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Decision No. 3¢ OL

BEFORE TEE RAILRCAD COMMISSION CF THE STATZ OF CALIFORNIA

Ia the matter of the application égb¥%27
of PACIFIC GAS AND ZLECTRIC COMPANY, U A@Z&gzz
a corporation, for an order of the

Railroad Commission of the State of

California cuthorizing zppllcant to Application

issue $80,000,000 principal smount No. 26584

of its First and Refunding lortgage

Bonds, Series M, 3%, due Cecember 1,

1979, aad to uce the procceds for

the purposes specified in This

petition, etec.

3Y THE COMMISSION:

7IRST SUPPLEMENTAL OPINION

—————

By Decision No. 37710, dated iarch 12, 1945, and
Decision No. 37746, datéd Hareh 26, 1945, Pacific Gas and Elec-
tric Company was suthorized to issue and sell $80,000,000 of
its first cnd refunding mortgage bonds, Serdes I, 3%, due De-
cember 1, 1979, at not less than 106.879% of face value plus
acc:uedlintercst, and to use the proceeds, other than the
accrued interest, to pay in part the cost of redeeming its cut-
standing first ond refunding mortgage dbonds, Seriles G, 455

due Deceaber 1, 1964.
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Paragraph 3 of the order in Decision No. 37710 reads
23 follows:
"Pacific Gas and Zlectric Coupony may deviate
from the uniform system of accounts prescribed by the

Railroad Commissiorn for clectric corporations, gas
corPorations and water corPoratlons and amortize on or

before December l 1979, the discount, expense and
premium of about $7,109, 839 9Q plus the vrcmium paid

upon the redemption of seid Series G, 4% bonds les

such savings of taxes vased on income hercafter cred-
ited to unamortized bond discount and expense, rPro-

vided that the Commission reserves the right to with-

draw the permission herein granted to deviate from
saiéd uniform systcm of accounts, and to determine

hereafter whether the charges necessary to amortize

sald bond cdiscount, expense and vremiuwx should be in-

cluded in the cost of noney to Pacifie Gas and Electric

Company.™

The comgany proposes to vay its Series G bonds on

June 1, 1945. It reports that as of iay 3%, 1945, there will be
an wnamortized balance of discount, expense and premium, applica-
ble to said bonds and assocliatced and related issues, of
$7,109,839.80; that it will be required to pay premiums of
$4,209,650 to redeem said Series G bonds; and that expenses of
$30,000 will be incurred in connection with the redemption, the
three items aggregating $11,349,489.80. It further reports that
1t recelved premiuns of $5,503,200 upon the szle of its new
Series M bonds ané thet it estimates 1t will incur expenscs of
8243,799 in conncction with the issue and sale of said bonds,
leaving 2 net premium of £5,259,401. The company desires to
cherge the $11,349,48%.80 item to Account 140--"Unamortized
Dedt Discount and Expense--znd to credit the $5,259,401 itenm
to Account 240--"Unomortized Premium on Debt," and thereafter to
amortize said amounts on or before December 1, 1979, the méturity

date of the new Series M bonds.
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It appears that the issue of the Series i bonds and
the redemption of the Series G bonds will result in a nonre-
curring roduction in federal taxes on income for the year 1945
in the estimated amount of $4,287,000. The amount of thls sav-
ings or reduction the company p»roposes to dispose of by a credit
to "Taxes Accrued" in the smount of $1,719,856.56, and by &

credit to "Reserve for Pensions™ in the amount of $2,567,143.44.

In support of this proposed troatment the company re-
ports thot recently it hus received from the Uanited States
Treasury Depertment a notice usserting 2 deficlency in its in-
come and excess uprofits taxes for the years 1941 - 1942; which,
if finally estabdlished, will resuwlt in tﬁe tax acerual on its
books being deficient in the amount of §1,719,856.56. As to the
proposed credit to the Reserve for Pensions, the company reports
that as of December 31, 1944, such rcserve stood on its books in
the amount of $8,063,254.02; whereas, the amount of the unfunded
actwarial reserve requirement applicabie to ponsions for past
services, computed on a 34% basis, was estimeted to be approxi-
nately $13,000,000. The »nropossé asccounting action would re-

sult in a reserve for pensions of $10,630,397.46.

