
BBPORB THE FLORIDA PUBLIC SBRVICE COMMISSION 

NOTICE OP WORKSHOP 

TO 

TO MATBR AND WASTEWATER UTILITIES 

AND 

ALL INTBRBSTED PERSONS 

RE : tJNDOCXBTBD 

WORXSHOP ON GROSS-UP OP 
CONTRIBUTIONS IN AID OF CONSTRUCTION 

ISSUED: September 14 . 1995 

NOTICE is hereby given that the Florida Public Service 
Commission will conduct a workshop , in the above-referenced docket, 
to whi ch al1 persons are invited, &t the following time and place: 

PQRPOSB 

9: 30 a. m., October 5 , 1995 
Room 14 8, Betty Easley COnference Center 
~075 Esplanade Way 
Tallahassee, Florida 32399-0850 

The purpose of this workshop is to discues the current 
practices of the COIIIIIlission employed in dealing with the c:axability 
of contributiou. in aid of contruct:ion (CIAC) and t o discWis viable 
alt:ernativee. A copy of relevant questions are atc:ached to focus 
the discussion at the workshop. Workshop participants should 
review the attached questions and be prepared c:o comment on and/or 
diseuse t.hem. 

Staff is preparing a package to be presented to thet Comntission 
on or about September 29, 1995. Any information, comments or 
written material to be considered by staff and placed in the staff 
package, should be filed by no later than September 22, 1995. 
Also, parties who wish to comment, but cannot attend tlhe workshop 
are encouraged to file comments with the Division of Records and 
Reporting, 2540 Shumard Oak Boulevard, Ta1lahasaee, Plo rida 32399-
0850, on or before September 22, 1995, specifically referencing 
•ondocketed CIAC Gross op Work~hop.• 

Any person roquiring some accommodation at this hearing, 
meeting, etc. becau•e of a physical impairment should call the 
Division of Recorda and Reporting at (904) 413-6770 at least five 
calendar daye prior to the hearing, meeting, etc. If you are 
hearing of speech impaired, please contact tJJeocljiJte,-,;~~~~1(~ll*-~E 

EP I~ l:: 
FPSC-RECORDS/REPORTING 
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Service Commission using the Flori da Relay Service, which can be 
reached at 1 (800) 955-8771 (TDD). 

Q§nortl Information 

The purpose of this workshop is to review and discuss the 
Comalia~ion' a current practices for treati ng t.:he t axabllity o f CIAC. 
Participants are encouraged to share their i c· " • and concernP about 
the current method of treatment aff">rded u. ulllities .nd to 
discuss alte%rultives to thn current treatment. The fo~ lowing 
questions are posed in order to focus the direc tion o f the workshop 
in an organized manner . 

I. PORPOSB OP GROSS-UP OP OONTRIBOTIONS IN AID OF CONSTRUCTION 
(CIAC) 

A. Should CIAC gross-up keep the utility whole in relation 
to: 

1. The taxes actually paid on the CIAC? 

2. The tax effect of the CLAC? 

II. AUTHORITY TO GROSS-UP 

A. Should the COIIIIlission continue to allow utilities to 
gross-up ClAC? 

B. I f so, should gross-up be permissive or required? 

C. if gross-up is permissive, should t he Commission require 
the utilities to meet certain criteria to gro3u-up? For 
example: 

1. Should the utility be a taxable entity, i.e., a 
company ~hat files an 1120 federal and F1120 state 
income t ·IX return? 

2. Should gross-up apply to only CIAC that was made 
taxable by the Tax Reform Act of 1986 (TRA '86)? 

3. Is there an actual tax liability due to the 
collection of CIAC? 

a. How should the Commission define above and 
below the line? 

b. Should the liability be measured on a total 
c'mpany basis or an ahove the line basis? 
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c. If liability is c<tlc-ulated on an al)ove the 
line basis, how s hould the information on the 
actual tax r eturn, i.e., revenues, expenses, 
tax losses (current, carry-backs and carry· 
forwards) and credits against the income tax 
be allocated to above the line operations? 

i. What effect should .. ~nded return have 
and when should it be recognized? 

d. Should the cash flow requirements of the 
utility during the time CIAC is to be 
collected be considered a criteria? 

i. If a utility will incur a tax liab.l.lity 
as a result of collect!ng cu~c. but the 
utility has the ability ~o pay ali or a 
port ton of the taxes, should the utillty 
be aLlowed to gross-up or be required to 
fund all or a portion of the taxes 
itself? 

ii. If the utility bas a parent or affiliate 
thAt can fund the CIAC taxes, should the 
utility be allowed to gross-up? 

e. Should the utility's ability to go into the 
financial markets to get investor sources of 
funds in lieu of gross-up be considered a 
criteria? 

