- PUBLIC UTILITIES COMMISSION OF THE STATR OF CALIFORNIA

WATER DIVISION RESOLUTTON W-4014+
Large Water Branch Decerber 20, 1996

RESOLUTION

(RES. W-4014), SaN JOGE WATER CUOMPANY (SAN JOSE). ORDER
MZMMMSWWAWWHR
TRACKING REVENUR AND EXPENSE REIATED TO (HANGES IN
FEIE?ALNI)SIWI‘E'B\XIJABIIIIYFUZAIL(IASSAWER
UI'ILIT]]E, JESS RANCH SEWER UTTLITIES, INC., SOUTHERN
CALIFORNIA EDISON OOMPANY, AND ALCOD AND TORO WATER
(I]‘lPAN]]B :

BY AINICR LETTER 280, RECRIVED CN OCICRER 24, 1996.

SIMMARY

This nesolublon authm izes all Class A water utilities, Jess Ranch Sewer
U’uhtles, Inc., Southem California Edison Company, Alco and Tord Water
Conpanies (the affected utilities) to establish a memorandum acoount for
tlackmg revenues and expenses relatlng to changes in Federal and State tax
liability resulting from funds received from owners or developers pursuant to
Rule 15, Main Extensions.

BACKEROUND

In late October, 1986, the federal govermment passed the Tax Reform Act of
1986 {1986 TRA) which 31gn1flcant1y affected all Califomia public utilities,
especially the state's privately-held public water companies. Until that
enactment, when a real estate developer who applied to a public ut111ty for
extension of facilities to serve water to a new area paid the utility the
amounts of money (or property) required to serve that area (Oontributions-in-
Aid-of-Construction (CIAC) and Advances-in-Aid-of- Construction (AIAC)), the
utility did not treat such payments as "incame" for income tax purposes. The
1986 TRA changed all that - by oonvertlng such payments into taxable income.
As a cosequence, beginning in 1987, in order to have available sufficient
funds to pay the actual costs to construct a proposed extension of facilities,
utilities had also to collect additional sums from each applicant: the amount
of money that would enable them to pay the income tax liability arising from
their receipt of the funds used to pay the hard-dollar cost of such projécts.
That additional amount of money which results from utilities®' ocollecting |
contributions and advances "gross of federal income tax," is cormonly referved
to as a "tax gross-up."




Resolution W-4014% Deceney 20, 1996
SAN JOSB/AL 280/SEXK/RIt4:313

After lengthy heaungs, the Conmission on .,eptenber 10, 1987, issued Decision
(D.) 87-03-026 which settled on two altemative methods to he adopted by
utilities for détermining how the tax gross- u,li)s would be calculated: a so-
called *Method Two" (to be used by smaller utilities) and a "Method Five" (to
be enployed by Class A utilities, Southem Califormia Edison Conpany, and Alco
and Toro Water Companies.

San Jose now requests authouty to establish a memorandum account for tracking
the total revenue requirement and expenses associated with recent changes in
federal and state tax liability resulting from the "Smll Business Jobs .
Protection Act" (Public Law (PL) # 104-188) ard California Assembly Bill (AB)
3499. Both of these laws were passed earlier this year.

PL # 104-188 changes the federal Contributions- in-aAid-of- Oonstrucl:lon {CIAC)
tax liability by exenpting certain contributions for water campanies from
federal taxation. The law also changes the deprematlon life for water
utility property from 20 to 25 years. It is undetérmined, at this time, 1f
California will also terminate the taxability of CIAC.

AB 3499 changes the California Corporation Franchise Tax (OCFT) rate from 9.3%
to 8.84% effective Janary 1, 1997.

This situation is faced by all Method 5 companies.

