| NTERNAL REVENUE SERVI CE

Nunmber: 200104017
Rel ease Date: 1/26/2001
| ndex Nunber: 468A. 04-02

CC:PSI:6 — PLR-106036-00
October 29, 2000

In re:

Parent =

Taxpayer =

Plant =
Location =
Commission A =
Commission B =
Firm =
State X =
Area =
District =

This letter responds to your request dated March 14, 2000,
and additional submissions that were submitted on behalf of
Parent and the Taxpayer. The request is for a revised schedule
of ruling amounts in accordance with section 1.468A-3(i) of the
Income Tax Regulations for the Taxpayer's nuclear decommissioning
fund (the "Fund") under the jurisdiction of Commission A. The
required information for the schedule of ruling amounts was

submitted by Parent and the Taxpayer pursuant to section
1.468A-3(h)(2).
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Parent and the Taxpayer have represented the follow ng facts
and i nformation:

The Taxpayer is a corporation organi zed under the | aws of
State X and is public utility engaged in the purchase,
production, transm ssion, distribution and sale of electricity
and natural gas in the Area of State X. The Taxpayer is under
the audit jurisdiction of the District Director for the District.

The Taxpayer is the sole owner and operator of the Plant,
which is situated at Location. The Plant began commerci al

operations on . The operating license for the
Pl ant that was issued by the Nucl ear Regul atory Conmm ssion
expires at mdni ght on . The Taxpayer’s electric
energy generated fromthe Plant is subject to the jurisdiction of
Comm ssion A, which represents percent of total electric

sal es, and Conm ssion B, which represents the remaining
percent of total electric sales.

On , the Taxpayer filed a request for an
initial schedule of ruling anbunts for the Fund relating to the
Pl ant covering the Taxpayer’s t axabl e years.
The initial schedule of ruling anbunts was approved by the
Servi ce on . On March 9, 1993, and on March 13,
1997, the Taxpayer filed requests for revised schedules of ruling
anounts for the Fund, which were approved by the Service on

, respectively. On
, the Taxpayer filed an application with
Comm ssion A to adjust nuclear plant deconm ssioning surcharges
based on a new decomm ssioning study conpleted by the Firmin
1998. On , Comm ssion A issued an Opi nion and
Order in Case No. that authorized the Taxpayer to
decrease its surcharges for Plant but that contenplated | ater
adj ustnents followi ng reopened proceedi ngs. On
, Comm ssion A issued

(the “Order”) approving a settlement agreement
and authorizing amounts for inclusion in cost of service for
nuclear decommissioning of Plant. The Taxpayer represents that
there currently are no pending proceedings before Commission A
that may result in an increase or decrease in the amount of
decommissioning costs included in the Taxpayer's cost of service.
The amount of decommissioning costs included in the Taxpayer's
cost of service for the Plant under the Order is $

The proposed method of decorﬁmissioning the Plant is the
SAFSTOR method, delayed removal/dismantling. As estimated by the
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Firm and approved by Conmm ssion A, the total estimated cost of

decomni ssioning the Plant is of

whi ch Is within

Commi ssion A's jurisdiction. Escalating these anmounts by
percent results in future deconm ssioning costs of

of
whi ch Is within
Commi ssion A's jurisdiction. The assuned after-tax rate of
return on anmounts collected for decomm ssioning is percent.

As of January 1, 1999, the asset bal ance of the Fund was

The Order denonstrates that Conm ssion A took into account
t he anendnents nade by section 1917 of the Energy Policy Act of
1992 to section 468A of the Code when it determ ned the anmount of
decomm ssi oni ng costs included in the Taxpayer’'s cost of service.
The amendnents repeal ed the investnent restrictions contained in
former section 468A(e)(4)(C), for taxable years beginning after
Decenber 31, 1992, and lowered the tax rate applicable to a
nucl ear deconmm ssioning fund in section 468A(e)(2), for taxable
years begi nning after Decenber 31, 1993.

