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for Florida Power & Light Company.

Filed: May 31, 2018

PETITION FOR REVIEW OF
FLORIDA POWER & LIGHT COMPANY’S
PROPOSED TREATMENT OF TAX IMPACTS
ASSOCIATED WITH TAX CUTS AND JOBS ACT OF 2017

Florida Power & Light Company (“FPL” or the “Company”) hereby petitions the Florida
Public Service Commission (“Commission”) for review and approval of FPL’s proposed
treatment of tax impacts associated with the Tax Cuts and Jobs Act of 2017 (the “Tax Act”), as
set forth in this petition and in the direct testimony and exhibits of FPL witness Bores. In
support of this petition, FPL states as follows:

INTRODUCTION

1. FPL is an investor-owned utility with headquarters at 700 Universe Boulevard,
Juno Beach, Florida 33408, operating under the jurisdiction of the Commission pursuant to
Chapter 366, Florida Statutes. FPL provides generation, transmission, and distribution service to
more than 4.9 million retail customer accounts.

2. Any pleading, motion, notice, order or other document required to be served upon
the petitioner or filed by any party to this proceeding should be served upon the following

individuals:
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Kenneth A. Hoffman John T. Butler

Vice President, Regulatory Affairs Assistant General Counsel -
Florida Power & Light Company Regulatory

215 South Monroe Street, Suite 810 Florida Power & Light Company
Tallahassee, FL 32301 700 Universe Boulevard

Phone: 850-521-3919 Juno Beach, FL 33408-0420
Fax: 850-521-3939 Phone: 561-304-5639

Email: ken.hoffman@fpl.com Fax: 561-691-7135

Email: john.butler@fpl.com
Maria J. Moncada

Senior Attorney

Florida Power & Light Company
700 Universe Boulevard

Juno Beach, FL 33408-0420
Phone: 561-304-5795

Fax: 561-691-7135
Email: maria.moncada@fpl.com

3. The Commission has jurisdiction pursuant to Sections 366.04, 366.05 and 366.06.

4, This Petition is being filed consistent with Rule 28-106.201, F.A.C. The agency
affected is the Commission, located at 2540 Shumard Oak Boulevard, Tallahassee, Florida
32399. This case does not involve reversal or modification of an agency decision or an agency’s
proposed action. Therefore, subparagraph (c) and portions of subparagraphs (b), (e), (f) and (g)
of subsection (2) of that rule are not applicable to this Petition. In compliance with subparagraph
(d), FPL states that it is not known which, if any, of the issues of material fact set forth in the
body of this Petition, or the supporting testimony and exhibits, may be disputed by any others
who may plan to participate in this proceeding.

BACKGROUND

5. By Order No. PSC-16-0560-AS-El, issued on December 15, 2016, the
Commission approved a Stipulation and Settlement that resolved all issues in FPL’s 2016 rate
case and related dockets (the “Settlement Agreement”). While the settlement had many

components, four paragraphs are particularly relevant here.
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a. First, the Settlement Agreement provides a mechanism to help ensure that
FPL will keep its earnings (i.e., return on equity, or “ROE”) within the range of reasonableness
approved by the Commission throughout the settlement term, even as various factors impact its
revenues and revenue requirements. To facilitate this objective, Paragraph 12 provides FPL
flexibility to vary the amortization of the Reserve Amount, as either a credit or debit to
depreciation expense, in order to offset impacts on earnings and thus keep the ROE within the
prescribed limits. Consistent with the flexibility afforded by Paragraph 12, Paragraphs 11 and 22
provide that no party to the Settlement Agreement may challenge the approved base rates during
the settlement term so long as the ROE remains within the approved range.

b. Second, Paragraph 6 of the Settlement Agreement provides a mechanism
for interim recovery of incremental storm restoration costs and, on a limited basis, to replenish
the storm reserve for future storms. Specifically, Paragraph 6 allows FPL to collect a storm
surcharge up to an equivalent to $4.00 per 1,000 kWh on a monthly residential bill for a year,
starting 60 days after FPL petitions for interim recovery, with the opportunity for additional
recovery in subsequent years if a large storm causes unusually high costs.

