
· .. . 

PUBI.Ie UTII.ITIES comnSSION OF TilE STATE OF CALIFORNIA 

EVALUATION & Co}lPLIANCE OIVISION 
Energ)' 8ranch 

RESOLUTION 

RESOLUTION G-2716 
~'ebr~aT)' 11 t 1987 

ORIlER AUTHORIZING SAN DIEGO GAS AND ELECTRIC COHPANY (SDG&E) 
TO ADO AN INCOME TAX COMPONENT TO ITS RATES FOR GAS MAIN AND 
SERVICE EXTENSIONS (RULE 15 & 16) AND FOR ELECTRIC LINE 
EXTENSIONS (RULE 15) PURSUANT TO THE FEDERAL TAX REFORM ACT 
OI-~-1<t86 _( TAX ACT) 

RECo}lm:NDATION 

The Con~ission should adopt Resolution C-2716 vhich ~ill direct 
SVG?tE to refile nev tariff sheets alloYing SDG&E to collect only 
the 311ditional Federal Income Tax ,..hich it must pay on all 
Contributions in-Aid of Construction (CIAC) in 1987, received 
primarily for line extensions to serve housing and industrial 
dc\·clopoents. 

BACKGROUND 

By ldvicc Letters 605-G and 695-E filed January 23, 1987' SDG&E 
requests 311thority to add an igcoQe tax component to its 
existing rates and rules governing gas main and electric line 
extensions, respectively. 

This change is made necessary by prOV1S10ns in the Tax Reform Act 
of 1986 (Tax Act) which nov defines contributions to the capital 
of a corporation, including Contributions in Aid of Constrution 
(CI~C), as taxable income effective January I. 1987. Previously 
C!jC were excluded fron taxable income. The facts are as 
follows: 

I. The filings are for the purpose of rev1s1ng the Gas and 
Eleclric DepartQent Prelioinary Stateoents in order to add a nev 
Section, "Iocone Tax Cooponent of Contributions Provision ll • This 
section h3S been added in order to clarify that contributions, 
including (CIAC), received froo any person or agency by SDG&E 
llfllJI~r its filed tariffs shall include a cost cooponent for Federal 
3nd State Incone Taxes and establish a provision for accounting 
for snid cost component collected fcom contributors. The Federal 
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taxes that SOG&E vill incur arc n result of tho Tax Reforq Act of 
1')86 (Tax Act). 

2. Tariffs with contribution prov1s1ons include, but are not 
limited to Gas Rules 2, 15 and 16, And Electric Rules 2, 15, 20, 
and 21. 

Contributions under the lariffs prcsently include SDG&E's 
cstiQ~tcd costs of overheads, installation. and associated 
expenses incurred as a result of the contribution. Associated 
costs arc considered by SDG&E to include all costs, including 
taxes that would be incurred as a result of a contribution. 

3. SDG&E expects new tax laws to be effective on January I, 
1987. for both State and Federal Incone Taxes. NorQally, such tax 
law changes would not pose a difficulty for SDG&E. as it would 
include all applicable cost factors under its tariff provisions. 
110we,"cr. si nee con t r i bu t ions under the tar iff s have no t been 
considered as taxable by either the Federal or State Government. 
until now, clarification is appropriate to identify the fact that 
a tax cost conponent is collected froD contributors. 

4. The Tax Act changes the federal law regarding ~ontributions 
to the capital of a corporation. including CIAC. The Tax Act 
repeals the la~ piior to 1987 allowing contributions received by a 
regulated public utility to be excluded froQ gross taxable 
incone. 

5. In the case of a corporation such as SDG&E. gross incoee 
shall include any contribution to the capital of the taxpayer 
cornnencing January 1, 1987. In this filing SOG&E anticipates that 
the State of California viiI adopt this tax application. 

6. Therefore. SOG&E requests authority to collect all such 
contributions "gross of federal and state incoMc taxtl, as 
cstinated by SDG&E, fron contributing parties. The factor 
required to establish a ngross of taxt! contribution is referred to 
as a net-to-gross factor and is 1.8634 for 1987 contributions. 

