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June 12, 1990 

~r . carro ll Webb 
Joint Ad~inistrative Pr~cedure~ 

c~mm itt.ee 
120 H~lland Buildinq 
Tallahassee , Florida 32399 

Re: DOC KBr NO. 891278-PU , RUL£ 25-14 . 003 

De<H Mr . \oJebb: 

Enclosed are the follo wing ma terials concerning the above 
referenced proposed rule : 

1 . A copy of the r ule . 

2 . A copy of the F. A.W. notice . 

CAF 
CMU--­
CTR 

3 . A statement of facts and circumstances justifying 
tue proposed rule . 

4 . A federal compa ri son s tatement . 

EAG 5 . A statement of the impact of the rule on small business . 

6 . An economic impact s tatemen t . LEG 
LIN 
OP~ 

RCH 

If there are any quest,ons wit.h respect to this rule , please 
de··n-ot hesitatg t o cal l on me . 

SEC J 
WAS-­
On~---

Cr3M :prl 
Enclosures 
cc: Steve Tribble, Director, 

Sincerely , 

~~~ 
Cynt.hi-,-t:?. i'li ller 
Associ~: · GPneral Counsel 

Division of Records & Reporting 
4 204G 

FLETCHER BUILDING 101 EAST GAII'IES STREET TAUAHASSEE. FL 32399-0662 
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l Subs tantial rewording of Rule 25-14 . 003 . See Florida 

2 Ad~tnistrative Code for p r esent text. 

3 25-14 . 003 Corporate Inco~e Tlx Exp~nse AdJuStments . 

4 The Commission shall monltor the impact of any cor~ora te 

5 income tax e xpense changes upon the regulated companies' ov~ralt 

6 e arnings through the Com~ i sston ' s ongoin ; earn 1ng s review 

7 pro Jram . The Commu:ston may conduct a lt~itc1 proceeding 

8 reg~cdtng such ~ change in tax ex~e~se ~r ma y address inco~~ tax 

9 adJUStments in a full cate case . 

10 The repeal of existtng language shall not apo ly to pend1ng 

11 cases . 

12 The repeal of existing language shall apply to tax sav inJs for 

13 tax year 1990 and thereafter. 

14 Speciftc Authority: 350.127(2), 364 . 01, 366 . 05, 366 . 06(3), 

15 367.121, F . <; . 

16 Law I~plemen ted: 364.01, 364 . 035, 364 . 0~ . 366 . 05 , 366 . 06, 

17 366 . 076 , 367 . 121 , 367 . 081 , 367 . 0822 , F .S. 

18 Hi story: New 6/22/82, formerly 25-14 . 03 , Amended . 

19 

2(1 

21 

22 

23 

24 

25 

COO ING: Words underlined are addittons; words in 
3tr~ek-through typo a r c deletions (rom existing law. 

4l38G - l -



FLORIDA PUBLIC SERVICE COMMISSION 

Division of Appeals 

DOCKET NO. 091278-PU 

RULE TirLE: 

Corporate Income Tax Expense Adjustmcntn 

RULE ~0.: 

25-14. 003 

PURPOSE AND EFFECT : The intent of the ?ropose1 rule revision is 

to, in essence , repeal the e xis ting cumberso~e mechanism f~r 

corporate income tax expense adjustments: 3nd to replace that 

:nechanism with the existing ongoing earni~ogs r~vi ew mechanism . 

su~~ARY : The r ule revision woul~ mandate that the Com~ i ss ion 

monitor the impact of any corporate income tax expense changes upon 

the regulated companies ' overall ~arnings through the Commission ' s 

ongoing earnings r~view program . The Com~ission could address such 

a change in earnings through a limited p roceeding o r through a full 

rate case . 

RULE!-iAKING AUTHO RITY: 350.127(2), 364 . 01, 366 . 05, 366 . 06(3), 

367 . 121 , F.S . 

LAW IMPLE~ENTED : 364 . 01 , 364 . 035, 364 . 05 , 366 . 05, 366 . 06 , 366 . 075, 

367 . 121 , 367 . 081, 367 . 0822, F S. 

SUMHARY OF THE ESTIMATE OF ECONO~IC 1'-\PACT OF THIS RULE: The 

change applies e xis ting Commission practice r ega rding ongoing 

earnings reviews t o corporate income tax expense adjust~ents . 

Following rule revision , the Com;nission may conduce limite~ 

proceedings regarding any change in earni ngs due to tax rate 

changes or may adjcess such earnings change through full rate 

cases . The proposed rule changes should increase Com~issi~n 



flexibility in dealing wtth changes in tax law wi t hou t adding neN 

ag~:.cy costs o r addltion.ll c>ape rw=>ck . Sta( f woul1 continu~ to 

monitor utility eacnlngs levels thr=>ugh su rvclllanca cepocts, 

:nodiCied minimu:n filing requi rements ('\:~PRsl , and onnual r eports . 

