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BEFORE THE FLORIDA PUBLIC SERVICE COHHISSION 

IN RE : Amendment of Rule 25Tl4 . 003 , ) DOCKET t!O. 891278-PU F.A.C., Corporate Income Tax Expense ) 
Ad JUStment. : Midpo1nt and Additional ) ORDER NO. 22237 
Changes . ) 

) ISSUED: 11/29/89 

NOTICE OF RULEMAKING 

NOTICE is hereby given that the Commission , pursuant t o 
section 120.54, Flor ida Statutes, has inittated rulemaking to 
amend Rule 891278TPU relating to corporate income tax expense 
adjustment: midpoint and additional changes . 

The attached Notice of Rulemaking wtll appear 1n the December 
1, 1989, edition of the Florida Admin ist rattve Weekly. If 
requested , a hearing wtll be held at the follow1ng time and place: 

9:30a . m. , Monday , January 29, 1990 
Room 106, Pletcher Buildtng 
101 East Gaines Street 
Tallahassee , Flortda 

Written requests fo r hea r tng and wr1tten comments or suggesttons 
on the rule must be r eceived by the Director, Division of Records 
and Reporting , Florida Public Service Commission , 101 East ~atnes 
Street, Tallahassee , FL , 32399, no later than December 22 , 1989 . 

By Direction of the Plor1da Public Service Commtssion , 
this ? g t h day of NOVEMBER 1989 

( S E A L ) 

CBM 

3394G 

11sg s t:j,·,g cJ 
cpc;r. -~t~rnonc 1r r-n,..,... " · ~ 
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F:..OFDA P\JB:.lC SERVJCE CO!·:I:ISS10ll 

DOC r C7 ~0 . &9 1278-PU 

RUi..C: 717i..t: 

Corporate Income Tax Expense Ad j ustment: 

Midpoi~t and Additional Chang~s 

RULE •JQ .: 

25-H .003 

PURPOSE AUD EFPECT : To ensure use of the most recen tl y authorized 

r ate o f return on equity in determlnat1on of tax saving~ , refundr , 

or de f1 ciency collections ; and to a llo~ adJus tments other than 

refunds or collections. 

SU~MARY : Rule 25-lC.OOJ, F.A.C. , cstaD!ishes pol1cy a~d 

pr ocedures for adJUSting utility income tax expense when the r e a re 

rev1 sions in federal or state c orporate income t a x rates. 

AdJ us tment s , i n the form of customer refunds o r additional 

collections , would generally be sufficient to adjust the rate o~ 

retu rn (RORI to the midpoint of t he allowed range when the rate 

change caus~s the earnings to move through the midpo1nt . 

Exceptions would be whe n a utility is earn1ng above the midpo~nt 

of 1ts ROR range before a tax decrease or belo~ the mi dpoint 

befo re a tax increase . Then, the ad jus t ment would retu r n tt to 

the ori9inal ROR. 

The intent of the proposed r ule rev isions are to clarify rule 

requirements , St reamline the reporting procedures , and tO ensure 

use of the most recently authorized r ate o f return on equ1tY in 

dete rminations of tax savings refunds or defic1ency collectlor.s. 

To this end , t he proposed revision~ of Rule 25-14.003 woulc add 
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c~c.ri~ying languac;e to definttions a:~c :noceoure~. !n pll''ticul<or, 

clar:fyin~ languag~ ~ou ld be added to tne deitnttions o: 

· a~~ociated reven~~s · and "midpoint. • The deftnttion of the 

midpoint · range of r eturn • would be clarified as the midpotnt of 

tne •r ange of r~:e of return. · Additianally , · a~d reg~ldt~d 

company • would be addec in references to utilities and • ea r r.tn~s 

rev.e~ proceedings • wo~:d be substituted for &how ca~~e 

proceedings. The word " final " has been deleted from the p:.rase 

" final report • in tnese proposed rule cnanges. 

As an alternat ive to the current use of refunos or col:ec~!o~s 

wnen tax rates chc.nge, otner adJUS t ments approved by the 

Com~tssion would oe expressly allowed followtng rule revis:o~. 

Explicitly included in the proposed rule rev1 sions is the 

speci fication that the date of overcollections or unoercollec:io~-

pnased ir ~ve r time be the later of the date the tax rate change 

was effective o r the date the company recogn:~es t~e e::ect of t~e 

tax rat e change oy use of a blended tax rate. 7h:s change mere:~ 

codifies existing Commission and util~ty pract1ce pursua~t to 

negotiation and ltttgation. 

Following rule revision , t he utiltty midpolnt rate of return 

would oe calculated using its most recently authorized rate of 

return on equity lnstead of the one determined in t~e ut1l 1ty ' s 

last rate case , zero cost for investment tax credits and actual 

costs for other compone~ts. The~e rates w:ll be Apnlled to tne 

company ' s actua l cavital st r ucture adJuSted to reflect all 
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r ~gLluto~y adJUSt~ents. The propos~d rule r~v1s: ons woul d c!ur1!y 

tne oas1s and tne acc:ual date o! interest c~arge s a~d al_o 

r equtr~ that refunds and interest on r efund& oc calculat•~ 

pu r suant to the deta1led methods currently estaol1shed 1n ?.u le s 

2S-C . ll4 , ~~-6 .1 09 , 2~-7 . 09! , and 25-30 . 360 . ~ r oposed r~\i sion• 

to Section (5)( ! ) woLld r eq~1re use of a oa~1s that " fairly an~ 

Q~~l tably " dete r n.ines e&cn elect r ic cu s t ome r class ' s rha~e of 

tax-re~ated refunds o r collections. Inclcded within th1s 

oef1n1tion may be th~ current practice of us1ng ~.~owatt-nours 

consumec as a oas1s . 

Fi nally with rega rd t o reporting requ1rements , t he proposed 

rev:s1ons clarify ·nat : (1) a subsequent tax r ate change w: l! end 

one compliance pe: iod and beg in a:1other: ( 2) a r epor t would oe 

!1led annually until rates and charges r eflect the approrriate tax 

rate: (3) t he r eferenced report forms can be ob tained fro~ the 

01vision of Auditing and F1nanc1al Ana:ys1s: ( ~ ) the tax re?o:t 

f1l:ng date woulo be cnanged ! r om Marcn 1 to f1fteen days aft~r 

the due date of annual reports : (51 all result1no tax ca:cL:atlo~ ~ 

a:1o ea r n1ngs levels will be tes t eo and ver1f1ed. 

