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CASE BACKGROUND 

On April 18, 2000, the Commission voted to propose amendments 
to Florida Administrative Code Rules 25-6.1351, Diversification 
Reports, 25-6.135, Annual Reports, and 25-6.0436, Depreciation. 
Rule 25-6.1351 currently requires investor owned electric utilities 
to file information on their affiliates and affiliated transactions 
with their annual reports to the Commission. The amendments 
proposed by the Commission to Rule 25-6.1351 establish cost 
allocation requirements for affiliate transactions and utility 
nonregulated activities and require notice to the Commission of 
certain transactions. The amendments to Rule 25-6.:135 merge the 
diversification report with the annual report form and add a 
schedule that requires a utility to report information about all 
non-tariffed services and products it provides. Rule 25-6.0436 is 
amended to add definitions and impose requirements on the treatment 
of depreciation reserve accounts associated with transfers of 
property between affiliates. 
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The intent of the proposed amendments to the rules is to 
enable closer scrutiny of affiliate transactions to ensure that 
ratepayers do not subsidize nonregulated operations. The 
Commission historically has reviewed these transactions during rate 
cases or as part of its surveillance program. With fewer rate 
cases, if any, and more affiliate transactions and non-tariffed 
services, however, additional guidelines and reporting requirements 
are believed to be necessary. 

A notice of rulemaking was published in the Florida 
Administrative Weekly on May 5, 2000. A hearing was requested by 
Refrigeration and Air Conditioning Contractors Association, Inc. 
(RACCA) and Florida Association of Plumbing, Heating and Cooling 
Contractors (FAPHCC). Florida Power & Light Company (FPL), Florida 
Power Corporation (FPC) , Tampa Electric Company (TECO) , and Gulf 
Power Company (Gulf Power) filed comments on the rules. A hearing 
was conducted by a Division of Appeals hearing officer on June 22, 
2000. Participating at the hearing in addition to the associations 
and companies listed above were the Florida Independent Electrical 
Contractors (IEC), Gulf Coast Air Conditioning Contractors 
Association, Florida Air Conditioning Contractors Association, 
Florida Association of Electrical Contractors, ard Commission 
staff. Commission Staff, FPC, FPL, TECO, RACCA and IEC, and FAPHCC 
filed post-hearing comments. 

Commission staff worked with the parties to iresolve their 
concerns and to reach a consensus where possible. As a result, 
Staff presented several changes to the proposed rule amendments at 
the hearing and in their post-hearing comments. Although FPL, 
TECO, and Gulf Power continue to question the necessity for the 
rule amendments and are concerned with the burden of determining 
and documenting market price, with the exception of an issue raised 
by TECO, and one staff recommended addition to the rule that the 
utilities disagree with, staff‘s recommended changes resolve the 
major concerns raised at the hearing and in the comments that were 
filed. 

The Hearing Officer’s recommended rules are on :pages 9 - 25. 
Changes to the rule as proposed by the Commission are shown in 
shaded text. Following the rule are the post-hearing comments. 
(Attachment 1) 
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DISCUSSION OF ISSUES 

ISSUE 1: Should the Commission adopt proposed Rule 25-6.1351, 
Florida Administrative Code, Cost Allocation and Affiliate 
Transactions; Rule 25-6.135, Annual Reports; and Ru.le 25-6.0436, 
Depreciation? 

RECOMMENDATION: No. The Commission should adopt changes to Rules 
25-6.1351, 25-6.135, and 25-6.0436, Florida Administrative Code, as 
recommended by the Hearing Officer. 

REARING OFFICER'S ANZUYSIS: In their comments and at hearing, the 
issues raised by the participants concerned provisions of Rule 25- 
6.1351. Of particular concern were which transactions are subject 
to the rule, when they must be reported, and what justification the 
companies will have to provide in order to charge below market 
price or fully allocated cost for the applicable transactions. 

Applicability of the rule to transactions between a utility and its 
affiliated service company, utility affiliates, or a parent 
company : 

Paragraph (3)(a) of Rule 6.1351 as proposed provides that the 
purpose of subsection (3) is to establish requirements for non- 
tariffed affiliate transactions impacting regulated activities. 
Gulf Power commented that the requirements should not apply to 
transactions between a utility and its affiliated service company 
or its utility affiliates. Gulf Power asserted that most of its 
affiliated transactions are with the service company and other 
utility affiliates and are related to providing regulated utility 
services as opposed to venturing into unregulated ent,erprises. It 
further asserted that the pricing of these transactions is 
regulated by the Securities and Exchange Commissi'm under the 
Public Utility Holding Company Act of 1935, and that related 
regulations require these transactions to be made at cost. In 
addition, TECO commented that a regulated utility's :parent should 
not be regarded as an affiliate of the utility for purposes of the 
rule so long as the parent is not itself directly engaged in the 
sale of goods or services to the public. 

In response to Gulf Power and TECO's cormnents, staff 
recommended adding an exception to subsection (3)(a)'s cost 
allocation requirements for non-tariffed affiliate transactions 
between a utility and its 1) parent company; 2) regu.lated utility 
affiliates; or 3) services received by a utility from an affiliate 
that exists solely to provide services to members of the utility's 
corporate family. These transactions would still be subject to 
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regulatory review and approval, but would not be subject to the 
reporting requirements or the pricing requirements. 

This change addresses Gulf Power's concern, but TECO asserts 
in its post-hearing comments that in addition, administrative 
services provided by a utility to its unregulated affiliates should 
be excluded. Staff, however, believes that these transactions 
between the utility and affiliates that are not in the utility 
business warrant enhanced regulatory scrutiny; that there is 
greater potential for cost-shifting with these transactions; and 
that the exception should only apply to those all.ocations and 
transactions that are less likely to cause the ratepayers harm. 

Based upon the record, the Hearing Officer recommends the 
Commission adopt staff's recommended change to paragraph (3) (a). 

Establishing a dollar threshold before cost allocation restrictions 
and notice requirements apply: 

TECO initially commented that the rule should not apply to 
transactions valued at less than $500,000. TECO asserted that 
unless that exception is included, the rule will cover thousands of 
transactions, causing it to create and maintain an elaborate 
database of market pricing for an array of goods and services in 
order to constantly compare market prices against fully allocated 
and incremental costs. TECO asserted that for small, routine 
transactions, the cost would not justify the benefit. In its post- 
hearing comments, TECO stated that it was still concerned with the 
potential time, difficulty and expense it may incur to document 
market pricing for each and every transaction and updating its 
market price database, because it is uncertain what data will be 
sufficient. It suggests that the rule should not apply to 
transactions valued at less than $100,000 in order to reduce the 
administrative burden. In addition, it asserts that such 
transactions are not large enough to have an impact on rates. 
Depending upon how a transaction is defined, however, the 
cumulative effect could be significant. 

Staff's response to TECO's claim was that the reporting 
requirement only applies to transactions that are below market 
price. Since most transactions should be, at the minimum, at 
market price, there should be few transactions that must be 
reported. In addition, the recommended changes to the rule that 
exclude transactions between the utility and its parent company, 
regulated utility affiliates, and affiliate service c2mpanies will 
reduce the administrative burden of complying with the rule. A 
recommended change to the notification requirement for ongoing 
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transactions, discussed later in this recommendation, should 
further reduce the utility‘s administrative burden. 

Based upon the record, the Hearing officer does not recommend 
excluding transactions valued at less than $100,000 from the 
requirements of subsection (3) of the rule. 

Clarification of exception to 6.1351 (3) (b) : 
Paragraph (4) (b) provides an exception to the requirement that 

a utility must charge an affiliate the higher of fully allocated 
costs or market price for all non-tariffed services and products. 
That exception permits the utility to charge less than fully 
allocated costs as long as the charge is above incremental cost and 
is justified. At the April 18th agenda conference, the Commission 
decided that the utilities should not be absolutely precluded from 
charging below market price, as long as the charge is above 
incremental cost and is beneficial to regulated operations. (Exh. 
5: Agenda Tr. 49, 65-72) The rule language was changed to delete 
the requirement that the charge must be equivalent to market price 
although it may be less than fully allocated cost. 

FPC commented that this change to the rule resulted in an 
unintended provision that limits the applicability of the exception 
to only one of the two pricing standards. That is, a utility may 
charge below fully allocated costs, but may not charge below market 
price. Staff agreed with FPC and recommended that the term “market 
price” be added to subsection (3) (b) . This change acknowledges 
that the amount a utility charges an affiliate could be less than 
fully allocated costs or market price, but must be above 
incremental cost. (T. 38) In either case, the rule requires the 
utility to maintain documentation to support and justify how doing 
so benefits regulated operations. 

Based upon the record and the agreement of staff and the 
utilities, the hearing officer recommends adding the term “market 
price” to the second and third sentences of paragraph (3) (b). 

Justification for Going Below Market Price or Ful.ly Allocated 
Cost/Forgone Transactions: At the hearing, staff recommended 
adding the following shaded language to paragraph ( : 3 )  (b) of Rule 
6.1351: 

......., 
If a utility charses less than fully allocated ‘costs 

~ ~~~~ ~ ~ _ _ _ _ ~  

market rxice, the utilitv musL maintain documentation to 
support and iuscifv how doinq so benefirs rxulared 
operations and that the transaction would have otherwise 
been forsone. 
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Staff's position is that this language is needed to clarify the 
change made by the Commission at the April 18th agenda conference 
to add an exception permitting a utility to charge an affiliate 
less than market price. The discussion at the agenda conference in 
this regard was that such transactions should occur very rarely and 
that it would be a difficult burden for the utility to show that a 
transaction at less than market price would benefit regulated 
operations. (Exh. 5: Agenda Tr. 50, 52) Nonetheless, the 
Commission decided a utility should have the opport.mity to make 
that showing rather than requiring it to forego the transaction or 
"give up the benefit of a transaction" because it is not permitted 
to go below market price in any circumstance. (Exh. 5: Agenda Tr. 
4 8 )  

At the hearing and in their post-hearing comments, the 
utilities assert that they will be required to provs a negative. 
They further assert that the requirement is unnecessary in addition 
to being required to document how regulated operation:, benefit from 
such a transaction. 

There are no examples or other information in the record about 
how a transaction below market price would benefit regulated 
operations, or how a utility would go about satisfying the 
additional requirement to show that a transaction would otherwise 
be forgone. Although showing that the transaction would have 
otherwise been forgone could be a factor justifying a benefit to 
regulated operations, and may be the only way to :justify going 
below market price or fully allocated cost, it shc'uld not be a 
separate, additional requirement; nor should showing a benefit in 
another manner be per se insufficient. For these reasons, the 
Hearing Officer does not recommend adding the requirement that a 
utility must document that the affiliate would have forgone the 
transaction unless the utility charges less than fully allocated 
costs or market price, in addition to requiring it to justify how 
doing so benefits regulated operation. 

