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A copy of the rule. 

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

A statement o f facts and circumstances justifying the 
proposed rule. 

A federa l comparison statement. 

A statement of the impact of t he rule on small bus i ness . 

6. An e conomic impa ct statement . 

7. A statement that t he agency hAs c hosen t he r egula tory 
alternative that imposes the lowest net cost t o s ociet:y . 
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l 25-6.0141 Allowance For Funds Used During Construction . 

2 (1) Construction work in progress (CWIP) or nuclear fuel in 

3 process (NFIP) not under a lease agreement that is not included in 

4 rate base may accrue allowance for funds used during construction 

5 (AFUDC), under the following conditions: 

6 (a) Eligib le projects. The following projects may be 

7 included in CWIP or NPIP and accrue AFUDC: 

8 1. Projects that involve gross additions to plant in excess 

9 of 0.5 percent of the sum of the total balance i n Accoun t 

10 101 Electric Plant in Seryice. and Account 106 . 

11 Completed Construction not Classified. at the time the 

12 project commences $~5,999 and 

13 a. are expected to be completed i n excess of one year after 

1 4 commencement of construction, or 

15 b. were originally expected to be completed in one year or 

16 less and are suspended f or six months or more, o r are not 

17 ready for service after one year . 

18 (b ) I neligible projects. The foll owing projects may be 

19 included in CWIP o r NFIP, but may not accrue AFUDC: 

2 0 

21 

22 

23 

24 

25 

1. Projects, or portions thereo f, that do no t exceed the 

level o f CWIP or NFIP included in rate base in the 

utility's eeMpaAy'e last rate case . 

2 . Projects where gr?ss addi tions t o p lant are less than 0 . 5 

percent of the sum of the total balance i n Accoynt 101 -

Electric Plant in Service . and Account 106 - Completed 

CODING: Words underlined are additionsi words in 
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1 Construction not Cla ssified. at the time the proiect 

2 c ommences $;s,eee er lees . 

3 3 . Projects expec ted t o be completed i n less t han one year 

4 dfter commenc ement of construction . 

5 4 . Property that has been classified as Property Held f o r 

6 Future Use . 

7 (c) Un l ess otherwise authorized by the Commi ssi on , the 

8 followi ng projects may no t be inc luded in CWIP or NFIP , no r a ccrue 

9 AFUDC: 

10 

11 

12 

13 

1 4 

15 

1 6 

1. 

2 . 

3. 

4. 

Pro jec ts that are reimbursable by anothe r party . 

Projects that have been cancelle d . 

Purchases of assets which are ready f o r servic e when 

acquired . 

Portions of proj e cts p r oviding s ervice during t he 

construct i on period. 

(d ) Other conditions . Accrua l o f AFUDC is subject to t he 

17 followi ng conditions : 

18 

19 

2 0 

2 1 

2 2 

23 

2 4 

2 5 

1. Accrua l of AFUDC i s not t o be r e ve r sed when a project 

o r i ginally expected to be completed in excess of one year 

is completed in one year o r less ; 

2 . AFUDC may not be accrued retroact ively if a project 

expected to be completed i n one year o r l ess is 

subsequently suspended f o r six months, o r is not ready 

f or service afte r one year ; 

3. When a project is comp leted a nd r e ady for service , it 
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l 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

1 4 

15 

16 

17 

18 

19 

20 

21 

4 . 

5. 

6. 

shall be immediately transferred to the appropriate plant 

account (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 u.nit , 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 ) months, the utility shall notify the Commission of 

the suspension and the reaaon(s) for the s uspension , and 

shall submit a proposed account ing treatment f or the 

suspended project. ; and 

When the const ruc tion activities for a suspended pro ject 

are resumed, the previously accumulated costs of the 

project may not accrue AFUDC if such costs have been 

included i n r ate base for ratemaking purposes . However , 

the accrual of AFUDC may be resumed when the previously 

a ccumulated costs are no longer included in rate base for 

ratemaking purposes. 

(e) Subaccounts. Account 107, Conrt ruction Work in Progress . 

22 and Account 120.1, Nuc lear Fuel in Process of Refinement, 

23 Conversion, Enrichment and Fabrication , shall be subdivided so as 

24 to segregate the cost of construction pro jects that are eligible 

25 fo r AFUDC from the cost o f construction projects that are 
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1 ineligible f o r AFUDC . 

2 .itl. Prior to the conunencement of construction on a project. 

3 a utility may file a petition to seek approyal to include an 

4 indiyidual project in rate base that would otherwise qualify f o r 

5 AfUDC treatment per Section (1) {a) . 

6 lgl On a proapectiye basis. tho Commission. ypon its own 

7 motion. may determine that it is in the best interests of the 

8 ra tepayers to exclude an amount of C,'WIP from a utility's rate base 

9 that does not qualify for AfUDC treatment per Section (1) Ca> and to 

10 allow the utility to acc rue APUPC qn that exclyded amount. 

