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PROCEEDI NGS

2 CHAI RVAN SM TH: Ckay. Good nor ni ng,
3 everyone. Today is Wednesday, April 22nd, 2026.
4 It is 9:32 a.m | wll now convene this rule
5 devel opnment wor kshop.
6 Staff, wll you please read the notice?
7 MR. BLOOM By notice dated April 2nd, 2026,
8 this tinme and pl ace has been set for the Conm ssion
9 wor kshop on Docket No. 20240019-PU. The purpose of
10 this workshop is to gather nore information on the
11 potential anmendnments to Rule 25-14.004, Florida
12 Adm ni strative Code, which addresses cal cul ating
13 the inconme tax expense of a regulated utility and
14 whi ch currently requires using the incone tax
15 expense of debt its parent conpany has invested in
16 it.
17 CHAI RMAN SM TH:  Thank you, M. Bl oom
18 Yeah, as M. Bloom stated, today's workshop we
19 wi || be gathering stakehol der comments regarding
20 potential anmendnments to Rule 25-14.001. For those
21 wat ching on-line, a copy of the draft amendnents
22 and materials for today's workshop are on the
23 Conmm ssion's website under the rul e devel opnent
24 t ab.
25 Today's workshop will be structured as
premierreporting.net
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follows: First, we are going to take appearances.
Then we wll -- staff will give a fornal
presentation on the history, current inpact of and
suggested anmendnents to the parent debt rule.
Certai n stakehol ders have requested to give fornal
presentations as well, and those w il take place
after staff's.

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

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

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

M5. CUELLO  Good norning. Stephanie Cuello

on behal f of Duke Energy.
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1 M5. CLIVIER Good norning. Marcia Aivier on
2 behal f of Duke Energy.

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

5 Gas.

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

7 Ausley McMullen law firm for Tanpa El ectric,

8 Peopl es Gas and Sunshine Water.

9 MR. DEASON:. Jared Deason on behal f of

10 Ameri can Water Wbrks Corporation.

11 MR. MARSHALL: Good norning. Bradley Marshall
12 and Jordan Luebkemann on behalf of Florida R sing.

13 MR. REHW NKEL: Good norning, Charles

14 Rehwi nkel with the Ofice of Public Counsel on

15 behal f of the custoners of the investor-owned

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

18 MR, BLOOM And Susan Sapozni koff, Zachary

19 Bl oom and Mark Cicchetti on behalf of staff.

20 CHAI RMAN SM TH:  Thank you.

21 | s there anyone el se in attendance that woul d
22 like to introduce thensel ves and then present?

23 Ckay. Al right, seeing none.

24 W are going to nove to the formal

25 presentations. W will start wth staff's
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1 presentation, which will be given by Mrk

2 G cchetti.

3 M. Cicchetti, you are -- you nmay begin

4 whenever you are ready.

5 MR ClI CCHETTI: Good norning, Madam Chair and
6 Conmm ssioners, Rule 24-14.004, the Effect of Parent
7 Debt on Federal Corporate |Incone Taxes adjusts a

8 utility's incone tax expense based on debt at the

9 parent conpany | evel.

10 The rule is a variant of double | everage, and
11 I will explain nore what double | everage is as we
12 get into the presentation. But double |everage has
13 | argely di sappeared fromregul atory practice. It
14 was a big issue back in the '70s and the '80s, but
15 regul ation both at the federal and state | evel has
16 noved to the stand-al one net hodol ogy of setting

17 utility rates. And I will explain what stand-al one
18 Is also as we nove on.

19 But first, this slide is the rule as it

20 currently exists, and | only point it out here

21 because | want to direct your attention to a couple
22 of sections of the rule.

23 In the second paragraph, under one, the second
24 part of that sentence is: The inconme tax effect of
25 the parent's debt invested in the equity of the
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subsi diary shall reduce the incone tax expense of
the utility. And | just want to keep that in m nd
when we tal k about stand-al one regul ati on.

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

So what is the stand-al one approach to setting
utility rates? Well, it's basically to target just
the revenues and expenses associated with the
regulated utility. And the principle is to avoid
the utility either subsidizing nonregul at ed
i nvest nent or bei ng subsidi zed by nonregul at ed
I nvest nent .

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

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

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

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

conpar abl e conpanies of simlar risk. And so the
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1 cost is based on the risk that the capital is

2 exposed to, not where the source of the funds cane
3 from

4 For exanple, if you took out a second nortgage
5 or a first nortgage in order to invest in this

6 utility, would you want soneone saying, well, you
7 can't deduct that incone tax expense or interest

8 expense on your federal tax return because we are
9 going to give that to the utility. So we woul dn't
10 consi der taking the incone tax benefit of the

11 i nterest expense for the utility and giving it to
12 the parent conpany. But the sane logic prevails,
13 we shoul dn't take the parent conpany's tax benefit
14 and give it to the regulated utility. So even if
15 they were the sane in every instance with the

16 parent debt adjustnent, we would set different

17 rates.

18 So let's tal k about what exactly doubl e

19 | everage is. The double | everage approach traces
20 the operating utility's equity capital to its

21 ultimate source, the parent's debt and equity. And
22 t hi s approach has several variants, including the
23 parent debt adjustnent.

24 Now, | am quoting here froma book by Roger
25 Moore, Modern Regul atory Finance, and there is a

premierreporting.net
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1 nodi fi ed doubl e | everage approach. And what the

2 nodi fi ed doubl e | everage approach says is: One

3 refinenent to the double | everage nethod is to

4 recogni ze that the parent's wei ghted cost of

5 capital should only be inputed to the portion of

6 equity actually contributed by the parent. The

7 subsidiary's retai ned earnings should be renoved

8 fromthe double | everage inputation since none of

9 the subsidiary's retained earnings are traceable to
10 the capital raised by the parent.

11 So if we go back to the first slide with the
12 rule, and in section four there, the rule says the
13 results shall be multiplied by the equity dollars
14 of the subsidiary excluding its retai ned earnings.
15 So when we are | ooking at the parent debt

16 adj ustnent, we are |ooking to the debt at the

17 parent |evel and capital structure of the utility.
18 And so it's a version of the double |everage

19 approach. And the required return on equity, as |
20 said, is a function of the risk that the assets are
21 exposed to and not just the sources of the capital.
22 So the history of the rule is such that prior
23 to the rule, the Comm ssion typically relied on the
24 stand-al one nmethod. And in Ctizens/Hawkins, the
25 Suprene Court first addressed the stand-al one
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nmet hod versus the doubl e | everage nethod, and the
only testinony filed in the case was filed in
support of the double |everage nethodol ogy. And so
the court ruled that the Conm ssion had
jurisdiction and the only evidence was supporting
the doubl e | everage adjustnent. There was no
ruling on the nerits of the parent debt adjustnent
or double | everage, just that the Comm ssion had
jurisdiction and that was the evidence in the
record.

Al so, the rule was chall enged i n General
Tel ephone Conpany of Florida versus the Florida
Public Service Comm ssion and, again, it was a
simlar situation. So there are no court rulings
that have weighed in -- Florida Suprene Court
rulings that have weighed in on the nerits of the
adj ustnent, just that the Comm ssion has the
di scretion to nake that adjustnent.

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

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

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

3 allowed return, and this is not good fromthe

4 Conmm ssion's perspective froman invest nent

5 st andpoi nt, because it's a situation where the

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

9 So also consider that in a rate case, the

10 utility's capital structure is before the

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

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

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

19 financial theory that the return should be a

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

22 So in the long run, having utilities

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

25 return. Because think about it, if you could just

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

So finally, the provisions that we are -- the
anmendnents that we are recomendi ng cal cul ate the
i ncome tax expense as we nornmally would for a
conpany that has individual shareholders. And that
woul d be doing the incone tax expense on a
st and- al one basis, and we would just no | onger nake
the parent debt adjustnent.

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

And that concludes ny presentation.

CHAIRMAN SMTH: Al right. Thank you M.
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Cicchetti.

Do any of the stakehol ders have any coments
regarding staff's presentation?

Ckay. So now we are going to nove to
st akehol der presentations. W wll start with OPC

So, M. Rehw nkel, you are recogni zed whenever
you are ready.

MR, REHW NKEL: Thank you, Madam Chai r man.
And | may enmesh sonme comrents in ny coments here
about staff presentation here today.

| am Charl es Rehwi nkel. | am here on behal f
of the Ofice of Public Counsel representing the
rat epayers of Florida's investor-owned electric,
gas and water utilities.

Conmmi ssioners, this is usually the place where
I woul d thank you for the opportunity to make these
remarks. However, if you saw our comments that we
filed | ast week, the essence and the tone of our
remarks, we don't really appreciate having to
appear here at all. And once again, fight off and
keep a bedrock battle-tested nearly half-century
old affiliate transaction protection that has saved
custoners hundreds of mllions of dollars since at
| east the |ate 1970s.

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

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

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

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

voted them down. Now, staff has said, that wasn't
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1 voted down. It was deferred. That -- we wll take
2 anot her 33-year deferral if that's what it takes.

3 To us, 33-year deferral neans rejected.

4 The second repeal effort in 1990, sone

5 utilities took a run at the rule by claimng that
6 It was a potential normalization violation arising
7 out of a proposed treasury regulation that was

8 di rected at cracking down on consolidated tax

9 return adjustnents in other states, not Florida.

10 The Public Counsel, your |egal director, your
11 director of tax, went to Washi ngton. W defended
12 the PDA in testinony before the Treasury

13 Departnent. The OPC and the Conm ssion tax

14 director later also testified before Congress

15 supporting this rule.

16 The upshot, Treasury w thdrew the proposed

17 regul ati on for other reasons, and also indicated to
18 us in that original testinony session that the PDA
19 was not a consolidated tax savings and was not a
20 normal i zation violation. They were actually quite
21 baffled at why this Florida rule was even tangl ed
22 up in that regul ati on process.

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

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

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

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

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

doubl e | everage, as you have heard today.
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As we pointed out many tines in this process,
this is an affiliate transaction adjustnent where
t he doubl e | everage adjustnent -- while the double
| everage adjustnent is a bal ance sheet adjust nent
that is directed at the capital structure and it
affects the WACC, the PDA rul e does not address
ei ther one of these things. | comend to you our
previ ous coments on the double | everage red
herring, if you will.

| want to provide a note about staff's
assertion that this adjustnent does not allow the
regul ated subsidiary to earn a rate of return that
you authorize. | think thisis wong. It's a
m sdirection fromthe facts and the history of this
rule, and why it cane to be in place.

This is really an affiliate transaction, and
the Commi ssion is maki ng an adjustnment to correct
an excessive cost on the books of the regul ated
utility based on an affiliate relationship. There
IS no their when it cones to the costs that are
booked on the regulated utility's books. A
regul ated subsidiary has affiliate costs in their
bal ance sheet and on their incone statenent from
the parent and service conpany's incentive

conpensation to capitalize allocations of A and G
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1 These costs are booked and becone the regul at ed

2 subsidiary's costs. But disall owances or

3 adj ustnents to those costs don't nean that they

4 can't earn their rate of return. You are

5 exerci sing organi c fundanental ratemaking oversi ght
6 when you make disal | owances based on i nprudent

7 affiliate costs.

8 So | think that's a total red herring to

9 suggest that this rule, and any other affiliate

10 transaction adjustnment that the Commi ssion woul d
11 make, is a denial of the utility's ability to earn
12 the rate of return that you have authorized themto
13 earn.

14 The notion that the Conmm ssion cannot nake an
15 adj ustnent on the reqgul ated books because the

16 di sal l omance will not allow themto recover their
17 costs, or their true costs -- however M. Cicchetti
18 phrased it -- is absurd, in our opinion.

19 Furthernore, the superficial notion about

20 earning a fair rate of return would bar the

21 Commi ssion from ever adjusting an excessive

22 allocation froman affiliate, or a charge from an
23 affiliate for correcting a transfer of an asset to
24 an affiliate at an inprudently | ow cost.

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

i nprudent cost charged froman affiliate, or

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

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

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

The Comm ssion required this fee to be paid by
the affiliate, but the effect in reality was to
I npute the revenue for earnings surveillance and
r at emaki ng purposes on the regul at ed books.

The PDA adjustnent, as | call the parent debt
adjustnent, is no different. 1In United, the Court
recogni zed the Commi ssion's authority to conpensate
custonmers for benefits they provided to the
affiliate, saying, in effect, the Comm ssion found
t hat substantial resources devel oped by | ocal
t el ephone exchange ratepayers shoul d not be
utilized wi thout conpensation by the |ong distance
service. That sane cite, but at 720.

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

To conclude, it seens |ike every tine that we
nmake a field goal, or made a field goal, the posts
were being noved while the ball was in the air.

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

successful field goals, we just want the posts

Premier Reporting

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



22

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

removed and the hostilities to cease. W ask you
to please put an end to this madness.

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

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

Thank you.

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

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

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

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

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

Si nce 2009, we have seen the return on equity

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

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

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

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

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

17 We woul d hope that this Comm ssion woul d be
18 | ooking to make rules and policies rein in the

19 hi ghest utility profits in the nation and make

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

22 mechani sm expansi on, for exanple, which only

23 prom sed to raise bills and rates to shift even

24 nore profits to the utilities.

25 We know from TECO s and Duke's responses to
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the staff data requests in this docket that the
effective repeal of this rule will only add to

revenue requirenments, that is higher rates and

hi gher bills.

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

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

woul d have -- should have the | owest RCE of the

Premier Reporting

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



26

1 i nvestor-owned electric utilities, and shoul d not
2 be having annual rate increases. |Instead, we see
3 the opposite, that they have, by far, the higher

4 ROE of the regul ated i nvestor-owned el ectric

5 utilities in the state.

6 We al so heard about the stand-al one approach
7 that we would posit that that's never been true,

8 that we can truly look at the regulated electric

9 utilities in isolation. W have always | ooked at
10 affiliate transactions. W have al ways | ooked at
11 what direction they are receiving fromtheir parent
12 conpany. However nmuch we would |ike, the

13 subsidiaries that are regulated by this conm ssion
14 are not islands. They are inpacts both direction.
15 So we ask you to say no, and to please keep
16 this consunmer protective rule in place, and all ow
17 rat epayers to deduct the interest on debt enbedded
18 in the equity infusion in the regul ated

19 subsidiaries fromtheir parent conpany. As shown
20 by OPC, this has been battle-tested for al nost 50
21 years now. There is no reason to change course to
22 shift even nore profits to shareholders at this

23 poi nt .

24 Thank you.

25 CHAI RMAN SM TH:  Thank you, M. Marshal l
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1 Okay. Next, Ms. divier from Duke.

2 M5. OLIVIER  Good norning. Good norning,

3 Conm ssi oners.

4 | have about seven points | would like to

5 read. So | amgoing to explain why the parent debt
6 adjustnent is no |onger appropriate, necessary or

7 consi stent with nodern ratenmaking principles. And
8 I will explain that no other state in the nation

9 possess such a rule, nor does the FERC have such a
10 requiremnent.

11 So point No. 1. The rule was adopted to

12 address concerns that no |longer exist in their

13 original form M research shows that the rule was
14 adopted in 1983, when there were different

15 corporate structures and limted access to detail ed
16 financial information regarding interconpany

17 fi nanci ng.

18 So in the 1980s, when the rule was adopt ed,

19 utility parents frequently issued debt directly to
20 fund subsidiary capital investnents, and proceeds
21 were frequently downstreaned to utilities through
22 equity contributions. So in other words, capital
23 was fungi bl e across corporate groups as utilities
24 of ten | acked i ndependent market access. This

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

3 Today, parent |level debt is typically issued
4 sol ely for hol ding conpany purposes, and utilities
5 i ssue their own debt debit and possess i ndependent
6 credit ratings. Today, utilities routinely enpl oy
7 bankruptcy renote provisions isolating utility

8 assets fromparent creditors. |If parent creditors
9 cannot access utility assets, it is illogical to
10 assune that parent debt is used to finance utility
11 equity.

12 Point No. 2. The rule is based on a

13 rebuttabl e presunption that parent investnents are
14 made in proportion to the parent's overall capital
15 structure. In practice, however, parent |evel debt
16 Is often used for nonregul ated or nonutility

17 pur poses. Subsidiaries frequently fund capital

18 expendi tures through retai ned earnings or utility
19 speci fic debt issuances, and hol di ng conpany

20 capital structures may not reflect the financing of
21 regul ated assets at all.

22 Point No. 3. The adjustnent distorts cost of
23 service results and conflicts with

24 Conmi ssi on- approved capital structure. The

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

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

Common approaches outside of Florida include
the stand-al one or separate corporate taxable
i ncone net hod, which independent -- incidentally,
is how we cal cul ate and report our incone taxes. |
was not able to find a state that has a rule that
resunes parent debt was invested in utility equity
that mandates a parent capital structure based tax
adj ustnent, or that has a nechanical formnula
conparable to Rule 25-14.004(4).

In accounting interpretation AlI93-5 in from
April 23rd, 1993, the FERC reaffirned that

jurisdictional rates nust reflect fully normalized
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1 i ncone taxes consistent with FAS 109, and tied tax

2 expense to the utility's recorded transactions, not
3 hypot heti cal financing at the parent |evel.

4 Point No. 5. Nothing in the rule's history

5 requires that the adjustnment remain mandatory into

6 perpetuity. Revising the rule would align the rule
7 wi th contenporary regul atory practices, enphasizing
8 evi dence- based determ nations rather than

9 i rrebuttabl e nmechani cal adjustnents. The

10 Commi ssion retains anple discretion to address

11 legitimte tax and capital structure issues on a

12 case specific basis without a rigid rul e-based

13 mandat e.

14 No. 6. W will argue in our next rate case

15 that, as we did in direct testinony in our 2024

16 rate case, that the parent debt tax adjustnent does
17 not apply to Duke. So Duke Energy Florida's parent
18 hasn't invested equity into Duke Energy Florida

19 since 2009, and those bonds matured in 2014 and

20 2019. So Duke Energy Florida has been funding its

21 own operations with retai ned earni ngs and debt

22 I ssuances recorded on our books and records.

23 No. 7. Just a side point, incidentally,

24 excl uding retained earnings fromthe fornul a

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

When retai ned earni ngs are excluded, while
di vidend distributions persist, conmon equity can
be driven to zero or negative val ues, and the debt
rati o can approach or exceed 100 percent. This
outcone is a fornmulaic artifact, not an economc
reality, because a parent conpany w th sustained
negative econom c equity could not continue to
access capital markets. Excluding retained
ear ni ngs produces mat hematically unstable and
unrealistic results that were not contenpl ated when
the rule was adopted. And we actually denonstrated
that in our mninmnumfiling requirenents in our |ast
rate case.

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

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

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

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

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

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

Thank you.

CHAI RMAN SM TH:  Thank you.

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

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

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

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

M. Wight, you are first.

MR. WRI GHT: Thank you, Madam Chair.

The purple of stand-al one nethodology is to
mat ch the regulatory treatnent of a tax benefit
with the regulatory treatnent of the underlying
expense itemthat gives rise to that benefit,
thereby, treating an expense and its resulting tax
destruction in a consistent manner.

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

and tax attributes are considered for ratenmaking
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pur poses, consistent with how ot her cost of service
conponents are established in base rate
pr oceedi ngs.

CHAI RMAN SM TH:  Thank you.

Ms. Cuell o.
M5. CUELLO Good norning. | will keep this
brief just so we are not nmuddying -- taking up a

|l ot of tinme, but we would agree with FPL's
definition of that.

CHAI RMAN SM TH:  Thank you.

Ms. Keati ng.

MS. KEATING FPUC and FCG woul d, |1 kew se,
agr ee.

