Comprehensive Tax Reform Priorities:
Federal Income Tax Deduction for Interest Expense
Shareholder-owned electric utilities support the goals of tax reform to simplify the U.S. tax code, broaden the
tax base, and reduce rates. While tax provisions affect each utility differently, the current federal income tax
deduction for interest expense is critically important to all shareholder-owned electric utilities.
The President’s Framework for Business Tax Reform suggests that the deductibility of interest for
corporations should be considered as part of a tax reform plan in order to provide neutrality between debt and
equity. However, any material change in the deductibility of interest costs would harm shareholder-owned
electric utilities and their customers. Also, such a change would cause interest payments on debt to be subject
to double taxation at the corporate and individual taxpayer levels, thereby significantly increasing the cost of
debt capital.
Importantly, the level of reduction in the corporate tax rate being suggested by proponents of tax reform
would not offset the negative impact of a change in deductibility of interest costs. In fact, eliminating the
interest deduction and decreasing the corporate tax rate to 25 percent actually would increase corporate taxes
paid by utilities—a change that ultimately would be reflected in consumers’ electric bills.

Any Material Change in How Interest Costs Are Deducted Would Hurt Shareholder-Owned Electric
Utilities and Their Customers
The electric power industry is the nation’s most capital-intensive industry, with a capital structure of about
half equity and half debt. Electric utilities use a combination of equity and long-term debt to invest in very
long-life assets—the power plants, facilities, and equipment needed to provide affordable and reliable
electric service.
Today, utilities are engaged in significant capital expansion, and will invest about $85 billion per year
through 2014 in major transmission, distribution, and smart grid system upgrades; new, cleaner generation
capacity; cyber security measures; and environmental and energy-efficiency improvements. These capitalinvestment programs offer an important source of much-needed, high-quality job creation in many states.
The rates that customers who are served by traditionally regulated utilities pay for electricity reflect their
utility’s cost of service, including its after-tax cost of capital. Utilities work hard to achieve the lowest cost of
capital and rely upon the federal income tax deduction for interest costs to help minimize increases in
customer rates—especially during this time of major capital expansion.
If they are unable to deduct interest costs for critical infrastructure projects, utilities, as rate-regulated
businesses, would pass any tax increases and related higher costs on to their customers. As an added cost for
electricity, this tax increase would have all of the negative economic implications of a direct tax on energy,
including a disproportionate impact on lower-income individuals and small businesses; a hindrance to the
global competitiveness of energy-intensive industries in the United States, such as manufacturing; and a
contributor to inflation.
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Tax Policy Considerations
The deductibility of interest expense as an ordinary and necessary business expense is a long-established
feature of the Internal Revenue Code. The deductibility of interest paid to creditors (in contrast to the nondeductibility of dividends paid to shareholders) recognizes the fundamental difference between creditors and
debt on the one hand and shareholders and equity ownership on the other.
As Congress considers comprehensive tax reform, it is essential that lawmakers recognize that the current
federal income tax deduction for interest expense is critically important. Any material change in how interest
costs are deducted would hurt all shareholder-owned electric utilities and their customers.
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