SarxrGanrIEL, VALLEY WATER COMRANY

January 16, 2018

Advice Letter 512 U337W
TO THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA
San Gabriel Valley Water Company (“San Gabriel) hereby requests ministerial

review of the following changes in tariff sheets applicable to both its Los Angeles County

and Fontana Water Company divisions:

Canceling
CPUC Schedule CPUC
Sheet No. Title No. Sheet No.
2785-W Rule No. 15 Main Extensions (cont.) N/A 1552-W
2786-W Table of Contents (cont.) N/A 2600-W
2787-W Table of Contents N/A 2784-W

The purpose of this advice letter is to update the Rule No. 15 income tax component of
Contributions In Aid of Construction (CIAC) and Advances in Aid of Construction
(AIAC), as a result of the federal 2018 Tax Cuts and Jobs Act (“New Tax Law”). In
accordance with Water Industry Rule 7.3.1, this filing is designated as Tier 1.

Background
The New Tax Law, which is the first major overhaul of the Internal Revenue

Code since 1986, was signed into law on December 22, 2017, and is effective as of
January 1, 2018. Among other things, the New Tax Law reclassified CIAC and AIAC as
taxable income to public utilities, as well as reducing the corporate income tax rate from
35% to 21%. The Commission previously addressed a federal income tax law change
affecting Rule No. 15 in D.87-09-026 in 1.86-11-019 and in Resolution W-4263, dated
April 19, 2001.
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Discussion

San Gabriel submits an original and four copies of this advice letter and requests
that the attached proposed tariff sheets be made effective as of January 1, 2018.

In D.87-09-026, the Commission investigated five different methods of
accounting for a new tax on CIAC. This decision allowed water utilities to use two of
those methods depending on company size. Method 2 allowed utilities to gross-up the
CIAC by enough money to pay the income tax (and the income tax portion of CIAC) and
charge that amount to the contributor, whereas Method 5 required utilities to advance part
of the tax, resulting in a lower gross-up. San Gabriel employed Method 5.

The Small Business Job Protection Act repealed taxes on CIAC for water and
sewage utilities for amounts received after June 12, 1996. However, on January 6, 2001,
the Internal Revenue Service reclassified CIAC receipts for single-customer service lines
(the pipe and fittings from the distribution main, the meter box, and the meter to serve a
single customer) as taxable income.

Section E.2 of Rule No. 15 currently lists the tax gross-up factors of 36.63% for
CIAC and 37.48% for AIAC. Section E.5 of Rule No. 15 states:

The ITC tax factors [i.e., Income Tax Component or tax gross-up

factor] ... will remain in effect until changes to those rates would

increase or decrease the ITC tax factors by five percentage points

or more. When and if that occurs, the utility will file an advice

letter showing the new rates and cancel this sheet.
The New Tax Law exposes San Gabriel (and ultimately, ratepayers) to significant
additional liability for federal income taxes that were not contemplated in the last general
rate case. Therefore, San Gabriel is submitting this advice letter prior to receiving
specific direction from the Commission regarding the ratemaking treatment of the income
taxes on CIAC that it intends to authorize.

This advice letter proposes a 38.85% gross-up factor employing Method 2 which

allows San Gabriel to charge the contributor the full amount of income taxes attributable

to CIAC or AIAC, thereby protecting ratepayers from having to pay costs related to new
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development. However, San Gabriel has also computed the gross-up factors using
Method 5, which are included in the workpapers:
LA Division Fontana Division
For CIAC 21.54% 21.43%
For AIAC 22.58% 22.49%
Should the Commission ultimately direct utilities to use Method 5 under the New Tax
Law, San Gabriel will refund all excess amounts deposited by the contributor at the

38.85% Method 2 tax gross-up rate.

Notice

Since this filing does not result in an increase in rates to customers, withdrawal of
service or more restrictive terms or conditions, customer notice in accordance with
Section 3.2 of General Order 96-B is not required. However, copies of this filing are
being distributed to the parties on the attached distribution lists in accordance with Water
Industry Rule 4.1, and will also be posted to San Gabriel’s websites, www.sgvwater.com

and www.fontanawater.com, in accordance with Water Industry Rule 3.3.

