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Decision No. .50694 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOFNIA 

In the Matter of the Application of 
Calii'o mia Electric Power Company 
for an order ~uthorizing accounting 
procedure with respect to amortiza-
tion of certain facilities. 

) . . 
) 
.. 
) .. -------------------_. 

o PIN ION -------

Application 
No. 35S5~ 

Califomi3. Electric Power Company, applicant herein, is a 

Delaware corporaticn engaged principally in the business of supplying 

electric energy in portions of the counties of Mono, !nyo, Kern, 
San Bernc.rdino and Riverside, in the State of Califomia, and in the 

counties of Nye and Esmerelda, in the St~tc of Nevada.. In this 

application it requests the Commission to approve its propos'ed 

o.ccount1ng treatment ~ th respect to det'crments of taxes on income 

arising from accelerated amortization of certificated defense 

facili tt es. 

Under the provisions of Section 124-A of the United States 

Internal Revenue Code, made applico.ble to the Cclifomia Corporatj.on 

Income (Franchise) Tax by the Califomia Revenue and Taxation Code,. 

Section 2412lh, any taxpayer who has received a certificate of 

neccssi ty from the defense au thori ty for the construction of emer-

gency f(lcili t:i. es may amortize the cost of such facilities, for tax 

purposcs~ over a period of 60 months in lieu of taking depreciation 

over the est~ted life of such f(lcilities and thereby realize 

reductions in taxes on income during the period, of amortization by 

reason of the deduction of the excess of accelerated' amortizntion 

over normal: depreciation. Applicant reports that ith.as received 
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certificc.tes authorizing it to accclerate:, 'for federal'and state 

income tax purposes', the am.or·ti·za't'ion of: certain 'of 1 ts electric 

f'acili t1 e s as follows: 

Facility 

Edwards Air Force B<lsC 
Trmlsmission Line from Highgrove 

to Perris Valley Sub 
Highgrove Steam Pl~ t-Un1 t #3 
Highgrove Ter.ninal Facilities, 

Project #2 
San Bernardino Terminal Facilities, 

Proj cct #2 
H1ghgrove-San Bernardino Trans-

missior. Line, Project #2 
Valley Sub Facilities, Project #4 
Highgrove Terminal Facilities, 

Project #4 

Totals 

-::- Estima ted 

, 
Total Cost 

_of Facility 

$ 391",186.53 

236,412.43 
5,527,120.30 

295,:662.00* 

241, 140 • OO-x-

122,711.00* 
216,632.00* 

50 J 202.000){-

§7,OSl.066.26 

.,.Amount 
-"-Cert1 fi ed 

$ 208,468.97 

82,744.35 
1,934,492.11 

103,4$2.00* 

42,631.00* 
72, 218. OO~-

17,571.00* 

i,2,1,461 , 607. 4:2 

On its feceral income to.x return for 1952 applicant's 

claimed deduction for acce1er~ted ~ortiz~tion of certificated 

facili tie s exceeded the <ll':loun t cllowable through the use 0 f normal 

depreci~tion rates by the runount of $36,514.25 and for the year 1953 

by the a.m01ln.t of $.4.5,155.81, resulting in reductions in federal 

taxes bas~l on income of approximately $19,000 for 1952 ~d $22,300 

for 1953.. Ic.entical deductions were claimed on the California Bank 

and Corporo.tion Franchise True returns. App11co.nt reports for the 

year 1954 it may claim deductions in tee amount of $403,,265.44 on 

eo.ch of the two returns, which would result in ~ estimated reduction 

of $224,,000 in federal and state taxes based on income for 1954. 

In 1952 ~d 1953 applicnnt, by appropriate journal entries, 

set up the o.:::lount of the reduction i..."'l toxes in Account No. 25S. 26, 

Reserve for Deferred Federal Income Taxes Resulting from Amortiza-

tion,of El'llergency F~cilit:i.es" with no si:ci1ar entries, however, being 
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made with respect to reductions in the Col1fomio. taxes. It now 

:1sks the Commission to approve these entries heretofore made <md to 

au thor1.zc it, for 1954 and future y~ars" to Charge to an income 

account during the period of accelerated runortization the amounts 

of the reductions in taxes and to credit the same to a reserve 

account. Following the close of the amortizction period it proposes, 

'Wi th the :lpprovnl of the CommiSSion, to draw down the balance in the 

reserve o.ccount by crediting current income withem .:::mount equal to 

the annual increases in taxes which wIll result froI:l the f.;::,ct that 

nor.m~ depreciation on the emergency facilities cannot then be 

deducted. 