6. In September 2017, almost all of FPL’s service territory was impacted by
Hurricane Irma, an extremely large and strong storm. Shortly after restoration was complete,
FPL estimated the total amount of incremental storm restoration costs associated with Hurricane
Irma (“Irma Costs”) under the Commission’s Incremental Cost and Capitalization Approach to
be approximately $1.3 billion and charged those costs to the storm reserve that it maintains

pursuant to Rule 25-6.0143, Florida Administrative Code, putting the storm reserve in a large
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deficit position." FPL had available to it Paragraph 6 of the Settlement Agreement for recovery
of the Irma Costs and replenishment of the storm reserve via an interim storm charge in order to
restore funding to the reserve at the level approved by the Commission per the Settlement
Agreement. Under this recovery mechanism, customers would have begun paying on March 1,
2018 a monthly storm charge equivalent to $4.00 per 1,000 kwWh on a residential bill. That
monthly storm charge would have increased to the equivalent of about $5.50 per 1,000 kWh on a
residential bill, covering the two-year period from January 2019 through December 2020.

7. However, when the Tax Act was signed into law, FPL concluded that it had the
opportunity to combine expected tax savings with the flexible amortization of the Reserve
Amount under the Settlement Agreement, in order to avoid an interim storm charge due to
Hurricane Irma entirely. This would provide customers with a nearly immediate economic
benefit from the tax savings, and the benefit of avoiding an interim storm charge which would
increase for customers through 2019 and 2020.

8. FPL was able to achieve this result by writing off the incremental Irma Costs that
had been initially charged to the storm reserve to operation and maintenance expense in 2017
and then amortizing all of the Reserve Amount available at the time. The amortization offset
most, but not all, of the incremental Irma Costs, resulting in a one-time reduction in FPL’s
earnings for 2017. FPL expects that from 2018-2020, tax savings under the Tax Act will enable
FPL to partially reverse the one-time amortization of all available Reserve Amount, while
staying within the authorized ROE range. Not only does this approach enable customers to

receive the benefits of tax reduction almost immediately, but it will allow FPL and its customers

1 The final amount of Hurricane Irma restoration costs will be provided when FPL files its
petition for Irma Costs in Docket No. 20180049-El.
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to continue to operate under the Settlement Agreement for up to two additional years beyond the
minimum term that expires at the end of 2020, thus further deferring any increase in the
Settlement Agreement’s base rates.

9. In sum, customers are seeing three major benefits from FPL’s approach to
recovering the incremental Irma Costs:

Customers do not have to pay a multi-year storm charge for recovery of Irma Costs
and replenishment of the storm reserve.

Customer bills were reduced by approximately $3.35 per 1,000 kWh starting on
March 1, 2018. This is because the interim storm charge that FPL collected related to
Hurricane Matthew from March 1, 2017 through February 28, 2018 expired and there
was no need to replace it with an interim storm charge for Hurricane Irma.

Rate stability under the Settlement Agreement will continue for up to two additional
years past the end of 2020.

10.  The settlement agreements of other investor-owned electric utilities provide for
base rate adjustments in the event of tax-reform legislation. FPL’s Settlement Agreement
contains no such provision; rather, it contemplates that FPL will account for unexpected changes
in its business — no matter how they arise — within the framework of the Settlement Agreement.
To alter that framework would be to alter fundamental terms of the Settlement Agreement itself.
As discussed above, FPL already has taken appropriate steps within the approved framework of
the Settlement Agreement to address the impact of the Tax Act promptly and appropriately.

