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COMMENTS

I. Introduction.

The Citizens of the State of Florida through the Office of Public Counsel (“OPC”)
appreciate the opportunity to provide these final comments to the Florida Public Service
Commission (“Commission” or “FPSC”) on this extensive and protracted effort to repeal a bedrock
consumer protection measure found in the Parent Debt Adjustment (“PDA”) that is codified in
Rule 25-14.004, Florida Administrative Code (“PDA Rule”).! Despite the OPC’s frustration with
the repeated attempts to further raise customer bills, we recognize that this undertaking is part of
the open democratic process that the citizens of our state and country enjoy. To this end, the OPC
is participating once more to urge the abandonment of this repeal effort. A repeal would only
serve to line the pockets of shareholders at the expense of affordability challenges that many utility
customers are suffering. Florida utility profits, rates and bills are already among the highest in the

country. The Commissioners should resist the Staff invitation to make them even higher.

As has been noted repeatedly and consistently in the comments of the OPC dating back to
2023, when this latest of several repeal efforts was initiated, the customers are resolutely in favor
of retention of this rule that contains a rebuttable presumption about the parent’s tax-deductible
debt embedded in the regulated capital structure. The previous comments offered by the OPC on
(1) September 26, 2023 (written comments); (2) March 5, 2024 (Agenda remarks); (3) July 9, 2024
(Agenda remarks); (4) April 15, 2026 (written comments); and (5) April 22, 2026 (workshop
comments) are incorporated herein by reference.? Rather than repeat them for the umpteenth time,

the OPC commends them to the Commissioners for overall consideration and here will focus on

"' The PDA and the PDA Rule will be referred to interchangeably herein by either term.
2 See Appendix pages 7-203.



three elements of the comments that were offered in the April 22, 2026 workshop: (A) the recently
concocted notion that rule is somehow outdated despite the acknowledged operation of the
rebuttable presumption, (B) the long ago Court-rejected notion that the PDA rule somehow
deprives the utility of an opportunity to earn its authorized rate of return, and (C) comments

associated with the American Water Works Corporation (“AWWC”).

II. Argument.

A. The PDA Rule is well conceived and thoroughly modern and still relevant in its
operation with the availability of the rebuttable presumption.

On April 22, 2026, the FPSC held a workshop where the Commissioners were present. The
process was robust. The Commission heard from three segments of the utility industry — electric,
gas, and water and wastewater.? Duke Energy Florida (“DEF” or “Duke”) claimed “as a side note”
that the PDA was outdated and old fashioned* and seemed to complain that that the rule’s
exclusion of retained earnings in the formula for making the adjustment was perhaps unfairly
impacting DEF°,

Throughout all the modernity complaining, DEF nevertheless asserted that it could rebut
the presumption that parent debt was embedded in the subsidiary equity balance. DEF noted that
it had filed testimony to this effect in the most recent rate case in Docket No. 20240025-EI. 1t is
true that the testimony was filed, and Duke made that claim. It is also true that Duke made parent

debt adjustments for the revenue requirements supporting the rate increases that were negotiated

3 Jared Deason entered an appearance on behalf of American Water Works Corporation. On May
7, 2026, Mr. Deason filed post-workshop comments on his own behalf without mentioning
American Water Works Corporation.

* DEF representative Marcia Olivier claimed that the PDA is “no longer appropriate, necessary or
consistent with modern ratemaking principles.” April 22, 2026 workshop transcript at 27.

> April 22, 2026 workshop transcript at 30-31.



in that very docket as a part of the settlement approved in Order No. PSC-2024-0472-AS-EL.° The
OPC fully recognizes that the inclusion of the contested PDA adjustment in a negotiated settlement
is non-precedential and that the nature of that negotiated settlement among the parties was that
each side is free to advocate differently in the next base rates proceeding. The 2024 settlement is
mentioned here by the OPC as a counter to the notion that because DEF filed testimony in that last
proceeding purporting to rebut the adjustment that it succeeded. This 2026 testimony about that
2024 testimony proves nothing relevant here except that even Duke believes that the opportunity
to rebut the presumption is an option that is both viable and available to them and further that they
have availed themselves of that aspect of the PDA Rule. This is clear evidence that the rule was
well conceived and is fully modern in the sense that it is adaptable to current conditions. This

evidence alone mitigates the need to repeal the rule.

Despite the assertions of some in the process, the PDA is just as relevant today as it was
when it was implemented first by practice in the 1970s and by rule in the 1980s. It was aggressively
challenged in both instances by the shareholders of the utilities who wanted to earn a full pretax
equity return on the cheap tax-deductible debt they invested in their subsidiaries. The Commission
and the OPC successfully defended the practice and rule in court, before the Treasury/ IRA and
Congress. The fundamentals of the financing of the utility business have not changed. Income
taxes are calculated the same way. Holding companies exist the same today as they did 40-50
years ago. A parent still issues debt, and comingled with other available funds, they invest it in
their regulated subsidiary. This fundamental affiliate transaction activity still occurs today. To the
extent that borrowed funds can be isolated and proven to NOT be invested in the subsidiary’s

equity, the adjustment is not made. This has always been the case under the rule.

6 Order No. PSC-2024-0472-AS-El, issued November 12, 2024 at 26, 79 (line 8).
3



The customers say let the PDA Rule operate as intended and let the utilities meet their
burden of proof to demonstrate the correct level of income tax expense as has always been
required.” OPC invites the Commissioners to reject the advice of Staff that the Commissioners
simply hand the utilities a guaranteed increase in rates by summarily relieving them of their
fundamental burden to prove entitlement to recover the true income tax expense costs they incur

as discussed in more detail in Section 11.B.

B. As found by the Florida Supreme Court, the rule does not deprive shareholders of
earning the authorized return but instead provides some protection to customers from
completely overpaying an equity return (and the associated income taxes) on debt that
is disguised as equity.

The PDA rule equitably apportions between shareholders and customers the tax benefit
that the investing parent receives in the form of a tax deduction on the interest associated with the
debt invested in the form of equity upon which customers pay a return. The associated affiliate
transaction between the parent and subsidiary related to equity investments (and associated
upstreaming of dividends) is well within the Commission’s jurisdiction to regulate for the
protection of customers through a reasonable and fair apportionment of the benefits with the costs
that are incurred.® The Staff’s shareholder advocacy now digs up a long-buried notion that
application of the adjustment deprives the utility of the opportunity to earn its authorized return on

equity. More on this long debunked notion below, but it must be said that this is a pure

smokescreen designed to take the Commissioners’ eyes off the ball of the potential affiliate abuse

7 The burden of demonstrating the appropriate level of income tax expense rest squarely on the
utility. The operation of the rule, including the rebuttable presumption, is well-aligned with this
burden of proof. Fla. Power Corp. v. Cresse, 413 So. 2d 1187 (Fla. 1982).

8 The parent’s infusion of equity and subsidiary’s payment of dividends to the parent are deemed
reportable affiliate transactions and treated as such by the required Annual Report filed pursuant
to Rule 25-6.135. F.A.C. (Electric IOUs) and Rule 25-7.135, F.A.C. (Gas IOUs). See, for example,
attached as Exhibit B the highlighted excerpt from the 2023 Annual Report of Florida City Gas.
Exhibit A, Appendix pages 4-5.



that the rule is positioned to reign in. While the shareholder advocates among Staff claim to be
concerned about stockholder under recovery, the real issue is that, absent the rule, shareholders
will be positioned to over recover a return on the equity recorded on the subsidiary balance sheet.
To the extent that the parent’s tax deductible borrowed funds make up a portion of the equity
balance upon which the Commission sets rates, customers will overpay the affiliated owners.
While perhaps not fully correcting this inequity, the PDA moderates this over payment by imputing
the tax deduction benefit that the parent enjoys on its investment that earns a pretax equity return
at the Commission. For a half century this affiliate transaction regulation has been accepted by
customers as fair enough, even if not perfect. Now the Staff wants to regressively take even that
crumb of a protection away and award additional corporate welfare for engorged utility

shareholder bank accounts.

Decades earlier in 1984 the Florida Supreme Court addressed this, same now supposedly
newly found argument, in General Tel. Co. v. Florida Public Service Com, 446 So. 2d 1063 (Fla
1984). In rebuffing a challenge to the PDA Rule based in part on this very notion now advanced
in 2026 by a surprisingly and disappointingly pliant Staff, the court noted that :

Appellants challenge the rule itself on two substantive grounds, the first being that

use of the rule would deny a utility the opportunity to earn a fair rate of return as

required by section 364.14, Florida Statutes (1981). Specifically, they claim the

adjustment to a utility's income tax expense figure, said figure having already been
calculated from the utility's revenue and expenses, would result in an improperly

low final income tax expense figure.’

(Emphasis added.)
This is the very argument that Staff advanced on April 22, 2026 over 42 years after the

settled precedent in the February 2, 1984 decision of the Florida Supreme Court. The Court went

? General Tel., 446 So. 2d at 1067-68.



to great pains to carefully dismantle this utility claim that the Staff now has lovingly adopted. In
rejecting the notion that “use of the rule would deny a utility the opportunity to earn a fair rate of
return,” the Court instead found that the subsidiary collects the more accurate income tax expense

under the rule by stating:

We find that the adjustment implemented by the rule in question and the resulting
income tax expense attributed to the utility are more representative of the economic
realities of a parent-subsidiary consolidated tax liability than is an expense figure
calculated as if the subsidiary utility had filed a separate return. '°

The Court explained this finding by noting that:

[i]n the normal course of a parent-subsidiary relationship, the parent issues debt in
order to acquire capital to support the operations of its subsidiaries. The capital is
transferred to the subsidiary in exchange for stock in the subsidiary. As a practical
matter, the equity of the subsidiary is thus directly supported by the debt of the
parent. The debt of the parent used to support the subsidiary generates interest
expense for the parent, which in turn is tax deductible. Although the capital is
passed on through to the subsidiary, there is no corresponding pass-through of
interest expense because the parent passes on the capital to acquire an ownership
interest in the subsidiary as opposed to a creditor's interest. Therefore, the nature of
the acquired capital changes from debt to equity at the point the capital passes from
parent to subsidiary.

kook sk

If the parent and subsidiary had chosen to maintain their separate tax identities, the
distinction between the capital acquired through debt by the parent and through
equity by the subsidiary would have been valid. By filing a consolidated return,
however, the entities have removed the separation between parent and subsidiary
for tax purposes. No longer is it realistic to treat transactions between parent and
subsidiary as transactions between separate entities. Parent and subsidiary are now
components of the consolidated entity and the debt issued by the parent component
supports the capital structure of the subsidiary component. The pragmatic result is
that the consolidated entity has issued debt to support its overall capital structure
and the interest paid on the debt goes toward reducing the tax liability of the
consolidated entity, therefore benefiting each component member. The adjustment
implemented by the rule in question merely allocates to the subsidiary component
the interest expense deduction generated by the proportion of the consolidated debt
that is used to support the subsidiary component's capital structure.

107d. at 1068-69.
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Since the adjusted figure accurately represents the income tax expense, revenue
requirements based on that expense figure would not be set incorrectly and the
utility therefore is not denied a fair rate of return on investment.'!

If this were a basketball game this unanimous Court precedent would be considered a slam
dunk; game over, but this is a serious business that affects the pocketbooks of millions of Floridians
at a time of severe affordability stress and basketball analogies are inadequate to describe how
incredibly disturbing this repeal effort is. In these times it truly offends the sense of fairness and
equity that the Staffis continuing in its singular mission of pursuing the repeal of this rule to further
increase the extravagant profits of Florida utilities. At the time of the 1984 litigation and Court
opinion, both the Commission Staff and the OPC'? supported the rule and assumedly advanced
the arguments that supported the Court’s opinion. The OPC finds it troubling that Commission
Staff now seeks to ask the Commissioners to raise customer rates by abruptly and unilaterally
reversing a unanimous decision of the Florida Supreme Court and a PDA Rule that the
Commission has also vigorously defended before the United States Department of the Treasury'?

and the United States Congress. '*

1 1d. at 1069.

12 The opinion noted these parties defending the rule as Appellees: William S. Bilenky, General
Counsel; Patrick K. Wiggins, Deputy General Counsel; and Jose A. Diez-Arguelles, Associate
General Counsel, Tallahassee, Florida, for Appellee, Florida Public Service Commission. Jack
Shreve, Public Counsel; and Kenneth A. Hoffman, Associate Public Counsel, Tallahassee, Florida,
for Appellee, The Citizens of the State of Florida.

13 See Exhibit B, Appendix pages 204, 226-227. The included Commission Order No. 24985
shows that the Treasury Department withdrew a proposed Treasury Regulation that potentially
could have invalidated the PDA Rule on the theory that it would cause a normalization violation
if it was deemed a consolidated tax savings adjustment.

4 Appendix page 22.



The OPC ask the Commissioners to join it in rejecting the sophistry '* underlying the
suggestion of certain elements of Staff that the implementation of the PDA Rule effectively
deprives the shareholders of the poor PDA-saddled utilities of an opportunity to earn their
authorized rate of return. Apart from the rock-solid support that the Supreme Court has given the
rule, the Commission’s own website provides strong refutation of this ridiculous notion that Staff
offers about the inability to earn its rate of return. A bedrock principle of utility ratemaking is
enshrined on the front page of the Commission’s website and it recognizes that non-recovery of a
disallowed expense is not a deprivation of the shareholders’ ability to earn the allowed return. The
agency unequivocally says:

[t]he utility is required to justify all of its expenses for the operations of the utility.

An expense that the Commission determines to be improper, imprudent, or

unnecessary is disallowed and is excluded from the amount the utility is allowed to

collect from customers.

As the Court notes, the unrebutted PDA-driven income tax expense is “more representative
of the economic realities” and that the “adjusted figure accurately represents the income tax
expense.” (Emphasis added.) The bogus “stand-alone” income tax expense that fails to recognize
the unrebutted quantity of debt embedded in the “booked” equity is exactly what the PDA Rule

effectively disallows as described in the Commission’s quote above. It is not in the utility’s cost

of service and any barred recovery of it cannot be a shareholder deprivation.

15 Sophistry is “1: subtly deceptive reasoning or argumentation; 2: an argument apparently correct
in form but actually invalid; especially: such an argument used to deceive . . . . ‘Sophistry’ is
reasoning that seems plausible on a superficial level but is actually unsound, or reasoning that is
used to deceive.” Sophistry, MERRIAM-WEBSTER (Aug. 26, 2008), https://www.merriam-
webster.com/word-of-the-day/sophistry-2008-08-26.



The affiliated over-recovery of the so-called stand-alone income tax expense, calculated
without regard to the tax deductions available to the parent related to its debt masquerading as
equity, is something that the Commission is obligated to moderate if not to outright correct. The
Commission has vigilantly guarded this henhouse for 50 years. Now Staff wants the
Commissioners, through PDA Rule repeal, to throw open the doors and let the foxes in and in
doing so, to effectively raise rates and further increase utility profits, already among the highest in
the nation. It bears repeating that the Staff effort to characterize the PDA as causing an ROE
underrecovery, like the stockholders unsuccessfully attempted to do in 1984, is an invitation to the
Commissioners to take their eyes off the ball. In reality, absent the rule and through a resulting
failure to properly regulate this affiliate transaction, customers will overpay shareholders by
paying an equity return (and the associated income taxes) on debt that is disguised as equity. At
least with respect to the income tax expense, this circumstance involves fairly addressing one of
those “improper, imprudent, or unnecessary” expenses that the Commission has, on the front page
of its website, publicly pledged to protect the customers from paying. Leaving the PDA Rule intact

will help the agency to continue to fulfill that commitment for utility customers.

C. A brief note on the Comments offered at the workshop on behalf of American Water
Works Corporation and follow up written remarks of the AWWC representative.

The Commission heard from the AWWC representative whose company has no customers
in Florida and what essentially sounded like a threat that his company — with no identified Florida
plans or acquisitions announced — would not invest in Florida utilities unless the PDA Rule was

repealed. Specifically he stated:

So I think this debt rule that we are talking about, in the long run, it can raise a
company who is operating in Florida's cost of capital. It also chases capital away.



A rule like this keeps my company from coming to Florida, and other utilities as
well, which I think is a detriment to the citizens of the state of Florida.'®

This claim was not repeated in the personal written comments Mr. Deason filed on May 7, 2026.
It is disappointing that a utility like AWWC which has the mother of all incentives in the newly
available 2023 Fair Market Value (“FMV”) statute (section 367.0811, Florida Statutes) which
provides an overabundance of incentive in the form of substituting FMV rate base valuation for
the traditional original cost method advances such a petty objection. The OPC submits that if
FMYV alone is not enough to incent a company like AWWC from entering the market and it needs
to hide debt in the subsidiary equity in order to siphon off customer-entitled tax deductions for its
shareholders, perhaps they are not as financially sound as they need to be to serve Florida
customers. A heavy handed threat to withhold entry into the state unless the PDA Rule is repealed
is also certainly not a good look for out-of-state AWWC.

OPC would note that in the May 7™ comments, Mr. Deason appears to have misunderstood
the OPC testimony. The OPC never advocated for use of ‘“double leverage.” The comments
attributed to the OPC at page 2 of Mr. Deason’s written filing were not even remotely the OPC
advocating for double leverage. The OPC was simply contrasting the misguided assertion by staff
and others that the PDA Rule somehow implements a double leverage adjustment, which is a
capital structure adjustment, against the nature of the PDA which is solely an income statement

adjustment.!” Changes in the national landscape of the related to double leverage have zero

16 April 22, 20026 Workshop Transcript at 66, Appendix at page 72.

17 The Iowa and Tennessee cases cited by Mr. Deason illustrate the totally misplaced nature of the
failed effort to link the PDA with the discarded “double leverage” capital structure adjustment. A
straightforward reading of the two orders demonstrates how the PDA could not be more dissimilar
to the double leverage adjustment’s wholesale changeout of the subsidiary capital structure. Final
Order, In Re: lowa-American Water Company, Docket No. RPU 2016-0002, Iowa PUC LEXIS
125, at *51-52 (Iowa Util. Bd. Feb. 27, 2017); Amended Order, In Re: Petition of Chattanooga
Gas Company for Approval of An Adjustment in Rates and Tariff; The Termination of The AUA

10



relevance to the operation or viability of the PDA Rule in Florida. The OPC was only pointing
out that the Staff was making an apples-to-golf balls comparison — both items are round and you
can throw them or hit them, but they are completely different in make-up and serve completely
different purposes.

Mr. Deason’s May 7" filing only serves to unhelpfully continue the obfuscation and
confusion Staff initiated. The OPC’s remarks were simply misunderstood by the AWWC
representative on this point. The OPC never said the PDA itself is an “affiliate transaction.” What
the OPC did say was that the PDA Rule was: (1) an “affiliate transaction protection” (TR !814),
(2) an “affiliate transaction adjustment” (TR18, Appendix page 24), (3) “[a Commission measure
to] address this unfair affiliate transaction” (TR 20, Appendix page 26), (4) a “consumer protection
against affiliate transaction abuse” (TR 21, Appendix page 27), (5) “an affiliate transaction rule”
(TR 46, Appendix page 52), (6) “an affiliate transaction correction to this affiliates relationship”
(TR 47, Appendix page 53), and (7) “an affiliate transaction oversight [mechanism]” (TR 50,
Appendix page 56). The AWWC is simply wrong in attempting to equate the PDA with the double
leverage adjustment that involves a wholesale substitution of one entity’s capital structure for that
of another. As noted about the income tax expense adjustment in the PDA, when unrebutted, it
provides the customers some indirect relief from the overpayments they make to shareholders (in
the form of the ROE return on debt disguised as equity and ultimately dividend payments) through

the PDA Rule’s reduction to income tax expense. It is not a capital structure adjustment.

Mechanism and the Related Tariff Changes and Revenue Deficiency Recovery; and an Annual
Rate Review Mechanism, Docket No. 18-00017, 2019 Tenn. PUC LEXIS 5, at *106-13 (Tenn.
Reg. Util. Comm’n Jan. 15, 2019) .

18 “TR” citations are to the transcript of the April 22, 2026, workshop.
11



III.  Conclusion

The OPC urges that the Commissioners reject the mysteriously new-found criticisms of the
PDA Rule that were rejected by the Florida Supreme Court 42 years ago. If anything, the Staff
and shareholder criticisms offered on April 22™ (and previously) are themselves old fashioned,
dated, and should be ignored as they were back in the old days. The evidence and the comments
demonstrate that the rebuttable presumption is available to keep the PDA Rule relevant and
adaptable to any changing circumstances. The red-herring of the attempt at associating the income
statement PDA with the notion of the capital structure based “double leverage” adjustment should
be rejected. The facts are that an ill-advised repeal of the rule will raise customer rates.!” As
mentioned at the beginning of these final comments, a repeal would only serve to line the pockets
of shareholders at the expense of affordability challenges that many utility customers are suffering.
Florida utility profits, rates and bills are already among the highest in the country. The

Commissioners should resist the Staff invitation to make them even higher.

Respectfully submitted,

WALT TRIERWEILER
Public Counsel

/s/ Charles J. Rehwinkel

Charles J. Rehwinkel

Deputy Public Counsel

Florida Bar No. 527599
Rehwinkel.Charles@leg.state.fl.us

Office of Public Counsel

c/o The Florida Legislature

111 West Madison Street, Suite 812
Tallahassee, FL 32399-1400

(850) 488-9330

Attorneys for the Citizens of the State of Florida

19 Appendix pages 61-62.
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Name of Respondent
PIVOTAL UTILITY HOLDINGS, INC.
D/B/A FLORIDA CITY GAS

For the Year Ended

December 31, 2023

INDIVIDUAL AFFILIATED TRANSACTIONS IN EXCESS OF $25,000

Provide information regarding individual affiliated transactions in excess of $25,000. Recurring
monthly affiliated transactions which exceed $25,000 per month should be reported annually in the
aggregate. However, each land or property sales transaction even though similar sales recur, should

be reported as a "non-recurring” item for the period in which it occurs.

Name of Affiliate

Description of Transaction

Dollar Amount

Peninsula Pipeline Company, Inc.
Peninsula Pipeline Company, Inc.

Florida Public Utilities
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light
Florida Power & Light

NextEra Energy Pipeline
Services,LLC

NextEra Energy Resources LLC
NextEra Energy Resources LLC
NextEra Energy Resources LLC
NextEra Energy, Inc.

Firm Transportation Service Agreement (Indian River Company)
between FCG and PPC

Firm Transportation Service Agreement (Vero Beaches) between
FCG and PPC

FCG purchased gas from FPU in December.

Equity Contribution from Affiliate

Loan from Affiliate

Dividend Distribution to Parent

Purchases of Natural Gas from Affiliate

Loan Interest Payments to Affiliate

Information Technology Capital Support Provided by Affiliate
Corporate Service Charges From Affiliate

Integrated Supply Chain Capital Support Provided by Affiliate
Corporate Real Estate Services Provided by Affiliate
Information Technology Services Provided by Affiliate

Fleet Services Provided by Affiliate

Transfer of 2022 Performance Incentive to Affiliate
Reimburse Affiliate for Benefit Expenses

Integrated Supply Chain Services Provided by Affiliate
Corporate Real Estate Capital Support Provided by Affiliate
Transfer of Expenses to Affiliate

Accounting & Finance Support Provided by Affiliate
Customer Service Capital Support Provided by Affiliate
Reimbursement to Affiliate for Insurance Premiums
Integrated Supply Chain Services Provided by Affiliate

Pipeline Services Provided by Affiliate

Information Technology Capital Support Provided by Affiliate
Integrated Supply Chain Capital Support Provided by Affiliate
Information Technology Services Provided by Affiliate
Transfer of 2022 Performance Incentive from Affiliate

$70,000

$201,141
$26,771
$80,000,000
$35,000,000
14,400,000
13,176,638
5,497,858
1,351,604
1,106,700
$623,156
$411,448
$345,834
$226,236
$216,883
164,887
133,335
87,046
44,340
41,483
33,786
30,363
26,284

$265,639
$351,467
$204,376
176,202
51,305
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1 APPEARANCES:
2 CHRISTOPHER T. WRIGHT - Florida Power & Light Conpany

3 STEPHANI E CUELLO and MARCI A OLIVIER - Duke Energy
Fl orida, LLC

BETH KEATING - Florida Gty Gas and Florida Public
5 UWilities Conpany

6 J. JEFFREY WAHLEN - Tanpa El ectric Conpany, Peoples Gas
Conmpany & Sunshi ne Water Services

JARED DEASON - Anerican Water Whrks
WALT TRI ERVEI LER, PUBLI C COUNSEL, CHARLES REHW NKEL,

9 DEPUTY PUBLI C COUNSEL - Citizens of the State of Florida
(OPO)

10

11 BRADLEY MARSHALL and JORDAN LUEBKEMANN - Fl orida Ri sing

I nc.
12

SUSAN SAPCZNI KOFF, ZACHARY BLOOM & MARK ClI CCHETTI -
13 Staff
14
15
16
17
18
19
20
21
22
23

24

25
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PROCEEDI NGS

CHAI RVAN SM TH: Ckay. Good nor ni ng,
everyone. Today is Wednesday, April 22nd, 2026.

It is 9:32 am | wll nowconvene this rule
devel opnent wor kshop.

Staff, will you please read the notice?

MR. BLOOM By notice dated April 2nd, 2026,
this tinme and place has been set for the Comm ssion
wor kshop on Docket No. 20240019-PU. The purpose of
this workshop is to gather nore information on the
potential anmendnents to Rule 25-14.004, Florida
Adm ni strative Code, which addresses cal cul ating
the income tax expense of a regulated utility and
whi ch currently requires using the incone tax
expense of debt its parent conpany has invested in
it.

CHAI RMAN SM TH:  Thank you, M. Bl oom

Yeah, as M. Bloom stated, today's workshop we
wi |l be gathering stakehol der comrents regardi ng
potential anmendnents to Rule 25-14.001. For those
wat ching on-line, a copy of the draft anmendnents
and materials for today's workshop are on the
Commi ssion's website under the rul e devel opnent
t ab.

Today's workshop will be structured as

Premier Reporting

premierreporting.net
(850)894-0828 Reported by: Debbie Krick

APPX. -9



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

follows: First, we are going to take appearances.
Then we will -- staff wll give a forma
presentation on the history, current inpact of and
suggested anendnents to the parent debt rule.
Certai n stakehol ders have requested to give forma
presentations as well, and those will take place
after staff's.

Next we will nove to our third agenda item
Topics for Discussion. During this portion of the
wor kshop, each stakehol der will address the nine
guestions that were included as part of the agenda
for this workshop. After all stakehol ders have
made -- had an opportunity to respond to the
Commi ssion's questions, staff will outline the next
steps in the rul emaki ng process.

Does anyone have any questions before we get
started? kay. Seeing none, let's nove to --
let's take appearances. W are going to start just
i ke how we usually do, just down the line, so, M.
Wi ght .

MR. WRI GHT: Good norni ng, Madam Chair and
Commi ssi oners. Christopher Wight on behal f of
Fl ori da Power & Light.

M5. CUELLO. Good norning. Stephanie Cuello

on behal f of Duke Energy.
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1 M5. OLIVIER Good norning. Mrcia Aivier on
2 behal f of Duke Energy.

3 M5. KEATING Good norning. Beth Keating with
4 the Gunster firmhere for FPUC and Florida City

5 Gas.

6 MR. WAHLEN:. Good norning. Jeff Wahl en,

7 Ausl ey MMullen law firm for Tanmpa Electric,

8 Peopl es Gas and Sunshi ne Water.

9 MR. DEASON: Jared Deason on behal f of

10 American Water Wbrks Corporation.

11 MR. MARSHALL: Good norning. Bradley Mrshall
12 and Jordan Luebkemann on behal f of Florida R sing.

13 MR. REHW NKEL: Good norning, Charles

14 Rehwi nkel with the O fice of Public Counsel on

15 behal f of the custoners of the investor-owned

16 utilities. Walt Trierweiler, the Public Counsel is
17 also in the room Thank you.

18 MR. BLOOM And Susan Sapozni koff, Zachary

19 Bl oom and Mark Cicchetti on behalf of staff.

20 CHAI RMAN SM TH:  Thank you.

21 | s there anyone el se in attendance that would
22 like to introduce thenselves and then present?

23 Ckay. Al right, seeing none.

24 We are going to nove to the fornal

25 presentations. W wll start with staff's
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presentation, which will be given by Mrk
Cicchetti.

M. Cicchetti, you are -- you nmay begin
whenever you are ready.

MR, CI CCHETTI: Good norni ng, Madam Chair and
Commi ssi oners, Rule 24-14.004, the Effect of Parent
Debt on Federal Corporate |Incone Taxes adjusts a
utility's incone tax expense based on debt at the
parent conpany | evel.

The rule is a variant of double |everage, and
| will explain nore what double | everage is as we
get into the presentation. But double |everage has
| argely di sappeared fromregul atory practice. It
was a big issue back in the '70s and the '80s, but
regul ation both at the federal and state |evel has
nmoved to the stand-al one net hodol ogy of setting
utility rates. And | wll explain what stand-al one
is also as we nove on

But first, this slide is the rule as it
currently exists, and | only point it out here
because | want to direct your attention to a couple
of sections of the rule.

In the second paragraph, under one, the second
part of that sentence is: The incone tax effect of

the parent's debt invested in the equity of the
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subsidiary shall reduce the incone tax expense of
the utility. And | just want to keep that in mnd
when we tal k about stand-al one regul ation.

The second thing | want to point out is in
section four, the next to the |ast sentence says:
This result shall be nmultiplied by the equity
dollars of the subsidiary, excluding its retained
earnings. And | point that out because this is
going to support why the double leve -- or why the
parent debt adjustnent is a variant of double
| ever age.

So what is the stand-al one approach to setting
utility rates? Well, it's basically to target just
t he revenues and expenses associated with the
regulated utility. And the principle is to avoid
the utility either subsidizing nonregul at ed
i nvest nent or being subsidi zed by nonregul at ed
i nvest nent .

So think of two utilities that are exactly the
sanme, the sane revenues, expenses, the sane cost of
service, the sanme capital structure, the sane risk
and, therefore, the same required return, except
one has individual sharehol ders and the other is
owned by a parent conpany.

Wl |, because of the parent debt rule, the
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Commi ssion would set the rates for those exactly
the sanme utilities that have the exact cost of
service differently. And why is that? Because we
are -- the parent has debt on its bal ance sheet,
the rule requires that that, through the
cal cul ation, reduce the incone tax expense of the
utility that has a parent conpany, which is
di scrimnatory, for one thing, between individual
sharehol ders and a parent held conpany. But why --
what's the basis of that adjustnent?

And t he whol e theory about behind double
| everage was that the cost to the parent conpany
havi ng that debt and investing it into the utility
is actually | ower than the cost of just the
utility's weighted average cost of capital.

So in a classic double | everage investnent,
t he wei ghted average cost of capital of the parent
conmpany woul d be used as the return on equity for
the utility. And once that got, you know, acadenic
scrutiny, the fallacy of that was that the return
on equity of the utility should be based on the
risk that that capital is exposed to, and how t he
Conmi ssion sets rates is that allowed return on
equity should be the sane as allowed return for

conpar abl e conpanies of simlar risk. And so the
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cost is based on the risk that the capital is
exposed to, not where the source of the funds cane
from

For exanple, if you took out a second nortgage
or a first nortgage in order to invest in this
utility, would you want sonmeone saying, well, you
can't deduct that income tax expense or interest
expense on your federal tax return because we are
going to give that to the utility. So we wouldn't
consi der taking the incone tax benefit of the
i nterest expense for the utility and giving it to
t he parent conmpany. But the sane |logic prevails,
we shoul dn't take the parent conpany's tax benefit
and give it to the regulated utility. So even if
they were the sane in every instance with the
parent debt adjustnent, we would set different
rat es.

So let's tal k about what exactly double
| everage is. The double | everage approach traces
the operating utility's equity capital to its
ultimte source, the parent's debt and equity. And
t hi s approach has several variants, including the
parent debt adjustnent.

Now, | am quoting here froma book by Roger

Moore, Modern Regul atory Finance, and there is a
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nodi fi ed doubl e | everage approach. And what the
nodi fi ed doubl e | everage approach says is: One
refinement to the double | everage nethod is to
recogni ze that the parent's wei ghted cost of

capital should only be inputed to the portion of
equity actually contributed by the parent. The
subsidiary's retai ned earni ngs should be renoved
fromthe doubl e | everage inputation since none of
the subsidiary's retained earnings are traceable to
the capital raised by the parent.

So if we go back to the first slide with the
rule, and in section four there, the rule says the
results shall be multiplied by the equity dollars
of the subsidiary excluding its retai ned earnings.
So when we are | ooking at the parent debt
adj ustnent, we are |looking to the debt at the
parent |evel and capital structure of the utility.
And so it's a version of the double |everage
approach. And the required return on equity, as |
said, is a function of the risk that the assets are
exposed to and not just the sources of the capital.

So the history of the rule is such that prior
to the rule, the Conmi ssion typically relied on the
stand-al one nethod. And in G tizens/Hawkins, the

Suprenme Court first addressed the stand-al one
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nmet hod versus the double | everage nethod, and the
only testinony filed in the case was filed in
support of the double |everage nethodol ogy. And so
the court ruled that the Conmm ssion had
jurisdiction and the only evidence was supporting

t he doubl e | everage adjustnent. There was no
ruling on the nerits of the parent debt adjustnent
or doubl e | everage, just that the Conm ssion had
jurisdiction and that was the evidence in the
record.

Al so, the rule was challenged in Ceneral
Tel ephone Conpany of Florida versus the Florida
Public Service Conm ssion and, again, it was a
simlar situation. So there are no court rulings
t hat have weighed in -- Florida Suprene Court
rulings that have weighed in on the nmerits of the
adj ustnent, just that the Conm ssion has the
di scretion to nmake that adjustnent.

And so what are the argunents agai nst the
parent debt adjustnent? Well, the utility will not
recover its actual cost of service. Think back to
when we tal ked about two exact utilities. One is
going to have a higher revenue requirenent than the
ot her because the rule reaches out and takes debt

at the parent level and uses it, that tax benefit,
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1 to reduce the inconme tax expense of the utility.

2 So, in essence, it's an adjustnent to the

3 allowed return, and this is not good fromthe

4 Conmi ssi on's perspective from an invest nent

5 standpoi nt, because it's a situation where the

6 Conmi ssion allows a return and then has a rule that
7 says, well, we are going to limt your ability to
8 earn that return.

9 So also consider that in a rate case, the

10 utility's capital structure is before the

11 Commi ssion. The Comm ssion | ooks that a utility

12 has issued its own debt. W have the percentages
13 of debt and equity in the capital structure. The
14 Conmi ssion rules on those, and so we have a

15 wei ght ed average cost of capital for the regul ated
16 utility. Wy, then, do we reach back to the parent
17 and then use that anmount to reduce? That violates
18 t he stand-al one anendnent. It violates the

19 financial theory that the return should be a

20 function of the risk that the capital is exposed to
21 and not the source of the funds.

22 So in the long run, having utilities

23 under-recover their cost of service will lead to
24 hi gher risk and, therefore, a higher required

25 return. Because think about it, if you could just
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reduce their cost of service by one or two percent
and there were no consequences, why stop at one or
two percent? Let's reduce them 20 percent, or
40 percent. No, when you don't allowthe utility
to recover its cost of service, it eventually wll
increase the risk of the utility and the overal
cost of funds, and potentially their ability to
attract capital if it's a |arge enough investnent.

So finally, the provisions that we are -- the
anendnments that we are recomendi ng cal cul ate the
i ncone tax expense as we normally would for a
conpany that has individual sharehol ders. And that
woul d be doing the inconme tax expense on a
st and- al one basis, and we would just no | onger make
t he parent debt adjustnent.

So the rule, the final few slides here, are
t he changes that would need to be nade to the rule
so that it nakes explicitly, you have the revenues
m nus expenses, so, therefore, you have your
profit. That profit is going to be taxed at the
state and the corporate -- at the state and the
federal level, and that's the cost of service that
will be passed on to custoners.

And that concludes ny presentation.

CHAIRVAN SM TH:  All right. Thank you M.

Premier Reporting

premierreporting.net
(850)894-0828 Reported by: Debbie Krick

APPX. - 19



14

1 Cicchetti.

2 Do any of the stakehol ders have any conments

3 regarding staff's presentation?

4 Ckay. So now we are going to nove to

5 st akehol der presentations. W wll start with OPC
6 So, M. Rehw nkel, you are recogni zed whenever
7 you are ready.

8 MR. REHW NKEL: Thank you, Madam Chai r man.

9 And | may enesh some comments in ny conments here
10 about staff presentation here today.

11 | am Charles Rehwinkel. | am here on behal f
12 of the Ofice of Public Counsel representing the

13 rat epayers of Florida' s investor-owned electric,

14 gas and water utilities.

15 Commi ssioners, this is usually the place where
16 | would thank you for the opportunity to nmake these
17 remarks. However, if you saw our comrents that we
18 filed | ast week, the essence and the tone of our

19 remarks, we don't really appreciate having to

20 appear here at all. And once again, fight off and
21 keep a bedrock battle-tested nearly half-century

22 old affiliate transaction protection that has saved
23 custoners hundreds of mllions of dollars since at
24 | east the late 1970s.

25 The custoners are, |ikew se, battle-tested,
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but we are also battle-weary fromcontinually
fighting off this, what seens to us, to be an
ant agoni stic repeal effort al ongside base rate
i ncreases, excessive profits, ever creative cl ause
i ncreases, increase sharehol der extractions on
asset gains funded by custoners, and extra revenue,
even, that the conpany did not even ask for in
their filings. |Increasingly to us, the headline
is, heads, the shareholder wins, tails, the
custonmer | oses.

| am not going to bel abor and repeat the
witten remarks we filed |ast week. | would
comrend themto you if you have not seen them W
woul d have preferred to see that the staff
generated effort brought to an agenda to be
term nat ed, not workshopped. To us, the workshop
is a strong signal that the goal post will be yet
agai n noved, and the recent fourth, fifth or sixth
iterations of tried to elimnate this consuner
protection rule will not be the |ast.

Let me briefly review the long struggle to
rai se custoner bills in this repeal effort.

No. 1, in 1988, your staff had proposed
repeal, but that went nowhere. The Conmm ssion

vot ed t hem down. Now, staff has said, that wasn't

Premier Reporting

premierreporting.net
(850)894-0828 Reported by: Debbie Krick

APPX. - 21



16

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

voted down. It was deferred. That -- we will take
anot her 33-year deferral if that's what it takes.
To us, 33-year deferral neans rejected.

The second repeal effort in 1990, sone
utilities took a run at the rule by claimng that
it was a potential normalization violation arising
out of a proposed treasury regul ation that was
directed at cracking down on consolidated tax
return adjustnents in other states, not Florida.

The Public Counsel, your legal director, your
director of tax, went to Washington. W defended
the PDA in testinony before the Treasury
Departnent. The OPC and the Commi ssion tax
director later also testified before Congress
supporting this rule.

The upshot, Treasury w thdrew the proposed
regul ation for other reasons, and also indicated to
us in that original testinony session that the PDA
was not a consolidated tax savings and was not a
normal i zation violation. They were actually quite
baffled at why this Florida rule was even tangl ed
up in that regul ati on process.

No. 3, 33 years passed, as nentioned in our
comments in 2023, the staff held a workshop and

proposed repeal, and cited sone so-called new
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information. W did sone digging and di scovered
that the new information was neither new, it was
publ i c know edge as far back as 1983

cont enpor aneous with the public -- with the PDA
rule's challenge in the courts, nor was that
relevant to this rule. And it was pushed by a
treatise by a biased utility centric source. That
aspect of the effort was addressed in our Septenber
2023 comments, which we have attached to our
comments from | ast week.

Nos. 4 and 5; in 2024 in the mdst of severa
parall el rate case proceedings, the repeal effort
came to Agenda and was argued and deferred, and
t hen argued and deferred again. That was in March
and July of 2024. The transcripts of our remarks
are found in this docket at docunents 01222-2024,
begi nning at page three -- page four, and
07705- 2024 begi nning at page three. Concerns about
rate inpacts appear, to us, to cause those two
deferrals that we are here today.

In the sixth repeal effort, at weigh station
six now. Just like in August of 2023, we had
anot her wor kshop. New goal post is on the nove.
Staff now says it's definitely sonething called

doubl e | everage, as you have heard today.
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1 As we pointed out many tinmes in this process,
2 this is an affiliate transacti on adjustnent where
3 t he doubl e | everage adjustnent -- while the double
4 | everage adjustnent is a bal ance sheet adjustnent
5 that is directed at the capital structure and it

6 affects the WACC, the PDA rul e does not address

7 ei ther one of these things. | conmend to you our
8 previ ous comments on the double | everage red

9 herring, if you will.

10 | want to provide a note about staff's

11 assertion that this adjustnent does not allowthe
12 regul ated subsidiary to earn a rate of return that
13 you authorize. | think this is wong. It's a

14 m sdirection fromthe facts and the history of this
15 rule, and why it canme to be in place.

16 This is really an affiliate transaction, and
17 the Comm ssion is maki ng an adjustnent to correct
18 an excessive cost on the books of the regul ated

19 utility based on an affiliate relationship. There
20 is no their when it cones to the costs that are

21 booked on the regulated utility's books. A

22 regul ated subsidiary has affiliate costs in their
23 bal ance sheet and on their incone statenent from
24 the parent and service conpany's incentive

25 conpensation to capitalize allocations of A and G
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These costs are booked and becone the regul ated
subsidiary's costs. But disall owances or

adj ustnents to those costs don't nean that they
can't earn their rate of return. You are

exerci sing organi c fundanental ratemaking oversight
when you nake di sal |l owances based on i nprudent
affiliate costs.

So | think that's a total red herring to
suggest that this rule, and any other affiliate
transacti on adjustnment that the Conm ssion woul d
meke, is a denial of the utility's ability to earn
the rate of return that you have authorized themto
earn.

The notion that the Conm ssion cannot nmake an

adj ustnent on the regul ated books because the

di sall owance will not allow themto recover their
costs, or their true costs -- however M. Cicchetti
phrased it -- is absurd, in our opinion.

Furthernore, the superficial notion about
earning a fair rate of return would bar the
Commi ssi on from ever adjusting an excessive
allocation froman affiliate, or a charge from an
affiliate for correcting a transfer of an asset to
an affiliate at an inprudently |ow cost.

The tax deductible interest on the debt that
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is invested in the subsidiary creates an unfair
benefit to sharehol ders when the custoners pay a
grossed-up equity return on it. The Conm ssion
deci ded many decades ago to address this unfair
affiliate transaction by inputing the tax benefit
recei ved by the parent, and, in sonme cases, the
grandparent, to the benefit of the customers. This
is no different from adjusting an excessive or

i nprudent cost charged froman affiliate, or

i mputing unrecogni zed or underpaid revenue
attributable to an asset or a benefit provided by
the subsidiary and paid for by custoners through
that parent or affiliate.

The Florida Suprene Court recent -- not
recently, upheld the Conmi ssion's authority to do
just this, by approving the Public Service
Commi ssion's inposition and, thus, inputation on
t he regul ated conpany's books of a royalty paynent
by a PSC certificated affiliate of United Tel ephone
Conmpany to conpensate it and the custoners for the
startup long distance affiliate's unconpensated use
of name, image, |ikeness, good will and avoi ded
training costs provided to them by the nonopoly
phone conpany's ubi quitous nane and | ogo. And

that's United Tel ephone Conpany Long D stance,
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Inc., V Nichols, 546 So.2d 717, Florida 1989.

The Comm ssion required this fee to be paid by
the affiliate, but the effect in reality was to
i mpute the revenue for earnings surveillance and
rat emaki ng pur poses on the regul ated books.

The PDA adjustnment, as | call the parent debt
adjustnent, is no different. In United, the Court
recogni zed the Comm ssion's authority to conpensate
custoners for benefits they provided to the
affiliate, saying, in effect, the Comm ssion found
t hat substantial resources devel oped by | ocal
t el ephone exchange rat epayers shoul d not be
utilized without conpensation by the | ong distance
service. That sane cite, but at 720.

These wel | -settled principles of consumer
protection against affiliate transaction abuse, or
the potential for abuse, found in the PDA and found
in the royalty case should be preserved and not
abandoned here.

To conclude, it seens like every tinme that we
make a field goal, or nmade a field goal, the posts
wer e bei ng noved while the ball was in the air.

The crew is out there yet again, once again poised
to nove the post. After these many decades of

successful field goals, we just want the posts
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renmoved and the hostilities to cease. W ask you
to please put an end to this nadness.

| would note that if there is any tal k about
Florida being the only state to nake this PDA
adj ustnent, and that there is sonme sort of national
standard, we woul d ask you convene a workshop, or
expand this one, to conbine discussions about why
Florida is the only state awardi ng outl andi sh ROEs
that are 75, 100 or nore basis points above those
awarded in nost, if not all of the other 47 in the
| oner 48. That mght be a fair apples to apples
exerci se

We affirmand i ncorporate by reference our
witten comments fromlast week, and the coments
we filed on Septenber 26th, 2023, and the renarks
made on March 5th, '24 and July 9, '24. | am happy
to agai nst any questions in the session that
follows later, but | urge you to reject this effort
to, yet again, repeal the parent debt rule. There
is nothing new. You are squarely within your
rights and your obligation to protect custoners
against affiliate abuses, and that's all this rule
isS.

Thank you.

CHAI RVAN SM TH:  Thank you, M. Rehw nkel .
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Next we will nove to Florida Rising.
M. Marshall.

MR. MARSHALL: Thank you, Comm ssioners, for
the opportunity to address you today. M nane is
Bradl ey Marshall. | am here on behalf of Florida
Ri si ng.

Commi ssioners, we fully degree with the points
that the O fice of Public Counsel has raised
regarding why the effective repeal of the parent
debt adjustnent rule is a bad idea and will not
repeat them i n-depth.

Suffice it to say, we are in an extended
period of affordability crisis in the state with
residential investor-owned utility electric bills
from From 2013, the average residenti al
investor-owned utility electric bill in this state
has gone from just above $120 per nonth to over
$162 for FPL in 2025, to over $185 for Duke in
2025, and over $193 for TECO i n 2025.

There were nultiple nonths in 2025 where TECO
residential customers had the highest or second
hi ghest electric bill in the nation for any
electric utility with nore than 100, 000 cust oners.

Since 2009, we have seen the return on equity

per customer increase froma little over $212 per
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1 custoner for TECO to over $581 per year. For Duke,
2 about $166 per custoner to over $457. And for FPL
3 from $167 to over $678.

4 The residential bills for the 1 OQUs have | ong
5 exceeded that of the nunis and national averages,

6 but since 2017, the all-in kilowatt hour rate for

7 the 1 QUs has exceeded that of the nunis. And now
8 the QU residential bills and all-in kilowatt hour
9 rates al so exceed that of the rural cooperatives of
10 this state, which were originally set up to serve
11 t he hardest and npbst expensive to serve areas.

12 Recent reporting shows that Florida is numnber
13 two in the nation disconnections, with mllions of
14 Fl ori di ans bei ng di sconnected for being unable to
15 afford their electric bills every year. This is a
16 crisis.

