rate 

impact of tax reform and does not reflect the proposed cost recovery clause rates. Page 

7 of Attachment B shows the total monthly bill impact of all proposed changes, both 

base rate and cost recovery clause rates. 

4. When and how does the Company plan on notifying customers about the proposed rate 

changes? 

RESPONSE: 

Gulf Power began notifying its customers of the proposed rate decreases as soon as it 

filed the 2018 Agreement on February 14, 2018, by: 
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1. Issuing a news release on February 14, 2018, that was sent to all news media in Gulf 

Power's service area. 

2. Posting a news release to the Company's news site, GulfPowerNews.com. 

3. Posting a notice of the proposed rate changes on social media channels including the 

Company's Facebook and Twitter pages. 

4. Making phone calls to the Company's largest commercial and industrial customers. 

In addition, Gulf has fielded inquiries from the following local media outlets that in turn 

produced their own articles as shown below that reached a total of 73,390 unique 

viewers, with 319,427 impressions and 222 shares/retweets. 

Media Outlet/Article 
WJHG News Channel7 Panama City 

Gulf Power files request to pass along tax savings 

WMBB Channel13 Panama City 
Gulf Power Requests Rate Decrease 

WEAR-TV News Channel 3 Pensacola 
Gulf Power customers to see $103 million decrease for 2018 

NorthEscambia.com 
Gulf Power Seeks To Pass Savings Along To Customers 

Pensacola News Journal 
Gulf Power seeks bill reduction for customers following tax cuts 

NWF Daily News 
Gulf Power customers could see lower bills 

The Destin log 
Gulf Power customers could see lower bills 

Panama City News Herald 
Gulf Power bills expected to drop $14 per month 

WPMI, MyNBClS, Mobile, Ala. 
Gulf Power: Florida customers to see $103 million in savings for 2018 

WCOA 1370 News Talk 
Gulf Power Rate Reduction 
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Media Outlet/Article (cont.) 
Santa Rosa Press Gazette 
Gulf Power says customers will see $103 million decrease for 2018 

Crestview News Bulletin 
Gulf Power customers could see lower bills 

Upon approval of the 2018 Agreement, Gulf Power will begin notifying customers using 

the following channels: 

1. Send out a news release to all news media in Gulf Power's service area. 

2. Post news release to the Company's news site, GulfPowerNews.com. 

3. Email all customers who have a current email address on file. 

4. Post notice of the rate changes on social media, including the Company's Facebook, 

Twitter and lnstagram pages. 

5. Make personal phone calls to the Company's largest commercial and industrial 

customers. 

6. Send an official rate notification bill insert to all customers through their electricity 

bills in the next available bill cycle. 

7. Include notification in the Company's monthly newsletter that accompanies 

customers' bills in the next available bill cycle. 

8. Include notification in the Company's monthly business e-newsletter in the next 

available issue. 

5. Referring to page 3 of the 2018 Agreement, please state which day the first billing cycle 

for April 2018 falls on. 

RESPONSE: 

April 2, 2018 
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6. Please refer to the 2018 Agreement, Attachment B, page 6 of 7. 

a. The total for "Projected Sales at meter (kWh)" is shown as 10,907,192,000. Is the 
2018 Agreement's "Projected Sales at Meter (kWh)" amount sourced from the 
company forecast that produced the 2018 "Total Sales to Ultimate Customers" 
appearing in the 2017 Gulf Ten Year Site Plan, Schedule 2.2? If not, please describe 
the date of the load forecast used as the basis of totai"Projected Sales at Meter" for 
2018 and identify any other Commission filings inclusive of such forecasts. 

b. Is it correct that all of the rate class level 2018 "Projected Sales at Meter (kWh)" are 
the energy forecasts identified as "GWH sales" appearing in the 2017 Ten Year Site 
Plan, Schedule 2.2? If not, please explain the source of these projections. 

c. What is the date of Gulf Power Company's most current load forecast? 
d. When will the next Gulf Power Company load forecast be produced? 
e. Did Gulf use its most recent load forecast to prepare the units appearing in 

Attachments A and B of the 2018 Agreement? If not, why not? 