11. In furtherance of its approach, FPL requests that the Commission confirm that

FPL has correctly and appropriately calculated the impacts of the Tax Act consistent with the
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relevant accounting guidance. FPL is filing this petition and FPL witness Bores’ testimony and
exhibits in order to provide the Commission with the basis for that evaluation.
DETERMINING THE IMPACT OF THE TAX ACT

12, On March 15, 2018, FPL filed with the Commission its 2018 forecasted earnings
surveillance report (the “2018 FESR”). A copy of the 2018 FESR is attached to FPL witness
Bores’ testimony as Exhibit SRB-1. The 2018 FESR reflects the full implementation of the
provisions of the Tax Act effective as of January 1, 2018, and their projected impacts on the
Company’s 2018 financial results. By itself, however, the 2018 FESR does not and cannot show
where those tax impacts occur or their dollar amount. Rather, such impacts can be seen only by
comparing the financial results reflected on the 2018 FESR to what the results would have been
absent the Tax Act.

13. Exhibit SRB-2 is a pro forma forecast of FPL’s 2018 financial results, under the
assumption that the Tax Act had not been enacted.” Exhibit SRB-2 presents FPL’s financial
results in the same format as the 2018 FESR. FPL witness Bores quantifies the differences
between the corresponding values on the 2018 FESR and the pro forma forecast of FPL’s 2018
financial results and provides a brief explanation of those differences in Exhibits SRB-3 through
SRB-6.

14, FPL witness Bores’ testimony has three purposes: (a) he confirms that the impacts

of the Tax Act on the 2018 FESR were calculated consistent with all relevant guidance,

2 It is important to note that the forecasted financial results in Exhibit SRB-2 reflect revising the
tax provisions to those in effect prior to the Tax Act but changing no other assumptions. It should
not be assumed that this would have been the Company’s FESR had the Tax Act not been
enacted. The Company’s financial plan for 2018 certainly would have been different than that
shown in Exhibit SRB-2; however, to assist in isolating the financial impacts of the Tax Act,
FPL has kept all other assumptions the same.
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including the requirements of the Tax Act, the Internal Revenue Service’s (“IRS”) tax
normalization requirements, the Uniform System of Accounts, and generally accepted
accounting principles; (b) he describes how the pro forma financial forecast in Exhibit SRB-2
was prepared; and (c) he provides a narrative overview of the impacts of the Tax Act on FPL’s
forecasted 2018 financial results.

15. For the most part, there is little discretion in how the tax impacts of the Tax Act
were calculated. As discussed in FPL witness Bores’ testimony, FPL’s handling of those tax
impacts is dictated by the relevant accounting guidance and the Tax Act. The one exception has
to do with what are referred to as “unprotected” excess deferred income taxes, as to which the
Tax Act and IRS normalization requirements do not specify the time period over which they are
to be turned around for the benefit of customers.® As explained in FPL witness Bores’
testimony, FPL proposes to utilize two methods for the unprotected excess deferred income
taxes, both of which are an approved methodology to turn around *“protected” excess deferred
income taxes under the Tax Act. First, for the unprotected excess deferred income taxes related
to depreciation timing differences, FPL proposes to utilize the Average Rate Assumption Method
(“ARAM?”). FPL is proposing ARAM to be consistent with the treatment of depreciation-related
timing differences for the protected excess deferred income taxes, which are required under IRS
normalization requirements to follow ARAM. Second, for the unprotected excess deferred

income taxes related to other assets and liabilities, FPL proposes the Reverse South Georgia

3 The Tax Act has resulted in excess deferred income taxes (protected and unprotected)
associated with assets that are recovered via both base rates and adjustment clauses. FPL
proposes to turn around excess deferred income taxes for the benefit of customers in the same
manner, regardless of whether they relate to base rate or adjustment clause assets. In all cases,
the reversal will be via base rates, over the turnaround periods specified by the normalization
requirements where the excess deferred income taxes are protected and as approved by the
Commission where they are not.

16631646



Method (“RSGM”). The RSGM provides for the turnaround of the unprotected excess deferred
income taxes on a straight-line basis over the estimated remaining life of the assets and
liabilities. FPL is proposing the RSGM as a straightforward approach that is simple to
administer. The RSGM will turn around the excess deferred income taxes to customers in a
manner and over a time period similar to how deferred income taxes would reverse absent tax
reform. Under both the ARAM and RSGM, customers will benefit from an increased level of
reversal throughout the turnaround period as a result of the reduced income taxes under the Tax
Act.