RUL£MhKING AUTHORI TY: 350.127(2), F. S . 

LAK IMPLEMENTED: 364.01, 364.035, 36 4. 05 , 366 . 05 , 366.06 , 

3b6 . 076, 367 . 121 , 367.081, 367.0822 , F. S. 

S~~KAR\ OF 7HE ES7IKA7E OF ECONO~:C IM?hCT OF 7HES~ RU~ES: 

The pr o~osed rule changes snould not add any aqency costs o r 

papen-'O r k . 



OR:>!:~ NO. 222 31 
JO:t~7 NO . ~L::-~-?J 

PAGE S 

Ratepayers could oenef1t fr or. hav1ng tax c~ange adjUEt~~~:s 

oa~~o on the lates• a~t~or12ed rate o! ret u! n on equity a~d ~o~~ 

recent cost of c~~~t~l rather than o!der , poten ially ou~da:rd , n~ 

higher cost bases . In acidl tion, the use of zero cost for 

inv~strn~nt tax cte~ltb would reduce tne ROR [o~ a utility to t!1: 

oene!1t of the cus:om~rs. 

At the pres~n: tlme, an updated ROE woLlo shlft m&~y 

compante~ · allowed rate s o ! retur n downward, all otner th. n9~ 

rema1ning equal. Mh1s woul d generally decrease the pr opor:lon o! 

t ax savings Ut1l:t1es would be allowed to keep anc 1ncrea s~ tn~ 

amount of t a x savings refunoed to ratepayers (or othe rwi se 

aOJUSt.ed) . 

In summary, to t he extent. that the adopt1on o! t he propos~c 

rule r evision allo~s the comm1SS10n t o more easily oes1gna:e ~o!~ 

accurate and updat ~c ROE ' s for tax sav1ngs r efunds or tax 

o~f1c1ency collect .ons , oenef1ts may accrue to the affected ~:::::r 

ratepayers. The e<tent and magn:tude of tnese bene!1ts ca~~o: De 

established with accurac; since fu c:he! ROE movements 1n re~por.se 

to changing market cond1t1ons canno t be est1rnated witn accuracy. 

Man y of the ~ater and wastewater companies under the purv1ew 

of the Commission ~re small businesses and thus would be a~!ecteo 

by any rev1 s1ons . 

The impact on competition should be negl1g1ble. Howeve~ . 

tnere may be some lntertndustry effects due to the proposed 
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languo-:: e ma:u:la:ing ~lectric use of a fai r and rea sonuol<> "'' .u ! o : 

tax rat e ac)us:~e~ts 1n~~cad of a KWH oas 1c. 

I n tne st.o:: t<>r,., , 1f the proj)osed r u!E revisi ons l'nnu.d(•: 

larger tax savings or shifttng refund proporttons among e! ectrtc 

uti1:t] r~te~aye rs , there may oe effects on employment 1n ~l or>co. 

The methodology included discuss! ons with Comm1ssion s r ~:! · 

Rate o f return and refuna data for tax repor ts submitt~d uy 

Utllities were used in reviewing poten ti al effects o f th1D r ~ll · 

CostTbenefi t analyst s ~as applied t o cieterm1ne effects of tht> 

p r oposed revis1ons. Part1al equtl1br1um ana!ys1s wus csed t o 

determ1ne the effects on competl ti on ana effects on employm~~ t. 

~R:TTEN COMMENTS OR SUGGES710NS ON 7HE PROPOSED RULE MAY BE 

SUBIO:ITTED TO THE FPSC , DIVISION OF RECORDS A!JO REPORTING, Wl':'l!il: 21 

DhYS Of THE DATE OF THlS NOTICE FOR INCLUSIO~ IN THE R~CORD Of THE 

PROCEEDING . IF REQUESTE D WITHIN 21 DAYS OF THE DhTE Of THIS 

NO':'ICE , A HEARING W:LL BE HE~~ AT THE DATE A~O P~hCE SHOW~ BE~O~: 

':'!ME AND DATE: January 29, 1990 , 9:30 A.~. 

PLACE: Room 106, 101 East Gaines Street , Tall ahassee, Flo:ica . 

THE PERSON TO BE CONTACTED REGARDING THESE RULES AND THE ECONOMIC 

IMPACT STATEMENT IS: Director of Appeals, florida Public Service 

Commission , 101 East Gaines St reet, Tallahassee, Florida 32~9~ 

TP.£ fULL TEXT OF THE RULES IS: 

25~1<.003 Corporate Income ~ax Expense Ad)ustmenlr. 

(1) Definitions. For the purposes o ! t~l S ru!h, the 

f ol : owing definltions shal l apply: 
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t o r a ut1l1ty o r r eg~lated company calculated und~r t~e p~evio. s:y 

e if ect1vc co r por&tc incoma tax ra tec and Ll .oce c3lculdtLa und~r 

newl y effect ive, r educed co rpor ate i ncome t~x r ates. 

(b) "'l'ax Deficiency. • The diff e re nce between the t a x 

expenses fa r b Ut 1l1ty or r egulated compa~y ca~culated under ne~·l~ 

e tf t"Ct.lVe , h1gne r corpor ate income tax rates and thOS(• calcu!a t •·cl 

und~ r the prev1ously effective corpor ate income tax r at~ s . 

(c) "Assoc1a t ed Revenues .· Those r evenues r esulting !ro~ =~~ 

appli cation o f a utillty ' s o r r egula t ed company ' s revenue ex?ans!o~ 

f acto r to a t a x s av1 ngs o r t a x de f1c 1ency . The t a x r ate to be us~c 

in calculati ng t he revenue e xpansion f acto r shall ref lect the tax 

ra~e a t wni ch t he u t ili t y or regulated company r ecognizes the 

e f~ ec t o f t he r e f und , coll e c tion c: other ad1u~ tment on ltS tax 

r e t u rn . 

(d) "Pr ev iously Ef fective . • Refer s to t ~e corpora:e ~~come 

t a x ra te used in a Ut 1l1 t y ' s o r r e9ulated compar.y ' s last ~ate ca~~ 

or e ar n1ngs r eview ~Hov -ee~se p: oceed 1ng , or used 1n the :as: 

t a x e xpense adjustmen t by t he Comm1ssion , wh i chever occu rr ed mos· 

r ecent ly . 