CHAI RMAN SM TH:  Thank you.

And, M. Wahlen, | think when you are -- you
have different responses for the different
organi zations that you are representing.

MR, WAHLEN. Well, | was just going to say in
general that this is a very esoteric topic, and we
cane today to learn nore than talk and |isten, and
didn't really cone prepared with prepared answers
for these things, but we don't have anything to add
beyond what FPL and staff provided in their
presentation. And you may hear that from ne again

as we go down the list.
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1 MR, DEASON. Anmerican Water woul d agree with
2 FPL and staff's interpretation of the stand-al one
3 appr oach.

4 CHAIRMAN SM TH: M. Marshall.

5 MR, MARSHALL: | don't think we have anythi ng
6 to add to the technical definition, but I think we
7 wi || have sonething to add about the facts of how
8 it's applied in the next question.

9 Thank you.

10 CHAI RMVAN SM TH.  Sure.

11 M . Rehw nkel .

12 MR REHW NKEL: | don't really have anything
13 to add, but | do think it is a msdirection and a
14 nmyth that there is such a thing called stand-al one
15 approach to utility regul ation.

16 The Commi ssion has rul es about the deferred
17 taxes on interconpany profits. There is issues

18 where you have adjusted the gross profit enbedded
19 in rate base before, so | don't think that's

20 sonet hing that exists, so that's our position on
21 t hat .

22 CHAI RVAN SM TH: Ckay. Thank you.

23 And, again, | wll reiterate. Conm ssioners,
24 i f you have questions regarding -- a specific

25 question, junp in any tinme, and then when we get to
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1 the end, you will al so have another opportunity to
2 ask questi ons.

3 kay. Question No. 2: In what insurances

4 does the Florida Public Service Conm ssion rely on
5 t he stand-al one approach on setting utility rates?
6 MR, WRIGHT: To FPL's know edge, unless there
7 is arule otherwi se, such as the parent debt

8 adjustnent rule, the Comm ssion relies on the

9 st and- al one approach when establishing a utility's
10 revenue requirenments in base rate and ot her cost

11 recovery proceedi ngs.

12 CHAI RVAN SM TH:  Ms. Cuell o.

13 M5. CUELLO. That is Duke's understandi ng as
14 wel |, that the PSC uses the stand-al one approach in
15 rat emaki ng, wth the exception of the parent debt
16 adj ust nent .

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

19 CHAI RMAN SM TH: M. Whl en.

20 MR. WAHLEN:. Sane response. Thank you.

21 CHAI RMAN SM TH:  Thank you.

22 MR, DEASON. | would agree that the Comm ssion
23 uses the stand-al one approach other than the parent
24 debt adj ust nent.

25 CHAIRVAN SM TH: M. Marshal | .
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1 MR, MARSHALL: | think philosophically, the

2 Comm ssion tries to, as it should, |ook at the

3 regulated utility as a regulated utility, but that
4 regul ated utility has a lot of interactions wth

5 their parent utility, and those are, you know,

6 those are affiliate transactions, which are, of

7 course, are they relevant, that we go through, we
8 | ook at, we make sure that the ones that are being
9 charged are prudent.

10 And so subsidiaries are not islands, and, you
11 know, | would say that it's al so, when we have

12 | ooked at cost of service and return on equity, and
13 then putting aside the second parent debt

14 adj ustnent, we have | ooked at parent conpani es and
15 what they are directing their subsidiaries to do.
16 Those have al ways been relevant information in rate
17 cases. W have -- you know, | have personally

18 crossed witnesses on what the parent conpanies are
19 expecting of their subsidiaries, and why, you know,
20 howis it that beneficial to Florida ratepayers.

21 | don't think, in the world we live in with
22 the parent conpanies that we have, that we can

23 exactly isolate the subsidiaries in Florida, and
24 sort of put blinders on as to what the parent

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

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

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

Thank you.

CHAI RMAN SM TH:  Thank you.

M. Rehw nkel .

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

everything M. Marshall said is very on point, and
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| believe that it's alnost inpossible to say that
t he Conm ssion does rely on the stand-al one
approach when setting rates.

| mean, you take Duke. The vast mgjority of
t he enpl oyees that you m ght see before the
Conmm ssion belong to sonmething called DEBS, the
Duke Energy Busi nesses. They have a service
conpany that is intertwined with the regul ated
entity that you regul ate.

So I don't think you can parse it out. |
don't think you can separate it. | don't really
t hi nk the stand-al one approach applies, except
maybe in sone very small water, nom and pop water
conpani es.

CHAI RMAN SM TH:  Ckay. Question three: Are
there any instances where the FPSC does not rely on
the stand-al one? W already touched on that, but
does --

MR, WRI GHT: Yeah, our response would be the
same for No. 2.

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

M5. KEATING Sane as far as | know.

MR. WAHLEN: Sane as ny previous response.

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

MR MARSHALL: | wll go with sane as ny
previ ous response. Thank you.

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

CHAI RMAN SM TH:  Thank you.

COW SSI ONER LA ROSA:  Questi on.

CHAI RMAN SM TH:  Yes, Conmm ssi oner La Rosa.

COMM SSI ONER LA ROSA:  Quick foll ow up, maybe
not necessarily to that point, but maybe to the
point in the previous question. And you brought
up, | thought, or you went down an alley that |
t hi nk maybe strikes a little bit of a cord.

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

debt, where maybe the parent debt isn't applicable?
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OPC, sorry. | amhappy to hear fromFlorida Rising
as well, because | think you guys are naybe
conjoined in the direction and the thoughts on
t his.

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

presunption el ement of the rule would cover that.

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

| think -- as | have said, | think the rul e,

would fine, and | think the rebuttable presunption
iIs a safety net that the utility industry and the
Conmm ssion are able to rely on.

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

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

i nvestor-owned utilities. And | realize this rule
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1 applies to all utilities subject to utilities

2 jurisdiction, but water utilities is just sonething
3 we, Florida Rising hasn't really | ooked at, so |

4 don't have a good answer you for.

5 COMM SSI ONER LA ROSA:  Thank you. And maybe a
6 little bit to ny point is | kind of feel like

7 soneti nes maybe they are left out, and obviously

8 still a substantial ratepayer and a substanti al

9 utility in our state.

10 Thank you, Madam Chair.

11 CHAI RMAN SM TH:  Thank you.

12 Yeah, and | wll just, before | nove to the
13 next question, just remnd y'all that if there are
14 foll owup questions fromthe, you know, that we

15 have fromthe bench, you can always put those in
16 t he postworkshop comments, it just gives you a

17 little bit nore tinme to think through things. So
18 there is still nore opportunity to work through

19 t his.

20 Okay. Question 4: Wat is double |everage?
21 It sounds |ike an exam | amputting you all on
22 the line, yeah, | amcold calling all of you.

23 M. Wight, you are up first.

24 MR, WRI GHT: Thanks, Madam Chair.

25 W agree with staff's description of double
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| everage. |It's a financial concept rather than a
requi red accounting treatnent. And the concept is
often raised in ratemaki ng di scussions to argue
that parent |evel financing should affect a
utility's allowed return on tax treatnent.

M5. CUELLO  Duke would al so agree with
staff's definition of double |everage. It's
essentially where the parent raises debt and
i nvests the noney and equity into a subsidiary.

M5. KEATING | couldn't personally explain it
nmysel f, but | agree with staff's interpretation as
wel | .

MR, WAHLEN: W agree with staff's definition.

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

MR, MARSHALL: | don't have anything to add to
the technical financial definition, but regarding
t he next question, we will have -- you know, how it
applies here, and we have thoughts that apply.

CHAI RVAN SM TH:  Sure.

MR. REHW NKEL: Yes. | think it's -- | don't
have a di sagreenment. | thought M. Wight said at
the end about tax treatnent, but it's a financial
principle that applies to capital structure and
capitalization, and the WACC, or the weighted

overall cost of capital. | don't think it applies
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to the parent debt adjustnent, so -- but | do agree
that it is a bal ance sheet issue.

CHAIRMAN SMTH: Al right. Question 5: How
does double | everage relate to the parent debt
adj ust nent .

MR WRIGHT: | hope |I listened correctly. |
am going to get this one right.

CHAI RMAN SM TH:  Sorry, you get to go first.

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

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

CHAI RMAN SM TH:  Thank you.

M5. CUELLO. The PDA rule applies if a parent
I ssues debt for the purpose of downstream ng that
noney to the subsidiary utility.

CHAI RMAN SM TH:  Ms. Keati ng.

M5. KEATING  Sane response as before.
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CHAI RMAN SM TH:  Thank you.

MR WAHLEN: And ne as well. Thank you.

MR. DEASON: | amgoing to stay away fromthe
technical definitions that we just heard. M,
speaking as -- and | amnot an attorney, by the
way, so | think I amthe only one down here that's
not an attorney. | just want to nmeke that
clarification. | amactually an econom st by
trade, and a cost of capital wtness for ny
conpany.

On a very high level, | consider this to be
ki nd of a backdoor approach to a doubl e | everage
adjustnent. It's not your textbook double |everage
adj ustnent that you typically see in other
jurisdictions that have tried this and now
conpletely rejected, where you are basically
changing a operating subsidiary's capital structure
to be nore inline with the parent's capital
structure irrespective of the risk that is being
taken by, and the exposure of risk by the equity of
t he operating subsidiary.

Essentially, instead of doing it that way, you
are just nmaking adjustnents on the incone tax. You
are basically running it through the incone taxes

i nstead of reflecting it on the capital structure
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in aregulatory rate proceeding. That's probably
the best way | can describe it.

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

M. Marshall.

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

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

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

CHAl RVAN SM TH: Ckay. M. Rehw nkel.

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

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

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

Thank you.

CHAI RMAN SM TH:  Conmi ssi oner Ot ega.

COW SSI ONER ORTEGA:  Yeah. Thank you. |
actually had a question for Duke, but that pronpted
anot her questi on.

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

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

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

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

COMM SSI ONER ORTEGA:  Yeah. And just a quick

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

M5. CLIVIER That's right.

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

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

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

have that nmuch debt in that cal culation. So we

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

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

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

MR. REHW NKEL: Yes. Thank you.

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

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

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

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

Thank you.

COMM SSI ONER ORTEGA:  Thank you.

CHAI RMAN SM TH:  Ckay. (ood.

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

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

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

Short answer from FPL's perspective is no. In
Ctizens versus Hawkins, | would direct your
attention to pages 259 and 260 of that order. The
Court concluded that each determ nati on nust be
based on specific independent findings supported by
substantial evidence.

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

In General Tel ephone versus Florida Public
Service Comm ssion, | would direct your attention

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

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

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

CHAI RVAN SM TH:  Thank you.

M5. CUELLO Duke will take the sanme position,
that we don't believe either one of these cases
precl udes the Conmi ssion fromanending the rule to
di sconti nue the use of the parent tax adjustnent.

M5. KEATING FPUC and FCG agree as wel .

MR. WAHLEN: | guess | am open to being

per suaded ot herwi se, but we tend to agree with FPL.
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1 MR, DEASON. In ny professional opinion, those
2 cases do not preclude the Comm ssion from changi ng
3 those rules if they deemthat appropriate.

4 CHAIRMAN SM TH: M. Marshall.

5 MR, MARSHALL: The two questions -- the two

6 cases were in different procedural postures, and

7 there was no rule at stake in G tizens V Hawki ns,
8 so | -- you know, certainly good support in that

9 case for the approach that the Comm ssion did take
10 in adopting the rule that it did, which, you know,
11 obvi ously the Court then upheld in CGeneral

12 Tel ephone Conpany V Florida Public Service

13 Comm ssion. There were a ot of well supported

14 findings that the Court agreed with as to why the
15 rule should be the way it is in that case.

16 Now, does that legally preclude as a bar from
17 this conm ssion attenpting to repeal that rule if
18 there is a well-devel oped record? | nean, | don't
19 think it procedurally bars the Conm ssion from

20 goi ng down that road, but | also don't think we

21 woul d be barred fromusing that case to argue why
22 the existing rule is well-founded and supported by
23 the | aw.

24 CHAI RMAN SM TH:  Thank you.

25 M. Rehw nkel .

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



54

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MR, REHW NKEL: Thank you.

| agree with M. Marshall, of course. But to
nme, the issue isn't can you do it, it's should you?
You know, what does the Comm ssion want its | egacy
to be? Do you want it to be that we went out of
our way to repeal a rule that keeps custoner rates
down?

| -- you know, the United Tel ephone case |
commend to you, because | think that is a third
case that strongly supports your authority. | have
heard in nmy 40 years practicing before this
conmm ssion that the Conm ssion has broad authority.
| think the Legislature asked you to exercise that
for the good of the public and in the public
interest. So we would urge you not to recede from
the rule and to rely on the Suprene Court's
wel | -reasoned support for this adjustnent.

Thank you.

CHAI RVAN SM TH:  Thank you.

Okay. Next question: Does the parent debt --
does the parent debt adjustnent increase or
decrease rates in the short-termor in the
| ong-ternf

MR WRIGHT: This question is not applicable

to FPL. FPL issues its own debt. |Its parent,
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1 Next Era Energy, does not issue debt to invest in

2 FPL.

3 M5. CUELLO. The PAA has the effect of

4 decreasing rates, and the inpact to DEF residential
5 custonmers is about a quarter per nonth.

6 M5. KEATING | think the effect is to reduce
7 rates, but the Comm ssion hasn't applied the parent
8 debt adjustnent, or hasn't required an adj ustnent

9 for FPUC or FCG in the past several cases.

10 MR. WAHLEN:. Peopl es and Tanpa El ectric both
11 explained the effect in their responsive data

12 request. It does reduce the revenue requirenent.
13 CHAI RVAN SM TH: M. Deason.

14 MR, DEASON: In ny professional opinion, in

15 this short run, it can lower rates, but in the |ong
16 run, | think it would increase rates through higher
17 cost overall cost of capital that would be pl aced
18 upon the utility.

19 CHAl RVAN SM TH: M. Marshall.

20 MR, MARSHALL: As we heard for the -- just

21 focusing on the investor-owned electric utilities
22 -- that the, you know, for Duke it is a -- it does
23 decrease rates. Although, it sounds |ike, you

24 know, whether the long-terminpact of that wll be
25 an issue in the next rate case as to the
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applicability of the rule.

For TECO it is a sizeably bigger inpact on
decreasi ng rates under the parent debt adjustnent
rul e, and based on -- | have it here sonewhere,
that it's over a dollar per thousand kil owatt hours
per nonth for the average residential custoner,
that adjustnment for TECO which is considerable.

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

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

And again, | would point to FPL as the one
that has gone to this comm ssion and been awarded
t he highest RCE of any regul ated investor-owned

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

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

Thank you.

CHAI RMAN SM TH: M. Rehwi nkel .

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

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

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

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

2 They were nuch nore concerned about PPAs and this
3 phantom equity issue that the Comm ssion finally

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

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

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

9 nmean the revenue requirenments of a utility.

10 Thank you.

11 CHAI RMAN SM TH:  Conmi ssi oner d arKk.

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

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

18 Duke and - -

19 COW SSI ONER CLARK:  That it will decrease

20 custonmer rates by adopting the rule?

21 MR, REHW NKEL: By keeping the rule the way it
22 is. |If you repeal the rule, it will cause rates

23 for certain utilities that can't neet the

24 rebuttabl e presunption, it should have upward

25 pressure on the revenue requirenent and on rates.
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COMM SSI ONER CLARK: By adopting the rul e?

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

COMM SSI ONER CLARK:  Ckay.

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

COMM SSI ONER CLARK: Florida Rising.

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

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

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

you know, we have heard argunents to the contrary
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as to what the long-terminpacts would be, and
that's what we just don't think there is any
evi dence for.

CHAIRVAN SMTH: And | just -- | nean, so you
just said a dollar per nonth thinking -- | just --
I think we got fromthose data requests, those
amounts from Duke, TECO and PGS are a little bit
| oner than that. Can you reconcile those nunbers?

MR, MARSHALL: Yeah. | amjust |ooking at the
| at est data why to TECO, request nunber two filed
April 2nd, 2026. It was estimated, based on the
| ast rate case, that the current rule reduced the
monthly bill for residential custoner on a thousand
kil owatt hour basis per nonth by $1.12. That's
where | got the over dollar inpact from you know,
presum ng that the inpact would be of simlar
magni t ude novi ng forward.

CHAI RMAN SM TH:  Ckay. And you don't -- and
for the other conpanies -- | guess | amj ust
| ooki ng. The other conpanies would be a little bit
| ess -- would be |l ess than a dollar, but --

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

CHAIRVAN SM TH. -- still, yeah.

MR, MARSHALL: Yes.

CHAI RMAN SM TH: Ckay. Conmi ssioners, other
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-- Comm ssi oner Otega.

COW SSI ONER ORTEGA:  Thank you.

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

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

CHAl RMAN SM TH:  Yeah, Comm ssi oner La Rosa.

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

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

think is just being referenced, and then it
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references three dockets. Can | just verify that
t hose nunbers are accurate? | heard Duke say a
gquarter, but, obviously, we talked a little bit
about TECO bei ng $1.12.

MR, ClI CCHETTI: Yeah, the anount on this page
cane fromthe responses.

COW SSI ONER LA ROSA:  Ckay. Al right. Just
maki ng sure that we are tal ki ng about the sane
thing, and I amat |east conparing to what | think
| am heari ng.

CHAIRMAN SM TH:  Sorry. And then nore of a
clarification. Those are the nunbers if the rule
I s anended, or those are the nunbers as current,
under the current rule?

MR, CI CCHETTI: Those are the anobunts of the
I mpact fromthe |ast rate case when the adjustnent
was - -

CHAl RVAN SM TH:  So we do have the information
-- because | think we would be curious to know what
the -- if the rule is anended, what the bill inpact
woul d be --

MR CI CCHETTI: Wwell --

CHAI RMAN SM TH:  -- under the anended rul e.

MR, CICCHETTI: Right. Under the anended

rule, the parent debt adjustnent woul dn't be made,
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and so these decreases woul d not happen.

CHAIRVAN SM TH: But as OPC alluding to, the
bills would go up. Do we know by how nuch? Do we
have even an estimte?

MR ClI CCHETTI: Yep, by this anount, based on
the [ast rate case.

CHAI RMAN SM TH:  Ckay. So under the anended
-- under the -- this proposed anended rule, that's
how nuch they would go up by?

MR Cl CCHETTI :  Yes.

CHAI RVAN SM TH:  Ckay.

MR, REHW NKEL: Madam Chairman, just --

CHAI RVAN SM TH: Let, yeah, Conmm ssioner C ark
and then we will go to you.

COW SSI ONER CLARK:  That was ny point, Madam
Chairman, is | ooking at the handout that we were
given. It appears this is under the proposed

anendnent that it is down. That was what | was

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

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

could just be put into the record so we can see it?
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CHAl RMAN SM TH:  For sure. W will ask staff,
they can -- you can put that in the record, right,
or into the postworkshop coments? | amgetting
head nods so --

MR, REHW NKEL: Thank you.

CHAl RVAN SM TH: Ckay. W are going to nove
to question 8. So question 8. \Wat are the
argunents for and agai nst the parent debt
adj ust nent ?

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

Argunent against, it continues to apply a
limted consolidated tax adjustnment, which is
entirely inconsistent with this conm ssion's
practice of, as well as many and nost
jurisdictions, of determning the utility's incone
tax expense on a stand-al one basis.

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

M5. CUELLO. Duke Energy has al ready presented

our position on the parent debt adjustnent through
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Ms. AQivier's coments, so if you have any ot her
guestions, | would be happy to answer those.

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

COW SSI ONER CLARK: M. Wahl en.