16. In addition to the impacts of the Tax Act on base rate financial results, the
reduced federal corporate income tax rate also impacts the revenue requirements associated with
assets recovered through adjustment clauses. The tax impacts on 2018 revenue requirements for
the Capacity Clause and Environmental Clause are significant enough to affect the currently
approved factors that customers are paying under those clauses.* Accordingly, FPL has filed a
separate petition in this docket and Docket Nos. 20180001-EI and 20180007-EI for approval of
mid-course corrections that will reduce the 2018 Capacity Clause and Environmental Clause
factors, effective July 1, 2018, for the tax impacts.

WHEREFORE, FPL respectfully requests that the Commission (i) confirm that FPL’s

proposed treatment of the tax impacts of the Tax Act are consistent with applicable accounting

* The reduced tax rate has only a de minimis impact on FPL’s 2018 Conservation Clause revenue
requirements, which FPL proposes to handle through the regular true up process. There is no tax
impact associated with the Fuel Clause.
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guidance; and (ii) approve FPL’s proposed treatment of unprotected excess deferred income

taxes as reasonable and appropriate.
Respectfully submitted,

R. Wade Litchfield, Esq.

Vice President and General Counsel
John T. Butler, Esq.

Assistant General Counsel — Regulatory
Maria Jose Moncada, Esq.

Senior Attorney

Florida Power & Light Company
700 Universe Boulevard

Juno Beach, Florida 33408-0420
Telephone: (561) 304-5639

Fax: (561) 691-7135

By: s/ John T. Butler
John T. Butler
Florida Bar No. 283479
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CERTIFICATE OF SERVICE
Docket No. 20180046-El

| HEREBY CERTIFY that a true and correct copy of the foregoing has been furnished

by electronic service on this 31st day of May 2018 to the following:

Suzanne Brownless J. R. Kelly

Office of General Counsel Patricia Ann Christensen

Florida Public Service Commission Erik Sayler

2540 Shumard Oak Boulevard Office of Public Counsel
Tallahassee, FL 32399-0850 c/o The Florida Legislature
SBrownle@psc.state.fl.us 111 West Madison St., Room 812

Tallahassee, FL 32399-1400
kelly.jr@leg.state.fl.us
Jon C. Moyle, Jr., Esq. christensen.patty@Ileg.state.fl.us
Karen A. Putnal sayler.erik@leg.state.fl.us
Moyle Law Firm, P.A.
118 North Gadsden Street
Tallahassee, FL 32301
jmoyle@moylelaw.com
kputnal@moylelaw.com
Attorneys for Florida Industrial Power
Users Group

By: _s/ John T. Butler
John T. Butler
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Please state your name and business address.

My name is Scott R. Bores. My business address is Florida Power & Light
Company, 700 Universe Boulevard, Juno Beach, Florida 33408.

By whom are you employed and what is your position?

I am employed by Florida Power & Light Company (“FPL” or the
“Company”) as the Senior Director of Financial Planning and Analysis.

Please describe your duties and responsibilities in that position.

I am responsible for FPL’s corporate budgeting, financial forecast, analysis of
financial results and resource analytics.

Please describe your educational background and professional
experience.

I graduated from the University of Connecticut in 2003 with a Bachelor of
Science degree in Accounting. I received a Master of Business
Administration from Emory University in 2011. I joined FPL in 2011 and
have held several positions of increasing responsibility, including Manager of
Property Accounting, Director of Property Accounting, and my current
position as Senior Director of Financial Planning and Analysis. Prior to FPL,
I held various accounting roles with Mirant Corporation, which was an
independent power producer in Atlanta, Georgia, as well as worked for
PricewaterhouseCoopers, LLP. I am a Certified Public Accountant (“CPA™)
licensed in the State of Georgia and a member of the American Institute of

CPAs. I have previously filed testimony before the Florida Public Service
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Commission (“FPSC” or the “Commission”), most recently in the City of
Vero Beach Transaction, Docket No. 20170235-EI.
Are you sponsoring any exhibits in this case?

