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PUBLIC UTILITIES COHKISSION OF TilE STATE 0.' CAI.IFORNIA 

EVAI.UA TION & COHPI.I ANCE DIVIS ION 
Energy Branch 

RESOLUTION 

RESOLUTION &-3019 
February II, 1987 

SOUTJIERS CALIFORNIA EDISON COMPANY (SCE); ORDER AUTHORIZI~G 
ISCLUSION OF AN INCOME TAX COMPONENT IN CHARGES fOR LINE 
EXTENSIONS AND CHANGES IS RELATED RULES PURSUANT TO THE 
FliJ!.ERAL TAX REFORM ACT. 

REcomlEXDATION ------ - -------
The COD~ission should adopt Resolution E-3019 which viII allow SCE 
to collect the additional Fcderal Income Tax which it Rust pay on 
all Contributions in Aid of Construction (CIAC) in 1987, received 
prinarily for line extensions to serve housing and industrial 
dc\'clopnents. 

BACKGROUND: -----

By Advice Letter No. 753-& filed January 2, 1987 and by Advice 
Letter 75S-E filed January 8, 1987, Southern California Edison 
Conpany (SCE) requested authority to add an income tax component 
to its eXisting Preliminary Statement, Rules 2, 13, 14, 15, 15.1, 
15.2, 16, 20 and 21. This change is nade necessary by provisions 
in the Tax RefQrD Act of 1986 {Tax Act} which nov define 
contributions to the capital of a corporation, including 
Contributions in Aid of Construction (CIAC), as taxable income 
effective January I. 1987. Prcviously CIAC were excluded frOB 
taxable income. The facts are as follows: 

By Supplenents Lo the above ad~ice letters, filed subsequently. 
SC~ has revised its filing to reflect the Federal Incone Tax 
Do.~iiica t ~on and net curren t ly a ppl icah I e Ca 1 i fornia Sta te Taxes. 
Since California has not yet anended its revenue code to b~ 
consistent with the new federal law. CIAC will continue to be 
considered as non-taxable contributions to capital, not subject to 
dcpreciation. 

1. In Ad\"ice I.etter 753-1-: SCI-: is requcsting to add Part N. lncone 
Tax Cooponent of Contributions Provision l to its Preliminary 
Statenent to clarify that contributions, including Contributions 
in Aid of Construction (CIAC) received from any person or agency 
by thc Conpany under SCE's tariffs shall include a cost conponent 
for federal nnd associated California inconc taxes. 
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rhi~ filing also establishes a provision for accounting for said 
co~t component collected from contributors. The applicable 
tariffs vlth contribution provisions include, but arc not liolted 
to, ~treet and area lighting rate schedules and Rules 2. 13, 14. 
IS, 15.1, 15.2, 16, 20 and 21. 

2. In Advice Lelter 7S5-E SeE is requesting to update the unit 
cost$ lIntier Rule No. 15, tine Extensions and Rule No. 15.1, 
Underground Extensions Within Residential Subdivisions to reflect 
the federal incone taxes that SCE viii incur. 

These revisions arc being nade in accordance ~ith the Periodic 
Reviev provisions of Special Condition E.2 of Rule Nos. 15 and 
15.1. and Decision No. 59801 (dated March 22, 1960) and Decision 
~o. 76394 (dated Novenber 4, 1979), which provide for unit cost 
revisions ~hen such costs have changed by more than 10% since the 
last re\'-ision. 

3. [11 1986 and prior years, contributions to the capital of a 
utility ~ere not taxed as income. SCE states that in 1987 such 
contributions viII be taxable at the Federal corporate incooe tax 
(fIT) rate for the calendar year at 40%. The cost to the ~tility 
of contributed facilities will increase by 67% in order to pay 
federal incone taxes. (See Table A for derivation). 

4. The advice letter revises the systeg average unit cost per 
foot in Rule 15, Paragraph B.3.a and B.3.b from'$6.90 to $12.08; 
the systen average cost per front foot in Rule 15.1, Paragraph C.l 
frnn $10.62 to $18.59 per foot times the total footage of property 
fronting on streets with the subdivision; and the excess footage 
provision of Rule No. 15.1, Paragraphf C.3 from $1.00 per foot to 
S1. 75 per fool. 

5. SeE believes that the requested revisions are less complicated 
than those narnally covered by the "Periodic Review" provision and 
arc being nade as a result of a change in law vhich be caRe 
effective January I, 1987. SeE requests a W'aiver of the 30-day 
Proposal re'1uireoent of the "Periodic Revie"," provision. 

6. The tax conponent will be collected subject to refund in 
acc~rdancc ¥ith the refund provisions of the extension rules. and 
¥ill be collected subject to further refund pending further 
deter~ination by the Commission in Order Instituting Investigation 
86-11-019. 

7. This filing will not increase or decrease any filed rate or 
ch~rge. other than by the tax component) cause the vithdrawal of 
service. nor conflict with other schedules or rules. 
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8. Puhlic notification of this filing has beOn aadc by mailing 
copies Qf the advice letter to other utilities, governmental 
ngencies, and to all interested porties who requested a copy. 

PROTESTS 
-~--~-

, 

1. TIle Con~ission has reccived nuncrous protests to this advice 
letler and related advice letters of other utilities regarding the 
inclusion of a tax cOMponent in the line extension rates and 
ch;}rges. 

