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.Deeision No.

'BEFORE THE PUBLIC UTILITIES COMVISSION OF THE STATE OF CALIFORNIA .

In the Matter of the Application of
SOUTHERN CALIFORNIA EDISON COMPANY,
a corporation, for authority to .
issue not to exceed 402,210 shares - -
of Common Stock of the par value - , Application No. 42888 -
of $25 per share and to distridbute Filed Nbvember 23, 1960
them ratably to the holders of its ) A ‘ a
Original Preferred and Common Stock. )

o P I N I O N

Southern California AGlSCu COmpany has filed this B

application for authorization to-issue &02 210 shares of eommontiur“' ”

stock of the par value of $25 each and or the aggregate par
value or~$1o,oss,2so. |

The company pr0poses to issue the shares against its

retained earnings ard to distribute them as. a stoek dividend

to the holders of the outstanding original preferred and commonl‘
shares at the rate of one- share for“eadh 25 owned of record on d;
Januwary 5, 1061. In recording the issue of the new shares, itfh‘
will transfer from earned surplus to stated capital an amount
equal to the aggregate par value of tne shares to be issued and?fa’
delivered as said svock dividend and it will transfer from earnedd
surplus to paid-in surplus an amount equal tc the excess or the
aggregate estimated fair value of the shares tovbe issued over
“the aggregate par value. , Such estimated fair value shall be

an amount equal to- the last sale on’ the New-Yerk Stock Exchange




A.42888 MON

~

on Jamuary 5, 1961, or the average of the closing bid and asked
Price per share in the event there is no sucn sale price.” The
proposed transters to stated capital and to paid-in surplus to
reflect the financing will approximate $2h OO0,000 including
the par value of the new shares and the excess of the fair value

of such shares - over-their par value..

. As of Qctober 31, 1960 applicant's earned surplus
was stated at $104 869,044 Applicant reports that it does not |
intend to take into account the reco“ded earnings created by the
use of liberalized depreciation,methods in considering the decla-
ration of cash dividends and that~it nas concluded instead of
increasins its cash dividends to authorize the stock dividend
against its retained earnings in order to conserve ash for its -
'continuing construction program. While the application.does not
show the amount of tax savings arising. from the use of liberalizedi
depreciation methods, we are informed that during 1960 such |
savings will approximate $5,000 OOO and 1t seems clear that
- the “ecorded earned surplus, excluding any amounts presently
| therein which are attridbutable to the use of liberalized
depreciat on methods forvincome tax purposes, is well in
excess of the proposed drawdown of the account.upon the issue

of the shares of stock for the purpose indicated in this
application

We have ‘reviewed this matter and are of the opinion, .
ard so find and conclude, that applicant's proposal to capitalize

a po“tion of its retained carn_ngs is not adverse to the public .

w_.
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interest, that the issue of atock as proposed is for a proper =
purpose, that such issue 1s not subject to the Commisaion'a ‘~
competitive‘bidding rule,- that the money, p"operty‘or 1abor
to be procured or paid for by the issue of the atock‘herein
authorized 1s reasonably required for the purpose apeci“ied
herein, and that such purpose is not, in whole or in part,
reasonably chargeable to operating expensea or to income. _"‘

In issuing our order we are making no finding of the |
value of applicanz's stock and we. place applicant upon notice -
that we will not regard the dividends paid. on its common shares
as measuring or determining the rate of return it should be
allowed to earn on its investment in properties- Our‘action
.hcrein is for the issue of stock only and is not to be construed‘
as indicative of amounts to be included 1n- a future rate base

for the determination of  Just and reasonable rates.;

9,2§3~

The Commission having considered the'above-entitled m'”
matter and being of the opinion that 2 public hearing is not R
aecosaary and that the application should be granted

IT IS HEREBY ORDERED as roi_iowér:.
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1. 'SOutﬁern Calirornia-Edison Cbﬁpany on obﬂafter”
the effective date hereof and on or before April 30, 1961, may
'1ssue not to exceed uoe,elo shares-of 1ts common stock of the’ ”
par value of $25 each for the purpose 3pec1ried 1n this appli-f_‘ 
cation and may distribute such shares to the - holders or 1t3
original preferred and common stock at the rate orrone share
for each 25 shares owned of'record on January 5, 1961.;; H_f

2. On or before June 15, 1961, Southern California o
Edison Company shall rile with the Commission a report, 1n .
lieu of a- General Order No. 24~4 report, showing the number
of shares 1ssued under the authorization herein granted and K
the Journal enxries used to-record such 1ssue-on.1ts books

of account.