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

Thank you.

COW SSI ONER CLARK: M. Deason.

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

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

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

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

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

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

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

not comng here, at least for water conpanies, they
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are not comng here. You are not seeing that at
al | .

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

CHAI RMAN SM TH:  Thank you.

M. Marshall.

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

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

for TECO s custoners.
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Thank you.

CHAIRMAN SM TH: M. Rehw nkel .

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

Thank you.

CHAI RMAN SM TH:  Thank you.

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

MR. WRI GHT: Thank you, Madam Chair.

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

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

Thank you.

M5. CUELLO  Duke doesn't have any questions
or comments, but we would Iike to say that we
support staff's recomended anmendnents to this
rule, and just want to thank themfor all the work
they have put into this.

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

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

CHAI RMAN SM TH:  Yeah. Yeah. W wll have
post wor kshop comment s.

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

Thank you.

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

MR, MARSHALL: | just wanted to thank you for
heari ng our concerns on behalf of Florida Rising

today, and we | ook forward to the opportunity to --
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1 appreci ate the opportunity to present postworkshop
2 heari ng comments.

3 Thank you.

4 MR, REHW NKEL: Despite ny comrents at the

5 begi nni ng about not appreciating being here, |

6 woul d l'i ke to thank the Conm ssioners especially

7 for your interest in this process and the

8 questions. | have been doing this for 40 years,

9 and | always appreci ate when the Comm ssioners take
10 an interest in a matter and ask thoughtf ul

11 qguestions |like you have done today, and so | want
12 to thank you for that.

13 Thank you.

14 CHAI RMAN SM TH:  Thank you.

15 Al right. Comm ssioners, do y'all have any
16 addi ti onal questions or comments here?

17 Yeah, Commi ssioner La Rosa. Onh, it is? Ckay.
18 | amsorry. | always forget to | ook.

19 COMM SSI ONER LA ROCSA: | forget to press the
20 butt on.

21 CHAIRMAN SM TH: | nove ny head around.

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

24 Chair.

25 | guess this question is he for staff, and

premierreporting.net
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then | will nake a comment maybe dependi ng on ki nd
of what | hear.

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

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

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

COMM SSI ONER LA ROSA:  Has that always been
t he case?

MR. CICCHETTI: No, that has not al ways been
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the case. This issue has evolved over tine --

COW SSI ONER LA ROSA:  Ri ght.

MR. CICCHETTI: -- and as nore academ c
studi es were presented, and as the issue got
fl eshed out, Comm ssioners and FERC changed their
position on how this should be handl ed.

COMM SSI ONER LA ROSA: | guess where -- are we
late to the party? 1Is that a good answer -- or a
good question? Are we late to the party in the
sense that has there been a | ot of changes? Has
there been nore recent changes by other states? O
was it a while back, and we are just -- we have
just been pushing this off, as | think was spoken a
fewtines, that this is, you know, 40 plus years?

MR. CICCHETTI: | think staff has tried to
address this over tinme over the years. M
under st andi ng was recently lowa and M ssouri had a
doubl e | everage adjustnent, but they no | onger do
that, so | don't think there is anybody in the
country that's making that type of adjustnent, or
vari ant of the double | everage adjustnent. So |
think, you know, for lack of a better term we are
alittle late to the party.

COMWM SSI ONER LA ROSA: kay. And that's fair.

And | appreciate that insight, and kind of what's
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happeni ng around the country.

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

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

COW SSI ONER LA ROSA: |

CHAI RMAN SM TH:  Yeah. Yeah.

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

CHAI RMVAN SM TH:  No ti es.

COW SSI ONER LA ROSA:  Yeah, I'mjust kind of

winging it alittle bit, but
al ways do that.

So |l wll just say this.
to hearing the responses. |
conversation was robust. |
necessary. | think if anythi

pol i cy- maki ng process, |

| ooki ng at what you are doi ng,

chal | enges,
which is, you know, |
goal s here and necessities.

| guess what |

IS maybe a point to -- and |

think this is

t hi nk you shoul d al ways be

al ways | ooki ng at advanci ng our state,

bel i eve one of our

would love to see in the briefs

|l ove the informality.

| kind of feel |ike |

| am | ooki ng forward

do think that the

ng in the

al ways be | ooki ng at

primary

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

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

And | want to know, is there an opportunity to
advance our state? | heard sone good discussion, |
believe, fromthe water conpanies. | would |ove to
hear nore about that, and | am happy to give you a
chance to respond, and tell us what are those
hurdl es? Wiy would a custonmer benefit?

| think I have isol ated maybe wat er conpani es
certainly here today, and a few tines in recent
past agendas, because | am concerned about agi ng
infrastructure. | am concerned about custoners
that are ingesting an elenent, right, that we

regul ate, and | just want to nmake sure that we are
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doi ng everything that's possi bl e.

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

CHAIRVAN SM TH: M. Deason, if you want to
respond.

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

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

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

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

into great detail on the justifications for
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basically taking a 180 on a doubl e | everage
adjustnment. So | would encourage you to read that
order, especially in that docket.

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

COMM SSI ONER LA ROSA: Thank you.

CHAI RMAN SM TH:  Conmi ssi oner Otega.

MR. REHW NKEL: Madam Chai r man?

CHAI RMAN SM TH: Do you m nd.

COW SSI ONER ORTEGA:  Yeah.

CHAI RMAN SM TH: Ckay. Go ahead.

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

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

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

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

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

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

t hat Conmi ssioner La Rosa has asked us to address.

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

So we would like to have plenty of tine to research

sonme of the new | egal precedent that we've heard
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from other water conpanies around the state. W
woul d |i ke to have plenty of tine to be able to get
this --

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

MR, REHW NKEL: Thank you.

CHAIRVAN SM TH: -- as far as timng.

Commi ssi oner Ot ega.

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

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

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

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

CHAI RMAN SM TH:  Ckay. O her Comm ssioners?

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

| s anmending the current rule addressing an
actual pattern of over- or under-recovery of incone
taxes? Are we saying it's largely precautionary?

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

CHAI RVAN SM TH:  Ri ght.

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

determ ne i ncone tax expense. And then under the
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1 PDA rule, if there is a parent conpany and there is
2 any debt on the books, we reduce that incone tax

3 expense based on the calculation in the rule.

4 | take great exception to -- well, the reason
5 Is why do we do that? Well, under the rule is the
6 cost to the parent conpany is actually |ower, that
7 tax benefit, than should be, at the parent [evel,

8 shoul d be used to reduce the incone tax expense at
9 the regulated utility.

10 Way woul d we do that? The argunent that

11 Public Counsel is making is that having debt on the
12 parent's bal ance sheet is sone type of affiliate

13 transacti on abuse, and | strongly disagree with

14 t hat .

15 The ultimate assunption underlying both the

16 parent debt adjustnent and the double | everage

17 adjustnent is the debt at the parent |evel ought to
18 be at the subsidiary level, at the utility |evel.
19 Well, those argunents are issues in the case. Wat
20 shoul d the anobunt of debt be? Wat should the

21 equity ratio be? But both the double |everage and
22 the parent debt adjustnment go outside of the rate
23 setting the cost of service and then reduce the

24 I nconme tax expense for the utility based on the

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

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

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

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

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

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

3 MR, ClI CCHETTI: Yeah. For exanple, in Tanpa

4 Electric's |last rate case, the revenue inpact --

5 revenue requirenment inpact was $15 million. So

6 over four years, that's $60 nmillion dollars of

7 their cost of service that was reduced due to this
8 adj ust nent .

9 So, obviously, if they experience any cost

10 pressures, increased investnent, not having that

11 $60 million actually, you know, it's going to cause
12 themto cone in sooner rather than |ater.

13 Did it cause the rate case? WlIlIl, maybe not,
14 but obvi ously having $60 nmillion of their cost of
15 service reduced due to this adjustnent is not

16 setting their rates based on their cost of service.
17 CHAIRVAN SM TH: Did we ask that in data

18 request -- did staff ask that in data requests

19 during the rate case process about, you know, is

20 that, you know, part of the reason that they are

21 comng in at sort of at this tinme?

22 MR CICCHETTI: Wll, in the rate cases, there
23 a mnimumfiling requirenent where that, if it

24 applies, that calculation is nade --

25 CHAIRVAN SMTH: Right. W --
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MR CICCHETTI: =-- so then this situation is,
well, we have this rule, we have to nake that
adjustnent. And so, you know, there may be
di scovery about how the cal cul ati on was made, but
basically we have to apply the rule.

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

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

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

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

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

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

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

2 for data request is probably over for this,

3 correct?

4 M5. SAPQZNI KOFF: W can either send out

5 anot her data request, or just based on the

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

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

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

11 | nean, if that's -- if that's sonething that
12 the conpani es think that they can provide, but | am
13 trying to be, like, flexible here, but, you know,
14 we really need to -- we need this infornmation.

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

19 that -- yeah, | know Comm ssioner C ark wants that
20 i nformati on.

21 Ckay. | amgoing to pivot then, because M.
22 C cchetti, |I feel Iike you brought up -- | just

23 want to understand legally, | think you said

24 current -- our current rule, we are in violation of
25 the stand-al one principle in our rate cases, is
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1 t hat accurate?
2 MR Cl CCHETTI: Yes.
3 CHAIRMAN SMTH:  Could | get, like, a lega
4 opi nion on that? Because that sounds, to ne,
5 di cey.
6 M5. SAPQZNI KOFF:  Qur current rule is valid
7 and doesn't violate any |egal standard. It was
8 properly promulgated within the statutory authority
9 and range of discretion that the Comm ssion has.
10 Simlarly, if the Comm ssion was to consi der
11 sone sort of change, that's also within our
12 | egi slative authority and within your range of
13 di scretion. But there is nothing that requires any
14 change to this rule, repeal of the rule, or a
15 change in the policy that the Comm ssion has been
16 appl yi ng.
17 CHAl RVAN SM TH: Ckay. And final question
18 that, | guess, on that -- sort of related. |Is
19 there any requirenent that, any sort of
20 requi rement, any statutory change, anything that
21 woul d make us have to change the rule at this tine?
22 MS. SAPOZNI KOFF:  No.
23 CHAI RMAN SM TH:  Thank you.
24 | amsorry, | just took a lot of tine.
25 Conmm ssi oners, any other -- anything el se?
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kay. So now we have got -- and, again, |
woul d probably just reiterate to the stakehol ders
here, that kind of back and forth, the questions |
asked, feel free to address those in your
post wor kshop comment s.

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

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

As we've di scussed today, we do anticipate
havi ng stakeholders filing witten comments
following this workshop. W had initially
antici pated a deadline of doing that of My 6t h,
2026, which is two weeks fromtoday. That's our
standard practi ce.

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

If we could also clarify, do you just want

what it would have been in the | ast rate case, or
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1 the last two rate cases? O what sort of

2 conpari son do you want on that?

3 So everyone is permtted, and | guess nore

4 likely nowrequired to file cooments with the

5 i nformati on we have requested. Even if you didn't

6 attend, if you are watching this, if you did not

7 attend today and if you want to file witten

8 comments, you are permtted to do so.

9 In responding, if there is any particular rule
10 | anguage that any stakehol der woul d recomend ot her
11 t han what staff has recommended, we request that
12 you provide that in a type-and-strike format for us
13 to consider. And any postworkshop coments shoul d
14 be filed in this docket, which is 20240019- PU
15 Pursuant to Section 120.54(2)(a)2, Florida
16 Statutes, the Conmm ssion has until Septenber 30th,
17 2026, to decide whether or not it wants to propose
18 any anmendnents to this rule. This docket is
19 tentatively schedul ed for the August Agenda
20 Conf erence, which would give us tine before that
21 deadline to reconvene, if necessary. So in
22 deci di ng when you would want to extend the deadline
23 for postworkshop coments beyond May 6th, please
24 keep that in m nd.

25 Thank you.
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1 CHAI RMAN SM TH:  Thank you.
2 So | should go to M. Rehw nkel now. Do you
3 have a suggestion as to --
4 MR. REHW NKEL: Well, | have already had to
5 change travel plans to be here today. | have
6 travel plans in May to go to New York for famly
7 reasons. | don't know what the rush is.
8 Certainly, we've played ball every tine this has
9 come up, and we will again.
10 | would ask that comments be due sonetine in
11 June. | nean, we just got a rate case filed
12 Monday. W are under pressure in our office. So
13 if you truly want to hear us address this very
14 i nformati ve wor kshop wi th postworkshop coments, we
15 will need nore tine than early My.
16 M5. SAPQZNI KOFF:  Wbul d June 1st be
17 acceptable? And again, just after we get --
18 MR. REHW NKEL: It would be better.
19 M5. SAPQZNI KOFF: -- staff is going to need
20 time to consider themand then get the
21 recommendation in time for the Agenda Conference.
22 CHAIRVAN SM TH: Could we split that and do
23 m d- June? That can give --
24 MR. REHW NKEL: That would be --
25 CHAIRMAN SMTH:  -- | nean, | amjust trying
premierreporting.net
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1 to think maybe of a --
2 MR. REHW NKEL: Thank you. That would be -- |
3 mean, sonething |like that would be hel pful. And
4 again, | think we have established that there is no
5 clock running on this thing, | don't think, is
6 t here?
7 M5. SAPQZNI KOFF: Yes, there is. W need to
8 propose or not propose any anendnent by Septenber
9 30th. That's why it's going to the August Agenda
10 Conference. There were statutory changes to 120.54
11 | ast session.
12 MR, REHW NKEL: But there would be a Septenber
13 Agenda option?
14 M5. SAPQZNI KOFF: Correct. Septenber 30th is
15 our deadline --
16 MR, REHW NKEL: Thank you.
17 M5. SAPQZNI KOFF: -- to file a notice of
18 proposed rule if there is going to be a change, or
19 to decide we are not going to change and then
20 wi thdraw -- or notify JAPC that we are not going
21 forward with rul e devel opnent.
22 CHAIRVAN SMTH: | amjust going to pause for
23 a second because | see our GCeneral Counsel | ooking
24 at potential cal endar --
25 M5. HARPER: | am | ooking at the cal endar.
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Qur rec would be due July 23rd.

CHAI RVAN SM TH:  Ckay.

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

reconmendat i on.

CHAIRVAN SM TH: Ckay. I'mtrying to be
accomodati ng here. | understand. | nean, |ike
you said, of course we want -- we want your

comments. W want as nuch as we can here to nmake
the right decision. Even giving one additional
week, so that's June 8th, is that a little bit --

M5. SAPOZNI KOFF: That's fine fromstaff.

MR. REHW NKEL: That woul d be appreci at ed,
Madam Chai r man.

CHAIRVAN SM TH: Yes. Yes. kay. Good. W
have consensus.

kay. So let's just say that those
post wor kshop comments, if we could have those
subm tted by June 8th, 2026.

Any other matters?

MR. WAHLEN:. | have a question --

CHAI RVAN SM TH:  Yes.

MR, WAHLEN: -- about the post-hearing
coments. Tanpa El ectric and Peopl es provi ded

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

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

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

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

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

was, say, 25 cents, that the rate inpact had it not
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been applied woul d have been an increase of 25
cents, or is there not a direct one-for-one
correlation? So not | ooking at prospective
cases --

MR. WAHLEN:  Ckay.

M5. SAPQZNI KOFF: -- just based on past cases,
what was the parent debt adjustnent that was nade,
and had that rule not be been in place that the
rule that staff has put the suggested anendnents to
of doi ng the stand-al one approach, what would the
average bill have been w thout applying a parent
debt adj ustnent?

And then | guess the question is, does the
Comm ssion want it just for the |last rate case, or
do you want sone nore historical data on that?

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

MR. WAHLEN:.  Ckay.

CHAI RVAN SM TH:  -- would be the nost --

MR, WAHLEN. All right. | just wanted to
under st and what the expectation was.

Thank you.

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

Anyt hing el se fromthe Conm ssion?
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kay. We have now reached the end of our
wor kshop. Does anybody el se have anything to add
before | officially -- all right, so on behalf of
t he Commi ssion, thank you all for your
participation today. This workshop is adjourned.

(Proceedi ngs concl uded.)
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 01                   P R O C E E D I N G S

 02            CHAIRMAN SMITH:  Okay.  Good morning,

 03       everyone.  Today is Wednesday, April 22nd, 2026.

 04       It is 9:32 a.m.  I will now convene this rule

 05       development workshop.

 06            Staff, will you please read the notice?

 07            MR. BLOOM:  By notice dated April 2nd, 2026,

 08       this time and place has been set for the Commission

 09       workshop on Docket No. 20240019-PU.  The purpose of

 10       this workshop is to gather more information on the

 11       potential amendments to Rule 25-14.004, Florida

 12       Administrative Code, which addresses calculating

 13       the income tax expense of a regulated utility and

 14       which currently requires using the income tax

 15       expense of debt its parent company has invested in

 16       it.

 17            CHAIRMAN SMITH:  Thank you, Mr. Bloom.

 18            Yeah, as Mr. Bloom stated, today's workshop we

 19       will be gathering stakeholder comments regarding

 20       potential amendments to Rule 25-14.001.  For those

 21       watching on-line, a copy of the draft amendments

 22       and materials for today's workshop are on the

 23       Commission's website under the rule development

 24       tab.

 25            Today's workshop will be structured as

�0004

 01       follows:  First, we are going to take appearances.

 02       Then we will -- staff will give a formal

 03       presentation on the history, current impact of and

 04       suggested amendments to the parent debt rule.

 05       Certain stakeholders have requested to give formal

 06       presentations as well, and those will take place

 07       after staff's.

 08            Next we will move to our third agenda item,

 09       Topics for Discussion.  During this portion of the

 10       workshop, each stakeholder will address the nine

 11       questions that were included as part of the agenda

 12       for this workshop.  After all stakeholders have

 13       made -- had an opportunity to respond to the

 14       Commission's questions, staff will outline the next

 15       steps in the rulemaking process.

 16            Does anyone have any questions before we get

 17       started?  Okay.  Seeing none, let's move to --

 18       let's take appearances.  We are going to start just

 19       like how we usually do, just down the line, so, Mr.

 20       Wright.

 21            MR. WRIGHT:  Good morning, Madam Chair and

 22       Commissioners.  Christopher Wright on behalf of

 23       Florida Power & Light.

 24            MS. CUELLO:  Good morning.  Stephanie Cuello

 25       on behalf of Duke Energy.
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 01            MS. OLIVIER:  Good morning.  Marcia Olivier on

 02       behalf of Duke Energy.

 03            MS. KEATING:  Good morning.  Beth Keating with

 04       the Gunster firm here for FPUC and Florida City

 05       Gas.

 06            MR. WAHLEN:  Good morning.  Jeff Wahlen,

 07       Ausley McMullen law firm, for Tampa Electric,

 08       Peoples Gas and Sunshine Water.

 09            MR. DEASON:  Jared Deason on behalf of

 10       American Water Works Corporation.

 11            MR. MARSHALL:  Good morning.  Bradley Marshall

 12       and Jordan Luebkemann on behalf of Florida Rising.

 13            MR. REHWINKEL:  Good morning, Charles

 14       Rehwinkel with the Office of Public Counsel on

 15       behalf of the customers of the investor-owned

 16       utilities.  Walt Trierweiler, the Public Counsel is

 17       also in the room.  Thank you.

 18            MR. BLOOM:  And Susan Sapoznikoff, Zachary

 19       Bloom and Mark Cicchetti on behalf of staff.

 20            CHAIRMAN SMITH:  Thank you.

 21            Is there anyone else in attendance that would

 22       like to introduce themselves and then present?