Staff proposed the same requirement to document that the 
transaction would otherwise have been forgone be added to (3)(d), 
applicable to asset transfers from a utility to a nonregulated 
affiliate at the lower of market price or net book value; or from 
a nonregulated affiliate to a utility at the great.er of market 
price or net book value. For the same reasons stated above with 
regard to section (3) (b) , the Hearing Officer does .not recommend 
this addition. 
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Notification Requirement: Paragraphs (3) (b) and (3) (d) of proposed 
Rule 25-6.1351 require a utility that charges certain affiliates 
less than market price to notify the Commission within 30 days of 
the transaction. This provision was added by the Commission at the 
April 18th agenda conference in conjunction with adding the 
exception so that utilities are not absolutely precluded from 
going below market price. (Exh. 5: Agenda Tr. 60-66) The 
utilities had no objection to this requirement at the agenda 
conference, however, FPL subsequently proposed a chanqe to the rule 
so that multiple notifications would not be required for the same 
or recurring transactions. (Exh. 4) Staff and the hearing 
participants agree that the following shaded language should be 
added: 

This change will reduce the burden on the utilities while 
ensuring that staff gets timely notice of certain transactions. 
Based upon the record and the agreement of staff and the utilities, 
the hearing officer recommends the Commission adopt these further 
changes to Rule 25-6.1351 (3) (b) and (3) (d). 

RACCA and IEC suggest in their joint post-hearing comments 
that the rule impose a time limit on the notices .for recurring 
transactions. Thus, for these transactions, utilities would notify 
the Commission at least once a year, even if there are no changes 
in the terms or conditions for the transaction. This change was 
not specifically addressed at the hearing, although staff did state 
that utilities are always expected to follow prudent business 
practices with regard to monitoring their contracts and the terms 
of their ongoing or recurring transactions. The suggested change 
is not recommended. 

O t h e r  Issues: RACCA and IEC ask that the rule include definitions 
of "market price" and "incremental cost." At the h'earing, staff 
stated that those terms were not defined primarily because the 
terms have generally accepted definitions. (Tr. 35-36) In 
addition, the companies that are subject to the requirements of the 
rules did not express any uncertainty about the meaning of the 
terms or disagreement with the definitions as stated in "A 
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Dictionary for Accountants." Because those parties directly 
affected by the rule and the staff responsible for ensuring 
compliance have a clear understanding of their meaning, no 
additional definitions are recommended. 

RACCA and IEC also request in their joint posthearing comments 
that Rule 25-6.1351(3)(d) should require the utility to transfer an 
asset at market value when an asset used in regulated operations is 
transferred to a nonregulated affiliate. As proposed, the rule 
requires the transfer to be made at the higher of market price or 
net book value. RAACA's change was not raised at or before the 
hearing and the participants have not had an opportunity to 
respond. In addition, the market value may be lower than the net 
book value of an asset, and in that case the rule requires 
transferring it at the higher amount, unless a benefit to regulated 
operations is documented. No change is recommended. 

Finally, RACCA's question about the Commission's jurisdiction 
over various utility or affiliate activities that is posed in the 
last paragraph of its post-hearing comments is more appropriately 
the subject of a complaint, or perhaps a petition for declaratory 
statement, and not this rulemaking proceeding. 

Miscellaneous changes: The remaining recommended changes to the 
rules are to update the division name to the Division of Economic 
Regulation (ECR), correct the form number, correct a cross- 
referenced rule number, and to change the reference from the 
Clerk's office to the Division of Records and Reporting. 

ISSUE 2 :  Should the rules be filed for adoption with the Secretary 
of State and the docket be closed? 

RECOMMENDATION: Yes. The rules with the changes recommended by 
the Hearing Officer should be filed for adoption with the Secretary 
of State and the docket should be closed. 

HEARING OFFICER'S ANALYSIS: If the Commission approves the changes 
to Rules 25-6.1351, 25-6.135, and 25-6.0436, a notice of change 
must be published. After the notice is published or if the rules 
are adopted without changes, the rules may be filed for adoption 
with the Secretary of State and the docket may then be closed. 
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25-6.1351 Cost Allocation and Affiliate Transactions 

PurDose. The Dumose of this rule is to establish cost 

allocation requirements to ensure proper accountins for affiliate 

transactions and utilitv nonrequlated activities so that these 

transactions and activities are not subsidized bv utilitv 

rateDavers. This rule is not applicable to affiliate 

transactions for purchase of fuel and related transportation 

services that are subject to Commission review and aDproval in 

cost recovery DrOCeedinqS. 
/ q \  - 7 ^ ^ + - : ^  ..tr-l.+.. & a l l  C < l  
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(2) Definitions 

(a) Affiliate - -  Any entity that directly or indirectly 

through one or more intermediaries, controls, is controlled by, 

or is under common control with a &he utility. As used herein, 

"control" means the Dossession. directlv or indirectly, of the 

power to direct or cause the direction of the manauement and 

policies of a comDanv, whether such power is exercised throush 

one or more intermediary companies, or alone, or in coniunction 

with, or Dursuant to an aqreement, and whether such Dower is 
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established throush a maioritv or minoritv ownershiD or votins of 

securities, common directors, officers or stockholders, voting 

trusts, holdins trusts, associated comoanies, contracts or any 

other direct or indirect means. p- 
. .  

KteT; cf tL vet;,,, -r;t;cS-& -1. -..t;ty ,&tall bc c u  
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(b) Affiliated Transaction - -  Any transaction in which both 

a utility and an affiliate are each participants, except 

transactions related solelv to the filing of 

consolidated tax returns. 

Cost Allocation Manual (CAM) - The manual that sets out 

a utilitv's cost allocation policies and related DrOCedUreS. 

Direct Costs - Costs that can be specifically 

identified with a Darticular service or DrOduCt. 

Fullv Allocated Costs - The sum of direct costs Dlus a 

fair and reasonable share of indirect costs. 

Ifl Indirect Costs - Costs, includins all overheads, that 

cannot be identified with a Darticular service or Droduct. 

a Nonresulated - Refers to services or products that are 

not subiect to Drice recrulation bv the Commission or not included 

for ratemakins DurDoses and not reported in surveillance. 

Prevailins Price Valuation - Refers to the Drice an 

affiliate charses a resulated utilitv for oroducts and services, 

which equates to that charsed bv the affiliate to third parties. 

To qualify for this treatment, sales of a Darticular asset or 
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service to third uarties must encompass more than 50 percent of 

the total suantitv of the product or service sold by the entitv. 

The 50 percent threshold is aDDlied on an asset-bv-asset and 

service-bv-service basis, rather than on a Droduct line or 

service line basis. 

Resulated - Refers to services or uroducts that are 

subiect to urice resulation bv the Commission or included for 

ratemakins uuruoses and reDorted in surveillance. 

a Non-Tariffed Affiliate Transactions 
The DurDose of subsection ( 3 )  is to establish 

reauirements for non-tariffed affiliate transactions imuactinq 

allocat ion of  costs for ae rvices between a utilitv and Its mrent 

A utilitv must charse an affiliate the hisher of fullv 

allocated costs or market urice for all non-tariffed services and 

products uurchased by the affiliate from the utilitv. EXCeDt. a 

utilitv may charse an affiliate less than fullv allocated costs 

the utilitv must maintain documentation to suuDort and justify 
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how doins so benefits requlated operations. If a utilitv charses 

less than market price, the utility must notify the Division of 
. . . . . . . . 

initiatina, or chanainu anv o f the terms or cbnditions. €or the 
. . . . . . . . . . . ~ . .  .. ... .. .. .. .. ........ .. .. ... 

Division within 30 davs of the rule's eff ective d ate. 

When a utilitv Durchases services and Droducts from an 

affiliate and amlies the cost to resulated oDerations. the 

utilitv shall apportion to resulated oDerations the lesser of 

fullv allocated costs or market Drice. EXCeDt, a utilitv may 

aDDortion to resulated oDerations more than fullv allocated costs 

if the charse is less than or equal to the market Drice. If a 

utilitv aDDortions to reuulated operations more than fullv 

allocated costs, the utilitv must maintain documentation to 

suDT)ort and iustifv how doins so benefits resulated operations 

and would be based on prevailins orice valuation. 

When an asset used in resulated oDerations is 

transferred from a utilitv to a nonresulated affiliate, the 

utilitv must charse the affiliate the sreater of market price or 

net book value. EXCeDt. a utilitv mav charse the affiliate 

i y  

: 
1 
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affiliate to a utilitv, the utilitv must record the asset at the 

lower of market price or net book value. Except, a utility may 

record the asset at either market price or net book value if the 

utility maintains documentation to suDDort and iustifv that such 

a transaction benefits requlated operations. An independent 

aDDraiser must verifv the market value of a transferred asset 

with a net book value greater than $1,000,000. If a utilitv 

charqes less than market price, the utilitv must notifv the 

Each affiliate involved in affiliate transactions must 

maintain all underlvinq data concernins the affiliate transaction 

for at least three vears after the affiliate transaction is 

complete. This DarasraDh does not relieve a regulated affiliate 

from maintaininq records under otherwise auDlicable record 

retention reauirements. 

Cost Allocation Principles 

Utilitv accountins records must show whether each 

transaction involves a product or service that is requlated or 

nonresulated. A utilitv that identifies these transactions bv 

the use of subaccounts meets the requirements of this DaraqraDh. 

Direct costs shall be assisned to each non-tariffed 

service and DrOduct Drovided bv the utilitv. 

Indirect costs shall be distributed to each non- 

tariffed service and product provided bv the utility on a fullv 
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allocated cost basis. Except, a utilitv may distribute indirect 

costs on an incremental or market basis if the utilitv can 

demonstrate that its rateoavers will benefit. If a utilitv 

distributes indirect costs on less than a fully allocated basis, 

the utility must maintain documentation to suDDort doins so. 

& Each utility must maintain a listinq of revenues and 

exDenses for all non-tariffed Droducts and services. 

ReDOrtinff Reauirements. Each utilitv shall file 

information concernins its affiliates. affiliate transactions, 

entitled "Annual ReDort of Maior Electric Utilities," may be 

Cost Allocation Manual. Each utility involved in 

affiliate transactions or in nonresulated activities must 

maintain a Cost Allocation Manual (CAM). The CAM must be 

orsanized and indexed so that the information contained therein 

can be easily accessed. 

-t-.-.- 
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Specific Authority: 366.05(1), 350.127(2) F.S. 

Law Implemented: 350.115, 366.04(2) (a) UT (f), 366.041(1), 

366.05(1), (2), and (9). 366.06(1), 366.093(1) F.S. 

History--New 12-27-94, Amended 

25-6.135 Annual Reports. 

(1) Each investor-owned electric utility shall file annual 

reports with the Commission on Commission 

which is incorporated by reference into 

this rule. , entitled "Annual Report 

of Major Electric Utilities", may be obtained from the 

Commission's Division of Economic Resulation 

. - i > 2  .%a-Pf&e. 

responsible accounting officer of the utility making the report 

and shall be due on or before April 30 for the preceding calendar 

year. 

time with the Division of 

. .  

These reports shall be verified by a 

A utility may file a written request for an extension of 
. .  

no later than April 30. One extension of 31 

days will be granted upon request. 

extension must be accompanied by a statement of good cause and 

A request for a longer 
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shall specify the date by which the report will be filed 

(2 )  The utility shall also file with the original and each 

copy of the annual report form, or separately within 30 days, a 

letter or report, signed by an independent certified public 

accountant, attesting to the conformity in all material respects 

of the schedules and their applicable notes listed on the general 

information page of with the 

Commission's applicable uniform system of accounts and published 

accounting releases. 

Specific Authority: 366.05(1), 350.127(2) F.S. 

Law Implemented: 350.115, 366.04(2) (f), 366.05(1), (2) (a) F.S. 

History--New 12-27-94. Amended 

25-6.0436 Depreciation. 