Protest and Responses
Anyone may respond to or protest this advice letter. A response supports the filing

and may contain information that proves useful to the Commission in evaluating the
advice letter. A protest objects to the advice letter in whole or in part and must set forth

the specific grounds on which it is based. These grounds are:

(1)  San Gabriel did not properly serve or give notice of the advice letter;

(2)  The relief requested in the advice letter would violate statute or Commission
order, or is not authorized by statute or Commission order on which San Gabriel
relies;

(3)  The analysis, calculations, or data in the advice letter contain material error or

omissions;
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(4)  The relief requested in the advice letter is pending before the Commission in a
formal proceeding;

(5)  The relief requested in the advice letter requires consideration in a formal hearing,
or is otherwise inappropriate for the advice letter process; or

(6)  The relief requested in the advice letter is unjust, unreasonable, or discriminatory,
provided that such a protest may not be made where it would require relitigating a

prior order of the Commission.

A response or protest must be made in writing or by electronic mail and must be
received by the Water Division within 20 days of the date this advice letter is filed. The

address for mailing or delivering a response or protest is:

Tariff Unit, Water Division, 3" floor

California Public Utilities Commission,

505 Van Ness Avenue, San Francisco, CA 94102
Email: water_division@cpuc.ca.gov

On the same date the response or protest is submitted to the Water Division, the
respondent or protestant shall send a copy of the protest by mail to San Gabriel addressed

as follows:

San Gabriel Valley Water Company
Vice President of Regulatory Affairs
11142 Garvey Avenue

El Monte, CA 91733

FAX: (626) 448-5530 or

E-mail: jmreiker@sgvwater.com

The advice letter process does not provide for any responses, protests or comments,
except for San Gabriel’s reply, after the 20-day comment period.

Replies: San Gabriel will reply to each protest and may reply to any response. Each
reply must be received by the Water Division within 5 business days after the end of the
protest period, and shall be served on the same day to the person who filed the protest or

response.
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If you have not received a reply to your protest within 10 business days, contact

me at (626) 448-6183.
Meiker

Vice President of Regulatory Affairs

cc: James Boothe, CPUC — Water Division
Richard Smith, CPUC — Water Branch, ORA
Hani Moussa, CPUC — Water Branch, ORA
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EY AVENUE Revised Cal. P.U.C. Sheet No.

11142 GARV

2785-W
EL MONTE, CALIFORNIA 91733
Cancelling Original Cal. P.U.C. Sheet No. ___1552-W
Rule No. 15
MAIN EXTENSIONS
(continued)
E.  Income Tax Component of Contributions and Advances Provision

1. Contributions in Aid Of Construction (CIAC) and Advances for Construction (AIAC) shall

include, but are not limited to, cash, services, facilities, labor, property, and income taxes

thereon provided by a person or an agency to the utility. The value of non-cash contributions

and advances shall be based upon the utility’s estimates. Contributions and advances shall

consist of two components for the purpose of recording transactions as follows:

a. Income Tax Component (ITC), and
b. The contribution or advance.

2. The ITC shall be calculated by multiplying the appropriate portion of the contribution or

advance by 38.85%. ey
3. The ITC will be collected subject to refund, pending the Commission’s final determination of  (N)

the method of accounting for the new tax on advances and contribution. (N)

(D)

4. The utility shall inform the Applicant of the final cost of the installation of all facilities and the (T)

resulting tax paid thereon.
5. In the event the utility collects an ITC using an incremental tax rate that is more than its

incremental tax rate as determined on a taxable year basis, without consideration of a tax credit

or tax loss carryforward, the difference between what was and what should have been collected

will be refunded to the Applicant.

{To be inserted by utility) Issseed bj (To be inserted by Cal. P.U.C)
Advice Letter No. 512 R.W. Nicholson Date Filed
Decision No. NAVE Effective
L re::Ld:m Resolution No.