The accelerated amortiz~tion provisions do not relieve the 

utili ty from the payment of income taxes; they merely defer payme:.."lt 

to a later d~te. The effect of applicant's accounting proposal 1s 

to eliminate the fluctuations in the income account which would 

resul t from t.."1.e c.cferment of taxes to a subsequent period <md to 

state the net income during both the ~ortiz:ltion and the post-

amortizD.tion p~riods as if the certificates had not been accepted. 

o R D E R .... - - ......... 

The Commission having considered the above entitled matter" 

::md being of the opinion th:lt a public hearing is not necessary end 

thc.t the application should be granted, o.s herein provided; there-

fore" 

IT IS HEREBY OlIDERED ClS .follow~;: 

1. Cal.i!'omia E'J.ectric Power Comp:my, in accounting for 

roductions in !'ederol and stute income taxes arising from the 
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exercise of necessity certificntes per.=itting the accelerated 

~ortiz~t1on of defense facilities: is authorized: 
(~) To estc.blish and to ch~rge Income Account No. 507.11" 

Provision for Deferred Income T~es, and concurrently to credit 

B~~ce Sheet Account No. 258.26, Reserve for Deferred Federal Income 
Tuxes Resulting from l~ortiz~tion of Emergency Facilities" each year 
during the period of accelerc.ted amortization" wi. th. the amount of 

the federal income tax reduction resultine from .the decuction from 
t~able income of the amount of the excess of acceler~ted amortizn-

". 

tion over normal depreciation; and" 

(0) To Charge sc.ie Account No. 2,S.26 follo~ the expiration 
of the accelerated amortization period ~d continuing until such 

time as the ba1(lIlce in soid account has been exhausted" and con-

currently to credi~ Income Account No. 507.12, Credits to Operations 

AriSing from Feder~ Income Taxes Deferred in Prior Years" with an , 
omount equal to the iner.eo.se in federal income taxes resulting from. 

the roouction in the allowtlnce of no:nn~ depreCiation due to 

accelerated amortization of the cost of facilities" pursuznt to 

Section 124-A of the Internal Revenue Code; :md" 

(c) To charge Income Account No. 507.39, City, County and 

Sto.te Taxes"o.."'ld concurrently to credit B~.mce Sheet Account 

No. 258.261., -Reserve for Deferred Cclifomi~ Corporation Franchise 

Tax ResultingfromAmortiz~tion of Emergency Facilities, ea~~ ye~r 

during the period of accel~rated amortization, with the amount of 
the state fr~~Chise tax reduction resulting from the deduction from 

tax~b1e 1ncome of·the amount of the excess of accelerated ~ortiza-
tion over normal· depreci~tion; and, 

(d) To charge sc.1d Account No. 258.261" following the 

expir~tion of the accelerated amortization ,eriod ~d continuing 
until such time as the bclance in said account has been exhausted" 
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and concurrently to credit Inco~e Ac'coun:t No.' 507.39 'With zn ar:lount 

cquo.l to the increase in C~'ir~:n1a corporation" frcnchise t~ 

rcsul ting from the reduction in the Allowance for nomci deprecio. tion 

due to accclcr.::.ted amort1'zo.tion of the cost of i'aci1i ties pursuant 

to Section 2412lh of the Califo::nia Revenue cmd: Taxation Code. 

2. C<llifom1a Electric Power Comp~yt s joumo.l entries of 

December ;1" 1952 and 195; c~'edi ting ~19"OOO and $22,,;00 to 

Account No. 25S.26" with corresponding debits to Account No. 507.1, 
referred to in this application" hereby are a,?roved. 

:3. Co.lifomia Electric: Power Comp;;m.y shall file with each 

romutl report to the Co:m:Uss1on a stc.tement showing, for the account-

ing perioe in question a.."'ld fOj,' each necessi ty certificate, the normal 

deprccintion expense assignable thereto" the ~ort1zation claimed for 

tax purposes, the resul tmlt tox defement" end the accounting for 

these tax defer::m ts. 

4. Property in respect of which said necessity certi-
i'ico.tes are issued shall be o.ccounted for on the books in the s.:une 

m:mncr tlS other property ~d depreciation for such facilities shc.ll 

be o.ccrued at normal rates~ 

5. The authorization herein grcnted is for accounting 

purposes only. The Commission reserves the right to determine hoW' 

the deferred truces may be treated in zny future rate-making 

proceedings ·.vhich may come before it .. 
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6. The authority herein grMted Will become effective upon 

the date hereof. 

Dated a.t Los mgeles, C31.1fom1a, this d.. (p ~ day of 

October, 1954. 