(1) For the purposes of this part, the following 

definitions shall apply: 

(a) Category or Category of Depreciable Plant - -  A grouping 

of plant for which a depreciation rate is prescribed. At a 

minimum it should include each plant account prescribed in Rule 

25-6.014 (l), F.A.C. 

(b) Embedded Vintage - -  A vintage of plant in service as of 

the date of study or implementation of proposed rates. 

(c) Mortality Data - -  Historical data by study category 

showing plant balances, additions, adjustments and retirements, 

used in analyses for life indications or calculations of realized 

life. Preferably, this is aged data in accord with the 
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following: 

1. The number of plant items or equivalent units (usually 

expressed in dollars) added each calendar year. 

2 .  The number of plant items retired (usually expressed in 

dollars) each year and the distribution by years of 

placing of such retirements. 

3. The net increase or decrease resulting from purchases, 

sales or adjustments and the distribution by years of 

placing of such amounts. 

4 .  The number that remains in service (usually expressed 

in dollars) at the end of each year and the 

distribution by years of placing of such amounts. 

Net Book Value - The book cost of an asset or QrouD of 

assets minus the accumulated deDreciation or amortization reserve 

associated with those assets. 

Remaining Life Method - -  The method of calculating 

a depreciation rate based on the unrecovered plant balance, less 

average future net salvage and the average remaining life. The 

formula for calculating a Remaining Life Rate (RLR) is: 

RLR = 100% - Reserve % - Average Future Net Salvage % 

Average Remaining Life in Years 

" 
dewreciation/amortization exDense, salvage, cost of removal, 

adiustments. transfers, and reclassifications accumulated to 

date. 
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ISr* Reserve Data - -  Historical data by study category 

showing reserve balances, debits and credits such as booked 

depreciation, expense, salvage and cost of removal and 

adjustments to the reserve utilized in monitoring reserve 

activity and position. 

m* Reserve Deficiency - -  An inadequacy in the reserve 

of a category as evidenced by a comparison of that reserve 

indicated as necessary under current projections of life and 

salvage with that reserve historically accrued. The latter 

figure may be available from the utility's records or may require 

retrospective calculation. 

u* Reserve Surplus - -  An excess in the reserve of a 

category as evidenced by a comparison of that reserve indicated 

as necessary under current projections of life and salvage with 

that reserve historically accrued. The latter figure may be 

available from the utility's records or may require retrospective 

calculation. 

u-tkt Salvage Data - -  Historical data by study category 

showing bookings of retirements, gross salvage and cost of 

removal used in analysis of trends in gross salvage and cost of 

removal or for calculations of realized salvage. 

m* Theoretical Reserve or Prospective Theoretical 

Reserve - -  A calculated reserve based on components of the 

proposed rate using the formula: 

Theoretical Reserve = Book Investment - Future Accruals - Future 
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Net Salvage 

u* Vintage - -  The year of placement of a group of 

plant items or investment under study. 

M* Whole Life Method - -  The method of calculating a 

depreciation rate based on the Whole Life (Average Service Life) 

and the Average Net Salvage. Both life and salvage components 

are the estimated or calculated composite of realized experience 

and expected activity. The formula is: 

Whole Life Rate = 100% - Averase Net Salvase % 

Average Service Life in Years 

( 2 )  (a) No utility shall m a y  change any existing 

depreciation rate or initiate any new depreciation rate without 

prior Commission approval. 

(b) No utility shall way reallocate accumulated 

depreciation reserves among any primary accounts and sub-accounts 

without prior Commission approval. 

When vlant investment is booked as a transfer from a 

resulated utilitv depreciable account to another or from a 

resulated comvanv to an affiliate, an avvrovriate reserve amount 

shall also be booked as a transfer. When vlant investment is 

sold from one resulated utilitv to an affiliate, an avvrovriate 

Avvrovriate methods for determinins the avvropriate reserve 
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?.mount associated with plant transferred or sold are as follows: 

1. - 

- 2. 

- 3. 

- 4. 

Where vintaqe reserves are not maintained, 

svnthesization usinq the currentlv prescribed curve 

shaDe may be required. The same reserve Dercent 

associated with the oriqinal placement vintaqe of the 

related investment shall then be used in determininq 

the aDurouriate amount of reserve to transfer. 

Where the oriqinal Dlacement vintaqe of the investment 

beinq transferred is unknown, the reserve Dercent 

auDlicable to the account in which the investment beinq 

transferred resides may be assumed as avDroDriate for 

determininq the reserve amount to transfer. 

Where the aqe of the investment beins transferred is 

known and a historv of the wrescribed depreciation 

rates is known, a reserve can be determined bv 

multiDlvinq the aqe times the investment times the 

aDulicable deureciation rate(s). 

The Commission shall consider any additional methods 

submitted by the utilities for determininq the 

aDDroDriate reserve amounts to transfer. 

(3) (a) Each utility shall maintain depreciation rates and 

accumulated depreciation reserves in accounts or subaccounts as 

prescribed by Rule 25-6.014(1), F.A.C. Utilities may maintain 

further sub-categorization. 

(b) Upon establishing a new account or subaccount 
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zlassification, each utility shall request Commission approval of 

a depreciation rate for the new plant category. 

(4) A utility filing a depreciation study, regardless if a 

change in rates is being requested or not, shall submit to the 

Divis ion of Records a nd Reporting 

fifteen copies of the information required by paragraphs (6) (a) 

through ( 6 )  (f) and ( 6 )  (h) of this rule and at least three copies 

of the information required by paragraph ( 6 )  (9). 

( 5 )  Upon Commission approval by order establishing an 

effective date, the utility shall m a y  reflect on its books and 

records the implementation of the proposed rates, subject to 

adjustment when final depreciation rates are approved. 

(6) A depreciation study shall include: 

(a) A comparison of current and proposed depreciation rates 

and components for each category of depreciable plant. Current 

rates shall be identified as to the effective date and proposed 

rates as to the proposed effective date. 

(b) A comparison of annual depreciation expense as of the 

proposed effective date, resulting from current rates with those 

produced by the proposed rates for each category of depreciable 

plant. The plant balances may involve estimates. Submitted data 

including plant and reserve balances or company planning 

involving estimates shall be brought to the effective date of the 

proposed rates. 

(c) Each recovery and amortization schedule currently in 
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effect should be included with any new filing showing total 

amount amortized, effective date, length of schedule, annual 

amount amortized and reason for the schedule. 

(d) A comparison of the accumulated book reserve to the 

prospective theoretical reserve based on proposed rates and 

components for each category of depreciable plant to which 

depreciation rates are to be applied. 

(e) A general narrative describing the service environment 

of the applicant company and the factors, e.g., growth, 

technology, physical conditions, necessitating a revision in 

rates. 

(f) An explanation and justification for each study 

category of depreciable plant defining the specific factors that 

justify the life and salvage components and rates being proposed. 

Each explanation and justification shall include substantiating 

factors utilized by the utility in the design of depreciation 

rates for the specific category, e.g., company planning, growth, 

technology, physical conditions, trends. The explanation and 

justification shall discuss any proposed transfers of reserve 

between categories or accounts intended to correct deficient or 

surplus reserve balances. It should also state any statistical 

or mathematical methods of analysis or calculation used in design 

of the category rate. 

( g )  The filing shall contain all calculations, analysis and 

numerical basic data used in the design of the depreciation rate 
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for each category of depreciable plant. Numerical data shall 

include plant activity (gross additions, adjustments, 

retirements, and plant balance at end of year) as well as reserve 

activity (retirements, accruals for depreciation expense, 

salvage, cost of removal, adjustments, or transfers and 

reclassifications and reserve balance at end of year) for each 

year of activity from the date of the last submitted study to the 

date of the present study. To the degree possible, data 

involving retirements should be aged. 

(h) The mortality and salvage data used by the company in 

the depreciation rate design must agree with activity booked by 

the utility. Unusual transactions not included in life or 

salvage studies, e.g., sales or extraordinary retirements, must 

be specifically enumerated and explained. 

( 7 )  (a) Utilities shall provide calculations of 

depreciation rates using both the whole life method and the 

remaining life method. The use of these methods is required for 

all depreciable categories. Utilities may submit additional 

studies or methods for consideration by the Commission. 

(b) The possibility of corrective reserve transfers shall 

be investigated by the Commission prior to changing depreciation 

rates. 

( 8 )  (a) Each company shall file a study for each category 

of depreciable property for Commission review at least once every 

four years from the submission date of the previous study unless 
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otherwise required by the Commission. 

(b) A utility proposing an effective date of the beginning 

of its fiscal year shall submit its depreciation study no later 

than the mid-point of that fiscal year. 

(c) A utility proposing an effective date coinciding with 

the expected date of additional revenues initiated through a rate 

case proceeding shall submit its depreciation study no later than 

the filing date of its Minimum Filing Requirements. 

( 9 )  As part of the filing of the annual report pursuant to 

Rule , F.A.C., each utility shall include an 

annual status report. The report shall include booked plant 

activity (plant balance at the beginning of the year, additions, 

adjustments, transfers, reclassifications, retirements and plant 

balance at year end) and reserve activity (reserve balance at the 

beginning of the year, retirements, accruals, salvage, cost of 

removal, adjustments, transfers, reclassifications and reserve 

balance at end of year) for each category of investment for which 

a depreciation rate, amortization, or capital recovery schedule 

has been approved. The report shall indicate for each category 

that : 

. . . . . . . . . . . . . . . . . . . . . . . . 

(a) There has been no change of plans or utility experience 

requiring a revision of rates, amortization or capital recovery 

schedules; or 

(b) There has been a change requiring a revision of rates, 

amortization or capital recovery schedules. 
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(10) For any category where current conditions indicate a 

need for revision of depreciation rates, amortization or capital 

recovery schedules and no revision is sought, the report shall 

explain why no revision is requested. 

+!+!-(a) Prior to the date of retirement of major 

installations, the Commission shall may approve capital recovery 

schedules to correct associated calculated deficiencies where a 

utility demonstrates that (1) replacement of an installation or 

group of installations is prudent and (2) the associated 

investment will not be recovered by the time of retirement 

through the normal depreciation process. 

(b) The Commission shall may approve a special capital 

recovery schedule when an installation is designed for a specific 

purpose or for a limited duration. 

(c) Associated plant and reserve activity, balances and the 

annual capital recovery schedule expense must be maintained as 

subsidiary records. 

Specific Authority: 350.127(2), 366.05(1) F.S. 

Law Implemented: 350.115, 366.04(2) (f), 366.06(1) F.S. 

History--New 11-11-82, 1-6-85, Formerly 25-6.436, Amended 

4-27-88, 12-12-91. 
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In re: Proposed Amendments to Rules ) 

25-6.1351, F.A.C., Cost Allocation ) 

25-6.0436, F.A.C., Depreciation ) 

25-6.135, F.A.C., Annual Reports; ) Docket No. 980643-E1 

and Affiliate Transactions; and Rule ) Filed: J u l y  21, 2000 

Commission Staff's Post-Eearina Comments 

As directed; the Florida Public Service Commission staff 

(staff) files the following post-hearing comments: 

Pursuant to Rule 25-6.1351, Florida Administrative Code, the 

Commission currently requires electric investor-owned utilities to 

file information concerning their affiliates and affiliate 

transactions on an annual basis as set out in Schedules 1-6 of Form 

PSC/AFA 16, entitled "Analysis of Diversification Activities." The 

proposed amendments prescribe procedures utilities must follow when 

allocating costs between utilities and affiliates. The intent of 

the proposed amendments is to ensure that ratepayers do not 

subsidize nonregulated operations, as directed by the Legislature 

in Sections 366.05(9) and 366.093(1), Florida Statutes. 