FORM 27
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FABRIOE, VALES

11142 GARVEY AVE

2 CAUFORN]I;'\UW% _ Revised  Cal.P.U.C. Sheet No. __2786-W
EL MONTE, Cancelling __Revised  Cal. P.U.C. Sheet No. __2600-W
TABLE OF CONTENTS
(continued)

C.P.U.C.
Subject Matter of Sheet Sheet No.
List of Contracts and Deviations 2532-W
Rule Nos.
1. Definidon 974-W  975-W
2. Description of Service 720-W
3. Application for Service 394-W 1747-W
4. Contracts 395-W
5. Special Information Required on Forms 1307-W to 1309-W
6. Establishment and Re-establishment of Credit 398-W
7. Deposits 749-W  709-W
8. Notices 1310-W  1311-W
9. Rendering and Payment of Bills 402-W, 403-W, 2373-W, 2374-W
10. Disputed Bills 980-W  981-W
11. Discontinuance and Restoration of Service 1312-W to 1317-W

1850-W  1319-W

12. Information Available to Public 1560-W  1561-W
13. Temporary Service 411-W  412-W
14. Continuity of Service 413-W
14.1 Water Conservation and Rationing Plan 2466-W, 2579-W, 2468-W to 2478-W
15. Main Externsions 968-W 899-W 900-W

1240-W  902-W 903-W
1241-W 1242-W 906-W 907-W

969-W 909-W 970-W 2785-W (T)
16. Service Connections, Meters and Customer’s Facilities 424-W 1243-W 930-W
1244-W 1208-W 1209-W
1210-W  1211-W

17. Standards from Measurement of Service 971-W

18. Meter Tests and Adjustment of Bills for Meter Error 432-W 433-W 434-W

19. Service to Separate Premises and Multiple Units, and Resale of Water  1006-W  1007-W

20. Water Conservation 782-W

21. Customer Information Sharing 2595-W

(continued)
(To be inscreed by uility) Isswed by (To be inscrted by Cal. P.U.C--)
Advice Letter No. 512 R. W. Nicholson Date Filed
Decision No. NAME Effective
President

TITLE Resolution No.

FORM 27
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Revised Cal. P.U.C. Sheet No. __2787-W
Cancelling Revised Cal. P.U.C. Sheet No. __ 2784-W
TABLE OF CONTENTS

The following listed tariff sheets contain all effective rates and rules affecting the rates and
services of the utility, together with information relating thereto:

C.P.U.C.
Subject Matter of Sheet Sheet No.
Title Page 1559-W
Table of Contents 2787-W, 2769-W (T)

2600-W, 1563-W
1637-W, 2687-W
Preliminary Statement 634-W, 390-W, 2389-W to 2392-W,
2724-W, 2757-W, 2782-W, 2783-W,
2744-W, 2749-W, 2713-W, 2401-W,
2714-W to0 2718-W, 2407-W to 2409-W,
2464-W, 2410-W, 2412-W, 2530-W, 2668-W

Service Area Maps:
Fontana Water Company 1533-W
Los Angeles County Division
Service Area - East Portion 1183-w
- South Portion 869-W
- West Portion 2690-W
Area Maps of Less Than 40 p.s.i.g. 871-wW
691-W to 697-W
Schedule
Rate Schedules Number
All Tariff Areas
Surcharge to Fund Public Utilities
Commission Reimbursement Fee AA-UF 2775-W

Stages Water Shortage Surcharges and Penaltics 14.1  2580-W,2482-W to 2484-W,2581-W
Fontana Water Company

General Metered Service - General FO-1 2777-W, 2771-W
General Metered Service - Conservation FO-1C 2778-W
Private Fire Service FO-4 2754-W, 1087-W, 1476-W
Recycled Water Metered Service FO-6 2779-W, 2762-W
Constructon Service FO-9 2707-W, 2708-W
California Alternative Rates For Water FO-CARW 2709-W, 2773-W
Facilities Fees FO-FF 2710-W, 1876-W
(continued)
(To be inserted by urility) Issued by (To be inserted by Cal. P.U.C.)
Advice Letter No. 512 R. W. Nicholson Date Filed
Decision No. NAME Effective
President