Staf( would being ~ecommendation s to the Com~ i ssion wh~n a 

c=>mc>any ' s actual ~1rned cate =>f return excaed~d its outhortzP~ catn 

ol cctucn conge . ~t tllt lCS would bane( it Ec=>m the reduced 

r~poc~ing requi r ements . 

i1 RI Ut:N COM~N1'5 OR SUGGESf IONS 01~ THE PROPOSED RUI..E '\r\ Y ·~E 

SUI3."1 ITTED ·ro 'fHE FPSC, OlVISlOtl OF RECORDS AND REPORTING, WITII IN 21 

DAY S OF THE DATE OF TrliS NOTICE FOR I~CLUSION IN THE RECORD OF TilE 

PROCEEDING . IF REQUESTED wiTrUN 21 DAYS OF TilE i>ATE OP' THIS 

NOT I CE, A nEARI NG 'iii LI.. 9E HELD Al' THE DATE AND PLACE SHO".oJ~ 9ELO'.-l: 

TIME AND DATE : 9:30 ~ .M . , July 16, 1990 

PLACE : Roor .. 122 , 10 1 ea st Gi!ines.Stcec t, Tallahassee, F' l ooda . 

THE PERSON TO BE CONrACrED REGARD ING TH~SE RU LES AND Til E ECONOMlt:: 

I~?ACT STATEME~r I S : Oi cectoc of Appeals, F LOC lda Public Se rvi ce 

Com~ission , 101 East Ga ines Street , Tallahassee , Florida 32399 

TrlE PULL TEXT OF l'riE RULE IS: 

5ubs tantlal cewocding of Rule 25-14.003. See F loc i~a 

Ad minis trative Code ( o r present text. 

25-14 . 003 Cor?ocate I ncom~ T~x Cxpen&c ~djustme~ts . 

The com~iss lon snall mon itor the lmp~ct o[ any corporate 

t ncomc t a x e xpense chan~C3 upo~ the regulaLcd com?anies ' ovecoll 

cdrnings through the Commission ' s onqoing eacnLngs cev1ew pcogra~. 

rn~ Com~ 1ssion may conduct ~ l t mi t cd pcoce~ding cegard1ng such a 



change i n t a x e xpense o r ma y address i ncome tax ~dJUStments in 3 

f ull r ate case . 

Tne repe3l of 2xisting language sh~ll not Jpply t o pendi~g 

cases . 

The repeal of e x isting languagP shJll 1pply to tax savi ng s f~r 

t a x year 1390 and thereafter . 

Sp~cific Authority : 350 . 127(2). 364 . 01 . 366 . 05 . 366 . 06(3! . 

367 . 1 21, f . S . 

Law I.npl~mt!nt:ed : 364 . 01 , 361\ . 035, 364 . 05, 366 . 05, 366 . 06, 366 . 075, 

367.121, 367 . 08 1 , 367.0822 , f' . S . 

Histo r y : New 6/22/82 , for~erly 25-14 . 03, Amended 

NAME OF PERSON ORI GI NATING PROPOSED RULE : Ann Causseaux 

NAME OF SUPERVISOR OR PERSON(S) WHO A~PROVED THE PROPOSED RULES: 

Flor ida ?ublic Service Com11iss 1on 

DATE PROPOSZD RULES t\ PPROVEO : •-1ay 1, 1~90 

I f any pe r son decid es t o appeal any decision of the Com~ission with 

respect to any matte r considered at the rulem3Ki~g ~earin~ . if 

he l d , a r eco rd o f t he hearing is necessary . The appellan t must 

~nsure t hat a verbat i m record , i ncluding testl~ony anj evijence 

f orm i ng t he bas i s o f the appeal is made . The Comm ission usually 

ma~es a verbatim record of culemaking hearings . 



Rule 25-14 . 003 
Doc ket No . 091278-PU 

STArt;t1ENT OF FAC't.S AND CIRCUMSTANCES 
JU~·r [ FV I~G RU L F. 

rhe cur r ent mechanism f o r addressin~ co rpo rat e income tax 

e xpense adjustm~nts has been c umbersoffie 1nd inc ffect lv9 . Thi s 

ver s ion i s inte nded t o apply current Commiss io n practices 

re~ardiny the monitoriny of compani1s ' narn l nga . 

STATE:-tE:-I'r ON FEDERAL :i'rANDARDS 

We a r e not aware of the e xistenc e o f a ny fe~eral st~ndards 

which , pur s uant t o section 120 . 5 4(11) (a) . are mo r e o r less 

r~striccive than this proposed rule . 

s ·rATEMEN·r OF IMPACT ON SMALL BUS INESS 

we do no t believe there will be an impact on small bus inesses 

as def i ned by the s tatute. 
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RECEIVED 

MAY 2 9 1990 ~ E ~ 0 B 6 H D U M 

May 25. 1990 

TO: 

FROM: 

SUBJECT: 

DIVISION OF APPEALS (HILLER) ~~ 

DIVISION OF RESEARCH (HEHITT) t,J/ 6'; (-!If\' 
Eeot~OH IC IMPACT STATEMENT fOR DOCKET NO. 891278- PU REVISION Of 
RULE 25-14.003, fAC, CORPORATE IIICOHE TAX EXPENSE AOJUSTHEfH 
RULE 

SUMMARY Of THE RULE 

Rule 25-14.003, FAC. was promulgated to establish policy and 

procedures for adjusting utility Income tax expense when there are 

revisions In federal o r state corporate Income tax rates. Adjustments. 

in the form of customer refunds or addHional co ll ections, would 