7. The table below shows the existing and proposcd revised unit 
costs [or each gas rule requiring revision: 

Rule and Section 

Rule 15.B.3.0.(I) 
R 111 e 15. B. "3. b • ( 1 ) 
Rule 16 A.l.a 

Present Unit 
Cost Per "'oot --------

$ 9.19 
9.79 
4.74 

Revised Unit 
Cost Per Foot 

$ 18.24 
18.24 
8.83 

These revisions arc being made in accordance with the Periodic 
Review provisions of Section E.2. of Gas Rule 15 and Rule 16.H.l •• 
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Ilecision 59801, doled Harch 22, 1960, and Decision 76394. dated 
~ovcmb~r 4, 1979, which provide for unit cost revisions when such 
costs hayo changed by more than 10% since the last revision. 

3. rhe table below shows the existing and revised unit costs (or 
each ('leclric rule requiring revision: 

Rule and Section 
---~--------------

Rule 15.B.l.a.(I) 
Rule 15.B.3.b.(I) 
Rule 15.1 C.I.a. 
Rule 15.1 C.I.b. 
Rule 15.1 C.l. 
Rule 15.1 C.3. 

l~resent Unit 
Cost Per Foot 

$ 1.97 
1.97 
8.94 

17.46 
0.65 
1.2S 

RC\'ised Unit 
Cost Pcr Foot 

$ 14.85 
14.85 
16.66 
32.53 

1. 21 
2.33 

These revisions are being made in accordancc with the Periodic 
Revie~ provisions of Section E.l. of Rules IS a~d 15.1, Decision 
59801. dated March 22. 1960. and Decision 76394. dated Nove~ber 4. 
1979. which provide for unit cost revisions when such costs havc 
changed by more than 10% since the last revision. 

9. Included in the charge for a contribution is an Incone Tax 
Component of Contribution (ITCC) and the balance of the 
contribution, excluding incone tax (Balance of Contribution). The 
free is calculated by multiplying the Balance of Contribution by 
the Tax Factor of 0.8634. The Tax Factor of 0.8634 for 1987 was 
developed by the follo~ing calculation: 

1.0 / (1.0 - t) - ].0 ~here t = the esti~ated composite State 
and Federal Incone Tax rate of 0.46336. 

10. The collection of such income tax cost component vould be 
aCCOl1lJter) for in SDG&E's Gas and Electric Department Preliminary 
Statements as previously proposed in this filing. until such tine 
as the Comnission issues a final deciSion, in 86-11-019 or 
olhcn<ise t regarding the 80nies collected. Also, customer 
advances for construction arc subject to refund under the 
provisions of the line extension rules. 

11. SDG&E states that because the revisions filed herein are much 
less conplicatcd than those normally covered by the "Periodic 
Rcvie\;" provision and arc being made as a result of a change in 
law which became effective January 1. 1987, that it requests a 
,,:ai vee of thc 30-day proposal requi reRent of the uPeriodic Revi ew" 
provision. and that this filing becone effective on either the 
date filed. or on such other date as the Conmission shall set in 
an ~pproving resolution. 



t 

- 4 -

e 12. This filing vill not incrcfisc or decrcase ilny filed rate or 
charge, othcr than by the tax component. cause the withdrawal of 
service, nor conflict with other schedules or rulcs. 

13. Public notification of this fiing hos been cade by mailing 
copies of the advice leller to other utilities, governQcntnl 
~gcncies, and to all interested parties who requested a copy. 

PROTESTS 

1. The COQmission has received nuncrous prolests to this advice 
letter and related advice letters of other utilities regarding the 
inclusion of a tax cooponent in the line extension rales and 
charges. 

2. The staff of the Evaluation and Coopliance Division is of the 
opinion that although the protestors nay have grounds for their 
protests, that this revision ~ill substantially increase line 
extension and other utility costs affecting their developments. 
nonetheless, this is a lax component that must be paid by the 
utility. SDCSE estioates that it will incur about $11 million in 
Federal Incone Taxes on contributions from developers received in 
1987. If the developers do not pay these taxes as part of their 
Costs of Construction, these taxes ~il\ be borne by SDG&E's 
ratepayers. Therefore, the custoners and the utility viII be best 
ser~ed by collecting the tax conponent as soon as practicable. 
subject to refunds with interest. 

DISCLISSION 

:,hi Ie the federal law changes becone effective Januaq' 1. 1987, no 
concurrellt California tax lav changes have been made effective as 
of this date, although AB 33 is pending with a proposed effective 
date of January I, 1987. 

Because California la .... docs not )Oet allow collection of CCFT on 
ClAC, and line extensions, SDG&E should not be per~itted to 
colLect any California Corporation Franchise Tax (CCfT) in 
3nticipation of snch state tax changes. 