Yes. I am sponsoring the following exhibits:

SRB-1 — FPL’s 2018 Forecasted Earnings Surveillance Report (“FESR”);

e SRB-2 — FPL’s Pro forma 2018 FESR Excluding the Impacts of the Tax
Act;

e SRB-3 — Differences in Rate Base;

e SRB-4 — Differences in Net Operating Income;

e SRB-5 — Differences in Capital Structure; and

e SRB-6 — Forecast Change in 2018 FPSC Adjusted Revenue Requirement.

What is the purpose of your testimony?

The purpose of my testimony is threefold: 1) to confirm that FPL’s 2018

FESR, as reflected in Exhibit SRB-1, properly incorporates the impacts of the

Tax Cuts and Jobs Act of 2017 (the “Tax Act”) and was prepared in

accordance with the Internal Revenue Code (“IRC”), all relevant Internal

Revenue Service (“IRS”) guidance, the Uniform System of Accounts, and

generally accepted accounting principles (“GAAP”); 2) to describe how the

pro forma 2018 FESR excluding the impacts of the Tax Act (“pro forma 2018

FESR”), as reflected on Exhibit SRB-2, was prepared; and 3) to provide an

overview of the Tax Act’s impact on FPL’s forecasted 2018 financial results

that can be seen by comparing Exhibits SRB-1 and SRB-2.
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Please summarize your testimony.

After the passage of the Tax Act in December 2017, FPL appropriately
incorporated the impacts from the Tax Act in accordance with IRS guidelines
and U.S. GAAP. On March 15, 2018, FPL filed its 2018 FESR with the
Commission that reflects the relevant adjustments effective as of January 1,
2018. This is my Exhibit SRB-1. FPL also prepared a pro forma 2018 FESR,
my Exhibit SRB-2, which excludes the effects of the Tax Act. Comparing
Exhibits SRB-1 and SRB-2 shows the differences in FPL’s rate base, net
operating income, and capital structure, which represent the impact of the Tax
Act on FPL’s forecasted 2018 financial results, as detailed on Exhibits SRB-3,
SRB-4, and SRB-5. The total impact of the Tax Act on FPL’s forecasted
2018 base revenue requirements of approximately $684.8 million is

summarized on Exhibit SRB-6.

The lower federal corporate income tax rate under the Tax Act results in the
creation of excess deferred income taxes. FPL is turning around the
“protected” excess deferred income taxes in the manner prescribed by the IRC
and IRS regulations and is proposing to turn around the “unprotected” excess
deferred income taxes using reasonable methodologies that track the lives of
the assets and liabilities to which the excess deferred income taxes relate.
Please describe how the passage of the Tax Act in December 2017
impacted FPL’s business.

The passage of the Tax Act impacted FPL’s business in three primary ways:

1) reduced the federal corporate income tax rate from 35% to 21%;

4



10

11

12

13

14

15

16

17

18

19

20

21

22

23

2) eliminated bonus depreciation eligibility for assets purchased and/or
contracted for after September 27, 2017; and 3) eliminated the
manufacturer’s deduction (IRC Section 199) for income produced by FPL’s
generating facilities.

Does FPL’s 2018 FESR fully and properly reflect the effects of the Tax
Act?

Yes. The 2018 FESR included a reduction in the federal corporate income tax
rate from 35% to 21%, the reclassification of excess deferred income taxes to
a net regulatory liability contained within FPL’s capital structure, the
elimination of bonus depreciation for assets purchased and/or contracted for
after September 27, 2017, and the elimination of the manufacturer’s
deduction. In addition, as discussed below, the 2018 FESR properly reflects
the turnaround of excess deferred income taxes.

Did the reduction in the federal corporate income tax rate result in FPL
having to remeasure its deferred income tax balances under U.S. GAAP?
If so, please explain how FPL met these requirements.

