
Decision No. 62585 

BEFOR.!; THE PuBLIC t.'TI:.ITIBS COMMISSION OF TF3 STATE OF CALIFORNIA 

In the l'~'ltter of the Invastieation on ) 
t1ie Cor.unis:3ion' => own m.otion concerning ) 
tb~ ?ro~~r trea~~nt ~or rate-~kine ) 
purposes, to oe accorded accelerated ) 

C':-.J.se No. 6148 

~~ortizD.tion Rnd accelerated depreci~\tion. ) 

------------------------------) 

:';0 arc here concerned with the decision to 'be rendered on rehearing of 

~cision Ko. 61711. 

'I'his proceedinc '.-las insti~utt'ld by the Commission in 1958 to consider the 

subject of ~he so-called Itliberalized depreci::l.tion II which was authorized in 1954 tor 

federal inco:n{'! tax: purposes. On April 12" 1960. i..., :)ecision No. 59926, it was de-

cided that Mfor the purpOSO$ of rate fixinc,~ the Commission will not allow a puolic 

utility to charee to its operating e~~ense for income taxes any a~ount in ~y.cess of 

the amount of income t~xes lawfully as~e~sed ~nd paid. The Commission based its 

deci~ion on two major proposition5: C
, 'I ... / the alleged deferred ta.x li~bi1ity result-

ine frOm liber&lized de~reciation will not as ~ practical matter materialize, and 

(2) rAtes should be determined on the basis of th·~ tax v!h ich .'.l utility 1'lctu~lly pays • 

.?etition., ;.'or rehearing wer~ denied. !\o judicial review ~ .. as soueht. 

In Deci~ion No. 59926, the Co~nis~ion did not discontinue this proceeding, 

Md on ~.:.c.y 3. 1960 Deei~ion No. 60018 WDos i:::sued. De¢i.~ion No. 60018 WM a :::u?p1e-

:nental order concerning th~ accumu1ntions for "deferred tax"'ls't -.:hieh a number of 

utilities h:ld accrued pendine the Commission'.$ consideration of liberaliZl'!d depre_ 

ciation. It 'Has therein ordered th~t, without further uction of the ':omrnission. no 

disposition micht b~ rllZlde of such ,Qcculnulation~ other than for the purpose :tor which 

they were cref:\t~d. (The~!'! accumulo.tions will hereinafter be ~ferred to as "'tc.'lX 

r~" ..... v ....... ") II""-.;~, ....... ~ .. "\. 

In l·~rch 21, 1961. the Commission iSl;ued a £ul·th~r s\,lppl~T7lental order, 

Doci~ion No. 61711. Its pur?ose was twofold: (1) to di~~ct 0. specific di$positio~ 
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of these accumulated tax reserves, and (2) to guard Against certain utilities' 00. 

tain~~g unjust enrichment from th~ fact that th~ir rAtes had oocn fixed on the 

basis of str<:.ight line de?reei.'l.t~on for t:lxes whereas they ~re actually reducing 

their current ~iX expense throueh the use of liberalized depreciAtion. 

?etitionr. for r~henrin& of Decicion No. 61711 ~ere filed by 'several ~til­

iti~o. nnd On r~y 9. 1961 its ~ff~ctive dute was order~d stayed. On ~~y 22, 1961 

a reh~9rin~ WIlS gr,·:mtec!. HearinG~ thereon t."ere held before Commis~ioner George G. 

C::-over MC r:;xaminer J.:l:r:es F. ~klley in San Fr.l!1cisco on June 12 and July 6, 7. 10, 

2~. and 31. 1961. On July 31. 1961, the matter of the rehearing of Decision No. 61711 

was submitted, subject to the rilin~ of concurrent briefs within ten day$ thereafter; 

such briefs have now been filed. 

Ordering .eo.r:.er.lph 1 of Decision No. 61711 cirected thnt tn.x reserves 

seeumul.1ted as n result of lib~r3.lized dopreei~ltion should b~ tran~f,.,rrecl to the de. 

preciation r~:'H~Mre. 