generally be sufficient to adjust the rate of return CROR> to the 

midpoint of the allowed range when the rate change causes the earnings to 

move through the midpoint. Exceptions woul d be when a utility Is earning 

above the midpoint of Its ROR range before a tax dec rease or bel ow th e 

midpoint before a tax increase. Then, the adjustment would return it to 

the original achieved ROR . 

In practice however, the curren t rule, by I t se lf, has not had 

the Intended results. Changes in the cost of capital and Interes t rates 

changed the return on equity (ROE> for utllltl es and made the mechanl cs 

of the rule ineffectual. Hos t utilities did not have overearnlngs after 

the federal tax decrease in 1986 and have not had t o refund. Companies 

with overearnlngs have entered Into stipulations wl th the Conn! ss I on or 
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have had hearings to estab11sh new ROEs with the use of the 34 percent 

federal corporate tax rate in calculating any potential refunds. 

The Intent of the proposed rule revision Is to eliminate 

Ineffectual requirements and allow modHied minimum filing requirements , 

survei ll ance reports, or annual reports to alert the Commis sion to 

overearnlngs after tax rate dec reases. Umlted proceedings, 

stipulations . earnings reviews, and more recent rate case hearings 

establish a current authorized rate of return on equity In determinations 

of tax savings refunds or def1clency co ll ections. To this end. the 

proposed revis ions of Rule 25-14 .003 would eliminate most of the current 

language In the rule. Following rul e revi sion , the Commission may 

conduct limited proceedings regarding any change In tax expense whi ch has 

an Impact on ea rnings or may address Income tax changes 1n full rate 

cases or earnings review procedures . 

QIRECT CQSTS TO THE AGENCY 

The proposed rule changes should increase Commission 

flexibility In dealing with changes In tax law without adding new agency 

costs or additional paperwork. The Commission receives modified minimum 

filing requirements, surveillance reports, and annua 1 reports from 

selec ted uttllt1es regardless of tax rate changes . Staff would cont inue 

to monitor utl11ty earnings levels through these reports and bring 

recommendations to the Commission when a company's actual ea rned rate of 

return exceeded tts authorized rate of return range. 

QOSTS AND BENEFITS TO THOSE PARTIES DIRECTLY AffECTED BY THE RULE 

The proposed revisions to Rule 25-14 .003 would directly affect 
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those ut111tles vlthln the ratemaldng scope of the Colmllsslon subject to 

federa l or state Income tiu changes and the customers of those 

companies. Utilities would benefit from the reduced reporting 

requ1 rements. Customers may benefit from havl ng tax change adjustments 

based on the l atest authorized rate of return on equity. 

Otscusstons wtth 01v1s1on of Aud\tlng and Financial Analysis 

(OAFA) staff Indicate recent Commission proceedings have resulted In 

lower rates of return on equity (ROEs ) for purposes of the tax rule than 

those authorized In prior rate cases for the majority of affected 

util ities. All other things remaining equal, lower ROEs result In lower 

RORs , and subsequent! y larger refunds for ratepayers of affected 

util i ties when tax rates decrease as In 1986 . 

Under the current rule, when tax rates decrease as In the Tax 

Reform Act of 1986, a profitable ut111ty's tax expense decreases al l 

other thl ngs bel ng equa 1 . The revenues resu 1 t1 ng from tax savl ngs that 

move a utility's ROR above the midpoint . must be refunded to the 

ratepayers. In reality, all things do not remain equal and determining 

tax savings and possible refunds Is not a simple ca l cu lation. 

If the utility Is still at or below the midpoint of Its all owed 

ROR after the tax rate change, there would be no refund. Because the Tax 

Reform Act of 1986 towered the corporate Income tax rate for subsequent 