Because of their nature, staff believes that affiliated 

transactions deserve close scrutiny and consideration. 

Historically, affiliate transactions were reviewed during rate 

cases or as a part of the Commission's surveillance program. Today 

rate cases for the large electric utilities are virtually 

nonexistent. As the electric industry evolves, affiliate 

transactions and nontariffed services are becoming more preval.ent. 



Staff believes that rules are necessary to treat affiliate 

transactions consistently and to follow the mandate of the statutes 

to ensure that ratepayers are not harmed by affiliate transactions. 

In addition, the rules are available for the utilities to use in 

their decision-making deliberations dealing with affiliates. 

Staff urges the hearing officer to recommend the proposed 

amendments with the following changes, which are redlined in the 

attached version of Rules 25-6.1351, Cost Allocation and Affiliate 

Transactions; 25-6.135, Annual Reports; and 25-6.0436, 

Depreciation: 

Exceptions 

Paragraph (3)(a) of Rule 25-6.1351, Florida Administrative 

Code, provides that the requirements within subsection (3) apply to 

"non-tariffed affiliate transactions impacting regulated 

activities." Tampa Electric Company and Gulf Power Company had 

requested in their comments filed after the rule amendments were 

proposed that certain types of transactions be excluded from the 

subsection (3) requirements. Staff agrees that subsection (.3) 

should not apply to: 

the allocation of costs for services between a utility 
and its parent company or between a utility and its 
regulated utility affiliates or to services received by 
a utility from an affiliate that exists solely to provide 
services to members of the utility's corporate family. 

Therefore, staff recommends this language be added to Rule 25- 

6.1351(3)(a). Excluding the subsection's requirements from these 

2 

2 7  



types of transactions will be less burdensome for the utilities and 

will still allow staff to monitor affiliate transactions that are 

likely to cause the ratepayers harm. Staff recommends against, 

however, excluding allocations of costs between utilities and 

nonregulated affiliates for administrative services as requested by 

T K O ,  because these transactions warrant enhanced regulatory 

scrutiny to protect ratepayers. 

Market Price 

The proposed version of paragraph (3) (b) of Rule 25-6.1351 did 

not include references to market price in the exception language. 

At the rule hearing, staff recommended adding references to market 

price after analyzing Florida Power Corporation's comments filed in 

response to the proposed amendments. Staff agrees that a utility 

should be allowed to "charge an affiliate less than fully allocated 

costs or market price if the charge is above incremental cost." If 

market price is added here, it must also be added to the 

documentation requirement set out in paragraph (3) (b). Adding 

market price twice in paragraph (3) (b) as shown in the attached 

redlined version of Rule 25-6.1351 will clarify that a utility, 

with appropriate justification, may charge below market price. 

Foregone Transactions 

Staff recommends that language be added to paragraphs (3) (b) 

and (3)(d) of Rule 25-6.1351 to require utilities to maintain 

documentation to show that if a utility seeks to use one of the 

3 

2 9  



exception's in either of the paragraphs, it must maintain 

documentation to show that "the transaction would have otherwise 

been forgone." This requirement clarifies the changes made by the 

Commission at the April 18, 2000, Agenda Conference to staff's 

April 6, 2000, recommended version of the rule. 

Utilities should receive at least market value for products 

and services provided to an affiliate. Without this language, 

utilities would have no incentive to increase prices to affiliates 

as long as the price covered incremental costs. The addition of 

this requirement will not be burdensome to the utilities because of 

the changes staff has recommended to the notice requirement 

provisions, as. described in the next section. 

N o t i c e  Requirement 

At the rule hearing, Florida Power and Light Company 

recommended that language be added to paragraphs (3) (b) and ( 3 )  (d) 

to modify the reporting requirement so that multiple notifications 

would not have to be made for the same types of transactions. 

Staff agrees with the concept of this change, and recommends the 

following language for the last two sentences of paragraph ( 3 )  (b): 

If a utility charges less than market price, the utility 
must notify the Division of Economic Regulation in 
writing within 30 days of the utility initiating, or 
changing any of the terms or conditions, for the 
provision of a product or service. In the case of 
products or services currently being provided, a utility 
must notify the Division within 30 days of the rule's 
effective date. 

In addition, staff recommends that the last sentence of paragraph 

4 
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(3) (d) should read as follows: 

If a utility charges less than market price, the utility 
must notify the Division of Economic Regulation in 
writing within 30 days of the transfer. 

The redlined version of these changes is attached to staff's 

comments. These changes should make the rule less burdensome for 

the utilities and still allow staff to obtain the information it 

needs to monitor affiliate transactions. 

Form Number, Rule Reference, and Division Names 

Staff has changed the name of the Division of Auditing and 

Financial Analysis to the Division of Economic Regulation to 

reflect the recent reorganization at the Commission. This 

reorganization also necessitates a change in the form number for 

"Annual Report of Major Electric Utilities" to Form PSC/ECR/101. 

Staff has redlined these changes in the attached draft. 

In.addition, two ministerial changes must be made to Rule 25- 

6.0436, Florida Administrative Code. The reference to the 

Commission Clerk's office in subsection (4) should be changed to 

the ,Division of Records and Reporting as shown in the attached 

draft. Finally, in subsection ( 9 ) ,  the reference to the annual 

report rule needs to be updated to Rule 25-6.135 as also shown in 

the attached draft. 
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WHEREFORE, the staff of the Florida Public Service Commission 

requests the hearing officer to consider these comments in her 

recommendation to the Commission concerning changes to Rules 25- 

6.1351, 25-6.135, and 25-6.0436, Florida Administrative Code. 

Respectfully Submitted, 

MARY A” HELTON 
AssociaEe General Counsel 
FLORIDA PUBLIC SERVICE COMMISSION 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 32399-0850 
(850) 413-6096 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a copy of the foregoing has been 
furnished by U.S. Mail this 2lst day of July, 2000, to the 
following: 

Mr. Bill Walker 
Florida Power & Light Company 
215 South Monroe Street, Suite 810 
Tallahassee, FL 32301-1859 

Charles Guyton, Esq. 
Steel Hector & Davis LLP 
215 S. Monroe Street, Suite 601 
Tallahassee, FL 32301 

James A. McGee, Esq. 
Senior Counsel 
Florida Power Corporation 
P.O. Box 14042 (BT15) 
St. Petersburg, FL 33733 

Ms. Angela Llewellyn 
Regulatory Affairs 
Tampa Electric Company 
P.O. Box 111 
Tampa, FL 33601-0111 

Harry Long, Esq. 
Tampa Electric Company 
702 North Franklin Street 
Tampa, FL 33602 

Mr. Gary Livingston 
Gulf Power Company 
101 North Monroe Street, Suite 1060 
Tallahassee, FL 32301-1547 

Russell A .  Badders, Esq. 
Beggs & Lane 
3 West Garden Street 
Pensacola, FL 32501 

Anna Cam Fentriss 
Governmental Relations 
1400 Village Square Boulevard, Number 3 
Tallahassee, FL 32312 



Richard Watson 
108 E. Jefferson St., Suite C 
Tallahassee, FL 32301 

Vicki G. Kaufman, Esquire 
Joseph A. McGlothin, Esquire 
McWhirter, Reeves, McGlothlin, 
Davidson, Rief & Bakas, P.A. 
117 South Gadsden Street 
Tallahassee, FL 32301 

Mr. John T. English 
President & CEO 
Florida Public Utilities Company 
P. 0. Box 3395 
West Palm Beach, FL 33402-3395 
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25-6.1351 Cost Allocation and Affiliate Transactions 

Purpose. The Durpose of this rule is to establish cost 

allocation reuuirements to ensure DroDer accountins for affiliate 

transactions and utilitv nonreaulated activities so that these 

transactions and activities are not subsidized bv utilitv 

ratepavers. This rule is not applicable to affiliate 

transactions.for purchase of fuel and related transportation 

services that are subiect to Commission review and approval in 

cost recoverv Droceedinss. 

<I! 1 -,--Le:- 7 3  = : 7 -  
u LACIL,.&I & A  ...LA.- 

* A  
_.LVI. V L .  A 

n n *  ? <  " -  
I.* A I  irr, A 

#&3 r-12 -..,2. k ~ ~ ~ & i = l ~ ~ i =  -5 
. . .  

L L . . L L A C I  , 

( 2 )  Definitions 

(a) Affiliate - -  Any entity that directly or indirectly 
through one or more intermediaries, controls, is controlled by, 

or is under common control with a #%e utility. As used herein, 

"control" means the Dossession, directlv or indirectlv. of the 

power to direct or cause the direction of the manauement and 

policies of  a companv, whether such Dower is exercised throuuh 

one or more intermediary companies, or alone. or in confunction 

with, or pursuant to an aqreement, and whether such Dower is 
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established throuah a maioritv or minoritv ownefshiu or votina of 

securities. common directors, officers or stockholders, votinq 

trusts. holdins trusts, associated comuanies, contracts or any 

other direct or indirect means. cf fivt E. yLa 
. .  fflsrc cf t:.- w+ag-ew.Al;:tLcr: cf s-R-eRt;ty All L, -- 

1 *- 
- 1 2 .  L 

(b) Affiliated Transaction - -  Any transaction in which both 

a utility and an affiliate are each participants, exceut 

transactions related solelv to the filing of 

consolidated tax returns. 

Cost Allocation Manual (CAM) - The manual that sets out 
a utilitv's cost allocation uolicies and related urocedures. 

Direct Costs - Costs that can be suecificallv 

identified with a uarticular service or uroduct. 

Fullv Allocated Costs - The sum of direct costs Dlus a 
fair and reasonable share of indirect costs. 

Ifl Indirect Costs - Costs, includina all overheads, that 

cannot be identified with a uarticular service or uroduct. 

Nonresulated - Refers to services or uroducts that are 
not subiect to urice resulation bv the Commission or not included 

for ratemakina uumoses and not reuorted in surveillance. 

Prevailins Price Valuation - Refers to the urice an 
affiliate charqes a resulated utilitv for uroducts and services, 

which equates to that charqed bv the affiliate to third uarties. 

To uualifv for this treatment. sales of a uarticular asset or 
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service to third Darties must encompass more than 50 Dercent of 

the total auantitv of the Product or service sold bv the entitv. 

The 50 Dercent threshold is aDDlied on an asset-bv-asset and 

service-bv-service basis, rather than on a DrOduct line or 

service line basis. 

Resulated - Refers to services or Droducts that are 
subiect to Drice reaulation bv the Commission or included for 

ratemakina Dumoses and reDorted in surveillance. 

Non-Tariffed Affiliate Transactions 

& The Dumose of subsection ( 3 )  is to establish 

reuuirements for non-tariffed affiliate transactions imDactinq 

A utilitv must charae an affiliate the hiaher of fullv 

allocated costs or market Drice for all non-tariffed services and 

products Durchased bv the affiliate from the utilitv. EXCeDt. a 

utilitv mav charae an affiliate less than fullv allocated costs 

. . .  . .. . . . .  

the utilitv must maintain documentation to suDDort and iustifv 
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charues less than market urice. the utilitv must notifv the 

When a utilitv uurchases services and uroducts from an 

affiliate and auulies the cost to reaulated ouerations. the 

utilitv shall auDortion to reuulated ouerations the lesser of 

fullv allocated costs or market urice. EXCeDt. a utilitv may: 

aDuortion to reuulated operations more than fullv allocated costs 

if the charae is less than or euual to the market urice. If a 

utilitv auuortions to reaulated ouerations more than fullv 

allocated costs, the utilitv must maintain documentation to 

suuport and iustifv how doina so benefits reaulated oDerations 

and would be based on urevailinu urice valuation. 