RESPONSE: 

a. Yes. 

b. Yes. 

c. Gulf's most recent load forecast was approved on September 20, 2017, and will be 
shown in Gulf's 2018 Ten Year Site Plan. 

d. Gulf's next load forecast is expected to be approved in September 2018. 

e. No. The 2018 Agreement is structured to accomplish the incorporation of the TCJA 
into Gulf's rates as a continuation from (a) the 2017 base rate settlement as though 
it was a known change when the 2017 Agreement was reached, and (b) when the 
2018 clause rates were calculated. As such, it is important that the load forecasts 
used in the underlying rates (base and clause) serve as the basis for the proposed 
changes to those underlying rates. Therefore, the load forecasts used to develop 
the current~approved base and clause rates were used to develop the corresponding 
Attachments in the 2018 Agreement. As such, Attachment A uses the 2017 
projected test year included in the 2017 Agreement approved by the Commission in 
Order No. PSC-17-0178-S-EI. This same forecast is shown in Gulf's 2016 Ten Year 
Site Plan. Using a different forecast to calculate base rates in the 2018 Agreement 
would be inconsistent with the 2017 Agreement approved by the Commission. 
Attachment Buses the load forecast from the cost recovery proceedings in Docket 
Nos. 20170001-EI and 20170007-EI, which is the forecast shown in Gulf's 2017 Ten 
Year Site Plan. 
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7. Please refer to the 2018 Agreement, Attachment A, Page 9 through 14 of 32. Explain 
the method used by the Company to project the number of bills, KWH, and KW by rate 
schedule as shown in Columns (2} and (6) on these pages, in particular as relates to the 
Company's rate class level forecasts. 

RESPONSE: 

Because the 2018 Agreement is structured as a continuation from the 2017 base rate 
settlement as though the TCJA was a known change when the 2017 Agreement was 
reached, the billing determinants used in the 2018 Agreement are the same as those 
approved by the Commission as part ofthe 2017 Agreement in Order No. PSC-17-0178-
S-EI. Specifically, the bills, kWh, and kW as shown in columns {1}, {2), (3), (5), (6), and (7) 

in the 2018 Agreement, Attachment A, pages 9 through 22 of 32 are the same 
determinants as shown in Document No. 04264-17, Attachment C, pages 10 through 23 
of 33, columns (5), (6) and (7). The billing determinants for Rate Schedule OS are also 
unchanged from those approved in the 2017 Agreement. 

8. Please refer to the 2018 Agreement, Attachment B, Page 6 of 7, Column (F} and 
Attachment A, Page 9 through 14 of 32 (Column 2). Please reconcile the Projected Sales 
at Meter by Rate Class in Attachment B with the KWH by rate schedule shown in 
Attachment A. If a reconciliation cannot be done, please explain why. 

RESPONSE: 

Please see Gulf's response to Item Nos. 6{e) and 7. 

9. Starting on page 4, Paragraph 5, of the 2018 Agreement, it states that an amount equal 
to 1/24th of the $18.2 million base rate reduction will be recorded to a regulatory 
liability for the month of January 2018, and an amount equal to 1/12th of the $18.2 
million will be recorded to the regulatory liability for the month of February 2018, and 
each month thereafter up to the effective date of new rates outlined in Attachment A. 
Please describe the rationale of only including half of the annualized impact for the 
month of January 2018. 

RESPONSE: 

The approach described in Paragraph 5 of the 2018 Agreement includes the full impact 
for all energy used in 2018. Bills rendered in January include energy usage for 
December 2017. The December 2017 energy usage was accrued as unbilled revenue for 
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the month of December in 2017 and, as such, had an income tax rate of 35 percent 
applied. This December 2017 energy usage is approximately half of the January billed 
energy usage. The attached graphical depiction (Attachment 1), of the billing cycles and 
the Federal tax rate in effect for the periods presented, provides further details 
regarding this approach. 

10. Paragraph 6 of the 2018 Agreement addresses the excess accumulated deferred income 
taxes created by the Tax Cuts and Job Act (Act) as regulatory liabilities under certain 
paragraphs of Accounting Standards Codification (ASC) 740-10. Provision (10) of Rule 
25-14.013, F.A.C., entitled Accounting for Deferred Income Taxes under SFAS 109, 
states: "[w)hen the statutory income tax rate is changed as a result of legislative action 
after the implementation of SFAS 109, each utility shall adjust its deferred income tax 
balances to reflect the new statutory income tax rate. The recording of regulatory 
assets and liabilities for the excess or deficient deferred income taxes, accounting detail 
and reversal of the excess and deficient deferred income taxes shall comply with 
subsections (4) through (9) of this rule." The following questions relate to the 
accounting for the accumulated deferred income tax effects resulting from the Act. 

a. In light of the fact that Statement of Financial Accounting Standards (SFAS) 109 
essentially became ASC 740, does the 2018 Agreement comply with provisions (4} 
through (10) of Rule 25-14.013, F.A.C., entitled Accounting for Deferred Income 
Taxes under SFAS 109? 

b. If so, please explain in detail how the 2018 Agreement complies with provisions (4) 
through (10) of Rule 25-14.013, F.A.C. 

c. If not, please explain in detail how the 2018 Agreement does not comply with 
provisions (4) through (10) of Rule 25-14.013, F.A.C. 

