
Decision No. 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter 0 f the Application of 
PACIFIC GAS AND ELECTRIC C01'1?ANY for 
an order authorizing applic~~t to 
account for income tax reductions 
a~ising from the exercise by appli­
cant of the accelerated ~ort1zation 
privilege granted by Section 124-A 
of the tr. S .. Internal Revenue Code 
in the mZlI'll'le!' set forth herein. 
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Application 
No .. 35213 

Robert &. Gerd~s, B.:. !L:.. DuVa.l and :!.rum. £.:.. Morrissey, 
for applicant; GIant ~ Calho~ of Carlson, Collins, 
Gordon and Bold, for City of RicrJnond, interested 
party; walter Wess~ls, for the Commission's starf. 

o PIN ION ..... ----- ...... -
Pacific Gas and ElectriC Company has filed this applic~tion 

for approval of its proposed accounting treatm~t with respect to 

deferments of taxes on income arising from accelerated amortization 

of certificated defense facilities. 

A public hearing was held before Commission0r Potter and 

Examiner Cole~an in San Francisco on April 19, 1954, at which time 

the application was taken under submission .. 

Under the provisions of Section 124-A of the United St~tcs 

Inter.nal Revenue Code, any taxpayer who has received a certificate of 

necessity from the defense authority for the construction of emer­

gency facilities may amortize the cost of the facilities, for tax 

,u-~oscs, over a p0riod ot 60 ~onths, ~ lieu ot taking depreCiation 

over the estimated lite of such taci11 ties, and th0raby realize 

reductions in taxes on income during the period of amortizat1on. 
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Applicant reports tha~ it ,has received .certificates permitting the 
, '.. ... 

rapid amortization of '$10·4,7.92,110 of expcndi.tures for emergency , . . 

facilities and that '1 thas applicationsp<mdil?-g .for certificates in­

volving estimated addi:tional expenditures or $l2,460,077 • 
.. . " " 

The r0du'c.tions in 'taxes during .t.he ,60-month period are 

estimated by applicsnt at $48,,17),509 •.. It proposes to charge to an 

income account during the period or accelerated. ~ort1zat1on.the 

reductions in taxes'and to ·credit the same· to. a r~stricted sur,pluz 

account. Follo'Wing" the· close or the amortization period it proposes 

to draw dO?n ·the balance. in- ·the r'~ztricted surplus account by credit­

ing to current income- . an· . a.'Ilo·utJ, t equal to thew.nual increase in 

taxes 'bascc. on income' .during tho post-amortization period, 'Which 

incroase Will resul t·!rom"·the fact that normal deprecia t10n on the 

cmergcncy:!'ac1lit1es·cannot then 'be deducted. It asserts that the 

exc:rcise of the emergency certific~tes will be of advantage to. it in 

that it will be able to g~erate apprOximately $50,000,000 of fundz 

f'rom internal sources for construction purpoz~s. 

The accelerated amortization provisions of', the Internal 

Revenue Code do not relieve th~utilityf'rom the payment of income 

taxes; they merely defer payment to a later date. The effect or 
applicantfs accounting proposal is to eliminate the fluctuations in 

the inco:r.c: account which would r~sul t from the deferment of t~es to 

a. subsequent pt:}rioe. and to state the nat incon:.~~ during 'both the 

~ortization ~d the post-amortization .peri~ds1 as if the certifi­

cates had not been accepted. 

We have r~viewed this matter ~~d arc of the opinion that 

applicanttz proposed <lccounting proct?dure should be autho.rizcd. 
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A public hearing having been held on the above ~ntitlee 

matter, and the Commission haVing considered the evidence and be1ng 

of the opinion that the application should be grznted, as her~in 

provided; therefore, 

IT IS HEREBY ORDERED as follows: 

1. Pacific Gas and Electric Company, in accounting for 

reductions in federal "end state income t~es arising from the exer­

cise of necessity certificates permitting the accelerated amortiza­

tion of defense facilities, is authorized: 

(a) To establish and charge Income Account 507 A--Provision for 

income taxes payable following period of accclcrc.ted amortization-­

~~d eon¢urr~tly crodit Bal~ce Sheet Account 272--Surplus restricted 

for income taxes payable following period of ccceleratcd ~ortiz~­

tion--with the amount of the tax reductions for the years 1952 end 

1953, ~d to mike simil~r entries eaCh year hereafter during the 

period of accelerated 3mortiz~tion covering the reduction in federal 

and state taxes based on income resulting from the deducti.on from 

tax~ble income of the amount of the excess of accelerated amortizc­

tion over normnl depreci~tion, znd 

('b) To c."'le.rgo: i'ollovlng the expiration of the (lcc(:leratod 

omo:-tizo.tion penoe. and continuing until such time ".s the bru.ance in 

Account 272--Surplus r(;str1ct~d for income t~xes l' ayable following 

period of acceler~tod zmortiz~tion--has been 0xhaust~d, said Account 

272 end concurrently cr~dit Income Account 507 A--Provision for 

inco~~ taxes p~yable folloWing period of accel~ratod amortization-­

loTi th Dn ~ount equal to the increase in federal. end state taxes b~$ed 

on income resulting from the reduction in the allowance of normal 

depTeci~tion due to accelerated ~~ortiz~tion of the cost or facili­

tic~ pursu.m t to Section 124-A o:f' the Internal. Revenue Code. 
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2. Pacific Gas and Ele-ctric Co:n:pcny sh<!ll file 'With 'each 

~~U~ report to tho Commission a statement ShO~~$ for the account­

ing period in ~uestion and ~or each necessity certificate the nor.m~l 

depr~cict1on expense ass1gn~ble th~rcto, the ~ortiz~tion clc~ed tor 

tax purposes, the rem:l ting tax dcteI'tl~t, and the accounting for 

these t~ deferments. 

3. Prop~rty in r<:spect of which sc.id necess1 ty c(:rt1f1-

cc.tes o.re issued shall be accounted for in th~ seme mc.nner as other 

:>l"Operty and c.eprecic.tion for such l'c.c111 ties shall be ':accrUt.-'d e.t 

nor.nal rc.tes. 

4. The o.uthorization hcre:1n granted is for o.ccount'1ng pur­

poses only. T'ne Commission reserves the right to e-eterm1ne how the 

d~fcrrce tn.xcs may be trcc.tcd in cny future r:!te making proceedings 

which :lUy come befor(: it. 

. 5. The authori ty h~r0in grcnted 'Will 'become effective 

20 days ofter the do.te hereof. 

~ 
Dat~d D.t S.:m Frmcisco, C~irol'l'l1a, this -2 7~ day o£ 

~G-r~ , 1954. 