11 (2 ) The applicable AFUDC rate shall be determined as foll ows : 

12 (a) The most recent 13-month average embedded cost of 

13 capita l, except as noted below, shall be derived using all sources 

14 of capital aod adjusted using adjustments consistent wi th those 

15 used by the Commission in t he utility's €'eapefty'e last rate case. 

16 (b ) The cost rates for the components in the capital 

1 7 structure shall be the midpoint of the last allowed return on 

18 common equity, the most recent 13 -month average cost of short term 

19 debt and c ustomer deposits and a zero cost rate f o r deferred Laxes 

20 and al l investment tax c redits. The cost of lo~g t erm debt and 

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

22 percentage r a te shall be calculated to two decimal places. 

2 3 { e) The t: r eat:Meftt ey t h e GeMMieeieft ef all iftveatlftel'U! t8H: 

24 creaite at a eere eeet rete efiall ee eefttirtgertt ttpeft a ntlirtg fre111 

25 t:he IHterHel Re·#eftt:te Ser .. •iee that: at:teh treat"'el'lt wi ll Het 1 fer 
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1 ee111~iee eleetee t:e ee treatee waeer e . 46 (fl (a) ef the IAten1al 

2 Re ~ e ft1:te Ceee 1 reettlt iR the ferfeit~re ef the ta• ereaite . Pe Rdt'"J 

3 reeeipt ef etteh a rttlift91 eaeh ttlility ehall eentin~e te ~ee the 

4 wei9htea everal l eeet ef eapital eale1:tlatea in a llNlftfte r eefteieteAt 

s w1t:h the firHtl IRS Re9ttlatieft 6eetieft l c t6 6 ptt:eliehea Hey 2i! , 

6 1986 , ae the eeet ef the tttiH.ty' e t\ afte 19\ ift,..eetMeftt taM 

7 ereeite . 

8 

9 CelMli eeieft ey 9eee"'8er 15 I 19811 The AP0Be eeet!. rate fer the 

10 i rwe et.-eftt t:att ereait fer afty eeMpany whieh faile te ett:9Mit ite ewA 

11 letter ntlin9 ret!l:teet te the IRB shall 8e 9e'i'ernea ey the first 

12 lettel" Pttlift! ieettee ey the IRS ift reepeAee te a re~eet s1:te111itt ea 

13 p1:tre1:taftt te e1:teeeetieft ~ ( e) ef thie ~les 

14 ( 3 > Discounted monthly APUDC rate. A discounted monthly 

15 AFUDC rate, calculated to six decimal p laces, shall be employed to 

16 insure t hat the annual AFUDC c harged does not ex~eed authorized 

17 levels. 

18 

19 

20 

21 

22 

23 

2 4 

25 

(a) The formula use d t o discount the annual AFlJDC rate t o 

reflect monthly compounding is ae follows: 

M . [( l + -~ . ..> 1
'

11 
- l] x 100 

100 

Where: 

M • discounted monthly AFUDC rate 

A • Annual AFlJDC ra t e 

(bJ The monthly AFlJDC rate, carried out to six decimal 

COOI NG: Wo rds underlined are additions; words in 
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1 places, shall be applied to the average monthly balance of elig ible 

2 CWIP and NFIP that i s not included in rate base . 

3 (4 ) The following schedules shall be fi l ed with eac h petition 

4 for a change in AFUDC rate: 

5 Ca) Schedule A. A schedule showing the capital structu re, 

6 cost rates and weighted average cost of capital that are the basis 

7 for the AFUDC rate in subsection (2) . 

8 (b) Schedule B. A schedule showing capital structure 

9 adjustments including the unadjusted capital structure, reconcili ng 

10 adjustments and adjusted capital structure that are the basis for 

11 the AFUDC rate in subsection (2 ) . 

12 (c) Sc hedule C. A s c hedule showing the calculation of the 

13 monthly AFUDC rate using the methodology set out in this Rule . 

14 (5 ) No utility may c harge or change its AFUDC rate wi thout 

15 prior Commission approval. The new AFUDC rate shall be effecti ve 

16 the month f o llowi ng t he end of the 12-month period used to 

17 establish that rate and may not be retroactively applied t o a 

18 previous fiscal year unless authorized by the Commission . 

1 9 (6 ) Eac h utility chargi ng AFUDC shall include in its 3ttne ane 

20 December Earnings Rate et Rettt'Pfl ,Seurveil lance &-Peporte t o the 

21 Commission Schedules A and B identified i n subsection (4) o f this 

22 Rule, as well as disc losure o f the AFUDC rate it is currently 

2 3 charging. 

24 (7) The Commission may, on its own motion, ini tiate a 

25 proceeding to revi se a utility' s AFUDC rate. 
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• 
1 ill Each utility shall include in its For"'casted Survei llance 

2 Report a schedule o f indi vidual proiecta that commence <luring t hat 

3 forecasted period and are estimated to equal or exceed a gross cost 

4 of s10.ooo.ooo. The schedule shall include the followiny min i mum 

5 information; 

6 lal Description of the pro1ect. 