RESPONSE: 

a. Yes. 

b. As of December 31, 2017, the Company recalculated all deferred income tax 
balances to reflect the new federal income tax rate and recorded the difference 
from prior rates in the appropriate regulatory asset and liability accounts. In 
addition, the gross up for the amount recorded to regulatory asset and liability 
accounts was also recorded to deferred income tax and regulatory asset and liability 
accounts. The reference in paragraph 6 of the 2018 Agreement to the Company's 
restatement of deferred taxes at December 31, 2017, indirectly acknowledges 
compliance with Rule 25-14.013 provisions (4) through (10}. 
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The method and amounts were audited by Deloitte & Touche llP as part of the 
preparation ofthe 2017 Annual Report, Form 10·K, filed with the Securities and 
Exchange Commission on February 20, 2018. 

c. N/A 

11. Please refer to Paragraph 6 of the 2018 Agreement. Please provide the amount and 
method of determining the excess deferred taxes at December 31, 2017 including a 
delineation of the protected and unprotected amounts. 

RESPONSE: 

The excess deferred tax and the related gross up (EDT) at December 31, 2017, was 
$45 7 ,498,000. 

The protected EDT (subject to normalization) amount of $386,099,000 is comprised of 
timing differences for accelerated depreciation methods used for the tax return (e.g. 
Modified Accelerated Cost Recovery System (MACRS) and bonus depreciation) and book 
depreciation. As noted by paragraphs 13 and 14 in the 2018 Agreement, there are 
remaining issues regarding the protected EDT that remain to be addressed in a future 
limited scope proceeding. 

The unprotected EDT (not subject to normalization) amount of $71,399,000 is 
comprised of differences related to property basis differences between book and tax 
(e.g. repairs expensing for tax) and other differences primarily related to the regulatory 
asset for the Plant Smith early retirement, the deferred return on transmission projects, 
benefits, cost recovery clause over/under recoveries, the property damage insurance 
reserve, and the injuries and damage reserve. 

The method and amounts were audited by Deloitte & Touche llP as part of the 
preparation of the 2017 Annual Report, Form 10-K, filed with the Securities and 
Exchange Commission on February 20, 2018. 

12. Please refer to Paragraph 7 of the 2018 Agreement. Please provide the method used to 
determine the amount $69,407,000 and the assets associated with this amount. 

RESPONSE: 

Please see Gulf's response to Item No. 11 for the assets and liabilities associated with 
the $71.4 million unprotected EDT (not subject to normalization). The $69,407,000 is 
the jurisdictional portion of the $71.4 million total system amount using the 
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jurisdictional separation factor of 97.20871 percent from MFR Schedule C-4, page 6 of 6 
in Gulf's rate case resolved by the 2017 Agreement. 

13. On page 4, Paragraph 4, of the 2018 Agreement, it states the annualized impact on 
Gulf's base rates as a result of the TCJA is a reduction of $18.2 million. Please provide a 

copy of the calculations used to determine the $18.2 million annualized impact on base 
rates. Please provide these calculations in Microsoft Excel format, with all formulas and 
cell references intact. 

RESPONSE: 

The $18.2 million annualized impact on Gulf's base rates resulting from the TCJA is a 
compromise settlement among the parties that is consistent with Gulf's approved 2017 
Agreement. The 2017 Agreement states there will be an assumed impact of $1.3 million 
per each percentage point change in the federal income tax rate. The TCJA reduced the 
corporate federal income tax rate from 35 percent to 21 percent. Therefore, a 14-
percentage point decrease in the federal income tax rate results in an $18.2 million 

annualized reduction to Gulf's base rates using the calculation described in the 2017 
Agreement. 