17 W woul d hope that this Conmm ssion would be
18 | ooking to make rules and policies rein in the

19 hi ghest utility profits in the nation and nake

20 electricity nore affordable in the state. |nstead,
21 we see this, along with the asset optim zation

22 nmechani sm expansi on, for exanple, which only

23 prom sed to raise bills and rates to shift even

24 nore profits to the utilities.

25 We know from TECO s and Duke's responses to
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the staff data requests in this docket that the
effective repeal of this rule will only add to
revenue requirements, that is higher rates and
hi gher bills.

We heard during staff's presentation that this
rule effectively discrimnates agai nst parent
conpani es, and ensures that they can't earn a fair
return in Florida. |If that was true, we wouldn't
see fromthese parent conpanies on their investor
cal |l s braggi ng about how much they are able to
invest in this state, and how nuch they are able to
maeke on their returns here. This is where they go
to invest and nake returns. | would posit that
it's kind of -- would be an absurd argunent to say
that Florida is the state where the investor-owned
utilities aren't able to nake a fair return on

their investnents.

We al so heard that the -- that this rule is

|l eading to -- is one of the reasons that we m ght
be seeing higher returns on equity in this state,
and that we mght be seeing nore frequent rate
increases. |If that was true, then | would al so say
that FPL, which hasn't seen any revenue

requirenments increase as a result of this rule,

woul d have -- should have the | owest RCE of the
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i nvestor-owned electric utilities, and shoul d not
be having annual rate increases. |Instead, we see
t he opposite, that they have, by far, the higher
RCE of the regul ated investor-owned el ectric
utilities in the state.

W al so heard about the stand-al one approach
that we would posit that that's never been true,
that we can truly Il ook at the regulated electric
utilities in isolation. W have always | ooked at
affiliate transactions. W have al ways | ooked at
what direction they are receiving fromtheir parent
conmpany. However nmuch we would |ike, the
subsidiaries that are regulated by this comm ssion
are not islands. They are inpacts both direction.

So we ask you to say no, and to pl ease keep
this consunmer protective rule in place, and all ow
rat epayers to deduct the interest on debt enbedded
in the equity infusion in the regul ated
subsidiaries fromtheir parent conpany. As shown
by OPC, this has been battle-tested for al nost 50
years now. There is no reason to change course to
shift even nore profits to shareholders at this
poi nt .

Thank you.

CHAI RVAN SM TH:  Thank you, M. Marshall
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Ckay. Next, Ms. divier from Duke.

M5. OLIVIER Good norning. Good norning,
Conmmi ssi oners.

| have about seven points | would like to
read. So | amgoing to explain why the parent debt
adj ustnent is no |onger appropriate, necessary or
consi stent with nodern ratemaking principles. And
| will explain that no other state in the nation
possess such a rule, nor does the FERC have such a
requirement.

So point No. 1. The rule was adopted to
address concerns that no | onger exist in their
original form M research shows that the rule was
adopted in 1983, when there were different
corporate structures and limted access to detailed
financial information regardi ng interconpany
fi nanci ng.

So in the 1980s, when the rul e was adopt ed,
utility parents frequently issued debt directly to
fund subsidiary capital investnments, and proceeds
were frequently downstreanmed to utilities through
equity contributions. So in other words, capital
was fungi bl e across corporate groups as utilities
often | acked i ndependent market access. This

supported the rebuttabl e presunpti on enbedded in
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the rule that the parent investnents mrrored the
parent's overall capital structure.

Today, parent |evel debt is typically issued
solely for holding conpany purposes, and utilities
i ssue their own debt debit and possess i ndependent
credit ratings. Today, utilities routinely enploy
bankruptcy renote provisions isolating utility
assets fromparent creditors. |If parent creditors
cannot access utility assets, it is illogical to
assune that parent debt is used to finance utility
equity.

Point No. 2. The rule is based on a
rebuttabl e presunption that parent investnents are
made in proportion to the parent's overall capita
structure. In practice, however, parent |evel debt
is often used for nonregulated or nonutility
pur poses. Subsidiaries frequently fund capital
expendi tures through retained earnings or utility
speci fic debt issuances, and hol di ng conpany
capital structures may not reflect the financing of
regul ated assets at all

Point No. 3. The adjustnent distorts cost of
service results and conflicts with
Comm ssi on-approved capital structure. The

Comm ssion routinely determ nes an appropriate
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capital structure for ratenmaking purposes based on
the utility's risk profile and financing
characteristics. Inposing an additional parent
| evel debt adjustnent can underm ne the
Commi ssion's own capital structure determ nations
and doubl e count |everage effects already reflected
in authorized returns, as we've discussed.

| have found no other -- this is point No. 4.
| have found no other state in the nation with a
conmparabl e adm nistrative rule that operates |ike
the one in Florida, and the FERC has had no such
requirement that | could find since as far back as
the early 1990s.

Comron approaches outside of Florida include
t he stand-al one or separate corporate taxable
i ncomre net hod, which independent -- incidentally,
is how we cal cul ate and report our incone taxes.
was not able to find a state that has a rul e that
resumes parent debt was invested in utility equity
t hat mandates a parent capital structure based tax
adj ustnent, or that has a nechanical formula
conparable to Rule 25-14.004(4).

In accounting interpretation Al93-5 in from
April 23rd, 1993, the FERC reaffirned that

jurisdictional rates nust reflect fully normalized

Premier Reporting

premierreporting.net
(850)894-0828 Reported by: Debbie Krick

APPX. - 35



30

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

i ncone taxes consistent with FAS 109, and tied tax
expense to the utility's recorded transacti ons, not
hypot heti cal financing at the parent |evel.

Point No. 5. Nothing in the rule's history
requires that the adjustnent remain mandatory into
perpetuity. Revising the rule would align the rule
Wi th contenporary regul atory practices, enphasizing
evi dence-based determ nations rather than
irrebuttabl e nechani cal adjustnents. The
Commi ssi on retains anple discretion to address
legitinmate tax and capital structure issues on a
case specific basis without a rigid rul e-based
mandat e.

No. 6. W will argue in our next rate case
that, as we did in direct testinony in our 2024
rate case, that the parent debt tax adjustnent does
not apply to Duke. So Duke Energy Florida's parent
hasn't invested equity into Duke Energy Florida
since 2009, and those bonds matured in 2014 and
2019. So Duke Energy Florida has been funding its
own operations with retained earnings and debt
i ssuances recorded on our books and records.

No. 7. Just a side point, incidentally,
excluding retained earnings fromthe fornmul a

creates an ever-increasing parent debt adjustnent
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that was never intended by the rule. So over tine,
regulated utilities routinely distribute earnings
to parents in the formof dividends.

When retained earnings are excluded, while
di vidend distributions persist, comon equity can
be driven to zero or negative val ues, and the debt
rati o can approach or exceed 100 percent. This
outcone is a fornulaic artifact, not an econom c
reality, because a parent conpany wth sustained
negative econom c equity could not continue to
access capital markets. Excluding retained
earni ngs produces nmat henmatically unstable and
unrealistic results that were not contenpl ated when
the rule was adopted. And we actually denonstrated
that in our mnimumfiling requirenents in our |ast
rate case.

I n concl usion, the Comm ssion already
possesses broad authority to disall ow unreasonabl e
or unsupported expenses. A rule nandated
adj ust nent reduces regulatory flexibility by
requi ring an outcone regardl ess of evidentiary
cont ext.

The parent debt adjustnment rule was upheld as
a valid exercise of authority when adopted, but

nothing inits history requires that the adjustnent
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remai n mandatory in perpetuity. Revising or
repealing the requirenment would remain consi stent
with the Comm ssion's ratenmaking authority and
align the rule with contenporary regul atory
practices enphasi zi ng evi dence- based

determ nations, rather than irrebuttabl e nechanica
adj ust nent s.

Revising the rule to elimnate the required
debt -- parent debt adjustnent woul d inprove
accuracy in cost of service analysis, enhance
regulatory flexibility and better align ratemaking
outcomes with actual utility financing.

For these reasons, Duke Energy Florida
supports revising the parent debt adjustnent rule
to renove the required parent debt adjustnent.

Thank you.

CHAI RMAN SM TH:  Thank you.

Ckay. Next we are going to nove to the topics
for discussion portion. So the way we are going to
do this is we have nine questions that each
st akehol der will be called upon to answer. Sone
guestions may not be relevant to all stakehol ders,
and if so, please let us know it's not applicable
to your organi zation. W can just keep noving on.

Comm ssi oners, what | amgoing to do, once --
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you are welconme to junp in at any point to ask
guestions, and then | will also circle back at the
end to make sure that if any ideas or thoughts cone
up, that you have another opportunity to ask those
guesti ons.

So |l wll ask the first question, and then |
will just go down the line as how we took
appearances. Again, if it doesn't apply, just we
can keep noving on, but we will kind of do it that
way, and hope that will keep the record a little
bit clearer.

So the first question is: \What the
st and- al one approach of public utilities
regul ati on?

M. Wight, you are first.

MR. WRI GHT: Thank you, Madam Chair.

The purple of stand-al one nethodology is to
mat ch the regulatory treatnent of a tax benefit
with the regulatory treatnent of the underlying
expense itemthat gives rise to that benefit,

t hereby, treating an expense and its resulting tax
destruction in a consistent nmanner.

Under this approach, only the utility's own
jurisdictional operations, costs, capital structure

and tax attributes are considered for ratenaking
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1 pur poses, consistent with how other cost of service
2 conponents are established in base rate

3 pr oceedi ngs.

4 CHAI RVAN SM TH:  Thank you.

5 Ms. Cuell o.

6 M5. CUELLO Good norning. | will keep this
7 brief just so we are not nuddying -- taking up a
8 ot of tinme, but we would agree with FPL's

9 definition of that.

10 CHAI RVAN SM TH:  Thank you.

11 Ms. Keating.

12 M5. KEATING FPUC and FCG woul d, |ikew se,

13 agr ee.

14 CHAI RMAN SM TH:  Thank you.

15 And, M. Wahlen, | think when you are -- you
16 have di fferent responses for the different

17 organi zations that you are representing.

18 MR, WAHLEN. Well, | was just going to say in
19 general that this is a very esoteric topic, and we
20 came today to learn nore than talk and listen, and
21 didn't really cone prepared with prepared answers
22 for these things, but we don't have anything to add
23 beyond what FPL and staff provided in their

24 presentation. And you may hear that from ne again
25 as we go down the list.
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MR, DEASON. Anmerican Water would agree with
FPL and staff's interpretation of the stand-al one
appr oach.

CHAIRVAN SM TH. M. Marshall.

MR. MARSHALL: | don't think we have anyt hing
to add to the technical definition, but I think we
wi |l have sonething to add about the facts of how
it's applied in the next question.

Thank you.

CHAl RVAN SM TH:  Sur e.

M. Rehw nkel .

MR. REHWNKEL: | don't really have anything
to add, but I do think it is a msdirection and a
myth that there is such a thing called stand-al one
approach to utility regul ation.

The Comm ssion has rules about the deferred
taxes on interconpany profits. There is issues
where you have adjusted the gross profit enbedded
in rate base before, so | don't think that's
somet hing that exists, so that's our position on
t hat .

CHAIRMAN SM TH:  Ckay. Thank you.

And, again, | will reiterate. Comm ssioners,
if you have questions regarding -- a specific

question, junp in any tinme, and then when we get to
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the end, you will also have anot her opportunity to
ask questions.

Ckay. Question No. 2: In what insurances
does the Florida Public Service Comm ssion rely on
t he stand-al one approach on setting utility rates?

MR, WRIGHT: To FPL's know edge, unless there
is arule otherw se, such as the parent debt
adj ustnent rule, the Comm ssion relies on the
st and- al one approach when establishing a utility's
revenue requirenments in base rate and other cost
recovery proceedi ngs.

CHAI RVAN SM TH:  Ms. Cuel l o.

M5. CUELLO That is Duke's understanding as
wel |, that the PSC uses the stand-al one approach in
ratemaki ng, with the exception of the parent debt
adj ust nent .

M5. KEATING That's ny take on the orders, at
| east as they apply to FPUC and FCG as well.

CHAI RVAN SM TH: M. Wahl en.

MR. WAHLEN:. Sane response. Thank you.

CHAI RMAN SM TH:  Thank you.

MR. DEASON. | would agree that the Comm ssion
uses the stand-al one approach other than the parent
debt adj ustnent.

CHAI RMVAN SM TH: M. Marshall.
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MR, MARSHALL: | think philosophically, the
Conmi ssion tries to, as it should, |ook at the
regulated utility as a regulated utility, but that
regulated utility has a lot of interactions with
their parent utility, and those are, you know,
those are affiliate transactions, which are, of
course, are they relevant, that we go through, we
| ook at, we nmake sure that the ones that are being
charged are prudent.

And so subsidiaries are not islands, and, you
know, | would say that it's also, when we have
| ooked at cost of service and return on equity, and
then putting aside the second parent debt
adj ustnent, we have | ooked at parent conpani es and
what they are directing their subsidiaries to do.
Those have al ways been relevant information in rate
cases. W have -- you know, | have personally
crossed witnesses on what the parent conpanies are
expecting of their subsidiaries, and why, you know,
how is it that beneficial to Florida ratepayers.

| don't think, in the world we live in with
t he parent conpani es that we have, that we can
exactly isolate the subsidiaries in Florida, and
sort of put blinders on as to what the parent

conpani es are expecting out of their subsidiaries,
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what directions that they are going.

And, you know, just for an exanple, as, you
know, the parent, for exanple, directs its
subsidiary to, you know, invest in a certain type
of energy resources. That can be rel evant
information as to whether that is actually prudent
and used and useful for Florida ratepayers. You
know, maybe that direction is for a reason that
isn't for Florida ratepayers, and that woul d be
rel evant information to be considered in a rate
case proceedi ng.

And so it's a conplicated -- | think it's a
conpl i cated question, because, | -- you know, |
think the ideas there is that we do want to | ook at
the regulated utility, but to the extent that a
parent's operations are inpacting that regul at ed
utility, that is relevant information that we want
to consider when | ooking at that regulated utility,
and | think, you know, the parent debt adjustnent
is part of that.

Thank you.

CHAI RMVAN SM TH:  Thank you.

M. Rehw nkel .

MR. REHW NKEL: Yes, | think -- | agree with

everything M. Marshall said is very on point, and
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| believe that it's al nbost inpossible to say that

t he Comm ssion does rely on the stand-al one

approach when setting rates.

| nmean, you take Duke. The vast majority of

t he enpl oyees that you m ght see before the

Commi ssi on bel ong to sonething called DEBS, the

Duke Energy Businesses. They have a service
conpany that is intertwined with the regul at ed
entity that you regul ate.

So | don't think you can parse it out. |

don't think you can separate it. | don't really

t hi nk t he stand-al one approach applies, except

maybe in sone very snall water, nom and pop water

compani es.

CHAIRMAN SM TH:  Ckay. Question three: Are

there any instances where the FPSC does not rely on

t he stand-al one? W already touched on that, but

does --

MR. WRI GHT: Yeah, our response would be the

sane for No. 2.

M5. CUELLO  Sane for Duke Energy, the
response to No. 2.

M5. KEATING Sane as far as | know.

MR. WAHLEN: Sane as ny previ ous response.

Thank you.
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MR, DEASON. Sane as ny previous response.

MR, MARSHALL: | will go with sane as ny
previous response. Thank you.

MR. REHWNKEL: | wll give it what | consider
an exanple of not, which is the asset optim zation
mechani smt hat takes gains based on profits that
are generated by utility -- utility custoner funded
assets and it transfers themto the sharehol ders,
and so | think that's a good exanple. [It's one of
many | could sit here and regale you with today,
but I know that you don't want that. That's ny
mai n exanple. Thank you.

CHAI RMAN SM TH:  Thank you.

COW SSI ONER LA ROSA:  Question.

CHAI RVAN SM TH:  Yes, Conmi ssioner La Rosa.

COWMWM SSI ONER LA RCSA:  Quick foll owup, naybe
not necessarily to that point, but naybe to the
point in the previous question. And you brought
up, | thought, or you went down an alley that I
think maybe strikes a little bit of a cord.

Do you feel that naybe there is a spot or a
consi deration where snmaller utilities mght have a
possi bly separate rule when it cones to what we are
di scussi ng today, when it tal ks about the parent

debt, where naybe the parent debt isn't applicabl e?
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OPC, sorry. | am happy to hear fromFlorida Ri sing
as well, because | think you guys are naybe
conjoined in the direction and the thoughts on
this.

MR. REHW NKEL: Conmi ssioner, | had not
considered that. | think the rebuttable

presunption el enent of the rule would cover that.

| have seen small -- smaller utilities nmeet the
presunption. | have seen larger utilities not neet
it. 1 certainly would need to think about that
nor e.

| think -- as | have said, | think the rule,

would fine, and I think the rebuttabl e presunption
is a safety net that the utility industry and the
Commi ssion are able to rely on.

COWM SSI ONER LA ROSA:  And the reason | asked
that question is | think the | andscape is changing
alittle bit when it cones to smaller utilities,
specifically water utilities, but I -- you just
kind of struck a cord. And | am happy to hear from
Florida Rising if you would |love to weigh in.

MR. MARSHALL: | don't think |I have -- we have
anything to add. As you can probably tell from our
remar ks, our focus has been on the electric and

i nvestor-owned utilities. And | realize this rule

Premier Reporting

premierreporting.net
(850)894-0828 Reported by: Debbie Krick

APPX. - 47



42

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

applies to all utilities subject to utilities
jurisdiction, but water utilities is just sonething
we, Florida Rising hasn't really | ooked at, so |
don't have a good answer you for.

COWM SSI ONER LA ROSA:  Thank you. And maybe a
little bit to ny point is | kind of feel like
sonmeti nes maybe they are left out, and obviously
still a substantial ratepayer and a substanti al
utility in our state.

Thank you, Madam Chair.

CHAI RVAN SM TH:  Thank you.

Yeah, and I will just, before | nove to the
next question, just remnd y'all that if there are
foll owup questions fromthe, you know, that we
have fromthe bench, you can al ways put those in
t he postworkshop conments, it just gives you a
little bit nore tine to think through things. So
there is still nore opportunity to work through
this.

Ckay. Question 4: Wat is double |everage?
It sounds like an exam | am putting you all on
the line, yeah, | amcold calling all of you.

M. Wight, you are up first.

MR. WRI GHT: Thanks, Madam Chair.

We agree with staff's description of double
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| everage. It's a financial concept rather than
requi red accounting treatnment. And the concept
often raised in ratenmaking di scussions to argue
t hat parent |evel financing should affect a
utility's allowed return on tax treatnent.

M5. CUELLO Duke woul d al so agree with
staff's definition of double |leverage. It's
essentially where the parent raises debt and

invests the noney and equity into a subsidiary.

M5. KEATING | couldn't personally explain it

nmysel f, but | agree with staff's interpretation

wel | .

MR. WAHLEN. We agree with staff's definition.

MR. DEASON: | agree with staff's definition.

MR. MARSHALL: | don't have anything to add to
the technical financial definition, but regarding

t he next question, we will have -- you know, how it

applies here, and we have thoughts that apply.

CHAI RVAN SM TH:  Sure.

MR. REHW NKEL: Yes. | think it's -- | don't

have a di sagreenent. | thought M. Wight said

the end about tax treatnent, but it's a financi al

principle that applies to capital structure and

capitalization, and the WACC, or the weighted

overall cost of capital. | don't think it applies

a

IS

as

at
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to the parent debt adjustnent, so -- but | do agree
that it is a balance sheet issue.

CHAIRVAN SM TH: Al right. Question 5: How
does double leverage relate to the parent debt
adj ust nent .

MR WRIGHT: | hope | listened correctly. |
amgoing to get this one right.

CHAIRMAN SM TH:  Sorry, you get to go first.

MR, WRI GHT: When a parent conpany uses debt
to invest in a regulated subsidiary and files a
consol i dated inconme tax return, the interest
expense on the parent's debt produces a
consolidated tax liability.

The current parent debt adjustnent rule
continues to apply a limted consolidated tax
adjustnent to inmpute the tax savings realized in
the consolidated tax return fromthe interest
expense on a parent debt's -- on a parent's debt to
the regulated utility.

CHAI RMAN SM TH:  Thank you.

M5. CUELLO The PDA rule applies if a parent
i ssues debt for the purpose of downstreani ng that
nmoney to the subsidiary utility.

CHAI RMAN SM TH:  Ms. Keati ng.

M5. KEATI NG Sane response as before.
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1 CHAI RMVAN SM TH:  Thank you.

2 MR. WAHLEN. And ne as well. Thank you.

3 MR. DEASON: | amgoing to stay away fromthe
4 technical definitions that we just heard. M,

5 speaking as -- and | amnot an attorney, by the

6 way, so | think I amthe only one down here that's
7 not an attorney. | just want to nake that

8 clarification. | amactually an econon st by

9 trade, and a cost of capital witness for ny

10 conpany.

11 On a very high level, | consider this to be

12 kind of a backdoor approach to a double | everage

13 adjustnent. It's not your textbook double |everage
14 adj ustnent that you typically see in other

15 jurisdictions that have tried this and now

16 conpl etely rejected, where you are basically

17 changi ng a operating subsidiary's capital structure
18 to be nore inline with the parent's capital

19 structure irrespective of the risk that is being

20 taken by, and the exposure of risk by the equity of
21 t he operating subsidiary.

22 Essentially, instead of doing it that way, you
23 are just making adjustments on the inconme tax. You
24 are basically running it through the incone taxes
25 instead of reflecting it on the capital structure
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in aregulatory rate proceeding. That's probably
the best way | can describe it.

CHAI RVAN SM TH:  Thank you, M. Deason.

M. Marshall.

MR. MARSHALL: | think that's far better than
| would be able to describe it. |It's not
technically -- it's not double |leverage. | nean,

what it is, is who gets to take the deduction of
the debt, the interest on the debt. And since it
is -- you know, the presunption of the parent debt
adjustment rule is that if it's being invested in
the subsidiary, so it's part of the subsidiary's
capital structure, you know, rebuttably presuned to
be there, that the subsidiary -- that it's the

rat epayers who are funding that subsidiary that are
going to be able to take advantage of that
deduction and not the shareholder. So it's not
doubl e | ever age.

CHAIRMAN SM TH:  Ckay. M. Rehw nkel .

MR REHWNKEL: | think | agreed with
everything that M. Wight said about the
mechani cs, but | want to reiterate that Public
Counsel believes that, strongly, that this is an
affiliate transaction rule. The way we | ook at it

is the custoners provide a pretax return on the
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equity conponent of the capital structure, and the
rate -- the investor at the parent |evel funds a
part of that, absent the rebuttable presunption
bei ng nade, with debt that's tax deductible. So
your giving a equity return to the parent on a cost
that is tax deductible. So that's why we say it is
an affiliate transaction correction to this
affiliates relationship that provides investnent
support to the utility operations.

So | just don't see it -- | nean, strictly
speaki ng, if double |l everage is just putting the
parent's debt into the equity of the subsidiary,
technically it neets that test. But the essence of
the transaction and the essence of the rule is to
protect against an affiliate transaction
over paynent .

Thank you.

CHAI RMAN SM TH:  Conmi ssi oner Otega.
COW SSI ONER ORTEGA:  Yeah. Thank you. |
actually had a question for Duke, but that pronpted

anot her questi on.

| like the way you described it as -- not for
Ms. Cuello, for Ms. Qivier -- as a downstream fl ow
to the subsidiary, but |I thought you heard you

earlier saying that that's not applicable to Duke
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because Duke has its own financing. Could you
el aborate a little bit on that for ne?

M5. OLIVIER Sure. So the -- so Duke has a
parent, and we have nultiple subsidiaries. And so
t he parent, you know, could issue debt to,
downstream to a particular utility, maybe it's to
purchase a utility. That's what happened to us
back in the, I guess it was the 2000s, when
Progress Energy bought Florida Power with virtually
all debt, and so there was -- there was a tinme when
t hey had i ssued sonme bonds, downstreaned it to Duke
Energy Florida as equity, and in the 2009 rate
case, the Comm ssion voted to have us make that
parent debt adjustnent.

Wl |, those bonds all matured, and since then,
Duke Energy purchased Progress Energy, and has
mul tiple other subsidiaries. They did not
downstreamthat -- any debt to us at that point.
Those bonds matured in 2014 and 2019, so we are
going to argue that we don't have a parent issuing
debt to infuse into the utility. Since then, we
have been divi dending noney up to the parent. And
so | hope that answered that question.

COW SSI ONER ORTEGA:  Yeah. And just a quick

fol | ow up.
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So in -- when you file your MFRs, with the
current rule, you also file testinony and evi dence
to exenpt yourself fromthe rule, is that fair to
say, or --

M5. OLIVIER That's right.

COWM SSI ONER ORTEGA:  -- why it may not apply
to you?

M5. OLIVIER That's exactly right. That's
what we will say. Now, we are required to provide
an MFR that does that cal culation on one of the C
schedules. | can't renenber if it's C24. But one
of those schedul es requires us to make that
cal cul ation

And if you | ook at our parent debt, because we
have to exclude retai ned earnings at the parent
| evel, the debt is just -- it just goes up, up and
up every year, and it's not realistic that we would

have that nuch debt in that calculation. So we

feel like the calculation is flawed to begin wth,
but we also feel like it does not apply to us going
forward

COWM SSI ONER ORTEGA:  Thank you.
And if | can, just another question.
Coul d you hel p ne, OPC, understand why the

distinction of affiliate transaction i s so
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inmportant? | keep hearing you reference the rule
in that way, and | just want to understand why t hat
di stinction.

MR. REHW NKEL: Yes. Thank you.

Well, we think it's the bedrock for why the
Commi ssion made this adjustnment in that there is a
| evel of unfairness, that the custoners provide an
equity return on a cost that is, absent the
rebuttal, a tax deductibl e expense and not a
taxable cost. So that's why we feel like it's an
affiliate transaction oversight in its broader
sense. So that's why it's inportant to us.

And if | could say one nore thing about -- to
the Duke situation. | -- Ms. Oivier is absolutely
ri ght about the facts of what happened in the | ast
case. | just want to make sure that everybody
understands that we settled that case. W have
some | anguage in the settlement agreenent that
covers this situation. So everybody kept their
powder dry and we will address it in the next case.

So they have their point. W have our point
about how facts |ayout and the rule applies. But
she is absolutely right about the testinony they
filed and how they presented the MFRs, but there is

alittle bit different story that's in the
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settlenent, so we just kept our powder dry.

Thank you.

COWM SSI ONER ORTEGA:  Thank you.

CHAI RMAN SM TH: Ckay. (Good.

The next question you lawers will like, so it
won't be as technical.

Do either of the cases cited in the agenda,
that's Hawki ns or General Tel ephone, preclude the
PSC from anending the rule to discontinue using the
parent debt adjustnent? If so, which one and why?

MR. WRI GHT: Thank you, Commi ssi oner.

Short answer from FPL's perspective is no. In
Citizens versus Hawkins, | would direct your
attention to pages 259 and 260 of that order. The
Court concl uded that each determ nation nust be
based on specific independent findings supported by
substanti al evi dence.

The Court did not mandate the application of a
consol i dated tax adjustnent approach, and, instead,
found that such an approach was appropri ate because
it was the only approach supported by the evidence
of record in that case.

I n General Tel ephone versus Florida Public
Service Commi ssion, | would direct your attention

to page 1060. The Court held there that the parent
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debt adjustnent is not the only correct nethod for
determning a utility's incone tax expense, and
that the limted consolidated tax adjustnment
adopted in Rule 25-14.004 was a discretionary
policy choice for the Conmm ssion.

| would also direct your attention to page
1068 of that sane order, where the Court expl ai ned
t hat the Conm ssion, quote, "is not bound to any
predeterm ned formula for cal cul ati ng any cost of
servi ce expense, but is, instead, free to use any
met hod which will enable it to ascertain the actua
cost to the utility."

So | think under both those hol di ngs, when
those orders are read and not relying on dicta,
think the short answer to question No. 6 is, no,
the Comm ssion is not precluded from anendi ng the
rule to discontinue the parent debt adjustnent.

CHAI RMAN SM TH:  Thank you.

M5. CUELLO Duke will take the sane position,
that we don't believe either one of these cases
precl udes the Comm ssion fromanmending the rule to
di scontinue the use of the parent tax adjustnent.

MS. KEATING FPUC and FCG agree as wel |

MR WAHLEN: | guess | am open to being

per suaded ot herw se, but we tend to agree with FPL
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MR. DEASON: I n ny professional opinion, those
cases do not preclude the Conm ssion from changi ng
those rules if they deemthat appropriate.

CHAIRVAN SM TH. M. Marshall.

MR, MARSHALL: The two questions -- the two
cases were in different procedural postures, and
there was no rule at stake in Citizens V Hawki ns,
so | -- you know, certainly good support in that
case for the approach that the Conm ssion did take
in adopting the rule that it did, which, you know,
obviously the Court then upheld in Genera
Tel ephone Conpany V Florida Public Service
Commi ssion. There were a |lot of well supported
findings that the Court agreed with as to why the
rule should be the way it is in that case.

Now, does that legally preclude as a bar from
this comm ssion attenpting to repeal that rule if
there is a well-devel oped record? | nean, | don't
think it procedurally bars the Comm ssion from
goi ng down that road, but | also don't think we
woul d be barred fromusing that case to argue why
the existing rule is well-founded and supported by
t he | aw.

CHAI RMAN SM TH:  Thank you.

M. Rehw nkel .
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1 MR, REHW NKEL: Thank you.

2 | agree wwth M. Mrshall, of course. But to
3 me, the issue isn't can you do it, it's should you?
4 You know, what does the Conm ssion want its | egacy
5 to be? Do you want it to be that we went out of

6 our way to repeal a rule that keeps custoner rates
7 down?

8 | -- you know, the United Tel ephone case |

9 comrend to you, because | think that is a third

10 case that strongly supports your authority. | have
11 heard in nmy 40 years practicing before this

12 comm ssion that the Comm ssion has broad authority.
13 | think the Legislature asked you to exercise that
14 for the good of the public and in the public

15 interest. So we would urge you not to recede from
16 the rule and to rely on the Suprene Court's

17 wel | -reasoned support for this adjustnent.

18 Thank you.

19 CHAI RMAN SM TH:  Thank you.

20 Ckay. Next question: Does the parent debt --
21 does the parent debt adjustment increase or

22 decrease rates in the short-termor in the

23 | ong-tern?

24 MR. WRIGHT: This question is not applicable
25 to FPL. FPL issues its own debt. |Its parent,
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Next Era Energy, does not issue debt to invest in
FPL.

M5. CUELLO The PAA has the effect of
decreasing rates, and the inpact to DEF residenti al
customers is about a quarter per nonth.

M5. KEATING | think the effect is to reduce
rates, but the Comm ssion hasn't applied the parent
debt adjustnent, or hasn't required an adjustnent
for FPUC or FCG in the past several cases.

MR. WAHLEN: Peopl es and Tanpa El ectric both
expl ained the effect in their responsive data
request. It does reduce the revenue requirenent.

CHAIRMVAN SM TH: M. Deason.

MR. DEASON. In ny professional opinion, in
this short run, it can lower rates, but in the |ong
run, | think it would increase rates through higher
cost overall cost of capital that would be placed
upon the utility.

CHAIRVMAN SM TH: M. Marshall.

MR. MARSHALL: As we heard for the -- just
focusing on the investor-owned electric utilities
-- that the, you know, for Duke it is a -- it does
decrease rates. Although, it sounds like, you
know, whether the long-terminpact of that will be

an issue in the next rate case as to the
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applicability of the rule.

For TECO it is a sizeably bigger inpact on
decreasing rates under the parent debt adjustnent
rule, and based on -- | have it here sonewhere,
that it's over a dollar per thousand kil owatt hours
per nonth for the average residential custoner,

t hat adjustnent for TECO which is considerable.

On the long-term side, we have seen -- at
least in nmy rate case experience, | have seen no
evi dence goi ng through these rate cases that the
parent debt adjustnent rule is -- has been pushing
upward pressure on the return on equities in
Fl ori da.

When we hear about why ROEs in Florida need to
be higher than they are nationally, it's because
of, you know, we are hit by storms. W have a | ong
coastline, and, therefore, are subject to different
ri sks than other states and other utilities
t hroughout the nation are. W have not heard that
the reason is because of the parent debt adjustnent
rule as to why ROEs are high in Florida.

And again, | would point to FPL as the one
t hat has gone to this conm ssion and been awarded
t he highest ROE of any regul ated i nvestor-owned

utility, electric utility, in the |lower 48 states,
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receives the highest RCE isn't being subject to
this rule. They have -- as you heard, they issue
their own debt, so there isn't that increase.

And so the idea that, in the long-term this
is going to push return on equities even higher in
the state, | just don't think there has been any
evi dence presented to that effect.

Thank you.

CHAI RVAN SM TH: M. Rehw nkel .

MR. REHW NKEL: Yes. | agree with Duke and
M. Wahlen for the Enera conpani es.

| will say this, we alluded to it, or maybe
nore than alluded in our conmments | ast week that if
this rule repeal goes forward, we intend to ask for
a drawout, an evidentiary hearing to detern ne
things |li ke what M. Deason referred to, which is
are there facts on the ground that denonstrate that
the long-termram fications of applying this rule
is to increase costs. W think you should take
evi dence on that rather than hear specul ati on about
it.

| amnot aware in the cases that | have been
involved in where a credit rating agency has
wei ghed in and said, man, this is killing the cost

of capital or the debt rating for this conpany
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1 because you have had this rule down in Florida.

2 They were much nore concerned about PPAs and this
3 phantom equity issue that the Commission finally

4 di sposed of in the early 2000s -- or the late

5 2000 -- late -- in the 2009 tinefrane.

6 So we think you should take evidence on that,
7 not specul ate about whether there is any long-term
8 inpact of this rule on the cost of capital -- |

9 mean the revenue requirenents of a utility.

10 Thank you.

11 CHAI RVAN SM TH:  Comm ssi oner O ark.

12 COW SSI ONER CLARK:  Yeah, Madam Chair, | just
13 would -- | want to nmake sure we have Florida Rising
14 and OPC on the record. You don't have an opinion
15 as to whether or not this will increase or decrease
16 custoner rates?

17 MR, REHW NKEL: Well, | said | agreed with

18 Duke and - -

19 COW SSI ONER CLARK: That it will decrease

20 customer rates by adopting the rule?

21 MR, REHW NKEL: By keeping the rule the way it
22 is. If you repeal the rule, it will cause rates
23 for certain utilities that can't neet the

24 rebuttabl e presunption, it should have upward

25 pressure on the revenue requirenment and on rates.
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COW SSI ONER CLARK: By adopting the rule?

MR. REHW NKEL: No, by -- yeah, by anmending
the rule, or repealing the adjustnent as we have
known it for 50 years.

COWM SSI ONER CLARK:  Ckay.

MR. REHW NKEL: Yeah, | amsorry for the
conf usi on.

COWM SSI ONER CLARK:  Fl orida Rising.

MR. MARSHALL: Yeah, | am sorry, Commi ssioner
Clark, for the confusion. But, yes, we know from
TECO s response that if the amendnment to the rule
was adopted that rates would go up by -- and the
i npact woul d be expected to be over a dollar per
nmonth for a thousand kilowatt hour bill, so --

And for Duke, | think it depends on the future
of what their next rate case |ooks lIike, and the
facts as to whether the current rule would apply or
not to Duke as to whether those short-termi npacts.

And the long-terminpacts, we think that the
short-terminpact would just be anplified over the
long-term That is our expectation, and so,
therefore, long-term if the amendnent process was
to nove forward, rates would be increased,
especially for TECO s residential custoners. And,

you know, we have heard argunents to the contrary
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1 as to what the long-terminpacts woul d be, and

2 that's what we just don't think there is any

3 evi dence for.

4 CHAIRMAN SMTH:  And | just -- | nean, so you
5 just said a dollar per nonth thinking -- | just --
6 | think we got fromthose data requests, those

7 amounts from Duke, TECO and PGS are a little bit

8 | ower than that. Can you reconcile those nunbers?
9 MR. MARSHALL: Yeah. | amjust |ooking at the
10 | atest data why to TECO request nunber two filed
11 April 2nd, 2026. It was estinated, based on the
12 | ast rate case, that the current rule reduced the
13 monthly bill for residential customer on a thousand
14 kil owatt hour basis per nonth by $1.12. That's

15 where | got the over dollar inpact from you know,
16 presum ng that the inpact would be of simlar

17 magni t ude novi ng forward.

18 CHAIRMAN SM TH: Ckay. And you don't -- and
19 for the other conpanies -- | guess | amjust

20 | ooking. The other conpanies would be a little bit
21 |l ess -- would be less than a dollar, but --

22 MR. MARSHALL: Right, that's why --

23 CHAIRMAN SMTH.  -- still, yeah.

24 MR, MARSHALL: Yes.

25 CHAI RVAN SM TH: Ckay. Conm ssioners, other
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-- Conmm ssioner Otega.

COWMM SSI ONER ORTEGA:  Thank you.

| think you guys asked ny question, but I
wanted to hear it fromthe utility conpani es that
answered the data request. Can | assune, al
t hi ngs bei ng equal but for the presunption, that if
it were to -- if we elimnated the rule, that we
woul d have an increase in the rates simlar to what
was provided in the data requests fromthe utility
conpani es? So from TECO and then from PGS. So |
guess just you, M. Wahlen, and | have heard from
Duke.

MR. WAHLEN:. Al other things being equal,
yes. W took a run at the presunption a while ago,
maybe 2008, 2013. | can't renenber. Things nay
have changed. W may have anot her shot at that in
the future. But all other things being equal, as
econom sts say, it would have the effect in the
data request.

CHAI RVAN SM TH:  Yeah, Conmi ssioner La Rosa.

COW SSI ONER LA ROSA:  Can | ask a
clarification question of staff?

So there is a chart that was -- that's
assenbl ed that conmes fromthe data request that |

think is just being referenced, and then it
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references three dockets. Can | just verify that

t hose nunbers are accurate? | heard Duke say a
gquarter, but, obviously, we talked a little bit

about TECO bei ng $1.12.

MR, CI CCHETTI: Yeah, the anobunt on this page

came fromthe responses.

COWM SSI ONER LA ROSA:  kay. Al right. Just

maki ng sure that we are tal king about the same
thing, and | amat |east conparing to what | thi

| am heari ng.

CHAIRVAN SM TH:  Sorry. And then nore of a

clarification. Those are the nunbers if the rul
is anended, or those are the nunbers as current,

under the current rule?

MR. ClI CCHETTI: Those are the anounts of the

inpact fromthe | ast rate case when the adjustnent

was - -

CHAIRVAN SM TH:  So we do have the information
-- because | think we would be curious to know what

the -- if the rule is amended, what the bill inpact

woul d be --
MR. CI CCHETTI: Well --
CHAl RMAN SM TH:  -- under the anended rul e.

MR CICCHETTlI: Right. Under the anended

rule, the parent debt adjustnent woul dn't be made,

nk

e
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and so these decreases woul d not happen.

CHAIRMAN SM TH:  But as OPC alluding to, th
bills would go up. Do we know by how much? Do
have even an esti mate?

MR. ClI CCHETTI: Yep, by this anmount, based
the | ast rate case.

CHAIRMAN SM TH:  Ckay. So under the anende
-- under the -- this proposed anended rule, that
how much they would go up by?

MR Cl CCHETTI: Yes.

CHAI RMAN SM TH.  Ckay.

MR, REHW NKEL: Madam Chai r man, just --

CHAIRMAN SM TH:  Let, yeah, Comm ssioner C
and then we will go to you.

COW SSI ONER CLARK:  That was my point, Mad
Chai rman, is |ooking at the handout that we were
given. It appears this is under the proposed

anendnent that it is down. That was what | was

trying to get clarification on as well. Thank y
for that.
MR, REHW NKEL: | would just ask that -- |

don't think we have received the docunent that
Commi ssi oner La Rosa nentioned, and | would just
ask that for postworkshop comments, that if that

could just be put into the record so we can see

e

we

on

d

's

ar k

am

ou

it?
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CHAI RVAN SM TH:  For sure. W wll ask staff,
they can -- you can put that in the record, right,
or into the postworkshop comments? | amgetting
head nods so --

MR. REHW NKEL: Thank you.

CHAIRVAN SM TH.  Okay. W are going to nove
to question 8  So question 8: \What are the
argunents for and agai nst the parent debt
adj ust nent ?

MR. WRI GHT: Argunents for, it reflects a
consol i dated tax savi ng.

Argunent against, it continues to apply a
limted consolidated tax adjustnment, which is
entirely inconsistent with this comm ssion's
practice of, as well as many and nost
jurisdictions, of determining the utility's incone
t ax expense on a stand-al one basis.

The true effect of this parent debt adjustnent
is to reduce the utility's income tax expense bel ow
the actual inconme tax expense reflected on the
utility's income statenent, which, all things being
equal , reduces the utility's ability to earn its
aut hori zed rate of return.

M5. CUELLO. Duke Energy has already presented

our position on the parent debt adjustnent through

Premier Reporting

premierreporting.net
(850)894-0828 Reported by: Debbie Krick

APPX.-70



65

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Ms. Qivier's comments, so if you have any ot her
guestions, | would be happy to answer those.

M5. KEATING We have al so -- FPUC and FCG has
also filed joint coments earlier in this
proceeding. | would just note that, again, while
the rule has been applied to FPUC and FCG the
adj ust nent has not been nade.

COWM SSI ONER CLARK: M. Wahl en.

MR. WAHLEN. We have heard all of the pros and
cons today. | don't have anything el se to add.

Thank you.

COW SSI ONER CLARK: M. Deason.

MR. DEASON: | would agree with FPL's
assessnent, that it does artificially bring down
your RCE, and nmekes it very difficult for a utility
to achieve that authorized rate of return in your
RCE.

Anot her high level, things that --
repercussions that can occur. |f you do have
troubl e achi eving your return, that could
potentially lead to a higher cost of debt, which
ultimately leads to a higher wei ghted average cost
of capital, which |eads to a higher rates for
cust omers.

Additionally, to that, another way to | ook at
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it is look at ny conpany, American Water. W are a

very | arge conpany, 26 to $30 billion market cap.

We can achieve -- we can acquire debt |ower than
any other water conpany in the country, by far. In
fact, | ampretty safe to say that, and |I know t hat

we are an A rated conpany, and recently researched
by Dr. Moore out of Ceorgia State has shown t hat
utilities with an Arated credit rating do provide
the | owest cost of capital to their custoners,
which is a great benefit to all the customer of
American Water, but we also don't have any
customers in Florida. There are no publicly traded
conpanies in Florida on the water side. Just
speaki ng just for water conpanies.

So | think this debt rule that we are talking
about, in the long run, it can raise a conpany who
is operating in Florida's cost of capital. It also
chases capital away. A rule like this keeps ny
conmpany fromcomng to Florida, and other utilities
as well, which | think is a detrinent to the
citizens of the state of Florida. You want to be
able to attract |low forns of capital and | ow cost
of capital, and conpani es that can acquire that
capital at the | owest possible cost, but they are

not com ng here, at |east for water conpanies, they
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are not comng here. You are not seeing that at
all.

So |l will just kind of leave it at that.

CHAI RVAN SM TH:  Thank you.

M. Marshall.

MR. MARSHALL: Maybe there is a bit of a
di vide here, but we've seen no evidence that the
el ectric conpani es are having any trouble finding
capital to invest in Florida. W see no evidence
that if this rule were to be anended, that sonehow
returns on equity would go down, or that sonehow
that, under the current rule, the electric
investor-owned utilities are struggling to stay
Within their, you know, hit m ninum bound on their
RCE. It's just -- it's not there | ooking at the
earni ngs surveillance reports. They are earning
sufficient returns and a fair return on their
investnent in the state, and we woul d argue well
beyond what we think is a fair return on their
investnent in the state.

So we just -- we don't see any reason at this
point to change the rule that would have this
detrimental rate inpact, especially for -- you
know, again, just |looking at the electric side --

for TECO s custoners.
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Thank you.

CHAIRVAN SM TH: M. Rehw nkel .

MR, REHW NKEL: Thank you, Madam Chairman. |
am obviously pro rule. | don't have any argunents
against the rule, but I, again, would reiterate
that if there are to be facts that bear against the
rule, we ought to have an evidentiary hearing on
that if we are going to go forward with this
repeal. So we would say -- we would hold our
opi ni on about facts against the rule until there
has been a draw out and an evidentiary hearing.

Thank you.

CHAI RMAN SM TH:  Thank you.

Al right. The final question -- this is kind
of a overall: Does any stakehol der have any ot her
guestions or concerns that they want to di scuss?

MR. WRI GHT: Thank you, Madam Chair.

FPL wi shes to thank your staff and your
General Counsel for their efforts to provide
greater clarity and gui dance regardi ng the
determ nation of reqgulated utilities' federal
i ncome tax expense in Comm ssion proceedi ngs.
Wil e the parent debt adjustnment is not applicable
to FPL because it independently issues its own

debt, FPL supports staff's proposal to anend the
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rule to provide better guidance and clarity, and
avoi d potential disputes in ratenmaking proceedi ngs
before this conm ssion.

Thank you.

M5. CUELLO Duke doesn't have any questions
or comments, but we would |ike to say that we
support staff's recommended anendnents to this
rule, and just want to thank themfor all the work
t hey have put into this.

M5. KEATING FPUC and FCG al so want to thank
staff for bringing this all together, and we
support staff's changes.

MR. WAHLEN. W are happy to be here. W
| earned a lot, and | assune there m ght be sone
post - heari ng conments opportunities, so we wll --

CHAI RVAN SM TH:  Yeah. Yeah. W will have
post wor kshop comment s.

MR WAHLEN: Yeah, we will reserve our
comments until then.

Thank you.

MR. DEASON. |, too, would support staff's
recomendation in the repeal of this rule.

MR. MARSHALL: | just wanted to thank you for
heari ng our concerns on behalf of Florida R sing

today, and we | ook forward to the opportunity to --
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appreciate the opportunity to present postworkshop
hearing comrents.

Thank you.

MR. REHW NKEL: Despite my coments at the
begi nni ng about not appreciating being here, |
woul d l'i ke to thank the Comm ssioners especially
for your interest in this process and the
guestions. | have been doing this for 40 years,
and | al ways appreci ate when the Conm ssioners take
an interest in a matter and ask thoughtf ul
guestions |like you have done today, and so | want
to thank you for that.

Thank you.

CHAI RMAN SM TH:  Thank you.

Al right. Conm ssioners, do y'all have any
addi ti onal questions or comrents here?

Yeah, Commi ssioner La Rosa. Ch, it is? Ckay.

| amsorry. | always forget to | ook
COW SSI ONER LA ROSA: | forget to press the
butt on.
CHAIRMAN SM TH: | nove ny head around.

COW SSI ONER LA ROSA:  It's just convenient, |
can just grab your attention. Thank you, Madam
Chai r.

| guess this question is he for staff, and
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then I will make a comment maybe dependi ng on ki nd
of what | hear.

We junped right in, right. And | appreciate
it. W got, like, right into the weeds. That's
awesonme. But maybe better hel p nme understand,
because we started by tal king about Florida is not
inline kind of with the regulatory world of where
t hi ngs have shifted or where things have altered.
| thought | heard some discussion about FERC. |
saw -- it certainly was in the presentation about
how now FERC s regul atory formul a has changed in
t hei r approach.

| guess help nme better understand where
Florida lies in conparison to other states. Have
ot her states nmade changes? And | guess what | am
trying to get tois what is the benefit for our
state and our custonmers? Because | sonetines think
we are a little bit different fromthe rest of the
world, or the country.

