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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition for rate increase by 
PeopIes Gas System. 

DOCKET NO. 0803 18-GU 
Filed: 6-24-09 

PEOPLES GAS SYSTEM’S 
MOTION FOR RECONS.EDERAT1ON 

Peoples Gas System (“Peoples” or the ccComp~~y”), pursuant to Rule 25-22.060, Florida 

Administrative Code, moves the Commission to reconsider its Order No. PSC-09-0411-FOF-GU 

(the “Order”) issued June 9,2009 in this proceeding and, as grounds therefor, says: 

Preface 

1. Peoples urges the Commission to reconsider its decision in the Order with respect 

to the calculation of the Company’s weighted average cost of capital and revenue requirements. 

The order approves certain adjustments to rate base. Some of these adjustments were made by 

the Commission on Schedule 1 (page 56) of the Order, and some were made by Peoples on MFR 

Schedule G-1, page 4 (in accordance with prior Commission decisions), In order to reconcile the 

rate base to the capital structure to reflect these adjustments, the Commission made capital 

structure pro rata adjustments as reflected on Schedule 2 (page 57) of the Order. AdditionaIly, 

other pro rata and specific adjustments shown on MER Schedule G-3, page 2, reflected prior 

Commission decisions and were once again confirrned in the Order by the Commission. 

Peoples’ concern with these adjustments relates to1 whether the plant-related adjustments 

necessary to reconcile rate base and capital structure should be made over only investor sources 

of capital (or 100 percent out of equity in the case of adjustments removing non-utility assets) as 

the Commission decided in the Order, versus fmt reducing the accumuIated deferred income tax 

(T‘ADIT’’) component of the capital structure for the mount  of ADIT related to the items 

removed from rate base, and spreading the remaining amount pro rata over investor sources of 
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capital (or 100 percent equity depending on the nawe of the adjustment). 

Peoples made the investor sources only pro rata adjustments (and the 100 percent equity 

adjustment for the non-utility assets) on M F R  Schedulc (3-3, page 2, in its initial filing since (as 

noted by the Commission on page 20 of the Order) this was the manner in which the adjustments 

were made in Peoples’ last base rate case. The pro rata adjustments made by the Commission on 

Schedule 2 of the Order were also made over only investor sources of capital, Peoples has since 

learned that these methods of making the adjustments couId have severe income tax-related 

consequences for the Company and its customers because the ADIT included in the capital 

structure was not reduced by the ADIT associated with the items excluded fiom rate base. 

Nature of the Order 

2. The Order is a final order of the Commission adjusting Peoples’ base rates 

effective June 18, 2009. Peoples urges the Commission to reconsider only that portion of the 

Order that reconciles the rate base to the capital structure to determine the weighted average cost 

of capital used in determining the Company’s revenue requirements solely to prevent a likely 

violation of the Internal Revenue Code’s (“Code’s”) normalization requirements. 

Standard of Review on Reconsideration 

3. The purpose of a petition for rehearing or reconsideration is to bring to the 

attention of the trier of fact some factual or legal point it overlooked or failed to consider when it 

render4 its order in the fmt instance. Diamond Cab Llornpaizy of Miami v. King, 146 So.2d 889 

(Fla. 1962). This motion identifies factual and legal considerations overlooked by the 

Commission. Peoples’ basis for reconsideration of the Order is faiiure by the Commission to 

properly reconcile rate base to capital structure in calculating the weighted average cost of 

capital. 
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4. 
8 

The Order’s calculation of the weighted average cost of capital is incorrect 

because it likely violates the normdization rules under former Section 167(1) and Section 

168(i)(9)@) of the Code and Sections 1.167(1)-1(a) and l.l67(a)-ll(b](6) of the Income Tax 

Regulations. 

Normalization Violation 

5. The normalization rules imposed by the Code employ an accounting and 

ratemaking concept, normalization, to ensure that: the capital subsidies of accelerated 

depreciation and investment tax credits provide an investment incentive for regulated utilities. 

