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Since the deadline for all ITC ruling requests was December 15,
1987, thene obsolete provisions are eliminated.

Finally, subsection {(8) of the amended rule provides an
effective date of January 1, 1996 and allows companies a grace
perioed to implement the provisions by January 1, 1999 or the
company’s next rate proceeding, whichever occurs first.

As indicated by the attached EIS, nc increased staff workload
iga foreseen, or additicnal direct costs to other state or local
governmental entities. No direct impact on small business is
anticipated, or impacts on the ability of Gulf Power Company,
Florida Public Utilities, Tampa Electric Company or Florida Power
and Light Company to compete. Florida Power and Light Company
believes that the proposed amendment would generate a competitive
benefit for the company and reduce the potential for etranded
investment from future construction. The amendment is not expected
to affect the level of employment at these companies.

The EIS analysis of costs and benefits to the directly
affected parties is complicated by the fact that the data regquests
reflected staff’'s original 1% suggested thresheold. Because Gulf
Fower indicated that the change from 525,000 to 1% of the affected
accounts waa too large and would significantly harm the company,
staff reduced the threshold to 0.5%.

For its part, Florida Yower and Light Company indicated that
the amendments were appropriate and would result in administrative
cogt sBavings. Florida Power Corporation did not fcresee
significant costs unless separate FPSC {retail) and Federal Energy
Regulation Commiseion (wholesale) bookse muat be maintained or no
phape-in perlod was provided.

A further set out in the EIS, the companiee had various
suggestions and refinements as listed under Reasonable Alternative
Methode, which may be appropriately addressed during the rule
amendment process.

RISCUSBION OF IS83UL0
IS8UE _1: Should the Commiseion propose the attached amendments to
Rule 25-6£.01417
RECOMMENDATION: Yes. The Commiseion should propose the

attached amendments to Rule 25-6.0141.




DOCKET NO. 951535-EI
DATE: January 25, 1996

STAFF ANALYSIS: As previously noted, the companies indicted
that the amendments would either be of benefit, in the case of
Florida Power and Light, or, generally epeaking, would not affect
costs. Gulf Power’s specific concern that the 1% threshold waa too
large was addressed by staff by reducing the threshold to 0.5%,

Moreover, the deletion of obsolete provisions, such as those
concerning ITC, ia in accord with the program of removing such
provisions from the body of Commiesion rules.

Finally, some of the specific refinements suggested by the
companies, such as the need for a phase-in period and coordination
of implementation with the company’s next rate proceeding appear to
be present in the amendments as currently drafted.

If no requeets for hearing are received or comments

filed, should the attached rule amendments be sent to the Secretary
of State for adoption and this docket closed?

RECOMMENDATION: Yes.

RCHM
Attachments
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25-6.0141 Allowance For Funda Used During Construction.

(1} Construction work in progrees (CWIP) or nuclear fuel in

process [(NFIP) pot under g leace agreement that ie not included in

rate base may accrue allowance for funds used during construction

(AFUDC}, under the following conditions:

fa) Eligible projects. Any project that involvep darogg

additions to plant in excesg of 0.5 percent of the sum of the fotal
balance in Account 101 - Electrjc Plant in Sexrvice, and Account 106
= m e

comnences The—feollowing—predeects may be included in CWIP or NFIP

and accrue AFUDC.-+

more,—or—are-het—ready—forgervice—ateor-one—yearr

(b} Ineligible projects. The following projects way be

rterluded in CWIP or NFIP, but may not accrue AFUDC:
1. Projects, or portions thereof, that do not exceed

the level of CWIP or NFIP included in rate base in

the ytilitv's eompamyts last rate case.
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following

RFUDC:

id}

fuilowing

2. Projects where gross additions to plant are Jlegg

S E e e e e et —adkaa b e ee—Pes e ey Heg
for—Future tine-r-
Unless otherwise authorized by the Commission, the

projects may not be included in CWIP or NFIP, nor accrue

1. Projects that are reimbursable by another party.
2. Projects that have been cancelled.
3, Purchases of assets which are ready for service

when acquired.