At the r-::'hc;~rinz. cert~tin pJ.rtics areuecl that depredation is an inherently 

i,''T'.?roper account in which to record the tax savinGS (or t.'iX d~ferrn.ls) rcs1.:1ting from 

St1lte (''','iseonsin) rl!"o.uir~~ such use 0: the depree-iotion .: .. ccounts and tlw..t :nany 10::l.d­

inc:: occountins eX?ert~ ~jJ:)!·ove of it. ',,It:: also note thn t the SI'!curi ti~s and Exc'hJ.l.nee 

Co:c.mis::;ion • .:Ji'ter exten:::iv'" cOi:1sicer~t:1.or.. h.:ts fQune tbe ?ractice acceptable. (Se­

curities ."nd :!:xchllnc:e Commission, Accoun7..inr: Serie~ R.elease ~o. 85. Febru:'lry 29. 

1960. effective April 30, 1960; se~ also AccountL~t. Research Bulletin No. 44 (revised) 

of t~e ~ommittee on Accountinc Procedure of the American Institute of Certified Public 

.:"ceount::.nt5. J1,;~V ::'95.5.) It is unnece:::;s:>ry to consider the:;e conf'lictine views in 

de~il. ~or W~ h~ve concluced thut u~e of th~ oe?reciation reserve for recording 

tbese accumul~tions s~o~lo be m~de permis$iv~ rather th~ com~ulsor,y. Orderine Para­

e:r~?h 1 oi' Decision No. 61711 will be modifi~d nccordincly. 

l'~odification of Jrderine ?nrscr3pb 1 is not promptod by any r"!cognition of 

t'ne ('! Ulimed s.ecountine ~echnicali ties ub,)v~ referred to but results rather from the 

showing tb."l.t in certlJin cases mandt.tory transfer to the de?recilltion accounts i<lOuld 

result in substAntial prejudico or inconvenience. For exa~ple. S~n Die~o Cas & Electric 
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Comrony pointed out th:lt it no lO!"lQ:cr takos liberoJ.ized depreciation for tax pur-
. 11 

poses and therefore does n~ p~ hieher taxes as ~ conse~ence of the reduction 

in truce:; which it obtt'.ineo while it W:MS using liberalized dopreciation; those current 
'£.../ 

t:lx increases are mot by ch~rgos to tho t:lX reserve. The comp~ argues th2.t to 

transfer tho tax rc~erv~ to the depr~ciation ro~erve ~~der these circumstances would 

require tho utility to meot $uch ~~X inc~ases out of its profit. Several othor 
11 

utilities which no loncer use liber~ized depreciation miCht be ~imilorly affected. 

Compul~or.r transfer to the de~r~ciation re~erve might also cause difi'i-

culties for companies under the jurisdiction of certain Feder~ reeul:ltor,y°agencies 

which require aoferred tax. accounting for liber:llized depreciation. Although sep-

nrate accounting for Federal ~~d State purposes ~ sometimes necos~ar,y~ we believe 

t~t in this C:lSO accountin~ convenienc~ might be defeated rather than served by 

~~ order 1~hich required inconsistent aecountine ~ethods for interstate and intra-

st.~te operations. ).. similar pro'ol~m. o.p:,>cars to exist for at least one COl1lP~ 

(Sierro Pacific Power CO!1lpWY) havine lJubzt.s.ntiul intrast."lte 09or.::.tions in Cllii'ornia 

and Nevada; the Nevada Public Service Co~~ssion ~s not pre~eribed the use ot de-

preciation accounts for clefcrr~d ~~ accountL~c. 

These specinl cases indicuto that there are instances where it may not 

be appropri<l.te to transfer tax re~e:"ves to deprecia.tion reserves. ,ie are not to be 

~~dorstood as clecid~~g that such trnnsfer on a compulsor,y ba$is is never proper. 