They accomplish this by premising the availability of these benefits upon compliance with a set 

of accounting and ratemaking rules, which prescribe the way in which these tax benefits must be 

reflected. With regard to depreciation, the rules require the establishment of deferred taxes and 

establish limits on the amount of ADIT that can offset rate base (or be treated as no-cost capital 

in calculating the allowed rate of return) and designate the events that give rise to deferred tax 

reversals. In short, they are a comprehensive system of‘ control over the reflection of the benefits 

of accelerated depreciation for ratemaking purposes. As part of these rules, any ratemaking 

procedure or adjustment with respect to a utility’s tax expense, depreciation expense, or reserve 

for deferred taxes must also be consistently used with. respect to the other two such items and 

with respect to rate base. Code Section lBB(i)(B)(B). The consequences of a depreciation 

normalization violation are that the taxpayer @e., Peoples) loses the ability to use accelerated tax 

methods of  depreciation with respect to all of its “public utility property” assets, both those it 

o m  when the violation occurs and those it acquires in the future. 

6.  The failure by the Commission to reduce the ADIT included rh the capital 

structure for the plant-related items excluded from rate base results in an inconsistency (between 
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these items removed from rate base and the ADIT associated with the removed items) that the 

Internal Revenue Service (the “RS”) has ruled is a normalization violation. While Private Letter 

Ruliiigs (“PLRs”) are only binding on the taxpayer to which they are issued, their reasoning and 

conclusions provide guidance for the manner in which ibe IRS is likely to rule. 

PLR 200418001 (copy attached to this motion as Exhibit A) states, in part, as follows: 

In the present situation, Taxpayer’s rate base, tax expense, and depreciation 
expense for ratemaking purposes will be dekrmined without the cost of the 
Excluded Property. If the [ADIT] reserve associated with the Excluded Property 
is not removed from Taxpayer’s regulated books of account and is used to reduce 
the Taxpayer’s rate base, the consistency requirement of section 168(i)(9)(B) will 
be violated bscause Taxpayer will not include the cost of the Excluded Property 
in its rate base or include the amount of reiated depreciation in its computation of 
tax expense and depreciation expense for ratemrfing purposes. 

7. In light of the conclusion reached by the IRS in this PLR, the adjustments made 

by the Cornmission reflected in the Order, because made without reducing the ADIT related to 

the plant-related items excluded from rate base, appear to be highly problematic and a likely 

violation of the Code’s normalization rules. 

8. On page 19 of the Order, the Commission accurateIy describes normalization and 

the penalty for violating the normalization rquirements, which is the loss of the utility’s ability 

to claim accelerated depreciation for income tax purposes on a l l  assets as of the violation date 

and on subsequent additions. A violation of the Code”s normalization requirements would have 

serious negative impacts on the Company and its customers. 

Rate Base Adjustments 

9. In the Order, Schedule I on page 56, the Commission reduced the Company’s 

jurisdictional rate base of $563,599,436 by $2,754,679. On MF‘R Schedule G-1, page 4, 

Peoples made other reductions to rate base which were in accordance with prior Commission 
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decisions. As a result of prorating rate base disallowances across only investor sources of 

capital or as specific adjustments to equity as depicted on Schedule 2 to the Order and on MFR 

Schedule G-3, page 2, Without first reducing the ADIT related to the excluded items, the 

Commission excluded plant-related items fiom rate base but failed to adjust the ADIT 

associated with the excluded items. In other words, the ADIT included in the capital structure 

contains amounts related to excluded rate base components. Fairness and consistency require 

that any ADIT balances related to net plant removed from rate base, such as those items 

referenced above, should also be removed fiom ADIT balances. 

IO. A spreadsheet showing the appropriate mounts of ADIT associated with the rate 

base reductioxls approved by the Commission is attached as Exhibit B to this motion. The 

ADIT adjustments identified on Exhibit 8 should be made in order to avoid a likely violation of 

the Code’s normalization requirements. Attached as Exhibit C is a recalculation of the 

Company’s weighted average cost of capital, and Exhibit D is a recalculation of the resulting 

revenue requirements. As shown on Exhibit D, the impact on revenue requirements is an 

increase of $169,912. 

11. In order to avoid a potential normalization violation, Peoples requests that the 

Commission reconsider the reconciliation of rate base with the capital structure, specifically, the 

investor only pro rata adjustments and the 100 percent equity adjustment for the plant-related 

items shown on Exhibit B. Peoples believes that the IRS would conclude that the consistency 

provisions set forth in Code Section 168 bave not been employed appropriately in the Order. 

