
c , 

t. 

• 

• 

lUBLIC t1rILlTIIS o:troSSlctt OF '!HE SfA'IE OF <'ALl~ 

rov.MISSla~ MNISOR'l & ro\{pLl.ANC£ DlVISlctl 
Water utilities Branch 

RESOllmOO 00. \0:-3424 
CEcernber 9, 1988 

(RES. W -3424) WNIffi UrILITIES. 0RDffi RD.:OIR.1N3 
rosraIDDlI' WA'Irn UrILITIES rn OIl 86-11-019 TO 
FILE REVISED PAns TO REFI..ECI' 'IHE amnK> Eftl£lS 
OF INOOME TAX lAW OWKiIS. 

\0:-1 

en NCNember 14, 1986 the O:>mm ission issuOO. its Order Institutirq 
InVestigation (OIl) 86-11-019 into the ratemakirq implications of the fOOeral 
".I'aX Refonn Act of 1986 ('rnA 86). en January 28, 1988, it issued its fhase 2 
~ision {D.)88-01-061 orderirg all respon:lent utilities not specifically 
excluded to file calculations on the effects of 'IFA 86 am senate Bill 572 
('Ihe california Eank an:l O:>rporation TaX Fairness, simplification an::l 
Q)nfom ity Act of 1987) on 1987 arrl. 1988 revenIe requi.rernents in oonforma.J"'t:)e 
\·..'ith the methOOolCXJies adopted in the decision. similarly, respon:lent. 
utilities were required to calailate federal i.rt:oroe tax expense for 
raternakirq p.1l1)OSeS for 1988 usirq the methodolcqy adcpted in the decision 
ard file advice letters adjustirq their tariffs to reflect the reverue 
requirement effects of the tax dla.rges. 

Orderhq ~ 13 pertainirq specifically to water utilities required: 

"3. P..espordent water utilities shall calrolate federal in:x>me tax 
expense for both 1987 am 1988 usll-g the metho:loloy adqJted in this 
decision ard similarly calculate california o:>rporation Fran::hi.se TaX 
expense for rat.ernak.irg p.1l1)OSeS to the extent possible. 'Ihe calculations 
shall be b:lsed on the last adq:>ted results of cperations. 'lhe impact of 
the revenue requi.rernent adjustment for both 1987 arrl 1988, inclu:li.rg 
interest on that portion of the revenue adjustment relatirg to the period 
prior to the date the surcharge rate (or credit) becomes effective, shall 
be reo:>rded in a special surcharge a~t. within 60 days after the 
dale of this decision, respon:lent ""ater utilities shall file an advice 
letter for the p1t'pOSe of establi.shin:J a surcharge rate to reflect an 
amortization of the total revenue reqtlireroent adjustment ~1u:Ung 
int.erest recorded in the surdl.:m.Je aco:::unt CNer the remairrler of 1988. 
'1he surdl.:m.Je rate will be sho ... rn as a peroentage which will awlyon 
total alStomer water bills exclusive of safe Drinki.J¥:J (Water) Boo:} Act 
loan surcl1a.rges an:! exclusive of CIUC Reimb...trsernent Fees. 'Ihe surdl.:m.Je 
will be effective on the date of filin}.11 
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Order in} ParagraJil H specifically exeropte:l those ut il ities with ratemak1n:.J 
taxable incx>me of $25,000 or less fron l:lak.ln:j thi s COiYIplianoe advice letter 
filing relating to 1987 or 1988. 

As dirocted, respoo:lent water utilities made fili.n]s to refurrl (or collect) 
the estimatEd tax CNer- (or urrler-) collections tMir rates ""oo1d produce 
durirg 1987 an:) 1988. 'Ihe rate chan:J:es \:ere in the fonn of pen:entage 
S'I.J.l'Credits (or surcharges) calculated to returrl the full aTlC\l1lts, plus 
interest, by ~'1ber 31, 1988. 'Ihe 00· ... tariff schedule 'IRA-1 which 
inple..::ented those adjustments .... as to e>:pire after Cecerobe.r 31, 1988. with arry 
re.-nai.nin:J W"der- or fNer-refurrled amconts to be absorbed l¥ the water 
utilities' existirg ba1ancirq ao:xmlts. Commission Advisory an:l Cornpli~ 
Division's urrlerstardirg .... as that schedule'rnA-1 adjustments were to be 
replaced by different percentage adjusments establishi.rq rates to reflect 
the 'IRA 86 i.ncx>I:e taxes in 1989 ani beyord until the next test year. 

