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25-6.0141 Allowance PFor Funds Used During Construction.

{1) Construction work in progreas {(CWIP) or nuclear fuel in
process (NFIP) not upnder a leage agreement that is not included in
rate base may accrue allowance for funds used during construction
(AFUDC), under the following conditions:

(a) Eligible projects. Any project that involves gross

iditi ] . £ 0.5 t of t] ¢ 1) ]
. ¢ ] i ¢ . -} {fied ] | ) .
commences The—fellewing—prejeets may be included in CWIP or NFIP
and accrue AFUDC_ -+
—Prefeeto—rhet—inveive—groon—additiong—to—plant—in
eneccos—of—535r000—and

(b} Ineligible projects. The following projects may be
included 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 1in

the ytility’'s eempamyie last rate case.

2. Projects where greomss additions to plant are legs

thap Q0.5 percepnt of the spym of the total balance in
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CODTNG:

subdsequentiv—suopended for—oitn—monthe—er—io —not
ready—for—egeryvivce—gfter—enc—years

When a project is completed and ready for service,
it shall be immediately transferred to the
appropriate plant account{s} or Account 106,
Completed Construction Neot Clasaified, and may no
longer accrue AFUDC;

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

When the construction activities for an ongoing
project are expected to be suspended for a period
exceeding six (6) montha, the utlility shall notify
the Commiseion of che suspension and the reasonis}
for the suspension, and shall submit a proposed
accounting treatment for the suspended project: and
When the construction activities for a suspended
project are resumed, the previously accumulated
coste of the project ray not accrue AFUDC if such
coats have been included in rate base for
ratemaking purposes. However, the accrual of AFUDC
may be resumed when the previously accumulated
coste are no longer included in rate base for

ratemaking purposes.

Worde underlined are additions; words in

strueh—threugh type are deletions from existing law.
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(e} Subaccounts. Account 107, Construction Work in Progress,
and Acgount 120.1, Nuclear Fuel in Process of Refinement,
Convergsion, Enrichment and Fabrication, shall be aubdivided so as
tc segregate the coet of construction projects that are eligible
for AFUBC from the cost of conatruction projects that are
ineligible for AFUDC.

a project in rate pase that would otherwise qualify for AFUDC
ireatment per Sectiopn (1) (a).

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

{a} The most recent 1l1l3-month average embedded cost of
capital, except as noted below, shall be derived using all sources
of capital and adjusted using adjustments ccnsistent with those
used by the Commission in the ytility’'g Compamyip last rate case.

(b} The <cost ratee for the componente in the capital
structure shall be the midpoint of the last allowed return on
common equity, the moet recent 13-month average cost of short term
debt and customer deposits and a zero cost rate for deferred taxes
and all investment tax creditse. The cost of long term debt and

preferred stock shall be based on end of period cost. The annual

percentage rate shall be calculated to two decimal places.

CODING: Words underlined are additiona; words in
seroen—throuah type are deletions from existing law.
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{3} Discounted monthly AFUDC rate. A discounted monthly

AFUDC rate, calculated tc s8ix decimal placea, shall be employed *o
ingure that the annual AFUDC charged does not exceed authorized
levels.
{a) The formula used to discount the annual AFUDC rate to
reflect monthly compounding is as follows:
M = [{1 + *)*3 - 1] x 100
a9
Where:
M = disccunted monthly AFUDC rate
A = Annual AFUDC rate
‘bl The monthly AFUDC rate, carried out to gix decimal

places, shall be applied to the avarage monthly balance of eligible

CODING: Worde underlined are additions; words in
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CWIP and NFIP that is not included in rate base.

(4) The following schedules shall be filed with each petition
fcr a change in AFUDC rate:

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

{b} Schedule B, A echedule showing capital structure
adjustments including the unadjusted capital structure, reconciling
adjustments and adjusted capital structure that are the basis for
the AFUDC rate in subsection {2}.

(c) Schedule €. A schedule showing the calcuvlation of the
monthly AFUDC rate using the methodology set out in this Rule.

{5) No utility may charge or change its AFUDC rate without
prior Commission approval. The new AFUDC rate shall be effective
the month following the end ¢f the 12-month period used to
establigh that rate and may not be retroactively applied to a
previous fiscal year unlesa authorized by the Commission.

{6} Each utility charging AFUDC shall include in its dJume-and
December Earningg Rete—ef fRetusn Ssurvelllance Reeports to the
Commiseion Schedules A and B identified in subsecticon (4) of this
Rule, as well as diasclosure of cthe AFUDC rate it is currently
charging.

{7) The Commisaion may, on ita own motion, initiare a

proceeding to revise a utility’'s AFUDC rate.