(e) "Tax Rate. • The st~t utory t~x r a t es , both f ederal and 

s ta t e , a pp l icable t o ut il1 t y o r r egula t ed co~pany 1r.core , 1n c! ~d~ ~c 

any s u r cha r ge s , min imum taxes , a nd o t her ~d)ustments to ~ he oas~c 

per c en tage t ax r a t es . 
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(f) · ~idpoint. " The miopoint of the rang~ o! rate of ret u r ~ 

calculated as the weigh ted averaoe cost of cap1tal for tt~ peri od 

of time covered by the tax adJUStment report r eq~1red i~ subsec~!O~ 

(4). The weighted ave r age cost o f capital shall be calculated 

using the current em~~dded cost o f fixed rate cap1tal , tne actua l 

cost of short term debt, zero cost for all investment tax credltS , 

the cost of common equity that is the most rec~nt Commiss1on 

aporoved r etu r n on equity , and the actual c os t o: o t her sou r ces o r 

cap1tal . The capital structu re used shall oe the company'_ actua: 

cap1tal s tructure adJUSted to reflect all requ lator y ad1U Ztment~. 

ei ~ te~~Pe~ap~teveerey~the-ee~~i~eteft-t~- tft~- ~ttitt~~ s · iee t - tete 

(2) Tax Savings Refund& or Ot~er Adjustments Approved by the 

Commission . In accordance Wlth subsection (~) of this rule and 

using a calendar year as the basis of the calculation: 

(a) When, dur1ng the report1ng period described 1n paragrap~ 

(~)(a) below, a utility or regula ted company 1s earn1ng a rate of 

return which is a t o r above the midpoint of 1ts authorized range 

computed in a ccordance with subsection (lllfl and without 

consideration of a tax r ate reduction, the UtllltY or requlated 

company shall make an adjustment approved by the commiss1on o r 

refund all assoc1ated revenues as descr1bed 1n paragraph ~(cl. 
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(o) Wne~, dur: ng th~ r~~ort:ng pe~:od desc: . ted :~ ~a ra~ : ap· 

5(~' below, a utilitY or r e9ulateci co~pan; i s ea ~ n:~q d r ate o : 

in accordance with subsectlon (lllf) and Wlthout cons1derat1on o : a 

tax rate reduction, t he utal~:y or regulat~d compa~y s~all make br. 

aajustm~nt approved by the CornmiEslon or ref und only t tose 

a ssociated revenues wn1ch cause Lhe utlllt¥ or r egu l ated corr~~~ :o 

earn in excess of tnat midpoint, as descr1bed in parag raph 5(c) . 

(3) Tax Deficiency Collect1ons or Other AD JU Stments Approved 

oy the Comniss1o~. ~ n accordance Wl tn subsect:on (5 1 o! th: s : ~:e 

and us1ng a calendar year as the basis of the calculation: 

Cal When , during the report1ng per1od descr1bed Jn S(a) 

belo~, a ut:lity or regulated company is earning a ra te o~ r et~ r ~ 

wnicn is at or below the m1dpoin t of 1ts author1zed range computed 

in acco rdan~e wi th subsection (l)(f) and without consideration of 

a tax rate increase , the utility o r reg ulated compa~y sha:l maV.r 

other adJustments appr oved oy the commlSSlon o ~ o r co:lect a !! 

associated revenues, as described 1n pa ragrapn S(c) . 

(o) When , during the r e~o rt ing per1od described in 5(a) 

below, a utility o r regulated company is earning a raLe of re turn 

which is above the midpolnt of its authorized range computed ~ 

accordance With the prOVlSlOn Of SUOSeCtlOO (!)(f) and ~lthOUt 

consideration of a tax rate increase , the Utl:ity or regulated 

co~pany shall make other adjustments approved by the Commission o r 

collect only tnose associated revenues «nlch cause t he cti llt Y o ~ 
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regcla t ~o co~rany to ~arn belo~ tnat ~idpo.nt , bS descr1bed !n 

pangrapn S(c) . 

('l Reporting Re~ui r~ments. Pollowino a tax rate chana~ , 

each utility or regulated company shall furni sh a r eport, on the 

io r m p:e~cr ibed by the Commission , Fo r m PSC/Af A 1 ), wnich 1S 

i ncorpo r at ~ d into thi s rule by r efer ence. Fo rm PSC/APA 1 ( l , 

en t i tlec · Rule 25-! 4. 003 Corpor ate Income Tax Expese Ad Jus tments • , 

\\'as effective ( and may be obtained from the Commission ' s 

Division of Auditing and Financial Ana lysis . A u t1 lity or 

regula t ed company is not p r ecluded fr om pr oviding tax ad)ust"ent 

inf o r mation of i ts choice in addit ion t o that prescribed by Porn 

PSC/ 1-.F'/>. ~ ) . The report shall be requi red each yea r until thP 

uti:ity's or r egula t ed company ' s rates and charaes are a djusted t o 

r eflect the newly e f fec t ive tax rate. 9ft-e ~-8efe~e-Kafep- ; s~-e! 

eveFy -ye a t ~feiiew i ft ~ -a - ~aM-f&te-eha ft!e r -eeeh-ett ! ; ty - er ~ re~~latee 

tfte -€e~~i s s ie ftT The report shal l cover only the pr1or calendar 

year a nd snell oe due on or befor e f1ftee n davs afte r the due 

date , including authorized extensions , of the Annual Report 

requi r ed by Rules 25-4 .018 , 25-6 . 01 ~, 25-7 . 014, and 25•30.110 . 

(5) Procedu r es. 

(a) Refunds~ef collections or other adJUStments approved 

by t he Commission shall be calculated from the effective dat e o f 

any tax rate change through the end of the calendar year . ;f ~he 
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ta > rate change 1s in ef~ect for onli' pa~t of a tax yea~. tn t:! 

refuno~e t collection or other comm1~S1on adJUStment snall oe 

calculated in accordbnce with th~ ut~ltty ' s o r re9ulated co~panr· ~ 

customary accounting treatment as author1zed by the federal or 

~tat~ t~xin; tuthority for t ax r ate changes whicn occur dur1ng h 

tax year . for years subsequent to the year in wh1ch the tax 

chanae became effect1ve , tax savings or tax de~iciencie~ shall be 

calculated fo r t he entire calendar year or f or tne portion o f the 

calenoar year prior to tne effect1ve date of the next tax chance. 

