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APPLICATION OF MONARCH UTILITIES I, L.P.’S FOR A MINOR TARIFF
CHANGE TO IMPLEMENT FEDERAL TAX CHANGE CREDIT RIDER

Monarch Utilities I, L.P. (Monarch) requests the Public Utility Commission of Texas’s
(Commission) approval to implement a new Federal Tax Change Credit Rider (FTCCR or Credit
Rider) that will be used to provide a credit to Monarch customers. Monarch requests the
Commission approve the Credit Rider as a minor tariff change to each of its water and wastewater
tariffs filed under the Commission’s original ratemaking jurisdiction pursuant to 16 Texas
Administrative Code (TAC) § 24.21(b)(2)(A)(V).

L BACKGROUND

The Tax Cuts and Jobs Act 0of 2017 (TCJA) changed the federal corporate tax rate from 35%
to 21%.! As a result of the TCJA, the Commission initiated Project No. 47945, Proceeding to
Investigate and Address the Effects of Tax Cuts and Jobs Act of 2017 on the Rates of Texas Investor-
Owned Utility Companies, including the Order Related to Changes in Federal Income Tax Rates,
dated January 25, 2018, and Amended Order Related to Changes in Federal Income Tax Rates, dated
February 15, 2018 (“Order”). The Order directed Commission Staff to determine appropriate
mechanisms to adjust the rates of regulated utilities to reflect the changes under the newly enacted
TCJA. The Order also directed investor-owned Class A water and sewer utilities to record as a

regulatory liability: (1) the difference between the revenues collected under existing rates and the

' The 35 percent federal corporate tax rate applies to taxable income over $10,000,000. Monarch’s taxable
income has historically not exceeded $10,000,000 and has thus only been subject to a 34 percent tax rate.



revenues that would have been collected had the existing rates been set using the recently approved

federal income tax rates; and (2) the balance of excess accumulated deferred federal income taxes

(ADFIT) that now exists because of the decrease in the federal income tax rate from 35% to 21%.

The recording of the ordered regulatory liability was to commence beginning on January 25, 2018.
IL CREDIT RIDER

As addressed in the Affidavit of Charles Profilet, Monarch’s Credit Rider proposal represents
the most expeditious and efficient means available to Monarch for providing an estimated amount
of savings resulting from the TCJA to Monarch customers before its next rate filing, savings which
represent the difference between the revenues collected under existing rates and the revenues that
would have been collected had the existing rates been set using the recently approved federal income
tax rates. Monarch seeks Commission restraint from requiring Monarch to file a rate case and a
finding that, as to Monarch, the Credit Rider will effectively eliminate the portion of the
Commission’s recently ordered requirement for all Class A water and sewer utilities to record as a
regulatory liability, in pertinent part, “the difference between the revenues collected under existing
rates and the revenues that would have been collected had the existing rates been set using the
recently approved federal income tax rates” from January 25, 2018 (the date of the initial Order)
forward.

Monarch proposes to implement the Credit Rider effective for bills rendered on or after an
effective date of July 1, 2018 with the same credit continued through June 30,2019, which includes
a catchup credit rider amount for February through June 2018, and lowered slightly for bills
rendered on or after July 1, 2019 ending with Monarch’s next rate case. Monarch also proposes
to apply the 2018 Credit Rider immediately to all service reflected on bills on or after July 1, 2018

as an interim rate before final approval so that customers may experience resulting lower water



and sewer utility payments without delay. Monarch requests that this application be approved
administratively under the Commission’s informal disposition rule (16 TAC § 22.35).

The attached Affidavits of Charles Profilet (Attachment 1) and Bob Kelly (Attachment
2) contain supporting details for this Credit Rider request. Monarch’s calculations approximate
estimated TCJA savings as explained in Mr. Kelly’s affidavit. Mr. Kelly’s affidavit provides the
Credit Rider calculations and information used to derive the proposed tariff sheets.

Monarch proposes the Credit Rider remain in effect until Monarch’s rates are adjusted in
a future rate case using all cost of service information (not just tax savings). Monarch has
conferred with both Commission Staff and the Office of Public Utility Counsel (“OPUC”) about
this Credit Rider proposal and received their support for this request.