The estinmated date in which the Plant will no | onger be
i ncluded in the Taxpayer’s rate base for ratenaking purposes, as
determ ned under the ratenaking assunptions that were used to
determ ne the |ast rates that were established or approved by
Conmi ssion A, is . However, the estimated date in
which the Plant will no |onger be included in the Taxpayer’'s rate
base for ratenaki ng purposes, as determ ned under the ratemaking
assunptions that were used by Conmi ssion A in establishing or
approving rates during the first ratemaki ng proceedi ng i n which
the Plant was included in the Taxpayer’'s rate base, was

The funding period and funding |imtation period extend from
Pursuant to the
Taxpayer’s previous el ection under section 1.468A-8(b)(7)(i) of
the regul ations, the estimated period for which the Fund is to be

in effect is and the estimted

useful life of the Plant is . Thus,

t he Taxpayer has cal cul ated the qualifying percentage to be
percent .

This request for a revised schedule of ruling anmounts is
limted to the amobunts within Comm ssion A s jurisdiction.
Comm ssion B has not determ ned the anmount of decomm ssioning
costs to be included in the Taxpayer’'s cost of service for
rat emaki ng purposes within the neaning of section
1. 468A-2(b)(2)(ii) of the regulations. Al so, there currently are
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no pendi ng proceedi ngs before Comm ssion B that may result in an
i ncrease or decrease in the anount of deconmm ssioning costs
I ncluded in the Taxpayer’'s cost of service.

Section 468A of the Code provides that a taxpayer may el ect
to deduct the anobunt of paynments made to a qualified nuclear
deconmm ssioning fund. However, section 468A(b) limts the anount
paid into the fund for any taxable year to the | esser of the
anount of nucl ear decomm ssioning costs allocable to the fund
that is included in the taxpayer’s cost of service for ratenaking
pur poses for the taxable year or the ruling anmount applicable to
t hat year.

Section 468A(d) (1) of the Code provides that no deduction
shall be allowed for any paynent to the nucl ear deconm ssi oni ng
fund unl ess the taxpayer requests and receives fromthe Secretary
a schedul e of ruling ambunts. The "ruling anmount” for any
taxabl e year is defined under section 468A(d)(2) as the anount
whi ch the Secretary determ nes to be necessary to fund that
portion of nuclear decomm ssioning costs which bears the sane
ratio to the nucl ear power plant as the period for which the fund
is in effect bears to the estimated useful life of the plant.
This termis further defined to include the anbunt necessary to
prevent excessive funding of nucl ear deconmm ssioning costs or
fundi ng of these costs at a rate nore rapid than |evel funding,
taki ng into account such discount rates as the Secretary deens
appropri ate.

Section 468A(g) of the Code provides that a taxpayer shall
be deened to have nmade a paynent to the nucl ear deconmm ssi oni ng
fund on the | ast day of the taxable year if the paynent is nade
on account of the taxable year within 2% months after the close
of the taxable year.

Section 1.468A-1(a) of the regulations provides, in part,
that an eligible taxpayer may elect to deduct nuclear
decommissioning costs under section 468A of the Code. An
"eligible taxpayer," as defined under section 1.468A-1(b)(1), is
a taxpayer that has a qualifying interest in a nuclear power
plant. As defined under section 1.468A-1(b)(2), a "qualifying
interest” is, among other things, a direct ownership interest,
including an interest held as a tenant in common or joint tenant.

Section 1.468A-2(b)(1) of the regulations provides, in part,
that the maximum amount of cash payments made (or deemed made) to
a nuclear decommissioning fund during any taxable year shall not
exceed the lesser of (i) the cost of service amount applicable to
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t he nucl ear deconmm ssioning fund for such taxable year; (ii) or
the ruling anmount applicable to the nucl ear deconmm ssioning fund
for such taxabl e year

Section 1.468A-3(a)(1) of the regulations generally
provides, in part, that a schedule of ruling anounts for a
nucl ear deconm ssioning fund is a ruling specifying annual
paynments that, over the taxable years remaining in the "funding
period” as of the date the schedule first applies, will result in
a projected bal ance of the nucl ear decomm ssioning fund as of the
| ast day of the funding period equal to (and in no event nore
than) the "amount of decommi ssioning costs allocable to the
fund.