(o) A furthe r cnange 1n tne tax rate snail end one period of 

compliance and initiate a new pe r iod but shall not affect any 

r e~und~ef collection or othe r adjustment approved by the 

Co~1ssion al ready in progress pu r suant to thi s rule. 

(c) Together with the ftAa l report descr1bed 1n subsection 

(() of th1s r ule, each utility or regulated company shall f1l e a 

petition containing a calculation of and the metnod for 

re~unding~ef collecting or otherwise d1spos1ng of any tax 

sav1ngs or deficiency for the tax year of tne report. The 

Commission w1ll r ev1ew and evaluate the petltion and support1ng 

data , a nd either approve it , approve it with modification , or den y 

it; an oppor tuni t y for a hearing on the commission's decis1on W! ll 

then be provided, i f requested. ~he feaf ~ef 7 -~~e ~ ut1l1ty or 

regulated company shall either ~ake the refund to or collect tne 

deficiency from its existing customer s in accordance with 
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po r agra~hs (e) and (f) of this subsect10n~ o r ma~c another 

acjustme~t as 6irec:ed by th is Commission. 

(ol Upon its own o r other motion, the Comm.ss1o~ nay 

dete rmine t ha t a r efundLer collection o r othe r adJustment for a 

ra r t icula r y~ar is impr&ctical because its amount w1ll not warrant 

tne expense of making the refundL er collect1ng the deficiency e ! 

making anoth er acjurtment. ln such an event , no refundL ~ r 

collection or other adjustment w1ll be made for that year. 

(e) Tne utility or r egulated company may make any refu nd o r 

collection elther as a lump sum payme~t or b1!l1ng or 1n montr:y 

installments not to exceed twelve t12l mon t hs. such refunds srall 

be made in accordance wit h Rul es 25-4. 114 , 25-6.!09 , 25-7 . 09! , a~d 

25~30 . 360 . ef such collections s hall be made to or fr om cur r ent 

custome r s of the utility o r regula ted company at th~ ti~e that 

sucn ref~aes-ef collections a r e t o be effected. lft-e ~t het 

eve,~r-tAe The ut1lity or regula ted company sha:: re: und or 

co::ect the amou nt With inte rest acc r u1ng on any outstanding 

balance from the date of ove rcollecti on or unde rpayment . 

overcollection or under payment shall be the later of the date t he 

tax rate change was effective o r the first of the year for which 

t he r eport is being f iled. If a tax rate chanoe -...'as" phased 1n 

over a period of time , then the date of overcollection or 

unde rpayme nt shall be the late r of the date when tax rate chan9e 

~as effective o r the date the the effect of the tax rate chano~ 
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~as r~co9~ i~~d as such bv use o f a blended tax rat e . If t~~ 

ut1!1t~ o~ r egulat ~d compa~y i s unable to s~o~ ~he~ over -

col:~ctions or und~rpayn~nts occu rred, tt~~ tn~ tax ~avina~ o~ ta> 

deficiency snall oe a ssumeo to have occurred evenlv over t he 

t~cl~c Cl2) mon t hs covered by t he tax ad Justment r eport. l nt e:est 

on r e f unds , collections , or other Commiss i on approved ad ) u s t~~ r.ts 

sr.!ll be calculated in acco~dance wi th the inte res t calculatl On 

rrovisions of Rules 25-4. 114 , 25-6 . 109 , 25-7 . 09! , and 25-30 . 07£, . 

Ir.t e rest shall not acc r ue on fr anchise fees, ut tli tv taxes, sale~ 

ta~ es , or excise taxes. 

(f) Por~e an electric uti lity , other ut ili ty, o r reou:a:ed 

company , s~b ii-~e~et~i~e each cus tomer ' s snare of re ! und c : 

collection shall be determined on a ba ~is that fa i rly and 

ecuitably reflects the income taxes emoodiPd in r~te~ fo r tne 

uti l lty ' s o r regulated company' s var1 ous custome r classes, or on 

an y othe r f ai r and r ea sonaole bas1s app r oved ~y the Commiss10~ eA 

a -~i:ewe~t-He~t-baeis. A telephone company sha~l de te rm1ne each 

cu stome r' s sha re of refund o r coll ection basec on exist1ng general 

r estdence and business local r Pte relat1onsh1 ps . Ot her u t ilities 

shall dete r mine eacn customer's sha r e of refund or collection 

based on consumption or any other r easonable oas1s spec1f1ed 1n 

t he util i ty ' s or regulated company ' s pe t i ti on and approved by t he 

Commiss:.on . 

(6) Effect of Rate Case o r Earn 1ngs Rev1ew proceedin~ ~~~w 

ea~se. A tax savings refundL et tax de~1ciency collect1on_, _ 
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or otner Cor..mi ssion app:-oved ac )ustr.~en: sna ll be con:n s::.en t "'' l :;. :-. 

t h is r ule except tnat: 

(a) Wn en a tax rat e chance occu r s, 1ts effects f~e-ie~~~-c i 

~dd r ess~d ~teided in t he course of rate cases and earn1nas 

r e•.•iew s~ev,. et~ ttse p: oceedings that are pend1ng when a the 

tax ra ::.e cha:.ge becomes law., . If a rate case or earninos 

r eview p:oceedins is be~un in er-t~ae~ee~~enee-~~ ~e~-te-the-eia~e 

ef t ne tax year 1n ~h 1ch a tax r ate change becomes 

ef:ective ., t he ef fectc of th~ tax rate change shall be 

ad6ressed in such proceedings. 

(O) Neeh~n~~ih~tbis ·e~bsee~~en -~hal~~be-eenst~~ed-as 

refun dLe r t~x deficiency collection or other Commiss1on 

app:oved ad justment already 1n p rogress for any taM years pri or 

to t ne year in wh 1ch a rate case or earn inas review oroceed1no 

snew.ea~se 15 initiatedT sha ll be completed. Th1s 

suosection ft shall alse not prohio i t a tax savings refundL 

et tax deficiency collection o r other Commi ssion approved 

ad Justmen t for any tax year or port ion thereof end1ng pr1or t o the 

f1nal o rder in a rat e case or earnings review shew-e'atfse 

proceeding . 