7 JJ2l Estimated total cost of the proiect. 

8 ~ Estimated construction coannencement date. 

9 lsll. Estimated i n-service date . 

10 ill.:™" The provisions of this rule are effective January l. 

11 1996 and shall be i mplemented by all electric utilities no later 

12 than January l. 1999. or the utility's next rate proceeding . 

13 whichever occurs first . Para!•aphe {al aftd {~} ef •~~eeetien Ill 

14 shall Aet ~e effeetive fer any 1:ttili~y 1:tAtil it i MpleMeAte fiAal 

15 ~atee i A a !eAeral ra te ease iAitiatee after the effeeti¥e eate ef 

16 this R1:tle . ~he feregeiAg Retwi thetandiRg , these pre¥ ieieRe will 

17 ~eeeMe effeetive fer all 1:ttilit iee Re later than JaA1:tary 11 1989. 

18 Speci fic Authority: 350. 127 (2 ), 366 . 05(1 ) ,F.S . 

19 Law Implemented : 350. 115 , 366.04 (2) (a), 366 .06( 1 ) , F.S. 

2 0 History: New 8/11/86, Amended 1 1/13/86 , 12 /7/87.._ ______ __ 

21 

22 

23 

24 

25 
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FLOR IDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 951535-EI 

RULE TITLE: 

Allowance for Funds Used During Construction 

• 
RULE NO.: 

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 wil l only quali fy if there will be a 

significant fi nancial impact on the company. 

SUMMARY: Projects can accrue AFUDC which exceed 0 . 5\ o~ the sum in 

Account 101-Electric Plant in Servic e and Account 106 - Completed 

Construction not classified. Projects under a lease agreement a re 

e xcluded. Prior to commencement of a project, a utility c an seek 

permission to include a project in rate ba se which would otherwise 

accrue AFUDC . The rule requires a schedule o f projects which would 

equal o r exceed a gross cost of $10 ,000 ,000 t o be included in the 

utility's Porecasted Surveillance Repo r t. The rule takes effect 

J anuary 1, 1996, but allows an implementation grace perio d until 

J anuary 1, 19 99 or t he company's next rate proceeding, whichever 

occurs fi rst . 

RULEMAKI NG AUTHORITY : 350 .127 (2 ) , 366.05( 1 1 , FS . 

LAW I MPLEMENTED : 350. 115, 366 . 04 (2) (a), 366. 06( 1 ), FS . 

WRITTEN COMMENTS OR SUGGESTIONS ON THE PROPOSED RULE MAY BE 

SUBMITTED TO THE FPSC, DIVIS I ON OF RECORDS AND REPORTING, WITHIN 21 

DAYS OF THE DATE OF THI S rmT I CE FOR INCLUS I ON IN THE RECORD OF THE 

PROCEED ING. 

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

HEAR I NG WILL BE HELD AT THE DATE AND PLACE SHOWN BELOW: 



• 
TIME AND DATE: 9:30 A.M. , Sept ember 4 , 1996. 

PLACE: Room 152, Betty Ea s l ey Conference Center, 4075 Espl anade 

Way, Tallahassee , Florida . 

THE PERSON TO BE CONTACTED REGARDING THIS RULE AND THE ECONOMI C 

IMPACT STATEMENT I S : Director of Appeals, Flor i da Public Service 

Commiss ion , 2540 Shumard Oak Bl vd . , Tal l ahassee , Florida 32399. 

THE FULL TEXT OF THE RULE I S : 

25-6.0141 Allowance For Funds Used Dur ing Construction. 

(l) Cons truction work in progress (CWIP) or nuclear f uel in 

process (NFIP) not under a l ease agreement that is not i nc lude d in 

rate base may accrue allowance f o r funds used during cons truction 

(AFUDC), unde r the fol l owi ng conditions : 

(a) Eligi bl e projects . The f ollowi ng pro ject s may be included 

i n CWIP or NFIP and accrue AFUDC: 

l. Pr ojects t hat i nvolve gros s addi tions to plant i n excess of 

o. 5 percent of t he sum of the total balance i n Account 101 -

Electric Plant in Seryice . and Account 106. Completed Construction 

not Classified. at the time the oroiect commences $•5,999 and 

a. are expected t o be completed i n exces s o f one yea r after 

commencement of construc tion, o r 

b. were or iginal l y expected to be completed i n one year or 

less and are suspended for six months or more , or are not ready for 

service after one year . 

(b) Ineligible projects. The f o llowing pr ojects may be 

i ncluded in CWIP or NFIP, but may not accrue AFUDC: 

l. Projects, or portions thereof, that do not exceed the level 

o f CWIP or NFIP included in r a te base in the utility' s e e1111'e ny ' e 



last rate case. 

2. Projects where gross additions to plant are less than C.5 

percen t of the sum of the total balance i n Account 101 - Electri c 

Plant in service . and Account 106 - Completed Construction not 

Classified. at the time the proiect commences $~5,999 e~ leee . 