Yes. In December 2017, after the enactment of the Tax Act, FPL was
required under GAAP to remeasure all its deferred income tax balances as a
result of the change in the federal corporate income tax rate. This
remeasurement resulted in FPL recognizing excess deferred income taxes
which were reclassified from FPL’s deferred income tax balances to either a
regulatory asset (FERC account 182.3) or regulatory liability (FERC account

254). As a result, FPL reclassified approximately $3.231 billion of excess
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deferred income taxes ($4.329 billion including the income tax gross-up) to a
net regulatory liability.

What are the two categories for classifying excess deferred income taxes,
and how are those defined?

Excess deferred income taxes can be classified into two categories:
“protected” and “unprotected.” Protected deferred income taxes relate to
method and life timing differences in depreciable property and are subject to
IRC normalization requirements that govern the time over which the excess
must be reversed for the benefit of customers. Excess deferred income taxes
that are not subject to normalization requirements are referred to as
“unprotected.”

Please explain the method for how FPL will turn around protected
excess deferred income taxes to customers.

As described above, the protected excess deferred income taxes are subject to
normalization pursuant to the IRC requirements, and therefore, will be turned
around using the Average Rate Assumption Method (“ARAM”). ARAM
turns around the protected excess deferred income taxes over the remaining
book depreciable life of the underlying assets.

Please explain FPL’s proposal to turn around unprotected excess
deferred income taxes to customers.

FPL is proposing to utilize two different methodologies to turn around
unprotected excess deferred income taxes, both of which are permitted
methods under the Tax Act for protected excess deferred income taxes. First,

for the unprotected excess deferred income taxes related to depreciation
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timing differences due to basis differences, FPL proposes to utilize ARAM,
similar to the treatment for the method and life depreciation timing differences
for protected excess deferred income taxes. Second, for the unprotected
excess deferred income taxes related to other assets and liabilities, FPL
proposes to utilize the Reverse South Georgia Method (“RSGM”). The
RSGM provides for the turnaround of the unprotected excess deferred income
taxes on a straight-line basis over the estimated remaining life of the related
assets and liabilities. FPL is proposing the RSGM as a straightforward
approach that is simple to administer and treats the turnaround of the excess
unprotected deferred income taxes in a manner and over a time period similar
to how those deferred income taxes would reverse absent the Tax Act.

Did FPL also prepare a pro forma 2018 FESR that excludes the impacts
of the Tax Act?

Yes. Exhibit SRB-2 is FPL’s pro forma 2018 FESR that excludes the impacts
of the Tax Act.

Is the pro forma 2018 FESR fully representative of what FPL’s 2018
forecasted financial results would be if the Tax Act had not been
enacted?

No. If the Tax Act had not been enacted, the Company’s financial plan for
2018 certainly would have been different from that shown in the pro forma
2018 FESR. However, to assist in isolating the financial impacts of the Tax
Act, FPL has kept all other assumptions the same. Thus, the pro forma 2018

FESR is appropriate for its intended purpose, but one should not view the
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financial results it depicts as representative of what would have happened had
the Tax Act not been enacted.

Please describe the differences between FPL’s pro forma 2018 FESR and
FPL’s 2018 FESR filed with the Commission on March 15, 2018.

FPL’s pro forma 2018 FESR, as reflected in Exhibit SRB-2, was prepared in
the same manner as FPL’s 2018 FESR filed with the Commission on March
15, 2018; however, it includes several differences related to the Tax Act.
These differences include maintaining the 35% federal corporate income tax
rate that was in effect prior to the Tax Act as well as the continuation of bonus
depreciation and the inclusion of the manufacturer’s deduction, both of which
were eliminated by the Tax Act. Comparing the 2018 FESR to the pro forma
2018 FESR yields several differences, which can be categorized into three
distinct areas: rate base (reflected on Exhibit SRB-3), net operating income
(“NOI”) (reflected on Exhibit SRB-4), and capital structure (reflected on
Exhibit SRB-5). The summary of the forecast change in 2018 FPSC adjusted
revenue requirements is reflected on Exhibit SRB-6 and is described later in
my testimony.