(8" The provipions of this rule are effective January 1. 1996

CODING: Words underlined are additions; worde in
seedel—throush type are deletions from existing law.
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Specific Authority: 350.127(2), 366.05(1),F.S.
Law Implemented: 1350.11%, 366.04(2) (a), 366.06(1), F.S.

History: New B/11/86, Amended 11/13/86, 12/7/87, .
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FLORIDA PUBLIC SERVICE COMMISSION

DOCKET NO. 951535-EI

RULE TITLE: RULE NO. :
Allowance for Funds Used During Conatruction 25-6.0141
PURPOSE AND EFFECT: The purpose of the amendments is to increase
the cost threshold of a project which will qualify for accrual of
AFUDC so that projects will only qualify if there will be a
gignificant financial impact on the company.

SUMMARY: Projects can accrue AFUDC which exceed 0.5% of the sum in
Account l01-Electric Plant in Service and Account 106-Completed
Construction not clasgified. Projects under a lease agreement are
excluded. Prior to commencement of a project, a utility can seek
permission to include a project in rate base which would otherwise
accrue AFUDC. The rule requires a schedule of projecte which would
equal or exceed a gross cost of $10,000,000 to be included in the
utility's Forecasted Surveillance Report. The rule takes effect
January 1, 1996, but allowa an implementation grace perica until
January 1, 1999 or the company’s next rate proceeding, whichever
occurs firat.

RULEMAKING AUTHORITY: 350.127{2}, 366.05(1), FS.

LAW IMPLEMENTED: 350.115, 366 .04 (2)(a' 366.06(1}, FS,.

WRITTEN COMMENTS OR SUGGESTICONS ©ON THE PROPOSED RULE MAY BE
SUBMITTED TC THE FPSC, DIVISICN OF RECORDS AND REPORTING, WITHIN 21
DAYS OF THE DATE OF THIS NOTICE FOR INCLUSION IN THE RECORD QF THE
PROCEEDING.

HEARING: IF REQUESTED WITHIN 21 DAYS OF THE DATE OF THIS NOTICE, A

HEARING WILL BE HELD AT THE DATE AND PLACE SHOWN BELOW:



TIME AND DATE: 9:30 A.M., Auguat 8, 1996¢.
PLACE: Room 152, Betty Easley Conference Center, 4075 Esplanade
Way, Tallahassee, Florida.
THE PERSON TO BE CONTACTED REGARDING THIS RULE AND THE ECONOMIC
IMPACT STATEMENT 1S: Director of Appeals, Plerida Public Service
Commission, 2540 Shumard Oak Blvd., Tallahassea, Florida 3239%.
THE FULL TEXT OF THE RULE IS:

25-6.0141 Allowance For Funds Used During Construction.

{1} Construction work 1ln progress (CWIP) or nuclear fuel in

process (NFIP) not under 3 lease agreement that 1s not included in

rate base may accrue allowance for funds used during consatruction

(AFUDC}), under the following conditions:

(a) Eligible projecta. Any project <that involves grogs

commences The—felleowing—prejeste may be included in CWIP or NFIP

and accrue AFUDC,+

servide—after—afe—year-
{b) No change.

i. Projects, or portionse thereof, that do ncot exceed the level




of CWIP or NFIP included in rate bape in the ytility's eompamyis
last rate case,.

2. Projects where groge additions to plant are lesg than 0.5

Fotare—User
(c} No change.
1. through 4. No change.
{d} No change.
' e ARTHC—i I el 3
 cimall : I 3 i : ;
completed—imr-one—year—or—-eao—
2-—FRFIPC—may—noe—he —aceruved—rerronetively —tf —a—projeet
enpeeted-—to—pe—conpleted—in—eone—yeonr—er—iess—ie—subsequently
suspended—for—ain—montha—or—ie not—ready—for-pervice—afiter—one
years
l3. No change,
24. No change.
3%. No change.
46. No change.
{e} No change.
{1£) A wtility may file a petition to seek approval Lo include
a project in rate base that would otherwise qualify for AFUDC




treatment peyr Section (1) {(a).

{2) No change.

(a) The most recent 13-month average embedded cost of capital,
except as noted below, shall be derived using all sgources of
capital and adjusted using adjustments consistent with those used

by the Commiesion in the ytility’'s Companyis last rate case.
(b} No change.

(3} through (5) Ho change.

{6) Each urility charging AFUDC shall include in its dJume—and
December Earningg rate—eof—Ffeburn Ssurvelllance Rweeports to the

Commiseion Schedules A and B identified in subsection {4} of thia




Rule, as well as disclosure of the AFUDC rate it is currently
charging.
{7) No change.