Monarch, and Commission Staff have agreed to the form notice attached to the Affidavit
of Bob Kelly, which has been mailed to Monarch’s customers within the Commission’s original
ratemaking jurisdiction contemporaneously with the filing of this application. The notice identifies
a June 25, 2018 intervention deadline. Monarch and Commission Staff have agreed that
Commission Staff may file its recommendation as to the sufficiency of the application, as well as
whether Commission Staff determined that a hearing is necessary, or if this matter can be resolved

through informal disposition, seven days after the intervention deadline, on July 2, 2018.



Respectfully submitted,
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I. William A. Faulk, III. attorney. certify that a copy of this document was served on all
partics of record in this proceeding on this 25th day of May, 2018. in the following manner: hand
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~ fe L e — -
. i
P A < i A -~ e
- v 7 Sl
. A
RV

P e

7, e -
WH.LIAM A FAULKL T

317620/7634676



Attachment 1

AFFIDAVIT
STATE OF TEXAS §
COUNTY OF _@ ‘GGX‘A g
l. My name is Charles W. Profilet, Jr. I am the Managing Director, Texas Utilities for
SouthWest Water Company.
2. [ swear or affirm that I have personal knowledge of the facts set forth in this Affidavit,

and [ am authorized to makes this Affidavit on behalf of Monarch Utilities I, L.P. (“Monarch™). Each
fact set forth in this Affidavit is true and correct.

3. I am familiar with Public Utility Commission (“Commission”) Project No. 47945,
Proceeding to Investigate and Address the Effects of Tax Cuts and Jobs Act of 2017 (“TCJA™) on the
Rates of Texas Investor-Owned Utility Companies, including the Order Related to Changes in Federal
Income Tax Rates, dated January 25, 2018, and Amended Order Related to Changes in Federal
Income Tax Rates, dated February 15, 2018 (“Order”). The Order directed Commission Staff to
determine appropriate mechanisms to adjust the rates of regulated utilities to reflect the changes under
the newly enacted TCJA. The Order also directed investor-owned Class A water and sewer utilities
to record as a regulatory liability: (1) the difference between the revenues collected under existing
rates and the revenues that would have been collected had the existing rales been set using the recently
approved federal income tax rates; and (2) the balance of excess accumulated deferred federal income
taxes (ADFIT) that now exists because of the decrease in the federal income tax rate from 35% to
21%. The recording of the ordered regulatory liability was to commence beginning on January 25,
2018.

4. Monarch’s rates for both water and sewer scrvices was approved August 21, 2017 in
Commission Docket No. 45770. The rates approved in Commission Docket No. 45570 were

determined pursuant to a “black box” settlement, resulting in no specific federal income tax amounts



Attachment 1

being determined by the Commission. In sum, no single federal income tax amount is included within
Monarch’s rates that can feasibly be recalculated at the 21% corporate tax rate to arrive at the revenue
difference described in part (1) of the regulatory liability Order,

5. Monarch is requesting to implement a mechanism to lower its rates statewide so that
custorners experience lower water and sewer rates immediately. Upon implementation, Monarch
requests to be relieved from part (1) of the regulatory liability described in the Order, leaving part (2)
regarding ADFIT to be determined in Monarch’s next rate case.

6. The rate mcchanism Monarch proposes is a Federal Tax Change Credit Rider
(“FTCCR” or “Credit Rider”) applied to its tariffs as a minor tariff change pursuant to 16 Texas
Administrative Code (“TAC™) § 2421(b)Y2)(A)v). That provision permits “rate adjustments to
implement . . . downward rate adjustments to reconcile rates with actual costs.” Monarch proposes its
FTCCR for the purpose of approximating such a reconciliation for only its federal income tax expense
costs, but to use for its regulated water and sewer business to obtain the basis for its estimated TCJA
tax savings so that some amount of savings may be passed back to its customers now.

7. Mr. Kelly’s affidavit describes how Monarch proposes to implement the FTCCR and
presents certain documents as part of Monarch’s Credit Rider application package.

8. Mr. Kelly prepared the Monarch Credit Rider application package for filing at my
direction and under my direct supervision or control. I have personally examined and am familiar with
the information submitted in the application. The Credit Rider application information is true,
accurate, and complcte.