(7) The provisions of this rule shall not supe r bede any 

disposition o f excess tax revenues or collections of t ax 
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de!ic!enci~s app r ove~ b¥ the Co~rnlES!an rr1ar to the e!!ective 

da:e of t~t s r ule . 

Specific .utho::ity : 350 .127(2 ) , 36 <. 01 , 366 . 05 , 367 . 121, !- . S . 

Law Implemented: 364. 01 , 36~ . 035 , 364. 05 , 366. 05 , 366 . 06 , 

366 . 07 6 , 3G7.12:, 367 . 081 , 367 . 08 22, F . &. 

H1sto r y : New 6/22/82 , formerly 25Tl4. 03 , J.me ded 

History: New 6/22/82 , f ormerly 25• 14.03 , Ameradeo 

NA!-iE 0: PERSOI~ ORlGl NAT! NG PROPOSED RULE : Ann Causseaux 

NAr::: OF SUPER\' I SOR OR PERSON ( S) 'r~nO I.PPROVED TEE PROPOSED PU!. ES: 

Florida Puolic S~ r vice Comm1ssion 

OAT! PROPOSED RU LES APPROVED: October 31 , 1989 

I! any pe r son decides t o appeal any decision o! the Commission 

witn :: espect to a ny matter cons 1oe red at the r ulem&King hearir.a, 

if held, a record of the hearing i s necessary . The appe llant mu~~ 

ensu re th&t a ve rbatim r ecor d , includ1n g tes timony an d evidence 

f o rm ing the bas1s of tne appeal 1s made. The comm1ssion usual:y 

makes a ve rbatim r ecor o of r o!ema k .ng hearings . 
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RJle 25-H . 003 
OOCI'.f't 1~0. 89 ... 278-i'" 

S7A:SM£NT OF FACTS AN~ CIRCUMSTANCES 
JJS1: f)! t.G RUI..E 

Tne signi!1can t changes brou9ht about by the Tax Re(orm Act 

are the primary c1 rcu mstances which leads to th1s r ule. In 

atic1tion, the chanqes 1n return on equity have led to thl S 

amenoment . 

STATt-f':EI>T ON FEDERA:. STAil~AROS 

These cevisior.s should not conflict with any federal 

standards . 

STATEMENT OF IMPACT ON SMALL BUSINESS 

Many tf the water and wastewater compan1cs under rateffibK:ng 

purview of tne Commission are small bus1nesses as de!1ned 1n 

sect!.on 120.54 , Florida Statutes . h separate rulemaY.ing 

proceeding is unde rway to exempt water and wastewater companies 

from this r ule. 
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S7 h7!:f!:l!7 Of fAC:S ;,r:: C:i#C-.'"$:;.::C!:5 
Jus:-:rnr:::: P'1:.r 

The s19~: !ica~t c~anges ~:ous~t a~out ~Y lte 76~ ~~:c:r Ac: 

are the p::mary c i r cumstances wn1ch l eads t o tnls ru!e. :n 

add1t1on, the changes tn retu:n o~ equ 1ty have led t o th: s 

ame:1oment. 

STATEKCNT ON fED!:RAL S7AN DhRDS 

These rev1sions should no: conf!:ct ~lt h a ny fede:a: 

s:anca r cs. 

SThTBMENT Or l~?hCT ON SMhLL BUSINESS 

?u r view of the Commission are small ous1nesses as de!1ned :n 

sect :o:1 : 10.5 < , florida Statutes. h separate rulema~ ing 

procee~ing 1S unde r way to exempt water an6 wastewater com?a n1es 

::om th is : ule. 



TO: 

FROH: 

SUBJECT: 

MtMOBAHO.UM 
September 25, 1989 

DIVISION OF APPEALS <HILLER> ~ ~\f~ 

DIVISION OF RESEARCH (HOPPE, HEHITT> ~ '1 
ECOHOHIC IMPACT STATEMENT FOR REVISIONS OF RULE 25-14.003, 
FAC, CORPORATE INCOME TAX EXPENSE ADJUSTMENTS 

SUMMARY OF THE RULE 

Rule 25-14.003, FAC, establishes policy and procedures for 

adjusting utility income tax expense when there are revisions in federal 

or state corporate income tax rates. Adjustments, 1n the form of 

customer refunds or additional collections, would generally be sufficient 

to adjust the rate of return < ROR> to the midpoint of the a 11 owed range 

when the rate change causes the earnings to move through the midpoint . 

Exceptions would be when a utility 1s earning above the atidpo1nt of its 

ROR range before a tax decrease or below the midpoint before a tax 

increase. Then , the adjustment would return it to the original ROR. 

The intent of the proposed rule revisions are to clarify rule 

requirements, streaml i ne the reporting procedures, and to ensure use of 

the most recently authorized rate of return on equity in determinations 

of tax savings refunds or deficiency collections. To this end, the 

proposed revisions of Rule 25-14.003 would add clarifying language to 

def1n1t1ons and procedures. In particular, clar1fy1ng language would be 

added to the def1 ni tions of "associated revenues" and "n11 dpoi nt . " The 
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defi nition of the midpoint "r11nge of return" would be clar1f1ed as the 

midpoint of the "range of rate of return." Additionally, "and regulated 

company" woul d be added in references to utilities and "earnings review 

proceedings• would be substituted for show cause proceedings. The word 

"final " has been deleted from t he phrase "f\nal report" in these proposed 

rule changes. 

As 11n alternative to the current use of refunds or collections 

when tax rates change, other adjustments approved by the Commission would 

be expressly allowed following rule revision . Explicitly included in the 

proposed rule revi s ions i s the specifi cati on that t he date of over­

collections or undercol lections phased in over time be the later of the 

date the tax rate change was effective or the date the company recognizes 

the effect of the tax rate change by use of a b 1 ended t ax rate. Th1 s 

change merely codifies existing Commission and ut\lity practice pursuant 

to negotiat ion and litigation . 