The company has requested the Commission to onter its
supplemental order approving the proposed accounting treatment

referred to nerein.

We hove considered cpplicantt's request. In our opinion,
the nonrecurring reduction in federel taxes on income cstinated
at 84,287,000 is not an operating expense, but may be reported
under Account 507-£, Tax Savings on 2oné Refunding, with an
appropriate footnote showing thce amount tronsferred to Account
228, Taxes Accrued, and the amount transferred to Reserve for
Pensions. It should be understood that the Commission is giving
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its approval for dccounting convealence oaly cnd is not =44 its
order herein making any Tinding thet zll the itens of Eond dle=-
count, expense and premium referrod to should be included or
congidered in the future in dotermmuxno the cost of thPf to
spplicant, or passing on the reasonzbleness or ¢dequac& of the
balance in the cownury's Regerve for Pencions or of the rate of

accumulation of such reserve.

SECCND - SUPPLEMANTAL CRTER .

Applicztion having been made to the Railroad Commiscsion
for an order as inciccted in the preceding opinion, and the Com-

D)

nisslon having considercd the matter;
IT IS IEREBY ORDZIRED 25 follows:

(1) Paragraph 3 of the order in Dcc1 sion No. 37710,

dated March 12, 1945, is vaciied and set aside.

(2) - Pacific Gas and Electric Compeny may charge Ac-

count 140, Unamortized Debt Discount and Expense, with the
amount, estimated at Sl *,349,~89 20, rcs*eecﬁtlng unamortlzad
premium, discount and expense as of May 31, 1945, on 'ts ‘bonds
of Seriec G and zssociated and related *ssaes, tcge ‘r with
the amount of premium naid to redeém its bonds of Surles G and
estimated expenses of redempt;on; and may credit hccount 240
Undmortized Premiws -of Debt with the bmourt, eot;mutod at
o5,259,401,-representing premiume recelved from the sale of its

bords of Series if, less expenses of lesue, and nay amort ze hoth
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of said amounts on or before December 1, 1979, it being under-
stood that the Commission reserves the right to determine in

the future whether the charges necessary to amortize sald premiums,
discount and expenses should be included in the cost of noney to
applicant.

(3) Pacific Gas and Electric Company may account for
the nonrecurring reduction during 1945 in federal taxes on in-
come, estimated at $4,287,000, by crediting the sum of
$1,719,856.56 to Account 228, Taxes Accrued, and the sum of
$2,567,143.44, together with any portion of the $1,719,856.56
remaining after final determination znd settlement of ifs lia-
bility for federal taxes on income for the years 1941 to 1944,
to Reserve for Pemsions, it being understood that the Commission,
by this order, makes no findirg as to the aggregate amount that
should be credited to applicant!s Reserve for Penslons, or as 1o
“-tpe rate of accumulation of such reserve.
| (4) The authority herein granted will become effective
upon the date hereof.

Dated at San Francisco, California, this _/ :Z ol day of

L[./"f z/@ﬁ@ Ott R L2 |

- Commissioners:
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CONCURRING OPINION

Under date of Januwary 8, 1945 this Commission, by
Decision No. 37605, approved the crediting to this utility's
reserve for pénsions of $1,479,504.87. At that time this

Commissioner wrote a Concurring Opinion, as follows:

"In connection with my signing this order I
consider it appropriate and necessary to now stave
in writing that in doing so I am persuaded by Mr.
Fankhauser's assurance that if in the future it
should develop that the pension reserve hereby
and heretofore established is larger in amount than
necessary to fulfill the purpose for which it is
intended, later action by this Commission can be

. taken which would capture any such surplus funds,
they being subject to future treatment by the Com~
misslon as 1t may decide.