Section 1.468A-3(a)(2) of the regulations provides that, to
the extent consistent with the principles and provisions of
section 1.468A-3, each schedule of ruling anbunts shall be based
on the reasonabl e assunptions and determ nati ons used by the
applicable public utility comm ssion(s) in establishing or
approvi ng the amount of decomm ssioning costs to be included in
the cost of service for ratenmaking purposes, taking into account
anounts that are otherwise required to be included in the
t axpayer’s incone under section 88 of the Code and the
regul ati ons thereunder. Thus, for exanple, each schedul e of
ruling amounts shall be based on the public utility comm ssion’s
reasonabl e assunptions concerning (i) the after-tax rate of
return to be earned by the anounts collected for deconm ssioning;
(ii) the total estimted cost of decomm ssioning the nuclear
power plant; and (iii) the frequency of contributions to the
nucl ear decomm ssioning fund for a taxabl e year.

Under section 1.468A-3(a)(3) of the regul ations, the
I nternal Revenue Service shall provide a schedule of ruling
anounts that is identical to the schedul e proposed by the
t axpayer, but no such schedul e shall be provided unless the
t axpayer’s proposed schedule is consistent with the principles
and provisions of section 1.468A-3.

Section 1.468A-3(b)(1) of the regul ations provides that the
ruling amount, specified in a schedule of ruling amounts, for any
taxable year in the level funding Iimtation period shall not be
| ess than the ruling anount specified in such schedule for any
earlier taxable year. Under section 1.468A-3(b)(2)(i) and (ii),
the level funding limtation period begins on the first day of
the first taxable year for which a deductible paynent is made to
t he nucl ear decommi ssioning fund and ends on the |ast day of the
taxabl e year that includes the estimted date on which the
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nucl ear power plant will no | onger be included in the taxpayer’s
rate base for ratenmaki ng purposes.

Section 1.468A-3(c)(1)(i) and (ii) of the regul ations
provi des that the funding period for a nucl ear deconm ssioning
fund is the period that begins on the first day of the first
taxabl e year for which a deductible paynent is nmade (or deened to
be made) to such nucl ear decomm ssioning fund and ends the | ater
of the last day of the taxable year that includes the estinmated
date on whi ch decomm ssioning costs of the nuclear power plant to
whi ch the nucl ear deconm ssioning fund relates wll no | onger be
i ncluded in the taxpayer’s cost of service for ratenaking
purposes; or the last day of the taxable year that includes the
esti mated date on which the nucl ear power plant to which the
nucl ear deconm ssioning fund relates will no | onger be included
in the taxpayer’s rate base for ratemaki ng purposes.

Section 1.468A-3(d)(1) of the regul ations provides that the
anount of deconm ssioning costs allocable to a nucl ear
decommi ssioning fund is the taxpayer’s share of the total
estimated cost of deconm ssioning the nuclear power plant
mul tiplied by the qualifying percentage.

Section 1.468A-3(d)(2)(i) of the regulations provides, in
part, that the total estimted cost of deconmm ssioning a nucl ear
power plant is the reasonably estimated cost of decomm ssioning
used by the applicable public utility comm ssion in establishing
or approving the amobunt of these costs, to be included in cost of
service for ratenmaki ng purposes.

Section 1.468A-3(d)(3) of the regul ations provides that a
t axpayer’s share of the total estinmated cost of deconm ssioning a
nucl ear power plant equals the total estimted cost of
decomni ssioning the plant nmultiplied by the taxpayer’s qualifying
interest in the plant.

Section 1.468A-3(d)(4)(i) of the regulations provides that
the qualifying percentage for any nucl ear decomm ssioning fund is
equal to the fraction, the nunmerator of which is the nunber of
taxabl e years in the estimated period for which the nuclear
decomm ssioning fund is to be in effect and the denom nator of
which is the nunber of taxable years in the estimted useful life
of the applicable nuclear power plant.