2. '[he staff of the Evaluation and Conpliance Division is of the 
opinion that although the protestors May have grounds for their 
protests, that this revision vill substantially increase line 
extension and other utility costs affecting their developMcnts, 
nonethcless, this is a tax component that must be paid by the 
Iltility. SCE estif'iates that it will incur about $28 million in 
Federal Inco~c Taxes on contributions froo developers received in 
1931. If the developers do not pay these taxes as part of their 
Costs of Construction, these taxes will be borne by Edison's 
ratepayers. Therefore, the custoners and the utility will be best 
served by collecting the tax cooponent as soon as practicable, 
subject to refunds with interest. 

DISCUSSION 

e ~hile the federal law changes become effective January I, 1987, no 
concurrent California tax lav changes have been made effective as 
of this datc, although AB-33 is pending with a proposed effective 
d a t c 0 f .1 anti a 1")" 1, I 98 7 • 

Because California law does not yet allow collection of CCFT On 
CIAC. SCE should not be per~itted to collect any CCFr in anticipa­
tion of such state tax changes. 

This resoilition cannot be approved retroactively, therefore SCE 
cnnnot be authorized to collect federal Income Tax on any 
developer's advances received under Extension Rule 15 and 15.1 for 
the period of January I, 1987 to 11:59 p.m. on February 10, 1987. 
~e therefore viII require that SeE refund with interest any 
anounts so collected. 

Fl~DINGS 

1. failure of utilities to collect the required Federal incone 
tax ~ith developers advances for Contributions in Aid of 
Construction or to provide for subsequent payment of the permanent 
short-fall for all contributions entered into subsequent to 
.lanl/ar)" 1, 1987, and prior to the issuance of a final decision by 
this COR~issionJ in 011 86-11-019, would leave this burden to be 
borne by all ratepayers of SCE. 
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2. The lax component oC contributions collected gross of Federal 
incone tax arc considered subject to adjustnent pending a finnl 
decision in 011 86-11-019. 

In the event that a different method. other than requiring 
contributors to pay a (ul1 gross-up anount of the tax liability, 
is udopled by the Commission in 011 86-11-019. the utility viII be 
retlllired to refund the difference .... ith interest computed at the 
averagc three month conmercial paper rate as published in the 
Federal Reserve Bulletin. 

3. All anounts for state income taxes collected by SCE on all 
Contributions in Aid of Construction from January I, 1981 to 
11:~9 p.m. on February 10, 1987 .... ill be refunded .... ith interest. 

4. All amounts collected by SCE for Federal and State Income 
Taxcs in excess o( its (iled unit costs under Tariff Rules 15 and 
15.1 from January I, 1981 to 11:59 p.n. on February 10, 1987 .... ill 
be refunded with interest. 

5. SCE should not collect the equivalent anount of California 
Corporation franchise Tax on Contributions in Aid of Construction 
until authorized to do so by this Cornnission after passage of 
enabling legislation. 

6. Ne find that these tariff modifications are just and 
reasonable. 

TIIEkEFORF.: 

1. Southern California Edison Company is authorized under 
Section 454 of the Public Utilities Code and by Section A of 
General Order 96-A, to place Advice Letters 753-E Suppleaental and 
755-F. Supplenental and accompanying tariff sheets into effect 
today, except as set forth below. 

2. Southern California J-:dison Company is hereby directed to 
revise Advice Letters 153-E and 755-E and associated tariff sheets 
to effect collection of only the expected anount of Federal Income 
Tax associated with Extension Rules Nos. 15 and 15.1. 
Collection of any pending California Coproation Franchise Tax on 
advances for any construction nust await further authorization of 
this Conoission after enabling legislation, if any. is enacted. 

3. Southern California Edison Coopany shall refund, with 
intel-est, all anounts collected by it earmarked for State Incone 
Taxes associated ~ith Contributions in Aid of Construction, for 
the period of January 1, 1987 to 11:59 p.n. on February 10, 1987. 
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4. Southern California Edison C~mpany shall also refund 
collections for Federal and State Income Taxes in excess of its 
filed unit costs undeT Tariff Rules 15 and 15.1 for the Period of 
January 1, 1981 to 11:59 p.m. on February 10. 1981. 

5. Interest, as discussed in this resolution. shall be computed 
at the average three month commercial paper rate as published in 
the Federal Reserve Bulletin. 

6. Southern California Edison Company shall maintain memorandum I 
accounts detailing all collections of Contributions in Aid of 
Construction and line extensions together vith any Federal taxes 
collected therewith separately shovn. 

7. Contributions are considered subject to further adjustment 
pending a final decision in 011 86-11-019. 

8. The revised tariff sheets shall be marked to shov that they 
were authorized for filing by Commission Resolution E-3019. This 
Resolution is effective today. 

I certify that this Resolution vas adopted by the Public Utilities 
Conmission at its regular meeting on February 11, 1981. The 
following Connissioners approved it: 

Executive Director 

/. 

ST~NLEY W. H~LETT 
presldent 

OON~L{) VIAL 
FREDERICK R. DUDA 
G. MITCHELL.WIL~ 

coromisSlonet:s 



TARt,P' A 

For 1981 the Federal Corporate Incone Tax (FIT) rate lor calendar 
year taxpayers is 40~. For purposes of the 1981 accrual and 
budget, Edison should use a rate of 40~, based on the following, 
which will apply to taxable revenue and taxable expense items, 
· ... hen :mch i terns i.l re so taxa b le for Federal purposes: 

t-'IT Rate 

.40000 0.667 

* OERIVATION. RATE = (1.O/(l.O-t)-l.O) where t= the Federal 
Income Tax rate of 40% 