Should the Commission agree with the Company’s position and recommended changes, 

Peoples’ weighted average cost of capital and revenue requirements should be adjusted and the 

ongoing surveillance report calculations should reflect the pro rata adjustments over investor 
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sources of capital and the 100 percent equity adjustment only after reducing the ADIT included 

in the capital structure by the amount of the ADIT related to the pht-related items excluded 

fTom rate base. 

WHEREFORE, Peoples respectfully urges the Commission to reconsider its Order No. 

PSC-09-0411-FOF-GU and recognize that the foregoing calls for a recalculation of Peoples’ 

weighted average cost of capital and the resulting revenue requirements calculated by such 

order. 

Dated this 24th day of June, 2009. 

Respectfully submitted, 

Ansley Watso~/Ji:. 
Macfarlme Ferguson & McMullen 
P. 0. Box 1531 
Tampa, Florida 33601-153 1 
Phone: (8 13) 273-432 1 

E-mail: aw@macfar. corn 
Fax: (813) 273-4396 

Attorneys for Peoples Gas System 
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I HEREBY CERTIFY that a true and copy of the foregoing Motion for Reconsideration 
has been furnished electronically and by U. S. Mail this 24th day of June, 2009, to the following: 

Caroline M. Klancke, Esquire 
Office of General Counsel 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 323 99-0850 

Katherine :E. Fleming, Esquire 
Office of General CounseI 
Florida Public Service Commission 
2540 Shuniard Oak Boulevard 
Tallahassee, Florida 323 99-0850 

Charles J, Rehwinkel, Esquire 
Office of Public Counsel 
c/o The Florida Legislature 
11 1 West Madison Street, Room 812 
Tallahassee, Florida 32399-1400 

John W. Mcwhirter, Jr., Esquire 
McWhirtn: Law Firm 
P. 0. Box 3350 
Tampa, Florida 33601-3350 

Ms. Annette Follmer 
U. S. Gypsum Company 
P. 0. Box 806278 
125 S. Franklin Street 
Chicago, IIlinois 60680-4124 

. .  

0 Ansley W a d ,  Jr. 
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Previons Commission Ordered Adjastmenfs: 
WFNG Aquistion Adjustment 

MEP (MSEA) 
Proputy HeId for Future Use 
Working Capital 

Noll-UtiIity 

Subtotal (Fer MFR G1, page 4) 

Current Commission Ordered Adjustments: 
Plant in Service Reduction 
Cost of Removal Overstatement 

Subtotal (Fer Schedule 1 of Final Order) 

Peoples Gas System 
Capital Structure I Rate Base Adjustments 

Poten ti a1 
Total Violation of Associated ADIT* 

Adiustmentp Normalization? S D ecific Pro Rata 

(I 1,978,123) No 
(1 3,572,262) (9,927) (381,297) 

(1,959,308) Yes (6,424) 
(795,371) YeS (3 17,773) 

(Z2,754,679) (324,198) 

Grand Total $ (16,326,941) s (9,927) S (705,495) d 

* Offset to the reduction in ADIT would be a pro rata adjustment over investor SoUTces of capital or 100% equity for the non-utility adjustment. 



Company As Flled 

Common Equlty 
L o n p t m  Debt 
Short-term Debt 
Pmferred stcck 
Customer Deposits 
Deferred l n m e  Taxes 

Tax Credlts - Weighted Cost 
Total 

Tax Credlts - Zem Cost 

Equlty Ratlo 

Common Equity 
longtsrm Debt 
Short-term Debt 
Preferred Stock 
Custwner Depaslts 
Deterred lncprne Taxes 
Tax Credlts - Zero C a t  
Tax Credlts - Welghted Cost 
Total 

Equ'Q Ratla 

Common Equlty 
Long-term Debt 
Short-term Debt 
Preferred Stock 
Customer Deposlts 
Deferrd lnmme Taxes 
Tax Credits - Zero Cost 
Tax Credlts - Weighted Cost 
Total 

Equlty Ratio 

Interest SyBEhron ltatfon 

Dollar Amount Ch anm 
Long-term Debt 
Short-term Debt 
Custwner Deposlts 
Total 

Peoples Gas Systsni 
19Month Average Capltal Structure 
December 2009 Projected Test Year 