 23       Okay.  All right, seeing none.

 24            We are going to move to the formal

 25       presentations.  We will start with staff's
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 01       presentation, which will be given by Mark

 02       Cicchetti.

 03            Mr. Cicchetti, you are -- you may begin

 04       whenever you are ready.

 05            MR. CICCHETTI:  Good morning, Madam Chair and

 06       Commissioners, Rule 24-14.004, the Effect of Parent

 07       Debt on Federal Corporate Income Taxes adjusts a

 08       utility's income tax expense based on debt at the

 09       parent company level.

 10            The rule is a variant of double leverage, and

 11       I will explain more what double leverage is as we

 12       get into the presentation.  But double leverage has

 13       largely disappeared from regulatory practice.  It

 14       was a big issue back in the '70s and the '80s, but

 15       regulation both at the federal and state level has

 16       moved to the stand-alone methodology of setting

 17       utility rates.  And I will explain what stand-alone

 18       is also as we move on.

 19            But first, this slide is the rule as it

 20       currently exists, and I only point it out here

 21       because I want to direct your attention to a couple

 22       of sections of the rule.

 23            In the second paragraph, under one, the second

 24       part of that sentence is:  The income tax effect of

 25       the parent's debt invested in the equity of the
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 01       subsidiary shall reduce the income tax expense of

 02       the utility.  And I just want to keep that in mind

 03       when we talk about stand-alone regulation.

 04            The second thing I want to point out is in

 05       section four, the next to the last sentence says:

 06       This result shall be multiplied by the equity

 07       dollars of the subsidiary, excluding its retained

 08       earnings.  And I point that out because this is

 09       going to support why the double leve -- or why the

 10       parent debt adjustment is a variant of double

 11       leverage.

 12            So what is the stand-alone approach to setting

 13       utility rates?  Well, it's basically to target just

 14       the revenues and expenses associated with the

 15       regulated utility.  And the principle is to avoid

 16       the utility either subsidizing nonregulated

 17       investment or being subsidized by nonregulated

 18       investment.

 19            So think of two utilities that are exactly the

 20       same, the same revenues, expenses, the same cost of

 21       service, the same capital structure, the same risk

 22       and, therefore, the same required return, except

 23       one has individual shareholders and the other is

 24       owned by a parent company.

 25            Well, because of the parent debt rule, the
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 01       Commission would set the rates for those exactly

 02       the same utilities that have the exact cost of

 03       service differently.  And why is that?  Because we

 04       are -- the parent has debt on its balance sheet,

 05       the rule requires that that, through the

 06       calculation, reduce the income tax expense of the

 07       utility that has a parent company, which is

 08       discriminatory, for one thing, between individual

 09       shareholders and a parent held company.  But why --

 10       what's the basis of that adjustment?

 11            And the whole theory about behind double

 12       leverage was that the cost to the parent company

 13       having that debt and investing it into the utility

 14       is actually lower than the cost of just the

 15       utility's weighted average cost of capital.

 16            So in a classic double leverage investment,

 17       the weighted average cost of capital of the parent

 18       company would be used as the return on equity for

 19       the utility.  And once that got, you know, academic

 20       scrutiny, the fallacy of that was that the return

 21       on equity of the utility should be based on the

 22       risk that that capital is exposed to, and how the

 23       Commission sets rates is that allowed return on

 24       equity should be the same as allowed return for

 25       comparable companies of similar risk.  And so the
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 01       cost is based on the risk that the capital is

 02       exposed to, not where the source of the funds came

 03       from.

 04            For example, if you took out a second mortgage

 05       or a first mortgage in order to invest in this

 06       utility, would you want someone saying, well, you

 07       can't deduct that income tax expense or interest

 08       expense on your federal tax return because we are

 09       going to give that to the utility.  So we wouldn't

 10       consider taking the income tax benefit of the

 11       interest expense for the utility and giving it to

 12       the parent company.  But the same logic prevails,

 13       we shouldn't take the parent company's tax benefit

 14       and give it to the regulated utility.  So even if

 15       they were the same in every instance with the

 16       parent debt adjustment, we would set different

 17       rates.

 18            So let's talk about what exactly double

 19       leverage is.  The double leverage approach traces

 20       the operating utility's equity capital to its

 21       ultimate source, the parent's debt and equity.  And

 22       this approach has several variants, including the

 23       parent debt adjustment.

 24            Now, I am quoting here from a book by Roger

 25       Moore, Modern Regulatory Finance, and there is a
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 01       modified double leverage approach.  And what the

 02       modified double leverage approach says is:  One

 03       refinement to the double leverage method is to

 04       recognize that the parent's weighted cost of

 05       capital should only be imputed to the portion of

 06       equity actually contributed by the parent.  The

 07       subsidiary's retained earnings should be removed

 08       from the double leverage imputation since none of

 09       the subsidiary's retained earnings are traceable to

 10       the capital raised by the parent.

 11            So if we go back to the first slide with the

 12       rule, and in section four there, the rule says the

 13       results shall be multiplied by the equity dollars

 14       of the subsidiary excluding its retained earnings.

 15       So when we are looking at the parent debt

 16       adjustment, we are looking to the debt at the

 17       parent level and capital structure of the utility.

 18       And so it's a version of the double leverage

 19       approach.  And the required return on equity, as I

 20       said, is a function of the risk that the assets are

 21       exposed to and not just the sources of the capital.

 22            So the history of the rule is such that prior

 23       to the rule, the Commission typically relied on the

 24       stand-alone method.  And in Citizens/Hawkins, the

 25       Supreme Court first addressed the stand-alone
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 01       method versus the double leverage method, and the

 02       only testimony filed in the case was filed in

 03       support of the double leverage methodology.  And so

 04       the court ruled that the Commission had

 05       jurisdiction and the only evidence was supporting

 06       the double leverage adjustment.  There was no

 07       ruling on the merits of the parent debt adjustment

 08       or double leverage, just that the Commission had

 09       jurisdiction and that was the evidence in the

 10       record.

 11            Also, the rule was challenged in General

 12       Telephone Company of Florida versus the Florida

 13       Public Service Commission and, again, it was a

 14       similar situation.  So there are no court rulings

 15       that have weighed in -- Florida Supreme Court

 16       rulings that have weighed in on the merits of the

 17       adjustment, just that the Commission has the

 18       discretion to make that adjustment.

 19            And so what are the arguments against the

 20       parent debt adjustment?  Well, the utility will not

 21       recover its actual cost of service.  Think back to

 22       when we talked about two exact utilities.  One is

 23       going to have a higher revenue requirement than the

 24       other because the rule reaches out and takes debt

 25       at the parent level and uses it, that tax benefit,
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 01       to reduce the income tax expense of the utility.

 02            So, in essence, it's an adjustment to the

 03       allowed return, and this is not good from the

 04       Commission's perspective from an investment

 05       standpoint, because it's a situation where the

 06       Commission allows a return and then has a rule that

 07       says, well, we are going to limit your ability to

 08       earn that return.

 09            So also consider that in a rate case, the

 10       utility's capital structure is before the

 11       Commission.  The Commission looks that a utility

 12       has issued its own debt.  We have the percentages

 13       of debt and equity in the capital structure.  The

 14       Commission rules on those, and so we have a

 15       weighted average cost of capital for the regulated

 16       utility.  Why, then, do we reach back to the parent

 17       and then use that amount to reduce?  That violates

 18       the stand-alone amendment.  It violates the

 19       financial theory that the return should be a

 20       function of the risk that the capital is exposed to

 21       and not the source of the funds.

 22            So in the long run, having utilities

 23       under-recover their cost of service will lead to

 24       higher risk and, therefore, a higher required

 25       return.  Because think about it, if you could just
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 01       reduce their cost of service by one or two percent

 02       and there were no consequences, why stop at one or

 03       two percent?  Let's reduce them 20 percent, or

 04       40 percent.  No, when you don't allow the utility

 05       to recover its cost of service, it eventually will

 06       increase the risk of the utility and the overall

 07       cost of funds, and potentially their ability to

 08       attract capital if it's a large enough investment.

 09            So finally, the provisions that we are -- the

 10       amendments that we are recommending calculate the

 11       income tax expense as we normally would for a

 12       company that has individual shareholders.  And that

 13       would be doing the income tax expense on a

 14       stand-alone basis, and we would just no longer make

 15       the parent debt adjustment.

 16            So the rule, the final few slides here, are

 17       the changes that would need to be made to the rule

 18       so that it makes explicitly, you have the revenues

 19       minus expenses, so, therefore, you have your

 20       profit.  That profit is going to be taxed at the

 21       state and the corporate -- at the state and the

 22       federal level, and that's the cost of service that

 23       will be passed on to customers.

 24            And that concludes my presentation.

 25            CHAIRMAN SMITH:  All right.  Thank you Mr.
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 01       Cicchetti.

 02            Do any of the stakeholders have any comments

 03       regarding staff's presentation?

 04            Okay.  So now we are going to move to

 05       stakeholder presentations.  We will start with OPC.

 06            So, Mr. Rehwinkel, you are recognized whenever

 07       you are ready.

 08            MR. REHWINKEL:  Thank you, Madam Chairman.

 09       And I may emesh some comments in my comments here

 10       about staff presentation here today.

 11            I am Charles Rehwinkel.  I am here on behalf

 12       of the Office of Public Counsel representing the

 13       ratepayers of Florida's investor-owned electric,

 14       gas and water utilities.

 15            Commissioners, this is usually the place where

 16       I would thank you for the opportunity to make these

 17       remarks.  However, if you saw our comments that we

 18       filed last week, the essence and the tone of our

 19       remarks, we don't really appreciate having to

 20       appear here at all.  And once again, fight off and

 21       keep a bedrock battle-tested nearly half-century

 22       old affiliate transaction protection that has saved

 23       customers hundreds of millions of dollars since at

 24       least the late 1970s.

 25            The customers are, likewise, battle-tested,
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 01       but we are also battle-weary from continually

 02       fighting off this, what seems to us, to be an

 03       antagonistic repeal effort alongside base rate

 04       increases, excessive profits, ever creative clause

 05       increases, increase shareholder extractions on

 06       asset gains funded by customers, and extra revenue,

 07       even, that the company did not even ask for in

 08       their filings.  Increasingly to us, the headline

 09       is, heads, the shareholder wins, tails, the

 10       customer loses.

 11            I am not going to belabor and repeat the

 12       written remarks we filed last week.  I would

 13       commend them to you if you have not seen them.  We

 14       would have preferred to see that the staff

 15       generated effort brought to an agenda to be

 16       terminated, not workshopped.  To us, the workshop

 17       is a strong signal that the goalpost will be yet

 18       again moved, and the recent fourth, fifth or sixth

 19       iterations of tried to eliminate this consumer

 20       protection rule will not be the last.

 21            Let me briefly review the long struggle to

 22       raise customer bills in this repeal effort.

 23            No. 1, in 1988, your staff had proposed

 24       repeal, but that went nowhere.  The Commission

 25       voted them down.  Now, staff has said, that wasn't
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 01       voted down.  It was deferred.  That -- we will take

 02       another 33-year deferral if that's what it takes.

 03       To us, 33-year deferral means rejected.

 04            The second repeal effort in 1990, some

 05       utilities took a run at the rule by claiming that

 06       it was a potential normalization violation arising

 07       out of a proposed treasury regulation that was

 08       directed at cracking down on consolidated tax

 09       return adjustments in other states, not Florida.

 10            The Public Counsel, your legal director, your

 11       director of tax, went to Washington.  We defended

 12       the PDA in testimony before the Treasury

 13       Department.  The OPC and the Commission tax

 14       director later also testified before Congress

 15       supporting this rule.

 16            The upshot, Treasury withdrew the proposed

 17       regulation for other reasons, and also indicated to

 18       us in that original testimony session that the PDA

 19       was not a consolidated tax savings and was not a

 20       normalization violation.  They were actually quite

 21       baffled at why this Florida rule was even tangled

 22       up in that regulation process.

 23            No. 3, 33 years passed, as mentioned in our

 24       comments in 2023, the staff held a workshop and

 25       proposed repeal, and cited some so-called new
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 01       information.  We did some digging and discovered

 02       that the new information was neither new, it was

 03       public knowledge as far back as 1983

 04       contemporaneous with the public -- with the PDA

 05       rule's challenge in the courts, nor was that

 06       relevant to this rule.  And it was pushed by a

 07       treatise by a biased utility centric source.  That

 08       aspect of the effort was addressed in our September

 09       2023 comments, which we have attached to our

 10       comments from last week.

 11            Nos. 4 and 5; in 2024 in the midst of several

 12       parallel rate case proceedings, the repeal effort

 13       came to Agenda and was argued and deferred, and

 14       then argued and deferred again.  That was in March

 15       and July of 2024.  The transcripts of our remarks

 16       are found in this docket at documents 01222-2024,

 17       beginning at page three -- page four, and

 18       07705-2024 beginning at page three.  Concerns about

 19       rate impacts appear, to us, to cause those two

 20       deferrals that we are here today.

 21            In the sixth repeal effort, at weigh station

 22       six now.  Just like in August of 2023, we had

 23       another workshop.  New goalpost is on the move.

 24       Staff now says it's definitely something called

 25       double leverage, as you have heard today.
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 01            As we pointed out many times in this process,

 02       this is an affiliate transaction adjustment where

 03       the double leverage adjustment -- while the double

 04       leverage adjustment is a balance sheet adjustment

 05       that is directed at the capital structure and it

 06       affects the WACC, the PDA rule does not address

 07       either one of these things.  I commend to you our

 08       previous comments on the double leverage red

 09       herring, if you will.

 10            I want to provide a note about staff's

 11       assertion that this adjustment does not allow the

 12       regulated subsidiary to earn a rate of return that

 13       you authorize.  I think this is wrong.  It's a

 14       misdirection from the facts and the history of this

 15       rule, and why it came to be in place.

 16            This is really an affiliate transaction, and

 17       the Commission is making an adjustment to correct

 18       an excessive cost on the books of the regulated

 19       utility based on an affiliate relationship.  There

 20       is no their when it comes to the costs that are

 21       booked on the regulated utility's books.  A

 22       regulated subsidiary has affiliate costs in their

 23       balance sheet and on their income statement from

 24       the parent and service company's incentive

 25       compensation to capitalize allocations of A and G.
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 01       These costs are booked and become the regulated

 02       subsidiary's costs.  But disallowances or

 03       adjustments to those costs don't mean that they

 04       can't earn their rate of return.  You are

 05       exercising organic fundamental ratemaking oversight

 06       when you make disallowances based on imprudent

 07       affiliate costs.

 08            So I think that's a total red herring to

 09       suggest that this rule, and any other affiliate

 10       transaction adjustment that the Commission would

 11       make, is a denial of the utility's ability to earn

 12       the rate of return that you have authorized them to

 13       earn.

 14            The notion that the Commission cannot make an

 15       adjustment on the regulated books because the

 16       disallowance will not allow them to recover their

 17       costs, or their true costs -- however Mr. Cicchetti

 18       phrased it -- is absurd, in our opinion.

 19            Furthermore, the superficial notion about

 20       earning a fair rate of return would bar the

 21       Commission from ever adjusting an excessive

 22       allocation from an affiliate, or a charge from an

 23       affiliate for correcting a transfer of an asset to

 24       an affiliate at an imprudently low cost.

 25            The tax deductible interest on the debt that
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 01       is invested in the subsidiary creates an unfair

 02       benefit to shareholders when the customers pay a

 03       grossed-up equity return on it.  The Commission

 04       decided many decades ago to address this unfair

 05       affiliate transaction by imputing the tax benefit

 06       received by the parent, and, in some cases, the

 07       grandparent, to the benefit of the customers.  This

 08       is no different from adjusting an excessive or

 09       imprudent cost charged from an affiliate, or

 10       imputing unrecognized or underpaid revenue

 11       attributable to an asset or a benefit provided by

 12       the subsidiary and paid for by customers through

 13       that parent or affiliate.

 14            The Florida Supreme Court recent -- not

 15       recently, upheld the Commission's authority to do

 16       just this, by approving the Public Service

 17       Commission's imposition and, thus, imputation on

 18       the regulated company's books of a royalty payment

 19       by a PSC certificated affiliate of United Telephone

 20       Company to compensate it and the customers for the

 21       startup long distance affiliate's uncompensated use

 22       of name, image, likeness, good will and avoided

 23       training costs provided to them by the monopoly

 24       phone company's ubiquitous name and logo.  And

 25       that's United Telephone Company Long Distance,
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 01       Inc., V Nichols, 546 So.2d 717, Florida 1989.

 02            The Commission required this fee to be paid by

 03       the affiliate, but the effect in reality was to

 04       impute the revenue for earnings surveillance and

 05       ratemaking purposes on the regulated books.

 06            The PDA adjustment, as I call the parent debt

 07       adjustment, is no different.  In United, the Court

 08       recognized the Commission's authority to compensate

 09       customers for benefits they provided to the

 10       affiliate, saying, in effect, the Commission found

 11       that substantial resources developed by local

 12       telephone exchange ratepayers should not be

 13       utilized without compensation by the long distance

 14       service.  That same cite, but at 720.

 15            These well-settled principles of consumer

 16       protection against affiliate transaction abuse, or

 17       the potential for abuse, found in the PDA and found

 18       in the royalty case should be preserved and not

 19       abandoned here.

 20            To conclude, it seems like every time that we

 21       make a field goal, or made a field goal, the posts

 22       were being moved while the ball was in the air.

 23       The crew is out there yet again, once again poised

 24       to move the post.  After these many decades of

 25       successful field goals, we just want the posts
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 01       removed and the hostilities to cease.  We ask you

 02       to please put an end to this madness.

 03            I would note that if there is any talk about

 04       Florida being the only state to make this PDA

 05       adjustment, and that there is some sort of national

 06       standard, we would ask you convene a workshop, or

 07       expand this one, to combine discussions about why

 08       Florida is the only state awarding outlandish ROEs

 09       that are 75, 100 or more basis points above those

 10       awarded in most, if not all of the other 47 in the

 11       lower 48.  That might be a fair apples to apples

 12       exercise.

 13            We affirm and incorporate by reference our

 14       written comments from last week, and the comments

 15       we filed on September 26th, 2023, and the remarks

 16       made on March 5th, '24 and July 9, '24.  I am happy

 17       to against any questions in the session that

 18       follows later, but I urge you to reject this effort

 19       to, yet again, repeal the parent debt rule.  There

 20       is nothing new.  You are squarely within your

 21       rights and your obligation to protect customers

 22       against affiliate abuses, and that's all this rule

 23       is.

 24            Thank you.

 25            CHAIRMAN SMITH:  Thank you, Mr. Rehwinkel.
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 01            Next we will move to Florida Rising.

 02       Mr. Marshall.

 03            MR. MARSHALL:  Thank you, Commissioners, for

 04       the opportunity to address you today.  My name is

 05       Bradley Marshall.  I am here on behalf of Florida

 06       Rising.

 07            Commissioners, we fully degree with the points

 08       that the Office of Public Counsel has raised

 09       regarding why the effective repeal of the parent

 10       debt adjustment rule is a bad idea and will not

 11       repeat them in-depth.

 12            Suffice it to say, we are in an extended

 13       period of affordability crisis in the state with

 14       residential investor-owned utility electric bills

 15       from.  From 2013, the average residential

 16       investor-owned utility electric bill in this state

 17       has gone from just above $120 per month to over

 18       $162 for FPL in 2025, to over $185 for Duke in

 19       2025, and over $193 for TECO in 2025.

 20            There were multiple months in 2025 where TECO

 21       residential customers had the highest or second

 22       highest electric bill in the nation for any

 23       electric utility with more than 100,000 customers.