Calculation: 

Corporate Federal Income Tax Rate- After TCJA 
Less: Corporate Federal Income Tax Rate- Before TCJA 
Change in Corporate Federal Income Tax Rate 
X Assumed Impact per Percentage Point Change in Tax Rate 

(2017 Agreement, Paragraph 6} 
Prospective Adjustment to Base Rates from TCJA 

21.0% 
35.0% 

(14.0%) 
$1.3M 

($18.2M) 

14. Please provide the December 2017 Earnings Surveillance Report that reflects annualized 
revenues for the rates that became effective in July 2017. 

15. Please provide the December 2017 Earnings Surveillance Report that reflects annualized 
revenues for the rates that became effective in July 2017, as well as the effects of the 

Tax Cut and Jobs Act assuming that tax reform had become effective on January 1, 2017. 

RESPONSE: 

The 2017 test year is the most appropriate basis for adjusting Gulf's base rates going 
forward. The compromise agreements between the parties in both the 2017 Agreement 
and the 2018 Agreement are based on this important foundation. 
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Recalculating a December 2017 Earnings Surveillance Report (2017 ESR) that 
incorporates only the annualized revenues that became effective in July 2017 would not 
result in an appropriate basis for adjusting Gulf's base rates. There are too many items 
in 2017, in addition to the lack of a full year of rate relief, that would need to be 
considered, accepted, and adjusted in order to begin to make the 2017 ESR an 
appropriate basis on which to make a future base rate adjustment. The compromise 
settlement set forth in the 2018 Agreement avoids the time and expense for all parties 
that would result from litigation over such issues and speeds the delivery oftangible 
savings to Gulf's customers. 

16. Please refer to Paragraph 10 of the 2018 Agreement. Provide the analysis, including 
calculations, used to determine that " ... returning the full amount of 'unprotected' 
deferred taxes to customers in 2018, along with the loss of bonus depreciation, will put 
a strain on Gulf's credit metrics (specifically its Funds From Operations ("FFO") to Debt) 
over the short and long term. 

RESPONSE: 

It is well documented in financial industry publications that the TCJA will negatively 
impact investor-owned regulated utilities. For example, on January 19, 2018, in a public 
announcement, Moody's Investors Service (Moody's) stated: 

Tax reform is credit negative for US regulated utilities because the lower 
21% statutory tax rate reduces cash collected from customers, while the 
loss of bonus depreciation reduces tax deferrals, all else being equaL 
Moody's calculates that the recent changes in tax laws will dilute a 
utility's ratio of cash flow before changes in working capital to debt by 
approximately 150 - 250 basis points on average, depending to some 
degree on the size of the company's capital expenditure programs. 

Gulf agrees with Moody's conclusion. All things being equal, returning the EDT to 
customers without mitigating efforts will reduce Gulf's Funds From Operations (FFO), 
regardless of the time period the EDT is returned to customers. In the instance of the 
unprotected EDT of $69.4 million, the resulting reduction in revenues negatively impacts 
Gulf's cash flow because the flowback of the $69.4 million will reduce amortization 
expense, which is a non-cash expense. Therefore, Gulf's cash flow metrics will be 
negatively affected by the return of the unprotected EDT to customers. As an example, 
returning the $69.4 million over a five-year period would reduce Gulfs FFO by 
approximately $10.4 million in each year. 
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The example below illustrates the impact on FFO-to-debt that would result from 
returning the amount associated with unprotected EDT to customers over a five-year 
period. The amounts shown are illustrative but represent a close approximation to 
Gulf's FFO and adjusted debt. Under this example, the reduction to FFO-to-debt would 
be an average 100 basis points annually. 

Illustrative FFO-to-Debt- No Return of Unprotected EDT ($000s) 

Year 1 Year 2 Year 3 Year 4 Year 5 
Funds from 
Operations 350,000 350,000 350,000 350,000 350,000 

Adjusted 
Debt 1,500,000 1,500,000 1,500,000 1,500,000 1,500,000 

FFO-to-Debt 23.3% 23.3% 23.3% 23.3% 23.3% 

Illustrative FFO-to-Debt- 5-Year Return of Unprotected EDT ($000s) 

Year 1 Year 2 Year3 Year4 YearS 
Funds from 
Operations1 339,637 339,637 339,637 339,637 339,637 

Adjusted 
Debt2 1,507,288 1,514,575 1,521,863 1,529,151 1,536,439 

FFO-to-Debt 22.5% 22.4% 22.3% 22.2% 22.1% 

1 1ncorporates the after-tax amount of $69.4 million refunded to customers over five-year period 
($69.4 million x 74.655% I 5 Years) 