3. Projects expected to be c ompleted in less than one yea r 

after commencement of construction . 

4 . Property that has been classified as Property Held f o r 

Future Use. 

(c) Unless otherwise authorized by t he Commission , the 

followi ng projects may not be included in CWIP or NFIP , nor a ccrue 

AFUDC: 

1. Projects that are reimbursable by another party . 

2. Projects that have been c ancelled. 

3. Purchases of assets whi c h a re ready for service when 

a c quired. 

4 . Portions o f projects providing service during the 

construction p e riod . 

(d ) Other condit ions . Accrua l of AFUDC is subject t o the 

following conditions : 

l. Accrual of AFUDC is not to be reversed when a project 

o riginally expected to be compl eted i n e xc ess of one year is 

completed in o ne year o r less; 

2. AFUDC may no t be accrued retroactively if a project 

e xpected to l.Je comple ted in one year o r less is subsequently 

suspended for six mon Lhs, or is not r eady for service after o ne 

year; 



3. When a project is completed and ready for service, it shall 

be immediately transferred to the appropriate plant account(el o r 

Account 106, Completed Construction Not Classified, and may no 

longer accrue AFUDC; 

4 . Where a work order covers t he construction of more than one 

property unit , t he AFUDC accrual shall cease on the costs related 

to each unit when tha t unit reaches an in-service statue ; 

5. When the construction activities for an ongoing project are 

expected to be suspended for a period exceeding six (6) months, the 

uti li ty shall notify the Commission of the suspension and the 

reason(s) for the suspension, and shall submit a proposed 

accounting treatment f or the suspended project; and 

6. When the construc tion act i vities for a suspe nded project 

are resumed, the previously accumulated costs of t he project may 

not accrue APUDC if such costs have been included in rate base f or 

ratemaking purposes. However, t he accrual o f AFUDC may be resumed 

whe n the previously a ccumulated costs are no longer included in 

rate base f or ratemaking purposes. 

(e l Subaccounts. Account 107, Const ruction Work in Progress, 

a nd Account 120.l, Nuclear Fuel in Process o f Refinement, 

Conversion, Enrichment and Fabrication, shall be subdivided so as 

to segregate t he cost of construction projects that are eligible 

for AFUDC from the cost of construction proj e cts that are 

ineligible f o r AFUDC. 

! fl Prior to the commencement of construction on a proiect . a 

utility may file a pe t ition to seek approval to inclyde an 

ind i v idual pro ject in rate base that woyld othe rwise qualify for 



AFUPC treatment per Section !ll !al. 

lg ! On a prospective ba1is. the Commission. upon its own 

motion. may determine that it is in the best interests of the 

ratepayers to exc lude an amount of C,'WIP from a utility's rate base 

that does not qualify for AFUPC treatment per Section !ll !al and to 

allow the utility to accrue AFUPC on that excluded amount . 

(2) The applica.ble AFUDC rate shall be determined as follows: 

(a ) The most recent 13 -month average embedded cost of capita l, 

except as noted below, shall be derived using all sources o ! 

capital and adjusted using adjustments consistent with those used 

by t he Commission in the utility's ee...,afty'e last rate case. 

(b) The cost rates for the components in the capital structure 

shall be the midpoint o f t he last a llowed return on common equity, 

the most recent 13 -month average cost of short term debt and 

customer deposits and a zero cost rate for deferred taxes and all 

investment tax credits. The cost of long term debt and preferred 

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

rate shall be c alculated t o t wo dec imal places. 

(e ) The treat"'eftt ey the Ce"'"'ieeieft ef all i:ftveetl!leftt taH 

ereaite at a eere eeet rate shall ee ee~tiA!eAt tt~eft a rtaliA! fre111 

tke IftterAal Revefttte SerYiee that etteh treat111eftt wil l Aet 1 for 

eeffipaAiee eleetee te ee treatee t:l:!fteer e . 46(f l (~) ef t h e IAterAa l 

Rev e Atae Ceee, reettlt iA t he ferfeH: ttre ef t h e t&Jt ere~Hte. PeAdil'I~ 

receipt ef etteh a rta l iRg 1 eae1't tatil H:y shall eefttintae te ttee t ke 

wei!htee everall eeet ef eepitel ealettlated iA a "'8rtfter eeAeiete fl t 

'Alith the fhtal IRB Regta latieA See~ieft 1, t6 6 1't11'lieked Mey 22, 

1986 1 ae the eee l!: ef the til!: ility'e •' aAe 19' ift¥eet111eAl!: taM 



crea ita. 

(a ) Afty a~eh r~liA~ re~~eet MH8t ee 8HBMittee te t he 

Celftlft i eeieH ey Deeeeer 15 I 1987 . 'l'he h.'700€ eeet rate fe r ! he 

i rweetlfteHt t&K ere~Ht fer any eeMpafty whieh faile te 8HMit ite ewn 

letter r~H:A!r re«!tleet te the IRS ehell ee ge.,.·ernee ey t he first 

l e t te r r~ l ing i:ee~ee ey the IRS in reepeftee te a re«!tlee! e~elftit!ee 

p~re~aHt te aHeee etien 2 1e} ef tftie rt1le 1 

(3) Di s counted monthly AFUDC rate . A d i s counted mont hly AFUDC 

rate , ca lculated to six decimal places, shall be employed t o insure 

that the annual AFUDC charged does not exceed authorized levels. 