"Further, I deem it necessary and proper that
the Commission formally and thoroughly investigate
all phases of the pension matter as pertaining to
the operations of this utility. In my opinion, the
Commission has not heretofore taken such steps
along these lines as should have been taken for
the benefit of all concerned. The utility, from
an operating standpoint, its employeces, from the
standpoint of their future security ané peace of
mind, as well as its rate payers are entitled to
clear-cut over~all decision from this Commission
on this important matter. Until such a decision
is rendered by this Commission I do not consider
this order, involving $1,479,504.87, as in any way
tied in with the treatment of any other funds which
have found their way into this utility's reserve
for pensions, nor is it to be considered as a
precedent of what my position in the future may be
as to additional funds which the Commission might
be called upon to approve for transfer to the
corxpany's reserve for vensions."

In signing the accompanying.Commission order approv-
ing the transfer to the same account of certain funds, amowmting
to $2,567,143.44, together with any portion of the $1,719,856.56
remaining after final determination and settlement of its

liability for federal taxes on income for the years 1941 to

1944, I hereby wish to record the fact that I am doing so with
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similar assurance relating to the funds covered by this order,

anci further with the understanding that this matter hasl. been
discussed in detail and agreed to by and between the Commission's
Mr. Fankhauser and appropriately authorized officials of.‘ this
utility. |

In addition, I wish to rereby again emphasize the
importarice and need of the necessary steps being taken and
completed at the earlie3t possible date which will result in

this so-called pension reserve fund being actwally and properly

established in all respects. /"2 Z ) C/

Frank W, Clark

Cormissioner




Application 26584

Sachse, Commissioner: Concurring and Dissenting

I concur in the preceding Opinion and Order authorizing the
disposition of Unamortized Debt Discount and Expense, in the amount
estimated at $11,349,489.80 (Account 140), and Unamortized Prémium on

Debt in the amount estimated at $5,259,L0L (Account 240).

I am unable to concur in the majority's author;zatlon, at
this time,. of a credit in an indeterminate amount, but not less than
62,567,1L3.44, to- applicant's Reserve for Pensions.(1) The record

shows no justification for'this transfer' tc the reserve.

On the contrary, apolicant's registration statenent fiiedi
with the Securities and Exchange Commission (Exh.’3) states that the
balances in the pension reserves at December’ 31, 1944, are Qore'tﬁan
sufficient to cover all employees now‘réceiﬁing'pénsions;‘and no legal
obligation exists to crant’ past-service benefits to ahy'empl;yeés'néi'

now on the pension rolls.{2)

(1), Sece paragraph’ (3) -of the preceding Second“sdbpléhentél Order,

2 . Wi . Co
(2) The reference to Exh. 3, ‘P. 49, 'in the Certificate of Independent
Public Accountants, pertaining to prior-service pensions, is as fol-
Jows: - .
"The Comnanv hopes and erpects (but is not legally obligated)
to -upplement‘ wholly 'at its own expense, the retirement income
provided in the above plan by providing pensions based on services
prior to January 1, 1937 for employees in its employ ‘at that date
who joined the pla. amployces at December 31, 1936 who elected,
on:or before June 1, 1937, not to join the plan ‘cannot become 7
eligible for such neqsmons. The Compdny had granted certain
pensions prior to Jonuary 1, 1937, and as of December 31, 1936, .
it created a regerve for “ensmcns deemed t0 be more than sufflcient
to provide for those then on the pension rolls. Since that date
additions to the reserve have been of several classes: (a) those
charged to income in the statements of income, being amounts which




In January of this year the company in Application 26387 was

before us with a similar request in connection with its 3115,000,_000
issue of its first and refunding 3% mortgage bonds, Series L due
June 1, 1974, asking permission to tran*’er Ko A79,50A.87 of so-called
federal tax savings to its Reserve for Pensions.. The Commiuslon in
Decision 37605 authorized such transier "subject to t@e condition that

| the Railroad Commission reserves the right @o‘e;clude said %1,&79,5OL;87

from operating expenses.”