1.1 As SUl.ted i.~ the order grantinC rohcorine of Decision No. 61711. we are not 
hore consider.L~G the claimed d~ty of a ~tility to tlli{e advantago of liberal­
ized depreciation. 

2.1 Or: AU0\lst 22, 1961. $Ubsec;.uent to submission ()f this matter. we issued Deoi­
sioD. No. 62446 in Applica.tion No. 42$87. in which we expressly reoo~ized such 
use of San Dioeo Cas & Electric Comp:c.nyl s tax rooerve. and. for tost year 
pU:'poses. we correspondingly reducod its tax eX!.>ense. 

J./ Of course, under tbe straight .. lino rcmo..ining life method, a..'"l [Addition to de .. 
p:"oc~~tion reserve would lead to ~ decrease in depreci~tion expense, thus 
t'.)ndine: to co:npenstl.te for the t.3.x incl:'ea~e::;; but the two r0::ults woulc. not 
necessarilY be exactly offsettine. Ce~tain utilities also argue thk~t another 
effect o! the proposed tr~~sf~r to depreciation reserve would be ~ reduction 
i.~ the total deproc~tion recover~ble on the assots atfe¢t~d. 
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but "'0 do find th:J.t a universal requirement to tha.t effect is not de~irab1e at 

this time. The various orooosals for disoosition of those reserves' (submitted in . . . 
~sponse to th~ Commission's inqu:ries) will be h~ndled on an individual basis. 

It bears emphasis th.9t 1n r."lte ,roceedinr.5 lIole will continue: (1) to 

decuct from rate base the tax re~erve$ resulting from liberalized depreciation and 

accelerated a.~o:-t.izat.ion. and (2) to reduce test yellr tax expense by the a:no~nt c~r any 

ch~ree to such reserves. Decision No. 60018. except as modified by orders of the Com-

mission issuoc subsequently thereto. will remain in full force and effect. 

Ccmti~uin(O 1:=1.)( Dtfferl'!nt;l,,1.o: 

Ordorine Para~raph 2 of ~eision ~o. 61711 did not deal with ~ccumu1~ted 

t~x reserves as such but with the tax reductions th~t continue to result from ~se 

of, liberalized de~recintion. 

~Ul':1.o".!r of utilities who~~e rnt~t. h:ld been f:Lxed on the b3sis of strlligbt line dopre-

credited to tax re$erves the umount by which their tAX exp~nse was thu~ reduced~ 

~e then e~~eetive uniform syste~~ of accounts did not provide for such r~serve~. 

and the 3:;>!Jl1cations of cert.'lin utili ti~.s for ;)ermission to est.:lb1.i~h them were 

not ncted upon by the Commission. Neverthele~s. the C¢mmission acquiesced in this 

,raetiee. Vuriou~ accountine devices wer~ used to acco~~oclate to the fact that 

deferred t3X reserve accounts. such os t!'lose now authorized. die not then exi~t. For 

eXR~ple. restricted sur!Jlu~ was used by som~ utilities, until rejected by tho Seeur­

itil!'!s o!lndBxchance CO:':1m iss:i.on. (S¢curit..ies and Excho.n~e Commi."lsion. Accounting 

Series Release No. 85. February 29, 1960, eff~ctive A:;>ril 30, 1960.) The accrued 

taxes account was also used, notwithetanoinc the fact th~t it was designed for current 

accruals on~ and not for deferrals extending vv~r ~~ny year$; however. that method 

was ul ti:nntely di:~o;a?proved by the Feaer<,l ?o,~er Commission. ',~hich il"l$i$~d upon the 

use of truedererr~d tax accounts. 