(a) The f o rmula used to discount the annual AFUDC rate to 

reflect monthl y compoundi ng i s as f ollows: 

M • [ ( l + ~-Jim - l ] x 1 00 

100 

Where: 

M • d i s counted monthly AFUDC rat e 

A • Annual AFUDC ra t e 

(b ) The monthly AFUDC rate , carried out to s i x decimal places, 

shall be appl i ed to the a verage monthly balance o f e ligible CWIP 

and NFIP that is not included in rate base. 

(4 ) The following schedules shal l be fi l ed with eac h petition 

fo r a c hange i n AFUOC rate : 

(a ) Schedule A. A schedule showing the capital s tructure, cost 

rates and weighted average cost of cap ital that are t he basis for 

t he AFUOC rate in subse c tion (2). 

(b) Schedule B. A schedule showing cap ital structure 

adjustments including the unadjusted capital structur e, r econci ling 



adjustments and adjusted capital structure that are the basis f or 

t he AFUDC rate in subsection (2). 

(c ) Schedule C. A schedule showing the calculation of t he 

monthly AFUDC rate us ing the methodol ogy s et out in t hi s Rul e. 

(5) No ut i lity may charge or c hange its AFUDC rate wi thout 

prior Commiss i on approval . The new AFUDC rate shal l be effective 

t he month fo l lowing the end o f t he 12-mont h period used t o 

establish that rate and may not be retroac tively applied t o a 

previous fiscal year unless authori zed by the Commission . 

(6) Each utility charging AFUDC shall include i n its J~Ae aAa 

December Earnings Rate ef Ret~rft Seurveillance Rreporte t o the 

Commis sion Schedul es A and B ident i fied in subsec t i on (4 ) o f this 

Rule , as well as disc l osure of the AFTJDC ra t e it i s currently 

charging. 

(7) The Commi ssi on may, on its own mot i on , init i a te a 

proceed i ng to r evi se a ut il i ty' s AFUDC rate. 

~ Each uti l ity shall inc lude in its Forecasted Surveillance 

Report a schedule of individua l proiects t hat commence during t hat 

forecas ted peri od and are es t i mated to equal or exceed a gross cost 

o; SlO . OOO . OOO. The schedu l e shall i nclude the f ol lowi ng minimum 

i nformat ion ; 

Ca l Description of t he proi ect. 

<b l Es t i ma t ed t otal cosL of the project . 

<cl Es timated constr uction commencement date . 

(d l Est i mated in- service date . 

_Lil+&+ The provis ions of t his rule are e ffecti ve January l. 

1996 and shall be implemented by a l l electri c utili t ies no later 



than January 1. 1999. or the utility's next rate proceeding. 

whi chever occurs first. PaJ.OagJ.Oaphe {a) euui (el ef eeeeetie" ( 1 l 

ah.all Aet ee effeetive fep &fly tttility \tfttil it h1plelfteflte fiAel 

rates ifl a geAeral rate eaee il'litiate~ aftel" the ef feetive date ef 

t his Rttle . The fePe!Jeift! Aet'1<'itheta1uiiftg, theee previeiefle wil 1 

eeceffle effeetive fel" all tttilitiee fte later tft&ft Jafttta!')' l , 1989 . 

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 ll-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 , 19 96. 

If any person decides to appeal a.ny decision of the Commission with 

respect to any matter cons i dered at the rulemaking hearing, if 

held, a record of the hearing is necessary. The appellant must 

ensure that a verbatim record, inc luding testimo ny and evidence 

forming the basis of the appeal is made. The Commission usually 

makes a verbatim record of rulemaking hearings. 

Any person requiring s ome accommodat ion at t ki s hearing because o f 

a physical impairment should call the Division of Records and 

Reporting at (904 ) 413 -6 77 0 at leas t five cale ndar days prio r to 

the hearing. If you are hearing o r speech impaired, please cont a~t 

the Florida Public Service Commission using the Flor ida Relay 

Service, which can be reached at: l - 800- 955 -8771 (TDD ) . 
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March 29, 1996 

DIVISION OF APPEALS (BELLAK) 

DIVISION OF RESEARCH AND REGULATORY REVIEW (HEWITT) 03tf F ,Q tJtt/ 
REVISED ECONOMIC IMPACT STATEMENT; PROPOSED REVISIONS TO RULE ZS-
6. 0141 , FAC, ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION (AFUOC) 

SUMMARY OE THE RULE 
Curren tly Rule 25-6.0141 , FAC, Allowance for Funds Used During Construction 

(AFUOC), describes the criteria for detenn1ning whether a project could be 
incl uded in construction work in progress (CWIP) or nuclear fuel in process 
(NFIP) and qualified for accrual of AFUOC. These criteria include a minimum 
proj ect cos t ($25,000) and a construction period in excess of one year . 