In concurring opinions in Decision 37605, supra, by Commis-
sioner Glark and the undersigned attention was called to the necessity

of determination on the part of the Commission of the precise status

and the necessary amount, as alleged by applicant, of this reserve fo?

past pension liability,

(2) contd. LK '

“are based substantially on an actuarzal computatmon of the

amounts. of annual irterest accretions earned by a theoretical
deposit sufficient, with the aceretions, to provide for the grant-
-ing of past-service benefits to 2ll employees in the Company's
employ (who were so employed prior to January 1, 1937) when and

as they become eligible: additions of this’ nature amounted in

the respective years under report to {$497,000.00, £497,000.02,

and $497,000.00 as to the Company, and 33,000. OO, 83, 000 00, . and
+3,000. OO as to the subsidiarics} thesc amounts were charged in
19L2 to. 'pension plan expenses,' in 1943 to 'pension plan expenses,
#291,666.67, and to 'm.sc\.l’ ancous interest, ' §208,333.35, and in
1944 to 'miscellaneous intercst;’ the cbunge in incidence of the
.charge having been made nursuant to instructd ions from the Railroad
Commiscion of the State of Californis; (b) the reserve is not

cqual et present to an actuarial reserve 50 ‘computed,” but has been
inereased from time to time as the Company's diroctors coasider
 advisable by special approprzatlons of income or carned surplus,

or by other adjustments; no such special appropriations were made
during the period here covered, but. in 1944 an amount of £1,479,50L,87
was added to the reserve, belrg a portion of the reduction in Federal
excess-profits tax arising from 2 bend re funding cperation in that .
vear (see Note 4 to statcment of consolldatpd income). AlL pensicns
paid durine . the respective years under report were charged to the
reserve in amounts of $440,185. 30, BLL7,220.48; and $L6E,664.28

as te the Company, and ¢833.76 in cach year as to the subszd;arics.

- "The balances of 28,CL4,643.89 (Conpnny) and $8,063,25L.02"

(Conselidation) in the persicn reserves at December: 31 194 are
more than sufficient tc cover 2ll employeez now recciving pensions,-
and no legal cbligatlon exists to grant past-service benefits to-
any empleyeces not new on the pensicn rolls.”




There is now pending before us Case L749, an investigatibn
upon the Commission's own motion into the reasonableness of the rates,
ete., of applicant's gas service, The questién of pensions and their
effect ‘on the company's employees and customers, and on operating ex=
penses, net earnings and surplus is an important elexent in that proceed-
ing. The inquiry into the status of the pension reserve is under way
and it would seem preferable to await the early conclusion of that

study before authorizing additional large transfers to the reserve.

The Commission should give consideration to several pertinent
facts., Applicant estimates prior pensien service liability at the present
time in an amount of about $13,000,00C.. It has from various scurces
gradually. accumulated a book: reserve for this purpose of approximately
$8,000,000.. It now proposes to transfer not less than $2,567,000 of so-'
éalled tax savings resulting from bond refunding, bringing the reserve
to at least. £10,570,000., In the pending gas rate case the company con-
tends that its customers should not be credited with any interest on’
this reserve, but in turn should pay:a charge approximately equal to 33%
of the estimited liability of £13,000,000. o

Qur staff has questioned the company's p:oposal on at least
three points: (1) the propriety of.the charge as proposed;.(2) the
failure to credit interest on the reserve.(which item affects the total
amount in the reserve ab this time), and (3) the amount of the liability-
as estimated by applicant. The utility has been requested te furnish
underlying information supporting its reserve estimates, That data is’

now being cempiled and will shortly be available, «

The reserve 1s not funded... It 'is merely a book reserve'énd
there is no legal liability to use the accumulated moneys for the pur-

pose of paying prior~service pensions,. . Th¢ U.S. Treasury Department has
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not recognized.this reserve as meeting proper pension fund requirements

and aceruals to the reserve are thercfore not allowed as federal income

tax deductiens.

If past-service pension'benefits are 1o be granted the com-
pany's emﬁloyees,and_the rate payers are required by us to contribute
to'such benefits, we should make certaia that such contributions are
held and used for past=-service pension purposes and for no other.- Furthé;
transfers as here proposed should not be authorized by us until the legal

obligations concerning the uze of the reserve arc definite and the re-

serve meets federal tax requirements,

For these reasons it would secm appropriate to leave this item
open for further and more complete consideration by the Commission rather
than issue 2 decision now based on incomplete information, with the

possibility that later such decision may have to be reversed,

Richard Sachse
Commissioner