 24            Since 2009, we have seen the return on equity

 25       per customer increase from a little over $212 per
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 01       customer for TECO to over $581 per year.  For Duke,

 02       about $166 per customer to over $457.  And for FPL,

 03       from $167 to over $678.

 04            The residential bills for the IOUs have long

 05       exceeded that of the munis and national averages,

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

 07       the IOUs has exceeded that of the munis.  And now

 08       the IOU residential bills and all-in kilowatt hour

 09       rates also exceed that of the rural cooperatives of

 10       this state, which were originally set up to serve

 11       the hardest and most expensive to serve areas.

 12            Recent reporting shows that Florida is number

 13       two in the nation disconnections, with millions of

 14       Floridians being disconnected for being unable to

 15       afford their electric bills every year.  This is a

 16       crisis.

 17            We would hope that this Commission would be

 18       looking to make rules and policies rein in the

 19       highest utility profits in the nation and make

 20       electricity more affordable in the state.  Instead,

 21       we see this, along with the asset optimization

 22       mechanism expansion, for example, which only

 23       promised to raise bills and rates to shift even

 24       more profits to the utilities.

 25            We know from TECO's and Duke's responses to
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 01       the staff data requests in this docket that the

 02       effective repeal of this rule will only add to

 03       revenue requirements, that is higher rates and

 04       higher bills.

 05            We heard during staff's presentation that this

 06       rule effectively discriminates against parent

 07       companies, and ensures that they can't earn a fair

 08       return in Florida.  If that was true, we wouldn't

 09       see from these parent companies on their investor

 10       calls bragging about how much they are able to

 11       invest in this state, and how much they are able to

 12       make on their returns here.  This is where they go

 13       to invest and make returns.  I would posit that

 14       it's kind of -- would be an absurd argument to say

 15       that Florida is the state where the investor-owned

 16       utilities aren't able to make a fair return on

 17       their investments.

 18            We also heard that the -- that this rule is

 19       leading to -- is one of the reasons that we might

 20       be seeing higher returns on equity in this state,

 21       and that we might be seeing more frequent rate

 22       increases.  If that was true, then I would also say

 23       that FPL, which hasn't seen any revenue

 24       requirements increase as a result of this rule,

 25       would have -- should have the lowest ROE of the
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 01       investor-owned electric utilities, and should not

 02       be having annual rate increases.  Instead, we see

 03       the opposite, that they have, by far, the higher

 04       ROE of the regulated investor-owned electric

 05       utilities in the state.

 06            We also heard about the stand-alone approach

 07       that we would posit that that's never been true,

 08       that we can truly look at the regulated electric

 09       utilities in isolation.  We have always looked at

 10       affiliate transactions.  We have always looked at

 11       what direction they are receiving from their parent

 12       company.  However much we would like, the

 13       subsidiaries that are regulated by this commission

 14       are not islands.  They are impacts both direction.

 15            So we ask you to say no, and to please keep

 16       this consumer protective rule in place, and allow

 17       ratepayers to deduct the interest on debt embedded

 18       in the equity infusion in the regulated

 19       subsidiaries from their parent company.  As shown

 20       by OPC, this has been battle-tested for almost 50

 21       years now.  There is no reason to change course to

 22       shift even more profits to shareholders at this

 23       point.

 24            Thank you.

 25            CHAIRMAN SMITH:  Thank you, Mr. Marshall.
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 01            Okay.  Next, Ms. Olivier from Duke.

 02            MS. OLIVIER:  Good morning.  Good morning,

 03       Commissioners.

 04            I have about seven points I would like to

 05       read.  So I am going to explain why the parent debt

 06       adjustment is no longer appropriate, necessary or

 07       consistent with modern ratemaking principles.  And

 08       I will explain that no other state in the nation

 09       possess such a rule, nor does the FERC have such a

 10       requirement.

 11            So point No. 1.  The rule was adopted to

 12       address concerns that no longer exist in their

 13       original form.  My research shows that the rule was

 14       adopted in 1983, when there were different

 15       corporate structures and limited access to detailed

 16       financial information regarding intercompany

 17       financing.

 18            So in the 1980s, when the rule was adopted,

 19       utility parents frequently issued debt directly to

 20       fund subsidiary capital investments, and proceeds

 21       were frequently downstreamed to utilities through

 22       equity contributions.  So in other words, capital

 23       was fungible across corporate groups as utilities

 24       often lacked independent market access.  This

 25       supported the rebuttable presumption embedded in
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 01       the rule that the parent investments mirrored the

 02       parent's overall capital structure.

 03            Today, parent level debt is typically issued

 04       solely for holding company purposes, and utilities

 05       issue their own debt debit and possess independent

 06       credit ratings.  Today, utilities routinely employ

 07       bankruptcy remote provisions isolating utility

 08       assets from parent creditors.  If parent creditors

 09       cannot access utility assets, it is illogical to

 10       assume that parent debt is used to finance utility

 11       equity.

 12            Point No. 2.  The rule is based on a

 13       rebuttable presumption that parent investments are

 14       made in proportion to the parent's overall capital

 15       structure.  In practice, however, parent level debt

 16       is often used for nonregulated or nonutility

 17       purposes.  Subsidiaries frequently fund capital

 18       expenditures through retained earnings or utility

 19       specific debt issuances, and holding company

 20       capital structures may not reflect the financing of

 21       regulated assets at all.

 22            Point No. 3.  The adjustment distorts cost of

 23       service results and conflicts with

 24       Commission-approved capital structure.  The

 25       Commission routinely determines an appropriate
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 01       capital structure for ratemaking purposes based on

 02       the utility's risk profile and financing

 03       characteristics.  Imposing an additional parent

 04       level debt adjustment can undermine the

 05       Commission's own capital structure determinations

 06       and double count leverage effects already reflected

 07       in authorized returns, as we've discussed.

 08            I have found no other -- this is point No. 4.

 09       I have found no other state in the nation with a

 10       comparable administrative rule that operates like

 11       the one in Florida, and the FERC has had no such

 12       requirement that I could find since as far back as

 13       the early 1990s.

 14            Common approaches outside of Florida include

 15       the stand-alone or separate corporate taxable

 16       income method, which independent -- incidentally,

 17       is how we calculate and report our income taxes.  I

 18       was not able to find a state that has a rule that

 19       resumes parent debt was invested in utility equity

 20       that mandates a parent capital structure based tax

 21       adjustment, or that has a mechanical formula

 22       comparable to Rule 25-14.004(4).

 23            In accounting interpretation AI93-5 in from

 24       April 23rd, 1993, the FERC reaffirmed that

 25       jurisdictional rates must reflect fully normalized
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 01       income taxes consistent with FAS 109, and tied tax

 02       expense to the utility's recorded transactions, not

 03       hypothetical financing at the parent level.

 04            Point No. 5.  Nothing in the rule's history

 05       requires that the adjustment remain mandatory into

 06       perpetuity.  Revising the rule would align the rule

 07       with contemporary regulatory practices, emphasizing

 08       evidence-based determinations rather than

 09       irrebuttable mechanical adjustments.  The

 10       Commission retains ample discretion to address

 11       legitimate tax and capital structure issues on a

 12       case specific basis without a rigid rule-based

 13       mandate.

 14            No. 6.  We will argue in our next rate case

 15       that, as we did in direct testimony in our 2024

 16       rate case, that the parent debt tax adjustment does

 17       not apply to Duke.  So Duke Energy Florida's parent

 18       hasn't invested equity into Duke Energy Florida

 19       since 2009, and those bonds matured in 2014 and

 20       2019.  So Duke Energy Florida has been funding its

 21       own operations with retained earnings and debt

 22       issuances recorded on our books and records.

 23            No. 7.  Just a side point, incidentally,

 24       excluding retained earnings from the formula

 25       creates an ever-increasing parent debt adjustment
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 01       that was never intended by the rule.  So over time,

 02       regulated utilities routinely distribute earnings

 03       to parents in the form of dividends.

 04            When retained earnings are excluded, while

 05       dividend distributions persist, common equity can

 06       be driven to zero or negative values, and the debt

 07       ratio can approach or exceed 100 percent.  This

 08       outcome is a formulaic artifact, not an economic

 09       reality, because a parent company with sustained

 10       negative economic equity could not continue to

 11       access capital markets.  Excluding retained

 12       earnings produces mathematically unstable and

 13       unrealistic results that were not contemplated when

 14       the rule was adopted.  And we actually demonstrated

 15       that in our minimum filing requirements in our last

 16       rate case.

 17            In conclusion, the Commission already

 18       possesses broad authority to disallow unreasonable

 19       or unsupported expenses.  A rule mandated

 20       adjustment reduces regulatory flexibility by

 21       requiring an outcome regardless of evidentiary

 22       context.

 23            The parent debt adjustment rule was upheld as

 24       a valid exercise of authority when adopted, but

 25       nothing in its history requires that the adjustment
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 01       remain mandatory in perpetuity.  Revising or

 02       repealing the requirement would remain consistent

 03       with the Commission's ratemaking authority and

 04       align the rule with contemporary regulatory

 05       practices emphasizing evidence-based

 06       determinations, rather than irrebuttable mechanical

 07       adjustments.

 08            Revising the rule to eliminate the required

 09       debt -- parent debt adjustment would improve

 10       accuracy in cost of service analysis, enhance

 11       regulatory flexibility and better align ratemaking

 12       outcomes with actual utility financing.

 13            For these reasons, Duke Energy Florida

 14       supports revising the parent debt adjustment rule

 15       to remove the required parent debt adjustment.

 16            Thank you.

 17            CHAIRMAN SMITH:  Thank you.

 18            Okay.  Next we are going to move to the topics

 19       for discussion portion.  So the way we are going to

 20       do this is we have nine questions that each

 21       stakeholder will be called upon to answer.  Some

 22       questions may not be relevant to all stakeholders,

 23       and if so, please let us know it's not applicable

 24       to your organization.  We can just keep moving on.

 25            Commissioners, what I am going to do, once --
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 01       you are welcome to jump in at any point to ask

 02       questions, and then I will also circle back at the

 03       end to make sure that if any ideas or thoughts come

 04       up, that you have another opportunity to ask those

 05       questions.

 06            So I will ask the first question, and then I

 07       will just go down the line as how we took

 08       appearances.  Again, if it doesn't apply, just we

 09       can keep moving on, but we will kind of do it that

 10       way, and hope that will keep the record a little

 11       bit clearer.

 12            So the first question is:  What the

 13       stand-alone approach of public utilities

 14       regulation?

 15            Mr. Wright, you are first.

 16            MR. WRIGHT:  Thank you, Madam Chair.

 17            The purple of stand-alone methodology is to

 18       match the regulatory treatment of a tax benefit

 19       with the regulatory treatment of the underlying

 20       expense item that gives rise to that benefit,

 21       thereby, treating an expense and its resulting tax

 22       destruction in a consistent manner.

 23            Under this approach, only the utility's own

 24       jurisdictional operations, costs, capital structure

 25       and tax attributes are considered for ratemaking
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 01       purposes, consistent with how other cost of service

 02       components are established in base rate

 03       proceedings.

 04            CHAIRMAN SMITH:  Thank you.

 05            Ms. Cuello.

 06            MS. CUELLO:  Good morning.  I will keep this

 07       brief just so we are not muddying -- taking up a

 08       lot of time, but we would agree with FPL's

 09       definition of that.

 10            CHAIRMAN SMITH:  Thank you.

 11            Ms. Keating.

 12            MS. KEATING:  FPUC and FCG would, likewise,

 13       agree.

 14            CHAIRMAN SMITH:  Thank you.

 15            And, Mr. Wahlen, I think when you are -- you

 16       have different responses for the different

 17       organizations that you are representing.

 18            MR. WAHLEN:  Well, I was just going to say in

 19       general that this is a very esoteric topic, and we

 20       came today to learn more than talk and listen, and

 21       didn't really come prepared with prepared answers

 22       for these things, but we don't have anything to add

 23       beyond what FPL and staff provided in their

 24       presentation.  And you may hear that from me again

 25       as we go down the list.
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 01            MR. DEASON:  American Water would agree with

 02       FPL and staff's interpretation of the stand-alone

 03       approach.

 04            CHAIRMAN SMITH:  Mr. Marshall.

 05            MR. MARSHALL:  I don't think we have anything

 06       to add to the technical definition, but I think we

 07       will have something to add about the facts of how

 08       it's applied in the next question.

 09            Thank you.

 10            CHAIRMAN SMITH:  Sure.

 11            Mr. Rehwinkel.

 12            MR. REHWINKEL:  I don't really have anything

 13       to add, but I do think it is a misdirection and a

 14       myth that there is such a thing called stand-alone

 15       approach to utility regulation.

 16            The Commission has rules about the deferred

 17       taxes on intercompany profits.  There is issues

 18       where you have adjusted the gross profit embedded

 19       in rate base before, so I don't think that's

 20       something that exists, so that's our position on

 21       that.

 22            CHAIRMAN SMITH:  Okay.  Thank you.

 23            And, again, I will reiterate.  Commissioners,

 24       if you have questions regarding -- a specific

 25       question, jump in any time, and then when we get to
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 01       the end, you will also have another opportunity to

 02       ask questions.

 03            Okay.  Question No. 2:  In what insurances

 04       does the Florida Public Service Commission rely on

 05       the stand-alone approach on setting utility rates?

 06            MR. WRIGHT:  To FPL's knowledge, unless there

 07       is a rule otherwise, such as the parent debt

 08       adjustment rule, the Commission relies on the

 09       stand-alone approach when establishing a utility's

 10       revenue requirements in base rate and other cost

 11       recovery proceedings.

 12            CHAIRMAN SMITH:  Ms. Cuello.

 13            MS. CUELLO:  That is Duke's understanding as

 14       well, that the PSC uses the stand-alone approach in

 15       ratemaking, with the exception of the parent debt

 16       adjustment.

 17            MS. KEATING:  That's my take on the orders, at

 18       least as they apply to FPUC and FCG, as well.

 19            CHAIRMAN SMITH:  Mr. Wahlen.

 20            MR. WAHLEN:  Same response.  Thank you.

 21            CHAIRMAN SMITH:  Thank you.

 22            MR. DEASON:  I would agree that the Commission

 23       uses the stand-alone approach other than the parent

 24       debt adjustment.

 25            CHAIRMAN SMITH:  Mr. Marshall.
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 01            MR. MARSHALL:  I think philosophically, the

 02       Commission tries to, as it should, look at the

 03       regulated utility as a regulated utility, but that

 04       regulated utility has a lot of interactions with

 05       their parent utility, and those are, you know,

 06       those are affiliate transactions, which are, of

 07       course, are they relevant, that we go through, we

 08       look at, we make sure that the ones that are being

 09       charged are prudent.

 10            And so subsidiaries are not islands, and, you

 11       know, I would say that it's also, when we have

 12       looked at cost of service and return on equity, and

 13       then putting aside the second parent debt

 14       adjustment, we have looked at parent companies and

 15       what they are directing their subsidiaries to do.

 16       Those have always been relevant information in rate

 17       cases.  We have -- you know, I have personally

 18       crossed witnesses on what the parent companies are

 19       expecting of their subsidiaries, and why, you know,

 20       how is it that beneficial to Florida ratepayers.

 21            I don't think, in the world we live in with

 22       the parent companies that we have, that we can

 23       exactly isolate the subsidiaries in Florida, and

 24       sort of put blinders on as to what the parent

 25       companies are expecting out of their subsidiaries,
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 01       what directions that they are going.

 02            And, you know, just for an example, as, you

 03       know, the parent, for example, directs its

 04       subsidiary to, you know, invest in a certain type

 05       of energy resources.  That can be relevant

 06       information as to whether that is actually prudent

 07       and used and useful for Florida ratepayers.  You

 08       know, maybe that direction is for a reason that

 09       isn't for Florida ratepayers, and that would be

 10       relevant information to be considered in a rate

 11       case proceeding.

 12            And so it's a complicated -- I think it's a

 13       complicated question, because, I -- you know, I

 14       think the ideas there is that we do want to look at

 15       the regulated utility, but to the extent that a

 16       parent's operations are impacting that regulated

 17       utility, that is relevant information that we want

 18       to consider when looking at that regulated utility,

 19       and I think, you know, the parent debt adjustment

 20       is part of that.

 21            Thank you.

 22            CHAIRMAN SMITH:  Thank you.

 23            Mr. Rehwinkel.

 24            MR. REHWINKEL:  Yes, I think -- I agree with

 25       everything Mr. Marshall said is very on point, and
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 01       I believe that it's almost impossible to say that

 02       the Commission does rely on the stand-alone

 03       approach when setting rates.

 04            I mean, you take Duke.  The vast majority of

 05       the employees that you might see before the

 06       Commission belong to something called DEBS, the

 07       Duke Energy Businesses.  They have a service

 08       company that is intertwined with the regulated

 09       entity that you regulate.

 10            So I don't think you can parse it out.  I

 11       don't think you can separate it.  I don't really

 12       think the stand-alone approach applies, except

 13       maybe in some very small water, mom and pop water

 14       companies.

 15            CHAIRMAN SMITH:  Okay.  Question three:  Are

 16       there any instances where the FPSC does not rely on

 17       the stand-alone?  We already touched on that, but

 18       does --

 19            MR. WRIGHT:  Yeah, our response would be the

 20       same for No. 2.

 21            MS. CUELLO:  Same for Duke Energy, the

 22       response to No. 2.

 23            MS. KEATING:  Same as far as I know.

 24            MR. WAHLEN:  Same as my previous response.

 25       Thank you.
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 01            MR. DEASON:  Same as my previous response.

 02            MR. MARSHALL:  I will go with same as my

 03       previous response.  Thank you.

 04            MR. REHWINKEL:  I will give it what I consider

 05       an example of not, which is the asset optimization

 06       mechanism that takes gains based on profits that

 07       are generated by utility -- utility customer funded

 08       assets and it transfers them to the shareholders,

 09       and so I think that's a good example.  It's one of

 10       many I could sit here and regale you with today,

 11       but I know that you don't want that.  That's my

 12       main example.  Thank you.

 13            CHAIRMAN SMITH:  Thank you.

 14            COMMISSIONER LA ROSA:  Question.

 15            CHAIRMAN SMITH:  Yes, Commissioner La Rosa.

 16            COMMISSIONER LA ROSA:  Quick follow-up, maybe

 17       not necessarily to that point, but maybe to the

 18       point in the previous question.  And you brought

 19       up, I thought, or you went down an alley that I

 20       think maybe strikes a little bit of a cord.

 21            Do you feel that maybe there is a spot or a

 22       consideration where smaller utilities might have a

 23       possibly separate rule when it comes to what we are

 24       discussing today, when it talks about the parent

 25       debt, where maybe the parent debt isn't applicable?
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 01       OPC, sorry.  I am happy to hear from Florida Rising

 02       as well, because I think you guys are maybe

 03       conjoined in the direction and the thoughts on

 04       this.

 05            MR. REHWINKEL:  Commissioner, I had not

 06       considered that.  I think the rebuttable

 07       presumption element of the rule would cover that.

 08       I have seen small -- smaller utilities meet the

 09       presumption.  I have seen larger utilities not meet

 10       it.  I certainly would need to think about that

 11       more.

 12            I think -- as I have said, I think the rule,

 13       would fine, and I think the rebuttable presumption

 14       is a safety net that the utility industry and the

 15       Commission are able to rely on.

 16            COMMISSIONER LA ROSA:  And the reason I asked

 17       that question is I think the landscape is changing

 18       a little bit when it comes to smaller utilities,

 19       specifically water utilities, but I -- you just

 20       kind of struck a cord.  And I am happy to hear from

 21       Florida Rising if you would love to weigh in.

 22            MR. MARSHALL:  I don't think I have -- we have

 23       anything to add.  As you can probably tell from our

 24       remarks, our focus has been on the electric and

 25       investor-owned utilities.  And I realize this rule
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 01       applies to all utilities subject to utilities

 02       jurisdiction, but water utilities is just something

 03       we, Florida Rising hasn't really looked at, so I

 04       don't have a good answer you for.