In addition, San Jose nequests t:o change the Inoome Tax corponent for the

"gross-up* worksheet ocontained in Rule 15. - This implication of PL # 104-188
is cwrrently being reevaluated in antther Conmission proceeding (1.86-11-019).
San Jose requests authority to apply the existing gross-up peroentage to
sexvice connections only. Furthermdore, San Jose requests authority to reduce
the qross-up percéntage on the rémainder of CIACs and AICs such that the
-Method 5 gross-up percentage only reflects the recuirement for OCFT, under the
assurption that the ocollection of such taxes will itself be taxable f01
Federal Income Tax puaposes.

Southern Califormia Edison Oo., Califormia Water Sexrvice Co. (AL 1420, filed
10/15/96), Apple Valley Ranchos Water Co. (AL 102, 10/16/96), Park Water Co.
(AL, 171, 10/16/96), Jess Ranch Water Oo. (AL S-W, 10-16-96), and Jess Ranch
Sewer Co. (AL 3-S, 10/16/96), have filed advice letters requesting the same
treatment.

DISOISSION

After discussion with the Class A utilities, Water Division agrees that this
memorandum account is reasonable. This resolution would authorize the
affected utilities to record these revemies and expenses that ooccur after its
effective date. To allow these utilities to record revenues and expenses that
it incurred before the effective daté of this résolution would constitute
retroactive ratemaking.
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The recording of these revenues and e:q:erses into the memorandum account does
not oonstltute a prejudgnent of the appropriateness of recovery of any expense
includad in the memorandun acoount. The purpose of authonzmg this
megorandum acoount is to insure that these utilities is not precluded from
recovering these extraordinary revenues and expénses incurred as a result of
P, #§ 104-188 and AB 3499. .

In a futwre proceechng or general rate case, the Comission will reach a
decision regarding the utility's recovery in rates of the memorandum account
halance. In that proceéding, the staff will review the réevenues and eXpenses
and balance in the account and make a reoommendation to the Commission about
the amount to be included in rates.

Because rates are not affected by the creation of a mennlandlm acoount and
parties will have an opportunity to review these oosts in the future, no
formal notice is required.

This nmoraxmn acoount is to be used only to record revenue requlren'enl: and -
expenses related to changes in CIAC and IDC rates, changes in depreciation
ratés and OCFT ratés. It is not designed to recover othér amounts such as a
developer béing initially charged and paying a CIAC rate which later is == =
detéimined to De too low and the extra feé charged to the developer can not be
recovered from such developérs., The rates that ratepayers are charged should :
- not be raised to pay the deficit in this event, and the ratepayers should be
spe01flca11y held harmless.

FINDINGS

1. All water utilities are required to oonply with PL § 104-188 and AB 3499.

2. San Jose has réquésted the establishment of a me:mlandun account to reooni
revenues and expenses ‘associated with PL # 104:-188 and AB 3499. ‘This
situation applies to all Method 5 water ¢ompanies.

'IHEREE(RE, ITISCR?IE?EDthat‘

1. All Class A watex utilities, Jess Ranch Sever Utlht:ies. Inc., Southem
Califormia Edison Co., and Aloo and Toro Water Conpanies ave authorized to .
establish memorandum aoco.ml:s by Advice Letter to record the revenues and
expenses associated with PL # 104-188 and AB 3499 as described in this
resolution. The revenues and expenses shall be reviewed by the staff in a
future rate proceeding and, if found reasonable by thé Conmission will be
allowed to be recovered in rates. The effective date of Advice Letter 280,
and all other Advice Letters requesting the same treatment, shall be five days
after the date of this resolution, or five days after f111ng, vhichever is
later.

2, No revenue or expense incurred prior to the effective date of this
resolution shall be recorded in the memorandum aooount
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3. Any deficiency created gross-ups oollected from the contributors that
are less than the tax liability shall not be recovered from the ratepayers,

4, This resolution is effective today.

I hexeby certify that this Resolution was adopted by the Public Urilities
Comission at its regular meeting on Decenber 20, 1996. The following
Comissioners approved it: - ’

W ‘M. F
ecutive Director

P. GREOORY QOMNION
President
JESSIE J, KNIGHT, Jr..
HENRY M. DUQUB
JOSIAH I,. NEEPER
Commissioners