4. Porctiona of projects providing service duriﬁg the
construction period.

Ocher conditions. Accrual of AFUDC is subject tcoc the

conditiona:

——Reerual —of—AFULC —io—not—to—be—roversed-—vwhen—a
proteet—originaliy—expeeted—eo—be-—completed—in
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When a project is completed and ready for service,
it shall be immediately transferred to the
appropriate plant accounti{s}) or Account 106,
Completed Construction Not Classified, and may no
longer accrue AFUDC;

Where a work order covers the construction of more
than one property unit, the AFUDC accrual shall
cease on the cogts related to each unit when that
unit reaches an in-service status;

When the construction activities for an ongoiny
project are expected to be suspended for a period
exceeding eix (6} months, the utility shall notify
the Commission of the suspension and the reason(a)
for the suspension, and shall submit a proposed
accounting treatment for tue suspended project; and
When the congstruction activitiegs for a suspended
project are resumed, the previously accumulated

coats of the project may not accrue AFUDC if such

Words underlined are additions; wordse in
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co8t8 have been included in rate base for
ratemaking purposes. However, the accrual of AFUDC
may be resumed when the previously accumulated
costs are no longer included in rate base for
ratemaking purpoaes.

{e] Subaccounts. Account 107, Construction Work in Progress,
and Account 120.1, Nuclear Fuel in Process of Refinement,
Conversion, Enrichment and Fabrication, shall be subdivided so as
to segregate the cost of conetruction projects that are eligible
for AFUDC from the cost of construction projects that are
ineligible for AFUDC.

(1 Pri | £ i .

i1 £1] it | ] includ
individual : . | ; 14 ) I 1ify £
AFUDC Sect i (1) (a)

{2} The applicable AFUDC rate shall be determined as follows:

(a) The most recent 13-month average embedded cost of
capital, except as noted below, shall be derived using all sources
of capital and adjuested using adjustments consistent with those
used by the Commission in the ptillity’s Cempanyis last rate case.

(b The cost rates for the components in the capital
atructure shall be the midpoint of the last allowed return on
common equity, the most recent 13-month average cost of short rterm

debt and customer deposiis and a zero cost rate for deferred taxes

CODINC: Words underlined are additions; words in
stryck—threvgh type are deletjons from existing law.
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and all investment tax credits. The cost of long term debt and

preferred stock shall be based on end of pericd cost, The annual

percentage rate shall be calculated to two decimal places.

3} Discounted monthly AFUDC rate A discounted monthly
AFULC rate, calculated to slx decimal places, shall be employed to
insure that the annual APUDC charged does not exceed authorized

leveln.

CODING: Words uaderlined are additions; words in
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ia) The formula used to discount the annual AFUDC rate to

reflect monthly compounding ie as follows:

Ma ({1« 237 - 1] x 100
100
Where:
M = discounted monthly AFUDC rate
A = Annual AFUDC rate

(b) The monthly AFUDC rate, carried out to six decimal
places, shall be applied to the average monthly balance of eligible
CWIP and NFIP that is not included in rate base.

{4) The following schedules shall be filed with each petition
for a change ln AFUDC rate:

(a) Schedule A. A schedule showing the capital structure,
rogt rates and weighted average cost of capital that are the basis
for the AFUDC rate in subsection (2).

(b) Schedule B. A Bchedule showing capital structure
adjustments including the unadjusted capital atructure, reconciling
adjustments and adjusted capital structure that are the basie for
the AFUDC rate in subaecticn (2).

{c) Schedule C. A schedule showing the calculation of the
monthly AFUDC rate using the methodelogy eet out in this Rule.

{5} No utility may charge or change ite AFUDC rate without

prior Commission approval. The new AFUDC rate shall be effective

CODING: Words underlined are additions; words in

struael-threough type are deletions from existing law.
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the month following the end of the 12-month pericd used to
establish that rate and may not be retroactively applied to a
previous fiscal year unless authorized by the Commiasion.

{6) Each utility charging AFUDC shall include in ite Jupe-and
December Earpingg Rate—ef—Return Seurveillance Rreporte to the
Commission Schedules A and B identified in subsection {4} of this
Rule, ap well as disclosure of the AFUDC rate it 18 currently
charging.

{7} The Commission may, on ite own motion, initiate a

proceeding to revise a utility's AFUDC rate.

{8} The provieions of this xryle are effective January 1, 1396

Specific Authority: 350,127(2), 366.05(1),F.5.
Law Implemented: 350.115, 366.04(2){(a), 366.061(1}, F.5.

Hietory: New 8/11/86, Amended 11/13/86, 12/7/87,

CODING: Worde underlined are additions; worde in
gtruek—chrough type are delaetions from existing law,
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DIRECT COSTS TO GENC 071

The proposed amendment allows a utility to file a petition to seek approval
to include a project in rate base that would otherwise qualify for AFUDC
treatment. The PSC staff would evaluate those petitions on a case-by-case basis.
The proposed amendment is not expected *o significantly increass workload for
Commission staff since such petitions are expected to be rare. There should be
no additional direct costs to other state or local governmental entities.