When an asset used in reuulated ouerations is 

transferred from a utilitv to a nonreuulated affiliate. the 

utilitv must charae t he affiliate the greater of market urice or 

net book value. EXCeDt. a utilitv mav charae the affiliate 

either the market urice or net book value if the utilitv 

maintains documentation to surmort and iustifv that such a 
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be used in reuulated oDerations is transferred from a 

nonrequlated affiliate to a utilitv. the utilitv must record the 

asset at the lower of market price or net book value. Excevt, a 

utilitv mav record the asset at either market Drice or net book 

value if the utilitv maintains documentation to suDDort and 

justifv that such a transaction benefits reaulated ouerations and 
. .  

independent aDDraiser must verifv the market value of a 

transferred asset with a net book value ureater than S1.000,OOO. 

If a utilitv charqes less than market Drice. the utilitv must 

& Each affiliate involved in affiliate transactions must 

maintain all underlvina data concerninu the affiliate transaction 

for at least three vears after the affiliate transaction is 

complete. This DaraUraDh does not relieve a reuulated affiliate 

from maintaininq records under otherwise aDDliCabk record 

retention reuuirements. 

Cost Allocation PrinciDles 

Utility accountinu records must show whether each 

transaction involves a Droduct or service that is remlated or 

nonreaulated. A utilitv that identifies these transactions bv 

the use of subaccounts meets the remirements of this DaraqraDh. 

Direct costs shall be assiuned to each non-tariffed 
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service and DrOdUCt urovided bv the utility. 

Indirect costs shall be distributed to each non- 

tariffed service and uroduct urovided bv the utilitv on a fully 

allocated cost basis. Exceut. a utility mav distribute indirect 

costs on an incremental or market basis if the utilitv can 

demonstrate that its ratepavers will benefit. If a utilitv 

distributes indirect costs on less than a fullv allocated basis, 

the utilitv must maintain documentation to suDDort doins so. 

Each utilitv must maintain a listinq of revenues and 

exDenses for all non-tariffed Droducts and services. 

ReDOrtinq Reuuirements. Each utility shall file 

information concernina its affiliates, affiliate transactions, 

entitled "Annual ReDOrt of Major Electric Utilities." mav be 

Cost Allocation Manual. Each utilitv involved in 

affiliate transactions or in nonresulated activities must 

maintain a Cost Allocation Manual (CAM). The CAM must be 

orsanized and.indexed so that the information contained therein 

can be easilv accessed. 

I - , ,  - C I  -..-. .-: ^ F  - 1  
d ,  L L 2 . L  ,.-LA c .* "L - 

f n m n  c; . ; ;~ ; ,~ .  & . . .  
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Specific Authority: 366.05(1), 350.127(2) F.S. 

Law Implemented: 350.115, 366.04 (2) (a) (f) , 366.041 (1) . 
366.05(1), (21, and (9). 366.06(1), 366.093(1) F.S. 

History--New 12-27-94, Amended 

25-6.135 Annual Reports. 

(1) Each investor-owned electric utility shall file annual 

reports with the Commission on Commission 

which is incorporated by reference into 

this rule. , entitled "Annual Report 

of Major Electric Utilities", may be obtained from the 

Commission's Division of Economic Resulation 

-. These reports shall be verified by a 

responsible accounting officer of the utility making the report 

and shall be due on or before April 30 for the preceding calendar 

year. 

time with the Division of Economic Realation 

. .  

A utility may file a written request for an extension of 
. .  
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no later than April 30. .One extension of 31 

days will be granted upon request. A request for a longer 

extension must be accompanied by a statement of good cause and 

shall specify the date by which the report will be filed. 

(2) The utility shall also file with the original and each 

copy of the annual report form, or separately within 30 days, a 

letter or report, signed by an independent certified public 

accountant, attesting to the conformity in all material respects 

of the schedules and their applicable notes listed on the general 

information page of with the 

Commission's applicable uniform system of accounts and published 

accounting releases. 

Specific Authority: 366.05(1), 350.127(2) F.S. 

Law Implemented: 350.115, 366.04(2) ( f ) ,  366.05(1), ( 2 )  (a) F.S. 

History--New 12-27-94, Amended 

25-6.0436 Depreciation. 

(1) For the purposes of this part, the following 

definitions shall apply:. 

(a) Category or Category of Depreciable Plant - -  A grouping 

of plant for which' a depreciation rate is prescribed. 

minimum it should include each plant account prescribed in Rule 

At a 

25-6.014(1), F.A.C. 

(b) Embedded Vintage - -  A vintage of plant in service as of 

the date of study or implementation of proposed rates. 

(c) Mortality Data - -  Historical data by study-category 
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showing plant balances, additions, adjustments and retirements, 

used in analyses for life indications or calculations of realized 

life. Preferably, this is aged data in accord with the 

following: 

1. The number of plant items or equivalent units (usually 

expressed in dollars) added each calendar year. 

2 .  The number of plant items retired (usually expressed in 

dollars) each year and the distribution by years of 

placing of such retirements. 

3. The net increase or decrease resulting from purchases, 

sales or adjustments and the distribution by years of 

placing of such amounts. 

4. The number that remains in service (usually expressed 

in dollars) at the end of each year and the 

distribution by years of placing of such amounts. 

Net Book Value - The book cost of an asset or qrouu of 
assets minus the accumulated deDreciation or amortization reserve 

associated with those assets. 

mi+ Remaining Life Method - -  The method of calculating 

a depreciation rate based on the unrecovered plant balance, less 

average future net salvage and the average remaining life. The 

formula for calculating a Remaining Life Rate (RLR) is: 

RLR = 100% - Reserve % - Averase Future Net Salvaqe % 

Average Remaining Life in Years 

Reserve (Accumulated Deureciation) - The amount of 
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deureciation/amortization exuense, salvaae, cost of removal, 

adjustments, transfers, and reclassifications accumulated to 

date. 

Isr* Reserve Data - -  Historical data by study category 

showing reserve balances, debits and credits such as booked 

depreciation, expense, salvage and cost of removal and 

adjustments to the reserve utilized in monitoring reserve 

activity and position. 

m* Reserve Deficiency - -  An inadequacy in the reserve 

of a category as evidenced by a comparison of that reserve 

indicated as necessary under current projections of life and 

salvage with that reserve historically accrued. The latter 

figure may be available from the utility's records or may require 

retrospective calculation. 

ul* Reserve Surplus - -  An excess in the reserve of a 

category as evidenced by a comparison of that reserve indicated 

as necessary under current projections of life and salvage with 

that reserve historically accrued. The latter figure may be 

available from the utility's records or may require retrospective 

calculation. 

lir* Salvage Data - -  Historical data by study category 

showing bookings of retirements, gross salvage and cost of 

removal used in analysis of trends in gross salvage and cost of 

removal or for calculations of realized salvage. 

M* Theoretical Reserve or Prospective Theoretical 
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Reserve - -  A calculated reserve based on components of the 

proposed rate using the formula: 

Theoretical Reserve = Book Investment - Future Accruals - Future 

Net Salvage 

=-e+ Vintage - -  The year of placement of a group of 

plant items or investment under study. 

w* Whole Life Method - -  The method of calculating a 

depreciation rate based on the Whole Life (Average Service Life) 

and the Average Net Salvage. Both life and salvage components 

are the estimated or calculated composite of realized experience 

and expected activity. The formula is: 

Whole Life Rate = 100% - Averaae Net Salvaoe % 

Average Service Life in Years 

( 2 )  (a) No utility shall change any existing 

depreciation rate or initiate any new depreciation rate without 

prior Commission approval. 

(b) No utility shall fm-y reallocate accumulated 

depreciation reserves among any primary accounts and sub-accounts 

without prior Commission approval. 

When Dlant investment is booked as a transfer from a 

resulated utilitv dmreciable account to another or from a 

resulated comanv to an affiliate. an aDDroDriate reserve amount 

shall also be booked as a transfer. When Dlant investment is 

sold from one reoulated utilitv to an affiliate, an aDDroDriate 
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associated reserve amount shall also be determin’ed to calculate 

the net book value of the utilitv investment beina sold. 

ADuroDriate methods for determinins the aDoroDriate reserve 

amount associated with Dlant transferred or sold are as follows: 

1. - 

- 2. 

- 3 .  

4. - 

Where vintase reserves are not maintained, 

svnthesization usina the currentlv Drescribed curve 

shaue mav be reauired. The same reserve Dercent 

associated with the oriainal Dlacement vintaae of the 

related investment shall then be used in determininq 

the aoDroDriate amount of reserve to transfer. 

Where the oriainal placement vintaae of the investment 

beina transferred is unknown. the reserve Dercent 

aDDliCable to the account in which the investment beinq 

transferred resides mav be assumed as amromiate for 

determinins the reserve amount to transfer. 

Where the aae of the investment beins transferred is 

known and a history of the Drescribed deDreciation 

rates is known, a reserve can be determined bv 

multiDlvins the aqe times the investment times the 

aDDlicable deDreciation rate(s). 

The Commission shall consider anv additional methods 

submitted bv the utilities for determinina the 

armrotxiate reserve amounts to transfer. 

( 3 )  (a) Each utility shall maintain depreciation rates and 

accumulated depreciation reserves in accounts or subaccounts as 
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prescribed by Rule 25-6.014(1), F.A.C. Utilities may maintain 

further sub-categorization. 

(b) Upon establishing a new account or subaccount 

classification, each utility shall request Commission approval of 

a depreciation rate for the new plant category. 

(4) A utility filing a depreciation study, regardless if a 

change in rates is being requested or not, shall submit to the 

fifteen copies of the information required by paragraphs (6) (a) 

through (6) (f) and (6) (h) of this rule and at least three copies 

of the information required by paragraph (6) (g) . 

( 5 )  Upon Commission approval by order establishing an 

effective date, the utility shall may reflect on its books and 

records the implementation of the proposed rates, subject to 

adjustment when final depreciation rates are approved. 

(6) A depreciation study shall include: 

(a) A comparison of current and proposed depreciation rates 

and components for each category of depreciable plant. Current 

rates shall be identified as to the effective date and proposed 

rates as to the proposed effective date. 

(b) A comparison of annual depreciation expense as of the 

proposed effective date, resulting from current rates with those 

produced by the proposed rates for each category of depreciable 

plant. The plant balances may involve estimates. Submitted data 

including plant and reserve balances or company planning 
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involving estimates shall be brought to the effective date of the 

proposed rates. 

(c) Each recovery and amortization schedule currently in 

effect should be included with any new filing showing total 

amount amortized, effective date, length of schedule, annual 

amount amortized and reason for the schedule. 

(d) A comparison of the accumulated book reserve to the 

prospective theoretical reserve based on proposed rates and 

components for each category of depreciable plant to which 

depreciation rates are to be applied. 

(e) A general narrative describing the service environment 

of the applicant company and the factors, e.g., growth, 

technology, physical conditions, necessitating a revision in 

rates. 