(8) The provieions of this rule are effective January 1., 1996
and shall De implemented by all electrig utilities po later than
cocourg firast . Peragrepho—rn—enc—Hr—oiovkbeaeticr— " +ohall-mat be

gepema—rate—euto— i inited—alsaer—iho—olioaive—Che—al~thio—ute
T . . ] ¥ I Lo 11

£ . ¢ 13 (1ind . I 3 85
Specific Authority: 350.127(2}, 366.05(1), FS.
Law Implemented: 350.115, 366.04(2){a), 366.06'1), FS.

History: New 8-11-86, Amended 11-13-86, 12-7-87

NAME OF PERSON ORIGINATING PROPOSED RULE: Jay Revell.

NAME OF SUPERVISOR OR PERSON(S) WHO APPROVED THE PROPOSED RULE:
Florida Public Service Commission.

DATE PROPOSED RULE APPROVED: April 30, 1996.

If any person decidee to appeal any decision of the Commisasion with
respect to any matter considered at the rulemaking hearing, 1if
held, a record of the hearing i8 necessary. The appellant must
ensure that a verbatim record, including testimony and evidence
forming the basis of the appeal is made. The Commission usually
makes a verbatim record of rulemaking hearings.

Any person requiring some accommodation at this hearing because of
a physical impairment should call the Division of Records and

Reporting at (904) 413-6770 at least five calendar dayse prior to




the hearing. If you are hearing or speech impaired, please contact
the Florida Public Service Commission using the Florida Relay

Service, which c¢an be reached at: 1-800-955-8771 (TDD).




BEHQRANDUN
March 29, 1996
0: DIVISION OF APPEALS (BELLAK)
FROM: DIVISION OF RESEARCH AND REGULATORY REVIEW (HEMITT)GBtf () /Y

SUBJECT: REVISED ECONOMIC IMPACY STATEMENT; PROPOSED REVISIONS TO RULE 25-
6.0141, FAC, ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION (AFUDC)

SUMMARY OF THE RULE
Currently Rule 25-6.0141, FAC, Allowance for Funds Used During Construction

(AFUDC), describes tha criteria for determining whether a project could be
included in construction work in progress (CWIP) or nuclear fuel in process
{NFI1P) and qualified for accrual of AFUDC. These criteria include a minimum
project cost {$25,000) and a construction pariod {n excess of one year.

The propossd amendments would change the cost criterium from a mintimum
dollar amount of $25,000 to projects which exceed 0.5% (Primary Recommendation)
of the sum in Account 101--ETectric Plant in Service, and Account 108--Completed
Construction not Classified; or, projects which exceed a gross addition to plant
of $15,000,000 (Alternative Recommendation). Also, projects under s lease
agreement would be excluded from accruing AFUDC.

The purpose of the amendments is to increase the cost threshold of a
project which will qualify for accrual of AFUDC so that projects will only
qQualify if there will be a significant financial impact on the company. The rule
alsp clarifies that a utility may seek approval to include a projact in rate base
that would othsrwise qualify for AFUDC accrual.

Under current Rule 25-8.0141(2)(c) and (d), FAC, the Commtssion’s treatment
of investment tax credits (ITC) at a zero cost rate 1s contingent upon an IRS
ruling under Section 46{f)(2) of ths Internal Revenus Code. Al1 ITC ruling
requests wers to have been sent to the Commission by December 15, 1987. Since
that deadline for submission has passed, the proposed amendment would delete the
outdated information from the rule, and thus comply with afforts to eliminate
unnecessary or obsolate rules.

Also, prior to the commencement of construction on a project, a utility
would be able file a pstition to seek approval to include the project in rate




3

result in less dapreciation for those projects which will impact net income.
Less AFUDC interest in rate base will also result {n less AFUDC e2rnings. With
the higher threshold, projects that are not eligible to accrus AFUDC will be
included in CWIP; and, for surveillance purposes, included in rate base during
the construction period. AFUDC projects are not included in rate base unti] the
construction project i3 completed.

Projects not eligible to accrue AFUDC during construction can bs included
in rate base for surveillance purposes, resulting in a lower achieved rate of
return during the construction period than if the project were excluded from rate
base. For those projects which are elfgible to accrus AFUDC, the project costs
plus the accrued interast are included in rate base onca the construction period
is over. In this instance, the achieved rate of return {s also lowered, but only
after construction is completed.

