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DEFORS THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Investigation )
on the Commission's own motion of )
the adoption of the Uniform System )
of Accounts for Telephone Companies ) Case No. 4082
preseridbed by the Federal Communica~ )
tions Commlission. )

James L. Marshell and Arthur T. George, for
The Pacific Telephone and Telegraph Company
and Soutaern Californis Telephone Company.
Ernest Irwin, ror California Independent
Telephone Association.
Z. W. Watsor, for Associated Telephone Company, Lté.
Albvert N. Johns, for Southwestern Home Telephone
Company and Monrovia Telephone and Telegraph
Compeny.
N. C. Steele, for Colusa County Telephone Company.
J. Jacobson, for Oxnard Home Telephone Company
and Sante Paunla Home Telephone Companye.

BY TE® COMUISSION:

OPINTON

This is a proceeding instituted on October 28, 1935 on the
Rellroad Commission's own motion for the purpose of giving telephome
companies operating in California and heving annual operating revenues
of $50,000. or moro am opportunity to show cause why the Railrosd
Cormission of the State of California should not adopt and presecribe
for such telephone compenles the uniform system of accounts prescribved
by the Federal Communications Commission desisnated by it as,lssue
of June 19, 1935, effective January 1, 1936, or approve or adopt the

saze with modifications.

A public hearing was held in this proceeding_berore Examiner

Tankhauser on November 19, 1935. Notice of such hearing was sent

to all telephone companies operating in California end bhaving annual

operating revenues of $50,000. or more.




The Telephone Division of the Federal Communications Commission
on Jurne 19, 1935, by its QOxder No. 7-C, prescribed for telephone com-
panies having axnual oporating revemues exceeding $50,000. and oper-
ating under its Jurisdiction, en uniform system of accounis designated
as Issue of Jume 19, 1935, effective January 1, 1936.

Because of litigation the Federal Communicstions Commission
vostponed the effective date of such system of accounts. The Supreme
vourt of the United States by its decision of December 7, 1936 affirmed
4a6 decree of the District Court for the Southern District of New
York which demied, except with Trespect to two mimor points, the peti-
tion of The imerican Telephone and Telcgraph Company, et &l. for an
injunction agelnst the Federal Communications Commission to restrain
its putting into effect the uniform system of sccounts for telephone
companies, Issue of June 19, 1935, effective Jenuary 1, 1936. In
view of the decision of the Supreme Court the Telephone Division of

the Federsl vommunications Commission recently'announced that the prov-

5sions of the Uniform System of Accounts for telephome companles, Issue
of June 19, 1935, effective Jamuary 1, 1936, except as modified by‘the
ceeree of the District Court, shall be effective January 1, 1937.

mpe following quotation rrom the decision of the District
Court covers the modification made by said court:-

" The plaintiffs object that no depreciation is allowed om
property held for future use in account 100.3. ZIxcept in
those Tare instences when the emtire cost of depreclation
covers only the wear end tear on equipment in use, the plant
held in reserve will depreciate because of obsolescence OX
doterioration as it is not entirely dependent on use. Tho
exclusion of depreciation oa thls account as an iten to be
considered in rate dcterminations may be supportable but it
sprears unjusvifiable to bar depreciation on this item al-
together. Fhere the property is withdrewn from service for
eny portion of its life, upon its final retirement, the de-
preclation reserve set up ITor it would be inadequate. This
can be adjusted by charging the depreciation to surplus
rether than as a current sccount. Thus & true reflection
of the adjusted value of the property would te obtalined,

aal vet the accounts will so set off tiae item that it may

be excluded from consideration as a current expense for

rete purposes. "




"Tnstruction 21 (B)(3) directs a purchaser of property which
has been acquired by tkhe prior owner as a coatridution, to
record the contribution which the seller had received. This
is done by crediting Account 175 *contributions of telephone
plent' end debiting the same amount on the asset side, to
account 100.4 'Telephone plant acquisition and adjustment?
(Instructions 21 (B) (4)). Since this requirement is in.
addition to the usual entries covering the purchase, it results
in swelling the assets and liabilities by a fictitious entry.
It constitutes a double recording of this portion of the
trensection. This part of the property is recorded once in
the usuel record of the transaction, and to reguire its in-
clusion a second time is unressonable. 0 sufflcient reason
is advanced for such treatment. The desired record could bde
mede without this inflation by a subdivision of account 100.4.
It is unreasonable to roquire duplication and the plalintiffs are
injured insofar as they are denied a reasonable and true
accounting record by this provision.™

e heve considered the record inm this proceeding. We think
it is desirable that the general scheme of accounts prescribed by

us should be the same as that of the Federal Commwpications Gommise

slon. Some telephonme companles which are under our Jurisdiction

operate properties situate wholly im Californie, while others ope#ate
properties situete partly inm California and partly in other states.