 05            COMMISSIONER LA ROSA:  Thank you.  And maybe a

 06       little bit to my point is I kind of feel like

 07       sometimes maybe they are left out, and obviously

 08       still a substantial ratepayer and a substantial

 09       utility in our state.

 10            Thank you, Madam Chair.

 11            CHAIRMAN SMITH:  Thank you.

 12            Yeah, and I will just, before I move to the

 13       next question, just remind y'all that if there are

 14       follow-up questions from the, you know, that we

 15       have from the bench, you can always put those in

 16       the postworkshop comments, it just gives you a

 17       little bit more time to think through things.  So

 18       there is still more opportunity to work through

 19       this.

 20            Okay.  Question 4:  What is double leverage?

 21       It sounds like an exam.  I am putting you all on

 22       the line, yeah, I am cold calling all of you.

 23            Mr. Wright, you are up first.

 24            MR. WRIGHT:  Thanks, Madam Chair.

 25            We agree with staff's description of double
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 01       leverage.  It's a financial concept rather than a

 02       required accounting treatment.  And the concept is

 03       often raised in ratemaking discussions to argue

 04       that parent level financing should affect a

 05       utility's allowed return on tax treatment.

 06            MS. CUELLO:  Duke would also agree with

 07       staff's definition of double leverage.  It's

 08       essentially where the parent raises debt and

 09       invests the money and equity into a subsidiary.

 10            MS. KEATING:  I couldn't personally explain it

 11       myself, but I agree with staff's interpretation as

 12       well.

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

 14            MR. DEASON:  I agree with staff's definition.

 15            MR. MARSHALL:  I don't have anything to add to

 16       the technical financial definition, but regarding

 17       the next question, we will have -- you know, how it

 18       applies here, and we have thoughts that apply.

 19            CHAIRMAN SMITH:  Sure.

 20            MR. REHWINKEL:  Yes.  I think it's -- I don't

 21       have a disagreement.  I thought Mr. Wright said at

 22       the end about tax treatment, but it's a financial

 23       principle that applies to capital structure and

 24       capitalization, and the WACC, or the weighted

 25       overall cost of capital.  I don't think it applies
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 01       to the parent debt adjustment, so -- but I do agree

 02       that it is a balance sheet issue.

 03            CHAIRMAN SMITH:  All right.  Question 5:  How

 04       does double leverage relate to the parent debt

 05       adjustment.

 06            MR. WRIGHT:  I hope I listened correctly.  I

 07       am going to get this one right.

 08            CHAIRMAN SMITH:  Sorry, you get to go first.

 09            MR. WRIGHT:  When a parent company uses debt

 10       to invest in a regulated subsidiary and files a

 11       consolidated income tax return, the interest

 12       expense on the parent's debt produces a

 13       consolidated tax liability.

 14            The current parent debt adjustment rule

 15       continues to apply a limited consolidated tax

 16       adjustment to impute the tax savings realized in

 17       the consolidated tax return from the interest

 18       expense on a parent debt's -- on a parent's debt to

 19       the regulated utility.

 20            CHAIRMAN SMITH:  Thank you.

 21            MS. CUELLO:  The PDA rule applies if a parent

 22       issues debt for the purpose of downstreaming that

 23       money to the subsidiary utility.

 24            CHAIRMAN SMITH:  Ms. Keating.

 25            MS. KEATING:  Same response as before.
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 01            CHAIRMAN SMITH:  Thank you.

 02            MR. WAHLEN:  And me as well.  Thank you.

 03            MR. DEASON:  I am going to stay away from the

 04       technical definitions that we just heard.  Me,

 05       speaking as -- and I am not an attorney, by the

 06       way, so I think I am the only one down here that's

 07       not an attorney.  I just want to make that

 08       clarification.  I am actually an economist by

 09       trade, and a cost of capital witness for my

 10       company.

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

 12       kind of a backdoor approach to a double leverage

 13       adjustment.  It's not your textbook double leverage

 14       adjustment that you typically see in other

 15       jurisdictions that have tried this and now

 16       completely rejected, where you are basically

 17       changing a operating subsidiary's capital structure

 18       to be more in line with the parent's capital

 19       structure irrespective of the risk that is being

 20       taken by, and the exposure of risk by the equity of

 21       the operating subsidiary.

 22            Essentially, instead of doing it that way, you

 23       are just making adjustments on the income tax.  You

 24       are basically running it through the income taxes

 25       instead of reflecting it on the capital structure
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 01       in a regulatory rate proceeding.  That's probably

 02       the best way I can describe it.

 03            CHAIRMAN SMITH:  Thank you, Mr. Deason.

 04            Mr. Marshall.

 05            MR. MARSHALL:  I think that's far better than

 06       I would be able to describe it.  It's not

 07       technically -- it's not double leverage.  I mean,

 08       what it is, is who gets to take the deduction of

 09       the debt, the interest on the debt.  And since it

 10       is -- you know, the presumption of the parent debt

 11       adjustment rule is that if it's being invested in

 12       the subsidiary, so it's part of the subsidiary's

 13       capital structure, you know, rebuttably presumed to

 14       be there, that the subsidiary -- that it's the

 15       ratepayers who are funding that subsidiary that are

 16       going to be able to take advantage of that

 17       deduction and not the shareholder.  So it's not

 18       double leverage.

 19            CHAIRMAN SMITH:  Okay.  Mr. Rehwinkel.

 20            MR. REHWINKEL:  I think I agreed with

 21       everything that Mr. Wright said about the

 22       mechanics, but I want to reiterate that Public

 23       Counsel believes that, strongly, that this is an

 24       affiliate transaction rule.  The way we look at it

 25       is the customers provide a pretax return on the
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 01       equity component of the capital structure, and the

 02       rate -- the investor at the parent level funds a

 03       part of that, absent the rebuttable presumption

 04       being made, with debt that's tax deductible.  So

 05       your giving a equity return to the parent on a cost

 06       that is tax deductible.  So that's why we say it is

 07       an affiliate transaction correction to this

 08       affiliates relationship that provides investment

 09       support to the utility operations.

 10            So I just don't see it -- I mean, strictly

 11       speaking, if double leverage is just putting the

 12       parent's debt into the equity of the subsidiary,

 13       technically it meets that test.  But the essence of

 14       the transaction and the essence of the rule is to

 15       protect against an affiliate transaction

 16       overpayment.

 17            Thank you.

 18            CHAIRMAN SMITH:  Commissioner Ortega.

 19            COMMISSIONER ORTEGA:  Yeah.  Thank you.  I

 20       actually had a question for Duke, but that prompted

 21       another question.

 22            I like the way you described it as -- not for

 23       Ms. Cuello, for Ms. Olivier -- as a downstream flow

 24       to the subsidiary, but I thought you heard you

 25       earlier saying that that's not applicable to Duke
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 01       because Duke has its own financing.  Could you

 02       elaborate a little bit on that for me?

 03            MS. OLIVIER:  Sure.  So the -- so Duke has a

 04       parent, and we have multiple subsidiaries.  And so

 05       the parent, you know, could issue debt to,

 06       downstream, to a particular utility, maybe it's to

 07       purchase a utility.  That's what happened to us

 08       back in the, I guess it was the 2000s, when

 09       Progress Energy bought Florida Power with virtually

 10       all debt, and so there was -- there was a time when

 11       they had issued some bonds, downstreamed it to Duke

 12       Energy Florida as equity, and in the 2009 rate

 13       case, the Commission voted to have us make that

 14       parent debt adjustment.

 15            Well, those bonds all matured, and since then,

 16       Duke Energy purchased Progress Energy, and has

 17       multiple other subsidiaries.  They did not

 18       downstream that -- any debt to us at that point.

 19       Those bonds matured in 2014 and 2019, so we are

 20       going to argue that we don't have a parent issuing

 21       debt to infuse into the utility.  Since then, we

 22       have been dividending money up to the parent.  And

 23       so I hope that answered that question.

 24            COMMISSIONER ORTEGA:  Yeah.  And just a quick

 25       follow-up.
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 01            So in -- when you file your MFRs, with the

 02       current rule, you also file testimony and evidence

 03       to exempt yourself from the rule, is that fair to

 04       say, or --

 05            MS. OLIVIER:  That's right.

 06            COMMISSIONER ORTEGA:  -- why it may not apply

 07       to you?

 08            MS. OLIVIER:  That's exactly right.  That's

 09       what we will say.  Now, we are required to provide

 10       an MFR that does that calculation on one of the C

 11       schedules.  I can't remember if it's C-24.  But one

 12       of those schedules requires us to make that

 13       calculation.

 14            And if you look at our parent debt, because we

 15       have to exclude retained earnings at the parent

 16       level, the debt is just -- it just goes up, up and

 17       up every year, and it's not realistic that we would

 18       have that much debt in that calculation.  So we

 19       feel like the calculation is flawed to begin with,

 20       but we also feel like it does not apply to us going

 21       forward.

 22            COMMISSIONER ORTEGA:  Thank you.

 23            And if I can, just another question.

 24            Could you help me, OPC, understand why the

 25       distinction of affiliate transaction is so
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 01       important?  I keep hearing you reference the rule

 02       in that way, and I just want to understand why that

 03       distinction.

 04            MR. REHWINKEL:  Yes.  Thank you.

 05            Well, we think it's the bedrock for why the

 06       Commission made this adjustment in that there is a

 07       level of unfairness, that the customers provide an

 08       equity return on a cost that is, absent the

 09       rebuttal, a tax deductible expense and not a

 10       taxable cost.  So that's why we feel like it's an

 11       affiliate transaction oversight in its broader

 12       sense.  So that's why it's important to us.

 13            And if I could say one more thing about -- to

 14       the Duke situation.  I -- Ms. Olivier is absolutely

 15       right about the facts of what happened in the last

 16       case.  I just want to make sure that everybody

 17       understands that we settled that case.  We have

 18       some language in the settlement agreement that

 19       covers this situation.  So everybody kept their

 20       powder dry and we will address it in the next case.

 21            So they have their point.  We have our point

 22       about how facts layout and the rule applies.  But

 23       she is absolutely right about the testimony they

 24       filed and how they presented the MFRs, but there is

 25       a little bit different story that's in the
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 01       settlement, so we just kept our powder dry.

 02            Thank you.

 03            COMMISSIONER ORTEGA:  Thank you.

 04            CHAIRMAN SMITH:  Okay.  Good.

 05            The next question you lawyers will like, so it

 06       won't be as technical.

 07            Do either of the cases cited in the agenda,

 08       that's Hawkins or General Telephone, preclude the

 09       PSC from amending the rule to discontinue using the

 10       parent debt adjustment?  If so, which one and why?

 11            MR. WRIGHT:  Thank you, Commissioner.

 12            Short answer from FPL's perspective is no.  In

 13       Citizens versus Hawkins, I would direct your

 14       attention to pages 259 and 260 of that order.  The

 15       Court concluded that each determination must be

 16       based on specific independent findings supported by

 17       substantial evidence.

 18            The Court did not mandate the application of a

 19       consolidated tax adjustment approach, and, instead,

 20       found that such an approach was appropriate because

 21       it was the only approach supported by the evidence

 22       of record in that case.

 23            In General Telephone versus Florida Public

 24       Service Commission, I would direct your attention

 25       to page 1060.  The Court held there that the parent
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 01       debt adjustment is not the only correct method for

 02       determining a utility's income tax expense, and

 03       that the limited consolidated tax adjustment

 04       adopted in Rule 25-14.004 was a discretionary

 05       policy choice for the Commission.

 06            I would also direct your attention to page

 07       1068 of that same order, where the Court explained

 08       that the Commission, quote, "is not bound to any

 09       predetermined formula for calculating any cost of

 10       service expense, but is, instead, free to use any

 11       method which will enable it to ascertain the actual

 12       cost to the utility."

 13            So I think under both those holdings, when

 14       those orders are read and not relying on dicta, I

 15       think the short answer to question No. 6 is, no,

 16       the Commission is not precluded from amending the

 17       rule to discontinue the parent debt adjustment.

 18            CHAIRMAN SMITH:  Thank you.

 19            MS. CUELLO:  Duke will take the same position,

 20       that we don't believe either one of these cases

 21       precludes the Commission from amending the rule to

 22       discontinue the use of the parent tax adjustment.

 23            MS. KEATING:  FPUC and FCG agree as well.

 24            MR. WAHLEN:  I guess I am open to being

 25       persuaded otherwise, but we tend to agree with FPL.

�0053

 01            MR. DEASON:  In my professional opinion, those

 02       cases do not preclude the Commission from changing

 03       those rules if they deem that appropriate.

 04            CHAIRMAN SMITH:  Mr. Marshall.

 05            MR. MARSHALL:  The two questions -- the two

 06       cases were in different procedural postures, and

 07       there was no rule at stake in Citizens V Hawkins,

 08       so I -- you know, certainly good support in that

 09       case for the approach that the Commission did take

 10       in adopting the rule that it did, which, you know,

 11       obviously the Court then upheld in General

 12       Telephone Company V Florida Public Service

 13       Commission.  There were a lot of well supported

 14       findings that the Court agreed with as to why the

 15       rule should be the way it is in that case.

 16            Now, does that legally preclude as a bar from

 17       this commission attempting to repeal that rule if

 18       there is a well-developed record?  I mean, I don't

 19       think it procedurally bars the Commission from

 20       going down that road, but I also don't think we

 21       would be barred from using that case to argue why

 22       the existing rule is well-founded and supported by

 23       the law.

 24            CHAIRMAN SMITH:  Thank you.

 25            Mr. Rehwinkel.
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 01            MR. REHWINKEL:  Thank you.

 02            I agree with Mr. Marshall, of course.  But to

 03       me, the issue isn't can you do it, it's should you?

 04       You know, what does the Commission want its legacy

 05       to be?  Do you want it to be that we went out of

 06       our way to repeal a rule that keeps customer rates

 07       down?

 08            I -- you know, the United Telephone case I

 09       commend to you, because I think that is a third

 10       case that strongly supports your authority.  I have

 11       heard in my 40 years practicing before this

 12       commission that the Commission has broad authority.

 13       I think the Legislature asked you to exercise that

 14       for the good of the public and in the public

 15       interest.  So we would urge you not to recede from

 16       the rule and to rely on the Supreme Court's

 17       well-reasoned support for this adjustment.

 18            Thank you.

 19            CHAIRMAN SMITH:  Thank you.

 20            Okay.  Next question:  Does the parent debt --

 21       does the parent debt adjustment increase or

 22       decrease rates in the short-term or in the

 23       long-term?

 24            MR. WRIGHT:  This question is not applicable

 25       to FPL.  FPL issues its own debt.  Its parent,
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 01       NextEra Energy, does not issue debt to invest in

 02       FPL.

 03            MS. CUELLO:  The PAA has the effect of

 04       decreasing rates, and the impact to DEF residential

 05       customers is about a quarter per month.

 06            MS. KEATING:  I think the effect is to reduce

 07       rates, but the Commission hasn't applied the parent

 08       debt adjustment, or hasn't required an adjustment

 09       for FPUC or FCG in the past several cases.

 10            MR. WAHLEN:  Peoples and Tampa Electric both

 11       explained the effect in their responsive data

 12       request.  It does reduce the revenue requirement.

 13            CHAIRMAN SMITH:  Mr. Deason.

 14            MR. DEASON:  In my professional opinion, in

 15       this short run, it can lower rates, but in the long

 16       run, I think it would increase rates through higher

 17       cost overall cost of capital that would be placed

 18       upon the utility.

 19            CHAIRMAN SMITH:  Mr. Marshall.

 20            MR. MARSHALL:  As we heard for the -- just

 21       focusing on the investor-owned electric utilities

 22       -- that the, you know, for Duke it is a -- it does

 23       decrease rates.  Although, it sounds like, you

 24       know, whether the long-term impact of that will be

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

 02            For TECO, it is a sizeably bigger impact on

 03       decreasing rates under the parent debt adjustment

 04       rule, and based on -- I have it here somewhere,

 05       that it's over a dollar per thousand kilowatt hours

 06       per month for the average residential customer,

 07       that adjustment for TECO which is considerable.

 08            On the long-term side, we have seen -- at

 09       least in my rate case experience, I have seen no

 10       evidence going through these rate cases that the

 11       parent debt adjustment rule is -- has been pushing

 12       upward pressure on the return on equities in

 13       Florida.

 14            When we hear about why ROEs in Florida need to

 15       be higher than they are nationally, it's because

 16       of, you know, we are hit by storms.  We have a long

 17       coastline, and, therefore, are subject to different

 18       risks than other states and other utilities

 19       throughout the nation are.  We have not heard that

 20       the reason is because of the parent debt adjustment

 21       rule as to why ROEs are high in Florida.

 22            And again, I would point to FPL as the one

 23       that has gone to this commission and been awarded

 24       the highest ROE of any regulated investor-owned

 25       utility, electric utility, in the lower 48 states,
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 01       receives the highest ROE isn't being subject to

 02       this rule.  They have -- as you heard, they issue

 03       their own debt, so there isn't that increase.

 04            And so the idea that, in the long-term, this

 05       is going to push return on equities even higher in

 06       the state, I just don't think there has been any

 07       evidence presented to that effect.

 08            Thank you.

 09            CHAIRMAN SMITH:  Mr. Rehwinkel.

 10            MR. REHWINKEL:  Yes.  I agree with Duke and

 11       Mr. Wahlen for the Emera companies.

 12            I will say this, we alluded to it, or maybe

 13       more than alluded in our comments last week that if

 14       this rule repeal goes forward, we intend to ask for

 15       a draw-out, an evidentiary hearing to determine

 16       things like what Mr. Deason referred to, which is

 17       are there facts on the ground that demonstrate that

 18       the long-term ramifications of applying this rule

 19       is to increase costs.  We think you should take

 20       evidence on that rather than hear speculation about

 21       it.

 22            I am not aware in the cases that I have been

 23       involved in where a credit rating agency has

 24       weighed in and said, man, this is killing the cost

 25       of capital or the debt rating for this company
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 01       because you have had this rule down in Florida.

 02       They were much more concerned about PPAs and this

 03       phantom equity issue that the Commission finally

 04       disposed of in the early 2000s -- or the late

 05       2000 -- late -- in the 2009 timeframe.

 06            So we think you should take evidence on that,

 07       not speculate about whether there is any long-term

 08       impact of this rule on the cost of capital -- I

 09       mean the revenue requirements of a utility.

 10            Thank you.

 11            CHAIRMAN SMITH:  Commissioner Clark.

 12            COMMISSIONER CLARK:  Yeah, Madam Chair, I just

 13       would -- I want to make sure we have Florida Rising

 14       and OPC on the record.  You don't have an opinion

 15       as to whether or not this will increase or decrease

 16       customer rates?

 17            MR. REHWINKEL:  Well, I said I agreed with

 18       Duke and --

 19            COMMISSIONER CLARK:  That it will decrease

 20       customer rates by adopting the rule?

 21            MR. REHWINKEL:  By keeping the rule the way it

 22       is.  If you repeal the rule, it will cause rates

 23       for certain utilities that can't meet the

 24       rebuttable presumption, it should have upward

 25       pressure on the revenue requirement and on rates.
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 01            COMMISSIONER CLARK:  By adopting the rule?