The proposed llDlndments would change the cost criterium from a minimum 
dol lar amount of $25 ,000 to projects whi ch exceed 0.51 (Primary Reconnendation) 
of t he sum in Account 101 - -Electric Plant in Service, and Account 106--Completed 
Const ruct ion not Cl assified ; or, projects which exceed a gross addition to plant 
of Sl5,000,000 {Alternative Recomiendation) . Also, projects under a lease 
agreement would be excluded from accruing AFUDC . 

The purpose of the amendments is to increase the cos t threshold of a 
project which will qua 1 i fy for accrua 1 of AFUDC so that projects wt 11 on 1 y 
qualify i f t here wt ll be a sign i f icant f i nancial impact on the company . The rule 
a 1 so clar ifies that a ut tl tty may seek approval to inc• ude a project in rate base 
that would otherwise qual i fy for AFUDC accrual . 

Under current Rule Z5-6.0141 (2)(c) and (d), FAC, the Conrn i ssion ' s treatment 
of investment tax credits {ITC) at a zero cos t rate t s cont ingent upon an IRS 
ruli ng under Sect ion 46(f)( 2) of the Interna l Revenue Code . All ITC ruling 
requests were t o have been sent to the Commiss ion by December 15, 1987. Since 
t hat deadl ine for subm1ss1on has passed, the proposed uendment would del ete the 
outdated in format ton from the rule , and thus comply with efforts to el imtnate 
unneces sary or obsolete rul es . 

Also, pr ior to t he conrnencement of constructi on on a project , a util i ty 
wou ld be able f1 le a petition to seek approval to include the project in rate 
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base that would otherwise qualify for AFUOC treatment under Section (l)(a) . 
In the Alternative Reconmendation a utility with less than $100,000,000 

gross plant in service would be able file a petition to seek approval to include 
the project in rate base that would not otherwise qualify for AFUOC treatment 
under Section (l)(a}. The petition would have to be filed prior to the 
conmencement of construction on a project that exceeds a gross cost of S2SO,OOO . 

The Primary Recommendation proposes that each utility shall include in tts 
Forecasted Surveillance Report a schedule of projects that cOtM1ence during lhit 
forecasted period which would equal or txcttd a gross cost of $10,000,000. Also 
required would be some minimum information about the project. 

Finally, the proposed amendment states that the provisions of the rule are 
effective January l, 1996, and allows a grace period for implementing the 
provisions by January l, 1999, or the C0tnpany's next rate proceeding, whichever 
occurs first. 

DIRECT COSTS TO THE AGENCY AND OTHER STATE OB LOCAL GQVERNMENT ENTITIES 
The proposed amendment allows a ut.iltty to file a petition to seek approval 

to include a project in rate base that would otherwise qualify for AFUDC 
treatment. Commission staff would evaluate those petitions on a case-by-case 
basts. The proposed amendment ts not expected to significantly increase workload 
for Commission staff since such petitions are expected to be rare. There should 
be no additional dire<:t costs to other state or local governmental entities since 
the changes apply only to Investor-Owned Utilities . 

COSTS AND BENEFITS TO THOSE PARTIES DIRECTLY AFFECTED BY THE RULE 
The proposed amendments would result i n more stringent eligibility 

requirements, allowing fewer construction projects to be eligible to accrue 
AFUDC. This shoul d reduce admi nistrative costs associated with the determination 
and calculation of eligible AFUDC expenses. There would be some slight 
additional costs associated with providing information on the Forecasted 
Surveillance Report about phnned projects that exceed Sl0,000,000 . 

The increased threshold for AFUDC would impact rate base by not allowing 
t he tncl usion of construction interest in rate base as frequently. Rate base 
would not be as large w1th the proposed amendment, because less accrued interest 
wi 11 ultimately be included . Less accrued AFUDC interest in rate base w1l l 
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result in less depreciation for those projects which will impact net income. 
Less AFUDC interest in rate base will also result in less AFUOC earnings . With 
t he higher threshold, projects that are not eligible to accrue AFUOC will be 
i ncluded in CWIP ; and, for surveillance purposes, included in rate base during 
the construction period. AFUOC projects art not included in rate bas; until the 
construction project is completed. 

Projects not eligible to accrue AFUDC during construction can be included 
in rate base for surveillance purposes, resulting in a lower achieved rate of 
return during the construct ton period than if the project were excluded from rate 
base. For those projects which are eligible to accrue AFUOC, the project costs 
plus the accrued interest are included in rate base once the construction period 
is over . In this instance, the achieved rate of return is also lowered, but onl y 
after construction is completed . 