MR CICCHETTI: | think in Duke's conments,
you heard that no other state makes this type of
adj ust nent .

COW SSI ONER LA ROSA: Has that al ways been
t he case?

MR, CICCHETTI: No, that has not al ways been
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the case. This issue has evolved over tine --
COW SSI ONER LA ROSA:  Right.
MR. ClICCHETTI: -- and as nore academc
studi es were presented, and as the issue got
fl eshed out, Comm ssioners and FERC changed t he
position on how this should be handl ed.
COW SSI ONER LA ROSA: | guess where -- ar
late to the party? |Is that a good answer -- or

good question? Are we late to the party in the

sense that has there been a | ot of changes? Has

t here been nore recent changes by other states?
was it a while back, and we are just -- we have

j ust been pushing this off, as | think was spok

fewtinmes, that this is, you know, 40 plus years?

MR. Cl CCHETTI : | think staff has tried to

address this over tinme over the years. M

under standi ng was recently lowa and M ssouri had a

doubl e | everage adjustnent, but they no | onger
that, so | don't think there is anybody in the
country that's making that type of adjustnent,
variant of the double | everage adjustnent. So
t hi nk, you know, for lack of a better term we
alittle late to the party.

COW SSI ONER LA ROSA: kay. And that's f

And | appreciate that insight, and kind of what

ir

e we

a

O

en a

do

or
I

ar e

air.

's
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happeni ng around the country.

Madam Chair, | don't knowin if this is a good
time just to kind of nmake a quick comment. | don't
know i f we have another bite at the apple.

CHAIRMAN SM TH:  Ch, yeah. Oh, yeah. You --
it is a workshop, so we are just -- this is --

COM SSI ONER LA ROSA: | love the informality.

CHAI RMAN SM TH:  Yeah. Yeah.

COW SSI ONER LA ROSA: That's why | didn't
wear a tie today.

CHAIRMAN SMTH:  No ti es.

COW SSI ONER LA ROSA:  Yeah, |'mjust kind of
winging it alittle bit, but I kind of feel |ike I
al ways do that.

So |l will just say this. | am/looking forward
to hearing the responses. | do think that the
conversation was robust. | think this is
necessary. | think if anything in the
pol i cy- maki ng process, | think you should al ways be
| ooki ng at what you are doing, always be | ooking at
chal | enges, always | ooking at advanci ng our state,
which is, you know, | believe one of our prinmary
goal s here and necessities.

| guess what | would love to see in the briefs

is maybe a point to -- and | am | ooki ng over at
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Florida Ri sing and OPC, because | probably would
expect this and wouldn't have to say this
necessarily, but |ooking at where our rate inpacts
are and just real world exanples of where the
benefits or, frankly, the lack of benefits. And I
woul d expect that anyways, but | can't just tell
you how inportant that is at this point in tine.

Maybe there is -- maybe there is a timng
scenario with this rule change. Maybe it doesn't
have to be a whatsoever. | don't know. | am
still, I believe, comng to conclusions, and I am
| ooking forward to kind of reading the additional
briefs.

And | want to know, is there an opportunity to
advance our state? | heard sonme good di scussion, |
believe, fromthe water conpanies. | would love to
hear nore about that, and | am happy to give you a
chance to respond, and tell us what are those
hurdl es? Wiy woul d a custoner benefit?

| think I have isolated naybe water conpani es
certainly here today, and a few tinmes in recent
past agendas, because | am concerned about aging
infrastructure. | am concerned about custoners
that are ingesting an elenent, right, that we

regulate, and I just want to nake sure that we are
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doi ng everything that's possible.

So, Madam Chair, if it's okay just to have
maybe - -

CHAIRMAN SM TH. M. Deason, if you want to
respond.

COWM SSI ONER LA ROCSA:  -- M. Deason respond
to have if that's what you are indicating --

CHAIRMAN SM TH:  You can al so save for your
post - heari ng comments.

MR. DEASON:  Yeah, | would agree with that.
Yes. | mean, there definitely having a better
regul atory environnent for water conpani es would be
great, because you want to attract that capital,
that | ow cost of capital to conme to your state.

| just want to provide a little bit of
clarification what Mark was tal ki ng about ot her
states, and how t hey have treated doubl e | everage.
I f you want to | ook at sone of the recent decisions
t hat address double |l everage, | would point you to
| owa Anerican Water Conpany's docket RPU 2016-002,
so 10 years ago. That is one where the Commi ssion
had a | ongstandi ng practice of accepting doubl e
| everage. That specific docket that is the first
time they rejected double | everage, and they go

into great detail on the justifications for
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basically taking a 180 on a double | everage
adjustnent. So | woul d encourage you to read that
order, especially in that docket.

There is another one in Tennessee. This goes
to Docket No. 18-00017. And that involved
Chat t anooga Gas Conpany. Once again, that's where
the Comm ssion basically took a 180 on their
| ongst andi ng practice of maki ng doubl e | everage --
doubl e | everage adjustnents. So that's another
good order to read as well.

COWMM SSI ONER LA ROCSA:  Thank you.

CHAI RMAN SM TH:  Conmi ssi oner Otega.

MR. REHW NKEL: Madam Chai r man?

CHAIRMAN SM TH: Do you m nd

COW SSI ONER ORTEGA:  Yeah.

CHAI RMAN SM TH:  (Okay. o ahead.

MR. REHW NKEL: | just wanted to address this
i ssue about FERC, and we addressed it in our
conmments in 2023.

The FERC s retreat, if you will, wasn't based
on what we are tal king about here today. They were
concerned about nonregul ated affiliates of
pi pelines weren't in any kind of regul ated busi ness
that had | osses, and those | osses were finding

their way into reducing incone tax expense of the
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regul ated subsidiary. That is not what we've got
going here. So |I would urge caution about relying
on what the FERC has done.

And | al so would urge caution is not get it
m xed up about doubl e | everage, which affects what
the capital structure and the equity ratio that is
used for ratenmaking purposes and the WACC, the
wei ght ed average cost of capital that is used for
rat emaki ng purposes. This is not that.

And then finally, just because other states
don't do it doesn't mean anything to the custoners
in Florida. They are living here and they want
their rates to be set based on the true cost of
serving them

If we want to | ook at what other states do, we
can |l ook at the returns on equity that other states
do, and that national standard is totally
different. But, you know, so | think it's best to
| eave everything the way it is, but | appreciate we
will brief, including the questions that M. --

t hat Conmm ssi oner La Rosa has asked us to address.

| just would hope that we don't rush that
al ong. We have other cases and things going on.

So we would like to have plenty of tine to research

sone of the new | egal precedent that we've heard
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from ot her water conpanies around the state. W
would like to have plenty of tinme to be able to get
this --

CHAIRVAN SM TH: We will address that in the
next steps portion --

MR. REHW NKEL: Thank you.

CHAIRVAN SM TH: -- as far as timng.

Comm ssi oner Otega.

COW SSI ONER ORTEGA: Thank you. And just a
qui ck follow up from Comm ssioner La Rosa's
guesti ons.

As | understand it, we have this rule on the
books, but we have an opportunity for people to
provi de evi dence about why we wouldn't apply the
rule to their specific conpanies, and | am curious
while you were | ooking at the other states if they
al so have -- and, again, this could be filed
|ater -- to Comm ssioner La Rosa's point, you know,
what nmakes Florida different? Wy are we doing it
different?

Not that that's a negative. 1In fact, we do a
| ot of amazing things here differently, and we are
proud of that, but if we could delineate if other
states didn't have that opportunity, nmaybe that's

why they changed their rule, but just sone
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under st andi ng around the separation, | think is
what he was asking, and | would |ike to hear sone
nore of too.

CHAI RVAN SM TH:  Ckay. O her Conmi ssioners?

Ckay. | have a couple of questions for staff,
and | amgoing to kind of frame themas, |ike, you
know, we are what a workshop is. W are trying --
like, what's the problemwe are trying to solve
here, you know? And | amglad that we are doing
all of this. And | think we've had a really --
this has been a really thoughtful and inportant
di scussi on.

| s anendi ng the current rul e addressing an
actual pattern of over- or under-recovery of income
taxes? Are we saying it's largely precautionary?

MR, CICCHETTI: If | am understandi ng your
guestion, you are asking is the incone tax expense
of the utility being set correctly?

CHAI RMVAN SM TH.  Ri ght.

MR CI CCHETTI: Yeah. Under -- with the PDA
rule, our positionis, no, it's not. W take the
revenues, the expenses, we figure out the net
operating incone, the profits, and then we apply
the state and federal tax rates to that to

determ ne incone tax expense. And then under the
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PDA rule, if there is a parent conpany and there is
any debt on the books, we reduce that incone tax
expense based on the calculation in the rule.

| take great exception to -- well, the reason
is why do we do that? Well, under the rule is the
cost to the parent conpany is actually |ower, that
tax benefit, than should be, at the parent |evel,
shoul d be used to reduce the incone tax expense at
the regulated utility.

Wiy woul d we do that? The argunent that
Public Counsel is making is that having debt on the
parent's bal ance sheet is sone type of affiliate
transacti on abuse, and | strongly disagree with
t hat .

The ultimate assunption underlying both the
parent debt adjustnent and the double | everage
adjustnent is the debt at the parent |evel ought to
be at the subsidiary level, at the utility |evel.
Wel |, those argunents are issues in the case. Wat
shoul d the anpbunt of debt be? Wat should the
equity ratio be? But both the double | everage and
t he parent debt adjustnment go outside of the rate
setting the cost of service and then reduce the
i ncone tax expense for the utility based on the

debt at the parent |evel.
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So in the exanple | gave earlier, if you have
two identical utilities, one is going to have | ower
rates because of the parent debt adjustnent sinply
because the parent had sone debt on its bal ance
sheet .

|f they are both identical in terns of cost of
service, why should they have different rates?
What's the justification? So the justification
goes back to, well, there is a benefit at the
parent level, let's transfer that to the regul ated
utility. That violates the stand-al one concept.

And t he reasoning about, well, the cost is
| ower because of the source of funds, that violates
the principle that the return should be based on
conpani es of conparable risk and what their
requi rements are.

CHAIRMAN SM TH:  And | appreciate that, and I
will have a | egal question for |legal staff as far
as the stand-alone principle, but | guess what | am
asking is |l ess about theoretical and nore about,

i ke, actual data, actual --

And then, so simlarly on that sort of
guestion, like, do we have actual evidence that the
current PDA rule results in artificially |ow rates

t hat have increase of frequency of rate cases -- or
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rate case -- yeah, rate increase requests? Because
that's part of the justification for anmendnent.

MR, CICCHETTI: Yeah. For exanple, in Tanpa
Electric's last rate case, the revenue inpact --
revenue requirenment inpact was $15 mllion. So
over four years, that's $60 million dollars of
their cost of service that was reduced due to this
adj ust nent .

So, obviously, if they experience any cost
pressures, increased investnent, not having that
$60 million actually, you know, it's going to cause
themto come in sooner rather than | ater.

Did it cause the rate case? WlIl, mybe not,
but obviously having $60 mllion of their cost of
service reduced due to this adjustnment is not
setting their rates based on their cost of service.

CHAIRVAN SM TH. Did we ask that in data
request -- did staff ask that in data requests
during the rate case process about, you know, is
that, you know, part of the reason that they are
comng in at sort of at this tinme?

MR. CICCHETTI: Well, in the rate cases, there
a mninmumfiling requirement where that, if it
applies, that calculation is nade --

CHAIRVAN SM TH: Right. W --
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MR. CICCHETTlI: ~-- so then this situation is,
well, we have this rule, we have to nake that
adj ustnent. And so, you know, there may be
di scovery about how the cal cul ati on was made, but
basically we have to apply the rule.

CHAI RVAN SM TH: Okay. The | ast question.
Sorry, M. GCicchetti. | think you feel like -- 1
t hi nk you m ght have the best -- and we have tal ked
-- we did talk about it as far as rate inpact and
stuff. | just -- | really want to be super clear,
because we had an Agenda Conference addressing this
proposed rul e change in 2024, and then
specifically, like, I think Comm ssioner dark, at
that tinme, | think | asked at that tinme, about, you
know, actual quantifying the magnitude of customer
i npact under the current rule versus the proposed
amendnent .

| think what -- when you | ook at the
transcript, what | was envisioning back then, if I
can put nyself two years ago, is, like, | wanted
a -- | wanted a conparative chart of this is what,
you know, under the current rule customer bil
inpact -- the bill inpact versus if the rule was
changed, what the nunber woul d be.

Do we have -- you know, do we actually -- do
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we have that information? Like, can staff provide
that to us and to the stakehol ders here?

MR, CICCHETTI: In terns of getting the per
bill inpact, we would have to get that fromthe
utility. But if we change, alls we would be doing
is renoving the parent debt adjustnent. \Watever
that dollar amount is, that would no | onger be the
case if the rule was anmended to what we are
reconmendi ng, or what's included in the proposal to
anmend the rule. And so how that affects an
i ndi vidual bill, we would just need to get with the
conpani es and get that information.

CHAIRMAN SMTH: | guess | will reiterate from
two years ago that we really want that infornmation
to make -- you know, if this rul emaking, either
creating a rule, or anending a rule, or, you know,
deleting a rule needs to be anchored and, I|iKke,
denonstrated harmor risk. And w thout that
i nformati on, we don't have any way of having actua
conpar abl e nunbers. So, yeah, that would be really
hel pful .

| don't -- you know, like, again this is
somet hi ng that you guys can address in post-hearing
-- in the postworkshop comments, or if staff,

because I don't -- | don't think -- | nean, |egal
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1 can they -- | think -- the opportunity for asking

2 for data request is probably over for this,

3 correct?

4 M5. SAPQZNI KOFF: W can either send out

5 anot her data request, or just based on the

6 di scussion that's had here today, you know, request
7 that they include that information in their

8 post - heari ng wor kshop -- postworkshop conments.

9 CHAI RVAN SM TH:  Yeah. | know, | keep calling
10 it hearing too, but it's -- no, thank you.

11 | nean, if that's -- if that's something that
12 t he conpanies think that they can provide, but | am
13 trying to be, like, flexible here, but, you know,
14 we really need to -- we need this infornmation.

15 | guess | will just apol ogize, |ike, we should
16 al ready have this because we had asked for this two
17 years ago, but we are -- this is where we are, so
18 that's -- | amjust -- yeah, | would inagine

19 that -- yeah, | know Commi ssioner Clark wants that
20 i nformati on.

21 Ckay. | amgoing to pivot then, because M.
22 Cicchetti, | feel |like you brought up -- | just

23 want to understand legally, | think you said

24 current -- our current rule, we are in violation of
25 the stand-alone principle in our rate cases, is
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t hat accurate?

MR. CI CCHETTI: Yes.

CHAIRVAN SM TH:  Could | get, like, a |lega
opi nion on that? Because that sounds, to ne,

di cey.

M5. SAPOZNI KOFF: Qur current rule is valid
and doesn't violate any |legal standard. It was
properly pronulgated within the statutory authority
and range of discretion that the Comm ssion has.

Simlarly, if the Conm ssion was to consider
some sort of change, that's also within our
| egislative authority and within your range of
discretion. But there is nothing that requires any
change to this rule, repeal of the rule, or a
change in the policy that the Comm ssion has been
appl yi ng.

CHAIRMAN SM TH:  Ckay. And final question
that, | guess, on that -- sort of related. |Is
there any requirenent that, any sort of
requi rement, any statutory change, anything that
woul d make us have to change the rule at this tinme?

MS. SAPQZNI KOFF:  No.

CHAI RMVAN SM TH.  Thank you.

| amsorry, | just took a lot of tine.

Comm ssi oners, any other -- anything el se?
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Ckay. So now we have got -- and, again,
woul d probably just reiterate to the stakehol ders
here, that kind of back and forth, the questions I
asked, feel free to address those in your
post wor kshop comment s.

So we have gone through all of that. Staff,
can we go through the next steps for this proposed
rul emaki ng?

M5. SAPQZNI KOFF: Certainly. Thank you,
Chai r man.

As we've discussed today, we do anticipate
havi ng stakehol ders filing witten conments
following this workshop. W had initially
antici pated a deadline of doing that of My 6th,
2026, which is two weeks fromtoday. That's our
standard practi ce.

Based on OPC s comment, before we adjourn, |
woul d like to hear fromthemas to what additiona
sort of time they would be | ooking for; also from
t he ot her stakeholders of howlong it will take for
themto get the infornmation that we need to give
the Comm ssion the information on the conparison of
rate inpact.

If we could also clarify, do you just want

what it would have been in the |last rate case, or
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the last two rate cases? O what sort of
conpari son do you want on that?

So everyone is permtted, and |I guess nore
likely nowrequired to file comments with the
i nformati on we have requested. Even if you didn't
attend, if you are watching this, if you did not
attend today and if you want to file witten
comrents, you are pernmtted to do so.

In responding, if there is any particular rule
| anguage that any stakehol der woul d reconmend ot her
t han what staff has reconmended, we request that
you provide that in a type-and-strike format for us
to consider. And any postworkshop comrents shoul d
be filed in this docket, which is 20240019- PU.

Pursuant to Section 120.54(2)(a)2, Florida
Statutes, the Conm ssion has until Septenber 30th,
2026, to decide whether or not it wants to propose
any amendnents to this rule. This docket is
tentatively schedul ed for the August Agenda
Conf erence, which would give us tinme before that
deadline to reconvene, if necessary. So in
deci di ng when you woul d want to extend the deadline
for postworkshop conments beyond May 6th, please
keep that in m nd.

Thank you.
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CHAI RMVAN SM TH:  Thank you.

So | should go to M. Rehw nkel now. Do you
have a suggestion as to --

MR, REHW NKEL: Well, | have already had to
change travel plans to be here today. | have
travel plans in May to go to New York for famly
reasons. | don't know what the rush is.
Certainly, we've played ball every tine this has
come up, and we will again.

| would ask that comments be due sonetine in
June. | nean, we just got a rate case filed
Monday. We are under pressure in our office. So
if you truly want to hear us address this very
i nformati ve workshop with postworkshop coments, we
will need nore tine than early Muy.

M5. SAPQZNI KOFF:  Woul d June 1st be
acceptable? And again, just after we get --

MR. REHW NKEL: It woul d be better.

M5. SAPQZNI KOFF: -- staff is going to need
time to consider themand then get the
recomendation in tine for the Agenda Conference.

CHAIRMAN SM TH:  Could we split that and do
m d- June? That can give --

MR REHW NKEL: That woul d be --

CHAIRVAN SMTH:  -- | nean, | amjust trying
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to think maybe of a --

MR. REHW NKEL: Thank you. That would be -- |

mean, sonething |like that would be hel pful. And
again, | think we have established that there is no
clock running on this thing, | don't think, is

t here?

M5. SAPOZNI KOFF: Yes, there is. W need to
propose or not propose any anendnent by Septenber
30th. That's why it's going to the August Agenda
Conference. There were statutory changes to 120. 54
| ast session.

MR, REHW NKEL: But there would be a Septenber
Agenda option?

M5. SAPQZNI KOFF: Correct. Septenber 30th is
our deadline --

MR. REHW NKEL: Thank you.

M5. SAPOZNI KOFF:  -- to file a notice of
proposed rule if there is going to be a change, or
to decide we are not going to change and then
wi thdraw -- or notify JAPC that we are not going
forward with rul e devel opnent.

CHAIRMAN SMTH: | amjust going to pause for
a second because | see our Ceneral Counsel | ooking
at potential calendar --

M5. HARPER: | am | ooking at the cal endar.
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1 Qur rec would be due July 23rd.

2 CHAI RVAN SM TH:  Ckay.

3 M5. HARPER: So we woul d need sone tine to be
4 able to incorporate the conments into the

S reconmendat i on.

6 CHAIRMAN SMTH: Ckay. |I'mtrying to be

7 accommodati ng here. | understand. | nean, |ike
8 you said, of course we want -- we want your

9 coments. We want as nuch as we can here to nake
10 the right decision. Even giving one additional

11 week, so that's June 8th, is that alittle bit --
12 M5. SAPQZNI KOFF:  That's fine fromstaff.

13 MR. REHW NKEL: That woul d be appreci ated,

14 Madam Chai r man.

15 CHAIRMAN SM TH:  Yes. Yes. GCkay. Good. W
16 have consensus.

17 Ckay. So let's just say that those

18 post wor kshop comments, if we could have those

19 subm tted by June 8th, 2026.

20 Any ot her matters?

21 MR. WAHLEN: | have a question --

22 CHAI RVAN SM TH:  Yes.

23 MR. WAHLEN:. -- about the post-hearing

24 comments. Tanpa El ectric and Peopl es provi ded

25 i nformati on about the nmagnitude of the parent debt
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adjustment in all of their, | think last five right
cases, and there seens to be a question about

what's the rate inpact in the future. | just want
to make sure we understand what the expectation is.

Saying what the rate inpact in the next rate
case that we haven't decided to file yet, and that
we hope we don't anytine soon, you know, if the
rule is repealed is a tricky thing. W can tel
you what the effect of the current rule is, but to
say, you know, what it's going to be if it's
repealed in the next rate case requires a | ot of
assunptions, and we are working hard |ike the other
utilities to not come in for a rate case.

So are y'all looking for information that is
not already in our data request responses in the
post - heari ng comment s?

M5. SAPQZNI KOFF: | think we are | ooking for a
conpari son that we have the infornmation in the data
response to what was the parent debt adjustnent in
your last rate case. And is it fair to say,
because of all the discussion of how we cal cul ate
t he revenue requirenent then work back off of it,
is it sinply going to be a flip that if your
reducti on, based on the parent debt adjustnent,

was, say, 25 cents, that the rate inpact had it not
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1 been applied woul d have been an increase of 25

2 cents, or is there not a direct one-for-one

3 correlation? So not |ooking at prospective

4 cases --

5 MR WAHLEN.  Ckay.

6 M5. SAPQZNI KOFF: -- just based on past cases,
7 what was the parent debt adjustnent that was made,
8 and had that rule not be been in place that the

9 rule that staff has put the suggested anmendnents to
10 of doing the stand-al one approach, what would the
11 average bill have been w thout applying a parent
12 debt adj ustnent?

13 And then | guess the question is, does the

14 Commi ssion want it just for the |last rate case, or
15 do you want sone nore historical data on that?

16 CHAIRMAN SMTH: | think just the last rate
17 case --

18 MR, WAHLEN:. Ckay.

19 CHAIRVAN SM TH:  -- would be the nost --

20 MR, WAHLEN:. Al right. | just wanted to

21 under st and what the expectation was.

22 Thank you.

23 CHAI RMAN SM TH:  Thank you. Thanks for that
24 clarification.

25 Anything el se fromthe Comm ssion?
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1 Ckay. We have now reached the end of our

2 wor kshop. Does anybody el se have anything to add
3 before | officially -- all right, so on behalf of
4 t he Comm ssion, thank you all for your

5 participation today. This workshop is adjourned.

6 (Proceedi ngs concl uded.)

10
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Comments

On behalf of the citizen of Florida and customers statewide, the Office of
Public Counsel (“OPC”) opposes this latest of a seemingly incessant and endless
parade of customer-hostile proposals to repeal the Tax Effect Of Parent Company
Debt Rule (“PDA Rule”). The repeal would eliminate a nearly half century Parent
Debt Adjustment (“PDA”) adjustment that has benefitted customers and been
approved by the Florida Supreme Court.

In 1988 the Commission considered repeal and rejected it. In 2023 staff again
undertook a protracted effort trying to raise customer rates through repeal. Twice in
2024 the Commission took the matter up and twice it was deferred (on March 5,
2024, and again on July 9, 2024) amid concerns about raising customer rates. Now
again, like a bad penny, it returns two years later as the Commission apparently
seeks to establish the existence of a non-existent problem in search of a shareholder
profit-boosting solution.

The Staff is once again leading the charge to raise some of the highest
customer rates and bills in the nation by layering on more affordability destroying
costs and shareholder gravy onto long suffering customers. The effort has become
so persistent and regular that one can virtually set clocks to it. The OPC requests

that this pernicious effort cease once and for all.
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The fact that these anti-customer efforts at rule repeal originate time and time
again within the agency simply boggles the mind and perhaps warrants a deeper dive
to determine the impetus and purpose behind the steady push for reversal. The
“public” in Florida Public Service Commission wants to know: “What has changed
in the last 2,2.5, or 3 years? Apart from the crushing weight of affordability pressure
on consumers, neither the fundamental facts nor the law have changed. Why do we
need to take up the same repeal proposal for a pro-customer rule every 6 to 24
months after they are rebuffed? Are we going to relitigate every defeated pro-utility
proposal, like the PDAs, Asset Optimization Mechanisms, and Acquisition
Adjustments, until shareholder coffers are swollen beyond capacity? Has the
Commission not yet tired of the constant bragging at the shareholder analyst calls
about record profits and the capex haven that is the Florida Commission? Has
administrative finality been suspended? If this whatever number attempt to repeal
the PDA ultimately achieves the shareholder windfall that is apparently desired, who
then determines if it is appropriate to then entertain a motion to revisit the matter in
another six months? Does this door move in both directions? When does the
consumer get their coffers filled or get a win?”

The PDA rule has saved customers hundreds of millions of dollars over the
past decades by preventing the unwarranted and excessive affiliate transfer of

customer dollars to shareholders over the past 40-plus years. To customers
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throughout Florida, the PDA Rule seems like an exceptionally fine rule — its working
well. Staff has failed to provide adequate justification to wipe-out this longstanding,
pro-consumer rule. Customers remain unconvinced by the suggestion that the rule
plays any role in the Commission’s awarding the highest authorized profit levels, as
there has been no demonstration by the Commission or the utilities that the rule
played any such role. There is zero evidence that the overall Weighted Cost of
Capital or WACC would be any lower if the rule were to be repealed. A case in
point: FPL took steps many years ago to relieve themselves of the impact of the rule
in the Commission’s eyes, yet they have the highest percentage of Commission-
awarded profit embedded in customer bills in the at least the lower 48 states, if not
the nation.! Any assertion that the existence of the rule is creating higher costs of
capital is belied by the facts.

Questions recently posed by the staff seem to continue to advance the
erroneous notion that that the rule is essentially a “double leverage” adjustment. The
OPC addressed this red herring in the September 26, 2023 comments. Attachment
A.? See those comments at pages 5-6. Double leverage adjustments have been

implemented elsewhere to apply the parent or consolidated company’s capital

! Paying for Their Profits: How Ratepayers Foot the Bill for Soaring Utility Profits, Daniel Tait,
Shelby Green and Sue Sturgis, Energy & Policy Institute, March 12, 2026.
https://energyandpolicy.org/utility-profit-report/#h-section-3-methodology.

2 The OPC restates and incorporates those September 26, 2023 comments herein by reference.

3
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structure and resulting lower overall rate of return to the regulated subsidiary,
regardless of the existence of differing factors affecting the subsidiary. The PDA is
not that by any stretch of the imagination.

As the OPC has noted before, even though the PDA effect is recorded as a
reduction to current income tax expense, the Parent Debt Rule is also not premised
on income tax issues such as the consolidated tax savings. Instead it is a protection
from affiliate transaction abuse. It keeps customers from being forced to subsidize
the parent’s recovery of its own income tax expenses by having to pay a taxable
equity return on the amount of debt that makes up the parent’s (and, as applicable,
grandparent’s) investment in the equity recorded on the regulated subsidiary books.
In essence the rule appropriately transfers to the subsidiary the effect of the tax
deduction benefit that the parent would otherwise realize on the parent’s debt that is
embedded in the subsidiary’s equity balance. It is simple and fair and twice-
sanctioned by the Florida Supreme Court, as discussed more fully in the 2023
comments contained in Attachment A. The PDA is a settled ratemaking principle
and should not be arbitrarily cast aside just to shovel more profit to the utility

shareholders.

This consumer protection rule has been in place for well over 40 years and

has withstood two challenges at the Florida Supreme Court and one before the
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Internal Revenue Service. This proposed repeal does not address a problem; it only

would create yet another windfall for shareholders.

If the Commission proposes to repeal this rule, it could mean that it is creating
a tangible future risk to millions of customers of Duke, Tampa Electric and People’s
Gas and others that they that will be subjected to increased rates and bills versus the
murky, difficult to articulate (and even harder to understand) benefits outlined by
repeal’s proponents.

The staff has served some data requests on the companies to get the bill
impacts. The OPC intends to serve discovery in this matter. To that end we request
that, in the ill-advised circumstance that the Commission decides to move forward
with rulemaking, it should seriously consider conducting a “draw out” pursuant to
section 120.54(3)(c)2, Florida Statutes.

If rulemaking goes forward, the OPC expects to make the required filing to
demonstrate that the ratepayers’ ‘“‘substantial interests will be affected in the
proceeding” and ‘“that the proceeding does not provide adequate opportunity to
protect those interests.” One such aspect of this showing will be that the ability to
conduct discovery and to cross-examine witnesses, including Staff’s advocates for
repeal, will be essential and that the standard rulemaking process cannot provide that

protection to customers.
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The OPC urges the Commission to finally reject this effort at repeal just like
the commission did in 1988. Maybe in another 38 years, when we are living in an
energy utopia, consumer protections such as this rule will have lost their meaning.
Today as affordability of the utility bills (electric, gas, water, wastewater),
individually and in the aggregate for many, becomes more elusive, this rule does
have tangible meaning. Nothing has changed since the rule was adopted and since
repeal was rejected over three decades ago — except perhaps that equity ratios have
become swollen (in both percentage and size as rate base has exploded far faster than
customer growth and inflation) — often with increased amounts of parent infusions
of debt capital. The material impact of the adjustment has persisted even as tax rates
and the cost of equity might have declined since the 1980s.

Customers throughout the state are really struggling with high bills, fuel
surcharges, storm surcharges and additional costs like increasing shareholder
extractions of customer provided wholesale sales gains through Asset Optimization
Mechanisms. On top of this, customers face a greater threat to affordability as some
utilities are seeking and receiving enormous rate increases in unprecedented amounts.
Removing the PDA Rule’s long-standing customer protection and raising rate

accordingly would just be salt in the unaffordability wound at this point.
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Conclusion
At this juncture, the OPC’s remarks echo those made by the OPC in 2024.
Attached also are the Comments provided in a previous workshop in August 2023.
The OPC reserves the right to supplement these comments at the workshop and
throughout the rulemaking process and any draw out that may result.
We simply ask you to permanently reject the proposal to repeal or gut the impact

of this good rule. Please put this repeal effort to rest.

/8/ Charles J. Rehwinkel

Charles J. Rehwinkel

Deputy Public Counsel

Florida Bar No. 527599
Rehwinkel.Charles@leg.state.fl.us

Office of Public Counsel

c/o The Florida Legislature

111 West Madison Street, Suite 812
Tallahassee, FL 32399-1400

(850) 488-9330

Attorneys for the Citizens of the State of
Florida
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CERTIFICATE OF SERVICE

DOCKET NO. 20240019-PU

I HEREBY CERTIFY that a true copy and correct copy of the foregoing was served on
this 15th day of April, 2026, via electronic mail on:

Zachary Bloom
Susan Sapoznikoff

Florida Public Service Commission
Office of General Counsel

2540 Shumard Oak Blvd.
Tallahassee, FL 32399-0850

Zbloom(@psc.state.fl.us
Susan.Sapoznikoff@psc.state.fl.us

discovery-gcl@psc.state.fl.us

Beth Keating

Gunster Law Firm

215 South Monroe Street., Suite 601
Tallahassee FL 32302
bkeating@gunster.com

Mr. Matt Everngam
208 Wildlight Ave.
Yulee, FL 32097
meverngam@chpk.com

Sean Twomey

Dante DeStefano

Sunshine Water Services

200 Weatherstfield Ave.

Altamonte Springs, FL 32714-4027
Sean.twomey@nexuswg.com
Dante.destefano@corixgroup.com

Christopher T. Wright

Florida Power & Light Company
700 Universe Boulevard

Juno Beach, Florida 33408
Christopher.wright@fpl.com

Kenneth A. Hoffman

Florida Power & Light Company
134 W. Jefferson Street
Tallahassee, FL 32301-1713
Ken.hoffman@fpl.com
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Thomas A. Crabb

Radey Law Firm

301 S. Bronough Street, Suite 200
Tallahassee, FL 32301
tcrabb@radeylaw.com

Aaron Silas

CSWR-Florida Utility Operating Company,
LLC

1630 Des Peres Road, Suite 140

Des Peres, MO 63131
asilas@cswrgroup.com

Paula K. Brown

Tampa Electric Company
P.O.Box 111

Tampa, FL 33601-01 11
regdept@tecoenergy.com

Dianne M. Triplett
Duke Energy Florida
299 First Ave. North

St. Petersburg, FL 33701
Dianne. Triplett@duke-energy.com

Bridget Precise

St. James Island

130 N Richard Jackson Blvd.
Suite 200

Panama City Beach, FL 32407
Bridget.Precise@joe.com

J. Jeffry Wahlen
Ausley McMullen

P. O. Box 391
Tallahassee, FL 32302
jwahlen@ausley.com
mmeans@ausley.com
vponder@ausley.com

Charles T. Morgan II
Peoples Gas System
P.O.Box 111

Tampa, FL 33601-0111
ctmorganii@tecoenergy.com

Robert Pickels

Duke Energy Florida

106 E. College Avenue Suite 800
Tallahassee, FL 32301
Robert.Pickels@duke-energy.com

Ken Plante, Coordinator,

Joint Administrative Procedures Committee
680 Pepper Building

111 W. Madison St.

Tallahassee FL 32399-1400
joint.admin.procedures@leg.state.fl.us
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/s/ Charles J. Rehwinkel

Charles J. Rehwinkel

Deputy Public Counsel
Rehwinkel.Charles@leg.state.fl.us
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sNAz,

STATE OF FLORIDA
OFFICE OF PUBLIC COUNSEL
oF Y‘P ¢/o THE FLORIDA LEGISLATURE
111 WEST MADISON ST.
ROOM 812
KATHLEEN PASSIDOMO TALLAHASSEE, FLORIDA 32399-1400
President of the Senate 850-488-9330

EMAIL: OPC_WEBSITE@LEG.STATE.FL.US
WWW.FLORIDAOPC.GOV

September 26, 2023

VIA ELECTRONIC FILING

Mr. Adam J. Teitzman
Commission Clerk

Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850

*Lopiot

PAUL RENNER
Speaker of the House of
Representatives

Re:  Docket No. 20230000-0T; Amendment of Rule 25-14.004, Florida Administrative Code, Effect of

Parent Debt on Federal Corporate Income Tax

Dear Mr. Teitzman:

Attached for filing in the above docket is Office of Public Counsel’s Post-Workshop Comments on

Proposed Repeal of 25-14.004 - Effect of Parent Debt on Federal Corporate Income Tax.

Thank you for your assistance in this matter.

Sincerely,

s/Charles J Rehwinkel

Charles J. Rehwinkel
Deputy Public Counsel

cc: All Parties
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Amendment of Rule 25-14.004, Florida DOCKET NO.: 20230000-OT
Administrative Code, Effect of Parent Debt on
Federal Corporate Income Tax FILED: September 26, 2023

OPC POST-WORKSHOP COMMENTS ON
PROPOSED REPEAL OF 25-14.004 - EFFECT OF PARENT DEBT ON FEDERAL
CORPORATE INCOME TAX

At the August 15, 2023 workshop, OPC heard for the first time why staff is, in reality, pursuing a repeal
0f25-14.004 - Effect of Parent Debt on Federal Corporate Income Tax (“PDA Rule” or “Rule”). We would
note that even though the Rule is not being repealed, the essence of the ratepayer protections from affiliate
transaction abuse through application of a tax effect of parent debt (“Parent Debt Adjustment” or “PDA”)

is being completely stripped from the present rule.

The OPC noted that staff had never revealed the reason for the repeal or rule change being presented
to the interested parties. Staff’s representative then suggested that the Commission was not informed of a
1983 decision' by the Federal Energy Regulatory Commission (“FERC”) justifying discontinuation of the
allocation the consolidated income tax expense (benefits) of an entity to the subsidiary, which he explained
could be found in a publication issued by Public Utilities Reports, Inc., Third Edition (1993), entitled “The
Regulation of Public Utilities” by Charles F. Phillips, Jr.? at pages 288 and 289. Staff then read aloud two
paragraphs from the pages referenced. However, this same information quoted by staff was in fact readily
available in 1987. The exact language which was read is contained verbatim in the 1984 edition (first
printing, May 1984) at pages 272 and 273. See, attachment 1. This information was available well before
1987 when the staff unsuccessfully attempted to persuade the Commission to repeal the Rule. Why this
information was not presented at that time, we can only guess. It could very well have been that
Commission or its staff found the information or FERC’s views to be irrelevant to whether the PDA Rule
should be repealed. The Commission does not follow FERC decision-making on ROE:s so it is likely that
it was unconcerned about that agency’s views on how retail customers ought to be protected. Given the

summary rejection of the repeal proposal at the time, there is no evidence that the stale information

' In re Columbia Gulf Transp. Co., 54 PUR4th 31, 37 (FERC 1983).

2 Professor Phillips appears to have been a frequent witness appearing around the country on behalf of
utilities seeking higher returns on equity in ratemaking during the time the treatise was compiled. See, e.g.,
Application of Roanoke Gas Company, 1978 Va. PUC LEXIS 137; Illinois Bell Telephone Company:
Proposed restructuring and increase of rates, 1989 1ll. PUC LEXIS 398, *1 (Ill. Comm. Comm'n November
9, 1989).
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contained in either the 1984 or 1993 versions of an industry-centric treatise would have impacted any of
the Commissioners’ opinions at the time. In any event, as discussed below, the PDA Rule is nevertheless

consistent with the “new” information from 30 years ago.

It is clear, from the language read by staff, that the then Federal Power Commission (“FPC*)
(currently FERC) was concerned with passing on the consolidated tax savings created by other subsidiaries
to the regulated utility. Instructive is the FERC’s rationale for eliminating a consolidated tax savings
adjustment after the D.C Circuit Court of Appeals reversed® the agency’s efforts to overturn its policy of
applying such an adjustment. It was precisely this “new” decades old FERC rationale that staff pointed to
in support for today scrapping of the customer-benefitting Rule. At the workshop, staft read two paragraphs
from the 1993 Phillips document, as principal justification for the repeal of the PDA Rule. It was this
information quoted from the 1983 FERC decision (which was issued contemporaneously with the actual

adoption of the Rule) that OPC was informed was not presented to the Commission in 1987:

Because deductions are given for expenses incurred in producing income, the necessary
causal link between the ratepayers and the deductions is the expense the company incurs
in providing service. Accordingly, the proper way to allocate deductions is to match the
deductions with the expenses included in the cost of service. Thus, when an expense is
included in the cost of service, the corresponding tax deduction is also allocated to the rate
payers. In this way, any tax-reducing benefits or savings the company realizes in providing
service are recognized in calculating the tax allowance for the benefit of the ratepayers.

The corollary to this is that when the expense is not included in the cost of service because
the company did not incur that expense in providing service, the deduction created by that
expense is not allocated to ratepayers. To do otherwise would result in the tax savings
the company realizes from expenses incurred in providing service to other groups in
periods for its own benefit being used to reduce the rates for a particular group of
ratepayers. Tax allowance would then be lower or higher than is warranted by the
profit each group provides to the company. Since the amount of profit to be provided
is the measure of the tax cost the company will incur in providing service, none of the rates
for the groups would be cost-justified. Subsidization would inevitably result; one group
would bear the burden, but another group would gain the benefit.

Phillips at 289 (1993); 276-277 1984). (Emphasis added).

This language has no bearing on the PDA Rule or the type of affiliated transaction that the Rule is
designed to address. From the language highlighted above, and a closer reading of the case, it is obvious
that FERC was concerned with the overall tax savings generated by non-jurisdictional, diversified entities
being passed on to the Utility. These tax savings were being generated by other subsidiaries through losses

wholly unrelated to services provided to, or burdens placed upon, the unregulated subsidiary. It appears

3 City of Charlottesville v. Federal Energy Regulatory Comm. and Columbia Gas Trans. Corp., 661 F. 2d 945 (D.C.
Cir.1981)
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that FERC was more concerned with the overall consolidated tax savings than the infusion of debt as equity
into a subsidiary. This is better understood when the salient portion of the paragraph preceding the two

read by staff is considered:

skesksk

In a 1972 decision,* the commission held that a pipeline company should be permitted to
retain the consolidated tax savings generated by losses incurred by an affiliate engaged
in gas exploration and development. Five years later, the commission adopted a similar
treatment in wholesale electric rate cases, holding that the stand-alone policy was
appropriate in those situations where jurisdictional customers had not paid the expenses
that generated the consolidated tax savings.

skeskesk

Phillips at 289 (1993); 276 1984). (Emphasis added)

In the cited Columbia Gulf decision, FERC distinguished the non-jurisdictional, wholly unrelated
activities generating losses, from the highly specific, related tax deduction associated with the investing
parent companies’ excess interest deductions. The former was not allowed, while the change in policy
continued to recognize that the parent’s interest expense was properly considered in a “stand-alone” tax

allowance determination:

In setting the return for the pipelines we used the parent's interest expense as the pipelines'

cost of debt. Thus, the ratepayers bear the burden of paying the parent's interest expense.

That being so, an equal portion of the parent's interest expense deduction must be allocated

to the pipelines' ratepayers. Our stand-alone policy does just this.
Columbia Gulf at 1983 FERC LEXIS 2737 **22. In that instance, FERC utilized a consolidated capital
structure indicating that there would be an allocation of the parent’s debt to the subsidiary income tax
calculation. The PDA Rule (that has been excluded from application where the subsidiary capital structure
is merely an allocation of the overall consolidated capital structure) when applied when a parent invests
debt in the equity of a subsidiary is fully consistent with the Columbia Gulf decision in that the subsidiary
ratepayers bear the burden of paying a portion of the parent’s interest expense through the taxable equity
return. The parent’s use of debt to make equity infusions in the regulated Florida subsidiary is a transaction
directly related to the subsidiary. It is precisely when the parent having a mix of debt and equity in its capital

structure makes an equity investment in a subsidiary that the Rule’s application becomes mandatory. The

* Re Florida Gas Transmission Co., 47 FPC 341 93 PUR 3d 477 (FPC 1972). Professor Phillips quotes
from that decision in explaining that the stand alone method “is one that takes into account the revenues
and costs entering into the regulated cost of service without increase or decrease for tax gains or losses
related to other activities.”
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fact of a parent’s investment in a subsidiary does not overcome the presumption; it triggers it. Something
more, such proof in the form of evidence that dividends from the subsidiary exceeded equity contributions

from the parent, has been deemed necessary in the past for the presumption to be met.’

The long-standing PDA Rule does not seek to require or even allow losses from non-jurisdictional,
diversified operations to offset the tax expense of the regulated, jurisdictional operations in Florida. In
supporting the Commission’s 40 year-long affiliate transaction protection, OPC is not interested in unfairly
passing through to ratepayers any affiliate subsidiary losses or tax savings to the regulated company using
the PDA Rule. Likewise, there is no effort or intent to require the use of the consolidated entity’s capital
structure to artificially lower revenue requirements. This would represent a return to a long-abandoned
“double-leverage” adjustment. The current rule as written does none of this; the OPC does not seek such a

return. Double-leverage and allusions to it in this repeal process are red herrings.

The essence of the investment by a parent in the regulated subsidiary is an affiliate transaction.
This categorization is not in dispute. Utilities routinely report equity infusions, upstream dividend
payments, advances to and from subsidiaries (and their subsequent conversions to debt or equity) as affiliate
transactions. See, e.g., Florida Power & Light and Florida City Gas Co. examples submitted in Attachment

2.

If the parent allocates debt to the utility or issues third party debt on the subsidiary’s behalf, the
utility would be required to pay interest to a third party or the parent and as a result would record an interest
expense on its own books and take the interest deduction on its standalone tax calculation. The difference
from this scenario and the equity infusion from the parent portion of the capitalization is that the source of
the funds so invested cannot be traced to equity or debt dollars and are thus presumed to be supported by a
mix of debt and equity in the same proportions as contained in the parent’s capital structure. Within the
PDA Rule, this scenario gives rise to a rebuttable presumption that part of that investment, or equity
infusion, is the result of the parent issuing debt in order to effectively fund the operations of the utility
subsidiary. Absent rebutting the presumption, the utility is required to recognize the value of the interest
deduction on the portion of parent debt embedded in the subsidiary equity (upon which its customers

compensate the shareholders for in the form of an equity return on that subsidiary equity) as a reduction to

> In re: Petition for increase in rates by Gulf Power Company. Order No. PSC-2012-0179-EI at 115-116.
“Since Gulf’s last rate case, the record evidence indicates Gulf paid dividends to Southern Company of
$196 million more than Southern Company invested in the equity of Gulf.”
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its standalone taxes. If not for the PDA Rule, this affiliate transaction would create a subsidy flowing from
ratepayers to shareholders. This is exactly what the Supreme Court of Florida recognized in its opinion

upholding the affiliate transaction protections inherent in the parent debt adjustment when it stated:

In the normal course of a parent-subsidiary relationship, the parent issues debt in order to
acquire capital to support the operations of its subsidiaries. The capital is transferred to the
subsidiary in exchange for stock in the subsidiary. As a practical matter, the equity of the
subsidiary is thus directly supported by the debt of the parent. The debt of the parent used
to support the subsidiary generates interest expense for the parent, which in turn is tax
deductible. Although the capital is passed on through to the subsidiary, there is no
corresponding pass-through of interest expense because the parent passes the capital to
acquire ownership interest in the subsidiary as opposed to a creditor’s interest. Therefore,
the nature of the acquired capital changes from debt to equity at the point the capital passes
from the parent to subsidiary.

General Telephone Company v. Florida Public Service Commission, 446 So.2d 1063, 1069
(Fla. 1984).

Notwithstanding this highly effective specific and limited regulatory safeguard, staff’s workshop

comments in the workshop erroneously conflated the notion of “double leverage adjustment” with the PDA:

And so, back in the days of the double leverage adjustment, it was presumed that
the return on equity for the utility should be the overall cost of the capital of the parent
company. And that theory has pretty much been discredited, and as far as I know, is not
followed by any Commission across the country, and so by making a double leverage
adjustment, or a parent debt adjustment, the utility will not recover the cost of providing
service.

Staff comments, August 15, 2023 workshop (transcribed from FPSC video recording). This
conflation is in error.

Double leverage is a financial strategy whereby the parent raises debt but downstreams some or all
of the proceeds to its operating subsidiary largely in the form of an equity investment. Therefore, the
subsidiary’s operations are financed by debt raised at the subsidiary level and by debt financed at the
holding-company level. In this way, the subsidiary’s equity is leveraged twice, once with the subsidiary
debt and once with the holding company debt. The regulatory adjustment was to treat the parent and
subsidiary capital structures as the same and give recognition to the lower overall weighted cost of capital

caused by the higher parent leverage. This is not what the PDA Rule does.