1. How should the utility' a ability to go 
into the financial markets be measured·( 

ii. Should the utility's willingness to go 
iato the financial markets be considered? 

iii. Should the utility ' s interest coverage be 
considered? 

iv. Sho~:ld alternative methods of financing 
be considered? 

f . l'lat is the effect on existing utility 
e<~ings and customer rates if the utility 
dces not collect gross-up? 
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D. 

E. 

t . Is there an item(& ) you would like to see 
eliminat ed frolll the above-referenced list. Is 
there an item(s) you -ould like to aee added to the 
above-referenced list ? If so, please indicate 
wbat the items are. 

Row frequently should a util ity prove its enLitlement to 
gross-up? 

If gross-up is permissive, should criteria be bas~J o~ 
historic data, pro~~cted data, or a combination of 
his toric and projected data? 

1 . For how many years should the utility be requi red 
Lo provide information? 

III. METHOD OF GROSS-UP 

A. If gross-up ie colltcted, what method should be used: 
net present value (!'l~V) gross-up, full gross - up or some 
other method? If S.)tlle other method, what'l 

1. Should the same method apply to all contributors of 
the same utility? 

a. Should the Commission allow project-specific 
groea-up? 

b. Should CIAC transactions with affiliates be 
treated differently? 

i. If eo, how should they be treated? 

c. Should the relative amount of CIAC to be 
collected be a factor? 

i. If eo, how should the amount to be 
collected by considered? 

2. Should the utility be permitted to change methods? 

a. If so, should Staff be given administrative 
authority to reduce the amount of gross-up 
co1lected? 

b. Sho~ ld the utility be required to meet all of 
the original criteria to increase the amount 
of gross-up collected? 
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B. What formula or formulae should be uoed when gross-up is 
collected? 

1. Should the first year' s depleciation be considered 
in de.termining ths amount of gross-up t ·o collect? 

2. Bow should ths first year' s depreciation be 
determined: 

i . Should the half year• s conventi on or othvr 
convention be used? 

11. Should the utility be required to use the most 
liberal method of available tax depreciation? 

3 . Should the same formula apply to both plant and 
caeh contribution.? 

4 • What is the appr ' priate tax rate to use in the 
formula? 

IV. RE'l'ESTION OR RBFOND OF GROSS-UP 

A. Ie there ever excess gross-up? 

B . Row should excess gross-up be measured? That is: 

1. Sbould the excess be determined o n an above the 
line basi s? If not, how should it be determined? 

2. Should the excess be measured by what is on the 
actual tax return f o r the year? 

a. What effect, 
returns have 
recognized? 

if any, should amended tax 
and when should they be 

b. What efft.ct, if any, should NOt.s (current, 
carry-back and carry-fo rward) have? 

3. How should what is on the tax return be allocated 
to above and below the line operations? 

a. Wl.:! t effects do used and useful adjustments 
have if any? 

b. How ahould the depreciation t.aken on the tax 
return be treated? 
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i. How should fi rst year's depreciation be 
treated? 

ii. How should subsequent year's depreciation 
be treated? 

iii. What i s the best sourc . o f i nformat3· n to 
use in determining the amount o f cash 
converted to assets, for use in 
calculating first year's depreciation 
benefits to the developer? Tax return? 
Annual Report? 

c. How should revenues and expenses that are 
treated differently on the books and the tax 
return be treated? 

i. How 1hould amort ization of debt/bond 
issue costs be treated? 

H. How should above- the-line and below-the
line interest expense be calculated? 

iii. How should the atate emergency excise tax 
be treated in the refund calculation? 

d. Bow should meter fees and similar revenues be 
treated? 

e. Is the level of expense set in the utility's 
last rate case relevant? 

f. Is the disallowance of an expense in the 
utility's last rate case relevant? 

g . When a Htility is sold, how should gains or 
losses te treated for refund purposes? 

i. Should the state income tax effect of the 
gain or lose be above-the-line? 

4 . For purposes of gross-up refund., how should the 
tax r~te be calculated? 

C. lf ttl~n ia oxc:e.,. groae-up, should tho utility be 
required to refund the excess? 

1. Is there an 11010unt below which so<nething other than 
a refund i ll appropriate? If so, what is the 
amount? 
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2. Row should uneconomic cash refunds be treated? 

0. Should refunds be made in a ccordance with Rule 25-30.360, 
Florida Administ rative Code? If not, how should .::he 
inte~eet be calculated? 

2. Should the refunds be Made to the original contributors? 

P. Should the refunds be made to the rat ~yers? 

G. How shoul d tbe Commission verify refunds? 

H. How should unclaimed rofunds be treated? 

1 . Should unclaimed refunds be credited to CIAC or 
turned over t o the State as abandoned property? 

t. How should refunds that have been made be t reated, if at 
all, in calculating the amount of subsequent refunds? 