A company’s future earnings on rate base wi1) be 1spacted by the timing of
a project’s inclusion in rate base and whather the project cost includss accrued
AFUDC. Gulf Powsr Company (Gulf) tndicated that the company will have to "sbsorb
the carrying costs of these projects prior to their in-service dates, and could
result in significant harm.” Tampa Electric Company (TECO) expressed concern
that aven 1f a project is included in rate base, the company will not recover the
associated revenue requirement until tt has another rate change. Howsvar, in
order to prepara for coapetition, the electric companies ars not currently
requesting rate increases. OData requests were sent to tha affected investor-
owned electric utilities (IOUs) with both the Primary Rule and Alternative Ruie
proposals. The Primary Rule contains a 0.5% 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 ba allowsd to accrue AFUDC.
The Alternative Rule proposal contains a fixed &ount of $15,000,000 for the
threshold level before a project would ba allowsd to accrua AFUDC.

Fiorida Power and Light (FPL) favors reducing ths amount of AFUDC
capttalizad and states that the proposed primary rule changes “are appropriate
and will streamiine the accounting and budgeting process and reduce costs to
FPL'Ss customers.” But, FPL thinks that the previously proposed percentage
threshold of 1% would ba batter. The most significant cost to FPL would ba the
impact on shareholders that would result from the proposed rule changes because
reducing the amount of AFUDC capitalized would reduce FPL’s earnings (net




REASONAB T
Reasonazble alternative methods are proposed with the primary and
alternative rule recommendations.

Gulf expressed concern over the administrative costs of having to
calculate the balance of "Electric Plant in Service/Completed Construction not
Classified” sach month. The company suggests that, since an eligible project’s
criteria would require a calculation of the Elsctric Plant balance, the criteria
should be based on prior year-end balances. This would save the administrative
costs of making the calculation on a monthly basis,

TECO makes a suggestion regarding the concern that an increass in rate base
will not be recoversd with an appropriate return. The company suggests that the:

. . .implesentation of the new calculation mathod should be required

at the time of sach company’s next price change. This would ensure

that each utility will be able to adequately recover the

expenditures required to maintain and expand the system that

provides reliable slectric service to all ratepayers.

FPC proposes that Nuclear Fuel eligible for AFUDC should be qualified in
a separate manner than tha proposed amandment. FPC asserts that if ths cost of
a batch of Nuclear Fuel squals or excesds the percent thrashold of the balance
in Account ]20.3--Nuclaar Fuel Assambltes in Reactor, at the time the batch
procurement commences, it should be elfgible to accrue AFUDC. FPL beliesves that
if Construction Work In Progress (CWIP) and Nuclear Fuel in Process {NFIP) will
not accrue AFUDC, then their balances should be included in the rate base.

FPC proposss that two accounts be ex:luded from the calculation of
el1gibility requirements threshold: Electric Plant in Service and Complated
Construction not Classified. Tha company asierts that thess two accounts be
excluded since the functions represented by tha accounts normally do not accrue
AFUDC. Furthermors, FPC proposed:

. . . that the capitalization structure cost rate calculations for
short teram debt and customer deposits be consistent with the
methodology utilized for Surveillance reporting, with the exception
that investment tax credits (ITC’s) be eliminated. ITC’s are not a
source of financing new constructicn. Also, the reporting of the
AFUDC rate should be included onca a year {Decasaber) {n Surveillancs
reporting.

However, staff maintains that ITCs should not. be eliminated. A utility will have
other pre-existing sources of capitol such as debt or stock §ssusd yesars ago.
Pre-existing sources of capitol are not used to finance current construction; and
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the percentage method as it is more equitable and has no significant effect on
the company's ability to compete. But, a specific dollar threshold amount would
put the Jarger utilities at a competitive disadvantage.

Gulf believas that the alternative threshold of $10,000,000 13 far superior
to the primary proposal for competitive reasons. Florida Public Utilities does
not expect the proposed rule amendments to fmpact its ability to compete.

JMPACT ON EMPLOYMENT
Gulf, FPUC, TECO, FPC, and FPL indicated they do not expsct tha proposed

rule amendment to affect the level of smployment in their companies.

METHODOLOGY

Data requests were sent to the Investor-Owned Etectric Utilities to collect
additional economic information. 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/e-afud2e.tnf



Rule 25-6.0141
Docket No. 951535-EX

STATENMENT OF PACTS AND CIRCUNSTANCES
JUSTIFYING RULE
The prior rule had a threshold for AFUDC accrual which was teo
low. The amended rule ipnsures that only projects which are
material with reapect to a company’a financial asseta will accrue
AFUDC.
BTATEMENT ON FEDERAL STANDARDS

There is no federal atandard on the same subject.

STATEMENT OF INPACT ON SMALL BUSINEES
No impact on small business is anticipated.
STATEMENT THAT THE AQENCY HAS CEOSEN THE REGULATORY ALTERNATIVE
THAT INPOSES THE LOWEST NET COST ALTERMATIVE TO BOCIETY

The Commission has chosen the regulatory alternative that
imposes the lowest net cost to society.