9. Monarch believes that the Monarch Credit Rider application package is consistent with

the intent of the Commission’s Order and is in the best interest of Monarch and its customers.



Further affiant sayeth not.
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Charles W. Profilet, Jr.

9 ¥ SWORN AND SUBSCRIBED TO BEFORE ME, the undersigned authority, on this the

day of May, 2018.
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AFFIDAVIT

STATE OF CALIFORNIA §
COUNTY OF LOS ANGELES g

1. My name is Robert L. Kelly. I am the Vice President of Regulatory Affairs of
SouthWest Water Company and have prepared this affidavit in support of Monarch Utilities I, L.P.’s
(“Monarch”) minor tariff change application in Commission Docket No. 48329.

2. I swear or affirm that I have personal knowledge of the facts set forth in this
Affidavit and that I am authorized to makes this Affidavit on behalf of Monarch. Each fact set
forth in this Affidavit is true and correct.

3. I am familiar with Project No. 47945, Proceeding to Investigate and Address the
Effects of Tax Cuts and Jobs Act of 2017 (“TCJA”) on the Rates of Texas Investor-Owned Utility
Companies, including the Order Related to Changes in Federal Income Tax Rates, dated January 25,
2018, and Amended Order Related to Changes in Federal Income Tax Rates, dated February 15, 2018
(“Order”). The Order directed Commission Staff to determine appropriate mechanisms to adjust the
rates of regulated utilities to reflect the changes under the newly enacted TCJA. The Order also
directed investor-owned Class A water and sewer utilities to record as a regulatory liability: (1) the
difference between the revenues collected under existing rates and the revenues that would have been
collected had the existing rates been set using the recently approved federal income tax rates; and (2)
the balance of excess accumulated deferred federal income taxes (“ADFIT”) that now exists because
of the decrease in the federal income tax rate from 35% to 21%. The recording of the ordered
regulatory liability was to commence beginning on January 25, 2018.

4. As discussed in the Affidavit of Charles Profilet, I have developed a Federal Tax

Change Credit Rider (“FTCCR” or “Credit Rider”) that Monarch proposes to use for the benefit



of its customers until its next general rate case. I have determined the Credit Rider monthly credit
amounts for both water and wastewater customers and the method for implementing them in
customer bills as follows:

a. I started with 2017 Earnings Before Interest and Tax for water and wastewater
and subtracted the Texas Margins Tax and proforma interest expense.

b. This amount was then multiplied by 13 percent, the difference between
Monarch’s 2017 tax rate of 34 percent and the new tax rate of 21 percent under the TCJA.

c. The tax expense difference was then reduced to account for customers with rate
stabilization agreements not within the Commission’s original rate jurisdiction (“non-
jurisdictional customers”). This adjustment was calculated by multiplying the tax expense
difference by the ratio of non-jurisdictional customer connection meter equivalents to total
utility connection meter equivalents.

d. Finally, the adjusted tax expense difference was grossed up by a factor of
1.2658, which is calculated as follows:

Gross Up Factor = 1 + (21%/ (1-21%))

e. The resulting credit amount for water is $514,900, and the resulting credit
amount for wastewater is $71,400.

f. To calculate a monthly credit amount to be applied to customer bills, I divided
the total water and wastewater credit amounts by the number of jurisdictional connection meter
equivalents and then divided by 12 months. The resulting monthly credit amount for a water
customer with a 5/8 inch meter is $1.94, and the monthly credit amount for a wastewater

customer with the same meter size is $1.45. To calculate the monthly credit amounts for other



meter sizes, I multiplied the 5/8 inch meter size credit amount by the appropriate meter
equivalent factor.

g In addition to the credit amount specified above, Monarch seeks to true up the
amount of the credit by crediting customer the amount of estimated tax savings accumulated
from January 25, 2018 until July 1, 2018 when the credit is implemented. Monarch will credit
customers this additional amount over one year, from July 1, 2018 until June 30, 2018. One
year is a reasonable timeframe over which to apply the true-up credit and will have less impact
on Monarch’s cash flows than applying the credit over a shorter period, which is appropriate
for a utility that is in an underearning position.

h. To calculate the additional credit amount that will be applied to customer bills
in the first year of the FTCCR, I first divided the total annual credit amount for water and
wastewater, respectively, by 12 months. This amount was then multiplied the number of days
between January 25 and June 1 and divided by 365. The result is the total amount of tax true-
up credit.

i. The accrued tax credit was divided by the number of jurisdictional connection
meter equivalents and then divided by 12 months to result in the monthly water and wastewater
true-up credit for a customer with a 5/8 inch meter size. One year is a reasonable time over
which to return the true-up amount to customers. The monthly 5/8 inch meter true-up credit
amount for water is $0.84, and the monthly 5/8 inch meter true-up credit amount for wastewater
is $0.62. These two amounts were then multiplied by the appropriate meter equivalent factors

for other meter sizes.