This resolution cannot be approved retroactively, therefore. SDG&E 
cannot be authorized to collect Federal Income Tax on any 
developer's advances received under Line Extension Rules 15 and 
16, for the period of January I, 1987 to 11:59 p.n. on 
February 10. 1987. We therefore will require that SDG&E refund 
~ith interest any a~ounts so collected. 

r'INDISGS 

1. Failllre of the utilities to collect the required rederal e incone tax · .... ith developers advances for Contributions in Aid of 
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Conslnlction or lo pro\'ide for subsequent payment of the permanent 
short-fall for all contributions entered into subsequent to 
Janllary 1. 1987, and prior to the issuance of a final decision by 
this Con~ission in 011 86-11-019. would leave this burden to be 
bOr!j(~ by all ratepayers of SDG&F.. 

2. The tax conponent of contributions collected gross of federal 
inco~e lax are considered subject to adjustment pending a final 
decision in 011 86-11-019. 

[n the event thot a different ~ethod. other than requiring 
contributors to pay a full gross-up of the tax liability. is 
adopted by the Commission in 011 86-11-019. then the utility viii 
be required to refund the difference with interest cooputed at the 
average three Qonth connercial paper ratc os published in the 
Federal Reserve Bulletin. 

3. All amounts for State incone taxes collected by SDG&E on 
Contributions in Aid of Construction fron January I. 1987 to 
11:59 p.n. on February 10, 1987. ~ill be refunded vith interest. 

4. All anounts collected by SDG&F. for Federal and State incorne 
taxes in excess of its filed unit costs under Tariff Rules 15 and 
1:'.1 [ron January 1. 1987 to 11 :59 p.n. on February 10. 1987 will 
be r~funderl vith interest. 

5. SDG&E should not collect the equivalent aMount of California 
Corporation Franhise Tax on Contributions in Aid of Construction 
until authorized to do so by this Commission after passage of 
enabling legislation. 

6. ~e find that these tariff modifications are just and 
rl.. ... <1sonale. 

THEREFORE: 

1. San Diego Gns amI ~~lectric Company is hereb)' directed to 
revise A~vice Letters 605-G and 695-E and associated tariff sheets 
to effect collection of only the.expected anount of Federal IncoQe 
Tax associated with Contributions in Aid of Construction. 
Collection of any pending California Corporation Franchise Tax on 
ad'3nces for any construction oust avait further authorization of 
this Con2ission after enabling l~gislation. if any. is enacted. 

2. San Diego Gas and Electric Company shall refund, vith 
interest, all anounts collected by it earnarked for State Incoue 
T,L(PS associate.1 .... ith Contrihutions in Aid of Construction, for 
the period of January I, 1987 to 11:59 p.D. on February 10, 1987. 
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3. San Diego Gas and Electric COBpany shall also refund 
collections for Federal and State Income Taxes in excess of its 
filed unit costs under Tariff Rules 15 and 15.1 for the period of 
January 1, 1987 to 11:59 p.m. on February 10, 19Sr. 

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

5. San Diego Gas and Electric Company shall maintain memorandum 
accounts detailing all collections of Contributions in Aid of 
Construction together with any Federal taxes collected therewith 
separately shown. 

6. All contributions collected by San Diego Gas and Electric 
Company as gross of Federal Income Tax are considered subject to 
further adjustment pending a final decision in 011 86-11-019. 

7. The revised tariff sheets shall be marked to show that they 
~ere authorized for filing by Coamission Resolution G-27l6. This 
Resolution is effective today. 

I certify that this Resolution vas adopted by the Public Utilities 
Conrnission at its regular meeting on February II. 1987. The 
following Commissioners approved it: 

Executive Director 

STANLEY N. HULETT 
President 

DONALD VIAL 
FREDERICK R. DUDA 
G. MITCHELL WILK 

Commissioners 



TARLE A 

}-'EDERAI. ISCOHE TAX RATE FOR 1987 

For 1987 the Federal Corporate Income Tax (FIT) rate for calendar 
rear taxpayers is 40~. For purposes of the 1981 accrual and 
budget, the utility should use a rate of 40X. based on the 
following. which ~ill apply to taxable revenue and taxable expense 
items, when such ileos arc so taxable for Federal purposes: 

Net- to-Gross l-Iu It i pIer * 
.40000 0.667 

~ DERIVATION, RATE =(I.O/(l.O-t)-l.O) where t= the 
Fe~eral Incone Tax rate of 40% 