TLE Resolution No,

FORM 27



DISTRIBUTION LIST
San Gabriel Valley Water Company
Los Angeles County Division
Advice Letter No. 512

City of Arcadia
240 West Huntington Drive
Arcadia, CA 91006

City Clerk, City of Baldwin Park
14403 East Pacific Avenue
Baldwin Park, CA 91706

California-American Water Company
655 W. Broadway, Suite 1410
San Diego, CA 92101

City of El Monte Water Department
11333 Valley Boulevard
El Monte, CA 91734

Industry Public Utilities
Post Office Box 3165
City of Industry, CA 91744

City Clerk, City of Irwindale
5050 North Irwindale Avenue
Irwindale, CA 91706

City Clerk, City of La Puente
15900 East Main Street
La Puente, CA 91744

La Puente Valley County Water District
112 North 1st Street
La Puente, CA 91744

City of Montebello
1600 West Beverly Boulevard
Montebello, CA 90640

City of Monterey Park Water Department
320 West Newmark Avenue
Monterey Park, CA 91754

City of Pico Rivera Water Department
6615 Passons Boulevard
Pico Rivera, CA 90660

Pico Water District
Post Office Box 758
Pico Rivera, CA 90660-0758

City Clerk, City of West Covina
1444 West Garvey Avenue
West Covina, CA 91790

City Clerk, City of Rosemead
8838 Valley Boulevard
Rosemead, CA 91770

City Clerk, City of San Gabriel
425 South Mission Drive
San Gabriel, CA 91778

San Gabriel County Water District
8366 East Grand Avenue
Rosemead, CA 91770

City of Santa Fe Springs Water Department
Post Office Box 2120
Santa Fe Springs, CA 90670

City Clerk, City of South El Monte
1415 Santa Anita Avenue
South El Monte, CA 91733

Golden State Water Company

Attn: Ronald Moore, Regulatory Affairs
630 East Foothill Boulevard

San Dimas, CA 91773

Suburban Water Systems
Attn: Bob Kelly

1211 East Center Court Drive
Covina, CA 91724-3603

Valley County Water District
14521 East Ramona Boulevard
Baldwin Park, CA 91706

City of Whittier Water Department
13230 East Penn Street
Whittier, CA 90602

California Public Utilities Commission
Office of Ratepayer Advocates

505 Van Ness Avenue

San Francisco, CA 94102-4208

Kiki Carlson
Suburban Water Systems
kcarlson@swwc.com




DISTRIBUTION LIST

San Gabriel Valley Water Company
Fontana Water Company Division
Advice Letter No. 512

Kendall H. MacVey, Esq.

Best, Best & Krieger, LLP

3390 University Avenue 5" Floor
Riverside, CA 92501

City of Colton Water Department
650 North La Cadena Drive
Coiton, CA 92324

Cucamonga Valley Water District
Post Office Box 638
Rancho Cucamonga, CA 91730

Debbie Brazill
Deputy City Manager
City of Fontana

8353 Sierra Avenue
Fontana, CA 92335

Chuck Hays

Public Works Director

City of Fontana Public Service Department
16489 Orange Way

Fontana, CA 92335

Marvin T. Sawyer, District Counsel
Fontana Unified School District
Business Services Office

9680 Citrus Avenue

Fontana, CA 92335

Kathleen Rollings-McDonald, Executive Dir.

Local Agency Formation Commission for
San Bernardino County

215 North D Street, Suite 204

San Bernardino, CA 92415

City of Ontario Water Department
303 East B Street
Ontario, CA 91764

City of Rialto Water Department
150 South Palm Avenue
Rialto, CA 92376

West Valley Water District
Post Office Box 920
Rialto, CA 92377

Kiki Carlson
Suburban Water Systems

kcarlson@swwc.com