10



Je Monthly customer credits during year one of the FTCCR include both the tax
credit and the true-up credit. Year two and beyond include only the tax credit. Detailed
calculations of both the year one and year two credit amounts are provided in Attachment B.

k. Monarch notes that its approach will likely provide more benefit to
customers than a regulatory liability recorded pursuant to the Order as amended because:
(1) the actual tax savings Monarch will experience for the 2018 tax year remain uncertain,
as do other portions of the TCJA, and the actual tax savings may not be as much as
anticipated and reflected in the FTCCR; and (2) if it were possible for Monarch to
recalculate the tax amounts embedded in its “black box” settled rates to lower that tax
expense, which it is not, the result would quite possibly be a lower savings amount than
that calculated by Monarch using its 2017 Earnings Before Interest and Tax as proposed in
this filing.

5. Attachment A includes proposed tariff page additions that include each requested
FTCCR provision,

6. Attachment B shows Monarch’s calculations that produce the requested FTCCR.

7. While no specific statutory or regulatory notice requirement applies to the type of
minor tariff change Monarch is proposing with its requested FTCCR provisions, Monarch has agreed
to provide notice of the Credit Rider Application to its customers within the Commission’s original
ratemaking jurisdiction. Attachment C is the notice Monarch has sent to its customers under the
Commission’s original ratemaking jurisdiction discussing the FTCCR, which was agreed to by
Commission Staff and the Office of the Public Utility Counsel prior to the filing of the Application.

8. Monarch is voluntarily making this FTCCR proposal to benefit its customers after

discussing the application with both Commission Staff and the Office of Public Utility Counsel and

11



receiving their support. Therefore, Monarch respectfully requests that this application be
administratively approved pursuant to the informal disposition process under 16 TAC § 22.35 as no
hearing should be required for Monarch to expeditiously lower customer rates through its proposed
FTCCR implementation.

Further affiant sayeth not.

[t L iy

Robert L. Kelly

SWORN AND SUBS ED TO BEFORE ME, the undersigned authority, on this the

day of May, 2018.

d
o

/
f(’ Notary Public, State of California

3176/20/7634716
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Monarch Utilities 1, L..P.
all systems

Water Tariff Page 10 (a)

SECTION 1.0 - RATE SCHEDULE (Continued)

2017 Federal Tax Cut and Jobs Act Credit

Customer Credit by Meter Size (Year 1)
Effective July 1, 2018 through June 30, 2019

Meter Size Monthly Credit
5/8" $2.78
3/4" $4.17
1" $6.95
112" $13.90
2" $22.24
3" $41.70
4" $69.50
6" $139.00
8" $222.40

Customer Credit by Meter Size (Year 2 & Beyond)
Effective July 1, 2019

Meter Size Monthly Credit
5/8" $1.94
3/4" $2.91
1" $4.85
112" $9.70
2" $15.52
3" $29.10
4" $48.50
6" $97.00
8" $155.20
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Monarch Utilities I. L.P.

all systems

SECTION 1.0 - RATE SCHEDULE (Continued)

2017 Federal Tax Cut and Jobs Act Credit

Customer Credit by Meter Size (Year 1)
Effective July 1, 2018 through June 30, 2019

Water Meter Size Monthly Credit
5/8" $2.07
3/4" $3.11
1" $5.18
112" $10.35
2" $16.56
3 $31.05
4" $51.75
6" $103.50
8" $165.60

Customer Credit by Meter Size (Year 2 & Beyond)

Effective July 1, 2019

Water Meter Size Monthly Credit
5/8" $1.45
3/4" $2.18
1" $3.63
112" $7.25
2" $11.60
3" $21.75
4" $36.25
6" $72.50
8" $116.00