What the PDA Rule does require is for the utility to properly recognize the interest deduction
benefit related to the amount of debt being infused by the parent through the affiliate transaction of the
investment. Inherent in the affiliate transaction is a very real tax benefit that customers provide to

shareholders that is encompassed in the nature of the parent’s equity investment — in the form of the return
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on equity (grossed up for income taxes). This benefit would otherwise be transferred to the shareholders
without the PDA Rule. This tax effect of parent company debt scenario is not double leverage, it is not
consolidated tax savings and it is not a departure from standalone ratemaking. Recognizing and correcting
for the effect of an abusive affiliate transaction does not violate any principle of “stand alone ratemaking.”
The PDA Rule is simply the Commission regulating in the public interest, protecting customers and
determining that the standalone, statutory tax rate expense embedded in the revenue requirement is
overstated unless the tax benefit that customers provide to shareholders through the equity return (on equity
that is effectively partly tax deductible debt) is properly reflected in the interest deductions on a standalone

basis.

If this Commission adopts the new proposed rule change eviscerating the PDA Rule, it will insure
that a parent issuing debt that supports investments in the regulated subsidiary can engineer the transfer of
funds to the sole benefit of the stockholders and at the expense of utility ratepayers. This change in the
Rule would effectively allow the utility to charge ratepayers an inflated equity return that ignores the true
nature of the investment. This would be inconsistent with the standalone entity treatment. The PDA Rule
as currently established is a necessary protection for the ratepayers as it allows the customers to properly
receive the benefit of the interest on the infused debt as a reduction in the utility’s standalone income tax

expense.

It seems that the only change that should be considered in the Rule to fix the problem is to modify
paragraph 4 to clarify that the standalone utility’s statutory tax rate should be applied. OPC’s proposed

change is shown below:

(4) The adjustment shall be made by multiplying the debt ratio of the parent by the debt
cost of the parent. This product shall be multiplied by the statutory tax rate applicable to

the eenselidated-entity regulated utility. This result shall be multiplied by the equity dollars
of the subsidiary, excluding its retained earnings. The resulting dollar amount shall be used

to adjust the income tax expense of the utility.

This clarification to the current rule would prevent any confusion that somehow an effective tax
rate of the consolidated entity could be used to pass through to the utility of any consolidated savings
through the consolidated tax rate. Since the statutory rate is the same regardless, it would seem that this
clarification is not essential, but it can be done in an abundance of caution. Otherwise, there is no basis to
change a 40-year old consumer protection rule that has survived challenges in the Florida Supreme Court,

the United States Treasury Department and the United States Congress.
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Respectfully submitted,

Walt Trierweiler
Public Counsel

s/Charles J. Rehwinkel
Deputy Public Counsel
Florida Bar No. 527599

Office of Public Counsel
c/o The Florida Legislature
111 West Madison Street
Room 812

Tallahassee, FL 32399-1400

Attorneys for the Citizens
of the State of Florida
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DOCKET NO. 20230000-OT

I HEREBY CERTIFY that a true and correct copy of the foregoing has been furnished by electronic

mail on this 26" day of September 2023, to the following:

J. Wahlen/M. Means/V. Ponder
Ausley Law Firm

Post Office Box 391
Tallahassee, Florida 32302
jwahlen@ausley.com
mmeans@ausley.com
vponder@ausley.com

Christopher T. Wright

Managing Attorney Fla. Auth. House
Florida Power & Light Company

700 Universe Boulevard (JB/LAW) Juno
Beach, Florida 33408
christopher.wright@fpl.com

Dianne M. Triplett

Duke Energy Florida

299 First Avenue North

St. Petersburg, Florida 33701
Dianne.triplett@duke-energy.com

Jon C. Moyle, Jr.

Moyle Law Firm, P.A.
118 North Gadsden Street
Tallahassee, FL 32301
jmoyle@moylelaw.com
mqualls@moylelaw.com

Susan Sapoznikoff

Office of General Counsel

Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850
Susan.Sapoznikoff@psc.state.fl.us

Beth Keating

Gunster, Yoakley & Stewail, P.A.
215 South Monroe St., Suite 601
Tallahassee, Florida 32301-1804
bkeating@gunster.com

Matthew R. Bernier

Duke Energy Florida

106 East College Avenue, Suite 800
Tallahassee, Florida 32301
matthew.bernier@duke-energy.com
FLRegulatoryLegal@duke-energy.com

Jared Deason

Utilities, Inc. of Florida

200 Weathersfield Avenue
Altamonte Springs, FL 32714-4027
jdeason@uiwater.com

s/Charles J Rehwinkel

Charles J. Rehwinkel

Deputy Public Counsel
rehwinkel.charles@leg.state.fl.us
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Attachment 2
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PROCEEDI NGS

2 CHAl RVAN LA ROCSA: Okay. W will nove to Item
3 No. 2. W will let folks get set and settled here
4 for a few seconds.
5 Ms. Sapozni koff, if you are ready, we are
6 ready for you.
7 M5. SAPQZNI KOFF:  Thank you.
8 Good norning, M. Chairman, and Comm ssioners.
9 | am Susan Sapozni koff with the O fice of General
10 Counsel .
11 Item2 is staff's reconmendati on providing
12 amendnent of Florida Adm nistrative Code Rule
13 25-14.004. The reconmrended anmendnents to the rule
14 reflect a change in policy regarding howto
15 calculate the total corporate incone tax expense of
16 a regulated utility, and proceedings to establish
17 revenue requirenents or to address overearnings.
18 Currently, when the regulated utility is a
19 subsi diary of one or nore parent conpani es and
20 files a consolidated return with a parent conpany,
21 the rule adjusts the inconme tax expense of the
22 regul ated utility to reflect the income tax benefit
23 of the parent -- excuse ne -- of the parent debt
24 that may be invested in equity of the subsidiary.
25 Staff recommends anending the rule to
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick
APPX. - 136



1 determ ne the inconme tax expense of a regul ated
2 utility using only the inconme of that utility
3 regardl ess of any parent subsidiary relationship
4 that may exist. This policy it would be in accord
5 Wi th current national standards and ot her
6 Commi ssion practices in determ ning the cost of
7 servi ce.
8 The recommended anendnents to the rule wll
9 ensure that rates are derived froma revenue
10 requi rement that is based on tax benefits
11 associated with the debt that is both an expense of
12 the regulated utility and borne bring that
13 utility's custoners.
14 Charl es Rehwi nkel of the Ofice of Public
15 Counsel would |like to address the Conm ssion
16 regardi ng the recomended anendnent to the rule.
17 Staff is available to answer any questi ons.
18 Thank you.
19 CHAI RMAN LA RCSA:  Thank you.
20 M. Rehw nkel, you are recogni zed.
21 MR. REHW NKEL: Thank you, M. Chairman and
22 Comm ssioners. M nane is Charles Rehwi nkel with
23 the Ofice of Public Counsel.
24 Conmm ssioners, in March, when we | ast
25 di scussed this matter, the OPC presented you with
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 estimates of the inpact of this proposal woul d have
2 on customers of Tanpa El ectric Conmpany and Duke
3 Energy Florida. Qur nunbers were based on
4 estimates derived fromsurveillance reports.
5 Better information arrived on April 2nd, 2024,
6 when both of those conpanies filed petitions,
7 testimony and MFRs setting out their views of the
8 i npact of the parent debt adjustnent, or PDA as |
9 may refer to it, in their filed cases.
10 DEF did not nmake an adjustnent for the years
11 2025 through 2027. But for 2024, it calculated the
12 PDA at $10.3 million jurisdictional retail revenue
13 requi renents.
14 Tanpa El ectric calculated its PDA inpact at
15 $17.4 mllion revenue requirenment for 2025. And |
16 woul d just like to read fromthe petition,
17 par agr aphs 24 and 25, that the conpany fil ed.
18 Tanpa El ectric's proposed 2025 revenue
19 i ncrease was cal cul ated by nmaki ng the parent debt
20 adj ustnent required by Rule 25-14.004, Florida
21 Adm ni strative Code, which reduced the conpany's
22 request ed 2025 revenue i ncrease by $17,381,381. As
23 of the filing of this petition, the Comm ssion was
24 consi dering an anendnent to Rule 25-14.004 that
25 woul d elimnate the required parent debt
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick
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1 adjustnent. |If the proposed anendnent is adopted
2 while this proceeding is pending, Tanpa Electric
3 requests that the incone tax expense used to
4 calculate its proposed 2025 base rate increase be
5 calculated in accordance with Rule 25-14.004 as
6 anmended, and w thout a parent debt adjustnent.
7 Conmmi ssi oners, as you may be aware by now, on
8 Monday, the Public Counsel and DEF filed a notion
9 that notified you of an agreenent in principle that
10 the OPC and others have entered into with DEF. |f
11 approved, a conprehensive agreenent wll address
12 the PDA issue within the overall context of the
13 case in that pending DEF case, and the OPC i s okay
14 with this.
15 On the other hand, the Tanpa Electric filing
16 speaks for itself. The harmto custonmers fromthe
17 proposed repeal is real, and tangible, and
18 material. Repeal would nmean an increase of $17.4
19 mllion, or $52 mllion out of the custoners
20 pockets over the next three years.
21 Conmi ssi oners, we believe there is no reason
22 in law or logic or policy for this to occur.
23 Accordingly, our plea to you today on behalf of the
24 custoners of Tanpa Electric and other utilities is
25 sinple. Please scrap this initiative for good.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick
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1 This proposal is sinply a solution |ooking for a
2 problem And there is no probl emexcept for high
3 bills getting higher. 1f you stood in the
4 cust omers shoes today, you would see that this
5 repeal effort would have to appear to be nothing
6 but anti-custoner.
7 As we have noted before, the concept
8 initially, and then the rule, has been approved by
9 the Florida Suprene Court. It was included in and
10 wi t hstood an investigation by the U S. Treasury
11 Department and the IRS and the U. S. Congress nore
12 than 30 years ago.
13 This rul e has passed nuster tinme and again.
14 It has kept tel ephone, electric, gas and water
15 utility rates in Florida | ower for over 40 years by
16 hundreds of mllions of dollars.
17 You have not been presented with any tangible
18 evidence that there is any meani ngful or
19 quantifiable offset that woul d nake custoners
20 better off without the rule than with it. The only
21 evi dence you have is that Florida custoner rates
22 w il be higher with the repeal of this bedrock
23 regul atory policy contained in this rule.
24 The OPC profoundly and vehenently di sagrees
25 with the analysis that you are being presented sone
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1 30 to 40 years after the Suprenme Court and federal

2 action occurred here today. W wll not provide

3 that argunent today. |If this process goes forward,

4 there will be a better tinme to explore the factual

5 policy and | egal aspects of the rules rule's

6 under pi nni ngs, and the basis for the staff to bring

7 this forward at a time when DEF' s and Tanpa

8 El ectric's rates are al ready increasing.

9 The custoners ask you, please shut this down.
10 Let's let the rule continue to benefit custoners.
11 Thank you.

12 CHAI RVAN LA RCSA: Conmmi ssioners, are there

13 questions? Questions or discussions on this item
14 of staff and/or of OPC?

15 Commi ssi oner Fay, you are recogni zed.

16 COW SSI ONER FAY:  Conmi ssioner O ark, you are
17 senior here, if you would like to go first.

18 COW SSI ONER CLARK:  Thank you, Comnmi ssi oner
19 Fay. | will just make a coupl e of observations.

20 When we originally approached this rul e back
21 in March, | had sone of the sane concerns. M

22 bi ggest concern was the affects on rate. Froma

23 rul emaki ng perspective, and from a rat enaki ng

24 perspective, | certainly understand the need to get
25 it right. And I would not argue that froma
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1 rat emaki ng perspective, this is probably a | ogical
2 concl usi on.
3 | do have the concerns about the effects on
4 custoners right now at this particular tinme. To
5 me, this is -- this is kind of an issue of timng
6 as much as it is anything. But | do have a couple
7 of questions, and | guess | wll -- M. G cchetti,
8 I wll ask -- direct themtoward you
9 When it conmes to effects on custoners, are
10 there -- we understood right now specifically in
11 two of our utility cases it would nost |ikely cause
12 an increase. | think that probably a couple of the
13 utilities, it would not -- applying the rule would
14 not have any application toward.
15 What about water utilities? Have we | ooked at
16 any of those? Are they going to be basically
17 com ng under the sane rul e?
18 MR. CICCHETTI: | believe Sunshine Water
19 Services woul d be subject to the rule.
20 COW SSI ONER CLARK:  Ckay.
21 MR, CICCHETTI: But | would like to point out,
22 at the tine you are setting rates, obviously
23 setting themat the cost of service would be nore
24 -- require nore revenue than not setting them at
25 the cost of service, but over tine, that's not
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1 true, because the goal is to keep utility within
2 their allowed range of return

3 And so in the case of Tanmpa Electric, $52

4 mllion over three years, at the end of three

5 years, that's $52 mllion that they didn't collect
6 t hat woul d probably push them out of the all owed
7 range of return.

8 So what's going to result is not only are you
9 not setting rates at the cost of service, but you
10 are requiring the utility to cone in nore often to
11 keep themin the range. So over tine, in order to
12 keep themin the range, you are just going to have
13 to have nore rate cases to achieve the sane goal.

14 So the custoners really aren't saving noney over

15 tinme.

16 COW SSI ONER CLARK:  Are there --

17 MS. CIBULA: And | would like to just junp in
18 -- Samant ha here -- to point out that OPC nentioned
19 the existing rate cases. It's legal staff's

20 position that this would not apply to the existing
21 rate cases pending before us at this tine, because
22 the rule is not in effect. So this would only

23 affect future rate cases after the rule goes into
24 effect. So | just wanted to nmake that clear.

25 COW SSI ONER CLARK:  So they woul d be bound
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1 for the entire termof the agreenent to the rule as
2 it was witten when they filed the case, is that
3 what you are sayi ng?
4 MS. CIBULA: The Commi ssion's decision would
5 be bound by the -- when the petition was filed and
6 the rule that was in effect at that tine. And so
7 this would only apply to future petitions, because
8 the rule is not in effect at this point. So the
9 existing rule would apply right to those rate
10 cases.
11 MR. HETRI CK: Comm ssioner C ark, the answer
12 to your question is yes.
13 COW SSI ONER CLARK:  Thank you.
14 kay. | guess that -- are there any cases
15 where, M. Cicchetti, that this would actually
16 decrease custoners rates? Are there any instances
17 or -- | realize this has to do with debt and
18 i nt erest expense associated with debt. But are
19 there any reverse scenarios that could occur where
20 actual rates could go down as a result of this
21 rul e?
22 MR, CICCHETTI: Not that | amaware of. But
23 again, over tinme, it's not going to save custoners
24 noney, because you w il have too have nore frequent
25 rate cases in order to keep the utility inits
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11

1 aut hori zed range of return. And the rule is based
2 on a flawed and discredited prem se that the
3 allowed return on equity is a function of the cost
4 of the source of funds; when, inreality, the
5 required return on equity is a function of the risk
6 that the capital is exposed to.
7 For exanple, if you took out a second nortgage
8 on your home to invest in a risky venture, your
9 requi red and expected return on that risky venture
10 woul d be comrensurate with the risk of that
11 investrment. And if soneone told you, well, we are
12 going to limt your return to the cost of your
13 second nortgage because that's the cost of the
14 source of the funds, that would be wong and
15 contrary to financial theory. And that's what
16 underpins this parent debt rule.
17 And we know that, because that's what Public
18 Counsel said at the March 5th Agenda. Public
19 Counsel said, and | quote: The parent debt rule is
20 not really based on an incone tax issue. It is a
21 protection fromaffiliate transportati on abuse
22 transaction abuse. It keeps custoners forced to
23 subsi di ze the parent's incone tax expenses by
24 having to pay a taxable equity return on the anount
25 of debt that makes up the parent and grandparent
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12

1 i nvestnment in the equity recorded on the regul at ed
2 subsi di ary's books.
3 So they are saying they are fine if the parent
4 conpany issues stock in order to invest in the
5 equity of the utility, but if they issue stock and
6 debt, then the allowed return on equity should be
7 reduced because the debt is | ess expensive. And
8 t hat whol e theory has been discredited.
9 COW SSI ONER CLARK:  Are there any other
10 advantages to us taking this rule -- or accepting
11 this rule right now, | mean, other than, quote,
12 getting it right? And | realized that's the goal
13 here. And | certainly support the concept and the
14 i dea of making sure that the ratemaking process is
15 done correctly. But is there any other real
16 advantage to us supporting the passing this rule
17 amendnment other than it just gets rate setting
18 right, even though it does have initially a
19 negati ve i npact on custoners?
20 MR. CICCHETTI: Yes, there are -- there are
21 advant ages, because the rul e provides a perverse
22 I ncentive, as Public Counsel clained, that the
23 I ssuing debt at the parent level to invest in the
24 utility is affiliate transaction abuse, it's not.
25 There can be tines when it's vital to the public
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1 interest for the parents conpany to invest -- to
2 i ssue debt in invest in the utility.
3 For exanmple, if sonme utilities were building
4 nucl ear to provide a carbon free generation to
5 support all the other generation being renewabl e
6 and they ran into problenms, we would hope that the
7 parent conpany could issue debt to invest in the
8 equity of the utility. That would be in the public
9 interest. O if, God forbid, there was a nucl ear
10 accident, and the utility was having financi al
11 problenms, if the parent conpany issued debt to
12 invest in the utility's equity, that would be
13 penal i zed under the parent debt rule.
14 And so these utilities have gotten rnuch | arger
15 than they were when this rule was passed, so the
16 parent debt effects of the rule are beconing
17 | arger. And so | would suggest that, going
18 forward, it would be in custonmers' best interest to
19 not penalize parent conpanies for investing debt in
20 the utility's equity when that is necessary.
21 MR. REHW NKEL: M. Chairnan?
22 CHAI RVAN LA RCSA:  Yes, you are recognized.
23 MR. REHW NKEL: Yeah, just since ny comments
24 have been banded about, | just wanted to say | am
25 going to stick to my commtnent not to debate the
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1 rule here. If this goes forward, obviously, we
2 will ask for a hearing, and obviously, we wll
3 present evidence at that hearing. So | am not
4 going to get into addressing that. | have serious
5 di sagreenments with what's been said al ready.
6 And | will say, despite what your |egal staff
7 has said, Tanpa Electric has said that they want
8 rates to be higher if the rule is repealed. And
9 whet her your staff is legally right, or the conpany
10 is legally right, and how the Suprene Court woul d
11 see it if you disregarded what they asked for, |
12 don't know. Can't speculate. But we don't think
13 the risk is worth it.
14 Thank you.
15 CHAI RVAN LA RCSA:  Under st ood.
16 Conmi ssi oner C ark.
17 COW SSI ONER CLARK:  Two nore qui ck questions,
18 and | guess | will direct this to Ms. Cbula in
19 terms of the proposed, or potential proposed
20 agreenment that OPC and Duke have reached.
21 Are there -- can there be contenplations in
22 this agreenent that would take this iteminto
23 consideration in the terns of the agreenent that
24 would allow themto carry it forward even though
25 it's not technically allowed under the rule? Does
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1 t hat make any sense what soever?
2 M5. CIBULA: | amnot really sure the answer
3 to that question right now because | don't know
4 what the agreenment |ooks like, but --
5 COW SSI ONER CLARK: Right, and soneti nes
6 we - -
7 M5. CIBULA: -- in -- | guess there are --
8 peopl e can agree to stuff in settlenent agreenents
9 that m ght be outside of what the rule
10 contenplates. As long as it's within our
11 jurisdiction, we could nake determ nations on that.
12 So |l can't really comment object what --
13 COW SSI ONER CLARK:  Ckay.
14 M5. CIBULA: -- you know, what's going to be
15 in this agreenent and what the Comm ssion's
16 position would be on that.
17 COW SSI ONER CLARK:  That m ght have been too
18 much of a | oaded questi on.
19 So and the second part, addressing M.
20 Rehwi nkel ' s observation there, if we approve this
21 proposal, the next step in the process would be the
22 hearing. And at that point in tinme, the Conm ssion
23 woul d have the right to weigh in, and before the
24 final rule is adopted, we woul d have sone
25 opportunities, or are we proposing a final rule
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1 here? Help ne with the question.

2 M5. CIBULA: Yeah. W will proposal a rule,

3 and then affected persons have 21 days to request a

4 rule hearing in front of the Conm ssion. And at

5 the rule hearing, the subject matter of that

6 hearing i s whether we should nake changes to the

7 rul e based on evidence that is presented at the

8 heari ng.

9 So the rule is a final proposed rule by the

10 Conmi ssion. And then soneone has to cone in with
11 evidence to say this is why we want to nake a

12 change to the rule. And then the Conm ssioners

13 wi || deci de whether or not to nmake changes to the
14 rul e based on the record evidence fromthe rule

15 heari ng.

16 COW SSI ONER CLARK: That ki nd of gives us a
17 little nore tine to ook into and dive into this a
18 little bit deeper, based on the evidence presented.
19 M5. CIBULA: Correct.

20 COW SSI ONER CLARK:  Thank you, M. Chairman.
21 CHAI RMAN LA RCSA:  Conmi ssioner Fay, you are
22 recogni zed.

23 COW SSI ONER FAY: Thank you, M. Chairnan.

24 Comm ssioner Clark actually touched on sone of
25 nmy questions. | nean, it does appear to ne, based
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1 on what M. G cchetti is saying, that this is very
2 much a timng issue, and sone conponent of this is
3 paid at one time or another.
4 | will say that I -- | -- you know | am not
5 necessarily persuaded by this idea that everybody
6 else is doing it, so FERC and all these other
7 conmm ssi ons have changed structure, | amnot sure |
8 find that persuasive in itself. But it does appear
9 that the gap of these adjustments is getting bigger
10 and bi gger as the spin gets bigger and bigger, and
11 so | think that probably does call for sone review
12 And | think this addresses that to a certain
13 extent, in that the costs will likely align better
14 with what they actually are in these scenari o0s.
15 So | think OPC has stated that they are
16 | ooking forward to the next process of this, and
17 will engage at that level, and | think that is
18 appropriate in rulemaking. | think that's the
19 nature of the beast.
20 And | really do think this is unique in the
21 way that it does really touch on every utility, so
22 water, electric, gas, and it's -- a lot of tines
23 wth this rul emaki ng, we see these sections and
24 they speak to just one industry.
25 | asked the same question Comm ssioner Cark
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick
APPX. - 151



18

1 asked in a briefing, we |look at the |arger
2 utilities, and those are what were brought up
3 t oday, but what about a parent subsidiary water,
4 what does this nean for then? How does this inpact
5 then? And could it potentially have a negative
6 effect on what they would do, or how it would
7 | npact those custonmers? So | think those are al
8 fair questions, and we should, you know, take this
9 deci sion very seriously.
10 Wth all of is that said, | amconfortable
11 with the rule change as proposed. And | think that
12 it does address sonme of the issues that | found
13 viable. And | can see where OPC is comng from
14 froma consuner protection angle. So when | | ooked
15 t hrough the precedent and the | egal conponents that
16 apply to this, I don't have any heartburn as far as
17 the change, but | do want to be clear that that's
18 not based on the idea that, you know, everybody
19 else is doing it. |It's based on the principles
20 that are built into this, that the adjustnment wll
21 align better with what the cost spend is for these
22 conponents, and then the need for adjustnent down
23 the road woul d cause | ess of a, maybe a jolt at
24 that tinme when the adjustnent would need to be
25 trued up in sone format.
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1 So with that, M. Chairman, | do support the
2 recommendation in front of me. | amprepared to
3 make a notion on it, but if anybody else -- any of
4 ny col |l eagues want to weigh in, | amhappy to wait.
5 CHAI RMAN LA ROSA: | amgoing to go back to
6 M. Rehwi nkel, | see his light on indicating, so --
7 MR. REHW NKEL: Thank you, M. Chairman
8 And | would have -- put a sinple request to
9 the Comm ssion if you decide to go forward and have
10 a hearing, is it would be our request -- as you
11 know we are enbroiled in two major rate cases at
12 this tine. If we go to a hearing, you have heard a
13 | ot of serious assertions about regulatory policy.
14 W would certainly like to be able to put on a
15 heari ng and have plenty of time to do it, to bring
16 an expert, for exanple, to do that.
17 So I would just ask that this not be rushed
18 into, you know, as fast as it can be done. | would
19 just ask that if you go forward, that we be given
20 adequate tine to be -- this issue is so big. It
21 has been around for so long. It should be taken
22 seriously if there is a hearing.
23 Thank you.
24 CHAI RMAN LA ROCSA:  Thank you. | don't
25 di sagree with the intent of that, that this, you
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1 know, if considered, needs to be considered deeply,
2 and the timng is key. | think, you know, both ny
3 col | eagues nentioned that not just in the timng of
4 what' s happening, but within the PSC, and what we
5 are considering, and what's before us, but also
6 what' s happening in the world and in the econony
7 here in the state.
8 | want to throw a question back to staff.
9 What woul d -- woul d anything preclude us to have a
10 nore in-depth presentation, or maybe, you know,
11 di ggi ng deeper to understand kind of what the gap
12 is, and the utilities that would be affected, and
13 how, | guess how deep they woul d be affected before
14 we took a vote on this?
15 And | guess what | amsaying is would there be
16 any -- would it nmake sense for us to defer -- would
17 there be an advantage, is a better way stating
18 that, would there be an advantage for us to defer
19 this and have staff present to us maybe ki nd of
20 what sone of the questions that we've had al ready
21 t oday?
22 M5. CIBULA: Well, the advantage woul d be it
23 woul d be nore like a rule workshop. So it would be
24 getting the information before you nmake your
25 deci sion to propose. Because once you propose,
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1 that is your -- the rule that you proposed. And
2 the hearing that cones after the proposal is just
3 weat her to nmake changes to that rul e based on
4 evi dence that -- as deduced fromthe hearing.
5 And you can have different types of hearings.
6 You can have just a rule hearing Iike we have done
7 in the past couple of years. But there is also the
8 option to have a 120.569 hearing as well, which is
9 nore in-depth, which we haven't done that in, I|ike,
10 20 years, but that is an option for the rule
11 heari ng portion of it.
12 But the advantage would be, to defer it now,
13 woul d be it would be nore Iike a workshop, or nore
14 informal to gather the information to make a
15 decision as to what rule you want to propose now.
16 So it's just nore |like information gathering
17 conpared to you have nmade a decision on what rule
18 you want to propose, and then it becones nore
19 limted for the hearing process to just whether or
20 not to nmake changes to the rule that you proposed.
21 CHAI RMAN LA RCSA: Ckay. |If we didn't approve
22 this itemtoday, what would, in fact, happen?
23 Wul d there anything -- would there be anything
24 stopping us frombringing this itemup, or a
25 simlar itemto a rule change |ater down the road?
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1 M5. CIBULA: No, there wouldn't be alimt to
2 that. And we -- | guess we coul d deci de whet her we
3 want ed to have anot her workshop, or whet her we want
4 to do sonmething nore informal, |ike maybe send out
5 sonme sort of witten ask -- you know, asking about
6 witten cooments, or staff, itself, could do sone
7 sort of informal investigation to see what affect
8 the rul e woul d have based on what questions the
9 Conmi ssi oners have.
10 CHAI RMAN LA RCSA: (Ckay. Conm ssioners, any
11 ot her thoughts?
12 Commi ssi oner Clark, you are recogni zed.
13 COMW SSI ONER CLARK: | would just kind of add
14 on to where you at, it seens |i ke where you are at,
15 M. Chairman, is extending this alittle bit.
16 Gving us sone tinme to do a little nore anal ysis.
17 And | appreciate staff's work on this. Y al
18 have done a trenendous job. And | know you have
19 been working on it for quite a long tine. But if
20 we did have an opportunity to do a workshop,
21 specifically my interest is in exactly the
22 potential effect on the custoners.
23 M. Rehw nkel gave us sone nunbers, | know
24 staff had asked -- has asked -- has been asked
25 about sone potential nunbers related to the
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1 utilities, exactly it's going to cost the custoners

2 on a nonthly basis. | nean, that's what it boils

3 down for ne, is howis this going to affect the

4 consumner .

5 But getting sonme sanples fromthe different

6 affected utilities, | amreally interested -- and |

7 am gl ad you nentioned there is only one water

8 conpany that's potentially affected. But | would

9 certainly like to see sone of the potential nunbers
10 fromsone of the water conpanies that are going to
11 be affected on howthis will affect their

12 consuners.

13 You know, we deal a lot with electric rates,
14 but water -- water regulation is just as inportant,
15 and those custoners deserve to have the sanme type
16 of protections that all of our other custoners do.
17 So I want to nake sure that we are eval uating that
18 very closely.

19 But if we have that workshop, and we agree

20 that we do want to go forward and t hen nove into,
21 certainly would support a hearing. | am not

22 famliar with the extended hearing, deeper hearing.
23 But whatever is necessary, | think that that

24 certainly would be an opportune tine. |[|f we had a
25 wor kshop and then -- and | ooked at the proposed
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1 rule, and then went into the hearing, | think that
2 al so gets us beyond the two rate cases that we are
3 currently in right now W wll have sone nore of
4 an idea on what final rates are going to |ook like
5 for both of those utilities at that tine. And that
6 mght give us a little bit nore |ead way into
7 maki ng a final decision on the rule, M. Chairnman,
8 just ny suggesti on.
9 CHAl RVAN LA RCSA:  Thank you. And | wll
10 clarify, and that is -- | am asking those questions
11 because that is -- | amcurious, and that is kind
12 of where | amleaning. | nean, ny biggest concerns
13 are custoner inpact and the inpact of future rate
14 cases. So in a simlar manner, | appreciate a nore
15 i nformal process in the sense of considering
16 everything that's before us now.
17 And | know that there is not necessarily a
18 statutory tineline as far as what happens after
19 today if this was approved. But | think that gives
20 us a little bit nore to chew on and can, frankly,
21 maybe answer better questions.
22 That's where | am | eaning today, but | don't
23 want to close out the item
24 Comm ssi oner Fay, you recogni zed.
25 COW SSI ONER FAY:  Thank you, M. Chairman.
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1 Il will just say that | understand sort of the
2 I npact nunbers, and nmaybe | ooking at this nore
3 based on the theory and the discussion of howthis
4 woul d be applied one way or another. | feel that |
5 am confortable with ny understanding of it and ny
6 position of it.
7 Wth that said, | absolutely respect ny
8 col | eagues as Conm ssioners. And anytine sonebody
9 would like nore time to work on sonething to nmake
10 sure we get it right, especially when it inpacts
11 all across sectors of a utility rule, then

12 absol utely respect that and woul d support that

13 deferral .

14 And | amopen to | ooking at that record and
15 everything that's proposed, which may influence ny
16 decision. At the end of the day, | am not

17 foreclosing that information. | just am

18 confortable at this tinme noving forward, but

19 respect the process that m ght give nore

20 information to everybody.

21 CHAI RMAN LA RCSA:  Thank you.

22 Commi ssi oner Passi dono.

23 COW SSI ONER PASSI DOMO: Thank you, M.

24 Chai r man.

25 | had just a few brief coments. Mostly
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1 echoi ng Commi ssioner Fay. | wanted to nmake it
2 clear that | was also -- felt nore prepared to
3 push, you know, | -- | -- the way | |ooked at this
4 was, again, it was not fromthe perspective of
5 followi ng, you know, the status quo of other states
6 or FERC. It was nore about, you know, when we nove
7 into the next round of rate cases that we are
8 working with the nost up-to-date and true data.
9 So it seens |ike, you know, why we are here is
10 basically on that prem se of the regulatory
11 conpact, neaning that, like, the utilities are
12 af forded an opportunity to earn a fair return on
13 their investnments commensurate with the risk of
14 investing in the utility. And if we are not
15 wor king with the adequate -- the accurate data with
16 that, it would distort those nunbers.
17 | absolutely agree and am okay w th noving
18 into nmaybe a nore -- like, into a Comm ssion
19 wor kshop i nstead of, like, the previous staff
20 wor kshops that have been going on if we have a
21 formal Conm ssion workshop, where one or nore of us
22 IS present.
23 The thing that | would kind of want to | ook at
24 Is when we say in the staff rec, it's been kind of
25 reiterated several tinmes about |essening the
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1 frequency of rate cases. | amobviously in favor
2 of that. | think customers would be in favor of
3 that. There is a lot of expense that goes into it.
4 Rate certainty is really inportant.
5 So if we can find a way to be able to have
6 sonme concrete nunbers than just the should | essen
7 the frequency. |If there is a way that we could
8 actually conpute that and, you know, figure out,
9 okay, well, what woul d be the difference between
10 sticking with the current rule and noving forward
11 with this proposed rule, then what that would --
12 how that would actually -- if there is a way to
13 conpare those two. | know that m ght be kind of
14 difficult to work through, but |ooking at how the
15 di fference how ot her states, when they nmade that
16 switch, something like that. That's sonething that
17 | would be interested inif we nove forward with a
18 Commi ssi on wor kshop.
19 Thank you.
20 CHAI RMAN LA RCSA:  Thank you.
21 Any further Conm ssioners?
22 Ckay, so seeing none, so | amgoing to | ook to
23 staff on this. | would like to defer this item
24 Do | need to take a formal vote on this?
25 M5. CIBULA: Not for a deferral.
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1 CHAI RMAN LA ROSA: Ckay. So | amgoing to
2 offer a deferral. Just for the record, | don't see
3 any opposition. | think the comments are public,
4 and request that we do have a formal workshop in
5 the sense that Conm ssioners are present, and we
6 can flesh out sone of our thoughts and questions in
7 nore detail. So thank you.
8 MR. REHW NKEL: Thank you.
9 CHAI RMAN LA RCSA:  No, thank you.
10 And | do really appreciate staff's tinme and
11 energy on this, and it's certainly presented well,
12 and | understand that there is kind of a | ot of
13 noving parts within it, so thank you.
14 (Agenda item concl uded.)
15
16
17
18
19
20
21
22
23
24
25
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1 PROCEEDI NGS

2 CHAI RVAN LA RCSA: All right. So let's nove
3 back to the top of the order here with our
4 di scussion itens starting with I'temNo. 1. | wll
5 allow fol ks to get situated.
6 Ms. Sapzni koff, you are recogni zed when you
7 are situated --
8 M5. SAPQZNI KOFF:  Thank you.
9 CHAl RVAN LA RCSA:  -- but | will let you have
10 a few nore seconds as needed, so -- | know there is
11 al so parties that nmay want to speak on the itens
12 before us, so obviously feel free to cone take a
13 seat. | see OPC there waiting. Thank you.
14 MS. SAPQZNI KOFF:  Good norning, M. Chairman
15 and Comm ssioners. | am Susan Sapozni koff fromthe
16 O fice of General Counsel.
17 Item1l is staff's reconmendati on regarding
18 proposed anendnment of Rul e 25-14.004, Florida
19 Admi ni strative Code.
20 The recommended anendnents to the rule reflect
21 a change in policy regarding how to cal cul ate the
22 total corporate incone tax expense of a regqul ated
23 utility in proceedings to establish revenue
24 requi rements or address overearnings.
25 Currently, when the regulated utility is a
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1 subsi diary of one or nore parent conpani es and

2 files a consolidated return with the parent
3 conpany, the rule adjusts the incone tax expense of
4 the regulated utility to reflect the incone tax
5 benefit of the parent that may be invested in the
6 equity of the subsidiary.
7 Staff's recommendati on proposes anendi ng the
8 rule to reflect that the incone tax expense of the
9 regul ated utility nust be determ ned using only the
10 i ncome of the regulated utility regardl ess of any
11 parent subsidiary that may exist.
12 This policy would be in accord with the
13 current national standard. Moreover, staff
14 bel i eves the recommended anendnments to the rule
15 will assure that rates are derived froma revenue
16 requi rement that is based on tax benefits
17 associated with the debt of both -- excuse ne --
18 associated with the debt that is both an expense of
19 the regulated utility and borne been that utility's
20 cust oners.
21 O fice of Public Counsel would |ike to address
22 t he Conm ssion regardi ng the recomended anendnents
23 to the rule. Uility representatives are present
24 to answer any questions the Conm ssion may have.
25 Staff is also available to answer any questi ons.
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1 Thank you.

2 CHAl RVAN LA RCSA: Thank you.

3 M. Rehw nkel, with OPC, you are recogni zed.

4 MR. REHW NKEL: Thank you, M. Chairnman,

5 Commi ssioners. M nane is Charl es Rehw nkel,

6 Deputy Public Counsel, and | am here on behal f of

7 the Public Counsel and custoners statew de.

8 We oppose this proposal to repeal the tax

9 effective parent conpany debt rule and to raise

10 Fl oridians' rates by a conbined $30 nmillion

11 annually. This rule has saved custoners hundreds
12 of mllions of dollars by preventing the

13 unwarrant ed and excessive affiliate transfer of

14 customer dollars to sharehol ders over the past 40
15 to 45 years.

16 This sounds |i ke an exceptionally fine rule to
17 customers everywhere. Staff, in our view, has

18 failed to provide adequate justification to w pe

19 out this longstanding pro consuner rule. So we say
20 why now? Wiy this? What problemor need does the
21 proposal address that offsets the protections that
22 It has provided custoners for these | ast 45 years?
23 The inpact of the proposal is to raise custoners

24 rates. We don't think there is any good answer to
25 t hese questi ons.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick
APPX. - 167



1 The parent debt rule is not really based on an

2 inconme tax issue. It is a protection from

3 affiliate transaction abuse. It keeps custoners

4 frombeing forced to subsidize the parents' incone

5 tax expenses by having to pay a taxable equity

6 return on the anmount of debt that makes up the

7 parent and grandparent investnment in the equity

8 recorded on the regul ated subsidiary's books.

9 This consumer protection and the rule have

10 been in place, as | said, for well over 40 years,
11 and it has withstood two challenges at the Florida
12 Supreme Court and one before the Internal Revenue
13 Service. The proposed repeal does not address a
14 problem it only would create yet another w ndfall
15 for sharehol ders.

16 I f you propose to repeal this rule, it could
17 nmean that you are creating a direct and i mmedi ate
18 risk to up to three mllion custonmers of Duke,

19 Tanpa El ectric and Peoples Gas that they w |

20 i mredi ately be subjected to increased rates and

21 bills to the tune of $30 nillion for the three --
22 t hree conpani es conbined. $30 mllion in annua

23 custoner savi ngs, which would be over $100 mllion
24 out of custoners' pockets in the conventi onal

25 four-year rate setting period, versus the nurky
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1 difficult to articulate and even harder to
2 understand benefits outlined by the repeal's
3 proponents.
4 Al t hough the Public Counsel contends that the
5 rule in effect at the tinme of a petition and MFR
6 filing governs the way you nust resol ve any issue
7 in arate case, one utility has already urged you
8 to disregard the rule nerely because of the
9 exi stence that the propose -- that there was a
10 proposal to roll back this custonmer protection
11 before it was even repeal ed.
12 The Public Counsel urges you to reject this
13 effort at repeal just like the Conm ssion did in
14 1988. Maybe in another 36 years, when we are
15 living in an energy utopia consunmer protection such
16 as rules like this will have |ost their neaning,
17 but not today.
18 Not hi ng has changed since the rul e was adopted
19 and since repeal was rejected over three decades
20 ago, except perhaps that equity rates -- ratios
21 have beconme swollen and the material inpact of the
22 adj ust nrent has persisted even as tax rates and the
23 cost of equity m ght have gone down since 1980s.
24 Cust oners t hroughout the states,
25 Conmmi ssioners, are really struggling with high
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1 bills, fuel surcharges, storm surcharges,
2 addi ti onal clause costs |like the SPP costs. On top
3 of this, they phase face a greater threat to
4 affordability as sonme utilities are seeking
5 enornous rate increases in unprecedented anounts.
6 Renovi ng the | ongstandi ng customer protection
7 and raising rates accordingly would just be salt in
8 the wounds at this tinme. So accordingly, we ask
9 you to reject the proposal to repeal, or gut the
10 i mpact of this rule that has benefited custoners
11 all these years.
12 Thank you.
13 CHAI RMAN LA RCSA:  Thank you.
14 Commi ssi oners, questions or comments?
15 Conmi ssi oner C ark.
16 COW SSI ONER CLARK: | will take the first
17 stab at it.
18 | would love to hear any opinion related to
19 M. Rehwi nkel's assertion that the rates are going
20 to go up, as ny initial questions -- ny assunption
21 was that we would actually be able to see decreases
22 in rates based on the inplenentation of this rule.
23 M. Cicchetti, any comments or thoughts on
24 what actual ly happens? | know he quoted
25 specifically from Duke's custoners m ght see an
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1 I ncrease here. WII other custoners see a decrease
2 as a result of the rule?
3 MR, CICCHETTI: Well, Comm ssioners, the
4 adjustnent artificially decreases the cost of
5 service of the utilities. Once we calculate the
6 overal |l cost of service and then apply the parent
7 debt adjustnent, it then reduces the tax expense of
8 the utility, and we think inappropriately.
9 Two of the mmjor things that Wall Street | ooks
10 at when they are evaluating a commi ssion is the
11 return that the Comm ssion allows on equity, and
12 second, its policies and practices to determn ne
13 whet her or not the conmpany can actually earn that
14 return. And the parent debt adjustnent is a
15 classic exanple of a policy that doesn't allow the
16 conpany to earn the return that the Conm ssion
17 al | ows.
18 This rule is a remmant of years ago. It had
19 its genesis when a consolidated tax return was
20 all ocated to the various subsidiaries, so if a
21 nonr egul at ed subsidiary had a | oss, custonmers got
22 the benefit of that |lower tax rate, which sent the
23 wrong price signals and didn't have cost-based
24 rat es.
25 And so the Commi ssion | ooked at this in the
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1 past and said they didn't choose to anend the rule
2 at that time, we think the tinme has cone. It wll
3 | oner the chance of nore rate cases because they
4 wi Il have the full cost of service allowed in their
5 rates.
6 COW SSI ONER CLARK:  But net effect, is this
7 going to increase costs for consuners?
8 MR CICCHETTI: Well, it won't -- in the next
9 rate case that comes up, it won't artificially
10 reduce the rates. W are saying the rates should
11 be based on the cost of service and it shouldn't be
12 artificially reduced by the tax benefit at the
13 parent conpany |evel, which is then going to be
14 given to the subsidiary.
15 COW SSI ONER CLARK: Ckay. So how does this
16 affect each utility differently? Can you give ne
17 any idea of how the varying utilities -- | nean, we
18 are tal king about 100 -- we are not just talKking
19 about electric, we are tal king about basically al
20 utilities, is that correct?
21 MR CICCHETTI: That is correct, all that have
22 a parent conpany where they file a consoli dated
23 return.
24 COW SSI ONER CLARK:  Yes.
25 MR. CICCHETTI: And the effect will be based
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10

1 on the size of the utility. The bigger the

2 utility, the nore inpact this has.

3 COW SSI ONER CLARK:  And | just want to be

4 very clear, the inpact -- you are agreeing that the

5 I npact will be increased costs for consuners.

6 get that it's going to cost-based, but that is an

7 i ncrease in the cost.

8 MR, CICCHETTI: As applying the parent debt

9 versus not applying the parent conpany debt, yes.
10 COMW SSI ONER CLARK: Can you give us any idea
11 of how many -- | kind of keep going back to this --
12 how many utilities we are going back to out of the,
13 what do we have? A couple hundred utilities? How
14 many is this going to apply to that would --

15 MR, CICCHETTI: It would apply to very few

16 wat er and wastewater conmpanies. And it would apply
17 to nost, if not all, of the electric and nost of

18 the natural gas, if not all of themin natural gas.
19 MR, REHW NKEL: M. Chairnman, nay | just

20 briefly address that?

21 CHAI RMAN LA RCSA: Can | -- yes, but | have a
22 qui ck foll ow up.

23 If I am hearing that correctly, we are talking
24 about a mpjority of ratepayers across the state on
25 all utilities, electric, wastewater --
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11

1 MR, CICCHETTI: Al of the electric and nost
2 of the natural gas. Very few of the water and
3 wast ewat er .
4 And with regard to applying the parent debt
5 versus not applying it, whether it wll increase
6 rates, you have the effect, all other things being
7 equal , of a conpany having to come in sooner for a
8 rate case, so rate case expense shoul d decline over
9 time by not applying it, and that would offset the
10 effect of the increase in rates of not applying the
11 parent debt adjustnent.
12 COW SSI ONER CLARK: Does this al so assune
13 that the parent conpany has a tax liability? | am
14 assum ng that there were no tax liabilities, that
15 the opposite, it would actually | ower the cost,
16 correct, if it was a loss, if it was a | oss shared
17 like the gain is?
18 MR Cl CCHETTI: Yes.
19 COW SSI ONER CLARK:  Ckay. GCkay. M.
20 Chairman, this is a very, very conplicated subject.
21 It is-- 1 wll be the first to acknow edge, it's
22 way beyond ne to understand all of the tax
23 inplications and how this is calculated, and |
24 think I may have been a |ittle under the
25 presunption that this was an itemthat was going to
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1 be in the benefit of all consunmers inmediately.
2 | understand getting to cost-based service,
3 and | am not opposed to that by any neans, but |
4 would -- | would personally like to take a little
5 nore time. | amat full discretion of the
6 Commi ssion, but if | had a little nore tine to
7 digest this -- and ny apol ogies, | should have been
8 better prepared on this, but | think I came in with
9 sonme presunptions that may not have been accurate,
10 but I will defer to whatever the Conm ssion
11 wants -- however the Comm ssion wants to handle it.
12 CHAI RMAN LA RCSA: | tell you, | also agree in
13 t he sense that when | | ooked at this, | realized
14 that there are sone conplications, and | know t hat
15 there is a history.
16 Menbers, if you are okay, | amgoing to go to
17 M. Rehwinkel. | heard you loud and clear on the
18 comments, and we will cone back to chat about it as
19 a comm ssion.
20 M. Rehw nkel, you are recogni zed.
21 MR, REHW NKEL: Yes. Just a couple of
22 clarifications.
23 Fl ori da Power & Light does not have this
24 adj ust nent because of the way they are organized.
25 They issue their own debt, so they don't have a
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13

1 parent above themthat is investing in their equity
2 using debt. Their debt is ringfenced, if you wll,
3 is ny term They m ght say that they use a
4 different term So FPL, this is an adjustnent that
5 they haven't applied for years because of the way
6 they are capitali zed.
7 Just -- and just -- and FPUC and FCG do not
8 also -- they also do not use this because of recent
9 Conmi ssi on deci sions and the way they are
10 or gani zed.
11 In our view, it's Duke, it's Tampa Electric,
12 and it's Peoples Gas are the |argest investor-owned
13 utilities that this applies to.
14 Wth respect to the question that Conm ssi oner
15 Cl ark asked about | osses at the parent inpacting
16 this, that woul d have been perhaps an issue if wll
17 there had been a consolidated tax savings
18 adj ust nents, which was all in the vogue in the
19 early '80s. This has nothing to do with the tax
20 position of the painter. It only has to do with
21 t he amount of debt and equity there at the parent
22 | evel, and that is a presuned to be the -- the
23 pro -- the proration of debt and equity in the
24 equity of the subsidiary. So gains and | osses at
25 the parent level are not inpacted by this.
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24

25

CHAI RMAN LA ROSA:  Thank you.

Ms. Moncada, | noticed that you had your hand
up, SO you are recognized.

M5. MONCADA: He said what | was going to say,
which was to clarify on the record for M. Chairmn
and all the Conm ssioners, that this rul e does not
i mpact FPL or all of its customers. | heard a |ot
of di scussion about how many bills were going to be
I npacted, and so | thought it was an inportant
clarification to make. Thank you, M. Rehw nkel.