A company ' s future earnings on rate base will be impacted by the timing of 
a project ' s incl usion in rate base and whether the project cost includes accrued 
AFUDC. Gulf Power Company (Gulf) indicated that the company will have to "absorb 
the carryi ng costs of these projects prior to thei r in-service dates, and could 
resul t in significant harm . • Tampa Electric Company (TECO) expressed concern 
that even if a project ts included tn rate base, the company will not recover the 
associat ed revenue requirement until it has another rate change. However , tn 
order to prepare for competition, the electric companies are not currently 
reques t ing rate increases . Data requests were sent to the affected investor
owned electr ic ut i lities ( IOUs ) wi th both the Primary Rule and Alternative Rule 
proposals . The Pr imary Rule contains a o.si threshold level of the sum total in 
the El ectr1c Plant in Service- -Account 101 and Completed Construct ton not 
Cl assifled- -Account 106 , above whi ch projects would be allowed to accrue AFUOC . 
The Alternat ive Rule proposal contains a fixed amuunt of $15,000,000 for the 
threshol d l evel before a project would be allowed to accrue AFUOC . 

Florida Power and Light (FPL) favors reduci ng the amount of AFUOC 
capita lized and states that the proposed prtmary rule changes •are appropriate 
and will streaml ine the account tng and budgeting process and reduce costs to 
FPL' s cust omers." But, FPL thinks t hat the pn vious ly proposed percentage 
threshold of 1% would be better . The most significant cost to FPL would be the 
impact on shareholders t hat would result from the proposed rule changes because 
reducing the amount of AFUDC captta11zed would reduce FPL's urntngs (net 
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income). Under the current AFUDC rule and 1995 construction projects, FPL has 
Sl4 ,825 ,000 capitalized, w1th $12,389,000 earnings . W1th a $15 ,000,000 

t hreshold , AFUDC capitalized would be $9,149,000 and $7,646,000 earnings. With 
a 0. 5~ threshold, AFOUC capitalized would be $8,806,000 and $7,359,000 earnings. 

Reducing the amount of AFUDC capitalized would reduce both the potential 
for stranded investment from future construct ion and the upward pressure on 
future revenue requirements. That is, higher capitalization of AFUDC increases 
potential earnings but increases the risk of not being able to compete in the 
future . FPL does not expect any increases in administrative costs from the 
proposed changes . However, if the alternative rule is adopted, FPL ' s potential 
cost to petition the Connission to include a project in rate base would increase 
because more projects would qualify for AFUDC. 

Florida Public Utilities Company and TECO do not expect an increase in . 
administrative costs from the proposed rule amendllents. TECO indicated that a 
SIS ,000, 000 threshold would be a more reasonable compromise. Gulf does not 
expect additional operating and management costs . However, Gulf indicated that 
it would have a reduct ton in AFUDC earnings with the increase in threshold from 
S25,000 to 0.5~ of the relevant accounts . It stated that the 0.5~ threshold 
would be inappropriate and i f the rule has to be changed, it should be a uniform 
fixed dollar amount ($10,000,000). One $10,000,000 project 1n CWIP for one year 
would result in $727,000 of AFUOC for Gulf and would affect its return on average 
common equi ty (based on the current approved rate) by approximately 15 basis 
po ints. Gulf indicated , however , that it is not sure any change is required at 
this time. 

Fl or ida Power Corporat ion (FPC) does not expect any significant change in 
cos t s to result from the adoption of the proposed rule revision, unless it Is 
determ ined that separate books must be maintained for Florida Public Service 
Comm i ssi on (retail) and the Federal Regulatory Conwnission (wholesale) 
j ur i sdictions. However, FPC est imated that if the proposed rule revisions of 
o.sr. or Sl5 ,000,000 thresholds were implemented, the Company would have recorded 
a S2.8 mi llion reduction of AFUDC (based on 1995 activity) . 

The proposed amendments to the language regarding investment tax credits 
do not benefit or cos t the utilities since the companies have not been required 
to request an IRS ru l ing since 1987. 
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REASONABLE ALTERNATIVE METHODS 
Reasonable a lternat he methods are proposed w1 th the pr1mary and 

al ternative rule reco11111tndat1ons. 
Gulf expressed concern over the administrative costs of having to 

calculate the balance of •Electric Plant in Service/ Completed Construction not 
Classif ied• each month . The company suggests that, since an eligible project 's 
cr i ter i a would require a calculation of the Electric Plant balance, the criteria 
should be based on prior year-end balances. This would save the administrative 
cos t s of mak ing the calculation on a monthly basis . 

TECO makes a suggest ion regarding the concern that an increase in rate base 
wi ll not be recovered with ~n appropriate return. The company suggests that the : 

... implementation of the new calculation method should be required 
at the time of each company ' s next pr ice change. This would ensure 
that each utility will be able to adequately recover the 
expenditures required to 111aintain and expand the system that 
provides reliable electric service to all ratepayers. 

FPC proposes that Nuclear Fuel eligible for AFUOC should be qualified in 
a separate manner than the proposed amendment . FPC asserts that if the cost of 
a batch of Nuclear fuel equals or exceeds the percent threshold of the balance 
in Account 120 .3--Nuclear Fuel Assemblies in Reactor, at the time the batch 
procurement conmences, it should be eligible to accrue AFUOC. FPL believes that 
if Construction Work In Progress (CWIP) and Nuclear Fuel in Process (NFIP) will 
no t accrue AFUOC, then their balancti should be included in the rate base . 