Followine Decision No. 59926. SOme of the utiliti~s who bad credited their 

tax reductions to re~erves (~nd who h~d unsuceessfully sreu~d that their rates 

should continue to be fixed with an ~llowance for ~ch eredits) di~continued such 

credits and thereby incr~ased th-ir net ~ro~it~. Orderins Par~t.rs:;>h 2 o~ DeciSion 

~<;). 61711 d~alt wit':': this sitlJ::\t:~on: it required tbn.t so lone a:s a particular 
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utili t:r' s r"tes continued tOe oe balSed on ~traight lin~ d~preciD. tion tor t.,.xes, then 

the o.mount 'oy ~"hich ttl.Xf"S ",re reduced by lib~ra.li:.ed depr~ci3.tion :should be credited 

to u re~~rve. As in the case of Orderine Paragr~ph 1. Ordering Pur~eruph 2 contem-
~/ 

plat~d a cr~dit to depreci~tion reserv~ rather thun to a def~rred tax reserve. 

The q~e~tion present~d is whether or not a utility whose existine rates 

have been fixed on th~ basis of ~tr3ieht line depreciation for taxes should be re-

qu~ed to credit to a reserve the ~mount ~J which its tnxes are reduced through use 

of liberalized depreciatio::'l. The Com .. ni8sjon h,'ls been divided concerning the proper 

an~wer to be civen to th~t ~uestion. On the one hand it was ar~Jed that the basis 

for cr("!dits to :), reserve bM beer. eli"ninnted by th~ findinG in Decision No • .59926 

thnt no def~rred tax liAbility rezul ts from the us~~ of liberalized depreciation. 

In the oth~r hund. ~ince the rates o~ the affected compnni~s have been fixed on the 

.1.Ssump'i.ion th:lt such creai t::: would be rn:::d~. it was re."lsoned that unju~t enrichment 

mieht result i~ the tax savin~5 were to be re~ected in higher profit~ rather than in 

a !"eSE:!"Vc. 

It bas bocome unnecessary to resolve these conflictine vi~~s on 3 theoret-

1081 basis. Under any theory. the ulti.>na te and '1i tal quc~tion is the reasonableness 

of the rates ~nd rates of return of the various utilities. We arc now L~ a position 

to satisr,y ourselves that no unjust enrich~ent will in f~ct result from di~continu-

ation of the credits to reserve. and therefore we do not reach the question of how we 

m.~.Ght deal with sucb enricrunent if it did occur. The two largest utilitie~ affected 

(Southern California. Edison Compo.ny Md Pacific Cas and Electric ::;ompany) presented 

evidenee at the rehearing to 'the effect th::tt their pre~ent rat(!s and rate~ of ret~llrn 

~re not unreasonaoj.e even though credits to a tax reserve be no lonser mode. Si:nilar 

c!~teI'lf.inations lllfly be made '.-lith re:.pect to the other comp~i0s involved on the basi:! 

of investigation by the CO~~is5ion staff. Accorcling~. this case ~ill be discontinued. 

!:./ 0rderine P~ragraph 2 was made operative 3~ of Janu~r,y 1, 1960, bec~u~e some 
utilities. following ~ci5ion No. 59926. had discontinued deterred tax 
accounting tor liberalized depreciation as of that date. 
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th~) two M!'flod eompanies will ~ au thorized to diseonti..")ue defe.rred tax .:lccounting 

fo!' lj.bernlized do;:>reciation o'J.S of January 1, 1961, and the remaining companies will 

~ au~~orizcd to mnke individual letter ap?licntions for coni'i~'tion of their present 

accounting trea~~ent of th~se tnx reduction~. 

Fol1~~ine Decision No. 59926 Southern California Zdison CO~'Any discontin-

ued c~ciits to the tax reserve for liboralized dcprecintion as of Ja.'1ua:y 1. 1960. 

:....., officer of the company testif'ied, howf.;Iver, thCit prior to the i:;suJ:l.nce of Deeision 

)lo. 61711 the comp.::tny had achris€'d the Com:-nission th.':It, in order to resolve the 

problems which had developed with res!?ect to liberalized depreciation, the c~mp?ny 

would be wi11ine to tr~nc.for from surplus to tho deferred tax reservo the amount of 

the tax reduction resultinc from use of liberali~ed cle~rcciation for 1960, provided 

the eom?any we~ pe~~tted by a?propriatc Commission action to refl~ct such tnx ~av-

ings in eArnings beginni..")g in 1961. H~ added thnt the company would still be 'Ni11ing 

to do so .. 