CHAI RMAN LA ROSA: (Okay. Conmi ssioners, are
there any other quick conments, and | wll cone
right back to us?

COW SSI ONER PASSI DOMO: Thank you, M. Chair,
| m ght have just a quick comrent.

| kind of want to just clarify, you know, sone
-- | appreciate M. Rehwi nkel's points, and | think
it's given us a lot to think about, as Comm ssi oner
Clark has alluded to.

When we are tal king about -- | nmean, | am not
going to even pretend to be a tax attorney. |
m ght be an attorney, but that doesn't nean | know
much about the tax code, and it keeps changi ng.

But if we are tal king about precedent when the

Fl ori da Suprene Court, when | read our cases, the
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1 cases that the court has said, yes, they have

2 affirmed that this -- that the current rule of the

3 parent adjustnent is valid, that doesn't -- | did

4 not see any tacit endorsenent, or that that was the

5 only nethod that was needed. That | think that we

6 have the discretion to align our rule with the

7 majority of how the country operates, how FERC

8 oper ates doi ng the stand-al one basis.

9 The way | kind of |ooked at it, | think nost
10 of what we do, you know, costs are associated with
11 the provision of providing utility service of that
12 jurisdictional utility -- of the regulated utility,
13 and this is just another cost.

14 Sol am-- | amwlling to entertain

15 Commi ssioner Clark's idea of maybe giving us sone
16 nore time to think about it. | amnot sure if

17 that's going to go change ny perspective, but | am
18 always willing to hear nore information, so --

19 CHAI RMAN LA ROSA: COkay. Question on the

20 | egal side, any concerns if we defer this iten?

21 M5. SAPQZNI KOFF:  No. Conmi ssioner Passi dono
22 was absolutely correct. The Florida Suprene Court
23 has not affirmatively endorsed this rule. It did
24 uphold it to challenge, but that was only | ooking
25 at things about whether we follow procedure to
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1 enact it, whether it was arbitrary, capricious or
2 vague. The Court specifically nmade the statenment
3 that there is no single correct nethod of dealing
4 with the inconme tax expense.
3) So the fact that we had previously done it one
6 way, now that circunstances have changed in the
7 corporate world, what other courts are doing, there
8 is no legal inpedinent to this comm ssion deciding
9 to make a policy change.
10 | also want to clarify that this comm ssion
11 has not previously rejected the repeal or
12 affirmatively upheld this rule in the past, but the
13 matter came before the Conm ssion on a repeal
14 shortly after the rule was enacted, and it sinply
15 said that we don't want to revisit it at this tinme.
16 It was affirnmative rejection or acceptance one way
17 or the other.
18 And contrary to the prior case before the
19 Commi ssion, this is not seeking a repeal, but
20 rather, to bring forth an additional alternative
21 procedur e.
22 CHAI RVAN LA RCSA: |Is there any Comm ssion
23 busi ness that this would interfere with if this was
24 deferred?
25 M5. SAPQZNI KOFF:  No, sir.
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1 CHAI RMAN LA ROSA:  Conmi ssioners, any ot her
2 questions or coments?
3 Is there any opposition if we defer this itenf
4 So ny suggestion is that we defer this item
5 until next nmonth, and then we can readdress it.
6 M5. SAPQZNI KOFF: Certainly. And there is no
7 i npedi mrent to that. W are not under any statutory
8 rul emaki ng gui deli nes on this.
9 CHAl RVAN LA RCSA: Thank you. Good questi ons.
10 Al right. So show officially Item No. 1
11 deferred. So let's nove on to -- and thank you al
12 for commenti ng.
13 (Agenda item concl uded.)
14
15
16
17
18
19
20
21
22
23
24
25
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re;: Amendment of Rule 25-14.004, Florida DOCKET NO.: 20230000-OT
Administrative Code, Effect of Parent Debt on
Federal Corporate Income Tax FILED: September 26, 2023

OPC POST-WORKSHOP COMMENTS ON
PROPOSED REPEAL OF 25-14.004 - EFFECT OF PARENT DEBT ON FEDERAL
CORPORATE INCOME TAX

At the August 15, 2023 workshop, OPC heard for the first time why staff is, in reality, pursuing a repeal
of 25-14.004 - Effect of Parent Debt on Federal Corporate Income Tax (“PDA Rule” or “Rule”). We would
note that even though the Rule is not being repealed, the essence of the ratepayer protections from affiliate
transaction abuse through application of a tax effect of parent debt (“Parent Debt Adjustment” or “PDA”)

is being completely stripped from the present rule.

The OPC noted that staff had never revealed the reason for the repeal or rule change being presented
to the interested parties. Staff’s representative then suggested that the Commission was not informed of a
1983 decision? by the Federal Energy Regulatory Commission (“FERC”) justifying discontinuation of the
allocation the consolidated income tax expense (benefits) of an entity to the subsidiary, which he explained
could be found in a publication issued by Public Utilities Reports, Inc., Third Edition (1993), entitled “The
Regulation of Public Utilities” by Charles F. Phillips, Jr.2 at pages 288 and 289. Staff then read aloud two
paragraphs from the pages referenced. However, this same information quoted by staff was in fact readily
available in 1987. The exact language which was read is contained verbatim in the 1984 edition (first
printing, May 1984) at pages 272 and 273. See, attachment 1. This information was available well before
1987 when the staff unsuccessfully attempted to persuade the Commission to repeal the Rule. Why this
information was not presented at that time, we can only guess. It could very well have been that
Commission or its staff found the information or FERC’s views to be irrelevant to whether the PDA Rule
should be repealed. The Commission does not follow FERC decision-making on ROEs so it is likely that
it was unconcerned about that agency’s views on how retail customers ought to be protected. Given the

summary rejection of the repeal proposal at the time, there is no evidence that the stale information

1 In re Columbia Gulf Transp. Co., 54 PURA4th 31, 37 (FERC 1983).

2 Professor Phillips appears to have been a frequent witness appearing around the country on behalf of
utilities seeking higher returns on equity in ratemaking during the time the treatise was compiled. See, e.g.,
Application of Roanoke Gas Company, 1978 Va. PUC LEXIS 137; Illinois Bell Telephone Company:
Proposed restructuring and increase of rates,1989 Ill. PUC LEXIS 398, *1 (lIl. Comm. Comm’'n November
9, 1989).
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contained in either the 1984 or 1993 versions of an industry-centric treatise would have impacted any of
the Commissioners’ opinions at the time. In any event, as discussed below, the PDA Rule is nevertheless

consistent with the “new” information from 30 years ago.

It is clear, from the language read by staff, that the then Federal Power Commission (“FPC*)
(currently FERC) was concerned with passing on the consolidated tax savings created by other subsidiaries
to the regulated utility. Instructive is the FERC’s rationale for eliminating a consolidated tax savings
adjustment after the D.C Circuit Court of Appeals reversed?® the agency’s efforts to overturn its policy of
applying such an adjustment. It was precisely this “new” decades old FERC rationale that staff pointed to
in support for today scrapping of the customer-benefitting Rule. At the workshop, staff read two paragraphs
from the 1993 Phillips document, as principal justification for the repeal of the PDA Rule. It was this
information quoted from the 1983 FERC decision (which was issued contemporaneously with the actual

adoption of the Rule) that OPC was informed was not presented to the Commission in 1987:

Because deductions are given for expenses incurred in producing income, the necessary
causal link between the ratepayers and the deductions is the expense the company incurs
in providing service. Accordingly, the proper way to allocate deductions is to match the
deductions with the expenses included in the cost of service. Thus, when an expense is
included in the cost of service, the corresponding tax deduction is also allocated to the rate
payers. In this way, any tax-reducing benefits or savings the company realizes in providing
service are recognized in calculating the tax allowance for the benefit of the ratepayers.

The corollary to this is that when the expense is not included in the cost of service because
the company did not incur that expense in providing service, the deduction created by that
expense is not allocated to ratepayers. To do otherwise would result in the tax savings
the company realizes from expenses incurred in providing service to other groups in
periods for its own benefit being used to reduce the rates for a particular group of
ratepayers. Tax allowance would then be lower or higher than is warranted by the
profit each group provides to the company. Since the amount of profit to be provided
is the measure of the tax cost the company will incur in providing service, none of the rates
for the groups would be cost-justified. Subsidization would inevitably result; one group
would bear the burden, but another group would gain the benefit.

Phillips at 289 (1993); 276-277 1984). (Emphasis added).
This language has no bearing on the PDA Rule or the type of affiliated transaction that the Rule is

designed to address. From the language highlighted above, and a closer reading of the case, it is obvious
that FERC was concerned with the overall tax savings generated by non-jurisdictional, diversified entities
being passed on to the Utility. These tax savings were being generated by other subsidiaries through losses

wholly unrelated to services provided to, or burdens placed upon, the unregulated subsidiary. It appears

3 City of Charlottesville v. Federal Energy Regulatory Comm. and Columbia Gas Trans. Corp., 661 F. 2d 945 (D.C.
Cir.1981)
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that FERC was more concerned with the overall consolidated tax savings than the infusion of debt as equity
into a subsidiary. This is better understood when the salient portion of the paragraph preceding the two

read by staff is considered:

*k*k

In a 1972 decision, the commission held that a pipeline company should be permitted to
retain the consolidated tax savings generated by losses incurred by an affiliate engaged
in gas exploration and development. Five years later, the commission adopted a similar
treatment in wholesale electric rate cases, holding that the stand-alone policy was
appropriate in those situations where jurisdictional customers had not paid the expenses
that generated the consolidated tax savings.

*k*k

Phillips at 289 (1993); 276 1984). (Emphasis added)

In the cited Columbia Gulf decision, FERC distinguished the non-jurisdictional, wholly unrelated
activities generating losses, from the highly specific, related tax deduction associated with the investing
parent companies’ excess interest deductions. The former was not allowed, while the change in policy
continued to recognize that the parent’s interest expense was properly considered in a “stand-alone” tax

allowance determination:

In setting the return for the pipelines we used the parent's interest expense as the pipelines'

cost of debt. Thus, the ratepayers bear the burden of paying the parent's interest expense.

That being so, an equal portion of the parent's interest expense deduction must be allocated

to the pipelines' ratepayers. Our stand-alone policy does just this.
Columbia Gulf at 1983 FERC LEXIS 2737 **22. In that instance, FERC utilized a consolidated capital
structure indicating that there would be an allocation of the parent’s debt to the subsidiary income tax
calculation. The PDA Rule (that has been excluded from application where the subsidiary capital structure
is merely an allocation of the overall consolidated capital structure) when applied when a parent invests
debt in the equity of a subsidiary is fully consistent with the Columbia Gulf decision in that the subsidiary
ratepayers bear the burden of paying a portion of the parent’s interest expense through the taxable equity
return. The parent’s use of debt to make equity infusions in the regulated Florida subsidiary is a transaction
directly related to the subsidiary. It is precisely when the parent having a mix of debt and equity in its capital

structure makes an equity investment in a subsidiary that the Rule’s application becomes mandatory. The

4 Re Florida Gas Transmission Co., 47 FPC 341 93 PUR 3d 477 (FPC 1972). Professor Phillips quotes
from that decision in explaining that the stand alone method “is one that takes into account the revenues
and costs entering into the regulated cost of service without increase or decrease for tax gains or losses
related to other activities.”
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fact of a parent’s investment in a subsidiary does not overcome the presumption; it triggers it. Something
more, such proof in the form of evidence that dividends from the subsidiary exceeded equity contributions

from the parent, has been deemed necessary in the past for the presumption to be met.®

The long-standing PDA Rule does not seek to require or even allow losses from non-jurisdictional,
diversified operations to offset the tax expense of the regulated, jurisdictional operations in Florida. In
supporting the Commission’s 40 year-long affiliate transaction protection, OPC is not interested in unfairly
passing through to ratepayers any affiliate subsidiary losses or tax savings to the regulated company using
the PDA Rule. Likewise, there is no effort or intent to require the use of the consolidated entity’s capital
structure to artificially lower revenue requirements. This would represent a return to a long-abandoned
“double-leverage” adjustment. The current rule as written does none of this; the OPC does not seek such a

return. Double-leverage and allusions to it in this repeal process are red herrings.

The essence of the investment by a parent in the regulated subsidiary is an affiliate transaction.
This categorization is not in dispute. Utilities routinely report equity infusions, upstream dividend
payments, advances to and from subsidiaries (and their subsequent conversions to debt or equity) as affiliate
transactions. See, e.g., Florida Power & Light and Florida City Gas Co. examples submitted in Attachment
2.

If the parent allocates debt to the utility or issues third party debt on the subsidiary’s behalf, the
utility would be required to pay interest to a third party or the parent and as a result would record an interest
expense on its own books and take the interest deduction on its standalone tax calculation. The difference
from this scenario and the equity infusion from the parent portion of the capitalization is that the source of
the funds so invested cannot be traced to equity or debt dollars and are thus presumed to be supported by a
mix of debt and equity in the same proportions as contained in the parent’s capital structure. Within the
PDA Rule, this scenario gives rise to a rebuttable presumption that part of that investment, or equity
infusion, is the result of the parent issuing debt in order to effectively fund the operations of the utility
subsidiary. Absent rebutting the presumption, the utility is required to recognize the value of the interest
deduction on the portion of parent debt embedded in the subsidiary equity (upon which its customers

compensate the shareholders for in the form of an equity return on that subsidiary equity) as a reduction to

®In re: Petition for increase in rates by Gulf Power Company. Order No. PSC-2012-0179-El at 115-116.
“Since Gulf’s last rate case, the record evidence indicates Gulf paid dividends to Southern Company of
$196 million more than Southern Company invested in the equity of Gulf.”
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its standalone taxes. If not for the PDA Rule, this affiliate transaction would create a subsidy flowing from
ratepayers to shareholders. This is exactly what the Supreme Court of Florida recognized in its opinion

upholding the affiliate transaction protections inherent in the parent debt adjustment when it stated:

In the normal course of a parent-subsidiary relationship, the parent issues debt in order to
acquire capital to support the operations of its subsidiaries. The capital is transferred to the
subsidiary in exchange for stock in the subsidiary. As a practical matter, the equity of the
subsidiary is thus directly supported by the debt of the parent. The debt of the parent used
to support the subsidiary generates interest expense for the parent, which in turn is tax
deductible. Although the capital is passed on through to the subsidiary, there is no
corresponding pass-through of interest expense because the parent passes the capital to
acquire ownership interest in the subsidiary as opposed to a creditor’s interest. Therefore,
the nature of the acquired capital changes from debt to equity at the point the capital passes
from the parent to subsidiary.

General Telephone Company v. Florida Public Service Commission, 446 So.2d 1063, 1069
(Fla. 1984).

Notwithstanding this highly effective specific and limited regulatory safeguard, staff’s workshop
comments in the workshop erroneously conflated the notion of “double leverage adjustment” with the PDA:

And so, back in the days of the double leverage adjustment, it was presumed that
the return on equity for the utility should be the overall cost of the capital of the parent
company. And that theory has pretty much been discredited, and as far as | know, is not
followed by any Commission across the country, and so by making a double leverage
adjustment, or a parent debt adjustment, the utility will not recover the cost of providing
service.

Staff comments, August 15, 2023 workshop (transcribed from FPSC video recording). This
conflation is in error.

Double leverage is a financial strategy whereby the parent raises debt but downstreams some or all
of the proceeds to its operating subsidiary largely in the form of an equity investment. Therefore, the
subsidiary’s operations are financed by debt raised at the subsidiary level and by debt financed at the
holding-company level. In this way, the subsidiary’s equity is leveraged twice, once with the subsidiary
debt and once with the holding company debt. The regulatory adjustment was to treat the parent and
subsidiary capital structures as the same and give recognition to the lower overall weighted cost of capital

caused by the higher parent leverage. This is not what the PDA Rule does.

What the PDA Rule does require is for the utility to properly recognize the interest deduction
benefit related to the amount of debt being infused by the parent through the affiliate transaction of the
investment. Inherent in the affiliate transaction is a very real tax benefit that customers provide to
shareholders that is encompassed in the nature of the parent’s equity investment — in the form of the return
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on equity (grossed up for income taxes). This benefit would otherwise be transferred to the shareholders
without the PDA Rule. This tax effect of parent company debt scenario is not double leverage, it is not
consolidated tax savings and it is not a departure from standalone ratemaking. Recognizing and correcting
for the effect of an abusive affiliate transaction does not violate any principle of “stand alone ratemaking.”
The PDA Rule is simply the Commission regulating in the public interest, protecting customers and
determining that the standalone, statutory tax rate expense embedded in the revenue requirement is
overstated unless the tax benefit that customers provide to shareholders through the equity return (on equity
that is effectively partly tax deductible debt) is properly reflected in the interest deductions on a standalone
basis.

If this Commission adopts the new proposed rule change eviscerating the PDA Rule, it will insure
that a parent issuing debt that supports investments in the regulated subsidiary can engineer the transfer of
funds to the sole benefit of the stockholders and at the expense of utility ratepayers. This change in the
Rule would effectively allow the utility to charge ratepayers an inflated equity return that ignores the true
nature of the investment. This would be inconsistent with the standalone entity treatment. The PDA Rule
as currently established is a necessary protection for the ratepayers as it allows the customers to properly
receive the benefit of the interest on the infused debt as a reduction in the utility’s standalone income tax

expense.

It seems that the only change that should be considered in the Rule to fix the problem is to modify
paragraph 4 to clarify that the standalone utility’s statutory tax rate should be applied. OPC’s proposed

change is shown below:

(4) The adjustment shall be made by multiplying the debt ratio of the parent by the debt
cost of the parent. This product shall be multiplied by the statutory tax rate applicable to

the consolidated-entity regulated utility. This result shall be multiplied by the equity dollars
of the subsidiary, excluding its retained earnings. The resulting dollar amount shall be used

to adjust the income tax expense of the utility.

This clarification to the current rule would prevent any confusion that somehow an effective tax
rate of the consolidated entity could be used to pass through to the utility of any consolidated savings
through the consolidated tax rate. Since the statutory rate is the same regardless, it would seem that this
clarification is not essential, but it can be done in an abundance of caution. Otherwise, there is no basis to
change a 40-year old consumer protection rule that has survived challenges in the Florida Supreme Court,

the United States Treasury Department and the United States Congress.
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Respectfully submitted,

Walt Trierweiler
Public Counsel

s/Charles J. Rehwinkel
Deputy Public Counsel
Florida Bar No. 527599

Office of Public Counsel

c/o The Florida Legislature
111 West Madison Street
Room 812

Tallahassee, FL 32399-1400

Attorneys for the Citizens
of the State of Florida
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BEFORE THE INTERNAL REVENUE SERVICE

COMMENTS OF THE CITIZENB OF THE STATE OF FLORIDA
IN OPPOBITION TO THE NOTICE OF PROPOSED RULEMAKRING CONCERNING
THE APPLICATION OF NORMALIZATION REQUIREMENTS A8 IT AFPFECTS
UTILITIES BUBJECT TQ CONSOLIDATED TAX ADJUBTHENTS

I. PREFACE

The Citizens of Florida ("Citizens") submit these comments in
opposition to the regulations proposed on Navember 27, 1990 by the
Internal Revenue Service ("IRS" ox "Service") relating to

consolidated tax adjustments.

The Citizens concur wholeheartedly in the comments filed by
the Pennsylvania Office of Consumer Advocate ("OCA")., The Citizens
adopt and incorporate hereln the objections and arguments sumbitted
by the OCA. In the alternative, Citizens ask that the Service make
clear that a parent debt adjustment recognizing a permanent tax
timing difference arising from the filing of a con’solidated tax
return does not violate the normalization requirements of the

internal revenue code.

II. INTERESTS OF THE CITIZENS OF FLORIDA

The Florida Office of the Public Counsel was established by
the Florida legislature to represent the interests of ratepayers of
investor-owned electric, gas, telephone, and water and sewer
utilities in proceedings before the Florida Public Service

1
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Commission. The Public Counsel is specifically authorized to
represent the state of Florida and its Citizens before federal
agencies in matters affecting the jurisdiction of the Florida

Public Service Commission. 8Section 350.0611, Florida Statutes.

The most direct and tangible impact of the proposed
regulations on Citizens is manifested in the application of Florida
Public Service Commission Rule 25-14.004, Florida Administrative
Code, relating to the effect of parent debt on federal corporate
income tax (hereilnafter “parent debt adjustment"). The rule, the
application of which is mandatory under Florida law!, requires that
in determining revenue redquirements, the interest expense
associated with the debt of the parent company (and of any
grandparent(s) in a tlered structure) assumed to be invested in the
requlated subsidlary's equity be used to effectively reduce the
subsidiary's current income tax expense. A prerequlelte to the
application of the rule is that the subsldiary and its parent (and
grandparent(s)) joln in the flling of a consolidated tax return.
The effect of application of the rule has heen, in all cases where
applied, to reduce the revenue requilreaments of the regulated

company -

'The Florlida Administrative Procedures Act (Chapter 120,
Florida Statutes) provides that an agency final order shall be
remanded if the agency falls to follow its own rulea. Section
120.68(12) (b) .
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Although the Citizens of Florida believe that the Service has
not intended to proecribe this FPSC adjustment through the proposed
regulations, and although the Citizens do not believe that the
Service may validly prevent, through regulations, consolidated tax
savings adjustments (including the parent debt ad}justment) of state
regulatory commisslons, the staff of the Florida Public Service
Commisaion, and the Florida Public Service Commission in saveral
cases’? have preliminarily interpreted the regulations as
prohibiting (through denial of accelerated depreciation and
deferred tax benefita) the ratemaking adjustment mandated by Rule
25-14,004, Florida Administrative Code. Because of the actions of
the FPSC, the Ccltizens have sought clarification at this point in

the Service's decision making.

IIT. ARGUMENT

a. THE NRORMALIZATION REQUIREMENTS OF BECTIONB 167(1) AND
168(i) (9) OF THE INTERNAL REVENUE CODE DG NOT AUTHORIZE THE BERVICE
TO FIND TEAT THE USE OF A CONBOLIDATED TAX SAVINGE ADJUSTMENT
VIOLATES NORMALIZATION REQUIREMENTS,

The Ccitizens concur in the comments of the Pennsylvania Office
of Consumer Advocate and the NRational Assoclation of State Utllity
Consumer Advocates, Each of the arguments set forth in their

comments are adopted and incorporated herein by reference.

In Re: People's Gas, Docket No. 891353-GU, agenda vote of
January 2, 1991; In Re; United Telephone of Flerida, Docket No.

891239-TL, agenda vote of January 7-8, 1951; In Re: city Gas,
Docket No, 871175-GU, agenda vote of December 17, 1991.

3

APPX. - 206



b. PINAL REQULATIONS, IF ADOPTED OVER CITIZENS' OBJECTIONS,
S8HOULD NEVERTHELESS CLEARLY INDICATE THAT THE PARENT DEBT
ADJUBTMENT MANDATED BY FLORIDA LAW AND FLORIDA AGENCY RULE DOES NOT
VIOLATE THE NORMALIZATION PROVISIONS OF THE INTERNAL. REVENUE CODE.

(1) THE FLORIDA PARENT DEBT ADJUSTMENT

Since at least 19783, the FPSC has applied some form of the
parent debt adjustment to account for the tax effect of the parent
company's debt presumed lnvested in the equity of a regulated
utility subsidiary joining in the filing of a consolidated return.
Initially this adjustment was applied on a case-by-case basis. In
1982, the Commission adopted Rule 25-14.04* entitled "“Effect of
Parent Debt on Federal Corporate Income Tax." See Attachment 1.
The rule was immediately challenged on appeal to the Florida
Supreme Court.’ The court uphald the Commission's promulgation of
the rule, stating:

We find that the adjustment implemented by the
rule in guestion and the resulting income tax
expense attributed to the utility are more
representative of the economic realities of a
parent-subsidiary consolidated tax liability
than is an expense figure calculated as if the
subeidiary wutility had filed a separate
return.

In the normal course of a parent-subsidlary

relationship, the parent issues debt in order
to acquire capital to support the operations

of its subsidiaries. The capital is
In_Re; _United Telephone Company of Florida, Docket No.

780777-TP Order No. 9208, 34 P.U.R.4th 42}1.

‘since renumbered as Rule 25-14.004, F.A.C.

SNo party at either the rulemaking stage or on appeal
challenged the rule on the basis that it violated the normalization
requirements of the Internal Revenue Code.

4
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transferred to the subsidiary in exchange for
stock in the subsidiary. As a practical
mattsr, the equity of ths subsidiary is thus
directly supported by the debt of the parant.
The debt of the parent used to support this
subgsidiary generates interest expense for the
parent, which in turn is tax deductible.
Although the capital is passed on through to
the subsidiary, there is no corresponding
pass-through of interest expensa bacauae the
parent passes on ths capital to acquire
ownership Interest 1in the subsidiary as
opposed to a creditor's interest. Therefore,
the nature of the acquired capital changee
from debt to equity st the point the capital
passes from parent to subsidiary.

If the parent and subsidiary had chosen to
maintain their separate tax identities, the
distinctions between the capital acquired
through debt by the parent and through equity
by the subsidiary would have been valid. By
£iling a consolidated return, however, the
entities have removed the separation between
parent and subsidiary for tax purposes. No
longer 1s it realistic to treat transactions
between parent and subsidiary as transactions
between meparate entitiles. Parent and
subsidiary are now components of the
congolidated entity and the debt issued by the
paxent componant supports the capital
structure of the subaidiary component. The
pragmatic result is that the consolidated
entity has issued debt to support its cverall
capital structure and the interest paid on the
debt goes toward reducing the tax liability of
the consolidated entity, therefore benefiting
each component wmember. The adjustment
implemented by the rule in question merely
allocates to the subsidiary component the
interest expensed dsduction generated by the
proportlion of the consolidated debt that is
used to support the subsidiary component?s
caplital structure.

So0.2d 1063, 1068-1069 (Fla. 1984)}.
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In upholding the Commission's rule the Florida Supreme Court

also noted that:
This Court has instructed the PSC to apply
this type of adjustment in a ratemaking case
when the facts of the case were found to
warrant such an ad]ustment. Sge Citizens of
Florida v, Hawking, 356 So.2d 254 (Fla. 1978).
Id. at 1067. The Court further added that:
It must be noted that the PSC is not bound to
any pre-determined formula for calculating any
cost of service expense, but instead is free
to use any method which will enable it to
ascertain the actual cost to the utility.

Id. at 1068.

Clearly, the Florida Supreme Court has ruled that the Florida
Public Service Commission must make the tax effect of parent
caompany debt adjustment since it more closely approximates the
actual tax expense of the utllity on a stand alone basis. The
Court went to great lengths to relate its decision to the factual
and theoretical under-pinnings of the FPSC's rule. As pointed out,
the Commission’s determination was based on an actual, concrete,
identifiable accounting relationship. Furthermore, the Court
correctly ruled that the Commission's authority under Florida law
is to use any method which will allow determination of a utility's
actual cost of service. Any legitimate 1nvasion of the FP5SC's
soundly based regulatory powers should therefore not be lightly

undertaken.
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Despite the clear mandate and authority of the Florida Public
Service Commission and the mandatory nature of application of the
Rule 25-14.004, F.A.C., the Commission has declined to set rates
utilizing the parent debt adjustment in three cases decided to date
since November 27, 1990. In the United Telephone case®, decided
on January 7-8, 1991, the Commission, upon the recommendation of
its astaff, declined to make the parent debt adjustment for
ratemaking purposes.” In a recommendation issued on January 18,
1991, the Commission staff has recommended essentially identical
treatment for Central Telephone Company of Florida.® Based upon
an oral recommendatlion of the staff, the commission has alsoc voted
in the Peoples' Gas and City Gas casges, that the parent debt
adjustment should not be made 1In ratesetting pending a

determination by the IRS regarding any normalization violation.

The Commission staff in the United case advised the Commission
that:

These proposed regulations provide that
determining a utility's ratemaking tax
expense, either current or deferred, by taking
into account the income, losses, deductions,

4In Re: Investigation into United Telephone Company of

Florida's BAuthorized Return on Equit nd Earnings, Docket No.
891238-TL.

"while the commission did not set rates utilizing the
adjustment, the associated revenue requirement was placed subject
to refund pending clarification or decision of the Intermal Revenue
Service.

3In Re; Central Telephone Company of Florida's Petition for
Rat ncrease, Docket No. 891246-TL. Commission vote is

scheduled for January 30, 1991.
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or credits of other taxpayers with which it
files a consolidated return viclates the
norsaligation requirements of the Internal
Revenue Code. A regulated utility that
violates normalization 1s prohibited from
using accelerated depreciation, both
praspectively and retroactively, for income
tax purposes. This eliminates all zero cost
deferred taxes from the capltal structure,
resulting in a highar rate of return and
higher revenue reguirement. Application of
Rule 25-14.004, Plorida Administrative Code,
by the Commission in this case would clearly
put UTF in the position of viclating the IRS’®
normalization requirements according to the
provisione of thase proposed regqgulations.

Based on this recommendation, the Commission voted not to apply the

rule for purposes of setting rates at this time.?

Although the citizens disagree with the proposed regulations
and furthermore do not Dbelieve that even as written they are
intended to apply to the adjustment the Florida Commission makes,
the FPSC has decided that it must cautiously interpret the proposed
ragulations so as to not risk losing the accelerated depreciation
related benefits. It is because of this action of the Commission

that Cltizens seek clarification at this time.

(2) THE PROPOSED REGULATIONS

The Citizens understand proposed Section 1.168(1) - 1(a) and

{b) to be what the Plorida Public Service Commission has

“The Commission did placa the revenue requirement subjact to
refund, therefore arguably following the rule, contingent upon the
outcome of this mattar bafore tha IRS. The practical result was
that customer's rates increased because of the interpretation.
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interpreted to prohibit the parent debt adjustment. In part the
proposed Section 1.168(1) - l(a) reads:

Any procedurea or adjustment that results in

the flow-through of tax savings arising from

the flling of a consolidated return will be

treated as inconsistent with a normalization

method of accountilng.
Proposed Section 1.168(1) - 1(b) further provides that:

[I]t is inconsistent with a normalization

mathod of accounting to determine either the

current or deferred portion of ratemaking tax

expense using an effective tax rate determined

by taking inte account the losses or credits

of other membsrs of the utility's consolidated

group, or otherwise to reduce cost of service

for ratemaking purposes to take into account

the current tax savings resulting from the

logses or credits of other members of the

utility's consolidated group.
55 F.R. at 49297-49298. Since the only cited specific regulatory
authority for promulgation of these regulations would be found in
Sections 167(1) and 168(i) (9) (B) (iii) of the Internal Revenue Code
which deal eolely with depreciation of public utility property and
the creation of deferred tax reserves assoclated with book-tax
timing differences related thereto, the Citizens must look to the
introductory and explanatory provisions preceding the proposed
regulations for an understanding of their possible application to

the parent debt adjuatment made by the FPSC.

The only discernable rationale for the Service's proposed
prohibition of consolidated tax savings adjustments is found in the
reference +to the specific authority of Section 167(1) and

168(i) (9) (B) {iii) of the Internal Revenue Code. The former section
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requires normalization accounting for public utility property when
accalerated depreciation is taken. The latter section forbids
inconeistent methods of calculation of depreciation eypense on
public utility property by utilities taking accelerated

depreciation.

The Service's explanation of how the cited authority
authorizes the prohibition of a consolidated tax savings adjustmant
appears to the Citizens to be a multistep process. First, the
service has assumed that the tax timing difference represented by
the accumulated deferred taxes represents a temporary, interest
free loan from the Treasury. Normalization accounting as pointed
out by the Service, prevents the flow-through to utility ratepayers
of the reduction in current taxes stemming from the use of
accelerated depreciation. In other words, the reduction must be
treated as a tax deferral that is treated as cost free capital

until the loan is repaid to the Treasury. 55 F.R. at 4994.

Next, consolidated tax savings, as defined by the service'
are viewed as creating tax timing differences “analogous" to tax
timing differences created using accelerated depreciation. The
temporary nature of the tax timing difference exists if, and only

if, the assumption is wvallid that a reduction in a consclidated

“In the explanation section the Service appears to view the
consolidated tax savings adjustment as being calculated under
either a "bottom-line," overall consclidated tax savings approach,
or an effective tax rate approach. 55. F.R. 49295.

10
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group's tax liability (generated by net operating loses) "might not
be permanent and that "[w]hen the loss affiliate becomes profitable
the group as a whole will have a higher tax liability."™ 55 F.R.
49295. [Emphasis added]. This assumption provides the keystone
supporting the bridge of logic between the normalization
prohibitions of the Code and the assumed regulatory authority to
prohiblt or restrict consolidated tax savings adjustments. The
Citizens' conclusion on this point is evident when the Service
further elaborates:

Consolidated tax savings are similar to the

deferred taxes arising from the allowance of

accelerated depraciation on public utility

property in_ that the temporary tax savings

avallable to the utility is cost-free capital

from the time it is collected from ratepayere

until the time the afflliate becomes

profitable.

55 P.R. 49295. [(Emphasis added].

Thus as a result of the assumptions impliclt in the Services
reasoning, the necessary conclusion is that consolidated tax
savings must be temporary in order to provide the Service with even
colorable authorlty to require normalization consistent with the

Internal Revenue Code.

The Citizens belleve that because of the logical framework
supporting the Service's claim of authorlty to promulgate these
requlations, that the FPSC's parent debt adjustment is not intended
to be proscribed since the tax timing difference (if one exists)
created by the parent's tax deduction applicable to the parent

11
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company's investment in the equity of the regulated subsidiary is
permanent and not temporary. For this reason, the Citizens ask
that the Service clarify its rules to indicate that, even if the
proposed rules are adopted substantially as proposed and over
Citizens® objection, the FPSC parent debt adjustment would not
violate any putative normalization enforcement authority that the
Service might axercise. The Citizens' interpretation is supported

by a closer analysis.

First, common sense dictates that even if an overall
consolidated tax savings approach captured fluctuating, bottom-line
net operating losses by affiliates which in turn generate reduced
consclidated group tax liability, the interest deduction associated
with a parent company's capitalization ratios should remain static
over time. Since most parent companies in the utility holding
company scenario are not operating companies, but rather shells or
management companies, their capitalization would be less a function
of an operating environment that night generate true operating
losses or profits, and more a function of the regulated utility
environment.!” This condition would also support a conclusion that
the tax deductibility of the parent's interest expense would be a

permanent phenomenon.

"If anything, a better assumption might be that as
diversification increases, the leverage (and debt ratio) would
increase over time.

12
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The Federal Energy Regulatory Commission ("FERCY) has also
concluded that the tax effect of the parant company debt creates a
permanent tax timing difference rather than a temporary one as
might be assumed by the Service. In the case of In Re: Columbia

£ smisgion Co , Opinion No. 173, 54 P.U.R. 4th 31
(1983), the FERC, despite its philosophical retreat from
application the consolidated tax savings approach approved by tha
United States Supreme Court in FPC v. United Gas Pipeline Company,
386 U.S5. 244 (1967), made a tax effect of parent company debt
adjustment. In assuming that consolidated tax savings adjustments
raepresent temporary tax savings that should be more appropriately
normalized, the FERC concluded that the parent company deductions
generated by the parent's interest expense is a permanent tax
timing difference incurred in an activity related to the regulated
company's operations.'? Interestingly, the FERC also explicitly
recognizes that the parent company's interest expense generating
the tax deduction was incurred by the parant company in an activity
related toc the regqulated company's operations. 54 P.U.R. 4th at

50.

Furthermore, as a practical matter, and because of the direct

nature of the parent-subsidiary relationship the FPSC could

2zs stated above, the Citizens of Florida do not agree that
consclidated tax savings represent a tax timing difference that is
temporary. Certainly as stated above and in Pennsylvania OCA
comments, we do not believe the IRS has authority to require
normalization of the consolidated tax savings even if the timing
differences are temporary.

13
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effectively reduce the company's revenue regulrements to the same
degree and address the same or similar concerns that lead to the
parent debt adjustment, by simply adjusting the utility's equity
ratio, or using a coneclidated capltal structure approach. See
General Development Utilities, Inc. v. Hawkins, 357 So.2d 408 (Fla.
187B) . Such adjustments would address valid Commission concern
regarding leverage, over capitalization, and parent subsidiary
transactions such as upstream loans, payment or nonpayment of
dividends, and abusive equity transactions. If such an equity
ratio adjustment was made, a portion of the customer provided
equity return on the subsidiary's so-called "actual™ equity
ratio, would be replaced by an overall cost of debt return. This
would in turn yield an interest expense on the subsidiary's books,
the deduction for which would reduce the subsidiary's current
income tax expense for ratemaklng purposes. Any such Commission
adjustment would not violate any supposed normalization authority

that the Service claims under the proposed regulations.

The Citizens also believe that there is no dispute that the

parent debt adjustment mandated by Florida law has absolutely no

Balthough some might argue that the parent debt adjustment
recognizes a tax deduction that is not supported by an expense
borne by the customer, the equity return 1s functionally the same
as interest expense from the standpoint of the ratepayers. Almost
without exception the cost of equity is higher than the cost of
debt; therefore as the parent debt adjustment implicitly recognizes
that the customers are bearing the expense which leads to the
deduction that the parent company receives in a leveraged
investment structure. This matches the parent debt deduction with
the cost which generates it.

14
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effect on the deferred tax reserve relataed to accelerated
depreciation taken on public utility property. For that matter,
the parent debt adjustment has absolutely no effect on any defarred
tax reserve of the regulated utilities. For purposes of
illustration, the Citizens have attached Minlmum Filing Reguirement
pages relied on by the Florida Public Service Commission in the
recent United Telephone casa. See Attachment 2. In that case, for
reasons unrelated to any hypothetical normalization viclation,
United sought a waiver by the Commission of the parent debt
adjustment.™ Because of this position the company filed two
different variations of its calculation of total income tax expense
(state and federal). As the attachment shows, the parent debt
adjustment has no effect on the deferred tax reserves of the

regulated company.

IV. CONCLUBION

In summary, as argued by the OCA and NASUCA, the IRS should
withdraw the proposed regulations. Alternatively, because the
parent debt adjustment does not affect, directly or indirectly the
deferred tax reserves mandated by Section 167(1l} of the Internal
Revenue Code, and becausa, even under the rationale offered by the
Service for prohiblting consolidated tax savings adjustments, the

parent debt adjustment mandated by the Florida law reprasents a

“Legally such a waiver could not be granted. See footnote 1,
supra.

15
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permanent tax timing difference, the proposed regulations, if
issued over Citizens objections, should be clarified to state that
the parent debt adjustment does not violate normalization

requirements of the Internal Revenue Code.

Raspactfully submitted,

/8/
Jack Shreve
Publlic Counsel

/s/ .
Charles J. Rehwinkel
Associate Public Counsel

0ffice of Public Counsel
c/o The Florida Leglslature
111 West Madison Street
Room 812

Tallahassee, FL 32399-1400
(904) 488-9330

Attorneys for the citizens
of the State of Florida
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"CHAPTER 25-14
LIMITATION ON RATES, CHARGES AND

TARIFFS
25-14.001 In General.
25-14.002 Flarida Corporaie [ncome Tax.
: {Repealed.)

25-14.003 Corporate Income Tax Expense
Adjustments. (Repealed.)

25-14.004 ERect of Parent Debl an Federal
Carporate Income Tax.

25-14.005 Effect an Deferred Income Taxes
af a Change in Federal and State
Income Tax Rales. (Repealed.)

25-14.008 Method of Accounting: Cost of
Service.

25-14.009 Investment Tax Credit Elections.

25-14.010 Accounting for Deferred Taxes

from Intercompany Prafits for
Telecommunicalions Companies.

25-14.001 In General. The Commission is
responsible [or ihe setting of reasonable rates and
charges of numerous utility companies. In
determining reasonable charges 1o be paid by the
customers of these companies, the Commission
promulgates policy determinadions affecting zll the
companies subject to ils jurisdiction. This chapter
has been established to identfy policy
determinations affecting the rales, charges and
12riffs of all companies subject 10 our rate-setting
jurisdiction, Except as provided by Part X, Chapter
25-24, Florida Administrative Code, the provisions
of this Chapter shall not apply to Interexchange
Companies or Pay Telephone Service Companies.
Specific Aurharity 350.127{2), 366.03{t). 367.12} FS.
Low [mplemented 364.03, 364.05. 364.337. 366.04,
366,041, 366,05, 367.121 FS. Hisiory—New 7.25-73,
Farmerly 25-14.0), Amended 2-23-§7.

ANNOTATIONS

Burden of proof

Requiremenr thar wiilities & are ¢
of their fusl cosis was neither improper nor unusuel, and
Commission did not err in placing burden on nuclear
power company io show that excess cosis Incurred were
reasonable and were not foult of monogement, where dota
provided showed thai company's fuel tosis were
significantly higher due to incident. responsibility for
which was in dispwie: simpie production of cost recards
ond documentation cowld nor salisfy requicements
imposed on witily in true-up proceeding. Florido Power
Carporation v. Cresse, 413 So. 24 1187 {1982,

Lvidence ‘ .

Where Public Service Commission hod gransed
1elephone company's requested rate increase an basis of
“value of service”. rother than “casts of service™ principle,
monprofit  corporotion  who intervened in  review
procesdings ta protest such increare foiled ta meet burden
of showing order was invalid, arbirrary or unsupparted by
evidence. Florida Retail Federation, inc. v, Mayo, 331
So. 24 308 (1976).

Fuet adjustment dlurga

Fuel adjusiment charges of Flerido Powes C'orpomlwn
and Guif Power Campony imposed pursuant 1o Docket
Norx. 6013-£U and 6014-E1) should nor have been allowed
whhaur public hearing procedures provided by siafute,
However, such ouwtomatic fuel adjusiment clauses,
impased for more than fourteen years withaur challenge,

Iy

LIMITATION ON RATES, CHARGES AND TARIFFS

(R. 10790
2514004

may onfly be rescinded by subsequent modification grder
promulgated after duly noviced public Nearing, There is
no statutary outhority for propertionase refund of fuel
odjustment chorges imposed under such orders, nor is
there eny such aurhority for establishment by utitities of
escrow fund for restitution of that portion of approved
raue which may br allocated 1o automatic fuel adjustment
clause, Proper procedure for Commission o follow in
event thot it determines tnwr present fuel adjustment
clouses give rise 10 excessive profils would be
modification, after notice and hearing, of (ss earlier arder
establishing subject fucl adjustment clowses. Op. Auty.
Gen,, 074-288. September 1974, -

Retroactive opplication '

Commission’s full consideration of retrooctive
applicarion of mew depreciation represcription for
teiephone company did no: comsiitule resroacifve rare
moking: new depreciation alfowonce did hove ¢ffect on
prior Commission order, but this was foctor thai all
parties knew ar should have known would offect 1980
refund, Cltizens of the State of Floride v. Florida Public
Service Commission, 415 So. 2d 1268 [1982).

Telephone  company’s  praposed  depreciation
represeription way not precluded by prior stipulation
whereby company was 10 refund ta (15 customers specific
amouni for year 1979 and wharever amaunt, if anp, that
intrastate earnings exceeded 9.02 perceni on average net
imvestment for year 1980, 4.

25-14.002 Florida Corporate Income Tax.
Specific Authority 323.07, 323,55, 330.48, 350.12, 364.20,
364.41, 366.05. 357.121 FS. Law Implemented 323.07,
323.55, 330.48, 350,12, 364.20, 364.41, 366.05, 367.12}
FS. History—New 7-25-13, Amended 9-11-74. Repealed
12-16-80. Formzr!y 25-14.02. .

25-14.003 Carporate Inceme Tax Expense
Adjustments.
Specific Authority 364.01, 366.05, 367.121 FS. Law
implemented 364.01, 366.03, 367.12! FS. Hisiory—New
6-12-82, Formerly 25-14.03, Amended 1-1-90, Repeated
10-14-90.

25-14.004 Effect ot rarent Debt on Federnl
Corporate  Income Tex. In  Commission
proceedings 10 establish revenue requirements or
address over-carnings, other than those cmiered
into under Rule 25-14.003, F. A. C., the income lax
expense of a regelated company shall be adjusied to
refiect the income tax expense of the parent debt
that may be invested in the equity of the subsidiary
where 2 parent.subsidiary relalionship exists and
the parties 10 the rclauonstup join in the ﬁhng or Y
consolidated income tax return.

{1) Where the rcgulated utility is a subsndlary ul’
a single parent, the income tax effect of the parent’s
debt invested in the equity of the subsidiary utility
shall reduce the income 12x expense of the utifity.

(2) Where the regulated utility is a subsidiary of
tiered parents, the adjusied income tax effect of the
debt of ali parents invested in the equity of the
subsidiary ulifity shall reduce the mcame tax
expense of the utility.

{3) The capitat structure of the parent used 10
make the adjusiment shall include at lzast long
term debt, short teem debt, commen stock, cost free
capital and investment tax credits, excluding
retained carnings of the subsidiaries. 1t shall be a
rebutiable presumption that B parent’s investment
in any subsidiary or in its own operations shall be
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(K10, Y0y
25-74.009

considered (o have been made in the same ratios as
exist in the parcnt's overall capital structure.

(4) The sdjustment shall be made by
muhtiplying the debt ratio af 1the parent by the debt
cost of the parent. This product shall be muliplied
by the siatutory tax rate applicable 0 the
cansolidated entity, This sesull shall be multiplied
by the cquity dollars of the subsidiary, excluding its
relained carnings. The resuiting dollar 2mount
shall be used 10 adjust the income 1ax expensc of
the utility, - '

Specific Authority 350.127(2] F5. law Implemented
366.0511), 364.03, 364.035, 367.121(1){a} FS. Hisiory—-
New 1+25-83, Formerly 25-14,04.

ANNOTATIONS

Velidiry

Ruje 25-14.04 fnow Rule 25-14.004}, F. A, C. adopted
by Public Service Commirsion is azither orditrory nor
capricious. Rule represents valid implementation of PSC
policy cheice regarding ireatmeni of utility's income 1ox
expense during rotemaking, By choosing this pariicular
method, PSC is merely aciing within scope of its
discretion. General Telephone Company of Floride v.
Florida Public Service Comrission, 446 So. 2d 1063
(1984),

23-14.005 Effect on Deferred Income Taxes of a
Change in Federal and State [ncome Tax Rates.
Specific Authority 350.127{2) FS. Law Implemented
366.05(1). 364,03, 364.035, 367.121(1)(a) FS. Historp—
New 111882, Formeriy 25-14.05, Repealed 1 1-6-87.

25-14.008 Method of Accoumnting; Cost of
Service.

(1) Each ulility secking o qualify its public
utility property as recovery property under the
Economic Recavery Tax Act of 1981 shall follow a
normalization method of accounling with respect 10
differences in ratemaking and tax lives, ratemaking
apd tax depreciation metheds, averaging
conventions, and salvage.

(2} 1f a uiility qualifies its public uiility property
as recovery property under the Economic Recovery
Tax Act of 1981 through the use of 3 normalization
method of accounting, the effect of such use shali
be recognized in determining cost of service.

(3} For the purpose of (his rule, the lollowing
shall eppiy:

{a) Recovery property is public utility property
for which the acceleraied cost recovery sysiem of
depreciation and a normalization method of
accounting is used. .

(b} A normalization methed of accounling is
used for both recovery properly and property for
which the investment tax credil is zllowed.