Following ru le revis ion, the ut il ity midpoint rate of return 

would be r alculated using its most recently author ized rate of return on 

equity i ns t ead of t he one determined in the ut11ity's last rate case, 

zero cost for investment tax credits and actual costs for other 

components . These rates will be applied to the company's actual capital 

structure adjusted to reflect all regulatory adjustments. The proposed 

rule revh1ons would clarify the basts and the accrua l date of Interest 

charges and al so require that refunds and interest on refunds be 

calculated pursuant to the detailed methods currently e~tablished in 

Rules 25-4 .1 14, 25-6.109, 25-7 .091 , and 25-30.360. Proposed revi sions to 

Section (5)(f) would require use of a bas1 s t hat "fat rly and equitably" 

determ1 nes e11ch electri c customer c 1 ass's share of tax- re 1 a ted refunds or 
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collections. Included within this defini tion may be the current practice 

of using kilowatt-hours consumed as a basis. 

Finally with regard to reporting requirements, the proposed 

revisions clarify that: (1 ) a subsequent tax rate change w\11 end one 

compliance period and begin another; (2) a report would be filed annually 

until rates and charges reflect the appropriate tax rate; (3) the 

referenced report forms can be obtained from the Division of Auditing and 

Financial Anal ysis; (4) the tax report filing date would be changed from 

March 1 to fifteen days after the due date of annual reports; (5) all 

resulting tax calculations and earnings levels will be tested and 

verifi ed . 

DIRECT COSTS TO THE AGENCY 

The proposed rule changes should increase Commission 

flexibility in administering Rule 25-14.003 without new agency costs or 

paperwork. The Commission would cont inue to receive reports from each 

utility h llowing tax rate changes and companhs would still have to 

petition for Commission approval of the method of refund <or col lection) 

of tax savings (or deficiencies). 

utility earnings levels through 

Staff wou ld continue to monitor 

surveillance reports and bring 

recOIMiendations to the COIIIIIis s1on when a company• s actual earned rate of 

return exceeded its authorized rate of return range . Add1t1 onal 

clari fication as to when the reports are required, the calculation of 

over or underrecovery, and the appropriate interest c~lculation may 

preclude these items from being issues in future proceedings . This wou ld 

reduce Commission workload required to address these Items on a 

case-by- case basis. Adoption of the proposed ru le revisions may also 
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reduce workload H requests for extensions and the nulllber of Cocmltssion 

proceedings related to tax rules decreases . 

COSTS ANP BENEFITS TO THOSE eARTIES PIRECTLY AffECTED BY THE RULE 

The proposed rev1slons to Rule 25-14.003 would directly affect 

those utilities vith1n the ratemak.ing scope of the Commission subject to 

federal or state income tax changes and the customers of those 

companies. Ut111t1es vould benefit from the streamline reporting 

requirements and could benefit from the use of the most recent cap1ta1 

structure 1f the trend In costs vas downvard. Ratepayers could benef1t 

from having tax change adjust.ants based on the latest authorized rate of 

return on equity and rost recent cost of cap1tal rather than older, 

potentially outdated, and higher cost bases. In addition, the use of 

zero cos t for investment tax credits would reduce the ROB for a utility, 

to the benefit of the customers . 

Discussi ons vith Division of Auditing and f1nanchl Analysts 

(OAFA) s taff indicate recent Commission proceedings have resulted in 

lower rates of return on equity (ROEs> than t hose authorized in prior 

rate cases for the majority of affected utilities. All other things 

remaining equal, lower ROEs result in lover ROBs, lover ROB midpoints , 

and subsequently larger tax savings and refunds for ratepayers of 

affected utilities vhen tax rates decrease as tn 1986 . 

Under the current rule, vhen tax rates decrease as In the Tax 

Reform Act of 1986, a profitable utility's tax expense ~ecreases all 

other things being equal. The revenues resulting from a tax savings fer 

a utility already earning above the midpoint must be r~funded to the 

ratepayer . If the tax savings cause a company to move over the midpoint, 
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the company must refund tax savings revenues back to the Midpoint. If 

the uttlHy 1s st111 at or below the midpoint of its allowed ROR after 

the tax rate change, there would be no refund. Because the Tax Reform 

Act of 1986 lowered the corporate income tax rate for subsequent years. 

affected ut11ities will be required to refund tu savings pursuant to 

FPSC rules in subsequent years . This practi ce would continue until each 

affected utility undergoes rate case setting of new service rates 

incorporating new tax rates . 

The proposed definitional changes in calculating t he midpoint 

of the range of the allowed rate of return could further decrease all owed 

RORs for some utilities . As time passes and utilities receive more 

recent ROEs and RORs in FPSC proceedings , the proposed rule revisions 

would allow use of these ROEs and RORs for purposes of the tax rule. 

There could be additional tax savings created by decreased RORs for some 

companies with add \tiona 1 customer refunds. The ut111ti es affected by 

this rule revisi on would be ones whi ch are not using the most recently 

authorizE1 ROE in calculation of tax refunds or whi ch do not have 

authorized ROEs . For these companies, the proposed ru le rev isions could 

act to "level the playing fiel d" between ratepayers and ut\1\ty 

shareholders . Updated ROEs reflecting current cos t s of equity for 

affected companies would translate into more accurate RORs for these 

companies, and eliminate potential inequitab le transfer from ratepayers 

paying the costs of equity to shareholders receiving the ROE and ROR. 

The additional tax savings and refunds resulting from implementation of 

the proposed rule revisions, 1f any , wou ld depend on t he d1fference 

between ROEs estab lished in the last rate case and new ~Es which may be 

estab lished by the Commission. 
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After the Tax Reform Act of 1986, most affected utility 

compan1 es agreed to an ROE for purposes of the tax rules that better 

reflected the recent cost of equtty than that author\zed in the1 r last 

rate case. This practice has continued 1n subsequent years s1nce revenue 

requirements for most companies were set based on a h1gher corporate 

income tax rate than presently applies to ut111ty income, and refunds of 

overcollected revenues must be ude unt11 all COIIIJlan1es undergo rate 

adjustments 1ncorporat1ng current corporate income tax rates. 

Thus. using "the most recently authorized rate of return on 

equtty of the ut1lity or regulated company" in the revised rule would 

reflect the actual practice of most companies in calculating tax savings 

refunds and more accurately reflect company ROEs. At the present ti me , 

an updated ROE would sh1ft ~~any companies • allowed rates of return 

downward, all other things remaining equal . Th1s would generally 

decrease the proportion of tax savings utilities would be allowed to keep 

and increase the amount of tax savings refunded to ratepayers Cor 

otherwise adjusted). For future tax rate 1 ncreases, a tax rate movement 

1n the opposite direction from the Tax Reform Act of 1986 , the use of the 

lower ROE due to rule revisions would again lower the authorized ROR and, 

thus, should decrease tax deficiencies and collections. If the most 

recent ROE vas higher, reftmds vould be smaller and any collections 

larger. 