2 Assumes reduction to capital structure in each year is financed with mix of 47.5% debit and 
52.5% equity 

While the 2018 Agreement mitigates this long-term credit deterioration and also 

provides an accelerated benefit to the customers of the full amount of unprotected EDT, 

a strain would still be placed on Gulf's credit metrics. Once fully refunded to customers, 

the $69.4 million associated with unprotected EDT will be permanently removed from 

Gulf's capital structure. In order to mitigate the impact to the Company's credit metrics, 

Gulf intends to fund the $69.4 million with 100 percent equity. 
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Illustrative FFO·to·Debt- Return of Unprotected EDT in Year 1 ($000s) 

Year 1 Year 2 Year 3 Year4 
Funds from 
Operations1 298,184 350,000 350,000 350,000 

Adjusted 
Debt2 1,500,000 1,500,000 1,500,000 1,500,000 

FFO-to·Debt 19.9% 23.3% 23.3% 23.3% 

1 Incorporates the after-tax amount of $69.4 million fully refunded to customers in year 1 
($69.4 million x 74.655%) 

1 Assumes $69.4 million reduction to capital structure in 2018 is funded with 100 percent 
common equity 

Year 5 

350,000 

1,500,000 

23.3% 

As illustrated in the example above, credit metrics are affected in the year of the refund 
but return to pre·tax reform levels in subsequent years. Although the TCJA will result in 
a strain to Gulf's credit metrics in isolation, the 2018 Agreement, which includes an 
increase in Gulf's equity ratio to 53.5 percent, helps mitigate the strain and maintain 
Gulf's financial integrity and credit quality. The 2018 Agreement ensures Gulf remains 
in a healthy position and continues to have access to investor capital, providing benefits 
to customers over the long term. 

17. On February 19, 2018, Gulf Power provided an analysis of the base rate impact resulting 
from the change in the federal income tax rate from 35 percent to 21 percent. This 
analysis was based on the 2017 projected test year Minimum Filing Requirements 
(MFRs) used in the Company's recently completed rate case and included recognition of 
the $56 million rate increase approved as part ofthe 2017 Comprehensive Settlement 
Agreement (2017 Agreement). What is the achieved return on equity {ROE) assumed in 
this analysis? 

RESPONSE: 

The analysis provided on February 19, 2018 (Attachment 2), was prepared by Gulf as 

support for the reasonableness of the stipulated $18.2 million base rate reduction 
resulting from the TCJA. This analysis is consistent with Gulf's 2017 projected test year 
MFRs adjusted for the approved rate increase provided in the 2017 Agreement. The 
analysis quantifies the jurisdictional net operating income (NOI) impact associated with 
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a 14-percentage point decrease in the federal income tax rate based on the NOI 

reflected in Gulf's 2017 projected test year MFRs subsequently adjusted for the 

approved rate increase from the 2017 Agreement. The analysis does not assume an 

ROE for purposes of determining the NOI impact. It focuses on changes to jurisdictional 

operating revenues and jurisdictional operating expenses to determine what a base rate 

revenue equivalent would be for the resulting reduction in federal income tax expense. 

18. On page 2 of Gulf Power's 2018 Agreement, the Company proposes an $18.2 million 

base rate reduction to account for the change in the income tax rate from 35 percent to 

21 percent. What would the base rate reduction be based on Gulf Power's actual 

earned ROE in 2017 of 10.77 percent if the ROE assumed in the Company's projected 

2017 test year MFR filing referenced in question 17 is something other than 10.77 

percent? Please provide all calculations. 

RESPONSE: 

It is important to note that the proposed $18.2 million base rate reduction set forth in 

the 2018 Agreement is by agreement with the Parties. It is a compromise amount 

reached in light of all aspects of the 2018 Agreement. As noted in response to questions 

14 and 15 above, it is inappropriate to utilize any aspect of the December 2017 ESR for 

Gulf Power to calculate prospective base rate adjustments. The 2017 test year is the 

most appropriate basis for adjusting Gulf's base rates going forward. The compromise 

agreements among the parties in both the 2017 Agreement and the 2018 Agreement 

are based on this important foundation. 
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19. On page 6 of Gulf Power's 2018 Agreement, the Company proposes to implement 
revised Environmental Cost Recovery Clause (ECRC) rates for the remainder of 2018 that 
reflect a reduction of $15.6 million. What would the reduction in ECRC rates be based 
on Gulf Power's actual earned ROE in 2017 of 10.77 percent if the ROE assumed in the 
Company's projected 2017 test year MFR filing referenced in question 17 is something 
other than 10.77 percent? Please provide all calculations. 