1. For depreciable properiy, adjusiments are
made (@ a reserve to reflect ratemaking and tax
difierences in salvage and deprecialion rates, lines
and starting points.

2. For investment tax credils where an election
wes made under section 48(f){1) of the Code,
resiorations 1o rate base arc allocaied ratably in
proportion to the raiemaking life used in the
calculation of the regulated depreciation expense.

3, For invesiment 1ax ¢redils where an clection
was made under section 46(N{2) of the Code,
reductions to cost of service are made on the basis

PUBLIC SERVICE COMMISSION

V.12 p. 278

of ratable allocations of the eredil in propartion 10
the regulaied depreciatian expense.

{c) Ratemaking life is the peried of time
actuafly wsed in  computing the regulated
depreciation expense.

{d) Tax life is \he peried of time over which the
company may ang docs depreciale property under
Sections 168{b)(3} and §68(c}(2} of the Code.

{e) Ralemaking depreciation is the regulated
depreciation expense  actually used by the
Commission for the purpose of esiablisking the
utility's cost of service for ratemaking purpases.

(f) Tax depreciation cxpense is the depreciation
cxpense allowed by Section §68 of the Code and
used by the utility.

{g) The averaging canvention is use of one-hall
of one year's depreciation for the first year that the
assel is placed in service for 1ax purposes as
required by Scction 168 of the Cede.

(h) Salvage is nol recognized under Ihe
acctleraled cosl recovery sysiem although for
ratemaking purposes il may be recognized,

Specific Authority 3350.127(2) FS. Low (mplemented
J64.03, 364.033, 366.0311], 367.131(1 (et FS. History—
New 12-29-82, Formerly 25-14.08.

25-14.009 Investment Tax Credit Elections.

(1) Taxpayers (utilitics and companies subject
te the commission's ratemaking jurisdiction)
utilizing IRC § 46(N{1) shall be treated for
ratemaking purposes as il they had clected 10
reduce assel basis for tax purposes as described in
IRC § 48(q)}(!) and the Tax Equity and Fiscal
Responsibility Act of 1982 § 205(a)(1).

{2) Taxpayess utilizing TRC § 46(N{2) shall be
treated for ratemaking purposes as il they had
elected 10 reduce the applicable invesiment tax
credil two pereentage poinis as described in IRC §
48(q)}(4) and the Tax Equity and Fiscal
Responsibility Act of 1982 § 205(a)(t).

{3) Il an affected utility desices 10 use the
alternative method on its book and wax rewurn for
the current vintapge year, it shall petition Lhe
Commission, which shall issue a ruling, by order as
io the ratemaking and/or accountling treaiment to
be afforded qualified current vintage year properly.
If the Commission finds thai the alternative
method reduces the revenue requirement, the
Commission may aliow its use [or ralemaking
purposes, rather Lhan the method specified. Once
the Commission has prescribed the election
trealment for a pariicular vintage year, thal
wreatment shall be applicable in any subsequent
ratemaking proceeding.

{4) Subsections (1) and {2) of this rule shall

apply sbsent a petition filed by the utility
requesting use of the aliernative method.
Specific Awthority 250.12712) FS. Law Implemented
366.05{1). 364.03, 364.035, 367.121{!}ia} FS. History—
New 3-17-83, Amended 6-25-84, Formerly 25-14.09.
Amended 10-22-56. .

Editerial Nore: Befare 1he enaciment of the Tax Reform
Act of 1986, a saxpayer counld make on eleciion with
respect 10 iis invesiment tox credits (ITC1). Rule
25-14.009 was promulgased 10 assure that the ITC

TN
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URITED TELEPHONE COMPANY OF FLORIDA
Docket Ho. &891239-TL
Test Year 1991

Wistoric | 1 or frojected (X}

Avcrage
Period: 1991

(1 or Year Erd

X)

REVISED B/22/90

FPSC MIR Schedule C-25a
Foge 1 of

Vltness: R. 0. HcRne

Roconclliation: Total Income Tax Pravision {Stote & Federal)

[Eommission Basis]

Line
Ko. Description
1 Current income Tax Expense
2 Delerred Incom: Tax Expense-Property Related

3 belerred Income Tax Expense-Non-Property Ralsted

3 L1C Replized This Yrar

5 1TC Amortizelion

[} Parent Debt Adjustinent

7 Tota! Income Tnx Expensc

Reference

c-23b
c-23e

B-tén
B-tke
r-23g

Total
Per Books

533,047,000
13,966,302
955,698

(4,470,000)

43,499,000

mERsas

Utility
Adjustment

(1,409,000}

(3,473,000

urility
adJusted

31,638,000

13,966,302

955,698
(4,470,000)
(3,473,000)

538,617,000

§upporting Schedufes: 8- T4n, C-1b, C-Za, C-23b, €23, C-23g

Recop Schcdules:
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UNITED TELEPHONE CQPANY OF FLORIDA llistoric [ ] or Projected [X] FPSC MFR Schedule C-23e
Docket Ho. B891239-TL Avernge [ ) or Year End (X] pPege 1 of 1
Test Yeor 1991 Period: 1991 REVISED 8/22/90 Witness: R. D. Hchne
Reconciliot{ont Tatel Income Tax Provision (Stete B Federat) [Company &asis}

Line Tatal utltity Utility

No. Deecription feference Per Hooks Adjustment Adjusted

1 Current Income Tpx Expense c-23b $33,047,000 $(2,057,000) £30,990,000

2 deferred Income Toxn Expensc-Property Reloted C-23e 13,966,302 - 13,966,302

3 oeferred Income Tox Expense-Non-Property Reloted 955,698 . 955,498

4 17C Realized 1his Yeor 8-140 - - .

5 17C Amortization 8-14a (4,470,000 - (4,470,000)

& Porent Debt Adjustinent c-23g - . -

7 Totol Income lTox Expense $43,499,000

$41,442, 000

eax

e

Suppor ting Schedules:  a-14s, C-Tb, T-en, C-23b, C-23e, C-239 Recap schaedules:
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ORDER NO. 24985
DOCKETS NOS. 891246~-TL, 880069~TL & 890292-TL
PAGE 2

required Centel to request a ruling from the Internal Revenue
Service (IRS) as to whether or not the parent debt adjustment was
a violation of the normalization requirements under the proposed
regulations. Since the proposed regulations have been withdrawn
and the project has been closed, the required ruling is moot.

On May 7, 1991, the Office of Public Counsel (OPC)} filed a
Motion requesting that Centel be ordered to refund, immediately,
approximately $225,000 related to the parent debt adjustment. The
Motion also requests a rate reduction of $1,017,731 on a going
forward basis. The Company responded on May 17, 1991. The Company
asserts that any refund or rate reduction should wait until a
response is received from the ruling request of Peoples Gas System,
Inc. Centel further states that all parties should be given an
opportunity to address any disposition of these funds.

II.

We believe that it is now appropriate to make the parent debt
adjustment and to require Centel to dispose of the monies and
interest associated with this adjustment. We find it appropriate
to reduce rates on a going forward basis effective September 1,
1991. By Order No. 24178, this Commission allowed Centel to
collect $1,017,731 in annual revenues, subject to refund or other
disposition, effective February 11, 1991. From February 11, 1991,
through August 31, 1991, Centel will collect $559,055, plus accrued
interest of $9,369, related to the parent debt adjustment. In its
Motion filed May 7, 1991, OPC states that this Commission should
order the monies held subject to refund by Order No. 24178 to be
refunded to Centel's customers. However, we disagree with OPC. We
find it appropriate that these revenues be utilized to reduce rate
base, as opposed to being refunded.

By Order No. 24178, we approved a stipulation which increased
Centel's overall depreciation expense by $2,000,000 ($1,509,356
intrastate) annually. This amount was to be recorded as a bottom-
line, non-account specific expense. The primary reason for the
stipulation between the parties was the recognition that Centel
needed additional capital recovery even though its depreciation
study did not adequately support a specific amount. In light of
this recognized need for depreciation, we find it appropriate to
offset the amount of revenue collected from the time rates were
increased on February 11, 1991, until rates are decreased effective
September 1, 1991, by ordering Centel to record additional
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ORDER NO. 24985

DOCKETS NOS. 891246-TL, 880069-TL & 8%90292-TL
PAGE 4

B.

We also find it appropriate to revisit the $.25 local calling
plan approved in Order No. 24178 and reduce the rate on all of
these routes to a $.20 per message charge. Our action herein shall
be in the form of a notice of proposed agency action for those
local exchange companies (LECs) other than Centel. The routes that
involve LECs other than Centel are: {1) between Sneads and
Chattahoochee (St. Joseph Telephone and Telegraph Company (St.
Joe)); (2) between Bonifay and Chipley (Southern Bell Telephone
and Telegraph Company (Southern Bell)); (3) between Cottondale
and Chipley (Southern Bell); and (4) between Graceville and Holmes
and Jackson counties (Southern Bell). Our rate reduction shall be
final as to Centel and proposed as to the companies other than
Centel.

In addition, we propose that the $.25 calling plan between
Tallahassee and certain Gadsden County exchanges (Greensboro,
Gretna, Quincy {(Quincy Telephone Company)} and Chattahoochee (St.
Joe)) also be reduced to $.20 per call, with the call allowance to
remain in place. We propose this reduction to reflect the strong
community of interest between Gadsden County and Tallahassee, and
because of the unexpectedly high volume of calling from Quincy to
Tallahassee. In all instances where we are reducing the price per
call from homes and businesses to $.20 per message, calls from pay
telephones shall continue to be $.25 per message (like any other
local call). Our action reducing rates on these particular routes
is proposed action as to all of the affected LECs, excluding
Centel. '

C.

The remaining monies shall be applied to reduce Centel's BHMOC
from its present $4.15 to $3.94, a reduction of $0.21. Using 1991
projected units, a $0.01 reduction in the BHMOC yields a revenue
impact of $19,751. Therefore, this reduction is $414,771.

Iv. SUMMARY

In summary, we find it appropriate to reduce Centel's annual
revenues by reducing the Company's MTS rates, certain EAS rates,
and its BHMOC rate. These reductions shall become effective
September 1, 1991. Appropriate tariff revisions shall be filed no
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ORDER NO. 24985
DOCKETS NOS. 891246-TL, 880069-TL & 890292-TL
PAGE 7

subsequent to the above date as provided by Rule 25-22.029(6),
Florida Administrative Code.

Any objection or protest filed in this docket before the
issuance date of this order is considered abandoned unless it
satisfies the foregoing conditions and is renewed within the
specified protest period.

If the relevant portion of this order becomes final and
effective on the date described above, any party adversely affeoted
may request judicial review by the Florida Supreme Court in the
case of an electric, gas or telephone utility or by the First
District Court of Appeal in the case of a water or sewer utility by
filing a notice of appeal with the Director, Division of Records
and Reporting and filing a copy of the notice of appeal and the
filing fee with the appropriate court. This filing must be
completed within thirty (30) days of the effective date of this
order, pursuant to Rule 9.110, Florida Rules of Appellate
Procedure. The notice of appeal must be in the form specified in
Rule 9.900(a), Florida Rules of Appellate Procedure.

Any party adversely affected by the Commission's final action
in this matter may request: 1) reconsideration of the decision by
filing a motion for reconsideration with the Director, Division of
Records and Reporting within fifteen (15) days of the issuance of
this order in the form prescribed by Rule 25-22.060, Florida
Administrative Code; or 2) judicial review by the Florida Supreme
Court in the case of an electric, gas or telephone utility or the
First District Court of Appeal in the case of a water or sewer
utility by filing a notice of appeal with the Director, Division of
Records and Reporting and filing a copy of the notice of appeal and
the filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this order,
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The
notice of appeal must be in the form specified in Rule 9.900(a),
Florida Rules of Appellate Procedure.
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 01                   P R O C E E D I N G S

 02            CHAIRMAN SMITH:  Okay.  Good morning,

 03       everyone.  Today is Wednesday, April 22nd, 2026.

 04       It is 9:32 a.m.  I will now convene this rule

 05       development workshop.

 06            Staff, will you please read the notice?

 07            MR. BLOOM:  By notice dated April 2nd, 2026,

 08       this time and place has been set for the Commission

 09       workshop on Docket No. 20240019-PU.  The purpose of

 10       this workshop is to gather more information on the

 11       potential amendments to Rule 25-14.004, Florida

 12       Administrative Code, which addresses calculating

 13       the income tax expense of a regulated utility and

 14       which currently requires using the income tax

 15       expense of debt its parent company has invested in

 16       it.

 17            CHAIRMAN SMITH:  Thank you, Mr. Bloom.

 18            Yeah, as Mr. Bloom stated, today's workshop we

 19       will be gathering stakeholder comments regarding

 20       potential amendments to Rule 25-14.001.  For those

 21       watching on-line, a copy of the draft amendments

 22       and materials for today's workshop are on the

 23       Commission's website under the rule development

 24       tab.

 25            Today's workshop will be structured as
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 01       follows:  First, we are going to take appearances.

 02       Then we will -- staff will give a formal

 03       presentation on the history, current impact of and

 04       suggested amendments to the parent debt rule.

 05       Certain stakeholders have requested to give formal

 06       presentations as well, and those will take place

 07       after staff's.

 08            Next we will move to our third agenda item,

 09       Topics for Discussion.  During this portion of the

 10       workshop, each stakeholder will address the nine

 11       questions that were included as part of the agenda

 12       for this workshop.  After all stakeholders have

 13       made -- had an opportunity to respond to the

 14       Commission's questions, staff will outline the next

 15       steps in the rulemaking process.

 16            Does anyone have any questions before we get

 17       started?  Okay.  Seeing none, let's move to --

 18       let's take appearances.  We are going to start just

 19       like how we usually do, just down the line, so, Mr.

 20       Wright.

 21            MR. WRIGHT:  Good morning, Madam Chair and

 22       Commissioners.  Christopher Wright on behalf of

 23       Florida Power & Light.

 24            MS. CUELLO:  Good morning.  Stephanie Cuello

 25       on behalf of Duke Energy.
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 01            MS. OLIVIER:  Good morning.  Marcia Olivier on

 02       behalf of Duke Energy.

 03            MS. KEATING:  Good morning.  Beth Keating with

 04       the Gunster firm here for FPUC and Florida City

 05       Gas.

 06            MR. WAHLEN:  Good morning.  Jeff Wahlen,

 07       Ausley McMullen law firm, for Tampa Electric,

 08       Peoples Gas and Sunshine Water.

 09            MR. DEASON:  Jared Deason on behalf of

 10       American Water Works Corporation.

 11            MR. MARSHALL:  Good morning.  Bradley Marshall

 12       and Jordan Luebkemann on behalf of Florida Rising.

 13            MR. REHWINKEL:  Good morning, Charles

 14       Rehwinkel with the Office of Public Counsel on

 15       behalf of the customers of the investor-owned

 16       utilities.  Walt Trierweiler, the Public Counsel is

 17       also in the room.  Thank you.

 18            MR. BLOOM:  And Susan Sapoznikoff, Zachary

 19       Bloom and Mark Cicchetti on behalf of staff.

 20            CHAIRMAN SMITH:  Thank you.

 21            Is there anyone else in attendance that would

 22       like to introduce themselves and then present?

 23       Okay.  All right, seeing none.

 24            We are going to move to the formal

 25       presentations.  We will start with staff's
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 01       presentation, which will be given by Mark

 02       Cicchetti.

 03            Mr. Cicchetti, you are -- you may begin

 04       whenever you are ready.

 05            MR. CICCHETTI:  Good morning, Madam Chair and

 06       Commissioners, Rule 24-14.004, the Effect of Parent

 07       Debt on Federal Corporate Income Taxes adjusts a

 08       utility's income tax expense based on debt at the

 09       parent company level.

 10            The rule is a variant of double leverage, and

 11       I will explain more what double leverage is as we

 12       get into the presentation.  But double leverage has

 13       largely disappeared from regulatory practice.  It

 14       was a big issue back in the '70s and the '80s, but

 15       regulation both at the federal and state level has

 16       moved to the stand-alone methodology of setting

 17       utility rates.  And I will explain what stand-alone

 18       is also as we move on.

 19            But first, this slide is the rule as it

 20       currently exists, and I only point it out here

 21       because I want to direct your attention to a couple

 22       of sections of the rule.

 23            In the second paragraph, under one, the second

 24       part of that sentence is:  The income tax effect of

 25       the parent's debt invested in the equity of the
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 01       subsidiary shall reduce the income tax expense of

 02       the utility.  And I just want to keep that in mind

 03       when we talk about stand-alone regulation.

 04            The second thing I want to point out is in

 05       section four, the next to the last sentence says:

 06       This result shall be multiplied by the equity

 07       dollars of the subsidiary, excluding its retained

 08       earnings.  And I point that out because this is

 09       going to support why the double leve -- or why the

 10       parent debt adjustment is a variant of double

 11       leverage.

 12            So what is the stand-alone approach to setting

 13       utility rates?  Well, it's basically to target just

 14       the revenues and expenses associated with the

 15       regulated utility.  And the principle is to avoid

 16       the utility either subsidizing nonregulated

 17       investment or being subsidized by nonregulated

 18       investment.

 19            So think of two utilities that are exactly the

 20       same, the same revenues, expenses, the same cost of

 21       service, the same capital structure, the same risk

 22       and, therefore, the same required return, except

 23       one has individual shareholders and the other is

 24       owned by a parent company.

 25            Well, because of the parent debt rule, the
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 01       Commission would set the rates for those exactly

 02       the same utilities that have the exact cost of

 03       service differently.  And why is that?  Because we

 04       are -- the parent has debt on its balance sheet,

 05       the rule requires that that, through the

 06       calculation, reduce the income tax expense of the

 07       utility that has a parent company, which is

 08       discriminatory, for one thing, between individual

 09       shareholders and a parent held company.  But why --

 10       what's the basis of that adjustment?

 11            And the whole theory about behind double

 12       leverage was that the cost to the parent company

 13       having that debt and investing it into the utility

 14       is actually lower than the cost of just the

 15       utility's weighted average cost of capital.

 16            So in a classic double leverage investment,

 17       the weighted average cost of capital of the parent

 18       company would be used as the return on equity for

 19       the utility.  And once that got, you know, academic

 20       scrutiny, the fallacy of that was that the return

 21       on equity of the utility should be based on the

 22       risk that that capital is exposed to, and how the

 23       Commission sets rates is that allowed return on

 24       equity should be the same as allowed return for

 25       comparable companies of similar risk.  And so the
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 01       cost is based on the risk that the capital is

 02       exposed to, not where the source of the funds came

 03       from.

 04            For example, if you took out a second mortgage

 05       or a first mortgage in order to invest in this

 06       utility, would you want someone saying, well, you

 07       can't deduct that income tax expense or interest

 08       expense on your federal tax return because we are

 09       going to give that to the utility.  So we wouldn't

 10       consider taking the income tax benefit of the

 11       interest expense for the utility and giving it to

 12       the parent company.  But the same logic prevails,

 13       we shouldn't take the parent company's tax benefit

 14       and give it to the regulated utility.  So even if

 15       they were the same in every instance with the

 16       parent debt adjustment, we would set different

 17       rates.

 18            So let's talk about what exactly double

 19       leverage is.  The double leverage approach traces

 20       the operating utility's equity capital to its

 21       ultimate source, the parent's debt and equity.  And

 22       this approach has several variants, including the

 23       parent debt adjustment.

 24            Now, I am quoting here from a book by Roger

 25       Moore, Modern Regulatory Finance, and there is a
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 01       modified double leverage approach.  And what the

 02       modified double leverage approach says is:  One

 03       refinement to the double leverage method is to

 04       recognize that the parent's weighted cost of

 05       capital should only be imputed to the portion of

 06       equity actually contributed by the parent.  The

 07       subsidiary's retained earnings should be removed

 08       from the double leverage imputation since none of

 09       the subsidiary's retained earnings are traceable to

 10       the capital raised by the parent.

 11            So if we go back to the first slide with the

 12       rule, and in section four there, the rule says the

 13       results shall be multiplied by the equity dollars

 14       of the subsidiary excluding its retained earnings.

 15       So when we are looking at the parent debt

 16       adjustment, we are looking to the debt at the

 17       parent level and capital structure of the utility.

 18       And so it's a version of the double leverage

 19       approach.  And the required return on equity, as I

 20       said, is a function of the risk that the assets are

 21       exposed to and not just the sources of the capital.

 22            So the history of the rule is such that prior

 23       to the rule, the Commission typically relied on the

 24       stand-alone method.  And in Citizens/Hawkins, the

 25       Supreme Court first addressed the stand-alone
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 01       method versus the double leverage method, and the

 02       only testimony filed in the case was filed in

 03       support of the double leverage methodology.  And so

 04       the court ruled that the Commission had

 05       jurisdiction and the only evidence was supporting

 06       the double leverage adjustment.  There was no

 07       ruling on the merits of the parent debt adjustment

 08       or double leverage, just that the Commission had

 09       jurisdiction and that was the evidence in the

 10       record.

 11            Also, the rule was challenged in General

 12       Telephone Company of Florida versus the Florida

 13       Public Service Commission and, again, it was a

 14       similar situation.  So there are no court rulings

 15       that have weighed in -- Florida Supreme Court

 16       rulings that have weighed in on the merits of the

 17       adjustment, just that the Commission has the

 18       discretion to make that adjustment.

 19            And so what are the arguments against the

 20       parent debt adjustment?  Well, the utility will not

 21       recover its actual cost of service.  Think back to

 22       when we talked about two exact utilities.  One is

 23       going to have a higher revenue requirement than the

 24       other because the rule reaches out and takes debt

 25       at the parent level and uses it, that tax benefit,
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 01       to reduce the income tax expense of the utility.

 02            So, in essence, it's an adjustment to the

 03       allowed return, and this is not good from the

 04       Commission's perspective from an investment

 05       standpoint, because it's a situation where the

 06       Commission allows a return and then has a rule that

 07       says, well, we are going to limit your ability to

 08       earn that return.

 09            So also consider that in a rate case, the

 10       utility's capital structure is before the

 11       Commission.  The Commission looks that a utility

 12       has issued its own debt.  We have the percentages

 13       of debt and equity in the capital structure.  The

 14       Commission rules on those, and so we have a

 15       weighted average cost of capital for the regulated

 16       utility.  Why, then, do we reach back to the parent

 17       and then use that amount to reduce?  That violates

 18       the stand-alone amendment.  It violates the

 19       financial theory that the return should be a

 20       function of the risk that the capital is exposed to

 21       and not the source of the funds.

 22            So in the long run, having utilities

 23       under-recover their cost of service will lead to

 24       higher risk and, therefore, a higher required

 25       return.  Because think about it, if you could just
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 01       reduce their cost of service by one or two percent

 02       and there were no consequences, why stop at one or

 03       two percent?  Let's reduce them 20 percent, or

 04       40 percent.  No, when you don't allow the utility

 05       to recover its cost of service, it eventually will

 06       increase the risk of the utility and the overall

 07       cost of funds, and potentially their ability to

 08       attract capital if it's a large enough investment.

 09            So finally, the provisions that we are -- the

 10       amendments that we are recommending calculate the

 11       income tax expense as we normally would for a

 12       company that has individual shareholders.  And that

 13       would be doing the income tax expense on a

 14       stand-alone basis, and we would just no longer make

 15       the parent debt adjustment.

 16            So the rule, the final few slides here, are

 17       the changes that would need to be made to the rule

 18       so that it makes explicitly, you have the revenues

 19       minus expenses, so, therefore, you have your

 20       profit.  That profit is going to be taxed at the

 21       state and the corporate -- at the state and the

 22       federal level, and that's the cost of service that

 23       will be passed on to customers.

 24            And that concludes my presentation.

 25            CHAIRMAN SMITH:  All right.  Thank you Mr.
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 01       Cicchetti.

 02            Do any of the stakeholders have any comments

 03       regarding staff's presentation?

 04            Okay.  So now we are going to move to

 05       stakeholder presentations.  We will start with OPC.

 06            So, Mr. Rehwinkel, you are recognized whenever

 07       you are ready.

 08            MR. REHWINKEL:  Thank you, Madam Chairman.

 09       And I may emesh some comments in my comments here

 10       about staff presentation here today.

 11            I am Charles Rehwinkel.  I am here on behalf

 12       of the Office of Public Counsel representing the

 13       ratepayers of Florida's investor-owned electric,

 14       gas and water utilities.

 15            Commissioners, this is usually the place where

 16       I would thank you for the opportunity to make these

 17       remarks.  However, if you saw our comments that we

 18       filed last week, the essence and the tone of our

 19       remarks, we don't really appreciate having to

 20       appear here at all.  And once again, fight off and

 21       keep a bedrock battle-tested nearly half-century

 22       old affiliate transaction protection that has saved

 23       customers hundreds of millions of dollars since at

 24       least the late 1970s.

 25            The customers are, likewise, battle-tested,
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 01       but we are also battle-weary from continually

 02       fighting off this, what seems to us, to be an

 03       antagonistic repeal effort alongside base rate

 04       increases, excessive profits, ever creative clause

 05       increases, increase shareholder extractions on

 06       asset gains funded by customers, and extra revenue,

 07       even, that the company did not even ask for in

 08       their filings.  Increasingly to us, the headline

 09       is, heads, the shareholder wins, tails, the

 10       customer loses.

 11            I am not going to belabor and repeat the

 12       written remarks we filed last week.  I would

 13       commend them to you if you have not seen them.  We

 14       would have preferred to see that the staff

 15       generated effort brought to an agenda to be

 16       terminated, not workshopped.  To us, the workshop

 17       is a strong signal that the goalpost will be yet

 18       again moved, and the recent fourth, fifth or sixth

 19       iterations of tried to eliminate this consumer

 20       protection rule will not be the last.

 21            Let me briefly review the long struggle to

 22       raise customer bills in this repeal effort.

 23            No. 1, in 1988, your staff had proposed

 24       repeal, but that went nowhere.  The Commission

 25       voted them down.  Now, staff has said, that wasn't
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 01       voted down.  It was deferred.  That -- we will take

 02       another 33-year deferral if that's what it takes.

 03       To us, 33-year deferral means rejected.

 04            The second repeal effort in 1990, some

 05       utilities took a run at the rule by claiming that

 06       it was a potential normalization violation arising

 07       out of a proposed treasury regulation that was

 08       directed at cracking down on consolidated tax

 09       return adjustments in other states, not Florida.

 10            The Public Counsel, your legal director, your

 11       director of tax, went to Washington.  We defended

 12       the PDA in testimony before the Treasury

 13       Department.  The OPC and the Commission tax

 14       director later also testified before Congress

 15       supporting this rule.

 16            The upshot, Treasury withdrew the proposed

 17       regulation for other reasons, and also indicated to

 18       us in that original testimony session that the PDA

 19       was not a consolidated tax savings and was not a

 20       normalization violation.  They were actually quite

 21       baffled at why this Florida rule was even tangled

 22       up in that regulation process.

 23            No. 3, 33 years passed, as mentioned in our

 24       comments in 2023, the staff held a workshop and

 25       proposed repeal, and cited some so-called new
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 01       information.  We did some digging and discovered

 02       that the new information was neither new, it was

 03       public knowledge as far back as 1983

 04       contemporaneous with the public -- with the PDA

 05       rule's challenge in the courts, nor was that

 06       relevant to this rule.  And it was pushed by a

 07       treatise by a biased utility centric source.  That

 08       aspect of the effort was addressed in our September

 09       2023 comments, which we have attached to our

 10       comments from last week.

 11            Nos. 4 and 5; in 2024 in the midst of several

 12       parallel rate case proceedings, the repeal effort

 13       came to Agenda and was argued and deferred, and

 14       then argued and deferred again.  That was in March

 15       and July of 2024.  The transcripts of our remarks

 16       are found in this docket at documents 01222-2024,

 17       beginning at page three -- page four, and

 18       07705-2024 beginning at page three.  Concerns about

 19       rate impacts appear, to us, to cause those two

 20       deferrals that we are here today.

 21            In the sixth repeal effort, at weigh station

 22       six now.  Just like in August of 2023, we had

 23       another workshop.  New goalpost is on the move.

 24       Staff now says it's definitely something called

 25       double leverage, as you have heard today.
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 01            As we pointed out many times in this process,

 02       this is an affiliate transaction adjustment where

 03       the double leverage adjustment -- while the double

 04       leverage adjustment is a balance sheet adjustment

 05       that is directed at the capital structure and it

 06       affects the WACC, the PDA rule does not address

 07       either one of these things.  I commend to you our

 08       previous comments on the double leverage red

 09       herring, if you will.

 10            I want to provide a note about staff's

 11       assertion that this adjustment does not allow the

 12       regulated subsidiary to earn a rate of return that

 13       you authorize.  I think this is wrong.  It's a

 14       misdirection from the facts and the history of this

 15       rule, and why it came to be in place.

 16            This is really an affiliate transaction, and

 17       the Commission is making an adjustment to correct

 18       an excessive cost on the books of the regulated

 19       utility based on an affiliate relationship.  There

 20       is no their when it comes to the costs that are

 21       booked on the regulated utility's books.  A

 22       regulated subsidiary has affiliate costs in their

 23       balance sheet and on their income statement from

 24       the parent and service company's incentive

 25       compensation to capitalize allocations of A and G.
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 01       These costs are booked and become the regulated

 02       subsidiary's costs.  But disallowances or

 03       adjustments to those costs don't mean that they

 04       can't earn their rate of return.  You are

 05       exercising organic fundamental ratemaking oversight

 06       when you make disallowances based on imprudent

 07       affiliate costs.

 08            So I think that's a total red herring to

 09       suggest that this rule, and any other affiliate

 10       transaction adjustment that the Commission would

 11       make, is a denial of the utility's ability to earn

 12       the rate of return that you have authorized them to

 13       earn.

 14            The notion that the Commission cannot make an

 15       adjustment on the regulated books because the

 16       disallowance will not allow them to recover their

 17       costs, or their true costs -- however Mr. Cicchetti

 18       phrased it -- is absurd, in our opinion.

 19            Furthermore, the superficial notion about

 20       earning a fair rate of return would bar the

 21       Commission from ever adjusting an excessive

 22       allocation from an affiliate, or a charge from an

 23       affiliate for correcting a transfer of an asset to

 24       an affiliate at an imprudently low cost.

 25            The tax deductible interest on the debt that
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 01       is invested in the subsidiary creates an unfair

 02       benefit to shareholders when the customers pay a

 03       grossed-up equity return on it.  The Commission

 04       decided many decades ago to address this unfair

 05       affiliate transaction by imputing the tax benefit

 06       received by the parent, and, in some cases, the

 07       grandparent, to the benefit of the customers.  This

 08       is no different from adjusting an excessive or

 09       imprudent cost charged from an affiliate, or

 10       imputing unrecognized or underpaid revenue

 11       attributable to an asset or a benefit provided by

 12       the subsidiary and paid for by customers through

 13       that parent or affiliate.

 14            The Florida Supreme Court recent -- not

 15       recently, upheld the Commission's authority to do

 16       just this, by approving the Public Service

 17       Commission's imposition and, thus, imputation on

 18       the regulated company's books of a royalty payment

 19       by a PSC certificated affiliate of United Telephone

 20       Company to compensate it and the customers for the

 21       startup long distance affiliate's uncompensated use

 22       of name, image, likeness, good will and avoided

 23       training costs provided to them by the monopoly

 24       phone company's ubiquitous name and logo.  And

 25       that's United Telephone Company Long Distance,
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 01       Inc., V Nichols, 546 So.2d 717, Florida 1989.

 02            The Commission required this fee to be paid by

 03       the affiliate, but the effect in reality was to

 04       impute the revenue for earnings surveillance and

 05       ratemaking purposes on the regulated books.

 06            The PDA adjustment, as I call the parent debt

 07       adjustment, is no different.  In United, the Court

 08       recognized the Commission's authority to compensate

 09       customers for benefits they provided to the

 10       affiliate, saying, in effect, the Commission found

 11       that substantial resources developed by local

 12       telephone exchange ratepayers should not be

 13       utilized without compensation by the long distance

 14       service.  That same cite, but at 720.

 15            These well-settled principles of consumer

 16       protection against affiliate transaction abuse, or

 17       the potential for abuse, found in the PDA and found

 18       in the royalty case should be preserved and not

 19       abandoned here.

 20            To conclude, it seems like every time that we

 21       make a field goal, or made a field goal, the posts

 22       were being moved while the ball was in the air.

 23       The crew is out there yet again, once again poised

 24       to move the post.  After these many decades of

 25       successful field goals, we just want the posts
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 01       removed and the hostilities to cease.  We ask you

 02       to please put an end to this madness.

 03            I would note that if there is any talk about

 04       Florida being the only state to make this PDA

 05       adjustment, and that there is some sort of national

 06       standard, we would ask you convene a workshop, or

 07       expand this one, to combine discussions about why

 08       Florida is the only state awarding outlandish ROEs

 09       that are 75, 100 or more basis points above those

 10       awarded in most, if not all of the other 47 in the

 11       lower 48.  That might be a fair apples to apples

 12       exercise.

 13            We affirm and incorporate by reference our

 14       written comments from last week, and the comments

 15       we filed on September 26th, 2023, and the remarks

 16       made on March 5th, '24 and July 9, '24.  I am happy

 17       to against any questions in the session that

 18       follows later, but I urge you to reject this effort

 19       to, yet again, repeal the parent debt rule.  There

 20       is nothing new.  You are squarely within your

 21       rights and your obligation to protect customers

 22       against affiliate abuses, and that's all this rule

 23       is.

 24            Thank you.

 25            CHAIRMAN SMITH:  Thank you, Mr. Rehwinkel.
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 01            Next we will move to Florida Rising.

 02       Mr. Marshall.

 03            MR. MARSHALL:  Thank you, Commissioners, for

 04       the opportunity to address you today.  My name is

 05       Bradley Marshall.  I am here on behalf of Florida

 06       Rising.

 07            Commissioners, we fully degree with the points

 08       that the Office of Public Counsel has raised

 09       regarding why the effective repeal of the parent

 10       debt adjustment rule is a bad idea and will not

 11       repeat them in-depth.

 12            Suffice it to say, we are in an extended

 13       period of affordability crisis in the state with

 14       residential investor-owned utility electric bills

 15       from.  From 2013, the average residential

 16       investor-owned utility electric bill in this state

 17       has gone from just above $120 per month to over

 18       $162 for FPL in 2025, to over $185 for Duke in

 19       2025, and over $193 for TECO in 2025.

 20            There were multiple months in 2025 where TECO

 21       residential customers had the highest or second

 22       highest electric bill in the nation for any

 23       electric utility with more than 100,000 customers.

 24            Since 2009, we have seen the return on equity

 25       per customer increase from a little over $212 per
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 01       customer for TECO to over $581 per year.  For Duke,

 02       about $166 per customer to over $457.  And for FPL,

 03       from $167 to over $678.

 04            The residential bills for the IOUs have long

 05       exceeded that of the munis and national averages,

 06       but since 2017, the all-in kilowatt hour rate for

 07       the IOUs has exceeded that of the munis.  And now

 08       the IOU residential bills and all-in kilowatt hour

 09       rates also exceed that of the rural cooperatives of

 10       this state, which were originally set up to serve

 11       the hardest and most expensive to serve areas.

 12            Recent reporting shows that Florida is number

 13       two in the nation disconnections, with millions of

 14       Floridians being disconnected for being unable to

 15       afford their electric bills every year.  This is a

 16       crisis.

 17            We would hope that this Commission would be

 18       looking to make rules and policies rein in the

 19       highest utility profits in the nation and make

 20       electricity more affordable in the state.  Instead,

 21       we see this, along with the asset optimization

 22       mechanism expansion, for example, which only

 23       promised to raise bills and rates to shift even

 24       more profits to the utilities.

 25            We know from TECO's and Duke's responses to
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 01       the staff data requests in this docket that the

 02       effective repeal of this rule will only add to

 03       revenue requirements, that is higher rates and

 04       higher bills.

 05            We heard during staff's presentation that this

 06       rule effectively discriminates against parent

 07       companies, and ensures that they can't earn a fair

 08       return in Florida.  If that was true, we wouldn't

 09       see from these parent companies on their investor

 10       calls bragging about how much they are able to

 11       invest in this state, and how much they are able to

 12       make on their returns here.  This is where they go

 13       to invest and make returns.  I would posit that

 14       it's kind of -- would be an absurd argument to say

 15       that Florida is the state where the investor-owned

 16       utilities aren't able to make a fair return on

 17       their investments.

 18            We also heard that the -- that this rule is

 19       leading to -- is one of the reasons that we might

 20       be seeing higher returns on equity in this state,

 21       and that we might be seeing more frequent rate

 22       increases.  If that was true, then I would also say

 23       that FPL, which hasn't seen any revenue

 24       requirements increase as a result of this rule,

 25       would have -- should have the lowest ROE of the
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 01       investor-owned electric utilities, and should not

 02       be having annual rate increases.  Instead, we see

 03       the opposite, that they have, by far, the higher

 04       ROE of the regulated investor-owned electric

 05       utilities in the state.

 06            We also heard about the stand-alone approach

 07       that we would posit that that's never been true,

 08       that we can truly look at the regulated electric

 09       utilities in isolation.  We have always looked at

 10       affiliate transactions.  We have always looked at

 11       what direction they are receiving from their parent

 12       company.  However much we would like, the

 13       subsidiaries that are regulated by this commission

 14       are not islands.  They are impacts both direction.

 15            So we ask you to say no, and to please keep

 16       this consumer protective rule in place, and allow

 17       ratepayers to deduct the interest on debt embedded

 18       in the equity infusion in the regulated

 19       subsidiaries from their parent company.  As shown

 20       by OPC, this has been battle-tested for almost 50

 21       years now.  There is no reason to change course to

 22       shift even more profits to shareholders at this

 23       point.

 24            Thank you.

 25            CHAIRMAN SMITH:  Thank you, Mr. Marshall.
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 01            Okay.  Next, Ms. Olivier from Duke.

 02            MS. OLIVIER:  Good morning.  Good morning,

 03       Commissioners.

 04            I have about seven points I would like to

 05       read.  So I am going to explain why the parent debt

 06       adjustment is no longer appropriate, necessary or

 07       consistent with modern ratemaking principles.  And

 08       I will explain that no other state in the nation

 09       possess such a rule, nor does the FERC have such a

 10       requirement.

 11            So point No. 1.  The rule was adopted to

 12       address concerns that no longer exist in their

 13       original form.  My research shows that the rule was

 14       adopted in 1983, when there were different

 15       corporate structures and limited access to detailed

 16       financial information regarding intercompany

 17       financing.

 18            So in the 1980s, when the rule was adopted,

 19       utility parents frequently issued debt directly to

 20       fund subsidiary capital investments, and proceeds

 21       were frequently downstreamed to utilities through

 22       equity contributions.  So in other words, capital

 23       was fungible across corporate groups as utilities

 24       often lacked independent market access.  This

 25       supported the rebuttable presumption embedded in
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 01       the rule that the parent investments mirrored the

 02       parent's overall capital structure.

 03            Today, parent level debt is typically issued

 04       solely for holding company purposes, and utilities

 05       issue their own debt debit and possess independent

 06       credit ratings.  Today, utilities routinely employ

 07       bankruptcy remote provisions isolating utility

 08       assets from parent creditors.  If parent creditors

 09       cannot access utility assets, it is illogical to

 10       assume that parent debt is used to finance utility

 11       equity.

 12            Point No. 2.  The rule is based on a

 13       rebuttable presumption that parent investments are

 14       made in proportion to the parent's overall capital

 15       structure.  In practice, however, parent level debt

 16       is often used for nonregulated or nonutility

 17       purposes.  Subsidiaries frequently fund capital

 18       expenditures through retained earnings or utility

 19       specific debt issuances, and holding company

 20       capital structures may not reflect the financing of

 21       regulated assets at all.

 22            Point No. 3.  The adjustment distorts cost of

 23       service results and conflicts with

 24       Commission-approved capital structure.  The

 25       Commission routinely determines an appropriate
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 01       capital structure for ratemaking purposes based on

 02       the utility's risk profile and financing

 03       characteristics.  Imposing an additional parent

 04       level debt adjustment can undermine the

 05       Commission's own capital structure determinations

 06       and double count leverage effects already reflected

 07       in authorized returns, as we've discussed.

 08            I have found no other -- this is point No. 4.

 09       I have found no other state in the nation with a

 10       comparable administrative rule that operates like

 11       the one in Florida, and the FERC has had no such

 12       requirement that I could find since as far back as

 13       the early 1990s.

 14            Common approaches outside of Florida include

 15       the stand-alone or separate corporate taxable

 16       income method, which independent -- incidentally,

 17       is how we calculate and report our income taxes.  I

 18       was not able to find a state that has a rule that

 19       resumes parent debt was invested in utility equity

 20       that mandates a parent capital structure based tax

 21       adjustment, or that has a mechanical formula

 22       comparable to Rule 25-14.004(4).

 23            In accounting interpretation AI93-5 in from

 24       April 23rd, 1993, the FERC reaffirmed that

 25       jurisdictional rates must reflect fully normalized
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 01       income taxes consistent with FAS 109, and tied tax

 02       expense to the utility's recorded transactions, not

 03       hypothetical financing at the parent level.

 04            Point No. 5.  Nothing in the rule's history

 05       requires that the adjustment remain mandatory into

 06       perpetuity.  Revising the rule would align the rule

 07       with contemporary regulatory practices, emphasizing

 08       evidence-based determinations rather than

 09       irrebuttable mechanical adjustments.  The

 10       Commission retains ample discretion to address

 11       legitimate tax and capital structure issues on a

 12       case specific basis without a rigid rule-based

 13       mandate.

 14            No. 6.  We will argue in our next rate case

 15       that, as we did in direct testimony in our 2024

 16       rate case, that the parent debt tax adjustment does

 17       not apply to Duke.  So Duke Energy Florida's parent

 18       hasn't invested equity into Duke Energy Florida

 19       since 2009, and those bonds matured in 2014 and

 20       2019.  So Duke Energy Florida has been funding its

 21       own operations with retained earnings and debt

 22       issuances recorded on our books and records.

 23            No. 7.  Just a side point, incidentally,

 24       excluding retained earnings from the formula

 25       creates an ever-increasing parent debt adjustment
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 01       that was never intended by the rule.  So over time,

 02       regulated utilities routinely distribute earnings

 03       to parents in the form of dividends.

 04            When retained earnings are excluded, while

 05       dividend distributions persist, common equity can

 06       be driven to zero or negative values, and the debt

 07       ratio can approach or exceed 100 percent.  This

 08       outcome is a formulaic artifact, not an economic

 09       reality, because a parent company with sustained

 10       negative economic equity could not continue to

 11       access capital markets.  Excluding retained

 12       earnings produces mathematically unstable and

 13       unrealistic results that were not contemplated when

 14       the rule was adopted.  And we actually demonstrated

 15       that in our minimum filing requirements in our last

 16       rate case.

 17            In conclusion, the Commission already

 18       possesses broad authority to disallow unreasonable

 19       or unsupported expenses.  A rule mandated

 20       adjustment reduces regulatory flexibility by

 21       requiring an outcome regardless of evidentiary

 22       context.

 23            The parent debt adjustment rule was upheld as

 24       a valid exercise of authority when adopted, but

 25       nothing in its history requires that the adjustment
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 01       remain mandatory in perpetuity.  Revising or

 02       repealing the requirement would remain consistent

 03       with the Commission's ratemaking authority and

 04       align the rule with contemporary regulatory

 05       practices emphasizing evidence-based

 06       determinations, rather than irrebuttable mechanical

 07       adjustments.

 08            Revising the rule to eliminate the required

 09       debt -- parent debt adjustment would improve

 10       accuracy in cost of service analysis, enhance

 11       regulatory flexibility and better align ratemaking

 12       outcomes with actual utility financing.

 13            For these reasons, Duke Energy Florida

 14       supports revising the parent debt adjustment rule

 15       to remove the required parent debt adjustment.

 16            Thank you.

 17            CHAIRMAN SMITH:  Thank you.

 18            Okay.  Next we are going to move to the topics

 19       for discussion portion.  So the way we are going to

 20       do this is we have nine questions that each

 21       stakeholder will be called upon to answer.  Some

 22       questions may not be relevant to all stakeholders,

 23       and if so, please let us know it's not applicable

 24       to your organization.  We can just keep moving on.

 25            Commissioners, what I am going to do, once --
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 01       you are welcome to jump in at any point to ask

 02       questions, and then I will also circle back at the

 03       end to make sure that if any ideas or thoughts come

 04       up, that you have another opportunity to ask those

 05       questions.

 06            So I will ask the first question, and then I

 07       will just go down the line as how we took

 08       appearances.  Again, if it doesn't apply, just we

 09       can keep moving on, but we will kind of do it that

 10       way, and hope that will keep the record a little

 11       bit clearer.

 12            So the first question is:  What the

 13       stand-alone approach of public utilities

 14       regulation?

 15            Mr. Wright, you are first.

 16            MR. WRIGHT:  Thank you, Madam Chair.

 17            The purple of stand-alone methodology is to

 18       match the regulatory treatment of a tax benefit

 19       with the regulatory treatment of the underlying

 20       expense item that gives rise to that benefit,

 21       thereby, treating an expense and its resulting tax

 22       destruction in a consistent manner.

 23            Under this approach, only the utility's own

 24       jurisdictional operations, costs, capital structure

 25       and tax attributes are considered for ratemaking
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 01       purposes, consistent with how other cost of service

 02       components are established in base rate

 03       proceedings.

 04            CHAIRMAN SMITH:  Thank you.

 05            Ms. Cuello.

 06            MS. CUELLO:  Good morning.  I will keep this

 07       brief just so we are not muddying -- taking up a

 08       lot of time, but we would agree with FPL's

 09       definition of that.

 10            CHAIRMAN SMITH:  Thank you.

 11            Ms. Keating.

 12            MS. KEATING:  FPUC and FCG would, likewise,

 13       agree.

 14            CHAIRMAN SMITH:  Thank you.

 15            And, Mr. Wahlen, I think when you are -- you

 16       have different responses for the different

 17       organizations that you are representing.

 18            MR. WAHLEN:  Well, I was just going to say in

 19       general that this is a very esoteric topic, and we

 20       came today to learn more than talk and listen, and

 21       didn't really come prepared with prepared answers

 22       for these things, but we don't have anything to add

 23       beyond what FPL and staff provided in their

 24       presentation.  And you may hear that from me again

 25       as we go down the list.
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 01            MR. DEASON:  American Water would agree with

 02       FPL and staff's interpretation of the stand-alone

 03       approach.

 04            CHAIRMAN SMITH:  Mr. Marshall.

 05            MR. MARSHALL:  I don't think we have anything

 06       to add to the technical definition, but I think we

 07       will have something to add about the facts of how

 08       it's applied in the next question.

 09            Thank you.

 10            CHAIRMAN SMITH:  Sure.

 11            Mr. Rehwinkel.

 12            MR. REHWINKEL:  I don't really have anything

 13       to add, but I do think it is a misdirection and a

 14       myth that there is such a thing called stand-alone

 15       approach to utility regulation.

 16            The Commission has rules about the deferred

 17       taxes on intercompany profits.  There is issues

 18       where you have adjusted the gross profit embedded

 19       in rate base before, so I don't think that's

 20       something that exists, so that's our position on

 21       that.