Under the elective special transition rule of section
1. 468A-8(b)(7)(i) of the regul ations, for purposes of section
1. 468A-3(d)(4)(ii), the estimated period for which a nucl ear
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deconm ssioning fund is to be in effect begins on the |ater of
the first day of the taxable year that includes the date that the
nucl ear power plant began commerci al operations; or the first day
of the taxable year that includes July 18, 1984. Under the

el ective special transition rule of section 1.468A-8(b)(7)(ii),
for purposes of section 1.468A-3(d)(4)(ii) and (iii), the
estimated period for which the nuclear deconm ssioning fund is to

be in effect and the estimted useful |ife of the nuclear power
plant end on the earlier of the |last date of the taxable year in
which it is estimated that decomm ssioning will begin; or the

| ast day of the taxable year that includes the expiration date of
t he Nucl ear Regul atory Conmm ssion operating license as in effect
on July 18, 1984, without regard to any extensions or amendnents.
Under section 1.468A-3(d)(4)(iii)(A), the estinmated useful life
of a nucl ear power plant begins on the first day of the taxable
year that includes the date that the plant begins conmercial

oper ati ons.

Section 1.468A-3(g) of the regulations provides that the
Service shall not provide a taxpayer with a schedul e of ruling
amounts for any nucl ear decomm ssioning fund unless the public
utility comm ssion that establishes or approves the rates for
el ectric energy generated by the plant to which the nucl ear
decommi ssioning fund relates has (1) determ ned the anmount of
decomm ssi oning costs to be included in the taxpayer’s cost of
service for ratenaki ng purposes; and (2) has disclosed the
after-tax rate of return and any ot her assunptions and
determ nations used in establishing or approving the anount.

Section 1.468A-3(h)(2) of the regul ations enunerates the
information required to be submtted by a taxpayer in order to
receive a ruling anount for any taxable year

Section 1.468A-3(i)(1)(iii) of the regulations provides that
a taxpayer is required to request a revised schedule of ruling
anounts for a nuclear decomm ssioning fund if (A) any public
utility conmm ssion that establishes or approves rates for the
furnishing or sale of electric energy generated by a nucl ear
power plant to which the nuclear deconm ssioning fund relates (1)
i ncreases the proposed period over which decomn ssioning costs of
the nucl ear power plant will be included in cost of service for
rat emaki ng purposes; (2) adjusts the estimated date on which the
nucl ear power plant will no | onger be included in the taxpayer’s
rate base for ratemaki ng purposes; or (3) reduces the anount of
deconm ssioning costs to be included in cost of service for any
taxabl e year; and (B) the taxpayer’s nobst recent request for a
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schedul e of ruling anobunts did not provide notice to the Service
of the action by the public utility comm ssion.

Section 1.468A-3(i)(2) of the regul ations provides that any
t axpayer that has obtained a schedule of ruling anmpbunts pursuant
to section 1.468A-3(h) can request a revised schedule of ruling
anounts. Such a request nust be nmade in accordance with the
rul es of section 1.468A-3(h); thus, the Service shall not provide
a revised ruling amount applicable to a taxable year in response
to a request for a schedule of ruling anounts that is filed after
t he deened paynent deadline date for such taxable year

Section 1.468A-7(a) of the regulations provides, in general,
that an eligible taxpayer is allowed a deduction for the taxable
year in which the taxpayer nmakes a cash paynent (or is deened to
make a cash paynent) to a nucl ear deconm ssioning fund only if
the taxpayer elects the application of section 468A of the Code.
A separate election is required for each nucl ear decomn ssi oni ng
fund and for each taxable year with respect to which paynents are
to be deducted under section 468A. 1In the case of an affiliated
group of corporations that join in filing a consolidated return
for a taxable year, the common parent nust nake a separate
el ection on behalf of each nenber whose paynents to a nucl ear
decomm ssi oni ng fund during such taxable year are to be deducted
under section 468A. The election under section 468A for any
taxabl e year is irrevocabl e and nust be nmade by attaching a
statenent ("Election Statenent”) and a copy of the schedul e of
rul ing amounts provided pursuant to the rules of section 1.468A-3
to the taxpayer’s federal incone tax return (or, in the case of
an affiliated group of corporations that join in filing a
consolidated return, the consolidated return) for such taxable
year. The return to which the Election Statenent and a copy of
the schedule of ruling anmbunts is attached nust be filed on or
before the tine prescribed by |Iaw (including extensions) for
filing the return for the taxable year with respect to which
paynments are to be deducted under section 468A.