As noted 1n the rule summary, following adoption of the rev ised 

rule , the tax adjustment report would have to be f11ed "1th1n fifteen 

days after the due date of the annual report w1th allowed extensions. 

rather than by March 1. Allowing the f111ng of the tax report after the 

annual report is due, rather than before, could streamline tax reporting 
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procedures. Compa nies could avoid the potent ial costs of acquiring tax 

data early, ~hich would eventually be contained In the annual report, or 

of filing tax reports late . These proposed revisions cou ld generate 

savings for affected companies , but amounts are likely to be minimal . 

Subsequent to the ru 1 e rev Is I on. dl screpancl es a rl sI ng between actua 1 

and reported amounts of tax refunds or collections would be corrected 

with subsequent re funds, collections, or other adjus tments. 

The recognized date of over- or undercollectlon of ta x expense 

wou 1 d be the effec tIve date of the tax rate change pursuant to ru 1 e 

revision. Explicit use of a blended tax rate for a tax rate change 

phased In over a period of time ~ould also be required. These 

clarifications should not create any significant new cos ts since these 

practices are now generally being followed. 

The spec i fi cation of a kilowatt-hour basis for electric ut ili t y 

refunds or collect i ons wot.ld be replaced In the revised rule by a bash 

that "fairly and equitably" reflects the I ncome taxes embodied In the 

rates for the various cus t omer clas ses; or electric util i ties could 

propose a~y other "fair and r easonable basis" for a tax refund or 

collection method . The proposed method would subsequently have to be 

approved by the Co!Mllsslon. As noted above, subsequent to adoption of 

the proposed rule t he Commission could st il l allow refunds or collections 

on a KHH basis. Th1s woulrl occur 1f such a method were deemed 

appropriate pursuant to the provisions specifying a bas1s that "fai r ly 

and equitably" ref l ect s embod ied Income taxes or Is deemed to be "fair 

and reasonable" by the FPSC. However, there could be recurr ing and 

nonrecurr ing programming or account i ng costs assoc i ated with this change 

in Rule 25-14.003 should other methods be chosen for subsequent tax 
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refunds or col lections . These costs are not quantif1able at thts time 

and no attempt has been made to estimate them here . The proposed change 

in basts for refunds or collections could also cause a sh1ft between 

customer classes in relative shares of net taxes paid depending on the 

method chosen for c.djustment. Costs or benefits to particular customer 

classes are not estimable until the direction and magnitude of a shift is 

k.no.-n. 

In sunvnary, to the extent that adoption of the proposed rule 

revision allows the Commission to more easily designate more accurate and 

updated ROEs for tax savings refunds or tax deficiency collections , 

benefits may accrue to affected utility ratepayers . The extent and 

magnitude of these benefits cannot be estiMated .-ith accuracy si nc e 

futu re ROE -avements in response to changing market conditions cannot be 

es timated with accuracy. 

IMPACT ON SHALL BUSINESSES 

"'any of the water and wastewater companies under ratemaldng 

purvie.- of the Conm1ssion are small businesses as de,ned in Chapter 

120.54, Florida Statutes (1987). Many are already exempt from the rule 

because they are not subject to the corporate income tax or changes in 

corporate income tax rates . In addition, proceedings are underway to 

exempt water and wastewater companies from thts rule. Affected small 

companies responding to a survey on the effects of the Tax Reform Act of 

1986 were below their allo.-ed range of return and would noJ: be affected 

by the proposed rule changes at the present t1me . Agreements have been 

made by the Commission .-tth many small businesses to adjust their returns 
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on equity and this practice would be likely to continue If proposed 

changes would disproportionately affect small businesses . 

IMPACT ON CQHPEIITIQN 

Short-term effects on ir.terfirm or intedndustry competition 

should be negligible since the proposed rule revisions essentially codify 

current Colllll1ssion and utility practice . Therefore, the proposed 

revisions would be unlikely to change the relative competit ive posl tions 

of the compan1 es. However, to the extent that the proposed language 

Nndatlng electric ut111ty use of a fair and reasonable basis for tax 

rate change adjustments alters the current practice of using a KHH basis, 

lnter1ndustry effects may result. For instance, If a method other than 

KHH usage was chosen subsequent rule revision and if Industrial customers 

were to subsequent ly face relatively higher electric energy costs , some 

may subs t1tute competl tl ve energy sources : for example, cogeneration or 

natural gas usage. These alternative energy sources would thus have 

enhanced competitive posl tlons relative to affected electric utilities . 

The magnitude of such changes cannot be measured with accuracy, however, 

1t 1s unl lkely that the effect would be large, given the tax dollar 

amounts Involved relative to overall company sizes . 

IMPACT ON EMPLQYHENT 

In the short term, If the proposed ru 1 e revisIons engender 

larger tax savings refunds or shlfti ng refund proportions llDOng e lectr1 c 

utility ratepayers subsequent adoption. there may be effect s on 

employment in florida . 
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To the extent that adoption of the proposed rule revisions act 

to trans fer larger sums from affected companies to ratepayers as a result 

of tax savings acc ruing due to the Tax Reform Act of 1986, subsequent 

increases 1n ratepayer expenditures would be l ikely to occur . In 

general, utility expenditures are made on relatively more ca pital­

intensive goods and services than are consumer expenditures. Should 

consumers use the 1 arger refunds to increase expend1tures on re 1 at1ve 1 y 

more labor-intensive goods and servi ces subsequent adoption of the 

proposed rule revisi ons , employment wou ld likely increase due such 

adoption. 

To the extent that the proposed rule revisions mitigate tax 

expense deficiencies due to future increases in tax rates , the proposed 

revisions could lead to lower decreases in employment than would be the 

case under the current rule, a 11 other th1 ng s equa 1. This resu 1 t would 

depend on the affected utllHy's pre-tax rate change level of earnings, 

last authorized vs. most recently authorized ROE , and post-change tax 

expense deficiency since collections would only be allowed up to the 

midpoin t of 1ts ROR. These variables and subsequent effects on 

employment are not quantifiable and no attempt has been made to quant ify 

them here. 

