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Sunray Utilities - Nassau, Inc. (Sunray or utility) is a Class 
C water ~~d wastewater utility which provides service to 
approximately 163 water cust~mers and 155 w3atewater custome rs in 
Naaaau County. According to their 1996 annual report, operating 
revenue of $62. 272 for the water system and $75, 997 for the 
wastewater ·~·stem waa reported. The utility reported a net 
operating loss of $52,873 for the water system and $69,087 for the 
wastewater syatem. 

As a result of the repeal of Section ll8(b) of the Internal 
Revenue Code (I.R.C.), contributions-in-aid-of-construction (CIAC) 
became groes incomo and wore depreciable fo~ federal tax purposes . 
In Order No. 16971, issued December 18, 1986, the Commission 
authorized corporate utilities to collect the groaa-up on CIAC ~n 

order to meet the Lax impact reeulting from the inclusion of CIAC 
as groas income. 

Order• Noa. 16971, issued December 18, 1986, and 23541, issued 
October 1, 1990, require that utilities annually file information 
which would be Wled to determine the actual atate and federal 
income t4X l!ability directly attributable to the CIAC. The 
informat~on would alao determine whether refunia of groaa-up would 
be appropriate. These orders require that allODG~-·~v·~~rol.1.~no 

I 2 3 4 7 DEC -f~ 
r r . ~ J ilT 1/IG 



• 
DOCKBT 10. 971534-WS 
DBCBMBJDt 4, 1997 

• 
for a t&.'( year, which are in excess of a utility's actual ~ax 

liability for the aame year, should be refunded on a pro rata basis 
to those perso.os who contributed the taxes. 

In Order No. 23541 , the Commission required &ny water and 
wastewater utility already collecting the groae-·1p on CJI\C, and 
wishing to continue, to file 111 petition for approval wi th the 
C011111iasion on or before OCtober 29, 1990. Sun.ray tiled for 
authority to continue to gross-up on February l, 19Sl. By Order 
No. PSC-92-0130-POP-WS, issued March 31, 1992, Sunray was granted 
authority to continue to gross-up using the full gross-up formula. 

On September 9, 1992, this Commission issued Proposed Agency 
Action order No. PSC-92-0961-FOF-WS, which clarified the provioions 
of Orders Nos. 16971 and 23541 for the calculation of refunds of 
gross-up of CIAC. On September 14, 1992, Order No. PSC-92 - 0~~1A­

FOF-WS, was issued which included Attachment A w~ich reflects the 
generic calculation form. No protests were filed, and the Orde rs 
became final. 

On March 29, 1996, Docket No . 960397-WS was opened ~o review 
the Commission's policy concerning the collection and refund o f 
CIAC groes-up. lforlcshops -re held and com:nents and proposale were 
received from tbe industry and other interested parties. By Order 
No. PSC-96-0686-POP-WS, issued May 24, 1996, staff was directed to 
continue processing CIAC gross-up and refund cases pursuant to 
Orders Nos. 16971 and 23541; however, staff was also directed to 
make a recomrnencbtion to the Commission concerning whether the 
Commission's policy regarding the collection and refund of CIAC 
gross-up should be r.hanged ·~n staff's completion of its review of 
the proposals and comments offered by the workshop participants. 
In addition, staff was directed to consider ways to s1mplify the 
process and determine whether there were viable alternatives to the 
gross -up. 

However, The Small Business Job Protectio1. Act of 1996 (The 
Act) was signed i nto law by Presidenl CL .. ._ ~n August 20, 1996. 
The Act provided for the non-taxability of CIAC collected by water 
and wa•towator utilities effective retroactively for amounts 
received after June 12, 1996. As a result, on September 20. 1996, 
in Docket No. 960965-WS, Order No. PSC-96-1180-FOP-WS was isauod to 
revoke the authority of utilities to collect groso-up ot CIAC ar.d 
to cancel the respective tariffs unless, within 30 days of the 
issuance of the order, affected utilities requested a variance. 
Because, there was no longer a need to review the Co!Miiasion• s 
policy to determine any changes, by Order No. PSC-96-1253-POP-WS, 
issued October 8, 1996, the Commission closed ~ket No . 960397-WS. 
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However, as established in Order No. PSC-96-0686-FOP-WS, all 
pending CIAC gross- up refund cases are being processed pur suant to 
Orders Nos. 16971 and 235•1. The purpose of this recommendation is 
to address the disposition of ClAC refunds for 1996. 
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DISCUSSION OP IS8IJB8 

ISSUB 1: Should Sunray be required to refund excass gross-up 
collection& for 1996? 

RBaltiP'I!TI<II: No, the utility should -.:red it the S'-8 excess gross-
up to CIAC. (JOHNSON) 

STAPP ANALYSIS: In compliance with Order No. 16971, Sunray filed 
its 1996 annual CIAC report regarding its collection of gross-up 
for the year. Staff has calcul.ated the gross-up required to pay 
the tax liability resulting from the collection of taxable CIAC by 
grossing-up the net taxable CIAC amount, in accotdanca with the 
method adopted in Order No. PSC-92·0961-FOP·WS. On M.ay 20, 1997, 
the utility contacted the ataff and stated that it agreeJ with 
ataff'a preliminary calculations. 

ARl!W\L GRQSS-QP RBP'Q!U) N«X:lNTS 

Baaed upon the foregoing, staff has calcula\.ad the amount of 
refund for 1996 which is appropriate . Our calculation, which is 
reflected on Schedule No. 1, is baaed on informstion provided by 
the utility in ita groaa-up report. A summary of the refund 
calculation followa. 

1996 

The utility propoaea that no refund is appropriate. 
calculates an overcollection of $28 for 1996. 

Staff 

The 1996 CIAC report indicates the utility was in a taxable 
position on an above-the-line basis prior to the inclusion of 
taxable CIAC in income. Therefore, all of the taxable CIAC 
received wo~ld be taxed. The report indicates a total of $21,855 
in taxable CIAC waa received, with $368 being derluctert for the 
first year'a depreciat ion, result ing in net taxable CIAC of 
$21,487. Staff baa uaed the 37.63t combined marginal federal and 
state tax ratea to calculate the tax effect of $8,086. When this 
amount is multiplied by the exp.ansion factor for groaa-up taxes, 
the amount of gross-up required to pay the tax effect of the CIAC 
is calcuiated to be $12,965. The utility collected $12, 993 in 
groaa-up taxea. Baaed upon the foregoing, staff calculates the 
utility collected $28 more in groaa-up than was required to pay the 
taxes. Thia amount does not include the accrued interest as of 
December 31, 1996 which must also be refwsaed through the date of 
tbe refund. 
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Staff believes the refund amount to be immaterial and the cost of 
proceaaing the refund would be more costly. The g1oss · up funds 
were collected from 54 individuals or entities during 1996. Based 
on the total refund amount, each contributor would receive about 
$0.5:2 each. The net. CIAC level is 20. 4n contributf!d. Staff 
l:;lolievea that the administrative costs would more than likely 
exceed the individual refund amounts, and recommends the utility 
credit CIAC for the excees collection&. 
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ISBQI as Should the docket be cloeed? 

• 

RBOQHHHKQ!TIQB: Yee, tbe docket should be closed upon expiration 
of the protest period, \f no protest is received. (JAEGER) 

STAPF •QEfBIS: Upon expiration of the protut period, if a timely 
proteet 11 not tiled by a eubstantially affected person, processing 
of thie docket il complete and the docket should be closed. 
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ICH&DI1L& NO . 1 

SOURCE: (Line reterenc .. ere frocn CIAC Reports) 1996 
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