(f) An explanation and justification for each study 

category of depreciable plant defining the specific factors that 

justify the life and salvage components and rates being proposed. 

Each explanation and justification shall include substantiating 

factors utilized by the utility in the design of depreciation 

rates for the specific category, e.g:, company planning, growth, 

technology, physical conditions, trends. The explanation and 

justification shall discuss any proposed transfers of reserve 

between categories or accounts intended to correct deficient or 

surplus reserve balances. It should also state any statistical 

or mathematical methods of analysis or calculation used in design 
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of the category rate. 

(g) The filing shall contain all calculations, analysis and 

numerical basic data used in the design of the depreciation rate 

for each category of depreciable plant. Numerical data shall 

include plant activity (gross additions, adjustments, 

retirements, and plant balance at end of year) as well as reserve 

activity (retirements, accruals for depreciation expense, 

salvage, cost of removal, adjustments, or transfers and 

reclassifications and reserve balance at end of year) for each 

year of activity from the date of the last submitted study to the 

date of the present study. To the degree possible, data 

involving retirements should be aged. 

(h) The mortality and salvage data used by the company in 

the depreciation rate design must agree with activity booked by 

the utility. Unusual transactions not included in life or 

salvage studies, e.g., sales or extraordinary retirements, must 

be specifically enumerated and explained. 

(7) (a) Utilities shall provide calculations of 

depreciation rates using both the whole life method and the 

remaining life method. The use of these methods is required for 

all depreciable categories. Utilities may submit additional 

studies or methods for consideration by the Commission. 

(b) The possibility of corrective reserve transfers shall 

be investigated by the Commission prior to changing depreciation 

rates. 
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(8) (a)  Each company shall file a study for each category 

of depreciable property for Commission review at least once every 

four years from the submission date of the previous study unless 

otherwise required by the Commission. 

(b) A utility proposing an effective date of the beginning 

of its fiscal year shall submit its depreciation study no later 

than the mid-point of that fiscal year. 

(c) A utility proposing an effective date coinciding with 

the expected date of additional revenues initiated through a rate 

case proceeding shall submit its depreciation study no later than 

the filing date of its Minimum Filing Requirements. 

(9) As part of the filing of the annual report pursuant to 

, F.A.C., each utility shall include 

an annual status report. The report shall include booked plant 

activity (plant balance at the beginning of the year, additions, 

adjustments, transfers, reclassifications, retirements and plant 

balance at year end) and reserve activity (reserve balance at the 

beginning of the year; retirements, accruals, salvage, cost of 

removal, adjustments, transfers, reclassifications and reserve 

balance at end of year) for each category of investment for which 

a depreciation rate, amortization, or capital recovery schedule 

has been approved. The report shall indicate for each category 

that: 

(a) There has been no change of plans,or utility experience 

requiring a revision of rates, amortization or capital recovery 
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schedules; or 

(b) There has been a change requiring a revision of rates, 

amortization or capital recovery schedules. 

(10) For any category where current conditions indicate a 

need for revision of depreciation rates, amortization or capital 

recovery schedules and no revision is sought, the report shall 

explain why no revision is requested. 

*(a) Prior to the date of retirement of major 

installations, the Commission shall approve capital recovery 

schedules to correct associated calculated deficiencies where a 

utility demonstrates that (1) replacement of an installation or 

group of installations is prudent and (2) the associated 

investment will not be recovered by the time of retirement 

through the normal depreciation process. 

(b) The Commission shall m a y  approve a special capital 

recovery schedule when an installation is designed for a specific 

purpose or for a limited duration. 

(c) Associated plant and reserve activity, balances and the 

annual capital recovery schedule expense must be maintained as 

subsidiary records. 

Specific Authority: 350.127(2), 366.05(1) F.S. 

Law Implemented: 350.115, 366.04(2) (f), 366.06(1) F.S. 

History--New 11-11-82, 1-6-85, Formerly 25-6.436, Amended 

4-27-88, 12-12-91, 
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July 20, 2000 

Ms. Blanca S. Bayo, Director 
Division of Records and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 32399-0850 

Re: Docket No. 980643-E1 

Dear Ms. Bayo: 

In accordance with the direction of the Hearing Officer at the rulemaking 
hearing held June 22,2000 in the subject docket, enclosed for filing are an original 
and fifteen copies of Florida Power Corporation's Post-Hearing Comments on the 
proposed rule amendments. 

Please acknowledge your receipt of the above filing on the enclosed copy of 
this letter and retum to the undersigned. Also enclosed is a 3.5 inch diskstte 
containing the above-referenced document in WordF'exfect format. Thank you for 
your assistance in this matter. 

J W b d  
Enclosure 

cc: Mary Anne Helton, Esquire 
Mr. Tim Devlin 
Mr. Jay Revel1 

James A. McGee 

5 7  

One Progress Plaza, Suite 1 5 0 0  Post Office Box 1 4 0 4 2  St. Petersburg, Florida 3 3 7 3 3 - 4 0 4 2  
Phone: 17271 8 2 0 - 5 1 8 4  Fax: (7271 8 2 0 - 5 5 1 9  Email: james.a.mcgee@fpc.com 

A Florida Progress Company 



DOCKET NO. 980643-E1 

Proposed Amendment o f  Rule 25-6.1351, F.A.C. 
Cost Allocation and Affiliate Transactions 

FLORIDA POWER CORPORATION’S 
POST-HEARING COMMENTS 

Florida Power Corporation reiterates its sincere appreciation of StafFs exceptional effort, as 
reflected in the numerous revisions to the original draft rule amendment, to solicit and seriously 
consider the parties’ input and to seek compromise and consensus wherever possible. As a result of 
this effort, Florida Power believes the latest draf? distributed by Ms. Helton following the hearing 
reasonably addresses al! of its major concems expressed of the course of this lengthy proceeding 

Florida Power’s one remaining reservation to its overall support of the latest draft concems 
Staffs recently added language to the exception provided in 25-6.1351(3)(b) and (a) to the otherwise 
applicable pricing standard for an affiliated transaction. Staffs new language would require a utility 
that has used the exception to price an affiliated transaction to be able to subsequently demonstrate 
“that the transaction would have otherwise been foregone.” This requirement is in addition to the 
provision already contained in the rule when proposed by the Commission requiring the utility to 
show that the transaction “benefits regulated operations.” The problem with demonstrating that the 
transaction would have been foregone if the exception had not been utilized is the inherent difficulty 
in proving a negative Florida Power is unsure how, if at all, such a burden of proof could be 
satisfied 

Furthermore, this probiematic proof requirement is unnecessary for several reasons. First, as 
noted above, the proposed rule already requires a utility that has used the exception to show how the 
transaction benefits regulated operations. Satisfaction of this requirement, in and of itself, justifies 
using the exception. In addition, StafFs new proof requirement was included in language that added 
a notice provision to the rule, which Chairman Deason had requested at the Agenda Conference when 
the rule was ?reposed (See, Hearing Exhibit 5 . )  Chairman Deasoii did not request or even suggest 
that the utility’s burden of proof be increased. Staffs new proof requirement was simply added 
gratuitously and is totally unnecessary to meeting Chairman Deason’s request for a notification 
provision. 

Florida Power submits that this language suggested by Staff is inappropriate and unnecessary 
and requests that it be deleted by the Hearing Officer f?om the rule recommended to the Commission 

July 20, 2000 
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Steel Hector & Davis LLP 

215 South Monroe, Suite 601 
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July 20,2000 
Charles A. Guyion 

Bv Hand Delivery 

850.222.3423 

Blanca S. Bayo, Director 
Records and Reporting 
Florida Public Service Commission 
4075 Esplanade Way, Room 1 10 
Tallahassee. Florida 32399-0850 

Re: Posthearingcomments of Florida Power 
& Light Company in Docket No. 980643-E1 

Dear Ms. Bay6: 

Enclosed for filing on behalf of Florida Power & Light Company (FPL) are the original 
and fifteen (1 5) copies of FPL's Posthearing Comments in Docket No. 980643-EI. 

If you or your Staff have any questions regarding this filing. please contact me 

Very truly yours, 

U Charles A. Guyton 

CAGild 
cc: Mary Anne Helton, Esq. 

Parties of Record 



FLORIDA POWER & LIGHT COMPANY’S 
POSTHEARING COMMENTS 

July 20,2000 

Introduction 

DOCKET NO. 980643-El 

Many parties have devoted substantial time to the development of the proposed rule, and 
the fruits ofthese efforts are readily apparent. The parties that have actively worked on language 
are almost in agreement. 

FPL has only one continuing concem. It believes Staff has gone beyond the 
Commission’s intent in a few subsections. That concern is addressed with more specificity in the 
following comments. 

To ease the Hearing Officer’s burden of comparing multiple drafts, we have limited our 
comments to three documents: revisions proposed by the Staff in Exhibit 2; revisions proposed 
by Staff in their June 29, 2000 revision, a copy of which is attached; and Exhibit 3. written 
comments and documents presented at the hearing. 

Staffs Suwested Revisions 

Exhibit 2 

At the hearing Staff proposed several changes to the rule draft proposed by the 
Commission in Order No. PSC-00-0832-NOR-EI. These changes were introduced as Exhibit 2. 
Most of Staffs proposed changes were made in response to comments offered by the parties prior 
to the hearing. 

For the most part, FPL agrees with and endorses the amendments to the proposed rule 
suggested by the Staff on Exhibit 2. In particular. agrees with the additional language suggested 
by the Staff for Rule 25-6.135(3)(a). &, Exhibit 2, p. 3, lines 12-18. FPL also agrees to the 
addition ofthe phrase “or market price” to the second and third sentences of Rule 25-6.135(3)(b). 
- See, Ex. 2, p. 3, I 23. Incremental cost should be the floor for a charge less than not only fully 
allocated cost but also market price. 

However. FPL believes that Staffs proposed changes to the third sentence of Rule 25- 
6.135(3)(b) and sixth sentence of Rule 25-6.135(d)(d) of adding the language. “show that the 
transaction would have otherwise been forgone.” should not be made for at least four reasons. 

First, this language in both of these sentences change the sentences from mere notice 
provisions to requirements that the utility has to make an affirmative showing. This is 
inconsistent with what the Commission decided at the Agenda Conference where the rule was 
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proposed. There the Commission clearly stated it wanted a notice provision. They declined there 
to adopt Staffs suggestion that the utility be required to provide more than notice. This 
altemative has been previously considered and rejected by the Commission. (Exhibit 5 . )  

Second, the demonstration required by this language is not necessary. There is already 
the requirement in the preceding sentences of both rules that the utility maintain documentation 
to support and justify that this type of transaction “benefits regulated operations.“ This is a 
redundant requirement that is more demanding of utilities. Once again, the Commission has 
already stated that it is satisfied with the requirement that the utility maintain documentation to 
show benefits to regulated operations. Staffs recommendation goes beyond and is redundant to 
the protection the Commission has already found to be appropriate. 

Third, the standard proposed by Staff - showing that a transaction would have been 
foregone - places the utility of having to prove a negative. It does not have to justify what it did. 
as contemplated by the Commission. It has to prove what would not have happened if a 
transaction which has occurred had not occurred. 

Fourth, Staffs additional requirement contemplates but does not address how or when the 
utility would make an affirmative showing. This is much more costly to utilities. This is an 
unnecessary and unwarranted expense. It is not needed because the rule already requires the utility 
to maintain documentation. It is unwarranted because the Commission has already agreed that all 
that is necessary to protect customers is notice, not an affirmative showing. 