RESPONSE: 

The requested analysis and calculations are not appropriate in the context of cost 

recovery clause revenue requirement calculations. The cost of capital used in clause 
calculations is currently governed by the stipulation and settlement agreement (WACC 
Agreement) approved by Order No. PSC-12-0425APAA-EU issued August 16, 2012, in 
Docket Nos. 20120001-EI, 20120002-EG and 20120007-EI. Specifically, page 9 of the 

order approving the WACC Agreement states, "The cost rate for common equity will be 
the last authorized rate of return on equity ("ROE")." Gulf's current authorized 
midpoint ROE of 10.25 percent is used for cost recovery clause purposes. (Order No. 
PSC-17-0178-S-EI) 

The $15.6 million estimated annual ECRC revenue requirement impact was calculated by 
updating the original 2018 ECRC projection approved in Docket No. 20170007-EI to 
include a pre-tax WACC of 7.1734 percent to reflect the lower federal income tax rate 
gross-up in the equity components of the clause capital structure. A comparison of the 

cost of capital revenue requirement rate used to calculate the $15.6 million impact is 
presented in Attachment B, page 5 of 7, of Gulf's 2018 Agreement. Applying the lower 
pre-tax WACC to all ECRC programs for the full year results in a $15.6 million annual 
revenue requirement difference. Attachment 3 is an illustration that highlights the 
impact of the lower pre-tax WACC on Gulf's ECRC revenue requirements. 
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20. On page 2 of Gulf Power's 2018 Agreement, it states that the amount of the base rate 

reduction due to the change in the income tax rate from 35 percent to 21 percent was 

formulated pursuant to Paragraph 6 of the 2017 Agreement. Paragraph 6 of the 2017 

Agreement, specifically with regard to the assumed impact of $1.3 million per each 

percentage point of change in the income tax rate, provides "In any hearing conducted 

pursuant to this paragraph, any party may introduce evidence to overcome such 

assumption, .... " Does the 2018 Agreement still allow for a future review of the amount 

of tax savings assumed in the 2018 Agreement? If no, why not? 

RESPONSE: 

No. The 2018 Agreement is a settlement of the issues around the $18.2 million base 

rate reduction left open by paragraph 6 of the 2017 Agreement and is intended by the 

Parties to permanently resolve those issues if the 2018 Agreement is approved by the 

Commission. This resolution of such issues allows for tax savings to flow to customers 

as soon as possible and eliminate the need for future proceedings on that aspect of the 

matter. 

21. On page 10 of the 2018 Agreement, Paragraph 17 states that "Except as expressly 

amended herein in Paragraph 11, the 2017 Comprehensive Settlement Agreement is not 

modified by this Agreement." If the 2018 Agreement no longer contemplates an 

opportunity to review the assumption that $1.3 million per percentage point change in 

the income tax rate is an appropriate measure of tax savings, how is the removal of the 

opportunity for a limited proceeding to test this assumption not an additional 

amendment ofthe 2017 Agreement approved by the Commission in Order No. PSC-17-

0178-5-EI? 

RESPONSE: 

The 2018 Agreement expresses the clear intent of the parties to implement the 2017 

Agreement by accepting the $18.2 million base rate reduction as a final determination 

of that issue. As noted by paragraphs 13 and 14 of the 2018 Agreement, there are other 

remaining issues regarding protected EDT, which are not resolved by the $18.2 million 

compromise, that remain to be addressed in a future limited scope proceeding. 
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Gulf appreciates the opportunity to assist the Commission in its consideration of the Stipulation 

and Settlement Agreement between and among the Company and OPC, FIPUG and SACE 

regarding the Tax Cuts and Jobs Act of 2017. 

Sincerely, 

J:!!.Oo~~ 
Vice President, General Counsel & Corporate Secretary 

Attachments 

Cc: J. R. Kelly, Public Counsel 
Charles J. Rehwinkel, Deputy Public Counsel 

Stephanie Morse, Associate Public Counsel 
Jon C. Mayle, Jr., FIPUG 
Karen A. Putnal, FIPUG 

George Cavros, SACE 
Russell A. Badders, Beggs & Lane 
Braulio Baez, FPSC Executive Director 
Keith Hetrick, FPSC General Counsel 
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