A <}\l(>.Stion has Mil been raised whether D.88-01-061 requi..res resporrlent water 
utili ties to file percentage S'I.J.l'Credi ts reiucirq their rates in 1989 an:) 
beJ"ord, or whether it might not be aWrqlriate to simply aCOl1!lulate post-1988 
CNeroollections in water utilities1 ba1anci.n:J aCCCU'lts for eventual refturl 
throogh the next test year or offset fili..n:.J. In ad:litioo, the replacement of 
D.88-o1-061's refurrl surcredits after DecerrJ:er 31, 1988 with 1m .. er perrna.nent 
S'I.J.l'Credits o::uld be vie .... ·e::J. as a rate in:::rease req.rl.rirq o>mroission awroval • 

It is true that Orderirq Paragrafh 13 did not explicitly direct that rates be 
red..x::ed for 1989 an:l beyorrl. tIDr was there an orderin:] paragra}il e:<plicitly 
directing water utilities withrut 1988 or 1989 test or attrition years to 
pass p:st.-1988 iux>roe tax savi.rgs on to their OJ.Storners. A read1.rq of the 
decisioo, however, makes it clear that the intent ",'as to pass the tax savirgs 
directly on to alStorners as they ""ere real ized: 

Fi.n:lin:J of Fact '27: 

1127. 'Ihere is benefit to the utilities in passlrq t.hJ:01gh the tax 
savJ.n.;Js to ratepayers l¥ reduci.n:J rates ani therefore enablin.:J them to 
rOOuce expenses ani better meet the competitive challeIYJes an:i threats 
of bypass.1I 

Conclusion of law 11: 

"l. All p.lblic utilities subject to th.is OIl, other than those 
specifically exeroptOO in this decision shoold be required to file 
calculations to reflect the reverue reqllrenent effects of 'rnA 86 on 1987 
ratemakin:.J irxx>rne tax exp.:w;e an:i on 1988 ratemakin:.J in:ome tax ~ 
to the date when tariffs are revised to reflect the re'lenle req.rlrernent 
effects of the tax d\an:jes. Sl.lch cala..llations should be based on adc¢.ed 
test year or attrition year results of q:.erations usirg the methodolCYJY 
adc¢.ed in this decision" (emfhasis adied) • 
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For ut111tles .... ith rurrent test »ears or attrition years, the decision was 
clearz 

C'oncluc;lon of Law 14: 

"4. All utilities shcllid reflect in their attrition filirqs for 
1988 ani 1989 tOO llr,pact of 'IRA 86 aM Senate Bill 572 to the extent 
awlicab1e based on the methodolcqy adoptOO in this declslon.l1 

In disCllssinj 00-#1 the effects of tax law dlan:Jes shoold be flowed thrcu;Jh to 
ratepayers, the decision at page 39 staW: 

ITo the extent the 1988 attrition filin:.Js or 1988 general rate case 
filinJs do rot O)l)[orn to the tax rate dlaIYJes adopte:J in this decision, 
utilities shall inclu3e in their advice letter fili.J¥js the necessary 
adjustments to oonfonn to this decision. utilities not hav!m any 
attrition or test . year 1988 filirq will be required to file tariffs 
revisirq 1988 tarlf fs to CXlOfom their ratemaki.TJ;j in::x)l'r~ tax ~ to 
this decision" [~is ad::led}. 

Fin.:lin.] of Fact I)): 

"33. Utilities 'ftho have filed 1988 attrition year or test year 
filirqs usirq inoJree tax expenses inconsistent with this decision, shall 
inclu:le in their advioe letter fili.o;Js adjustments necessary to correct 
any <;liscrepaooies. other utilities not havirq attrition filirys an::) not 
specifically exempted in this order shall file re"-lise:i tariffs to ,:reflect 
the c:ha.rqe in tax laws oonsisWnt with this order' (eroIhasis ad:iedJ. 

'Ihus, the decision clearly interded that those wit:hc:ot current test or 
attrition years sho.J1d also reduce rates on an orqoirq basis. 