 22            CHAIRMAN SMITH:  Okay.  Thank you.

 23            And, again, I will reiterate.  Commissioners,

 24       if you have questions regarding -- a specific

 25       question, jump in any time, and then when we get to
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 01       the end, you will also have another opportunity to

 02       ask questions.

 03            Okay.  Question No. 2:  In what insurances

 04       does the Florida Public Service Commission rely on

 05       the stand-alone approach on setting utility rates?

 06            MR. WRIGHT:  To FPL's knowledge, unless there

 07       is a rule otherwise, such as the parent debt

 08       adjustment rule, the Commission relies on the

 09       stand-alone approach when establishing a utility's

 10       revenue requirements in base rate and other cost

 11       recovery proceedings.

 12            CHAIRMAN SMITH:  Ms. Cuello.

 13            MS. CUELLO:  That is Duke's understanding as

 14       well, that the PSC uses the stand-alone approach in

 15       ratemaking, with the exception of the parent debt

 16       adjustment.

 17            MS. KEATING:  That's my take on the orders, at

 18       least as they apply to FPUC and FCG, as well.

 19            CHAIRMAN SMITH:  Mr. Wahlen.

 20            MR. WAHLEN:  Same response.  Thank you.

 21            CHAIRMAN SMITH:  Thank you.

 22            MR. DEASON:  I would agree that the Commission

 23       uses the stand-alone approach other than the parent

 24       debt adjustment.

 25            CHAIRMAN SMITH:  Mr. Marshall.
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 01            MR. MARSHALL:  I think philosophically, the

 02       Commission tries to, as it should, look at the

 03       regulated utility as a regulated utility, but that

 04       regulated utility has a lot of interactions with

 05       their parent utility, and those are, you know,

 06       those are affiliate transactions, which are, of

 07       course, are they relevant, that we go through, we

 08       look at, we make sure that the ones that are being

 09       charged are prudent.

 10            And so subsidiaries are not islands, and, you

 11       know, I would say that it's also, when we have

 12       looked at cost of service and return on equity, and

 13       then putting aside the second parent debt

 14       adjustment, we have looked at parent companies and

 15       what they are directing their subsidiaries to do.

 16       Those have always been relevant information in rate

 17       cases.  We have -- you know, I have personally

 18       crossed witnesses on what the parent companies are

 19       expecting of their subsidiaries, and why, you know,

 20       how is it that beneficial to Florida ratepayers.

 21            I don't think, in the world we live in with

 22       the parent companies that we have, that we can

 23       exactly isolate the subsidiaries in Florida, and

 24       sort of put blinders on as to what the parent

 25       companies are expecting out of their subsidiaries,
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 01       what directions that they are going.

 02            And, you know, just for an example, as, you

 03       know, the parent, for example, directs its

 04       subsidiary to, you know, invest in a certain type

 05       of energy resources.  That can be relevant

 06       information as to whether that is actually prudent

 07       and used and useful for Florida ratepayers.  You

 08       know, maybe that direction is for a reason that

 09       isn't for Florida ratepayers, and that would be

 10       relevant information to be considered in a rate

 11       case proceeding.

 12            And so it's a complicated -- I think it's a

 13       complicated question, because, I -- you know, I

 14       think the ideas there is that we do want to look at

 15       the regulated utility, but to the extent that a

 16       parent's operations are impacting that regulated

 17       utility, that is relevant information that we want

 18       to consider when looking at that regulated utility,

 19       and I think, you know, the parent debt adjustment

 20       is part of that.

 21            Thank you.

 22            CHAIRMAN SMITH:  Thank you.

 23            Mr. Rehwinkel.

 24            MR. REHWINKEL:  Yes, I think -- I agree with

 25       everything Mr. Marshall said is very on point, and
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 01       I believe that it's almost impossible to say that

 02       the Commission does rely on the stand-alone

 03       approach when setting rates.

 04            I mean, you take Duke.  The vast majority of

 05       the employees that you might see before the

 06       Commission belong to something called DEBS, the

 07       Duke Energy Businesses.  They have a service

 08       company that is intertwined with the regulated

 09       entity that you regulate.

 10            So I don't think you can parse it out.  I

 11       don't think you can separate it.  I don't really

 12       think the stand-alone approach applies, except

 13       maybe in some very small water, mom and pop water

 14       companies.

 15            CHAIRMAN SMITH:  Okay.  Question three:  Are

 16       there any instances where the FPSC does not rely on

 17       the stand-alone?  We already touched on that, but

 18       does --

 19            MR. WRIGHT:  Yeah, our response would be the

 20       same for No. 2.

 21            MS. CUELLO:  Same for Duke Energy, the

 22       response to No. 2.

 23            MS. KEATING:  Same as far as I know.

 24            MR. WAHLEN:  Same as my previous response.

 25       Thank you.
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 01            MR. DEASON:  Same as my previous response.

 02            MR. MARSHALL:  I will go with same as my

 03       previous response.  Thank you.

 04            MR. REHWINKEL:  I will give it what I consider

 05       an example of not, which is the asset optimization

 06       mechanism that takes gains based on profits that

 07       are generated by utility -- utility customer funded

 08       assets and it transfers them to the shareholders,

 09       and so I think that's a good example.  It's one of

 10       many I could sit here and regale you with today,

 11       but I know that you don't want that.  That's my

 12       main example.  Thank you.

 13            CHAIRMAN SMITH:  Thank you.

 14            COMMISSIONER LA ROSA:  Question.

 15            CHAIRMAN SMITH:  Yes, Commissioner La Rosa.

 16            COMMISSIONER LA ROSA:  Quick follow-up, maybe

 17       not necessarily to that point, but maybe to the

 18       point in the previous question.  And you brought

 19       up, I thought, or you went down an alley that I

 20       think maybe strikes a little bit of a cord.

 21            Do you feel that maybe there is a spot or a

 22       consideration where smaller utilities might have a

 23       possibly separate rule when it comes to what we are

 24       discussing today, when it talks about the parent

 25       debt, where maybe the parent debt isn't applicable?
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 01       OPC, sorry.  I am happy to hear from Florida Rising

 02       as well, because I think you guys are maybe

 03       conjoined in the direction and the thoughts on

 04       this.

 05            MR. REHWINKEL:  Commissioner, I had not

 06       considered that.  I think the rebuttable

 07       presumption element of the rule would cover that.

 08       I have seen small -- smaller utilities meet the

 09       presumption.  I have seen larger utilities not meet

 10       it.  I certainly would need to think about that

 11       more.

 12            I think -- as I have said, I think the rule,

 13       would fine, and I think the rebuttable presumption

 14       is a safety net that the utility industry and the

 15       Commission are able to rely on.

 16            COMMISSIONER LA ROSA:  And the reason I asked

 17       that question is I think the landscape is changing

 18       a little bit when it comes to smaller utilities,

 19       specifically water utilities, but I -- you just

 20       kind of struck a cord.  And I am happy to hear from

 21       Florida Rising if you would love to weigh in.

 22            MR. MARSHALL:  I don't think I have -- we have

 23       anything to add.  As you can probably tell from our

 24       remarks, our focus has been on the electric and

 25       investor-owned utilities.  And I realize this rule
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 01       applies to all utilities subject to utilities

 02       jurisdiction, but water utilities is just something

 03       we, Florida Rising hasn't really looked at, so I

 04       don't have a good answer you for.

 05            COMMISSIONER LA ROSA:  Thank you.  And maybe a

 06       little bit to my point is I kind of feel like

 07       sometimes maybe they are left out, and obviously

 08       still a substantial ratepayer and a substantial

 09       utility in our state.

 10            Thank you, Madam Chair.

 11            CHAIRMAN SMITH:  Thank you.

 12            Yeah, and I will just, before I move to the

 13       next question, just remind y'all that if there are

 14       follow-up questions from the, you know, that we

 15       have from the bench, you can always put those in

 16       the postworkshop comments, it just gives you a

 17       little bit more time to think through things.  So

 18       there is still more opportunity to work through

 19       this.

 20            Okay.  Question 4:  What is double leverage?

 21       It sounds like an exam.  I am putting you all on

 22       the line, yeah, I am cold calling all of you.

 23            Mr. Wright, you are up first.

 24            MR. WRIGHT:  Thanks, Madam Chair.

 25            We agree with staff's description of double
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 01       leverage.  It's a financial concept rather than a

 02       required accounting treatment.  And the concept is

 03       often raised in ratemaking discussions to argue

 04       that parent level financing should affect a

 05       utility's allowed return on tax treatment.

 06            MS. CUELLO:  Duke would also agree with

 07       staff's definition of double leverage.  It's

 08       essentially where the parent raises debt and

 09       invests the money and equity into a subsidiary.

 10            MS. KEATING:  I couldn't personally explain it

 11       myself, but I agree with staff's interpretation as

 12       well.

 13            MR. WAHLEN:  We agree with staff's definition.

 14            MR. DEASON:  I agree with staff's definition.

 15            MR. MARSHALL:  I don't have anything to add to

 16       the technical financial definition, but regarding

 17       the next question, we will have -- you know, how it

 18       applies here, and we have thoughts that apply.

 19            CHAIRMAN SMITH:  Sure.

 20            MR. REHWINKEL:  Yes.  I think it's -- I don't

 21       have a disagreement.  I thought Mr. Wright said at

 22       the end about tax treatment, but it's a financial

 23       principle that applies to capital structure and

 24       capitalization, and the WACC, or the weighted

 25       overall cost of capital.  I don't think it applies
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 01       to the parent debt adjustment, so -- but I do agree

 02       that it is a balance sheet issue.

 03            CHAIRMAN SMITH:  All right.  Question 5:  How

 04       does double leverage relate to the parent debt

 05       adjustment.

 06            MR. WRIGHT:  I hope I listened correctly.  I

 07       am going to get this one right.

 08            CHAIRMAN SMITH:  Sorry, you get to go first.

 09            MR. WRIGHT:  When a parent company uses debt

 10       to invest in a regulated subsidiary and files a

 11       consolidated income tax return, the interest

 12       expense on the parent's debt produces a

 13       consolidated tax liability.

 14            The current parent debt adjustment rule

 15       continues to apply a limited consolidated tax

 16       adjustment to impute the tax savings realized in

 17       the consolidated tax return from the interest

 18       expense on a parent debt's -- on a parent's debt to

 19       the regulated utility.

 20            CHAIRMAN SMITH:  Thank you.

 21            MS. CUELLO:  The PDA rule applies if a parent

 22       issues debt for the purpose of downstreaming that

 23       money to the subsidiary utility.

 24            CHAIRMAN SMITH:  Ms. Keating.

 25            MS. KEATING:  Same response as before.
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 01            CHAIRMAN SMITH:  Thank you.

 02            MR. WAHLEN:  And me as well.  Thank you.

 03            MR. DEASON:  I am going to stay away from the

 04       technical definitions that we just heard.  Me,

 05       speaking as -- and I am not an attorney, by the

 06       way, so I think I am the only one down here that's

 07       not an attorney.  I just want to make that

 08       clarification.  I am actually an economist by

 09       trade, and a cost of capital witness for my

 10       company.

 11            On a very high level, I consider this to be

 12       kind of a backdoor approach to a double leverage

 13       adjustment.  It's not your textbook double leverage

 14       adjustment that you typically see in other

 15       jurisdictions that have tried this and now

 16       completely rejected, where you are basically

 17       changing a operating subsidiary's capital structure

 18       to be more in line with the parent's capital

 19       structure irrespective of the risk that is being

 20       taken by, and the exposure of risk by the equity of

 21       the operating subsidiary.

 22            Essentially, instead of doing it that way, you

 23       are just making adjustments on the income tax.  You

 24       are basically running it through the income taxes

 25       instead of reflecting it on the capital structure
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 01       in a regulatory rate proceeding.  That's probably

 02       the best way I can describe it.

 03            CHAIRMAN SMITH:  Thank you, Mr. Deason.

 04            Mr. Marshall.

 05            MR. MARSHALL:  I think that's far better than

 06       I would be able to describe it.  It's not

 07       technically -- it's not double leverage.  I mean,

 08       what it is, is who gets to take the deduction of

 09       the debt, the interest on the debt.  And since it

 10       is -- you know, the presumption of the parent debt

 11       adjustment rule is that if it's being invested in

 12       the subsidiary, so it's part of the subsidiary's

 13       capital structure, you know, rebuttably presumed to

 14       be there, that the subsidiary -- that it's the

 15       ratepayers who are funding that subsidiary that are

 16       going to be able to take advantage of that

 17       deduction and not the shareholder.  So it's not

 18       double leverage.

 19            CHAIRMAN SMITH:  Okay.  Mr. Rehwinkel.

 20            MR. REHWINKEL:  I think I agreed with

 21       everything that Mr. Wright said about the

 22       mechanics, but I want to reiterate that Public

 23       Counsel believes that, strongly, that this is an

 24       affiliate transaction rule.  The way we look at it

 25       is the customers provide a pretax return on the

�0047

 01       equity component of the capital structure, and the

 02       rate -- the investor at the parent level funds a

 03       part of that, absent the rebuttable presumption

 04       being made, with debt that's tax deductible.  So

 05       your giving a equity return to the parent on a cost

 06       that is tax deductible.  So that's why we say it is

 07       an affiliate transaction correction to this

 08       affiliates relationship that provides investment

 09       support to the utility operations.

 10            So I just don't see it -- I mean, strictly

 11       speaking, if double leverage is just putting the

 12       parent's debt into the equity of the subsidiary,

 13       technically it meets that test.  But the essence of

 14       the transaction and the essence of the rule is to

 15       protect against an affiliate transaction

 16       overpayment.

 17            Thank you.

 18            CHAIRMAN SMITH:  Commissioner Ortega.

 19            COMMISSIONER ORTEGA:  Yeah.  Thank you.  I

 20       actually had a question for Duke, but that prompted

 21       another question.

 22            I like the way you described it as -- not for

 23       Ms. Cuello, for Ms. Olivier -- as a downstream flow

 24       to the subsidiary, but I thought you heard you

 25       earlier saying that that's not applicable to Duke
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 01       because Duke has its own financing.  Could you

 02       elaborate a little bit on that for me?

 03            MS. OLIVIER:  Sure.  So the -- so Duke has a

 04       parent, and we have multiple subsidiaries.  And so

 05       the parent, you know, could issue debt to,

 06       downstream, to a particular utility, maybe it's to

 07       purchase a utility.  That's what happened to us

 08       back in the, I guess it was the 2000s, when

 09       Progress Energy bought Florida Power with virtually

 10       all debt, and so there was -- there was a time when

 11       they had issued some bonds, downstreamed it to Duke

 12       Energy Florida as equity, and in the 2009 rate

 13       case, the Commission voted to have us make that

 14       parent debt adjustment.

 15            Well, those bonds all matured, and since then,

 16       Duke Energy purchased Progress Energy, and has

 17       multiple other subsidiaries.  They did not

 18       downstream that -- any debt to us at that point.

 19       Those bonds matured in 2014 and 2019, so we are

 20       going to argue that we don't have a parent issuing

 21       debt to infuse into the utility.  Since then, we

 22       have been dividending money up to the parent.  And

 23       so I hope that answered that question.

 24            COMMISSIONER ORTEGA:  Yeah.  And just a quick

 25       follow-up.
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 01            So in -- when you file your MFRs, with the

 02       current rule, you also file testimony and evidence

 03       to exempt yourself from the rule, is that fair to

 04       say, or --

 05            MS. OLIVIER:  That's right.

 06            COMMISSIONER ORTEGA:  -- why it may not apply

 07       to you?

 08            MS. OLIVIER:  That's exactly right.  That's

 09       what we will say.  Now, we are required to provide

 10       an MFR that does that calculation on one of the C

 11       schedules.  I can't remember if it's C-24.  But one

 12       of those schedules requires us to make that

 13       calculation.

 14            And if you look at our parent debt, because we

 15       have to exclude retained earnings at the parent

 16       level, the debt is just -- it just goes up, up and

 17       up every year, and it's not realistic that we would

 18       have that much debt in that calculation.  So we

 19       feel like the calculation is flawed to begin with,

 20       but we also feel like it does not apply to us going

 21       forward.

 22            COMMISSIONER ORTEGA:  Thank you.

 23            And if I can, just another question.

 24            Could you help me, OPC, understand why the

 25       distinction of affiliate transaction is so
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 01       important?  I keep hearing you reference the rule

 02       in that way, and I just want to understand why that

 03       distinction.

 04            MR. REHWINKEL:  Yes.  Thank you.

 05            Well, we think it's the bedrock for why the

 06       Commission made this adjustment in that there is a

 07       level of unfairness, that the customers provide an

 08       equity return on a cost that is, absent the

 09       rebuttal, a tax deductible expense and not a

 10       taxable cost.  So that's why we feel like it's an

 11       affiliate transaction oversight in its broader

 12       sense.  So that's why it's important to us.

 13            And if I could say one more thing about -- to

 14       the Duke situation.  I -- Ms. Olivier is absolutely

 15       right about the facts of what happened in the last

 16       case.  I just want to make sure that everybody

 17       understands that we settled that case.  We have

 18       some language in the settlement agreement that

 19       covers this situation.  So everybody kept their

 20       powder dry and we will address it in the next case.

 21            So they have their point.  We have our point

 22       about how facts layout and the rule applies.  But

 23       she is absolutely right about the testimony they

 24       filed and how they presented the MFRs, but there is

 25       a little bit different story that's in the
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 01       settlement, so we just kept our powder dry.

 02            Thank you.

 03            COMMISSIONER ORTEGA:  Thank you.

 04            CHAIRMAN SMITH:  Okay.  Good.

 05            The next question you lawyers will like, so it

 06       won't be as technical.

 07            Do either of the cases cited in the agenda,

 08       that's Hawkins or General Telephone, preclude the

 09       PSC from amending the rule to discontinue using the

 10       parent debt adjustment?  If so, which one and why?

 11            MR. WRIGHT:  Thank you, Commissioner.

 12            Short answer from FPL's perspective is no.  In

 13       Citizens versus Hawkins, I would direct your

 14       attention to pages 259 and 260 of that order.  The

 15       Court concluded that each determination must be

 16       based on specific independent findings supported by

 17       substantial evidence.

 18            The Court did not mandate the application of a

 19       consolidated tax adjustment approach, and, instead,

 20       found that such an approach was appropriate because

 21       it was the only approach supported by the evidence

 22       of record in that case.

 23            In General Telephone versus Florida Public

 24       Service Commission, I would direct your attention

 25       to page 1060.  The Court held there that the parent
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 01       debt adjustment is not the only correct method for

 02       determining a utility's income tax expense, and

 03       that the limited consolidated tax adjustment

 04       adopted in Rule 25-14.004 was a discretionary

 05       policy choice for the Commission.

 06            I would also direct your attention to page

 07       1068 of that same order, where the Court explained

 08       that the Commission, quote, "is not bound to any

 09       predetermined formula for calculating any cost of

 10       service expense, but is, instead, free to use any

 11       method which will enable it to ascertain the actual

 12       cost to the utility."

 13            So I think under both those holdings, when

 14       those orders are read and not relying on dicta, I

 15       think the short answer to question No. 6 is, no,

 16       the Commission is not precluded from amending the

 17       rule to discontinue the parent debt adjustment.

 18            CHAIRMAN SMITH:  Thank you.

 19            MS. CUELLO:  Duke will take the same position,

 20       that we don't believe either one of these cases

 21       precludes the Commission from amending the rule to

 22       discontinue the use of the parent tax adjustment.

 23            MS. KEATING:  FPUC and FCG agree as well.

 24            MR. WAHLEN:  I guess I am open to being

 25       persuaded otherwise, but we tend to agree with FPL.
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 01            MR. DEASON:  In my professional opinion, those

 02       cases do not preclude the Commission from changing

 03       those rules if they deem that appropriate.

 04            CHAIRMAN SMITH:  Mr. Marshall.

 05            MR. MARSHALL:  The two questions -- the two

 06       cases were in different procedural postures, and

 07       there was no rule at stake in Citizens V Hawkins,

 08       so I -- you know, certainly good support in that

 09       case for the approach that the Commission did take

 10       in adopting the rule that it did, which, you know,

 11       obviously the Court then upheld in General

 12       Telephone Company V Florida Public Service

 13       Commission.  There were a lot of well supported

 14       findings that the Court agreed with as to why the

 15       rule should be the way it is in that case.

 16            Now, does that legally preclude as a bar from

 17       this commission attempting to repeal that rule if

 18       there is a well-developed record?  I mean, I don't

 19       think it procedurally bars the Commission from

 20       going down that road, but I also don't think we

 21       would be barred from using that case to argue why

 22       the existing rule is well-founded and supported by

 23       the law.

 24            CHAIRMAN SMITH:  Thank you.

 25            Mr. Rehwinkel.
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 01            MR. REHWINKEL:  Thank you.

 02            I agree with Mr. Marshall, of course.  But to

 03       me, the issue isn't can you do it, it's should you?

 04       You know, what does the Commission want its legacy

 05       to be?  Do you want it to be that we went out of

 06       our way to repeal a rule that keeps customer rates

 07       down?

 08            I -- you know, the United Telephone case I

 09       commend to you, because I think that is a third

 10       case that strongly supports your authority.  I have

 11       heard in my 40 years practicing before this

 12       commission that the Commission has broad authority.

 13       I think the Legislature asked you to exercise that

 14       for the good of the public and in the public

 15       interest.  So we would urge you not to recede from

 16       the rule and to rely on the Supreme Court's

 17       well-reasoned support for this adjustment.

 18            Thank you.

 19            CHAIRMAN SMITH:  Thank you.

 20            Okay.  Next question:  Does the parent debt --

 21       does the parent debt adjustment increase or

 22       decrease rates in the short-term or in the

 23       long-term?

 24            MR. WRIGHT:  This question is not applicable

 25       to FPL.  FPL issues its own debt.  Its parent,
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 01       NextEra Energy, does not issue debt to invest in

 02       FPL.

 03            MS. CUELLO:  The PAA has the effect of

 04       decreasing rates, and the impact to DEF residential

 05       customers is about a quarter per month.

 06            MS. KEATING:  I think the effect is to reduce

 07       rates, but the Commission hasn't applied the parent

 08       debt adjustment, or hasn't required an adjustment

 09       for FPUC or FCG in the past several cases.

 10            MR. WAHLEN:  Peoples and Tampa Electric both

 11       explained the effect in their responsive data

 12       request.  It does reduce the revenue requirement.

 13            CHAIRMAN SMITH:  Mr. Deason.

 14            MR. DEASON:  In my professional opinion, in

 15       this short run, it can lower rates, but in the long

 16       run, I think it would increase rates through higher

 17       cost overall cost of capital that would be placed

 18       upon the utility.

 19            CHAIRMAN SMITH:  Mr. Marshall.

 20            MR. MARSHALL:  As we heard for the -- just

 21       focusing on the investor-owned electric utilities

 22       -- that the, you know, for Duke it is a -- it does

 23       decrease rates.  Although, it sounds like, you

 24       know, whether the long-term impact of that will be

 25       an issue in the next rate case as to the
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 01       applicability of the rule.

 02            For TECO, it is a sizeably bigger impact on

 03       decreasing rates under the parent debt adjustment

 04       rule, and based on -- I have it here somewhere,

 05       that it's over a dollar per thousand kilowatt hours

 06       per month for the average residential customer,

 07       that adjustment for TECO which is considerable.

 08            On the long-term side, we have seen -- at

 09       least in my rate case experience, I have seen no

 10       evidence going through these rate cases that the

 11       parent debt adjustment rule is -- has been pushing

 12       upward pressure on the return on equities in

 13       Florida.

 14            When we hear about why ROEs in Florida need to

 15       be higher than they are nationally, it's because

 16       of, you know, we are hit by storms.  We have a long

 17       coastline, and, therefore, are subject to different

 18       risks than other states and other utilities

 19       throughout the nation are.  We have not heard that

 20       the reason is because of the parent debt adjustment

 21       rule as to why ROEs are high in Florida.

 22            And again, I would point to FPL as the one

 23       that has gone to this commission and been awarded

 24       the highest ROE of any regulated investor-owned

 25       utility, electric utility, in the lower 48 states,
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 01       receives the highest ROE isn't being subject to

 02       this rule.  They have -- as you heard, they issue

 03       their own debt, so there isn't that increase.

 04            And so the idea that, in the long-term, this

 05       is going to push return on equities even higher in

 06       the state, I just don't think there has been any

 07       evidence presented to that effect.

 08            Thank you.

 09            CHAIRMAN SMITH:  Mr. Rehwinkel.

 10            MR. REHWINKEL:  Yes.  I agree with Duke and

 11       Mr. Wahlen for the Emera companies.

 12            I will say this, we alluded to it, or maybe

 13       more than alluded in our comments last week that if

 14       this rule repeal goes forward, we intend to ask for

 15       a draw-out, an evidentiary hearing to determine

 16       things like what Mr. Deason referred to, which is

 17       are there facts on the ground that demonstrate that

 18       the long-term ramifications of applying this rule

 19       is to increase costs.  We think you should take

 20       evidence on that rather than hear speculation about

 21       it.

 22            I am not aware in the cases that I have been

 23       involved in where a credit rating agency has

 24       weighed in and said, man, this is killing the cost

 25       of capital or the debt rating for this company
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 01       because you have had this rule down in Florida.

 02       They were much more concerned about PPAs and this

 03       phantom equity issue that the Commission finally

 04       disposed of in the early 2000s -- or the late

 05       2000 -- late -- in the 2009 timeframe.

 06            So we think you should take evidence on that,

 07       not speculate about whether there is any long-term

 08       impact of this rule on the cost of capital -- I

 09       mean the revenue requirements of a utility.

 10            Thank you.

 11            CHAIRMAN SMITH:  Commissioner Clark.

 12            COMMISSIONER CLARK:  Yeah, Madam Chair, I just

 13       would -- I want to make sure we have Florida Rising

 14       and OPC on the record.  You don't have an opinion

 15       as to whether or not this will increase or decrease

 16       customer rates?

 17            MR. REHWINKEL:  Well, I said I agreed with

 18       Duke and --

 19            COMMISSIONER CLARK:  That it will decrease

 20       customer rates by adopting the rule?

 21            MR. REHWINKEL:  By keeping the rule the way it

 22       is.  If you repeal the rule, it will cause rates

 23       for certain utilities that can't meet the

 24       rebuttable presumption, it should have upward

 25       pressure on the revenue requirement and on rates.
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 01            COMMISSIONER CLARK:  By adopting the rule?

 02            MR. REHWINKEL:  No, by -- yeah, by amending

 03       the rule, or repealing the adjustment as we have

 04       known it for 50 years.

 05            COMMISSIONER CLARK:  Okay.

 06            MR. REHWINKEL:  Yeah, I am sorry for the

 07       confusion.

 08            COMMISSIONER CLARK:  Florida Rising.

 09            MR. MARSHALL:  Yeah, I am sorry, Commissioner

 10       Clark, for the confusion.  But, yes, we know from

 11       TECO's response that if the amendment to the rule

 12       was adopted that rates would go up by -- and the

 13       impact would be expected to be over a dollar per

 14       month for a thousand kilowatt hour bill, so --

 15            And for Duke, I think it depends on the future

 16       of what their next rate case looks like, and the

 17       facts as to whether the current rule would apply or

 18       not to Duke as to whether those short-term impacts.

 19            And the long-term impacts, we think that the

 20       short-term impact would just be amplified over the

 21       long-term.  That is our expectation, and so,

 22       therefore, long-term, if the amendment process was

 23       to move forward, rates would be increased,

 24       especially for TECO's residential customers.  And,

 25       you know, we have heard arguments to the contrary
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 01       as to what the long-term impacts would be, and

 02       that's what we just don't think there is any

 03       evidence for.

 04            CHAIRMAN SMITH:  And I just -- I mean, so you

 05       just said a dollar per month thinking -- I just --

 06       I think we got from those data requests, those

 07       amounts from Duke, TECO and PGS are a little bit

 08       lower than that.  Can you reconcile those numbers?

 09            MR. MARSHALL:  Yeah.  I am just looking at the

 10       latest data why to TECO, request number two filed

 11       April 2nd, 2026.  It was estimated, based on the

 12       last rate case, that the current rule reduced the

 13       monthly bill for residential customer on a thousand

 14       kilowatt hour basis per month by $1.12.  That's

 15       where I got the over dollar impact from, you know,

 16       presuming that the impact would be of similar

 17       magnitude moving forward.

 18            CHAIRMAN SMITH:  Okay.  And you don't -- and

 19       for the other companies -- I guess I am just

 20       looking.  The other companies would be a little bit

 21       less -- would be less than a dollar, but --

 22            MR. MARSHALL:  Right, that's why --

 23            CHAIRMAN SMITH:  -- still, yeah.

 24            MR. MARSHALL:  Yes.

 25            CHAIRMAN SMITH:  Okay.  Commissioners, other
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 01       -- Commissioner Ortega.

 02            COMMISSIONER ORTEGA:  Thank you.

 03            I think you guys asked my question, but I

 04       wanted to hear it from the utility companies that

 05       answered the data request.  Can I assume, all

 06       things being equal but for the presumption, that if

 07       it were to -- if we eliminated the rule, that we

 08       would have an increase in the rates similar to what

 09       was provided in the data requests from the utility

 10       companies?  So from TECO, and then from PGS.  So I

 11       guess just you, Mr. Wahlen, and I have heard from

 12       Duke.

 13            MR. WAHLEN:  All other things being equal,

 14       yes.  We took a run at the presumption a while ago,

 15       maybe 2008, 2013.  I can't remember.  Things may

 16       have changed.  We may have another shot at that in

 17       the future.  But all other things being equal, as

 18       economists say, it would have the effect in the

 19       data request.

 20            CHAIRMAN SMITH:  Yeah, Commissioner La Rosa.

 21            COMMISSIONER LA ROSA:  Can I ask a

 22       clarification question of staff?

 23            So there is a chart that was -- that's

 24       assembled that comes from the data request that I

 25       think is just being referenced, and then it
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 01       references three dockets.  Can I just verify that

 02       those numbers are accurate?  I heard Duke say a

 03       quarter, but, obviously, we talked a little bit

 04       about TECO being $1.12.

 05            MR. CICCHETTI:  Yeah, the amount on this page

 06       came from the responses.

 07            COMMISSIONER LA ROSA:  Okay.  All right.  Just

 08       making sure that we are talking about the same

 09       thing, and I am at least comparing to what I think

 10       I am hearing.

 11            CHAIRMAN SMITH:  Sorry.  And then more of a

 12       clarification.  Those are the numbers if the rule

 13       is amended, or those are the numbers as current,

 14       under the current rule?

 15            MR. CICCHETTI:  Those are the amounts of the

 16       impact from the last rate case when the adjustment

 17       was --

 18            CHAIRMAN SMITH:  So we do have the information

 19       -- because I think we would be curious to know what

 20       the -- if the rule is amended, what the bill impact

 21       would be --

 22            MR. CICCHETTI:  Well --

 23            CHAIRMAN SMITH:  -- under the amended rule.

 24            MR. CICCHETTI:  Right.  Under the amended

 25       rule, the parent debt adjustment wouldn't be made,
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 01       and so these decreases would not happen.

 02            CHAIRMAN SMITH:  But as OPC alluding to, the

 03       bills would go up.  Do we know by how much?  Do we

 04       have even an estimate?

 05            MR. CICCHETTI:  Yep, by this amount, based on

 06       the last rate case.

 07            CHAIRMAN SMITH:  Okay.  So under the amended

 08       -- under the -- this proposed amended rule, that's

 09       how much they would go up by?

 10            MR. CICCHETTI:  Yes.

 11            CHAIRMAN SMITH:  Okay.

 12            MR. REHWINKEL:  Madam Chairman, just --

 13            CHAIRMAN SMITH:  Let, yeah, Commissioner Clark

 14       and then we will go to you.

 15            COMMISSIONER CLARK:  That was my point, Madam

 16       Chairman, is looking at the handout that we were

 17       given.  It appears this is under the proposed

 18       amendment that it is down.  That was what I was

 19       trying to get clarification on as well.  Thank you

 20       for that.

 21            MR. REHWINKEL:  I would just ask that -- I

 22       don't think we have received the document that

 23       Commissioner La Rosa mentioned, and I would just

 24       ask that for postworkshop comments, that if that

 25       could just be put into the record so we can see it?

�0064

 01            CHAIRMAN SMITH:  For sure.  We will ask staff,

 02       they can -- you can put that in the record, right,

 03       or into the postworkshop comments?  I am getting

 04       head nods so --

 05            MR. REHWINKEL:  Thank you.

 06            CHAIRMAN SMITH:  Okay.  We are going to move

 07       to question 8.  So question 8:  What are the

 08       arguments for and against the parent debt

 09       adjustment?

 10            MR. WRIGHT:  Arguments for, it reflects a

 11       consolidated tax saving.

 12            Argument against, it continues to apply a

 13       limited consolidated tax adjustment, which is

 14       entirely inconsistent with this commission's

 15       practice of, as well as many and most

 16       jurisdictions, of determining the utility's income

 17       tax expense on a stand-alone basis.

 18            The true effect of this parent debt adjustment

 19       is to reduce the utility's income tax expense below

 20       the actual income tax expense reflected on the

 21       utility's income statement, which, all things being

 22       equal, reduces the utility's ability to earn its

 23       authorized rate of return.

 24            MS. CUELLO:  Duke Energy has already presented

 25       our position on the parent debt adjustment through
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 01       Ms. Olivier's comments, so if you have any other

 02       questions, I would be happy to answer those.

 03            MS. KEATING:  We have also -- FPUC and FCG has

 04       also filed joint comments earlier in this

 05       proceeding.  I would just note that, again, while

 06       the rule has been applied to FPUC and FCG, the

 07       adjustment has not been made.

 08            COMMISSIONER CLARK:  Mr. Wahlen.

 09            MR. WAHLEN:  We have heard all of the pros and

 10       cons today.  I don't have anything else to add.

 11            Thank you.

 12            COMMISSIONER CLARK:  Mr. Deason.

 13            MR. DEASON:  I would agree with FPL's

 14       assessment, that it does artificially bring down

 15       your ROE, and makes it very difficult for a utility

 16       to achieve that authorized rate of return in your

 17       ROE.

 18            Another high level, things that --

 19       repercussions that can occur.  If you do have

 20       trouble achieving your return, that could

 21       potentially lead to a higher cost of debt, which

 22       ultimately leads to a higher weighted average cost

 23       of capital, which leads to a higher rates for

 24       customers.

 25            Additionally, to that, another way to look at

�0066

 01       it is look at my company, American Water.  We are a

 02       very large company, 26 to $30 billion market cap.

 03       We can achieve -- we can acquire debt lower than

 04       any other water company in the country, by far.  In

 05       fact, I am pretty safe to say that, and I know that

 06       we are an A rated company, and recently researched

 07       by Dr. Moore out of Georgia State has shown that

 08       utilities with an A rated credit rating do provide

 09       the lowest cost of capital to their customers,

 10       which is a great benefit to all the customer of

 11       American Water, but we also don't have any

 12       customers in Florida.  There are no publicly traded

 13       companies in Florida on the water side.  Just

 14       speaking just for water companies.

 15            So I think this debt rule that we are talking

 16       about, in the long run, it can raise a company who

 17       is operating in Florida's cost of capital.  It also

 18       chases capital away.  A rule like this keeps my

 19       company from coming to Florida, and other utilities

 20       as well, which I think is a detriment to the

 21       citizens of the state of Florida.  You want to be

 22       able to attract low forms of capital and low cost

 23       of capital, and companies that can acquire that

 24       capital at the lowest possible cost, but they are

 25       not coming here, at least for water companies, they
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 01       are not coming here.  You are not seeing that at

 02       all.

 03            So I will just kind of leave it at that.

 04            CHAIRMAN SMITH:  Thank you.

 05            Mr. Marshall.

 06            MR. MARSHALL:  Maybe there is a bit of a

 07       divide here, but we've seen no evidence that the

 08       electric companies are having any trouble finding

 09       capital to invest in Florida.  We see no evidence

 10       that if this rule were to be amended, that somehow

 11       returns on equity would go down, or that somehow

 12       that, under the current rule, the electric

 13       investor-owned utilities are struggling to stay

 14       within their, you know, hit minimum bound on their

 15       ROE.  It's just -- it's not there looking at the

 16       earnings surveillance reports.  They are earning

 17       sufficient returns and a fair return on their

 18       investment in the state, and we would argue well

 19       beyond what we think is a fair return on their

 20       investment in the state.

 21            So we just -- we don't see any reason at this

 22       point to change the rule that would have this

 23       detrimental rate impact, especially for -- you

 24       know, again, just looking at the electric side --

 25       for TECO's customers.
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 01            Thank you.

 02            CHAIRMAN SMITH:  Mr. Rehwinkel.

 03            MR. REHWINKEL:  Thank you, Madam Chairman.  I

 04       am obviously pro rule.  I don't have any arguments

 05       against the rule, but I, again, would reiterate

 06       that if there are to be facts that bear against the

 07       rule, we ought to have an evidentiary hearing on

 08       that if we are going to go forward with this

 09       repeal.  So we would say -- we would hold our

 10       opinion about facts against the rule until there

 11       has been a draw-out and an evidentiary hearing.

 12            Thank you.

 13            CHAIRMAN SMITH:  Thank you.

 14            All right.  The final question -- this is kind

 15       of a overall:  Does any stakeholder have any other

 16       questions or concerns that they want to discuss?

 17            MR. WRIGHT:  Thank you, Madam Chair.

 18            FPL wishes to thank your staff and your

 19       General Counsel for their efforts to provide

 20       greater clarity and guidance regarding the

 21       determination of regulated utilities' federal

 22       income tax expense in Commission proceedings.

 23       While the parent debt adjustment is not applicable

 24       to FPL because it independently issues its own

 25       debt, FPL supports staff's proposal to amend the
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 01       rule to provide better guidance and clarity, and

 02       avoid potential disputes in ratemaking proceedings

 03       before this commission.

 04            Thank you.

 05            MS. CUELLO:  Duke doesn't have any questions

 06       or comments, but we would like to say that we

 07       support staff's recommended amendments to this

 08       rule, and just want to thank them for all the work

 09       they have put into this.

 10            MS. KEATING:  FPUC and FCG also want to thank

 11       staff for bringing this all together, and we

 12       support staff's changes.

 13            MR. WAHLEN:  We are happy to be here.  We

 14       learned a lot, and I assume there might be some

 15       post-hearing comments opportunities, so we will --

 16            CHAIRMAN SMITH:  Yeah.  Yeah.  We will have

 17       postworkshop comments.

 18            MR. WAHLEN:  Yeah, we will reserve our

 19       comments until then.

 20            Thank you.

 21            MR. DEASON:  I, too, would support staff's

 22       recommendation in the repeal of this rule.

 23            MR. MARSHALL:  I just wanted to thank you for

 24       hearing our concerns on behalf of Florida Rising

 25       today, and we look forward to the opportunity to --
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 01       appreciate the opportunity to present postworkshop

 02       hearing comments.

 03            Thank you.

 04            MR. REHWINKEL:  Despite my comments at the

 05       beginning about not appreciating being here, I

 06       would like to thank the Commissioners especially

 07       for your interest in this process and the

 08       questions.  I have been doing this for 40 years,

 09       and I always appreciate when the Commissioners take

 10       an interest in a matter and ask thoughtful

 11       questions like you have done today, and so I want

 12       to thank you for that.

 13            Thank you.

 14            CHAIRMAN SMITH:  Thank you.

 15            All right.  Commissioners, do y'all have any

 16       additional questions or comments here?

 17            Yeah, Commissioner La Rosa.  Oh, it is?  Okay.

 18       I am sorry.  I always forget to look.

 19            COMMISSIONER LA ROSA:  I forget to press the

 20       button.

 21            CHAIRMAN SMITH:  I move my head around.

 22            COMMISSIONER LA ROSA:  It's just convenient, I

 23       can just grab your attention.  Thank you, Madam

 24       Chair.

 25            I guess this question is he for staff, and
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 01       then I will make a comment maybe depending on kind

 02       of what I hear.

 03            We jumped right in, right.  And I appreciate

 04       it.  We got, like, right into the weeds.  That's

 05       awesome.  But maybe better help me understand,

 06       because we started by talking about Florida is not

 07       in line kind of with the regulatory world of where

 08       things have shifted or where things have altered.

 09       I thought I heard some discussion about FERC.  I

 10       saw -- it certainly was in the presentation about

 11       how now FERC's regulatory formula has changed in

 12       their approach.

 13            I guess help me better understand where

 14       Florida lies in comparison to other states.  Have

 15       other states made changes?  And I guess what I am

 16       trying to get to is what is the benefit for our

 17       state and our customers?  Because I sometimes think

 18       we are a little bit different from the rest of the

 19       world, or the country.

 20            MR. CICCHETTI:  I think in Duke's comments,

 21       you heard that no other state makes this type of

 22       adjustment.

 23            COMMISSIONER LA ROSA:  Has that always been

 24       the case?

 25            MR. CICCHETTI:  No, that has not always been
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 01       the case.  This issue has evolved over time --

 02            COMMISSIONER LA ROSA:  Right.

 03            MR. CICCHETTI:  -- and as more academic

 04       studies were presented, and as the issue got

 05       fleshed out, Commissioners and FERC changed their

 06       position on how this should be handled.

 07            COMMISSIONER LA ROSA:  I guess where -- are we

 08       late to the party?  Is that a good answer -- or a

 09       good question?  Are we late to the party in the

 10       sense that has there been a lot of changes?  Has

 11       there been more recent changes by other states?  Or

 12       was it a while back, and we are just -- we have

 13       just been pushing this off, as I think was spoken a

 14       few times, that this is, you know, 40 plus years?

 15            MR. CICCHETTI:  I think staff has tried to

 16       address this over time over the years.  My

 17       understanding was recently Iowa and Missouri had a

 18       double leverage adjustment, but they no longer do

 19       that, so I don't think there is anybody in the

 20       country that's making that type of adjustment, or

 21       variant of the double leverage adjustment.  So I

 22       think, you know, for lack of a better term, we are

 23       a little late to the party.

 24            COMMISSIONER LA ROSA:  Okay.  And that's fair.

 25       And I appreciate that insight, and kind of what's
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 01       happening around the country.

 02            Madam Chair, I don't know in if this is a good

 03       time just to kind of make a quick comment.  I don't

 04       know if we have another bite at the apple.

 05            CHAIRMAN SMITH:  Oh, yeah.  Oh, yeah.  You --

 06       it is a workshop, so we are just -- this is --

 07            COMMISSIONER LA ROSA:  I love the informality.

 08            CHAIRMAN SMITH:  Yeah.  Yeah.

 09            COMMISSIONER LA ROSA:  That's why I didn't

 10       wear a tie today.

 11            CHAIRMAN SMITH:  No ties.

 12            COMMISSIONER LA ROSA:  Yeah, I'm just kind of

 13       winging it a little bit, but I kind of feel like I

 14       always do that.

 15            So I will just say this.  I am looking forward

 16       to hearing the responses.  I do think that the

 17       conversation was robust.  I think this is

 18       necessary.  I think if anything in the

 19       policy-making process, I think you should always be

 20       looking at what you are doing, always be looking at

 21       challenges, always looking at advancing our state,

 22       which is, you know, I believe one of our primary

 23       goals here and necessities.

 24            I guess what I would love to see in the briefs

 25       is maybe a point to -- and I am looking over at
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 01       Florida Rising and OPC, because I probably would

 02       expect this and wouldn't have to say this

 03       necessarily, but looking at where our rate impacts

 04       are and just real world examples of where the

 05       benefits or, frankly, the lack of benefits.  And I

 06       would expect that anyways, but I can't just tell

 07       you how important that is at this point in time.

 08            Maybe there is -- maybe there is a timing

 09       scenario with this rule change.  Maybe it doesn't

 10       have to be a whatsoever.  I don't know.  I am

 11       still, I believe, coming to conclusions, and I am

 12       looking forward to kind of reading the additional

 13       briefs.

 14            And I want to know, is there an opportunity to

 15       advance our state?  I heard some good discussion, I

 16       believe, from the water companies.  I would love to

 17       hear more about that, and I am happy to give you a

 18       chance to respond, and tell us what are those

 19       hurdles?  Why would a customer benefit?

 20            I think I have isolated maybe water companies

 21       certainly here today, and a few times in recent

 22       past agendas, because I am concerned about aging

 23       infrastructure.  I am concerned about customers

 24       that are ingesting an element, right, that we

 25       regulate, and I just want to make sure that we are
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 01       doing everything that's possible.

 02            So, Madam Chair, if it's okay just to have

 03       maybe --

 04            CHAIRMAN SMITH:  Mr. Deason, if you want to

 05       respond.

 06            COMMISSIONER LA ROSA:  -- Mr. Deason respond

 07       to have if that's what you are indicating --

 08            CHAIRMAN SMITH:  You can also save for your

 09       post-hearing comments.

 10            MR. DEASON:  Yeah, I would agree with that.

 11       Yes.  I mean, there definitely having a better

 12       regulatory environment for water companies would be

 13       great, because you want to attract that capital,

 14       that low cost of capital to come to your state.

 15            I just want to provide a little bit of

 16       clarification what Mark was talking about other

 17       states, and how they have treated double leverage.

 18       If you want to look at some of the recent decisions

 19       that address double leverage, I would point you to

 20       Iowa American Water Company's docket RPU 2016-002,

 21       so 10 years ago.  That is one where the Commission

 22       had a longstanding practice of accepting double

 23       leverage.  That specific docket that is the first

 24       time they rejected double leverage, and they go

 25       into great detail on the justifications for
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 01       basically taking a 180 on a double leverage

 02       adjustment.  So I would encourage you to read that

 03       order, especially in that docket.

 04            There is another one in Tennessee.  This goes

 05       to Docket No. 18-00017.  And that involved

 06       Chattanooga Gas Company.  Once again, that's where

 07       the Commission basically took a 180 on their

 08       longstanding practice of making double leverage --

 09       double leverage adjustments.  So that's another

 10       good order to read as well.

 11            COMMISSIONER LA ROSA:  Thank you.

 12            CHAIRMAN SMITH:  Commissioner Ortega.

 13            MR. REHWINKEL:  Madam Chairman?

 14            CHAIRMAN SMITH:  Do you mind.

 15            COMMISSIONER ORTEGA:  Yeah.

 16            CHAIRMAN SMITH:  Okay.  Go ahead.

 17            MR. REHWINKEL:  I just wanted to address this

 18       issue about FERC, and we addressed it in our

 19       comments in 2023.

 20            The FERC's retreat, if you will, wasn't based

 21       on what we are talking about here today.  They were

 22       concerned about nonregulated affiliates of

 23       pipelines weren't in any kind of regulated business

 24       that had losses, and those losses were finding

 25       their way into reducing income tax expense of the
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 01       regulated subsidiary.  That is not what we've got

 02       going here.  So I would urge caution about relying

 03       on what the FERC has done.

 04            And I also would urge caution is not get it

 05       mixed up about double leverage, which affects what

 06       the capital structure and the equity ratio that is

 07       used for ratemaking purposes and the WACC, the

 08       weighted average cost of capital that is used for

 09       ratemaking purposes.  This is not that.

 10            And then finally, just because other states

 11       don't do it doesn't mean anything to the customers

 12       in Florida.  They are living here and they want

 13       their rates to be set based on the true cost of

 14       serving them.