For us to sot up balance sheet accounts, plant accounts, income ac-
counts, surplus sccounts, revenue accounts and operating expense
gccounts different in number, title and text, from those.of the
Tedoral Communicetions Commission would only lead to confusion and
verhaps wowarranted expense. But it does not necessarily follow
thet we subseride to all the definitions and instructlons contalned
in the proposed system of accountd. e will adépt the said system
of accounts subject to the modificetions presently steted.

we do not think it necessary that a system of accounts prescribe
the method that shell be used to celculate the allowance for depre~
cistion included in operating expenses. We thorefore will not
require by this order thet telephone compenles, subject To our

jurisdiction calculate depreciation on & straight line basis. In




prescribing the new system of accounts the Federal Communiocations

Commission in its Order No. 7-C directed the companles during 1936

(now presumably during 1937) to keep and maintain in addition to

the accounts appearing in such system, such portion or portions, of
thelr present accounts as may be necessary Tor the purpose of meking
a comperison with previous years. In thls order, however, we will
not require the companies o keep a duplicate set of rocords and as
of Jamuary 1, 1937 will relleve the companies under our jurisdictign‘
from the necessity of keeping thelr acecounts in accordance with the “
uniform system of accounts now in effect.

We foel that a telephone company if it desires to do so should
be permitted to write off discount on stock by charges to its sur-
plus. Ve will not et this time direet telephone companies to under-
teke the preparation of a continuing or perpetual detailed record
of teolephone plant, as reqq;red by instruction 26 of the proposed
system of accounts. To avold delay in closing books we believe that
instrucetion 81 of the proposed system of accounts should be modi-
fied to allow the computetion of the monthly depreciation charges
to be made on the basis of the balance in the plant accounts as of
the first of the current wmonth rather Than on an average of thé
balance on the first and last of the current month in each plant
account. |

It should be undorstood that in prescridbing the system of

accounts mentioned herein, the Commission does ot bind 1ltsely
40 eporove any item set out in eny account, either as to smount or
character, for rate fixing purposes or when authorizing the lssue
of securitiess
D ER
A public hearing heving boen held in the above entitled matter
end the Railrtoed Commission having comsidered the record hereln,

b




IT IS EEZREBY ORDERED AND DIRECTED thet the uniform system
of accounts for telephonre coﬁpanieé, Issue of June 19, 1935, effec-
tive Jenuery 1, 1936, as amended and presceribed by the Federal Come
munications Commission be, and it hereby 1s, adopted and prescribed
by the Railroad Commission for all telecphome companies having annual
operating revenues of $50,000. or more, operating in Cglifornia under
its Jurisdictiom, and that saild telephone companies be, and they are
hereby, directed and roquired on amd after Januery 1, 1937, To keep-
toelr accounts and accounting records in conformity with sald uni-
form system of accounts, provided,

1. Taast sald telephone companies need not during 1937 keep the
accounts provided in the uniform system of accounts now
in effect, but the Commission may if in its opinion the
need therefor arises call on sald companies or any of them
to prepare statements comparing the results of operation
under the system of accounts effectlve January 1, 1937,
with the system of accounts now in effccte

That Instruction 14 and Accounts Nos. 134.1l and 181 are
heredby modified so0 g5 to permit all or part of any debdbit
Palance in Account l34.l-Discount om capital stock- to
be charged at any time to Account 181-Unappropriated
surplus.

That Instructlion 25 is heredy modified so as to relieve the
seld telephone companies of the necossity in recording
retirement of telephone plant from citing in the retire-
ment entries the original éntries relating to cost of
the items retired, as now provided in said instructione.

That said telephone companies are hereby relieved from the
provisions of Instruction 26 whiech requires the prepa-
ration of a continuing or perpetual detqilgd inventory )

or record of tolephone plante .

Bee




5. Tahat Imstruction 80 and such other provisionsz of the
uniform system of accounts where rolevant are ﬁereby
modified to the extent necessary 1o permit saild tele-
phone cpmpanies, if they so desire, to accumulate the
depreciation reserve under methods other than the
straight line method.

s That Instruction 81 is hereby modified so ag to pemit
said telephone c¢companies to compute monthly depreciation
charges on the balances at the first of each momth in

each primary accounts.

IT IS HERTEY FURTEER ORDERED AND DIRZECTED that from and after
January l, 1937 telephone companles having annual operating revenues
of $50,000. or more be, and they horeby are relieved, so far as the
Comnission has Jjurisdiction, from keeping their accounts and records
in sccordance with the uniform system of accounts now in effect and
heretofore prescribed or adopted by this Commission.

IT IS HEEREBY FURTHER ORDERED AND DIRECTED that the Commission
reserves thoe right to amend this oxrder snd that it does not bind
itself to approve any item set out Iimn any account, elther as to amount
or charsctexr, for rate rixing purposes or when authorizing the issue

of securities.

DATED at Sem Francisco, California, this /2~ day of

December, 1936.