(\:)roJ!Iission Mvisory ani Cotrpliarpe Division recommen:is that all n::n-exemptOO. 
X'eSjX'lO:lent water utilities that have oot had their post-1988 rates determined 
by test. or attritioo years reflectirq the effects of 'rnA 86 ani senate Bill 
572 be nqllr€d to file advice letters adjustin:.J their tariffs to reflect the 
0l¥J0iJ'q revenue nquire.-r.ent effects of the t&: charqes. 'Ihe rate adjustments 
necessary shc1...lld be in the form of peramtage surcredits or surdla.rges, an::l 
the am<:Onts of those adjustments sho.t1d be ooosistent with the calculaticns 
for the 1988 refurd COI!'!p:lOents prevlcosly filed. 

Orderhq ParagraFh ,14 of 0.88-01-061 has already established rates from am 
after Ja.Ji.lclly 1, 1987 as subject to :refun::l ard adjustment, with interest, to 
aocx:m1t for the c:han:Jes airl p::6Sible cha.n:3es to revenue requirelnents 
authorize:) in that decision. Rates resultiIq from dlan:Jes nqllr€d by this 
resolution shcWd be similarly subject to refurrl. 
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FINDDK;S 

1. All ~eJnptOO l~t water utilities that hlve rot had their post-
1988 rates deterPintrl bj test or attrition years reflectirq the effects of 
'ffiA 86 ani senate Bill 572 shoold be requirOO to file advice letters 
adj\lStlnJ their tari f fs to reflect the ()()JOl.rq reverue rEq.1irement effects of 
the tax chm:.Jes. 'lhe rate adjushnents neoessaIy shoold be in the fom of 
percentage surcro:lits or S\.ll"Chanjes, ard the aJ"OCWlts of t.hQse adjustments 
shcW.d be oonsistent with the calculations for the 1988 refurrl oornponents 
previously fileet 

2. 'Ihe reqJirer~t of 0.88-01-061, Orderirq Paragrarn 114, that utilities' 
rates from an:l after January 1, 1981 are subject to refurd ani adjustment, 
with interest, to aCXXW'lt for the dlarges an:) possible c:han:Jes to revertJe 
requirements authorized in that decision, sh<:Wd similarly be exten:krl to 
rates resultin;J from dlanJes rEqJ1red l:1j this resolution. 

IT IS ()R[)flID) that: 

1. All resporrlent water utilities to Order Institutio:J Investigation 86-11-
019 with rat.emakirg taxable In::ome of more than $25,000 that have not had 
their pQSt-1988 ratJ?S determ ined bj test or attrition years reflectirq the 
eff€ct:s of 'IRA 86 an:l Senate Bill 512 shall file advice letters adjustin.J 
their tariffs to reflect the cn:JOin:J revenue req..rlrement effects of the tax 
c.harqes. The rate adjusb:lents neoessaIy shall be in the fom of percentage 
surcredits or S'I..ll'dlal-ges awlyirq to total customer water bills exclusive of 
Safe Dri.nk.irq Water Bord Act stll."Charges ard cruc Reitrl:m"sement Fees, arrl the 
aroo.mts of those adjustments shall be consistent with the calculations for 
the 1988 refurrl components previously filed in oompliance with I))cisioo 88-
01-061. 'lbe rEqJ1red filirqs shall be made on or before ~ 31, 1988 
an:) shall heoone effective 00 January 1, 1989. 

2. '!he rEq.1irement of lX!cislon 88-01-061, Orderirg ParagraIil 114, that 
utilities' rates from arrl after Janu.ny 1, 1987 are subject to ref\m:l arrl 
adjustment, with interest, to acxxm-lt for the chm:Jes aTrl possible c.harge:s to 
revenue rEq.1irements authorized in that decision, is ext€'n:led to rates 
1X'SUl tin:} from chan:.Jes req..rlred by this resolution. 

-
3. 'Ibis resolutioo is effective tooay. 

I certify that this resolution was adopt.o:l bj the rublic Utilities O>inmission 
at its re:JUlar meeti.rq on ~ 9, 1988. '!he follo·,.,irg commissioners 
awroved it: 

~"TANtR\' W. HULETf 
h~Id~,t 

DO~M.O \tl.Y. 
t'UEOFJ\lCt II. Ot1DA 
(~- MIICBEIJ ..... 1~ 
}Oil'" Il OHANIAN 

0Jru:u ~\)u'l5 
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VICIOR R. WEISSER 
E>:eart.ive Director 