 02            MR. REHWINKEL:  No, by -- yeah, by amending

 03       the rule, or repealing the adjustment as we have

 04       known it for 50 years.

 05            COMMISSIONER CLARK:  Okay.

 06            MR. REHWINKEL:  Yeah, I am sorry for the

 07       confusion.

 08            COMMISSIONER CLARK:  Florida Rising.

 09            MR. MARSHALL:  Yeah, I am sorry, Commissioner

 10       Clark, for the confusion.  But, yes, we know from

 11       TECO's response that if the amendment to the rule

 12       was adopted that rates would go up by -- and the

 13       impact would be expected to be over a dollar per

 14       month for a thousand kilowatt hour bill, so --

 15            And for Duke, I think it depends on the future

 16       of what their next rate case looks like, and the

 17       facts as to whether the current rule would apply or

 18       not to Duke as to whether those short-term impacts.

 19            And the long-term impacts, we think that the

 20       short-term impact would just be amplified over the

 21       long-term.  That is our expectation, and so,

 22       therefore, long-term, if the amendment process was

 23       to move forward, rates would be increased,

 24       especially for TECO's residential customers.  And,

 25       you know, we have heard arguments to the contrary
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 01       as to what the long-term impacts would be, and

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

 03       evidence for.

 04            CHAIRMAN SMITH:  And I just -- I mean, so you

 05       just said a dollar per month thinking -- I just --

 06       I think we got from those data requests, those

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

 08       lower than that.  Can you reconcile those numbers?

 09            MR. MARSHALL:  Yeah.  I am just looking at the

 10       latest data why to TECO, request number two filed

 11       April 2nd, 2026.  It was estimated, based on the

 12       last rate case, that the current rule reduced the

 13       monthly bill for residential customer on a thousand

 14       kilowatt hour basis per month by $1.12.  That's

 15       where I got the over dollar impact from, you know,

 16       presuming that the impact would be of similar

 17       magnitude moving forward.

 18            CHAIRMAN SMITH:  Okay.  And you don't -- and

 19       for the other companies -- I guess I am just

 20       looking.  The other companies would be a little bit

 21       less -- would be less than a dollar, but --

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

 23            CHAIRMAN SMITH:  -- still, yeah.

 24            MR. MARSHALL:  Yes.

 25            CHAIRMAN SMITH:  Okay.  Commissioners, other
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 01       -- Commissioner Ortega.

 02            COMMISSIONER ORTEGA:  Thank you.

 03            I think you guys asked my question, but I

 04       wanted to hear it from the utility companies that

 05       answered the data request.  Can I assume, all

 06       things being equal but for the presumption, that if

 07       it were to -- if we eliminated the rule, that we

 08       would have an increase in the rates similar to what

 09       was provided in the data requests from the utility

 10       companies?  So from TECO, and then from PGS.  So I

 11       guess just you, Mr. Wahlen, and I have heard from

 12       Duke.

 13            MR. WAHLEN:  All other things being equal,

 14       yes.  We took a run at the presumption a while ago,

 15       maybe 2008, 2013.  I can't remember.  Things may

 16       have changed.  We may have another shot at that in

 17       the future.  But all other things being equal, as

 18       economists say, it would have the effect in the

 19       data request.

 20            CHAIRMAN SMITH:  Yeah, Commissioner La Rosa.

 21            COMMISSIONER LA ROSA:  Can I ask a

 22       clarification question of staff?

 23            So there is a chart that was -- that's

 24       assembled that comes from the data request that I

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

 02       those numbers are accurate?  I heard Duke say a

 03       quarter, but, obviously, we talked a little bit

 04       about TECO being $1.12.

 05            MR. CICCHETTI:  Yeah, the amount on this page

 06       came from the responses.

 07            COMMISSIONER LA ROSA:  Okay.  All right.  Just

 08       making sure that we are talking about the same

 09       thing, and I am at least comparing to what I think

 10       I am hearing.

 11            CHAIRMAN SMITH:  Sorry.  And then more of a

 12       clarification.  Those are the numbers if the rule

 13       is amended, or those are the numbers as current,

 14       under the current rule?

 15            MR. CICCHETTI:  Those are the amounts of the

 16       impact from the last rate case when the adjustment

 17       was --

 18            CHAIRMAN SMITH:  So we do have the information

 19       -- because I think we would be curious to know what

 20       the -- if the rule is amended, what the bill impact

 21       would be --

 22            MR. CICCHETTI:  Well --

 23            CHAIRMAN SMITH:  -- under the amended rule.

 24            MR. CICCHETTI:  Right.  Under the amended

 25       rule, the parent debt adjustment wouldn't be made,
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 01       and so these decreases would not happen.

 02            CHAIRMAN SMITH:  But as OPC alluding to, the

 03       bills would go up.  Do we know by how much?  Do we

 04       have even an estimate?

 05            MR. CICCHETTI:  Yep, by this amount, based on

 06       the last rate case.

 07            CHAIRMAN SMITH:  Okay.  So under the amended

 08       -- under the -- this proposed amended rule, that's

 09       how much they would go up by?

 10            MR. CICCHETTI:  Yes.

 11            CHAIRMAN SMITH:  Okay.

 12            MR. REHWINKEL:  Madam Chairman, just --

 13            CHAIRMAN SMITH:  Let, yeah, Commissioner Clark

 14       and then we will go to you.

 15            COMMISSIONER CLARK:  That was my point, Madam

 16       Chairman, is looking at the handout that we were

 17       given.  It appears this is under the proposed

 18       amendment that it is down.  That was what I was

 19       trying to get clarification on as well.  Thank you

 20       for that.

 21            MR. REHWINKEL:  I would just ask that -- I

 22       don't think we have received the document that

 23       Commissioner La Rosa mentioned, and I would just

 24       ask that for postworkshop comments, that if that

 25       could just be put into the record so we can see it?
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 01            CHAIRMAN SMITH:  For sure.  We will ask staff,

 02       they can -- you can put that in the record, right,

 03       or into the postworkshop comments?  I am getting

 04       head nods so --

 05            MR. REHWINKEL:  Thank you.

 06            CHAIRMAN SMITH:  Okay.  We are going to move

 07       to question 8.  So question 8:  What are the

 08       arguments for and against the parent debt

 09       adjustment?

 10            MR. WRIGHT:  Arguments for, it reflects a

 11       consolidated tax saving.

 12            Argument against, it continues to apply a

 13       limited consolidated tax adjustment, which is

 14       entirely inconsistent with this commission's

 15       practice of, as well as many and most

 16       jurisdictions, of determining the utility's income

 17       tax expense on a stand-alone basis.

 18            The true effect of this parent debt adjustment

 19       is to reduce the utility's income tax expense below

 20       the actual income tax expense reflected on the

 21       utility's income statement, which, all things being

 22       equal, reduces the utility's ability to earn its

 23       authorized rate of return.

 24            MS. CUELLO:  Duke Energy has already presented

 25       our position on the parent debt adjustment through
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 01       Ms. Olivier's comments, so if you have any other

 02       questions, I would be happy to answer those.

 03            MS. KEATING:  We have also -- FPUC and FCG has

 04       also filed joint comments earlier in this

 05       proceeding.  I would just note that, again, while

 06       the rule has been applied to FPUC and FCG, the

 07       adjustment has not been made.

 08            COMMISSIONER CLARK:  Mr. Wahlen.

 09            MR. WAHLEN:  We have heard all of the pros and

 10       cons today.  I don't have anything else to add.

 11            Thank you.

 12            COMMISSIONER CLARK:  Mr. Deason.

 13            MR. DEASON:  I would agree with FPL's

 14       assessment, that it does artificially bring down

 15       your ROE, and makes it very difficult for a utility

 16       to achieve that authorized rate of return in your

 17       ROE.

 18            Another high level, things that --

 19       repercussions that can occur.  If you do have

 20       trouble achieving your return, that could

 21       potentially lead to a higher cost of debt, which

 22       ultimately leads to a higher weighted average cost

 23       of capital, which leads to a higher rates for

 24       customers.

 25            Additionally, to that, another way to look at
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 01       it is look at my company, American Water.  We are a

 02       very large company, 26 to $30 billion market cap.

 03       We can achieve -- we can acquire debt lower than

 04       any other water company in the country, by far.  In

 05       fact, I am pretty safe to say that, and I know that

 06       we are an A rated company, and recently researched

 07       by Dr. Moore out of Georgia State has shown that

 08       utilities with an A rated credit rating do provide

 09       the lowest cost of capital to their customers,

 10       which is a great benefit to all the customer of

 11       American Water, but we also don't have any

 12       customers in Florida.  There are no publicly traded

 13       companies in Florida on the water side.  Just

 14       speaking just for water companies.

 15            So I think this debt rule that we are talking

 16       about, in the long run, it can raise a company who

 17       is operating in Florida's cost of capital.  It also

 18       chases capital away.  A rule like this keeps my

 19       company from coming to Florida, and other utilities

 20       as well, which I think is a detriment to the

 21       citizens of the state of Florida.  You want to be

 22       able to attract low forms of capital and low cost

 23       of capital, and companies that can acquire that

 24       capital at the lowest possible cost, but they are

 25       not coming here, at least for water companies, they
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 01       are not coming here.  You are not seeing that at

 02       all.

 03            So I will just kind of leave it at that.

 04            CHAIRMAN SMITH:  Thank you.

 05            Mr. Marshall.

 06            MR. MARSHALL:  Maybe there is a bit of a

 07       divide here, but we've seen no evidence that the

 08       electric companies are having any trouble finding

 09       capital to invest in Florida.  We see no evidence

 10       that if this rule were to be amended, that somehow

 11       returns on equity would go down, or that somehow

 12       that, under the current rule, the electric

 13       investor-owned utilities are struggling to stay

 14       within their, you know, hit minimum bound on their

 15       ROE.  It's just -- it's not there looking at the

 16       earnings surveillance reports.  They are earning

 17       sufficient returns and a fair return on their

 18       investment in the state, and we would argue well

 19       beyond what we think is a fair return on their

 20       investment in the state.

 21            So we just -- we don't see any reason at this

 22       point to change the rule that would have this

 23       detrimental rate impact, especially for -- you

 24       know, again, just looking at the electric side --

 25       for TECO's customers.
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 01            Thank you.

 02            CHAIRMAN SMITH:  Mr. Rehwinkel.

 03            MR. REHWINKEL:  Thank you, Madam Chairman.  I

 04       am obviously pro rule.  I don't have any arguments

 05       against the rule, but I, again, would reiterate

 06       that if there are to be facts that bear against the

 07       rule, we ought to have an evidentiary hearing on

 08       that if we are going to go forward with this

 09       repeal.  So we would say -- we would hold our

 10       opinion about facts against the rule until there

 11       has been a draw-out and an evidentiary hearing.

 12            Thank you.

 13            CHAIRMAN SMITH:  Thank you.

 14            All right.  The final question -- this is kind

 15       of a overall:  Does any stakeholder have any other

 16       questions or concerns that they want to discuss?

 17            MR. WRIGHT:  Thank you, Madam Chair.

 18            FPL wishes to thank your staff and your

 19       General Counsel for their efforts to provide

 20       greater clarity and guidance regarding the

 21       determination of regulated utilities' federal

 22       income tax expense in Commission proceedings.

 23       While the parent debt adjustment is not applicable

 24       to FPL because it independently issues its own

 25       debt, FPL supports staff's proposal to amend the
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 01       rule to provide better guidance and clarity, and

 02       avoid potential disputes in ratemaking proceedings

 03       before this commission.

 04            Thank you.

 05            MS. CUELLO:  Duke doesn't have any questions

 06       or comments, but we would like to say that we

 07       support staff's recommended amendments to this

 08       rule, and just want to thank them for all the work

 09       they have put into this.

 10            MS. KEATING:  FPUC and FCG also want to thank

 11       staff for bringing this all together, and we

 12       support staff's changes.

 13            MR. WAHLEN:  We are happy to be here.  We

 14       learned a lot, and I assume there might be some

 15       post-hearing comments opportunities, so we will --

 16            CHAIRMAN SMITH:  Yeah.  Yeah.  We will have

 17       postworkshop comments.

 18            MR. WAHLEN:  Yeah, we will reserve our

 19       comments until then.

 20            Thank you.

 21            MR. DEASON:  I, too, would support staff's

 22       recommendation in the repeal of this rule.

 23            MR. MARSHALL:  I just wanted to thank you for

 24       hearing our concerns on behalf of Florida Rising

 25       today, and we look forward to the opportunity to --
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 01       appreciate the opportunity to present postworkshop

 02       hearing comments.

 03            Thank you.

 04            MR. REHWINKEL:  Despite my comments at the

 05       beginning about not appreciating being here, I

 06       would like to thank the Commissioners especially

 07       for your interest in this process and the

 08       questions.  I have been doing this for 40 years,

 09       and I always appreciate when the Commissioners take

 10       an interest in a matter and ask thoughtful

 11       questions like you have done today, and so I want

 12       to thank you for that.

 13            Thank you.

 14            CHAIRMAN SMITH:  Thank you.

 15            All right.  Commissioners, do y'all have any

 16       additional questions or comments here?

 17            Yeah, Commissioner La Rosa.  Oh, it is?  Okay.

 18       I am sorry.  I always forget to look.

 19            COMMISSIONER LA ROSA:  I forget to press the

 20       button.

 21            CHAIRMAN SMITH:  I move my head around.

 22            COMMISSIONER LA ROSA:  It's just convenient, I

 23       can just grab your attention.  Thank you, Madam

 24       Chair.

 25            I guess this question is he for staff, and
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 01       then I will make a comment maybe depending on kind

 02       of what I hear.

 03            We jumped right in, right.  And I appreciate

 04       it.  We got, like, right into the weeds.  That's

 05       awesome.  But maybe better help me understand,

 06       because we started by talking about Florida is not

 07       in line kind of with the regulatory world of where

 08       things have shifted or where things have altered.

 09       I thought I heard some discussion about FERC.  I

 10       saw -- it certainly was in the presentation about

 11       how now FERC's regulatory formula has changed in

 12       their approach.

 13            I guess help me better understand where

 14       Florida lies in comparison to other states.  Have

 15       other states made changes?  And I guess what I am

 16       trying to get to is what is the benefit for our

 17       state and our customers?  Because I sometimes think

 18       we are a little bit different from the rest of the

 19       world, or the country.

 20            MR. CICCHETTI:  I think in Duke's comments,

 21       you heard that no other state makes this type of

 22       adjustment.

 23            COMMISSIONER LA ROSA:  Has that always been

 24       the case?

 25            MR. CICCHETTI:  No, that has not always been
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 01       the case.  This issue has evolved over time --

 02            COMMISSIONER LA ROSA:  Right.

 03            MR. CICCHETTI:  -- and as more academic

 04       studies were presented, and as the issue got

 05       fleshed out, Commissioners and FERC changed their

 06       position on how this should be handled.

 07            COMMISSIONER LA ROSA:  I guess where -- are we

 08       late to the party?  Is that a good answer -- or a

 09       good question?  Are we late to the party in the

 10       sense that has there been a lot of changes?  Has

 11       there been more recent changes by other states?  Or

 12       was it a while back, and we are just -- we have

 13       just been pushing this off, as I think was spoken a

 14       few times, that this is, you know, 40 plus years?

 15            MR. CICCHETTI:  I think staff has tried to

 16       address this over time over the years.  My

 17       understanding was recently Iowa and Missouri had a

 18       double leverage adjustment, but they no longer do

 19       that, so I don't think there is anybody in the

 20       country that's making that type of adjustment, or

 21       variant of the double leverage adjustment.  So I

 22       think, you know, for lack of a better term, we are

 23       a little late to the party.

 24            COMMISSIONER LA ROSA:  Okay.  And that's fair.

 25       And I appreciate that insight, and kind of what's
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 01       happening around the country.

 02            Madam Chair, I don't know in if this is a good

 03       time just to kind of make a quick comment.  I don't

 04       know if we have another bite at the apple.

 05            CHAIRMAN SMITH:  Oh, yeah.  Oh, yeah.  You --

 06       it is a workshop, so we are just -- this is --

 07            COMMISSIONER LA ROSA:  I love the informality.

 08            CHAIRMAN SMITH:  Yeah.  Yeah.

 09            COMMISSIONER LA ROSA:  That's why I didn't

 10       wear a tie today.

 11            CHAIRMAN SMITH:  No ties.

 12            COMMISSIONER LA ROSA:  Yeah, I'm just kind of

 13       winging it a little bit, but I kind of feel like I

 14       always do that.

 15            So I will just say this.  I am looking forward

 16       to hearing the responses.  I do think that the

 17       conversation was robust.  I think this is

 18       necessary.  I think if anything in the

 19       policy-making process, I think you should always be

 20       looking at what you are doing, always be looking at

 21       challenges, always looking at advancing our state,

 22       which is, you know, I believe one of our primary

 23       goals here and necessities.

 24            I guess what I would love to see in the briefs

 25       is maybe a point to -- and I am looking over at
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 01       Florida Rising and OPC, because I probably would

 02       expect this and wouldn't have to say this

 03       necessarily, but looking at where our rate impacts

 04       are and just real world examples of where the

 05       benefits or, frankly, the lack of benefits.  And I

 06       would expect that anyways, but I can't just tell

 07       you how important that is at this point in time.

 08            Maybe there is -- maybe there is a timing

 09       scenario with this rule change.  Maybe it doesn't

 10       have to be a whatsoever.  I don't know.  I am

 11       still, I believe, coming to conclusions, and I am

 12       looking forward to kind of reading the additional

 13       briefs.

 14            And I want to know, is there an opportunity to

 15       advance our state?  I heard some good discussion, I

 16       believe, from the water companies.  I would love to

 17       hear more about that, and I am happy to give you a

 18       chance to respond, and tell us what are those

 19       hurdles?  Why would a customer benefit?

 20            I think I have isolated maybe water companies

 21       certainly here today, and a few times in recent

 22       past agendas, because I am concerned about aging

 23       infrastructure.  I am concerned about customers

 24       that are ingesting an element, right, that we

 25       regulate, and I just want to make sure that we are
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 01       doing everything that's possible.

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

 03       maybe --

 04            CHAIRMAN SMITH:  Mr. Deason, if you want to

 05       respond.

 06            COMMISSIONER LA ROSA:  -- Mr. Deason respond

 07       to have if that's what you are indicating --

 08            CHAIRMAN SMITH:  You can also save for your

 09       post-hearing comments.

 10            MR. DEASON:  Yeah, I would agree with that.

 11       Yes.  I mean, there definitely having a better

 12       regulatory environment for water companies would be

 13       great, because you want to attract that capital,

 14       that low cost of capital to come to your state.

 15            I just want to provide a little bit of

 16       clarification what Mark was talking about other

 17       states, and how they have treated double leverage.

 18       If you want to look at some of the recent decisions

 19       that address double leverage, I would point you to

 20       Iowa American Water Company's docket RPU 2016-002,

 21       so 10 years ago.  That is one where the Commission

 22       had a longstanding practice of accepting double

 23       leverage.  That specific docket that is the first

 24       time they rejected double leverage, and they go

 25       into great detail on the justifications for
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 01       basically taking a 180 on a double leverage

 02       adjustment.  So I would encourage you to read that

 03       order, especially in that docket.

 04            There is another one in Tennessee.  This goes

 05       to Docket No. 18-00017.  And that involved

 06       Chattanooga Gas Company.  Once again, that's where

 07       the Commission basically took a 180 on their

 08       longstanding practice of making double leverage --

 09       double leverage adjustments.  So that's another

 10       good order to read as well.