Please describe the differences in the rate base category.

As shown on Exhibit SRB-3, the FPSC Adjusted Rate Base is $154.5 million
lower in the 2018 FESR than in the pro forma 2018 FESR, as a result of two
items. First, in the 2018 FESR, FPL has projected to reverse $301.0 million
of the Reserve Amount (as defined in paragraph 12 of FPL’s 2016 Stipulation
and Settlement Agreement) amortization that it had taken during 2017, which

lowered the 13-month average rate base by $64.2 million. That reversal
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would not be feasible in the pro forma 2018 FESR because of the higher
federal corporate income tax expense associated with excluding the impacts of
the Tax Act. Second, FPL’s working capital balance is $90.3 million lower in
the 2018 FESR primarily because of an $80.4 million increase in accrued
income taxes compared to the pro forma 2018 FESR, due to the higher taxable
income in the 2018 FESR. This higher taxable income is the result of the
elimination of bonus depreciation. In addition, there is a $9.9 million increase
in the over-recovered clause revenues as a result of the lower federal corporate
income tax rate and thus, lower income tax expense in the 2018 FESR
compared to the pro forma 2018 FESR.

Please describe the differences in the NOI category.

As shown on Exhibit SRB-4, comparing the FPSC Adjusted NOI between the
2018 FESR and the pro forma 2018 FESR shows that NOI is $230.2 million
higher in the 2018 FESR. This increase is being driven by a $531.2 million
decrease in FPSC adjusted income tax expense, which is primarily the result
of a $435.0 million decrease in income tax expense associated with the lower
federal corporate income tax rate under the Tax Act. In addition, the 2018
FESR includes an estimated NOI benefit of $115.6 million related to the
amortization of the excess deferred income taxes. The $115.6 million is
comprised of approximately $82.2 million for the turnaround of protected
excess deferred income taxes and $33.4 million for the turnaround of
unprotected excess deferred income taxes. The final amount of the excess
deferred income taxes will not be known until after FPL files its 2017 federal

corporate income tax return in October 2018.
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Partially offsetting the reduction in income tax expense in the 2018 FESR is
the exclusion of the manufacturer’s deduction of approximately $19.4 million.
In addition, the decreased income tax expense in the 2018 FESR is partially
offset by an increase in depreciation and amortization expense of $301.0
million.  As described previously, this increase in depreciation and
amortization expense is the result of the reversal of a portion of the one-time
amortization of all the available Reserve Amount in 2017 to partially offset
the expensing of incremental Hurricane Irma storm restoration costs in that
year.

Please describe the differences in the capital structure category.

As shown on Exhibit SRB-5, there are several changes to the capital structure
between the 2018 FESR and pro forma 2018 FESR. The overall FPSC
adjusted capital structure is reduced in the 2018 FESR by $154.5 million,
consistent with the decrease in FPSC adjusted rate base described above. The
largest change in the components of the capital structure is to deferred income
taxes, which decreases by $303.1 million. This decrease is being driven by:
1) the loss of bonus depreciation under the Tax Act; 2) deferred income taxes
related to depreciation timing differences for plant that is forecasted to enter
utility service in 2018 at the lower 21% federal corporate income tax rate; 3)
the effects of turning around excess deferred income taxes; and 4) lower
deferred income taxes associated with the $64.2 million reduction of FPSC
adjusted rate base as a result of Reserve Amount amortization reversal. As a

result of the decrease in deferred income taxes, both the equity and debt
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components of capital structure increase as reflected in FPL’s 2018 FESR. 1
should note that, in both the 2018 FESR and the pro forma 2018 FESR, FPL
targeted an investor sources capital structure that was 59.6% equity and 40.4%
debt.

Please summarize the overall change in FPSC adjusted revenue
requirements as a result of the Tax Act.