Staffs June 2000 Revisions 

In response to comments made at the hearing, Staff forwarded on June 29,2000, another 
revision of the proposed rule. In that draft Staff offered comments to the proposed rules with 
which, for the most part, FPL agrees. 

FPL disagrees, however, with the addition of the phrase “and that the transaction would 
have otherwise been foregone” in Rule 25-6.135(3)(b) and (d). (Staffs June 29,2000 version at 
page 4, lines 1-2; page 4, line 25 - page 5 ,  line 1; and page 5 ,  lines 7 and 8.)  Staff has simply 
moved the objectionable language from Exhibit 2 and placed it in a different sentence. The 
language does relieve utilities from a costly affirmative showing, but several problems remain. 

First, the Commission has previously declined to require more than a notice and a 
documentation that a transaction benefits regulated operations. How a utility documents the 
benefits should be left to the utility, as the Commission originally envisioned. 

Second, documenting that the transaction would have otherwise been foregone is not 
necessary if the utility is already documenting a benefit to regulated operations. The rule as 
proposed adequately protected customers without this addition. 
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Third, the standard requires the proof of a negative - something that would not have 
happened if what actually happened had not occurred. This will be difficult to document, and it 
is unnecessary if there is documentation that regulated operations benefit. 

Exhibit 3 

At the hearing the Refrigeration and Air Condition Contractors Association, Inc. (RACCA) 
and the Florida Independent Electrical Contractors (IEC) submitted Exhibit 3, although their 
representative acknowledged that the proposed rule does not impose any requirements on the 
members of those associations. Tr. 26-27. Given the associations’ lack of legal interest in this 
proceeding, this exhibit should be disregarded, but since the Hearing Officer allowed post hearing 
comments on Exhibit 3 (Tr. 27), FPL offers the following observations. 

Exhibit 3 really does not address the proposed rule. It offers no amendments to the 
proposed rule and the scope of the comments goes beyond the scope of the docket. There is 
legislative language proposed. Such language goes beyond the scope of the rule being proposed 
as well as the Commission’s existing statutory authority. To be implemented, it would have to be 
passed by the Legislature, not the Commission. Exhibit 3 should be disregarded. 

Conclusion 

We are close to a consensus among the parties who have actively worked on the proposed 
rule amendments. This speaks well of the entire process. FPL’s only continuing concem is being 
held to a documentation that requires FPL to prove a negative - that if what actually happened had 
not happened, then a transaction would not have happened at all. This is an unnecessary 
requirement because the utility must nonetheless document that a transaction benefits regulated 
operations. 
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Post-Hearing Comments of Tampa Electric Company -~ . '~ m 

Tampa Electric commends the Commission and its staff for changes adopted in this 
proposed rule during and following the April 18, 2000 Agenda Conference. The wording 
adopted, which is similar to that suggested in Tampa Electric's May 25, 2000 written 
comments, excludes from the rule, most routine overhead allocations, services provided 
to other regulated affiliates and pricing of service company transactions. Those changes 
will provide Florida ratepayers significant savings. 

As we did at the June 22, 2000 rule hearing, however, Tampa Electric continues to urge 
the Commission to adopt two additional provisions suggested in our May 25 written 
comments. First, exclude from the effect of this rule, routine administrative services 
provided by the regulated utility to its corporate parent or affiliates and second, exclude 
transactions valued at less than $100,000. Tampa Electric also supports Florida Power 
and Light Company's position that the wording added by the Commission staff regarding 
justification that certain transactions would be forgone should be removed from the final 
rule. Finally, Tampa Electric provides our understanding of the outcome of a conference 
call held July 7,2000. 

Exclude from the effect of this rule, routine administrative services provided by the 
regulated utility to its corporate parent or affiliates. 

Tampa Electric suggested in its May 25 comments that allocations of corporate overhead 
and the provision of administrative services should be excluded from application of this' 
rule. These transactions are sometimes provided by'the parent and sometimes by the 
regulated utility, but are essentially the same regardless of which entity provides them. 
Since they are booked at fully allocated costs, the net dollar effect to ratepayers (from the 
pricing of inter-company transactions) is the same whether the function is housed within 
the regulated utility or outside. 

Commission staff, in its modified proposed rule, presented at the rule hearing, has 
excluded "the allocation of costs for services between a utility and its parent company or 
between a utility and its regulated utility affiliates or to services received by a utility from 
an affiliate that exists solely to provide services to members of the utility's corporate 
family." (Exhibit 2, p. 3, lines 12-18). That leaves administrative functions provided by a 
utility to its unregulated affiliates subject to this rule, while the same or similar transactions 
provided by any other combination have been excluded. 
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This position seems counterintuitive. The transactions provided by the utility have the most 
readily available audit trail of any of the transactions. Tampa Electric recommends that 
administrative services provided by the regulated utility to its unregulated affiliates also be 
excluded. 

Tampa Electric provides administrative services, such as payroll and information 
technology services, to its affiliates at fully allocated cost. The audit trail is sufficient to 
verify the appropriateness of these allocations. Spreading fixed costs, such as computer 
hardware and software, over additional billable transactions reduces the cost per 
transaction. Also, every dollar billed to affiliates is a direct reduction of costs to the 
regulated operations. 

In addition, if Tampa Electric chooses to do so, it can avoid the notification requirements 
of this rule, as currently proposed, by transferring shared services to the parent company 
or to a separate corporate service company. The very same types of transactions would 
then be excluded from the effect of this rule. If administrative services were moved out of 
the regulated utility, however, the effect would be to lower costs because the regulated 
utilitywould then no longer have the cost of gathering and maintaining documentation and 
databases just to meet reporting requirements. 

Tampa Electric and its parent company have designed a corporate structure to maximize 
overall administrative efficiencies so that customers of both regulated and unregulated 
services can be best and most economically served. Utilities and their affiliates should not 
have to redesign their corporate structures just so they can save ratepayers money by 
alleviating the need to meet a Commission reporting requirement. 

Exclude transactions valued at less than $100,000. 

The parties at the rule hearing seemed to define the question of burden differently. The 
Refrigeration and Air Conditioning Contractors Association (RACCA) and the Independent 
Electrical Contractors (IEC) held the position that determining market prices is easy, cheap 
and just a regular part of doing business. The Commission staff held that there will be very 
few transactions below market price. Tampa Electric does not disagree with either 
position. 

Tampa Electric’s concern with paragraph (3)(b) of this proposed rule continues to be with 
the time, difficulty and unnecessary expense associated with documenting market pricing 
for each and every transaction and for creating and continually updating databases of 
frequently changing market prices. For the majority of transactions, without some 
exclusion for de minimus transactions, the cost of compliance will almost certainly dwarf 
the benefits the Commission seeks to capture through the proposed rule. 

Tampa Electric representative, Joseph McCormick stated the problem at the rule hearing: 
“We do know the market prices of transactions we enter into, but we don’t know that the 
data that we maintain is sufficient to meet the standard the Commission’s auditors may use 
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when they come in to look at what we have.” (TR p. 41, lines 19-23) “That is really the cost 
that hits us is the cost to document something can exceed the cost of the transaction, and 
we don’t want that to occur.” (TR, p. 41, lines 9 - 12) “In my opening comments I mentioned 
that even if we do everything at fully.allocated costs, we have to know the market price of 
each of those transactions to know whether we have to report to the Public Service 
Commission within thirty days. We have to maintain the data, we have to maintain the 
justification regardless. And that is where the cost factor hits us without what we see as 
a corresponding benefit.” (TR p. 41, line 24 through p. 42, line 7) 

In response to the hearing officer’s request that staff address Tampa Electric’s “concern 
about what staff would consider adequate data to establish a market price.” (TR, p. 42, 
lines 8-1 1) Mr. Devlin’s response did not adequately address the problem. His response 
was, “ ... the gentleman at the end of the table I thought was very eloquent in stating that 
every product and service has a market. I mean, you are in business, you ought to know 
what the value of particular transaction is. We are sort of at a loss to see this as a 
problem. We think it should not be difficult for the utilities to know what the market value 
of any particular service or product that they are providing to an affiliate.” (Tr. p. 43, lines 
12-21) 

Tampa Electric knows the market prices of products and services. We do not know what 
data we will need to maintain to comply with this rule. We do not know how often we will 
need to update databases of information to comply with this rule and we do not know how 
many file cabinets of supporting documentation we will need to maintain to provide 
“adequate data to establish a market price.” 

At the June 22 rule hearing Ms. Moore, the hearing officer asked, ” ... Perhaps Mr. 
McCormick can answer, you could give me some examples of some items that might not 
have - that don’t have a market price. I am having some difficulty understanding - or that 
you would have to put out to bid to find out a market price.” (TR p. 43, lines 1-7) 

“Mr. McCormick: In response to that question, I don’t have the page number 
offhand, but in the transcript of the agenda conference, Commissioner 
Deason mentioned the fact that market prices move around day-to-day and 
that is just one of the issues. 

If we buy something through an affiliate or from an affiliate, whichever way 
the transaction goes, and on that day it is at market price, but a week later 
or a week earlier the market price was different, do we have to maintain daily 
price data? If we have a single staff member from the utility that is for some 
reason transferred or providing services to one of the other companies, and 
there (are) some changes in the allocations of those costs, what has to be 
justified on that particular day of the transaction(?) 
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'And it is highly possible to justify all of that, it is also very expensive to justify 
all of that. And our concern is more with the documentation than the reality 
of the (pricing) problem. 

'We know we have to keep price data because we are not going to be in 
business if we don't. We have to know the costs and prices of transactions. 
But the cost of maintaining the data and the documentation is a part of it, ... 
. Determining the exact item is difficult. The bid process often works out that 
information is let for the bid, the RFP goes out, bids come back. That gives 
you a market price. And sometimes they are low prices, sometimes they are 
high prices. Which of those is the market price? 

'Also, if you have ever been involved in a contracting transaction, you know 
that the initial bid up front is usually the subject of negotiation until you get 
to what exactly the product is going to be because there is no complete and 
clear understanding. 

'So, again, if we have a series of five bids in front of us and one is high and 
one is low, and three of them are somewhere in the middle, which one of 
those is the market price? And what exactly is the quality? The quality can 
vary. We don't want to go with the lowest bidder on most things because we 
don't think our system would work. So those are the issues that get involved, 
and those are the issues that we feel would be very expensive to document." 
(TR, p. 43, line 8 through p. 45, line 1 .) 

It is Tampa Electric's position that the interests of ratepayers will be harmed by the 
unnecessary imposition of costs of amassing storehouses of data just to support company 
decisions after-the-fact, particularly for transactions that are not large enough to have an 
impact on rates. The result will either be that utilities amass the data, diluting, if not 
destroying, any potential cost savings in affiliate transactions or that utilities simply cease 
looking to affiliates at all, because the cost of compliance with this rule is excessive. 
Either outcome results in loss of economies of scope and scale that have, for decades, 
served to reduce costs to ratepayers. 

Tampa Electric urges the Commission to adopt a reasonable threshold for this rule and 
suggests that $100,000 is reasonable. 

Tampa Electric also shares the concern expressed at the June 26 hearing by Mr. 
Guyton of Florida Power and Light Company regarding justification that certain 
transactions would be forgone. 