15
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Customer Credit by Meter Size (Year 1)

Meter Water Wastewater
5/8" $2.78 $2.07
3/4" $4.17 $3.11
1" $6.95 $5.18
11/2" $13.90 $10.35
2" $22.24 $16.56
3" $41.70 $31.05
4" $69.50 $51.75
6" $139.00 $103.50
8" $222.40 $165.60

Customer Credit by Meter Size (Year 2 & Beyond)

Meter Water Wastewater
5/8" $1.94 $1.45
3/4" $2.91 $2.18
1" $4.85 $3.63
11/2" $9.70 $7.25
2" $15.52 $11.60
3" $29.10 $21.75
4" $48.50 $36.25
6" $97.00 $72.50
8" $155.20 $116.00

Aftachment B
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MONARCH UTILITIES |, LP

CUSTOMER CREDIT RELATED TO FEDERAL INCOME TAX RATE DIFFERENCE

2017 (In Thousands)
Gross-up =
(IS 2%
RLCORDED FIT at FIT Income Tax [ 12658
Adjustment to
Earning/(Loss) Proforma Expense Non- Fxpense
Before Interest Inierest | Earmirg Before | > 2% | Dy forence Before| Jumsdictonal | Amount | Grossed-
and Tax Margins Tax Expense Tax Expense Adjustment Customers Difference | Up Credit
{a} th) e} () —taj-tbi~c} 1o} -3 4% (- tdix21% 1g}~tei(f) thy fir-tgi+th) thi ~(ijxf)
Monarch - Water $57272 $1403 52,0706 $3.5163 $1,1955 $7384 $4571 ($50 %) $406 8 $5149
Monarch - Wastewater $890 2 3233 $4023 $3646 $1580 $976 3604 $40) 5564 $714
TOTAL 36,6174 $1636 $2.4729 $3.980 9 $1,353 5 $836 0 35175 ($543) $463 2 $586 3
CUSTOMER CREDIT CALCULATION
Recorded Actn ¢ Number Customers - As of December 31, 2017
Meter | Customer Count | Meter Equn alent (ME) | Credit by Meter Sze/Mo. | Proof of Credit Calculation |
Sze [ " Water | Wastewater | Rauo | Water | Wastewater | Water | Wastewater | Water | Wastenater |
] fny " ()= thyeim p)—(m)x(n: Q)= jxiny )= 0 )xmi (gl - ni2
58" 21370 3,950 100 2137000 3,950 00 5194 $145 $497,494 368,730
314" 48 17 150 7200 2550 $291 $218 $1.676 $445
I 17 15 250 292 50 3750 3485 $363 $6.809 3653
112" 18 8 500 9000 4000 5970 5725 $2,095 3696
2" 25 4 800 20000 3200 51582 $t) 60 $4.656 3557
3" 1 - 1500 1500 - 52910 $21 75 $349 S0
r 1 1 2500 2500 2500 54850 53625 $582 $435
6 - - 5000 - - 59700 57250 $0 $0
£y - - 8000 - $155.20 5116 00 50 $0
995 22,064 50 110 00 $513.662 $71516
151208 8101 check
Non-Junsdictional Customers &/ ___ 2,731 00 290 00
Total ME included in the Income Tax Expense Difference n) 24,795 50 4,400 00
Income Tax Expense Difference Before Adpustment (¢)  $457,100 $60,400
Adyustment to Non- Junisdictional Customers ()~ fuy'tvjr(g) (850,345 43) $3,981)
Income Tay Expense Dufference (1)—(gj () $406,755 $56,419
Gross-up @-1+21%(1-21%) 12658 12658
12-Month Credi/(Surcharge) tyureg) $514870 $71,415
Total Quahified MF ) ___22064 50 4,110 00
Annual Credit per ME, Dollars {Rate for 5/8") 9=k $23 33 $17 38
Monthly MF Credit, Doltars (Rate for 5/87) oo 12 S194 S148
ADDITIONAL REFUND CALCULATION
Recorded Active Number Customers - As of December 31, 2017
Meter | Customer Count Meter Lquivalent (ME) ] Credit by Meter Size/Mo. | Proof of Credit Calculation
Swe { Water | Wastewaler | Ratio | Water | Wastewater | Water | Wastewater | Water Wastewater
[ (m) n) )~y (pi-(miany  (H)—(Gpemy (I—(Gjxint (D)l (Kj—me(ni2
s/B" 21,370 3,950 100 21,37000 3,950 00 5084 $062 5215410 $29.388
I 48 17 150 7200 2550 $126 5093 3726 3190
" 17 15 250 292 50 3750 5210 5158 52,948 5279
112 18 8 500 90 00 40 00 s420 s310 5907 $298
27 25 4 800 20000 3200 $672 349 $2016 3238
3 1 - 1500 1500 - 51260 $930 $151 30
4 1 1 2500 2500 2500 s2100 S1550 $252 $186
6 - - 5000 - - 54200 53100 $0 50
Y - - 8000 - - 56720 $19 60 $0 50
21,580 3995 22,064 50 4,110 00 $222,410 $30,578
$1016 {5130) check
Monthly Credit/(Surcharge) fz)~fy'12  $42,905 83 $5,951.25
Dete Credit Will First Be Applied ) 1-jul-18 1-Juk18
Date of Order B __ 25-an-18 25-Jan-18
Number of Days (CI~t1)-(B) 157 157
Converted to Months (D)~ C1412:365 516 516
Total Additional Refund E)-zr* D) $221,394 $30,708
Annual Credit per ME, Dollars (Rate for 5/8”) E5=1F) 1w) $1003 $747
Monthly ME Credit, Dolfars (Rate for 5/8”) (G)-1F312 5084 5062
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Attachment C
Monarch
Utilities |, L.P.