years , affected utilities could be required to refund tax savings 

pursuant to FPSC rules In subsequent years until the new tax rate Is 

embedded In revenue calculations. If corporate Income tax rates 

Inc reased under the current rule , ratepayers would be subjected to 

defi ciency collections If a utility earned below the midpoint of Hs 
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al lowed range . These collections could con tinue In subsequent years 

until the new tax rate Is embedded In revenue calculat ions. 

As noted above. with the current rule. after the Tax Reform Act 

of 1986, most affected utlltty companies agreed to a new , lower ROE . for 

purposes of the tax rule that better reflected the recent cost of equity 

than that authorized In their last rate case. This practice has 

continued In subsequent years since revenue requirements for most 

companies were set based on a higher corpora te Income tax rate than 

presently applies to utility lnc011e; and refunds of overcall ected 

revenues must be made until profitable companies undergo rate adjustments 

Incorporating current corporate Income tax rates. 

For future tax rate Increases (a movement In the opposite 

direction from the Tax Reforra Act of 1986) , after adoption of a current 

ROE. revision of the rule should dec rease tax deftc lencles and 

col lections . If the most recent ROE was higher, refunds would be smaller 

and any col lec ti ons larger . 

In surrmary, costs associated with reporting requirements wi ll 

decrease for the affected utllltl es and the opportunity to use the most 

cu rrent ROE In ca lculating any refunds or undercollectlons would more 

appropriate ly reflect current financial conditions. 

IHPACI OH SHALL BUSINESSES 

Hany of the water and was tewater compan ies under ratemak.lng 

purvlev of the Conmlsslon are small businesses as defined In Chapter 

120.54, Florida Statutes (1987) but because they are already exempt from 

the existing rul e , they are not subject to the proposed changes. 
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IMPACT ON QQHPETITIQN 

Effects on interrtrm or interindustry competl tlon should be 

neg 11gi ble s1nce the proposed rule revis ions essenthlly codl fy cu r rent 

Commission and ut ility practi ce . There fore, the proposed revhl ons would 

be unl ikely to change the relative competiti ve posi t ions of the 

companies . 

IMPACT ON EHPLOYHEHT 

Employment effects are expec ted to be minima l since the 

proposed rule revi s ions essentially codi fy current Commiss ion and utility 

practl ce. However , 1f the amount or 11 ti gatlon or number of proceedings 

dec rease , les s Industry resources would be spent on regul atory co~ts. 

Effec ts on employment of fi rms with Inhouse regulatory expert ise should 

be negligible since any decrease In proceedings fr0111 the proposed rule 

revisions wt.Jl d likely be absorbed withi n existing staff . Ut ilities 

which rely on consultants could decrease their demand for those resources 

but those firms are the ones l eas t 1\lc.ely to need spectal proceedings 

under the current ru le . Therefore , the proposed revisions would be 

unlikely to change the existing l ~vel of employment. 

tJETHOOOLOGV 

Discuss ions were held with personnel from the Division or 

Auditing and Financial Analysis concerning the practices and conditions 

In the tax accoun ting of the affected businesses under the current rule 

and the consequences of revision; also staff from the various Industry 

divisions were consulted . Rate of return and refund data from tax 
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reports submttted by uttltttes were used tn revtewtng potent1al effects 

of thts rule . Cost-beneftt analysts was applt ed to determtne effects of 

the proposed rule revtsl ons. General mtcroeconomtc analysts was used to 

determine the effects on competttton and effects on employment . 

CH : jn/3673R 