3. This order shall becomefeffectzveuon tﬁe"daté .

Dated at ' e ",“Califérnia,




Dissent in ép_gucacion'm; 42888

I dissent. The retes currently authorized Southern ‘ _
California Ed:.son CQmpany by th:.s Comiss:.on were f:.xed in 3ood fa.:.th
on the premise that the ut:.l:x.ty would compute and pay z.ts Federal
income taxes on the basis of the stra:.ght lzx.ne rem.a:.m.ng 1:.fe method
of deprecn.atn.on. Desplte th:.s fact Southern Caln.form’.a. Eda.son R
Company, for the ye&rs 1957 1958 and 1959 5. has computed and paid .
its Federal income taxes on the ba.s:.s of accelerated deprec:.atz.on
tmder the prov:.s:Lons of Sectn.on 167 of the Inteml Revenue COde of
1954 and has caxried to a deferred tax resewe the d:.fferent:.al
‘oetwcen the Federal :.ncome taxes actually paid and the taxes that
would have been due and paya.ble ha.d such taxes been computed and
paid on the same 'bas:f.s on wb:.ch the utn.l:.ty s rates were f::.xed
Southern Cal:.form.a Ed:.son Compzmy‘has reported tha.t the te.x
different:.al thus real:.zed and carried to its deferred ta:c reserve j'-
for the years 1957, 1958, and 1959 totals $:_5 834, 279 82 whz.ch sm
is shown in th:.s appl:.ca.t:.on as "Accumlated deferred taxes on
income™ - a deferred tax reserve; 'Ih:.s plac:’.ng the tax differeutn.al

‘ina deferzed tax reserve has become standard procedm-:e :Eor all such
utilities and is recogm.zed as such by th:x.s Com:.ss:.on. _ |

By Dec:.sxon No. 60018 in Case No- 6148 t.h:.s Com:’.ss:x.on
spec:.f:.cally restrz.cted the use of sa.:x.d deferred ta.:: reservesin

" the followmg language:s -

: Good cause appearin,g IT IS OR.DERED that all public
utilities under the jurisdiction of -this Commission are -
restricted in the use of any account that may bhave been
established or used because of deferred income taxes
resulting from such public utility taking accelerated
depreciation under Section 167 of the Internal Revenue = -




Code, except for the puxpose for which the crest balance
in said account was c¢reated. No public utility shall transfer
the credit balance in any such account or portion thereof to
surplus, or otherwise dispose of any portion of sucb_.‘ account,
without prior author:.zatn.on of th:x.s Comm.ss:.on. v
Rrrthermore, the Comm:x.ssion adopted a pol:z.cy of deduct:.ng
from a utn.l:.ty s rate ba.se in Tate proceedings tb.e full amount of
the. deferred tax reserves, less. certarn m:.nor ad;ustments. By |
deducting from the rate base the deferred ta::c reserve, tb:.s Conm.ss:z.on'
compels a ut:.l:x.ty to pass on to its rate payers tne monetary benef:.ts ' “
of accelerated deprecz.at:.on. Th:.s pass:.ng to rate payers of the o
full monetary benefits of. accelerated deprec:’.at:.on was the ptrpose
and :.ntent of Decision No. 59926 in’ Case No. 6148 |
Southern Cal:.form.a Ed:.son Company has adv:.sed this
Comm:.ss:ron and has announced publ:.cly that :.t 'Wlll compute and pay”
:z.ts Federal :x.ncome taxes for 1960 on the 'bas:z.s of accelerated |
deprecn.at:.on and that the tax ch.fferent:.al thus real:.zed 13 estmateo
to be appromately $5 000 000. In Sp:l.te of tne forego:’.ng facts
in its statement of mcome for the f:.rst 10 months of 1960 said
statement be:.ng a part of the :Lnstant appl.:.cat::.on, Soutnern Cal:.foma_“‘
Edn.son Company reports at zexo the amount carr:x.ed to the deferred
tax resexrve due to accelerated depreczat:.on. ' | P
To date z.nsofar as I have been able to ascerta.:.n, th:..s | |
Comm:.sszon has not accorded Southern Cal:.form’.a Edison Company any
specn.al pr:.va.leges, such as granting the autnonty to cease carryn.ng
to its deferred tax reserve the tax d:.fferenta.als real:x.zed by payment
of its Federal income taxes on a llberallzed deprec:.atn.on oa&v.s.

In the absence of author:.ty so- to do, by fa:rl:.ng to

deduct sa:.d tax d;fferentn.al for 1960 from its operating :.ncome,




Southern c,alz.fornia Ed:.son Company has over-stated :.ts net income
for the f:.rst 10 months of 1960 by the amonnt of sa::.d tax d:.fferent:.al.
This overstatement of :.ncome by Southern Ca.l:.forn:.a Edison Company
is, in fact, a msrepresentat:.on of fts true net n.neome and a ; .
fals:.f:.eat:.on of the true f:.nanc:.al condit:.on of th:f.s ntihty.
Such quest:.onable praetlces on the part of Sonthern Ca.l:.fornia Ed::.son
Company cannot be condoned., - B B | :

A public ut:.ln.ty has a publ:.c umst as 'was empbat:x.eally

pointed ont by this Comm:uss:.on in Dec:.s:.on No. 59926 in Case ‘\Io. 6148

in the following language-

"It must be remembered that a publ:.c utlh.ty is not
in the same category, factually or legally, as an unregulated
company. A public utility performs a function of the state
and is created for public purposeS.ececec... A public .
utility exercises an extraordinary privilege granted to it
by the state and it occupiles a privileged positiof..ceeesee-
Furthermore, a public utility devotes its propexty to the
public use and thexreby, 'grants to the public an interest
in that use'........ In essence, a public utility is charged

with the administering of a pnol:.e Trust delegated to it
by the state."™ ‘

To grant tb.e request of Southern Caleornie Ed:x.son Company -
in this appl:.cat:.on would be to approve its misrepresentat:..on of
its true net earnn.ngs a.nd to m:.slead the publ:.c generally. 'l'h:.s o

I cannot and will not do.