COSTS AND BENEFITS TQ THOSE PARTIES DJRECTLY AFFECTYED BY THE RULE

The proposed amendments would result {in more stringent eligibility

requirements, allowing fewer projects to be eligible to accrue AFUDC on
construction projects. This would reduce administrative costs associated with
the determination and calculation of eligible AFUDC expenses.

Data requests were sent to the affected investor-owned electric utilities
{I10Us) with the original draft rule revisions containing a 1% threshold level,
of the sum total in the Electric Plant in Service--Account 101 and Completed
Construction not Classified--Account 106, above which projects would be allowed
to accrue AFUDC. After comments by the affected utilities, the threshold in the
draft rule revision was lowered to 0.5% of the total balance of the relevant
accounts.

florida Power and Light (FPL) states that the proposed rule changes “are
appropriate and will streamline the accounting and budgeting process and reduce
costs.” If the proposed amendment (with a 1% threshold} is adopted, FPL expects
to save approximately $30,000 annually in administrative costs. FPL indicated
a potential reduction in the amount of AFUDC capitalization of between $20
million and $30 million with a 1% threshold. With a lowered threshold to 0.5%,
more prujects would be eligibie to accrue AFUDC,

Florida Public Utilities Company and Tampa ['ectric Company do not expect
an increase in administrative costs from the proposed rule amendments. Gulf
Powar does not expect additional operating and management costs. However, Gulf
Power indicated that it would have a reduction in AFUDC earnings with the
increase in threshold from $25,000 tc 1% of the relevant accounts. It stated
that the 1% threshold is too large and would result in significant harm to the
Company. The proposed 0.5%% thresheld should have a lesser impact on AFUDC

earnings.










source of financing new construction. Also, the reporting of the
AFUDC rate should be included once a year {December) in Surveillance
reporting.

However, staff maintains that 1TCs should not be eliminated. A utility will have
other pre-existing sources of capitol such as debt or stock issued years ago.
Pre-existing sources of capitol are not used to finance current construction; and
17C is no different from other pre-existing sources of capitol that are not being
used to finance current construction. Therefore, ITC should not be treated
differently nor eliminated.

finally, Florida Power and Light proposes that projects cur:.ntly under
construction should be grandfathered and continue to accrue AFUDC even though
they would not otherwise be eligible under the proposed rule. FPL added,
however, that if the Commission determines to grandfather projects currently
under construttion, the Commission should not make the grandfathering mandatory.

[MPACT ON SMALL BUSINESSES

Ko direct impact on small businesses is foreseen as Gulf Power Company,
fFlorida Public Utilities Company, Tampa FElectric Company, Florida Power
Corporation, and Florida Power & Light Company are not small business as defined
in Section 28B.703(1), Florida Statutes {]1991),

IMPACT ON COMPETITION
florida Power and Light believes the proposed amendment would generate a

competitive benefit for the company. If the proposed amendment is adopted, the
amount of AFUDC capitalized by FPL would be reduced. This reduction in the
amaunt of AFUDC capitalized, plus the compounding therecf, could improve FPL’s
ability to compete in the future and reduce the potential for stranded investment
from future construction. But, the company stated that CWIP and NfIP no longer
eligible for AFUDC must be included in rate base for all regulatory purposes so
that adequate provision is made to recover the carrying costs of these
investments,

Gulf Power Company, florida Public Utilities, Tampa tiectric Company, and
flerida Power Corporation dv not expect the proposed rule amendments to impact
their ability to compete.
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IMPALT ON_EMPLOYMENTY

Gulf Power Company, Florida Public Utilities Company, Tampa Electr.c
Company, florida Power Corporation, and Florida Power & Ltght Company indicated
they do not expect the proposed rule amendment to affect the level of emplayment
in their companies.

METHUDOLOGY

Data requests were sent to the Investor-Owned £lectric Utilities to collect
additional economic information. Since that date, changes have been made to the
proposed revisions, and the economic impacts are based on the original proposed
threshold of 1% in this EIS. A 0.5% threshold would change the impacis expected
but the change may not be one-half of the estimates because the size and cost of
projects may not be linear. Discussions were held with technical and legal
staff. Related rules and statutes were examined and referenced. Standard
microeconomic analysis was used to determine the estimated impact.

CBH tf/d-afudc.tnf
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