 15            If we want to look at what other states do, we

 16       can look at the returns on equity that other states

 17       do, and that national standard is totally

 18       different.  But, you know, so I think it's best to

 19       leave everything the way it is, but I appreciate we

 20       will brief, including the questions that Mr. --

 21       that Commissioner La Rosa has asked us to address.

 22            I just would hope that we don't rush that

 23       along.  We have other cases and things going on.

 24       So we would like to have plenty of time to research

 25       some of the new legal precedent that we've heard
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 01       from other water companies around the state.  We

 02       would like to have plenty of time to be able to get

 03       this --

 04            CHAIRMAN SMITH:  We will address that in the

 05       next steps portion --

 06            MR. REHWINKEL:  Thank you.

 07            CHAIRMAN SMITH:  -- as far as timing.

 08            Commissioner Ortega.

 09            COMMISSIONER ORTEGA:  Thank you.  And just a

 10       quick follow-up from Commissioner La Rosa's

 11       questions.

 12            As I understand it, we have this rule on the

 13       books, but we have an opportunity for people to

 14       provide evidence about why we wouldn't apply the

 15       rule to their specific companies, and I am curious

 16       while you were looking at the other states if they

 17       also have -- and, again, this could be filed

 18       later -- to Commissioner La Rosa's point, you know,

 19       what makes Florida different?  Why are we doing it

 20       different?

 21            Not that that's a negative.  In fact, we do a

 22       lot of amazing things here differently, and we are

 23       proud of that, but if we could delineate if other

 24       states didn't have that opportunity, maybe that's

 25       why they changed their rule, but just some
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 01       understanding around the separation, I think is

 02       what he was asking, and I would like to hear some

 03       more of too.

 04            CHAIRMAN SMITH:  Okay.  Other Commissioners?

 05            Okay.  I have a couple of questions for staff,

 06       and I am going to kind of frame them as, like, you

 07       know, we are what a workshop is.  We are trying --

 08       like, what's the problem we are trying to solve

 09       here, you know?  And I am glad that we are doing

 10       all of this.  And I think we've had a really --

 11       this has been a really thoughtful and important

 12       discussion.

 13            Is amending the current rule addressing an

 14       actual pattern of over- or under-recovery of income

 15       taxes?  Are we saying it's largely precautionary?

 16            MR. CICCHETTI:  If I am understanding your

 17       question, you are asking is the income tax expense

 18       of the utility being set correctly?

 19            CHAIRMAN SMITH:  Right.

 20            MR. CICCHETTI:  Yeah.  Under -- with the PDA

 21       rule, our position is, no, it's not.  We take the

 22       revenues, the expenses, we figure out the net

 23       operating income, the profits, and then we apply

 24       the state and federal tax rates to that to

 25       determine income tax expense.  And then under the
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 01       PDA rule, if there is a parent company and there is

 02       any debt on the books, we reduce that income tax

 03       expense based on the calculation in the rule.

 04            I take great exception to -- well, the reason

 05       is why do we do that?  Well, under the rule is the

 06       cost to the parent company is actually lower, that

 07       tax benefit, than should be, at the parent level,

 08       should be used to reduce the income tax expense at

 09       the regulated utility.

 10            Why would we do that?  The argument that

 11       Public Counsel is making is that having debt on the

 12       parent's balance sheet is some type of affiliate

 13       transaction abuse, and I strongly disagree with

 14       that.

 15            The ultimate assumption underlying both the

 16       parent debt adjustment and the double leverage

 17       adjustment is the debt at the parent level ought to

 18       be at the subsidiary level, at the utility level.

 19       Well, those arguments are issues in the case.  What

 20       should the amount of debt be?  What should the

 21       equity ratio be?  But both the double leverage and

 22       the parent debt adjustment go outside of the rate

 23       setting the cost of service and then reduce the

 24       income tax expense for the utility based on the

 25       debt at the parent level.
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 01            So in the example I gave earlier, if you have

 02       two identical utilities, one is going to have lower

 03       rates because of the parent debt adjustment simply

 04       because the parent had some debt on its balance

 05       sheet.

 06            If they are both identical in terms of cost of

 07       service, why should they have different rates?

 08       What's the justification?  So the justification

 09       goes back to, well, there is a benefit at the

 10       parent level, let's transfer that to the regulated

 11       utility.  That violates the stand-alone concept.

 12            And the reasoning about, well, the cost is

 13       lower because of the source of funds, that violates

 14       the principle that the return should be based on

 15       companies of comparable risk and what their

 16       requirements are.

 17            CHAIRMAN SMITH:  And I appreciate that, and I

 18       will have a legal question for legal staff as far

 19       as the stand-alone principle, but I guess what I am

 20       asking is less about theoretical and more about,

 21       like, actual data, actual --

 22            And then, so similarly on that sort of

 23       question, like, do we have actual evidence that the

 24       current PDA rule results in artificially low rates

 25       that have increase of frequency of rate cases -- or

�0082

 01       rate case -- yeah, rate increase requests?  Because

 02       that's part of the justification for amendment.

 03            MR. CICCHETTI:  Yeah.  For example, in Tampa

 04       Electric's last rate case, the revenue impact --

 05       revenue requirement impact was $15 million.  So

 06       over four years, that's $60 million dollars of

 07       their cost of service that was reduced due to this

 08       adjustment.

 09            So, obviously, if they experience any cost

 10       pressures, increased investment, not having that

 11       $60 million actually, you know, it's going to cause

 12       them to come in sooner rather than later.

 13            Did it cause the rate case?  Well, maybe not,

 14       but obviously having $60 million of their cost of

 15       service reduced due to this adjustment is not

 16       setting their rates based on their cost of service.

 17            CHAIRMAN SMITH:  Did we ask that in data

 18       request -- did staff ask that in data requests

 19       during the rate case process about, you know, is

 20       that, you know, part of the reason that they are

 21       coming in at sort of at this time?

 22            MR. CICCHETTI:  Well, in the rate cases, there

 23       a minimum filing requirement where that, if it

 24       applies, that calculation is made --

 25            CHAIRMAN SMITH:  Right.  We --
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 01            MR. CICCHETTI:  -- so then this situation is,

 02       well, we have this rule, we have to make that

 03       adjustment.  And so, you know, there may be

 04       discovery about how the calculation was made, but

 05       basically we have to apply the rule.

 06            CHAIRMAN SMITH:  Okay.  The last question.

 07       Sorry, Mr. Cicchetti.  I think you feel like -- I

 08       think you might have the best -- and we have talked

 09       -- we did talk about it as far as rate impact and

 10       stuff.  I just -- I really want to be super clear,

 11       because we had an Agenda Conference addressing this

 12       proposed rule change in 2024, and then

 13       specifically, like, I think Commissioner Clark, at

 14       that time, I think I asked at that time, about, you

 15       know, actual quantifying the magnitude of customer

 16       impact under the current rule versus the proposed

 17       amendment.

 18            I think what -- when you look at the

 19       transcript, what I was envisioning back then, if I

 20       can put myself two years ago, is, like, I wanted

 21       a -- I wanted a comparative chart of this is what,

 22       you know, under the current rule customer bill

 23       impact -- the bill impact versus if the rule was

 24       changed, what the number would be.

 25            Do we have -- you know, do we actually -- do
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 01       we have that information?  Like, can staff provide

 02       that to us and to the stakeholders here?

 03            MR. CICCHETTI:  In terms of getting the per

 04       bill impact, we would have to get that from the

 05       utility.  But if we change, alls we would be doing

 06       is removing the parent debt adjustment.  Whatever

 07       that dollar amount is, that would no longer be the

 08       case if the rule was amended to what we are

 09       recommending, or what's included in the proposal to

 10       amend the rule.  And so how that affects an

 11       individual bill, we would just need to get with the

 12       companies and get that information.

 13            CHAIRMAN SMITH:  I guess I will reiterate from

 14       two years ago that we really want that information

 15       to make -- you know, if this rulemaking, either

 16       creating a rule, or amending a rule, or, you know,

 17       deleting a rule needs to be anchored and, like,

 18       demonstrated harm or risk.  And without that

 19       information, we don't have any way of having actual

 20       comparable numbers.  So, yeah, that would be really

 21       helpful.

 22            I don't -- you know, like, again this is

 23       something that you guys can address in post-hearing

 24       -- in the postworkshop comments, or if staff,

 25       because I don't -- I don't think -- I mean, legal
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 01       can they -- I think -- the opportunity for asking

 02       for data request is probably over for this,

 03       correct?

 04            MS. SAPOZNIKOFF:  We can either send out

 05       another data request, or just based on the

 06       discussion that's had here today, you know, request

 07       that they include that information in their

 08       post-hearing workshop -- postworkshop comments.

 09            CHAIRMAN SMITH:  Yeah.  I know, I keep calling

 10       it hearing too, but it's -- no, thank you.

 11            I mean, if that's -- if that's something that

 12       the companies think that they can provide, but I am

 13       trying to be, like, flexible here, but, you know,

 14       we really need to -- we need this information.

 15            I guess I will just apologize, like, we should

 16       already have this because we had asked for this two

 17       years ago, but we are -- this is where we are, so

 18       that's -- I am just -- yeah, I would imagine

 19       that -- yeah, I know Commissioner Clark wants that

 20       information.

 21            Okay.  I am going to pivot then, because Mr.

 22       Cicchetti, I feel like you brought up -- I just

 23       want to understand legally, I think you said

 24       current -- our current rule, we are in violation of

 25       the stand-alone principle in our rate cases, is
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 01       that accurate?

 02            MR. CICCHETTI:  Yes.

 03            CHAIRMAN SMITH:  Could I get, like, a legal

 04       opinion on that?  Because that sounds, to me,

 05       dicey.

 06            MS. SAPOZNIKOFF:  Our current rule is valid

 07       and doesn't violate any legal standard.  It was

 08       properly promulgated within the statutory authority

 09       and range of discretion that the Commission has.

 10            Similarly, if the Commission was to consider

 11       some sort of change, that's also within our

 12       legislative authority and within your range of

 13       discretion.  But there is nothing that requires any

 14       change to this rule, repeal of the rule, or a

 15       change in the policy that the Commission has been

 16       applying.

 17            CHAIRMAN SMITH:  Okay.  And final question

 18       that, I guess, on that -- sort of related.  Is

 19       there any requirement that, any sort of

 20       requirement, any statutory change, anything that

 21       would make us have to change the rule at this time?

 22            MS. SAPOZNIKOFF:  No.

 23            CHAIRMAN SMITH:  Thank you.

 24            I am sorry, I just took a lot of time.

 25       Commissioners, any other -- anything else?
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 01            Okay.  So now we have got -- and, again, I

 02       would probably just reiterate to the stakeholders

 03       here, that kind of back and forth, the questions I

 04       asked, feel free to address those in your

 05       postworkshop comments.

 06            So we have gone through all of that.  Staff,

 07       can we go through the next steps for this proposed

 08       rulemaking?

 09            MS. SAPOZNIKOFF:  Certainly.  Thank you,

 10       Chairman.

 11            As we've discussed today, we do anticipate

 12       having stakeholders filing written comments

 13       following this workshop.  We had initially

 14       anticipated a deadline of doing that of May 6th,

 15       2026, which is two weeks from today.  That's our

 16       standard practice.

 17            Based on OPC's comment, before we adjourn, I

 18       would like to hear from them as to what additional

 19       sort of time they would be looking for; also from

 20       the other stakeholders of how long it will take for

 21       them to get the information that we need to give

 22       the Commission the information on the comparison of

 23       rate impact.

 24            If we could also clarify, do you just want

 25       what it would have been in the last rate case, or
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 01       the last two rate cases?  Or what sort of

 02       comparison do you want on that?

 03            So everyone is permitted, and I guess more

 04       likely now required to file comments with the

 05       information we have requested.  Even if you didn't

 06       attend, if you are watching this, if you did not

 07       attend today and if you want to file written

 08       comments, you are permitted to do so.

 09            In responding, if there is any particular rule

 10       language that any stakeholder would recommend other

 11       than what staff has recommended, we request that

 12       you provide that in a type-and-strike format for us

 13       to consider.  And any postworkshop comments should

 14       be filed in this docket, which is 20240019-PU.

 15            Pursuant to Section 120.54(2)(a)2, Florida

 16       Statutes, the Commission has until September 30th,

 17       2026, to decide whether or not it wants to propose

 18       any amendments to this rule.  This docket is

 19       tentatively scheduled for the August Agenda

 20       Conference, which would give us time before that

 21       deadline to reconvene, if necessary.  So in

 22       deciding when you would want to extend the deadline

 23       for postworkshop comments beyond May 6th, please

 24       keep that in mind.

 25            Thank you.
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 01            CHAIRMAN SMITH:  Thank you.

 02            So I should go to Mr. Rehwinkel now.  Do you

 03       have a suggestion as to --

 04            MR. REHWINKEL:  Well, I have already had to

 05       change travel plans to be here today.  I have

 06       travel plans in May to go to New York for family

 07       reasons.  I don't know what the rush is.

 08       Certainly, we've played ball every time this has

 09       come up, and we will again.

 10            I would ask that comments be due sometime in

 11       June.  I mean, we just got a rate case filed

 12       Monday.  We are under pressure in our office.  So

 13       if you truly want to hear us address this very

 14       informative workshop with postworkshop comments, we

 15       will need more time than early May.

 16            MS. SAPOZNIKOFF:  Would June 1st be

 17       acceptable?  And again, just after we get --

 18            MR. REHWINKEL:  It would be better.

 19            MS. SAPOZNIKOFF:  -- staff is going to need

 20       time to consider them and then get the

 21       recommendation in time for the Agenda Conference.

 22            CHAIRMAN SMITH:  Could we split that and do

 23       mid-June?  That can give --

 24            MR. REHWINKEL:  That would be --

 25            CHAIRMAN SMITH:  -- I mean, I am just trying
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 01       to think maybe of a --

 02            MR. REHWINKEL:  Thank you.  That would be -- I

 03       mean, something like that would be helpful.  And

 04       again, I think we have established that there is no

 05       clock running on this thing, I don't think, is

 06       there?

 07            MS. SAPOZNIKOFF:  Yes, there is.  We need to

 08       propose or not propose any amendment by September

 09       30th.  That's why it's going to the August Agenda

 10       Conference.  There were statutory changes to 120.54

 11       last session.

 12            MR. REHWINKEL:  But there would be a September

 13       Agenda option?

 14            MS. SAPOZNIKOFF:  Correct.  September 30th is

 15       our deadline --

 16            MR. REHWINKEL:  Thank you.

 17            MS. SAPOZNIKOFF:  -- to file a notice of

 18       proposed rule if there is going to be a change, or

 19       to decide we are not going to change and then

 20       withdraw -- or notify JAPC that we are not going

 21       forward with rule development.

 22            CHAIRMAN SMITH:  I am just going to pause for

 23       a second because I see our General Counsel looking

 24       at potential calendar --

 25            MS. HARPER:  I am looking at the calendar.
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 01       Our rec would be due July 23rd.

 02            CHAIRMAN SMITH:  Okay.

 03            MS. HARPER:  So we would need some time to be

 04       able to incorporate the comments into the

 05       recommendation.

 06            CHAIRMAN SMITH:  Okay.  I'm trying to be

 07       accommodating here.  I understand.  I mean, like

 08       you said, of course we want -- we want your

 09       comments.  We want as much as we can here to make

 10       the right decision.  Even giving one additional

 11       week, so that's June 8th, is that a little bit --

 12            MS. SAPOZNIKOFF:  That's fine from staff.

 13            MR. REHWINKEL:  That would be appreciated,

 14       Madam Chairman.

 15            CHAIRMAN SMITH:  Yes.  Yes.  Okay.  Good.  We

 16       have consensus.

 17            Okay.  So let's just say that those

 18       postworkshop comments, if we could have those

 19       submitted by June 8th, 2026.

 20            Any other matters?

 21            MR. WAHLEN:  I have a question --

 22            CHAIRMAN SMITH:  Yes.

 23            MR. WAHLEN:  -- about the post-hearing

 24       comments.  Tampa Electric and Peoples provided

 25       information about the magnitude of the parent debt
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 01       adjustment in all of their, I think last five right

 02       cases, and there seems to be a question about

 03       what's the rate impact in the future.  I just want

 04       to make sure we understand what the expectation is.

 05            Saying what the rate impact in the next rate

 06       case that we haven't decided to file yet, and that

 07       we hope we don't anytime soon, you know, if the

 08       rule is repealed is a tricky thing.  We can tell

 09       you what the effect of the current rule is, but to

 10       say, you know, what it's going to be if it's

 11       repealed in the next rate case requires a lot of

 12       assumptions, and we are working hard like the other

 13       utilities to not come in for a rate case.

 14            So are y'all looking for information that is

 15       not already in our data request responses in the

 16       post-hearing comments?

 17            MS. SAPOZNIKOFF:  I think we are looking for a

 18       comparison that we have the information in the data

 19       response to what was the parent debt adjustment in

 20       your last rate case.  And is it fair to say,

 21       because of all the discussion of how we calculate

 22       the revenue requirement then work back off of it,

 23       is it simply going to be a flip that if your

 24       reduction, based on the parent debt adjustment,

 25       was, say, 25 cents, that the rate impact had it not
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 01       been applied would have been an increase of 25

 02       cents, or is there not a direct one-for-one

 03       correlation?  So not looking at prospective

 04       cases --

 05            MR. WAHLEN:  Okay.

 06            MS. SAPOZNIKOFF:  -- just based on past cases,

 07       what was the parent debt adjustment that was made,

 08       and had that rule not be been in place that the

 09       rule that staff has put the suggested amendments to

 10       of doing the stand-alone approach, what would the

 11       average bill have been without applying a parent

 12       debt adjustment?

 13            And then I guess the question is, does the

 14       Commission want it just for the last rate case, or

 15       do you want some more historical data on that?

 16            CHAIRMAN SMITH:  I think just the last rate

 17       case --

 18            MR. WAHLEN:  Okay.

 19            CHAIRMAN SMITH:  -- would be the most --

 20            MR. WAHLEN:  All right.  I just wanted to

 21       understand what the expectation was.

 22            Thank you.

 23            CHAIRMAN SMITH:  Thank you.  Thanks for that

 24       clarification.

 25            Anything else from the Commission?
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 01            Okay.  We have now reached the end of our

 02       workshop.  Does anybody else have anything to add

 03       before I officially -- all right, so on behalf of

 04       the Commission, thank you all for your

 05       participation today.  This workshop is adjourned.

 06            (Proceedings concluded.)
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 01                   P R O C E E D I N G S

 02            CHAIRMAN LA ROSA:  Okay.  We will move to Item

 03       No. 2.  We will let folks get set and settled here

 04       for a few seconds.

 05            Ms. Sapoznikoff, if you are ready, we are

 06       ready for you.

 07            MS. SAPOZNIKOFF:  Thank you.

 08            Good morning, Mr. Chairman, and Commissioners.

 09       I am Susan Sapoznikoff with the Office of General

 10       Counsel.

 11            Item 2 is staff's recommendation providing

 12       amendment of Florida Administrative Code Rule

 13       25-14.004.  The recommended amendments to the rule

 14       reflect a change in policy regarding how to

 15       calculate the total corporate income tax expense of

 16       a regulated utility, and proceedings to establish

 17       revenue requirements or to address overearnings.

 18            Currently, when the regulated utility is a

 19       subsidiary of one or more parent companies and

 20       files a consolidated return with a parent company,

 21       the rule adjusts the income tax expense of the

 22       regulated utility to reflect the income tax benefit

 23       of the parent -- excuse me -- of the parent debt

 24       that may be invested in equity of the subsidiary.

 25            Staff recommends amending the rule to
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 01       determine the income tax expense of a regulated

 02       utility using only the income of that utility

 03       regardless of any parent subsidiary relationship

 04       that may exist.  This policy it would be in accord

 05       with current national standards and other

 06       Commission practices in determining the cost of

 07       service.

 08            The recommended amendments to the rule will

 09       ensure that rates are derived from a revenue

 10       requirement that is based on tax benefits

 11       associated with the debt that is both an expense of

 12       the regulated utility and borne bring that

 13       utility's customers.

 14            Charles Rehwinkel of the Office of Public

 15       Counsel would like to address the Commission

 16       regarding the recommended amendment to the rule.

 17       Staff is available to answer any questions.

 18            Thank you.

 19            CHAIRMAN LA ROSA:  Thank you.

 20            Mr. Rehwinkel, you are recognized.

 21            MR. REHWINKEL:  Thank you, Mr. Chairman and

 22       Commissioners.  My name is Charles Rehwinkel with

 23       the Office of Public Counsel.

 24            Commissioners, in March, when we last

 25       discussed this matter, the OPC presented you with
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 01       estimates of the impact of this proposal would have

 02       on customers of Tampa Electric Company and Duke

 03       Energy Florida.  Our numbers were based on

 04       estimates derived from surveillance reports.

 05            Better information arrived on April 2nd, 2024,

 06       when both of those companies filed petitions,

 07       testimony and MFRs setting out their views of the

 08       impact of the parent debt adjustment, or PDA as I

 09       may refer to it, in their filed cases.

 10            DEF did not make an adjustment for the years

 11       2025 through 2027.  But for 2024, it calculated the

 12       PDA at $10.3 million jurisdictional retail revenue

 13       requirements.

 14            Tampa Electric calculated its PDA impact at

 15       $17.4 million revenue requirement for 2025.  And I

 16       would just like to read from the petition,

 17       paragraphs 24 and 25, that the company filed.

 18            Tampa Electric's proposed 2025 revenue

 19       increase was calculated by making the parent debt

 20       adjustment required by Rule 25-14.004, Florida

 21       Administrative Code, which reduced the company's

 22       requested 2025 revenue increase by $17,381,381.  As

 23       of the filing of this petition, the Commission was

 24       considering an amendment to Rule 25-14.004 that

 25       would eliminate the required parent debt
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 01       adjustment.  If the proposed amendment is adopted

 02       while this proceeding is pending, Tampa Electric

 03       requests that the income tax expense used to

 04       calculate its proposed 2025 base rate increase be

 05       calculated in accordance with Rule 25-14.004 as

 06       amended, and without a parent debt adjustment.

 07            Commissioners, as you may be aware by now, on

 08       Monday, the Public Counsel and DEF filed a motion

 09       that notified you of an agreement in principle that

 10       the OPC and others have entered into with DEF.  If

 11       approved, a comprehensive agreement will address

 12       the PDA issue within the overall context of the

 13       case in that pending DEF case, and the OPC is okay

 14       with this.

 15            On the other hand, the Tampa Electric filing

 16       speaks for itself.  The harm to customers from the

 17       proposed repeal is real, and tangible, and

 18       material.  Repeal would mean an increase of $17.4

 19       million, or $52 million out of the customers'

 20       pockets over the next three years.

 21            Commissioners, we believe there is no reason

 22       in law or logic or policy for this to occur.

 23       Accordingly, our plea to you today on behalf of the

 24       customers of Tampa Electric and other utilities is

 25       simple.  Please scrap this initiative for good.
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 01       This proposal is simply a solution looking for a

 02       problem.  And there is no problem except for high

 03       bills getting higher.  If you stood in the

 04       customers shoes today, you would see that this

 05       repeal effort would have to appear to be nothing

 06       but anti-customer.

 07            As we have noted before, the concept

 08       initially, and then the rule, has been approved by

 09       the Florida Supreme Court.  It was included in and

 10       withstood an investigation by the U.S. Treasury

 11       Department and the IRS and the U.S. Congress more

 12       than 30 years ago.

 13            This rule has passed muster time and again.

 14       It has kept telephone, electric, gas and water

 15       utility rates in Florida lower for over 40 years by

 16       hundreds of millions of dollars.

 17            You have not been presented with any tangible

 18       evidence that there is any meaningful or

 19       quantifiable offset that would make customers

 20       better off without the rule than with it.  The only

 21       evidence you have is that Florida customer rates

 22       will be higher with the repeal of this bedrock

 23       regulatory policy contained in this rule.

 24            The OPC profoundly and vehemently disagrees

 25       with the analysis that you are being presented some
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 01       30 to 40 years after the Supreme Court and federal

 02       action occurred here today.  We will not provide

 03       that argument today.  If this process goes forward,

 04       there will be a better time to explore the factual

 05       policy and legal aspects of the rules rule's

 06       underpinnings, and the basis for the staff to bring

 07       this forward at a time when DEF's and Tampa

 08       Electric's rates are already increasing.

 09            The customers ask you, please shut this down.

 10       Let's let the rule continue to benefit customers.

 11            Thank you.

 12            CHAIRMAN LA ROSA:  Commissioners, are there

 13       questions?  Questions or discussions on this item

 14       of staff and/or of OPC?

 15            Commissioner Fay, you are recognized.

 16            COMMISSIONER FAY:  Commissioner Clark, you are

 17       senior here, if you would like to go first.

 18            COMMISSIONER CLARK:  Thank you, Commissioner

 19       Fay.  I will just make a couple of observations.

 20            When we originally approached this rule back

 21       in March, I had some of the same concerns.  My

 22       biggest concern was the affects on rate.  From a

 23       rulemaking perspective, and from a ratemaking

 24       perspective, I certainly understand the need to get

 25       it right.  And I would not argue that from a
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 01       ratemaking perspective, this is probably a logical

 02       conclusion.

 03            I do have the concerns about the effects on

 04       customers right now at this particular time.  To

 05       me, this is -- this is kind of an issue of timing

 06       as much as it is anything.  But I do have a couple

 07       of questions, and I guess I will -- Mr. Cicchetti,

 08       I will ask -- direct them toward you.

 09            When it comes to effects on customers, are

 10       there -- we understood right now specifically in

 11       two of our utility cases it would most likely cause

 12       an increase.  I think that probably a couple of the

 13       utilities, it would not -- applying the rule would

 14       not have any application toward.

 15            What about water utilities?  Have we looked at

 16       any of those?  Are they going to be basically

 17       coming under the same rule?

 18            MR. CICCHETTI:  I believe Sunshine Water

 19       Services would be subject to the rule.

 20            COMMISSIONER CLARK:  Okay.

 21            MR. CICCHETTI:  But I would like to point out,

 22       at the time you are setting rates, obviously

 23       setting them at the cost of service would be more

 24       -- require more revenue than not setting them at

 25       the cost of service, but over time, that's not
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 01       true, because the goal is to keep utility within

 02       their allowed range of return.

 03            And so in the case of Tampa Electric, $52

 04       million over three years, at the end of three

 05       years, that's $52 million that they didn't collect

 06       that would probably push them out of the allowed

 07       range of return.

 08            So what's going to result is not only are you

 09       not setting rates at the cost of service, but you

 10       are requiring the utility to come in more often to

 11       keep them in the range.  So over time, in order to

 12       keep them in the range, you are just going to have

 13       to have more rate cases to achieve the same goal.

 14       So the customers really aren't saving money over

 15       time.

 16            COMMISSIONER CLARK:  Are there --

 17            MS. CIBULA:  And I would like to just jump in

 18       -- Samantha here -- to point out that OPC mentioned

 19       the existing rate cases.  It's legal staff's

 20       position that this would not apply to the existing

 21       rate cases pending before us at this time, because

 22       the rule is not in effect.  So this would only

 23       affect future rate cases after the rule goes into

 24       effect.  So I just wanted to make that clear.

 25            COMMISSIONER CLARK:  So they would be bound
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 01       for the entire term of the agreement to the rule as

 02       it was written when they filed the case, is that

 03       what you are saying?

 04            MS. CIBULA:  The Commission's decision would

 05       be bound by the -- when the petition was filed and

 06       the rule that was in effect at that time.  And so

 07       this would only apply to future petitions, because

 08       the rule is not in effect at this point.  So the

 09       existing rule would apply right to those rate

 10       cases.

 11            MR. HETRICK:  Commissioner Clark, the answer

 12       to your question is yes.

 13            COMMISSIONER CLARK:  Thank you.

 14            Okay.  I guess that -- are there any cases

 15       where, Mr. Cicchetti, that this would actually

 16       decrease customers rates?  Are there any instances

 17       or -- I realize this has to do with debt and

 18       interest expense associated with debt.  But are

 19       there any reverse scenarios that could occur where

 20       actual rates could go down as a result of this

 21       rule?

 22            MR. CICCHETTI:  Not that I am aware of.  But

 23       again, over time, it's not going to save customers

 24       money, because you will have too have more frequent

 25       rate cases in order to keep the utility in its
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 01       authorized range of return.  And the rule is based

 02       on a flawed and discredited premise that the

 03       allowed return on equity is a function of the cost

 04       of the source of funds; when, in reality, the

 05       required return on equity is a function of the risk

 06       that the capital is exposed to.

 07            For example, if you took out a second mortgage

 08       on your home to invest in a risky venture, your

 09       required and expected return on that risky venture

 10       would be commensurate with the risk of that

 11       investment.  And if someone told you, well, we are

 12       going to limit your return to the cost of your

 13       second mortgage because that's the cost of the

 14       source of the funds, that would be wrong and

 15       contrary to financial theory.  And that's what

 16       underpins this parent debt rule.

 17            And we know that, because that's what Public

 18       Counsel said at the March 5th Agenda.  Public

 19       Counsel said, and I quote:  The parent debt rule is

 20       not really based on an income tax issue.  It is a

 21       protection from affiliate transportation abuse

 22       transaction abuse.  It keeps customers forced to

 23       subsidize the parent's income tax expenses by

 24       having to pay a taxable equity return on the amount

 25       of debt that makes up the parent and grandparent
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 01       investment in the equity recorded on the regulated

 02       subsidiary's books.

 03            So they are saying they are fine if the parent

 04       company issues stock in order to invest in the

 05       equity of the utility, but if they issue stock and

 06       debt, then the allowed return on equity should be

 07       reduced because the debt is less expensive.  And

 08       that whole theory has been discredited.

 09            COMMISSIONER CLARK:  Are there any other

 10       advantages to us taking this rule -- or accepting

 11       this rule right now, I mean, other than, quote,

 12       getting it right?  And I realized that's the goal

 13       here.  And I certainly support the concept and the

 14       idea of making sure that the ratemaking process is

 15       done correctly.  But is there any other real

 16       advantage to us supporting the passing this rule

 17       amendment other than it just gets rate setting

 18       right, even though it does have initially a

 19       negative impact on customers?

 20            MR. CICCHETTI:  Yes, there are -- there are

 21       advantages, because the rule provides a perverse

 22       incentive, as Public Counsel claimed, that the

 23       issuing debt at the parent level to invest in the

 24       utility is affiliate transaction abuse, it's not.

 25       There can be times when it's vital to the public
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 01       interest for the parents company to invest -- to

 02       issue debt in invest in the utility.

 03            For example, if some utilities were building

 04       nuclear to provide a carbon free generation to

 05       support all the other generation being renewable

 06       and they ran into problems, we would hope that the

 07       parent company could issue debt to invest in the

 08       equity of the utility.  That would be in the public

 09       interest.  Or if, God forbid, there was a nuclear

 10       accident, and the utility was having financial

 11       problems, if the parent company issued debt to

 12       invest in the utility's equity, that would be

 13       penalized under the parent debt rule.

 14            And so these utilities have gotten much larger

 15       than they were when this rule was passed, so the

 16       parent debt effects of the rule are becoming

 17       larger.  And so I would suggest that, going

 18       forward, it would be in customers' best interest to

 19       not penalize parent companies for investing debt in

 20       the utility's equity when that is necessary.

 21            MR. REHWINKEL:  Mr. Chairman?

 22            CHAIRMAN LA ROSA:  Yes, you are recognized.

 23            MR. REHWINKEL:  Yeah, just since my comments

 24       have been banded about, I just wanted to say I am

 25       going to stick to my commitment not to debate the
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 01       rule here.  If this goes forward, obviously, we

 02       will ask for a hearing, and obviously, we will

 03       present evidence at that hearing.  So I am not

 04       going to get into addressing that.  I have serious

 05       disagreements with what's been said already.

 06            And I will say, despite what your legal staff

 07       has said, Tampa Electric has said that they want

 08       rates to be higher if the rule is repealed.  And

 09       whether your staff is legally right, or the company

 10       is legally right, and how the Supreme Court would

 11       see it if you disregarded what they asked for, I

 12       don't know.  Can't speculate.  But we don't think

 13       the risk is worth it.

 14            Thank you.

 15            CHAIRMAN LA ROSA:  Understood.

 16            Commissioner Clark.

 17            COMMISSIONER CLARK:  Two more quick questions,

 18       and I guess I will direct this to Ms. Cibula in

 19       terms of the proposed, or potential proposed

 20       agreement that OPC and Duke have reached.

 21            Are there -- can there be contemplations in

 22       this agreement that would take this item into

 23       consideration in the terms of the agreement that

 24       would allow them to carry it forward even though

 25       it's not technically allowed under the rule?  Does
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 01       that make any sense whatsoever?

 02            MS. CIBULA:  I am not really sure the answer

 03       to that question right now because I don't know

 04       what the agreement looks like, but --

 05            COMMISSIONER CLARK:  Right, and sometimes

 06       we --

 07            MS. CIBULA:  -- in -- I guess there are --

 08       people can agree to stuff in settlement agreements

 09       that might be outside of what the rule

 10       contemplates.  As long as it's within our

 11       jurisdiction, we could make determinations on that.

 12       So I can't really comment object what --

 13            COMMISSIONER CLARK:  Okay.

 14            MS. CIBULA:  -- you know, what's going to be

 15       in this agreement and what the Commission's

 16       position would be on that.

 17            COMMISSIONER CLARK:  That might have been too

 18       much of a loaded question.

 19            So and the second part, addressing Mr.

 20       Rehwinkel's observation there, if we approve this

 21       proposal, the next step in the process would be the

 22       hearing.  And at that point in time, the Commission

 23       would have the right to weigh in, and before the

 24       final rule is adopted, we would have some

 25       opportunities, or are we proposing a final rule
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 01       here?  Help me with the question.

 02            MS. CIBULA:  Yeah.  We will proposal a rule,

 03       and then affected persons have 21 days to request a

 04       rule hearing in front of the Commission.  And at

 05       the rule hearing, the subject matter of that

 06       hearing is whether we should make changes to the

 07       rule based on evidence that is presented at the

 08       hearing.

 09            So the rule is a final proposed rule by the

 10       Commission.  And then someone has to come in with

 11       evidence to say this is why we want to make a

 12       change to the rule.  And then the Commissioners

 13       will decide whether or not to make changes to the

 14       rule based on the record evidence from the rule

 15       hearing.

 16            COMMISSIONER CLARK:  That kind of gives us a

 17       little more time to look into and dive into this a

 18       little bit deeper, based on the evidence presented.

 19            MS. CIBULA:  Correct.

 20            COMMISSIONER CLARK:  Thank you, Mr. Chairman.

 21            CHAIRMAN LA ROSA:  Commissioner Fay, you are

 22       recognized.

 23            COMMISSIONER FAY:  Thank you, Mr. Chairman.

 24            Commissioner Clark actually touched on some of

 25       my questions.  I mean, it does appear to me, based
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 01       on what Mr. Cicchetti is saying, that this is very

 02       much a timing issue, and some component of this is

 03       paid at one time or another.

 04            I will say that I -- I -- you know I am not

 05       necessarily persuaded by this idea that everybody

 06       else is doing it, so FERC and all these other

 07       commissions have changed structure, I am not sure I

 08       find that persuasive in itself.  But it does appear

 09       that the gap of these adjustments is getting bigger

 10       and bigger as the spin gets bigger and bigger, and

 11       so I think that probably does call for some review.

 12       And I think this addresses that to a certain

 13       extent, in that the costs will likely align better

 14       with what they actually are in these scenarios.

 15            So I think OPC has stated that they are

 16       looking forward to the next process of this, and

 17       will engage at that level, and I think that is

 18       appropriate in rulemaking.  I think that's the

 19       nature of the beast.

 20            And I really do think this is unique in the

 21       way that it does really touch on every utility, so

 22       water, electric, gas, and it's -- a lot of times

 23       with this rulemaking, we see these sections and

 24       they speak to just one industry.

 25            I asked the same question Commissioner Clark
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 01       asked in a briefing, we look at the larger

 02       utilities, and those are what were brought up

 03       today, but what about a parent subsidiary water,

 04       what does this mean for them?  How does this impact

 05       them?  And could it potentially have a negative

 06       effect on what they would do, or how it would

 07       impact those customers?  So I think those are all

 08       fair questions, and we should, you know, take this

 09       decision very seriously.

 10            With all of is that said, I am comfortable

 11       with the rule change as proposed.  And I think that

 12       it does address some of the issues that I found

 13       viable.  And I can see where OPC is coming from

 14       from a consumer protection angle.  So when I looked

 15       through the precedent and the legal components that

 16       apply to this, I don't have any heartburn as far as

 17       the change, but I do want to be clear that that's

 18       not based on the idea that, you know, everybody

 19       else is doing it.  It's based on the principles

 20       that are built into this, that the adjustment will

 21       align better with what the cost spend is for these

 22       components, and then the need for adjustment down

 23       the road would cause less of a, maybe a jolt at

 24       that time when the adjustment would need to be

 25       trued up in some format.
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 01            So with that, Mr. Chairman, I do support the

 02       recommendation in front of me.  I am prepared to

 03       make a motion on it, but if anybody else -- any of

 04       my colleagues want to weigh in, I am happy to wait.

 05            CHAIRMAN LA ROSA:  I am going to go back to

 06       Mr. Rehwinkel, I see his light on indicating, so --

 07            MR. REHWINKEL:  Thank you, Mr. Chairman.

 08            And I would have -- put a simple request to

 09       the Commission if you decide to go forward and have

 10       a hearing, is it would be our request -- as you

 11       know we are embroiled in two major rate cases at

 12       this time.  If we go to a hearing, you have heard a

 13       lot of serious assertions about regulatory policy.

 14       We would certainly like to be able to put on a

 15       hearing and have plenty of time to do it, to bring

 16       an expert, for example, to do that.

 17            So I would just ask that this not be rushed

 18       into, you know, as fast as it can be done.  I would

 19       just ask that if you go forward, that we be given

 20       adequate time to be -- this issue is so big.  It

 21       has been around for so long.  It should be taken

 22       seriously if there is a hearing.

 23            Thank you.

 24            CHAIRMAN LA ROSA:  Thank you.  I don't

 25       disagree with the intent of that, that this, you
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 01       know, if considered, needs to be considered deeply,

 02       and the timing is key.  I think, you know, both my

 03       colleagues mentioned that not just in the timing of

 04       what's happening, but within the PSC, and what we

 05       are considering, and what's before us, but also

 06       what's happening in the world and in the economy

 07       here in the state.

 08            I want to throw a question back to staff.

 09       What would -- would anything preclude us to have a

 10       more in-depth presentation, or maybe, you know,

 11       digging deeper to understand kind of what the gap

 12       is, and the utilities that would be affected, and

 13       how, I guess how deep they would be affected before

 14       we took a vote on this?

 15            And I guess what I am saying is would there be

 16       any -- would it make sense for us to defer -- would

 17       there be an advantage, is a better way stating

 18       that, would there be an advantage for us to defer

 19       this and have staff present to us maybe kind of

 20       what some of the questions that we've had already

 21       today?

 22            MS. CIBULA:  Well, the advantage would be it

 23       would be more like a rule workshop.  So it would be

 24       getting the information before you make your

 25       decision to propose.  Because once you propose,
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 01       that is your -- the rule that you proposed.  And

 02       the hearing that comes after the proposal is just

 03       weather to make changes to that rule based on

 04       evidence that -- as deduced from the hearing.

 05            And you can have different types of hearings.

 06       You can have just a rule hearing like we have done

 07       in the past couple of years.  But there is also the

 08       option to have a 120.569 hearing as well, which is

 09       more in-depth, which we haven't done that in, like,

 10       20 years, but that is an option for the rule

 11       hearing portion of it.

 12            But the advantage would be, to defer it now,

 13       would be it would be more like a workshop, or more

 14       informal to gather the information to make a

 15       decision as to what rule you want to propose now.

 16       So it's just more like information gathering

 17       compared to you have made a decision on what rule

 18       you want to propose, and then it becomes more

 19       limited for the hearing process to just whether or

 20       not to make changes to the rule that you proposed.

 21            CHAIRMAN LA ROSA:  Okay.  If we didn't approve

 22       this item today, what would, in fact, happen?

 23       Would there anything -- would there be anything

 24       stopping us from bringing this item up, or a

 25       similar item to a rule change later down the road?
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 01            MS. CIBULA:  No, there wouldn't be a limit to

 02       that.  And we -- I guess we could decide whether we

 03       wanted to have another workshop, or whether we want

 04       to do something more informal, like maybe send out

 05       some sort of written ask -- you know, asking about

 06       written comments, or staff, itself, could do some

 07       sort of informal investigation to see what affect

 08       the rule would have based on what questions the

 09       Commissioners have.

 10            CHAIRMAN LA ROSA:  Okay.  Commissioners, any

 11       other thoughts?

 12            Commissioner Clark, you are recognized.

 13            COMMISSIONER CLARK:  I would just kind of add

 14       on to where you at, it seems like where you are at,

 15       Mr. Chairman, is extending this a little bit.

 16       Giving us some time to do a little more analysis.

 17            And I appreciate staff's work on this.  Y'all

 18       have done a tremendous job.  And I know you have

 19       been working on it for quite a long time.  But if

 20       we did have an opportunity to do a workshop,

 21       specifically my interest is in exactly the

 22       potential effect on the customers.

 23            Mr. Rehwinkel gave us some numbers, I know

 24       staff had asked -- has asked -- has been asked

 25       about some potential numbers related to the

�0023

 01       utilities, exactly it's going to cost the customers

 02       on a monthly basis.  I mean, that's what it boils

 03       down for me, is how is this going to affect the

 04       consumer.

 05            But getting some samples from the different

 06       affected utilities, I am really interested -- and I

 07       am glad you mentioned there is only one water

 08       company that's potentially affected.  But I would

 09       certainly like to see some of the potential numbers

 10       from some of the water companies that are going to

 11       be affected on how this will affect their

 12       consumers.

 13            You know, we deal a lot with electric rates,

 14       but water -- water regulation is just as important,

 15       and those customers deserve to have the same type

 16       of protections that all of our other customers do.

 17       So I want to make sure that we are evaluating that

 18       very closely.

 19            But if we have that workshop, and we agree

 20       that we do want to go forward and then move into, I

 21       certainly would support a hearing.  I am not

 22       familiar with the extended hearing, deeper hearing.

 23       But whatever is necessary, I think that that

 24       certainly would be an opportune time.  If we had a

 25       workshop and then -- and looked at the proposed
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 01       rule, and then went into the hearing, I think that

 02       also gets us beyond the two rate cases that we are

 03       currently in right now.  We will have some more of

 04       an idea on what final rates are going to look like

 05       for both of those utilities at that time.  And that

 06       might give us a little bit more lead way into

 07       making a final decision on the rule, Mr. Chairman,

 08       just my suggestion.

 09            CHAIRMAN LA ROSA:  Thank you.  And I will

 10       clarify, and that is -- I am asking those questions

 11       because that is -- I am curious, and that is kind

 12       of where I am leaning.  I mean, my biggest concerns

 13       are customer impact and the impact of future rate

 14       cases.  So in a similar manner, I appreciate a more

 15       informal process in the sense of considering

 16       everything that's before us now.

 17            And I know that there is not necessarily a

 18       statutory timeline as far as what happens after

 19       today if this was approved.  But I think that gives

 20       us a little bit more to chew on and can, frankly,

 21       maybe answer better questions.

 22            That's where I am leaning today, but I don't

 23       want to close out the item.

 24            Commissioner Fay, you recognized.

 25            COMMISSIONER FAY:  Thank you, Mr. Chairman.
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 01            I will just say that I understand sort of the

 02       impact numbers, and maybe looking at this more

 03       based on the theory and the discussion of how this

 04       would be applied one way or another.  I feel that I

 05       am comfortable with my understanding of it and my

 06       position of it.

 07            With that said, I absolutely respect my

 08       colleagues as Commissioners.  And anytime somebody

 09       would like more time to work on something to make

 10       sure we get it right, especially when it impacts

 11       all across sectors of a utility rule, then I

 12       absolutely respect that and would support that

 13       deferral.

 14            And I am open to looking at that record and

 15       everything that's proposed, which may influence my

 16       decision.  At the end of the day, I am not

 17       foreclosing that information.  I just am

 18       comfortable at this time moving forward, but

 19       respect the process that might give more

 20       information to everybody.

 21            CHAIRMAN LA ROSA:  Thank you.

 22            Commissioner Passidomo.

 23            COMMISSIONER PASSIDOMO:  Thank you, Mr.

 24       Chairman.

 25            I had just a few brief comments.  Mostly
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 01       echoing Commissioner Fay.  I wanted to make it

 02       clear that I was also -- felt more prepared to

 03       push, you know, I -- I -- the way I looked at this

 04       was, again, it was not from the perspective of

 05       following, you know, the status quo of other states

 06       or FERC.  It was more about, you know, when we move

 07       into the next round of rate cases that we are

 08       working with the most up-to-date and true data.

 09            So it seems like, you know, why we are here is

 10       basically on that premise of the regulatory

 11       compact, meaning that, like, the utilities are

 12       afforded an opportunity to earn a fair return on

 13       their investments commensurate with the risk of

 14       investing in the utility.  And if we are not

 15       working with the adequate -- the accurate data with

 16       that, it would distort those numbers.

 17            I absolutely agree and am okay with moving

 18       into maybe a more -- like, into a Commission

 19       workshop instead of, like, the previous staff

 20       workshops that have been going on if we have a

 21       formal Commission workshop, where one or more of us

 22       is present.

 23            The thing that I would kind of want to look at

 24       is when we say in the staff rec, it's been kind of

 25       reiterated several times about lessening the
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 01       frequency of rate cases.  I am obviously in favor

 02       of that.  I think customers would be in favor of

 03       that.  There is a lot of expense that goes into it.

 04       Rate certainty is really important.

 05            So if we can find a way to be able to have

 06       some concrete numbers than just the should lessen

 07       the frequency.  If there is a way that we could

 08       actually compute that and, you know, figure out,

 09       okay, well, what would be the difference between

 10       sticking with the current rule and moving forward

 11       with this proposed rule, then what that would --

 12       how that would actually -- if there is a way to

 13       compare those two.  I know that might be kind of

 14       difficult to work through, but looking at how the

 15       difference how other states, when they made that

 16       switch, something like that.  That's something that

 17       I would be interested in if we move forward with a

 18       Commission workshop.

 19            Thank you.

 20            CHAIRMAN LA ROSA:  Thank you.

 21            Any further Commissioners?

 22            Okay, so seeing none, so I am going to look to

 23       staff on this.  I would like to defer this item.

 24       Do I need to take a formal vote on this?

 25            MS. CIBULA:  Not for a deferral.
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 01            CHAIRMAN LA ROSA:  Okay.  So I am going to

 02       offer a deferral.  Just for the record, I don't see

 03       any opposition.  I think the comments are public,

 04       and request that we do have a formal workshop in

 05       the sense that Commissioners are present, and we

 06       can flesh out some of our thoughts and questions in

 07       more detail.  So thank you.

 08            MR. REHWINKEL:  Thank you.

 09            CHAIRMAN LA ROSA:  No, thank you.

 10            And I do really appreciate staff's time and

 11       energy on this, and it's certainly presented well,

 12       and I understand that there is kind of a lot of

 13       moving parts within it, so thank you.

 14            (Agenda item concluded.)
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