The issue here is with the wording the Commission staff added to (3)(b) of the rule 
requiring that, besides filing notice within thirty days, the utility must provide justification 
that shows that a transaction would have been forgone if not priced below market. 



FPL's representative, Mr. Guyton said, "This sentence now goes much beyond the notice 
provision that Commissioner Deason asked for, and puts a burden on the utility to show 
that the transaction would have otherwise been foregone, something that Commissioner 
Deason had not asked for." (TR, p 19, lines 20-24) 

Mr. Guyton: " ... I'm not sure how one goes about proving a negative. ... How one proves 
what would have happened if something else -- if what had not actually happened, trying 
to prove what would have happened is virtually impossible. And I'm not sure one would 
ever satisfy that standard. And we think the standard is probably very difficult, if not 
impossible, to prove. So from a legal perspective of burden of proof we find it quite 
problematic." (TR, p 20, lines 2-12) 

Tampa Electric agrees with Florida Power and Light. This language should be removed. 

Treatment of regularly recurring transactions 

Finally, Tampa Electric articulates its understanding of the outcome of a meeting and 
conference Call held on Friday, July 7, 2000. The meeting was attended by the 
Commission staff and, we believe, all parties from the hearing, either in person, or by 
telephone. The stated purpose of the meeting was to develop consensus wording to 
append to paragraph (3)(b) of the rule to clarify notification requirements for regularly 
recurring transactions or to develop a common understanding of requirements, absent 
additional wording. 

It is Tampa Electric's understanding that utilities must notify the Commission staff within 
thirty days of the effective date of this rule, regarding pricing and supporting documentation 
for regularly recurring transactions that would otherwise require notification to the staff 
under the requirements of paragraph (3)(b). After the initial notification, no further 
notification is required unless there are changes in the price, terms or conditions of the 
agreement governing the transactions, In the future, if regularly recurring transactions are 
begun, initial notification is again required, but no further notification is required unless 
there are changes in the price, terms or conditions of the agreement governing the 
transactions. Our comments in this filing are based upon this understanding. 

Tampa Electric appreciates the opportunity to participate in this rule making process and 
in having the opportunity to provide these final comments on this proposed rule. 

. 
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Respectfully submitted, 

HARRY W. LONG, JR. 
Chief Counsel - Regulatory 
Tampa Electric Company 
P.O. Box 11 1 
Tampa, FL 33601 
(813) 228-1702 

And 

LEE L. WILLIS 
JAMES D. BEASLEY 
Ausley & McMullen 
Post Office Box 391 
Tallahassee, FL 32303 
(850) 224-91 15 

/ 

By: -3. ~:-).A 
Harryh. Long, Jr. 

ATTORNEYS FOR TAMPA ELECTRIC COMPANY 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a true copy of the foregoing Pdst-Hearing 
Comments, filed on behalf of Tampa Electric Company, has been furnished by 
U S. Mail on this 20 day of July, 2000, to the following: 

Ms.  Mary Ann Helton 
Division of Appeals 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, FL 32399-0850 

Mr. John W. McWhirter, J r .  
McWhirter, Reeves, McGlothlin, 

Davidson, Decker, Kaufman, 
Arnold & Steen, P.A. 

Post Office Box 3350 
Tampa, FL 3360 1 

Mr. Joseph A. McGlothlin 
Ms.  Vicki Gordon Kaufman 
McWhirter, Reeves, McGlothlin, 

D avidson, Decker, Kaufman , 
Arnold & Steen, P.A. 

117 S. Gadsden Street 
Tallahassee, FL 32301 

Mr Frank C. Cressman 
Florida Public Utilities Company 
Post Office Box 3395 
West Palm Beach, FL 33402-3395 

Mr. Jack Shreve 
Office of Public Counsel 
11 1 West Madison Street 
Room 1 12 
Tallahassee, FL 32399-1400 

Mr. Charles A. Guyton 
Steel Hector & Davis 
215 South Monroe Street 
Suite 601 
Tallahassee, FL 32301-1804 

Mr. James A. McGee 
Florida Power Corporation 
Post Office Box 14042 
West Palm Beach, FL 33733-4042 

Mr. Russell Badders 
Gulf Power Company 
One Energy Place 
Pensacola, FL 32520-0780 

Florida Independent Electrical 

c/o Anna Cam Fentriss 
Governmental Relations, PMB 243 
1400 Village Square Blvd., #3 
Tallahassee, FL 32312 

Contractors 

Harry Id. Long, Jr. I 

Chief Counsel 
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ANNA CAM FENTRISS 
GOVERNMENTAL RELATIONS 

PMB 243 
1400 VILLAGE SQUARE BOULEVARD, NUMBER 3 

TALLAHASSEE, FLORIDA 323 12 
TELEPHONE (850) 222-2772 + FACSIMILE 1850) 224-0580 - 

July 19, 2000 

The Honorable Christiana T. Moore 
Hearing Officer 
Public Service Commission 
4075 Esplanade Way 
Tallahassee, Florida 32399 

BY HAND DELIVERY 

Re: Docket Number 980643-El - In re: Proposed amendments to Rules 
25-6.1 35, F. A. C., Annual Reports; 25-6.1 351, F. A. C., Cost 
Allocation and Affiliate Transactions; and 25-6.0436, F. A. C., 
Depreciation 

Dear Hearing Officer Moore: 

On behalf of R.A.C.C.A., Inc., and IEC Florida, I respectfully submit this letter as 
written comments following the rule hearing held on the above referenced rules on June 
22, 2000. 

We understand and appreciate the Public Service Commission's focus on whether 
subsidization affects the regulated utility company, and, if subsidization does affect a 
regulated utility company, whether the activity has a positive or negative impact on 
ratepayers. Our understanding of your position is that, once the Public Service 
Commission is satisfied that the activity benefits ratepayers, the concern stops here. On 
the other hand, if the Public Service Commission determines that the activity constitutes 
either a cost or a detriment to the ratepayer, then the Public Service Commission has, 
not only the authority, but a duty to  require that the utility company take the necessary 
steps to ensure that the interests of ratepayers are protected and that these ratepayers 
do not inadvertently subsidize business risks where the benefit will inure to the 
company, its shareholders, or any of its affiliates. 

With this as our understanding, we submit the following additional comments. 



The Honorable Christiana T. Moore 
July 19, 2000 
Page Two 

Based upon past transactions, we believe that the Public Service Commission has 
every reason to  adopt the most stringent rule possible to make sure that transactions 
between regulated utilities and affiliated companies are conducted in good faith, 
reported as fairly as possible, and subject to the accounting standards proper under 
these particular circumstances. 

We respectfully request that the proposed rule include a definition of "market 
price" for clarity. Although this is a commonly used term, there are different "textbook" 
and common definitions for the term, and it is beneficial to spell out the one applicable 
here. We propose the use of the following definition: 

"Market price means the price at which a bonafide, arms-length sale of a product 
or service would take place between an unrelated willing buyer and seller with 
both parties being under no compulsion to buy or sell and both being aware of all 
relevant facts regarding the transaction." 

This is a definition commonly used to  define the concept of fair market value. 

Proposed Rule 25-6.1 351 (3)(d) refers to the transfer of an asset t o  an affiliate and 
imposes the requirement that the utility must charge the greater of market price or "net 
book value" (NBV). Net book value is defined in proposed rule 25-6.0436(1)(d) as the 
book cost of an asset minus the accumulated depreciation associated with that asset. 
Accordingly, when an asset has been written off or depreciated for book purposes to its 
salvage value, it may be transferred to an affiliate at that  value even if it is below market 
price. 

We respectfully request a change in the rule to require the utility t o  transfer the 
asset at m'arket value if that is readily obtainable. If the utility company does transfer 
the asset a t  the lower of market value or book value, it must report this to  the Public 
Service Commission. This may prevent the utility from transferring assets such as 
bucket trucks to an affiliate at net book value when the fair market value is substantially 
higher and readily obtainable for this asset. 

Proposed rule 25-6.1 351 (3)(b) also requires the utility company to  notify the 
Public Service Commission within 30 days of any change of terms or conditions 
surrounding the provision of a product or service. We do not support an interpretation 
that would require a utility company to endure daily, weekly, or even monthly reporting 
so long as the transaction is either routine or on-going. However, we do support the 
inclusion of language that specifies that there is a time limit (possibly one year) t o  the 
validity of such a filing. Perhaps the best solution is to require a report if there is any 
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The Honorable Christiana T. Moore 
July 19, 2000 
Page Three 

change in the pricing or value, and, if not, at least annually from the date of the most 
recent report. 

We strongly support the Public Service Commission's proposed rule language as 
presented and discussed a t  the July 6, 2000 informal meeting as follows: 

[from 25-6.1 351 (3)(b)l  If a utilitv charaes less than fullv allocated costs or 
market price, the utility must maintain documentation to support and iustifv 
how doing so benefits requlated operations and that the transaction would have 
otherwise been forgone. 
and 
Ifrom 25-6.1351 (3)(d)l Except, a utility may charae the affiliate either the market 
price or net book value if thev utility maintains documentation to support and 
justifv that such a transaction benefits regulated operations and that the 
transaction would have otherwise been forgone. 
and 
[from 25-6.1351 (3)(d)l  Except, a utility may record the asset at either market 
price or net book value if the utility maintains documentation to support and 
justifv that such a transaction benefits reaulated operations and that the 
transaction would have otherwise been forgone. 

We remain very unclear as to the meaning and impact of the use of the term 
"incremental costs." We respectfully request that there be further discussion on this 
matter as we are concerned that, without more, the use of this term may either create a 
substantial loophole or unduly restrict matters for utility companies. 

With respect to material relating to a 1997 contract between Kenyon Dodge and 
Tampa Electric Company included in the package I submitted at the June 22, 2000 rule 
hearing, we would like to  pose a very specific question as follows: Does a transaction 
that, on its face, is not a regulated activity, become tied to regulated activity when the 
agreement includes the provision of energy - the regulated utility itself - as part of the 
contract? If the answer to  this question is yes, does the entire transaction then come 
under the jurisdiction of the Public Service Commission as a regulated activity? 

Anna Cam Fentriss 
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FLORIDA ASSOCIATION OF ,-. -c -e 

0 @. i PLUMBING HEATING COOLING CONTRACTORS 

P.O. Box 947599 Maitland. Florida 32794 (800) 735-2640 (407) 599-2155 Fax (407) 599-7299 

July 19, 2000 

The Honorable Christiana T. Moore 
Hearing Officer 
Public Service Commission 
4075 Esplanade Way 
Tallahassee, Florida 32399 

BY HAND DELIVERY 

RE: Docket Number 980643-El-In re: Proposed amendments to Rules 
25-6.135, F. A. C., Annual Reports; 25-6.1351, F.A.C., Cost Allocation and 
Affiliate Transactions, and 25-60436, F. A. C., Depreciation 

Dear Hearing Officer Moore: 

On behalf of the Florida Association of Plumbing Heating & Cooling 
Contractors (FAPHCC), the following comments are submitted following the rule 
hearing held on June 22, 2000. 

1. FAPHCC supports the rule changes. 

2. The rule changes are necessary as utilities expand into non-regulated 
activities. The testimony provided by the construction contractors at 
the hearing underscore the gray area which now exists between 
regulated activities and non-regulated activities. The rules begin to 
clarify the responsibilities of regulated utilities as this expansion 
occurs. -, 

Sincerely, 

Richard Watson 
Legislative Counsel 

Cc. FAPHCC Distribution List 
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