($1 
Company 
Adjusted Ratio Rate Cost 

$27336 1,565 48.54% 11 -50% 5.58% 

Cost Welahted 

222,773,987 39.53% 7.20% 2.05% 
3,456,397 0.61% 4.50% 0.03% 

0 0.00% 0.00% 0.00% 
36,i 28,943 6.41 % 6.85% 0.43% 
27,670,082 4.91 % 0.0096 0.00% 

7,862 0.00% 0.00% 0.00% 
0 0.00% 0.00% 0.00% 

$583,599,436 l o o m %  B . B ~ %  

54.74% 

($1 
Amount 

$273,581,565 
222,773,987 

3,458,397 
0 

38,128.943 
27,670.682 

7.062 

($1 
Spedflc 

Adjusbnents 
$0 
0 
0 
0 
[I 
0 
0 

($1 ($1 
ProRah Cmmissbn 

($1,507,776) $272,053,789 
(1,227,853) 221 ,546,134 

(1 9,050) 3,437,347 
0 0 
o m , m , w  
0 27,670,682 
0 7,862 

Adjustments Adjusted 

Peoples Gas System 
Docket No. 080318-GU 
Motlon for Reconsldsration 
Exhiblt C 
Page 1 of 1 
Filed: 6/24/09 

cost 
Raflo Rata 
48.51% 10.75% 
39.50% 7.20% 

0.63% 3.02% 
0.00% 0.00% 
6.44% 6.65% 
4.93% 0.00% 
0.00% 0.00% 

Welghted 
Cost 

5.21 % 
2.W% 
0.02% 
0.00% 
0.43% 
0.00% 
0.00% 

0 0 0 0 0.00% 0.00% O.&% 
8.50% 
P 

$563,599,438 $0 ($2,754,679) $560,844,757 100.00% 

54.74% 54.74% 
> 

($1 ($1 
ProRab MJusted 

($3 
($1 sp!aCMc 

Amount Adjustments Adjusbmnts per Motlon 
$272,053,789 $9,927 $SaS,I 53 $272,449,869 

3*437,347 0 4&?0 3,442,226 
0 0 0 0 

3 ~ , t 2 a , m  0 0 36,128,943 
27,670,602 (9,8273 (705,495) 26,955,260 

7,882 0 0 7,862 

221,546,134 0 314,m 221 ,m0,597 

Coat 
Ratio REtb 
48.68% 10.75% 
39.58% 7.20% 
0.61% 3.02% 
0.00% 0.00% 
0.44% 6.65% 
4.89% 0.00% 
0.00% 0.00% 

Welghted 
C a t  
5.22% 
2.85% 
0.02% 
0.00% 
0.43% 
0.00% 
O.Do% 

54.14% 54.74% 
> 

($1 
Adjustment 

($1 
Effect on 

($1 
Effect on 

Amount Cost Rate Interest Exp. Tax Rate Income Tax 
9314,463 7.20% $22,641 36.575% ($8,734) 

4,879 3.02% A47 38.57546 (57) 
0 6.85% 0 38.575% 0 

(58,791 ) 



Line 
No 
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Peoples Gas System 
Revenue Req ulrements Calculation 

December 2009 ProJacted Test Year 

Rate Base 

Overall Rate of Return 

Requlred Net Operating Income (1)x(2) 

Achieved Net Operating Income 

Net Operating Income Deficiency (3)-(4) 

Net Operating Income Multiplier 

Operating Revenue Increase (5)x(6) 

Change In Revenue Requirements 

Calculation of Revised Net Operatincl Income: 

Cornmleslon Adjusted NO1 
Interest Synchronlzatlon change 
MOI Adjusted per M o t h  

As Ftled 

$563,599,436 

8.88% 

50,060,255 

33,944,697 

16,115,558 

1.6438 

$26,488,09 1 

$36,019,112 
8,791 

$36,027,903 - 

Corn mission 
Adjusted 

$560,844,757 

8.50% 

47,671,804 

Adjusted 
to Address 

Norrnalizatlon 
Requirements 

$560,844,757 

8.52% 

47,783,973 

36,OI 9,112 36,027,903 

11,852,692 1 1,756,070 

1.6436 1 A436 

$19,152,365 $1 9,322,277 

5189.912 