1 . When the refunds were ordered by the Commission? 

2 . When made by the utility but not ordered by the 
commission? 

V. ESCROW ACCOUNT 

A. Should the gross-up monies be placed in an escrow account 
until used to actually pay taxes to the Internal Revenue 
Service (IRS) or Department of Revenue (OOR}? 

1. Should the gross-up monies be used to pay costs 
related to the escrow account? 

2. Should the escrow account require Commission 
approval for the withdrawal of funds? 

B. If so, should the escrow account be interest bearing? 

C. What records should be kept of the "&crow account? 

l. At a minimum, should the utility provide 
documentation that the account has been opened? 

0. What reportb, if any, should the utility file with the 
Commission? 

B. When should tt.ese records be made available co the 
eoa....asion? 
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P. If there is not enough money in the escrow account for 
refunds, how should shortages in the escrow acco~nt be 
treated? 

VI. RA'l~G TRBATHENT OP GROSS-UP 

A. Who should receive tb~ benefit of tax depreciation taken 
on contributed assets? 

1. Bow should that benofit be provided? 

8. Bow should the tax on tax be treated? 

C. Ho~ should gross-up be treated in a rate case? 

l. How should use of NOLa for gross-up or in past rate 
cases be recognized? 

'JII. ACCOUNTING POR GROSS-UP 

A. What journal entries should be used to account. for gross
up? 

1. In the year of receipt of gross-up? 

2. In subsequent years? 

3. Por refunds? 

8. Should CIAC that iat not grossed-up be identified on the 
utilitJ'& books? 

VIII . ALTBRNA'l'IVES TO GROSS-UP 

A. What alternatives are there to gross-up of CIAC? 

B. In determining whef:hor there should be gross-up, should 
the COmmission coru.ider the utility's willingness to use 
or seek alternatives to gross-up? 

C. Sbould the gro .. -up of CIAC for cash contribut ions be a 
COGipOnent of the total service availability charge, thus 
eliminating the separate gross-up amount? 

D. Should refunll.'l be determined over a three to five year 
peri.od, rather than on an annual basis? 
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JUBISPIWIOli 

JUri•diclion ia vested in this COmmission pureuant to Chapter 
367, Florida Statutes . The workshop will be governed by t he 
pro·tisiona ot that Chapter and Chapters 25-22 and 25-30, Fl orida 
Adminiatrati•te COde. 

By DIRECTION of the Florida Public Servi ce Commiasio~. this 
14th day of Sep~Cmber 1995 

($2 AL ) 

RRJ 

BLANCA S. BAY6, Director 
Division of Recorda and Reporting 

byt t~ 4--c ~- ( 
CbieftB eau ofecords 
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FLORIDA PUiHIC SERVICE COMMISSION RECORDS AN D REPORTING 

. Requisition for Photocopying and Moiling · . 

Number of Qrtg!nols d.
Requested By " Yc t (1\. 

Dote~ I _L( I Ct s"' I I q I r 
Copies Per Original _ _.. __ .;._ __ _ 

1--------------ltem Presented--------------; 
- Agenda fO.• (Dote) ---
_1_ Nqtlce of \!) '')1\.': <&& 

Order No.-----
Fer (Dole)-- - --

In Dockel No.----
In Docket No. 1 II 111 I · v{ 

----O~er .-------------------------------------------

1-----~------Dlltr1bullon/M~ng --------------i 
...- Ooc::lcet MoinA lhl • Moiled 

l:)od(el Molng Us1- folced 

Num~ / 

q .:;-c::; 
Dlstdbutlonl~alled To 
~ r·· I I ' 

$ 

Note: II~ mUst be moiled ond./« rei\Jmed within one WOIIdng day offer issue unless spedfled here: . 

1------------hint Shop Vetllk:allon ------------1 
Job Number __ ulluO~---
Oofe and Time Completed 4 · I 2 

Verified By I 1 . 

Job Checked Fer Correctness and Quality (Initial) __ 

1----------------MaUl~V~~ -----------------~ 
ven~ay~~~'~S~r~~---------------
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DIVISIOH OP RECORDS AND R.JU>ORTIN!; EfSC.Rt;SQ;~~~~~RTING 

DIVtSIOal OP LEGAL SERVICES (HA'l'CH/~f!~r. 

NOTICE OP ONDO~ED COMMlSSION 
S'l'A'l'BWIDB AVERAGB RATES FOR TAX PU 

Attached 1a an HOTICB ()P STAPP WQRl(SHOp to be issued in the 
above--retereneect docket. (Hwllber ot paqea in Notice - 2) 

TlfB, IOIB/IIV 
Att:aobment 
ee1 Divi•lon ot Co111111unioationa 
I: STM'WDAV. 'l'WH 
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