 11            COMMISSIONER LA ROSA:  Thank you.

 12            CHAIRMAN SMITH:  Commissioner Ortega.

 13            MR. REHWINKEL:  Madam Chairman?

 14            CHAIRMAN SMITH:  Do you mind.

 15            COMMISSIONER ORTEGA:  Yeah.

 16            CHAIRMAN SMITH:  Okay.  Go ahead.

 17            MR. REHWINKEL:  I just wanted to address this

 18       issue about FERC, and we addressed it in our

 19       comments in 2023.

 20            The FERC's retreat, if you will, wasn't based

 21       on what we are talking about here today.  They were

 22       concerned about nonregulated affiliates of

 23       pipelines weren't in any kind of regulated business

 24       that had losses, and those losses were finding

 25       their way into reducing income tax expense of the
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 01       regulated subsidiary.  That is not what we've got

 02       going here.  So I would urge caution about relying

 03       on what the FERC has done.

 04            And I also would urge caution is not get it

 05       mixed up about double leverage, which affects what

 06       the capital structure and the equity ratio that is

 07       used for ratemaking purposes and the WACC, the

 08       weighted average cost of capital that is used for

 09       ratemaking purposes.  This is not that.

 10            And then finally, just because other states

 11       don't do it doesn't mean anything to the customers

 12       in Florida.  They are living here and they want

 13       their rates to be set based on the true cost of

 14       serving them.

 15            If we want to look at what other states do, we

 16       can look at the returns on equity that other states

 17       do, and that national standard is totally

 18       different.  But, you know, so I think it's best to

 19       leave everything the way it is, but I appreciate we

 20       will brief, including the questions that Mr. --

 21       that Commissioner La Rosa has asked us to address.

 22            I just would hope that we don't rush that

 23       along.  We have other cases and things going on.

 24       So we would like to have plenty of time to research

 25       some of the new legal precedent that we've heard
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 01       from other water companies around the state.  We

 02       would like to have plenty of time to be able to get

 03       this --

 04            CHAIRMAN SMITH:  We will address that in the

 05       next steps portion --

 06            MR. REHWINKEL:  Thank you.

 07            CHAIRMAN SMITH:  -- as far as timing.

 08            Commissioner Ortega.

 09            COMMISSIONER ORTEGA:  Thank you.  And just a

 10       quick follow-up from Commissioner La Rosa's

 11       questions.

 12            As I understand it, we have this rule on the

 13       books, but we have an opportunity for people to

 14       provide evidence about why we wouldn't apply the

 15       rule to their specific companies, and I am curious

 16       while you were looking at the other states if they

 17       also have -- and, again, this could be filed

 18       later -- to Commissioner La Rosa's point, you know,

 19       what makes Florida different?  Why are we doing it

 20       different?

 21            Not that that's a negative.  In fact, we do a

 22       lot of amazing things here differently, and we are

 23       proud of that, but if we could delineate if other

 24       states didn't have that opportunity, maybe that's

 25       why they changed their rule, but just some
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 01       understanding around the separation, I think is

 02       what he was asking, and I would like to hear some

 03       more of too.

 04            CHAIRMAN SMITH:  Okay.  Other Commissioners?

 05            Okay.  I have a couple of questions for staff,

 06       and I am going to kind of frame them as, like, you

 07       know, we are what a workshop is.  We are trying --

 08       like, what's the problem we are trying to solve

 09       here, you know?  And I am glad that we are doing

 10       all of this.  And I think we've had a really --

 11       this has been a really thoughtful and important

 12       discussion.

 13            Is amending the current rule addressing an

 14       actual pattern of over- or under-recovery of income

 15       taxes?  Are we saying it's largely precautionary?

 16            MR. CICCHETTI:  If I am understanding your

 17       question, you are asking is the income tax expense

 18       of the utility being set correctly?

 19            CHAIRMAN SMITH:  Right.

 20            MR. CICCHETTI:  Yeah.  Under -- with the PDA

 21       rule, our position is, no, it's not.  We take the

 22       revenues, the expenses, we figure out the net

 23       operating income, the profits, and then we apply

 24       the state and federal tax rates to that to

 25       determine income tax expense.  And then under the
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 01       PDA rule, if there is a parent company and there is

 02       any debt on the books, we reduce that income tax

 03       expense based on the calculation in the rule.

 04            I take great exception to -- well, the reason

 05       is why do we do that?  Well, under the rule is the

 06       cost to the parent company is actually lower, that

 07       tax benefit, than should be, at the parent level,

 08       should be used to reduce the income tax expense at

 09       the regulated utility.

 10            Why would we do that?  The argument that

 11       Public Counsel is making is that having debt on the

 12       parent's balance sheet is some type of affiliate

 13       transaction abuse, and I strongly disagree with

 14       that.

 15            The ultimate assumption underlying both the

 16       parent debt adjustment and the double leverage

 17       adjustment is the debt at the parent level ought to

 18       be at the subsidiary level, at the utility level.

 19       Well, those arguments are issues in the case.  What

 20       should the amount of debt be?  What should the

 21       equity ratio be?  But both the double leverage and

 22       the parent debt adjustment go outside of the rate

 23       setting the cost of service and then reduce the

 24       income tax expense for the utility based on the

 25       debt at the parent level.

�0081

 01            So in the example I gave earlier, if you have

 02       two identical utilities, one is going to have lower

 03       rates because of the parent debt adjustment simply

 04       because the parent had some debt on its balance

 05       sheet.

 06            If they are both identical in terms of cost of

 07       service, why should they have different rates?

 08       What's the justification?  So the justification

 09       goes back to, well, there is a benefit at the

 10       parent level, let's transfer that to the regulated

 11       utility.  That violates the stand-alone concept.

 12            And the reasoning about, well, the cost is

 13       lower because of the source of funds, that violates

 14       the principle that the return should be based on

 15       companies of comparable risk and what their

 16       requirements are.

 17            CHAIRMAN SMITH:  And I appreciate that, and I

 18       will have a legal question for legal staff as far

 19       as the stand-alone principle, but I guess what I am

 20       asking is less about theoretical and more about,

 21       like, actual data, actual --

 22            And then, so similarly on that sort of

 23       question, like, do we have actual evidence that the

 24       current PDA rule results in artificially low rates

 25       that have increase of frequency of rate cases -- or
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 01       rate case -- yeah, rate increase requests?  Because

 02       that's part of the justification for amendment.

 03            MR. CICCHETTI:  Yeah.  For example, in Tampa

 04       Electric's last rate case, the revenue impact --

 05       revenue requirement impact was $15 million.  So

 06       over four years, that's $60 million dollars of

 07       their cost of service that was reduced due to this

 08       adjustment.

 09            So, obviously, if they experience any cost

 10       pressures, increased investment, not having that

 11       $60 million actually, you know, it's going to cause

 12       them to come in sooner rather than later.

 13            Did it cause the rate case?  Well, maybe not,

 14       but obviously having $60 million of their cost of

 15       service reduced due to this adjustment is not

 16       setting their rates based on their cost of service.

 17            CHAIRMAN SMITH:  Did we ask that in data

 18       request -- did staff ask that in data requests

 19       during the rate case process about, you know, is

 20       that, you know, part of the reason that they are

 21       coming in at sort of at this time?

 22            MR. CICCHETTI:  Well, in the rate cases, there

 23       a minimum filing requirement where that, if it

 24       applies, that calculation is made --

 25            CHAIRMAN SMITH:  Right.  We --
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 01            MR. CICCHETTI:  -- so then this situation is,

 02       well, we have this rule, we have to make that

 03       adjustment.  And so, you know, there may be

 04       discovery about how the calculation was made, but

 05       basically we have to apply the rule.

 06            CHAIRMAN SMITH:  Okay.  The last question.

 07       Sorry, Mr. Cicchetti.  I think you feel like -- I

 08       think you might have the best -- and we have talked

 09       -- we did talk about it as far as rate impact and

 10       stuff.  I just -- I really want to be super clear,

 11       because we had an Agenda Conference addressing this

 12       proposed rule change in 2024, and then

 13       specifically, like, I think Commissioner Clark, at

 14       that time, I think I asked at that time, about, you

 15       know, actual quantifying the magnitude of customer

 16       impact under the current rule versus the proposed

 17       amendment.

 18            I think what -- when you look at the

 19       transcript, what I was envisioning back then, if I

 20       can put myself two years ago, is, like, I wanted

 21       a -- I wanted a comparative chart of this is what,

 22       you know, under the current rule customer bill

 23       impact -- the bill impact versus if the rule was

 24       changed, what the number would be.

 25            Do we have -- you know, do we actually -- do
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 01       we have that information?  Like, can staff provide

 02       that to us and to the stakeholders here?

 03            MR. CICCHETTI:  In terms of getting the per

 04       bill impact, we would have to get that from the

 05       utility.  But if we change, alls we would be doing

 06       is removing the parent debt adjustment.  Whatever

 07       that dollar amount is, that would no longer be the

 08       case if the rule was amended to what we are

 09       recommending, or what's included in the proposal to

 10       amend the rule.  And so how that affects an

 11       individual bill, we would just need to get with the

 12       companies and get that information.

 13            CHAIRMAN SMITH:  I guess I will reiterate from

 14       two years ago that we really want that information

 15       to make -- you know, if this rulemaking, either

 16       creating a rule, or amending a rule, or, you know,

 17       deleting a rule needs to be anchored and, like,

 18       demonstrated harm or risk.  And without that

 19       information, we don't have any way of having actual

 20       comparable numbers.  So, yeah, that would be really

 21       helpful.

 22            I don't -- you know, like, again this is

 23       something that you guys can address in post-hearing

 24       -- in the postworkshop comments, or if staff,

 25       because I don't -- I don't think -- I mean, legal
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 01       can they -- I think -- the opportunity for asking

 02       for data request is probably over for this,

 03       correct?

 04            MS. SAPOZNIKOFF:  We can either send out

 05       another data request, or just based on the

 06       discussion that's had here today, you know, request

 07       that they include that information in their

 08       post-hearing workshop -- postworkshop comments.

 09            CHAIRMAN SMITH:  Yeah.  I know, I keep calling

 10       it hearing too, but it's -- no, thank you.

 11            I mean, if that's -- if that's something that

 12       the companies think that they can provide, but I am

 13       trying to be, like, flexible here, but, you know,

 14       we really need to -- we need this information.

 15            I guess I will just apologize, like, we should

 16       already have this because we had asked for this two

 17       years ago, but we are -- this is where we are, so

 18       that's -- I am just -- yeah, I would imagine

 19       that -- yeah, I know Commissioner Clark wants that

 20       information.

 21            Okay.  I am going to pivot then, because Mr.

 22       Cicchetti, I feel like you brought up -- I just

 23       want to understand legally, I think you said

 24       current -- our current rule, we are in violation of

 25       the stand-alone principle in our rate cases, is
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 01       that accurate?

 02            MR. CICCHETTI:  Yes.

 03            CHAIRMAN SMITH:  Could I get, like, a legal

 04       opinion on that?  Because that sounds, to me,

 05       dicey.

 06            MS. SAPOZNIKOFF:  Our current rule is valid

 07       and doesn't violate any legal standard.  It was

 08       properly promulgated within the statutory authority

 09       and range of discretion that the Commission has.

 10            Similarly, if the Commission was to consider

 11       some sort of change, that's also within our

 12       legislative authority and within your range of

 13       discretion.  But there is nothing that requires any

 14       change to this rule, repeal of the rule, or a

 15       change in the policy that the Commission has been

 16       applying.

 17            CHAIRMAN SMITH:  Okay.  And final question

 18       that, I guess, on that -- sort of related.  Is

 19       there any requirement that, any sort of

 20       requirement, any statutory change, anything that

 21       would make us have to change the rule at this time?

 22            MS. SAPOZNIKOFF:  No.

 23            CHAIRMAN SMITH:  Thank you.

 24            I am sorry, I just took a lot of time.

 25       Commissioners, any other -- anything else?
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 01            Okay.  So now we have got -- and, again, I

 02       would probably just reiterate to the stakeholders

 03       here, that kind of back and forth, the questions I

 04       asked, feel free to address those in your

 05       postworkshop comments.

 06            So we have gone through all of that.  Staff,

 07       can we go through the next steps for this proposed

 08       rulemaking?

 09            MS. SAPOZNIKOFF:  Certainly.  Thank you,

 10       Chairman.

 11            As we've discussed today, we do anticipate

 12       having stakeholders filing written comments

 13       following this workshop.  We had initially

 14       anticipated a deadline of doing that of May 6th,

 15       2026, which is two weeks from today.  That's our

 16       standard practice.

 17            Based on OPC's comment, before we adjourn, I

 18       would like to hear from them as to what additional

 19       sort of time they would be looking for; also from

 20       the other stakeholders of how long it will take for

 21       them to get the information that we need to give

 22       the Commission the information on the comparison of

 23       rate impact.

 24            If we could also clarify, do you just want

 25       what it would have been in the last rate case, or
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 01       the last two rate cases?  Or what sort of

 02       comparison do you want on that?

 03            So everyone is permitted, and I guess more

 04       likely now required to file comments with the

 05       information we have requested.  Even if you didn't

 06       attend, if you are watching this, if you did not

 07       attend today and if you want to file written

 08       comments, you are permitted to do so.

 09            In responding, if there is any particular rule

 10       language that any stakeholder would recommend other

 11       than what staff has recommended, we request that

 12       you provide that in a type-and-strike format for us

 13       to consider.  And any postworkshop comments should

 14       be filed in this docket, which is 20240019-PU.

 15            Pursuant to Section 120.54(2)(a)2, Florida

 16       Statutes, the Commission has until September 30th,

 17       2026, to decide whether or not it wants to propose

 18       any amendments to this rule.  This docket is

 19       tentatively scheduled for the August Agenda

 20       Conference, which would give us time before that

 21       deadline to reconvene, if necessary.  So in

 22       deciding when you would want to extend the deadline

 23       for postworkshop comments beyond May 6th, please

 24       keep that in mind.

 25            Thank you.
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 01            CHAIRMAN SMITH:  Thank you.

 02            So I should go to Mr. Rehwinkel now.  Do you

 03       have a suggestion as to --

 04            MR. REHWINKEL:  Well, I have already had to

 05       change travel plans to be here today.  I have

 06       travel plans in May to go to New York for family

 07       reasons.  I don't know what the rush is.

 08       Certainly, we've played ball every time this has

 09       come up, and we will again.

 10            I would ask that comments be due sometime in

 11       June.  I mean, we just got a rate case filed

 12       Monday.  We are under pressure in our office.  So

 13       if you truly want to hear us address this very

 14       informative workshop with postworkshop comments, we

 15       will need more time than early May.

 16            MS. SAPOZNIKOFF:  Would June 1st be

 17       acceptable?  And again, just after we get --

 18            MR. REHWINKEL:  It would be better.

 19            MS. SAPOZNIKOFF:  -- staff is going to need

 20       time to consider them and then get the

 21       recommendation in time for the Agenda Conference.

 22            CHAIRMAN SMITH:  Could we split that and do

 23       mid-June?  That can give --

 24            MR. REHWINKEL:  That would be --

 25            CHAIRMAN SMITH:  -- I mean, I am just trying
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 01       to think maybe of a --

 02            MR. REHWINKEL:  Thank you.  That would be -- I

 03       mean, something like that would be helpful.  And

 04       again, I think we have established that there is no

 05       clock running on this thing, I don't think, is

 06       there?

 07            MS. SAPOZNIKOFF:  Yes, there is.  We need to

 08       propose or not propose any amendment by September

 09       30th.  That's why it's going to the August Agenda

 10       Conference.  There were statutory changes to 120.54

 11       last session.

 12            MR. REHWINKEL:  But there would be a September

 13       Agenda option?

 14            MS. SAPOZNIKOFF:  Correct.  September 30th is

 15       our deadline --

 16            MR. REHWINKEL:  Thank you.

 17            MS. SAPOZNIKOFF:  -- to file a notice of

 18       proposed rule if there is going to be a change, or

 19       to decide we are not going to change and then

 20       withdraw -- or notify JAPC that we are not going

 21       forward with rule development.

 22            CHAIRMAN SMITH:  I am just going to pause for

 23       a second because I see our General Counsel looking

 24       at potential calendar --

 25            MS. HARPER:  I am looking at the calendar.
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 01       Our rec would be due July 23rd.

 02            CHAIRMAN SMITH:  Okay.

 03            MS. HARPER:  So we would need some time to be

 04       able to incorporate the comments into the

 05       recommendation.

 06            CHAIRMAN SMITH:  Okay.  I'm trying to be

 07       accommodating here.  I understand.  I mean, like

 08       you said, of course we want -- we want your

 09       comments.  We want as much as we can here to make

 10       the right decision.  Even giving one additional

 11       week, so that's June 8th, is that a little bit --

 12            MS. SAPOZNIKOFF:  That's fine from staff.

 13            MR. REHWINKEL:  That would be appreciated,

 14       Madam Chairman.

 15            CHAIRMAN SMITH:  Yes.  Yes.  Okay.  Good.  We

 16       have consensus.

 17            Okay.  So let's just say that those

 18       postworkshop comments, if we could have those

 19       submitted by June 8th, 2026.

 20            Any other matters?

 21            MR. WAHLEN:  I have a question --

 22            CHAIRMAN SMITH:  Yes.

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

 24       comments.  Tampa Electric and Peoples provided

 25       information about the magnitude of the parent debt
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 01       adjustment in all of their, I think last five right

 02       cases, and there seems to be a question about

 03       what's the rate impact in the future.  I just want

 04       to make sure we understand what the expectation is.

 05            Saying what the rate impact in the next rate

 06       case that we haven't decided to file yet, and that

 07       we hope we don't anytime soon, you know, if the

 08       rule is repealed is a tricky thing.  We can tell

 09       you what the effect of the current rule is, but to

 10       say, you know, what it's going to be if it's

 11       repealed in the next rate case requires a lot of

 12       assumptions, and we are working hard like the other

 13       utilities to not come in for a rate case.

 14            So are y'all looking for information that is

 15       not already in our data request responses in the

 16       post-hearing comments?

 17            MS. SAPOZNIKOFF:  I think we are looking for a

 18       comparison that we have the information in the data

 19       response to what was the parent debt adjustment in

 20       your last rate case.  And is it fair to say,

 21       because of all the discussion of how we calculate

 22       the revenue requirement then work back off of it,

 23       is it simply going to be a flip that if your

 24       reduction, based on the parent debt adjustment,

 25       was, say, 25 cents, that the rate impact had it not
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 01       been applied would have been an increase of 25

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

 03       correlation?  So not looking at prospective

 04       cases --

 05            MR. WAHLEN:  Okay.

 06            MS. SAPOZNIKOFF:  -- just based on past cases,

 07       what was the parent debt adjustment that was made,

 08       and had that rule not be been in place that the

 09       rule that staff has put the suggested amendments to

 10       of doing the stand-alone approach, what would the

 11       average bill have been without applying a parent

 12       debt adjustment?

 13            And then I guess the question is, does the

 14       Commission want it just for the last rate case, or

 15       do you want some more historical data on that?

 16            CHAIRMAN SMITH:  I think just the last rate

 17       case --

 18            MR. WAHLEN:  Okay.

 19            CHAIRMAN SMITH:  -- would be the most --

 20            MR. WAHLEN:  All right.  I just wanted to

 21       understand what the expectation was.

 22            Thank you.

 23            CHAIRMAN SMITH:  Thank you.  Thanks for that

 24       clarification.

 25            Anything else from the Commission?
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 01            Okay.  We have now reached the end of our

 02       workshop.  Does anybody else have anything to add

 03       before I officially -- all right, so on behalf of

 04       the Commission, thank you all for your

 05       participation today.  This workshop is adjourned.

 06            (Proceedings concluded.)
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