The effect on employt.1ent of the potentia l change in mechanism 

by which electri c ut111ties make tax rate change adjustments is not 

clear . The mechanism chosen wou ld be utility specific and may , in fact, 

rema1 n unchanged subsequent adoption of rul e revts Ions for some 

ut111tles. If the bash for refunds, collecti ons, or adjustments remains 

unchanged, no effect on employment ~tould result specifi cally from this 

change in Rule 25-14 .003. 14o~tever, to the extent that a new mechan\sm 
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for refund , collection, or adjustment vas chosen that would result in 

larger residential ratepayer adjustments than under the current KHH 

basis, employment may increase (decrease ) v\th tax rate decreases 

(increases ) . Th1s vould occur since re sident1al consumer expenditure s 

are generally made on more 1 abor-i ntens i ve goods and services than are 

uti11ty or i ndustr1al consumer expenditures. The magnitude of tax rate 

changes and the subsequent magnitude of changes in employment caused by 

the tax rate change and adoption of th\ s proposed change cannot be 

measured with accuracy and no a t tempt has been made to do so here. 

METHODOLOGY 

Discussions were held with personnel from the Divis i on of 

Auditing and Financial Analysis concerning the practices and conuiti ons 

in the tax accounting of the affected businesses under the current ru l e 

and the consequences of rev1sion; also staff from the vari ous industry 

divisions were consulted. Rate of return and refund data from ta x 

report s submitted by utilities were used in review\ ng potent1a 1 effect s 

of thi s rule . Cost-benefit analysis was applied to determine effect s of 

the proposed rule rev1s1 ons . Part1al equilibri um analysi s was used t o 

determine the effects on competition and effect s on employment . 

DH:jn/3502R 
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December 20, 1989 

HAND DELIVERY 

Mr . Steve C. Tribble. Di rector 
Division of Records and Reporti ng 
Fl orida Public Service Commission 
101 East Gaines Street 
Tallahassee, Florida 32301 

Re : Corporate Income Tax Expense Adjustment; Midpoi nt 
and Additional Changes ; Docket No . 891278.....;-P....:U;..__ 

Dear Mr. Tri bble: 

~ (• ..: ~. ~- \ ... )~ '"' 
.·, ."'" '"''' ." 

.... lfliil~ ... ... 

~ • ..,.n..-P.. lit .. ~ ,. 
~.,., . ... .... ,~.~ ....., • ._.A 
[ ""'-"" ·~ ......... . 
c.,~,.. 0 0 ·­. ...... .... ~., ......, ,. ~.,. .. ,. "•- p,...,.. 
.. Jol•• • ......... .; ........ . ~ 
*"· ·~ ,.. ........ 
' "'·')'I "''"'~ C 0• .,. Wt .. ~"•" , 

W. l. """" ' t .,. . ... -a 

Encl osed for filing on behalf of Tampa Electr ic Company are f i fteen 
copies of a Request for Hearing in the above-styled docket. 

Please acknowledge receipt and fil fng of the above by st ampi ng t ho 
duplicate copy of this letter and returning same to thi s writer. 

Thank you for your assistance in connection wfth thi s matter . 

LLW/ bjm 

Encl osures 

cc: All Parties of Record (w/ encls.) 



BEFORE THE FLOR IDA PUBLIC SERVICE COMMIS SION 

In re : Corporate Income Tax Expense ) 
Adjust ment; Midpoint and Addi tiona l ) 
Changes ) 

Docke t No. 891278-PU 
Filed: 12/20/ 89 

__________________________ ) 

REQUEST FOR HEARING 

Tampa El ectric Company (" Tampa Electric" or the "Company" ) submits 

th is its request that a formal hearing pursuant t o Section 120.54 , Fla . 

Stat . be convened In the above-styled docket and 1n support thereof says: 

1. Tampa Electric is a Co1111111ssion regulated electri c utility whose 

principal office i s located at : 

702 North Franklin 
Post Office Box 111 
Tampa, Fl or ida 33601 

Z. The 1nd1v1duals to receive all notices, orders, pl ead ings and 

ot her communications on behalf of Tampa Electri c are as fo l lows : 

Russell D. Chapman 
Tampa Electric Company 
Post Office Box 111 
Tampa, ~lorida 33601 

Lee L. Wil lis 
Ausley, McMu ll en, McGehee, 

Carothers & Proctor 
Post Office Box 391 
Tallahassee, Flor ida 32302 

3. The rule revisions proposed in t his docket could substantially 

affect the i nterest of Tampa El ectric. 

4. Tampa Elec t r ic wishes to present evidence regard ing the substance 

of the proposed rule. 

5 . The FAW Notice 1n this proceeding Indicates that If requested 

within twenty-one days of the date of thts Not i ce, a heari n~ will be held 

at 9: 30 a .m. on J anuary 29, 1990. 



WHEREFORE. Tampa Electric s- ubmi ts l.he foregoing as its request for a 

hearing in the above docket . 

DATED this ZOI.h day of December, 

ILLIS 
J ES . BEASLEY 

ley , McMullen , McGehee, 
Ca rothers and Proctor 

Post Office Box 391 
Tallahassee, Florida 32301 
(904) 224-9115 

Attorneys for Tampa Flect r ic Company 

CERT I FICATE OF SERVICE 

I HEREBY CERTIFY that a correct copy of the foregoing Request for 

Hearing has been furnished by U.S. Mall to the follow ing th is 20th day of 

December, 1989. 

Mat thew M. Childs 
Steel, Hector and Davis 
601 First Flor ida Bank Bldg. 
Tallahassee, FL 32301 

James A. McGee 
Florida Powet Corpora t ion 
P. 0. Box 14042 
St . Petersburg, FL 33733 

Cindy Hiller• 
Staff Counsel 
Division of Legal Se rvices 
Florida Public Service Commission 
101 East Gaines Street 
Tallahassee, Florida 32301 

*By Hand Delivery 

G. Edison Holland 
Beggs and Lane 
P. 0. Box 12950 
Pensacola, FL 32576 

Jack Shreve 
Office of Public Counsel 
The Auditor General Bldg . 
111 W. Madison St . , Rm. 801 
Tallahassee, FL 32301 
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