As shown on Exhibit SRB-6, the overall forecast change in 2018 FPSC
adjusted revenue requirements as a result of the Tax Act is a reduction of
$684.8 million. The change is comprised of five primary items: 1) a $582.7
million reduction in base revenue requirements as a result of the lower federal
corporate income tax rate (this represents the $435.0 million decrease in
income tax expense described above grossed-up to the revenue requirement
equivalent); 2) a $154.9 million reduction as a result of the amortization of the
excess deferred income taxes (this represents the revenue requirement
equivalent of the $115.6 million of amortization expense described above); 3)
a $26.0 million increase which represents the revenue requirement equivalent
of the $19.4 million increase in tax expense related to the loss of the
manufacturer’s deduction; 4) a $10.3 million increase due to higher sources of
investor capital resulting from the loss of bonus depreciation; and 5) a $16.5
million increase resulting from higher sources of investor capital due to less
deferred income taxes related to depreciation timing differences on plant that
went into service in 2018, the effects of turning around excess deferred
income taxes, and lower deferred income taxes associated with the rate base

reduction as a result of Reserve Amount amortization reversal.
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Does FPL’s pro forma 2018 FESR show a different return on equity than
the return on equity projected in FPL’s 2018 FESR?

Yes. FPL’s pro forma 2018 FESR shows that FPL would earn a 10.27%
return on equity as compared to the 11.60% return on equity projected in
FPL’s 2018 FESR, if nothing were changed about the 2018 forecasted
operations other than excluding the impacts of the Tax Act.

Does this conclude your direct testimony?

Yes.

12



Florida Power & Light Company, 700 Universe Blvd, Juno Beach FL. 33408-0420
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FPL

March 15, 2018

Mr. Andrew L. Maurey, Director
Division of Accounting and Finance
Florida Public Service Commission
2540 Shumard Oak Blvd.
Tallahassee, FL. 32399

Re: 2018 Forecasted Earnings Surveillance Report

Dear Mr. Maurey:

On February 16, 2018, you granted Florida Power & Light Company’s (“FPL’s”) request for an
extension of time to March 15, 2018 to file its 2018 forecasted earnings surveillance report (“FESR™).
Consistent with that extension, I am enclosing FPL’s 2018 FESR. Please note that the forecast results
contained in the FESR reflect the Company’s 2018 planning assumptions and the impacts of the Tax
Cuts and Jobs Act of 2017.

The balance of the Reserve Amount as of December 31, 2017 was $0 because FPL used all of the
available Reserve Amount to partially offset Hurricane Irma storm restoration costs that were
expensed in 2017. However, FPL expects to add back to the Reserve Amount during 2018 as shown
on Schedule 5. In accordance with the Stipulation and Settlement Agreement that the Commission
approved Order No. PSC-16-0560-AS-EI, the Company will vary the portion of Reserve Amount
amortized in 2018 to maintain its actual return on equity within a range of 9.6% to 11.6%.

Sincerely,

A e, —
/. j 2 . =
K et 50umT],
Robert E. Barrett
Vice President, Finance

Enclosures

Cc: Office of Commission Clerk
J. R. Kelly, Office of Public Counsel
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Differencein Rate Base
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Differencesin Capital Structure
Exhibit SRB-5, Page 1 of 1

CAPITAL STRUCTURE VARIANCE ($000s)

AVERAGE - FPSC ADJUSTED RETAIL ™ 2018 FESR Pro Forma Variance
2018 FESR

LONG TERM DEBT $10,103,854 $10,106,477 ($2,623)
SHORT TERM DEBT 1,096,992 1,034,236 62,756
PREFERRED STOCK 0 0 0
CUSTOMER DEPOSITS 396,035 396,035 0
COMMON EQUITY 16,517,901 16,429,430 88,471
DEFERRED INCOME TAXES @ 7,788,784 8,091,860 (303,076)
TAX CREDITS WEIGHTED COST 259,706 259,706 0
TOTAL $36,163,272 $36,317,744 ($154,472)
Note:

(1) Per FESR Schedule 3, Page 1 of 1
(2) Includes excess deferred income taxes reclassified to a net regulatory liability
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