A SouthWest Water Company

Customer Care:

May 25, 2018 866.654.5WWC (7892)

Dear valued customer,

Monarch Utilities is pleased to notify you that it has filed an application with the Public Utility
Commission of Texas (PUC) to approve the implementation of a Federal Tax Change Credit Rider (Credit
Rider) effective for bills rendered on or after July 1, 2018. Monarch has developed the Credit Rider as a
means to immediately pass estimated savings resulting from the Federal Tax Cuts and Jobs Act of 2017
corporate income tax rate reduction to customers as quickly as possible without the need for a rate case.
The Credit Rider will immediately lower your monthly bills and show up as a new line item until Monarch’s
next rate proceeding.

The Credit Rider that will apply to bills rendered on or after July 1, 2018 through June 30, 2019
(Year 1) for a 5/8 inch meter size, which includes a catchup credit rider amount for the first five months of
2018, is $2.78 for water and $2.07 for sewer. Then, effective for bills rendered on or after July 1, 2019
(Year 2), the Credit Rider will decrease to $1.94 for water and $1.45 for sewer for a 5/8 inch meter size,
because next year the estimated annual savings will be credited over a full 12-month period. Year 1 and
Year 2 Credit Rider amounts for all meter sizes are shown in the tabies below. The Year 2 Credit Rider
amount will remain in place until Monarch’s next rate case.

Persons who wish to intervene in the proceeding or comment upon action sought should contact the
Public Utility Commission, P.O, Box 13326, Austin, Texas 78711-3326, or call the Public Utility Commission
at (512) 936-7120 or (888) 782-8477. Hearing and speech impaired individuals with text telephones (TTY)
may contact the commission at (512) 936-7136. The deadline for intervention in the proceeding is June 25,
2018. You must send a letter requesting intervention to the commission which is received by June 25, 2018,

Sincerely,

MMW

Charles W. Profilet, Jr., P.E.
Managing Director, Texas Utilities

YEAR 1 YEAR 2
Effective July 1, 2018 through June 30, 2019 Effective July 1, 2019
Meter Size Water | Wastewater Water Wastewater
5/8" $2.78 $2.07 $1.94 $1.45
3/4" $4.17 ~$3.11 $2.91 $2.18
1" $6.95 $5.18 $4.85 $3.63
11/2" $13.90 $10.35 $9.70 $7.25
2" $22.24 $16.56 $15.52 $11.60
3" $41.70 $31.05 $29.10 $21.75
4" $69.50 $51.75 $48.50 $36.25
6" $139.00 $103.50 $97.00 $72.50
8" $222.40 $165.60 $155.20 $116.00
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