The evice.nce pr(>sentcd at the rehearing established that the company's 

rate of return for 1960, adjusted in accord~n~~ with methods currentlY followed by 

5.1 the Commission staff (which ~ethods we hereby find to be reason$b1e). wa5 6.43~. 

on the assumption th~t credits to the tax reserve for liberalized depreciation be 

disconti."lued as of Janua:-y 1, 1960. The estimated rate of return for 1961, sirni-

lar1y adjusted. would be 6.3S~~. If the tax savinr::~ nno ooen cred:L ted to the reserve 

throughout 1960, the r~te o~ return for 1960. similarly adjusted. would have been 

5.90~. The 1,1:1t. rate of rl)~urn found rfJCi."on::tble for thi~ company " .. as 6.25;:. The 

co:-nlXlny's cvidcnc,=, was presont;~d by sworn testimony, was subjected to cross .. ex.a.."IIinoA_ 

tion. and has oeen reviewed by the Cornm itls "ion staff. From tho evidence it apgears. 

~I At the time of the lDtest rate cas~ Rffectinc thi5 company (see Deci3ion ~o. 
55703 i..~ A~?licotion ~o. ;8;82. Oetober 15. 1957, 55 Cnl. P.u.c. 743), th~ 
Comrnis~ion was commencinc it~ consideration of the subject of liberalized 
depreciation. and thl~ com9nnyt ~ tnx reservos were not deducted from rate base. 
In later years. such deduction hilS unifonn.ly been nwde, both for liberalized 
de~reciation and acce10ratcd amortiZation. These deductions con~titute tho 
only difference between the staff methods hore found to be reasonable and the 
method5 used in Deciaion No. 5570). 
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:lnd we hereby find, thnt the COrn9:lny'"s proposal will elimbate the possihility 0: 

\.lnju~t ".mrich."nent i:l.S 8 re.orult of it!: use of lioe:-alized depreci.:ltion in 1960. 't';e 

also .fine th:lt the co;n~).:l.ny' s present rato~ I:Ind rRte of rctu::-n are r'lot unreason.:>.blo 

tor th~ flltU:'C a-::c that discontim;,'lnee of credits to ~h~ tax re:;;erve for libera.lized 

de?:,oci~tlon, beeinnine in 1961, will not resu:t in Ur'ljust enric~"nent. 

, .. 

Since the com~:lny was requi:'~d to file its .red~ral income tax return for 

1960 on .3or,>ternber 15. 1961, it requested thot w~ i$su~ a dlO'ei~ion herein by tha.t dnte. 

A:eordinc~, wo i~t-ued an int~rim opinion and ordor (~ceision No. 62571) on Se~tembor 

15. 1961. d~rected solAly to ,that company. We hereoy reaffirm Deei~ion ~o. 62571. 

h.eifie Cas &- 21cctric CDmpu11Y introduced evidence snol<1ine thnt th~ rato 

of return for its electric department, estimRted for 1961 in accord~'"lee with th~ stJli'! 

methods hcr~inabovc found to be reasonable. would be 6.25% on the a~~mption th~t no 

er~dits to a reserve be m~de bec~use of 11ber~~i~ed depreciati~n. The company also 

pointed ou":. th,:Jt .~ollo~dr'le iSSU.'1.ncc of :)ecision No. 59926, it h.:ld c'::mtinued throuc;hout 

1960 to accrue to ~ reMrve the tax 1':L\vin:;~ r""5ultine !'rom libp.rali7,ed deprechtion 

and, with Co~~ission ~pprov.:ll, h~d tranr.ferrod 1ts entire tax ~eg~rve for libp.ralized 

der'!"cCiation (u::lounting to more than ;~)5. 000,000) to the dc:,roei'<ltion reserve as of 

December 31, 1960. The evidence al~o shows t,l"lD-t sine-:.- the cornpn.ny· s 1D.t~st apL'rov~d 

r~tc of retur::'l '~as fixed .It 5. 7S~~ in 1952 it hns c~erienccd incrc.9.sed finMCil"lp': co~ts 

?~ny's cas d0?~rtment enrlier this yC.lr. 