FPC proposes that two accounts be excluded from the calculation of 
eli gi bility requirements threshold: Electric Plant in Service and Completed 
Const ruction not Cl ass I f ied . The company asserts that these two accounts be 
excluded since the functi ons represented by the accounts normally do not accrue 
AFUDC . Furt hermore , FPC proposed: 

. .. t hat t he capitalization structure cost rate cal culations for 
short term debt and customer deposits be consi stent with the 
met hodo logy ut il ized for Surveillance reporting, with the exception 
that investment tax credi ts ( ITC ' s) be eliminated . ITC ' s are not a 
source of financing new construct i on . Also, the reporting of the 
AFUOC ra te should be inc luded once a year (December) tn Survei llance 
report1 ng . 

However , staff maintains that ITCs should not be el iminated . A ut il ity wtl l have 
other pre-exist ing sources of cap itol such as debt or stock i ssued years ago . 
Pre-existi ng sources of capi t ol are not used to finance current constructi on; and 
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ITC is no different from other pre-existing sources of capitol that are not bei ng 
used to finance current construction . Therefore, ITC should neither be treated 
differently nor eliminated. FPC also objects to the reinstatement of the 
provision requiring a construction period in excess of one year for a project to 
be eligible to accrue AFUOC. 

Finally, FPL proposes that projects currently under construction should be 
grandfathered and continue to accrue AFUOC even though they would not other'# i~ e 

be eligible under the proposed rule. FPL addtd, however, that tf the Conmts~ lon 

determines to grandfather projects currently under construction, it should not 
make the grandfathering mandatory. 

IMPACT ON SHALL BUSINESSES 
No direct impact on small businesses is foreseen as Gulf, FPUC, TECO, FPC, 

and FPL are not small business as defined in Section 288 .703(1}, Florida Statutes 
(1991). 

IMPACT ON CQMPETITION 
FPL believes the proposed amendment would generate a competitive benefit 

for the company. If the proposed amendment 1s adopted, the amount of AFUDC 
capitalized by FPL would be reduced . This reduction in the amount of AFUDC 
capitalized, plus the compounding thereof, could improve FPL 's ab i lity 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 
AFUOC must be included in rate base for all regulatory purposes so that adequate 
prov is ion t s made to recover the carrying costs of these investments . 

TECO has determined that the proposed rule changes could affect t he 
company's abil ity to compete in the energy market. If interchange sales are 
impacted by transmi sston tart ffs and those tar I ffs are cost based, then 
di ffe rences in the way costs are capitalized could lead to pricing differences 
which could affect competition. TECO believes that 1f a percentage threshold 
rather than a specific dollar threshold is used to accrue AFUOC, then larger 
utilities would have to accrue less capital costs to build transmis sion 
facil t t 1es. Thus , i t would create an uneven marketplace for transmission . 

FPC bel ieves strongly that a specific dollar limit for AFUDL eligibility 
does not have an equal impact on all the Florida el ectric utilities and favor s 

----------------



7 

t he percentage method as 1t 1s more equitable and has no s1gn1f1cant effect on 
the company' s ability to compete . But, a specific dollar threshold amount would 
put the l arger utilities at a compet i tive disadvantage . 

Gulf believes that the alternative threshold of $10,000,000 ts far superior 
t o the primary proposal for competitive reasons . Florida Public Ut111t1es does 
not expec t the proposed rule 1111endments to impact its ability to compete . 

IMPACT ON EMPLOYMENT 
Gulf , FPUC, TECO, FPC, and FPL indicated they do not expect the proposed 

rule amendment to affect the level of employment 1n their companies . 

METHODOLOGY 
Data requests were sent to the Investor-Owned Electric Utilities t o collect 

addit ional economic information . Dtscuss1ons were held with technical and le9al 
staff . Relat ed rules and statutes were examined and referenced. Standard 
microeconomic analys is was used to detennine the est imated impact . 

CBH:tf/e- afud2e.tnf 
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STATEMENT OP PACTS AND CIRctJMSTANCBS 
JUSTIFYING RULB 

The prio r rule had a threshold for AFUDC accrual which was too 
low. The amended rule insures tha t only projects which are 
material with respect to a company' s financial assets will accrue 
AF'UDC. 

STATBMBNT ON PEDER.AL STANDARDS 

There is no federal standar d on the same subject . 

STATEMENT OP IMPACT ON SllALL BOSINBSS 

No impact on small business is anticipated. 

STATEMENT THAT TD AGENCY HAS CHOSEN TD UGOLATORY ALTBRHATIVE 
THAT IMPOSES TD LOlfSST NBT COST ALTBDIATIVB TO SOCISTY 

The Commission has chosen the regulatory alte rnative that 
l mposes the lowest net cost to society. 