We have exam ned the representations and information
submtted by the Taxpayer in relation to the requirenents set
forth in the section 468A of the Code and the regul ations
t hereunder. Based solely on these representati ons, we reach the
fol |l owi ng concl usi ons:

1. The Taxpayer has a qualifying interest in the
Plant and is, therefore, an eligible taxpayer
under section 1.468A-1(b)(1) and (2) of the
regul ati ons.
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2. Conmi ssion A has authorized deconm ssi oni ng
costs to be included in the Taxpayer’s cost
of service for ratenmaki ng purposes as
required by section 1.468A-3(g) of the
regul ati ons.

3. The Taxpayer has proposed a schedul e of
rul ing amounts which neets the requirenents
of sections 1.468A-3(a)(1) and (2) of the
regul ati ons. The annual paynents specified
In the proposed schedul e of ruling anmounts
are based on the reasonabl e assunptions and
determ nati ons used by Conm ssion A and w ||
result in a projected fund bal ance at the end
of the funding period equal to or |ess than
t he amount of decomm ssioning costs allocable
to the Fund.

4. The maxi num anmount of cash paynents nade (or
deened nmade) to the Fund during any tax year
Is restricted to the | esser anmount of the
decomn ssi oni ng cost applicable to the Fund
or the ruling anmount applicable to the Fund,
as set forth under section 1.468A-2(b)(1) of
t he regul ati ons.

5. The Taxpayer was eligible for and properly
el ected the special transition rule of
section 1.468A-8(b)(7)(i) of the regulations.
The Taxpayer’s qualifying percentage under
section 1.468A-3(d)(4) is percent.

Based on the above determ nations, we conclude that the
Taxpayer’s proposed schedul e of ruling anmounts satisfies the
requi renents of section 468A of the Code.

APPROVED REVI SED SCHEDULE OF RULI NG AMOUNTS

Approval of the schedule of ruling amounts is contingent on
t here being no change in the facts and circunstances, known or
assuned, at the time this ruling is issued. |[If any of the events



-10-
PLR- 106036- 00

described in section 1.468A-3(i)(1)(iii) of the regul ations occur
in future years, the Taxpayer mnust request a review and revision
of the schedule of ruling amobunts. Under section
1.468A-3(i)(1)(iv), the Taxpayer is required to file such a
request on or before the deenmed paynent deadline date for the
first taxable year in which the rates reflecting such action
becane effective.

The approved schedul e of ruling anbunts is relevant only to
t hose paynents nmade to the Fund. Paynents allocable to any funds
ot her than the Fund cannot qualify for purposes of the deduction
under the provisions of section 468A of the Code. As stated
above, paynents nade to the Fund can qualify only to the extent
that they do not exceed the |esser of the cost of service anpunt
applicable to the Fund or the ruling anobunts applicable to the
Fund in the taxable year.

Except as specifically set forth above, no opinion is
expressed concerning the federal incone tax consequences of the
above described facts under any other provision of the Code or
regul ations. This letter ruling is directed only to the taxpayer
who requested it. Section 6110(k)(3) of the Code provides that
this ruling may not be used or cited as precedent.

Pursuant to section 1.468A-7(a) of the regulations, a copy
of this letter nust be attached (with the required El ection
Statenent) to the Taxpayer’'s federal incone tax return for each
taxabl e year in which the Taxpayer clains a deduction for
paynments nade to the Fund.

Si ncerely yours,

PETER C. FRI EDVAN

Assi stant to the Branch Chief, Branch 6
O fice of the Associate Chief Counsel
(Passt hroughs and Speci al | ndustries)

Encl osur e:
6110 copy