~;~ hereby fine thAt t~c ~o:'n:nl.ny'~ ;=-rO$0:-'lt ra.tes :l:'1d r!1t~ of r~tu;::"n u:::'e not 

unreasonable for the futu~c ~~d th~t no unjust enrichment will result from its dis­

contir'lu~tion of deferrod tnx ac~ountinc for li~ralizcd deprcci~tion us of Januar,y 1. 

::'961. 

Go:nmissioncr Zitchell is .:It pr('sent nece$s(lri~ absent in connection with 

hi:::; d'.rti~s a!) ?!'~~sident of the NA~io:'lal :.:~sociatiol"l of R'lilro.9.d and '(Jtiliti~s Cornmis-

sion~rs ~nd th~refore h~~ not had tho op?ortunity to read this decision. Before his 

dep~rture he r~served the right to file a dissent. 
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o H D 1'; R ----- -

GOOD C~USS A.,oPZi\.'1.Il':C, it is hc:oeby ordered th.:lt: 

1. Orderine ?aragra~h 1 o! Decision No. 61711 is modified to r~~cl as 

i"ollows: 

That every f,l1..lolic utility uncler the jU:Oisdiction of the Commission 

which nOl.;' h:ls aCCUlTlulated t~x reserves reS\!ltine from the use of 

liberalized depreei~tion ~ethods in computine feder~l income taxes, 

except those utilities which ~rior to the date of this order have 

been .:luthorized to disposo of such tax ~serves. mAy transfer the 

b.:l1nnccs in such tax reserve accounts to depreciation reserve 

acco~~ts and report such trnn~rers to the Commission within ten days 

thc::"eafter. 

2. Orderinz ?nra6rsph 2 or Decision No. 61711 is vacated. 

3. Ordering ?aracra~h 3 of Decision No. 61711 is modifiod to read as 

~ b" . ... . ., '... (.~ tb S th ... , i ' . 1;·.J· ,... ~v~ry pu ..I.:J.c t: .. l .... l ... ;r o" •• cr ,f;ll'l ou ern .... .9._ tor':'lla .:'u:l.t.on ... orn~any 

which bas tr~n$rcr~ed or ~ro?ose~ 

to t!"'llnsi"er 0::- ca::-:"y to any SU!"plllS i=l.ccount :r.y ta~ reductions re-

sulting from use of li'b~ra.lized depr~ci.!)tion shall forthwl th apply 

by letter to the Commiss:i.on for authority to reflect such reductions 

in surplus. 
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4. Ordori."1G' ::?arasraph 4 of Decir.ion No .. 617ll is Afi"inncd. 

5. If Pacific Gas &: El~ctric Com:9:lIlj" utilizos liberalized de9reciat1on 

ill computil'lt.; its federal incolue to,x"s for 1961 and subsequent years, it need not 

acerue to n reserve the ~~~~ by which said taxes are thus redueed. 

6. The motions to strike testimony and exhibits relatinc; to results of 

o~>crations are denied. 

bereof'. 

7. Caso No. 6140 is discontinued. 

The crfccti~ date of this order shall bo twent,y (20) days from the date 

~ 
Dn.tcd at SM FranCisco. c.."1.1ifol"rlia. this ..:< 0 "d~ of September. 1961. 

C 1 1 Poter E. M1tcho~~ oem SS onor ......... _ .••.••••••••••• _ •••••••••• being 
nece~sar11y ab~ont. did not ~~rt1cl~at8 
in ta. 41s~o=ition or this ~roe~eding. 
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