Decision No. ‘74836

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the matter of the Application of
SOUTHERN CALIFORNIA WATER COMPANY

for authority to effect an increase

in water rates in its Southwest District
to offset the increased Federal income
taxes resulting from the 107% Surcharge
imposed by the Revenue and Expendirture
Control Act of 1968,

Application No. 50448
(Filed July 31, 1968)

In the matter of the Application of
SOUTHERN CALIFORNIA WATER COMPANY for
authority to effect an inerease in water
rates in its Orange County District to
offset the increased Federal income taxes
resulting £row the 10% Surcharge imposed by
fggeRevenue and Expenditure Control Act of

Application No, 50449
(Filed July 31, 1968)
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In the matter of the Application of
SOUTEERN CALIFORNIA WATER COMPANY for
authority to effect an increzse in water
rates im its Culver City District to off-
set (1) the increased Federal income taxes
resulting from the 107% Surcharge imposed
by the Revenue and Expenditure Control
Act of 1968, and (2) the increase in state
franchise tax from 5-1/2% to 7% as imposed
by the California Bank and Coxporation
Tax Law.

Application No. 50484
(Filed August 14, 1968&)
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OPINION

Applicant Southern Califormia Water Company seeks authority

to increase rates for water service in three of its districts to
offset the effect of increases in income tax rates since the last
rate proceedings in these districts,

Service Areas and Rates -

Applicant owns and operates water systems im 18 districts

and an electric system in one distriet, all in California. The
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systems covered by these three applications have each had water
rates revised fairly recently, after comprchensive reviews of the

utility's operations In thosec districts based upon evidence presented

at public hearings, The effective dates of the present rates, to-
gether with the surcharge percentages mow proposed, are set forth

in Table I:

TABLE I

PRESENT SCHEDULES AND PROPOSED SURCHARGES

Surcharge for

Fecderal State
Digtrict Tariff Schedule No. Effective Date Tax Tax

Southwest  SW-1, SW-9M 4-5-68 2.45% 0.00%
Orange 0C-1, 0C-3M, 0OC-9M 7-5-68 2.09% 0.00
Culver City CC-1 6-1-67 0.74 0.27

Subsequent to the establishment of the present rates in
the three districts involved in these applications, a ten percent
surcharge to federal income taxes wes ilmposed by the Revenue and
Expenditure Control Act of 1968, The surcharge is retroactive for
the full year 1968 and, unless extended, expires June 30, 1969,

Subsequent to the establishment of the present rates in
the Culver City District, the Californmia franchise tax rate has in-
creased by 1-1/2 percent as a result of the 1967 anmendmeat of the
Bank and Corporation Tax Law. The new rate became effective for tax
years beginning with 1967 and, unlike the federal surcharge, continues
in effect until superseded by further legislation.

The zpplications show that, depending upon the district
ratio of taxes to revenue, a 1,0L percend to 2,45 percent surcharge
on bills computed under the rate schedules listed in Table I will be
required to offset the effect of the federal income tax surcharge

and, for one district, the state corporation franchise tax rate
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increase, and produce essentially the same net revenues as the
present water rates would have produced without the tax rate
increases. These net revenucs are not higher than found reasonable
by the Commission in establishing the present rates. Applicant's
proposed surcharge on its bills will offset only the futuvre effect
of the tax increases and are not designed to recoup any of the
increased taxes on net revenue produced prior to the effective
date of the increased water rates authorized in this proceeding.
Discussion

The courts have long held that income taxes must be
recognized as operating expenses in setting rates for a regulated
utility. This Commission historically has determined the amount
of such income tax allowances based upon the tax rates and credits
actually in effect. Thus, when the federal corporate tax rate
was lowered to 48 percent from the former 52 percent, the lower
tax rate was thereafter used in determining utilities' tax
allowances for rate-making purposes. Similarly, when taxes are

reduced because of the "investment tax credit', this saving is

passed on to the customers in setting the utility's rates.

We now face the opposite situation, where the utility's
tax liability will be greatexr than allowed for when present water
rates were established. When those water rates have been determined
as recently as in the districts involved herein, it is apparent
that the utility will not achieve the rate of returm found reason-
able without additional rate relief,

Application No. 50484 states that there were 7,390 cus-
tomers in the Culver City District at the end of 1967 and that the
increase in state franchise tax attributable to the change in rates
is $800. This is less than one cent of net xevenue per customer-

month, The continuation of a surcharge on water bills after
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expiration of the federal income tax surcharge is not warranted for
the relatively insignificant residual increasc in state tax rate.
The order which follows provides for the expiration of the entire
surcharge upon water billls when the federal tax surcharge expires.

Findings and Conclusions

The Commission finds that:
1. Subsequent to the recent establishment of water rates
for the three districts covered by those spplications, there have

been increases in income tax rates.

2. Applicant is in need of additional revenues to offset the

effect of the inereased tax rates.

3. The surchargesrequested by applicant are designed to
provide only sufficient additonal revenue to offset the future
effect of income tax rate increases which had not beern eracted
at the time the present water rates were established in the three
districts involved.

4. The increases iIn rates and charges authorized herein are
justified; the rates and charges authorized herein are reasonable;
and the present rates and charges, insofar as they differ from
those prescribed herein, are for the future unjust and unreasonable.

The Commission concludes that the application sihould be
granted and that a public hearing is not necessary. Inasmuck as
the increzsed income tax rates have been in effect for some time,

the effective date of the order herein will be ten days after the

date hereof.
QXDER
IT IS ORDERED that:
1. After the effective date of this order, applicant Southern

Califormia Water Compeny is authorized to £ile for the various

districts covered by these epplications revised rate schedules

by
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which differ from the present rate schedules in that they include

the following special conditions:

(Southwest District: Schedules Nos., SW-1, SW-9M)

"Until the 10 percent surcharze to federal income tax
is removed, bills computed under the above tariff will
be increased by 2.45 percent.”

(8ga3g§ County District: Schedules Nos. 0C-1, 0C-3M,
-9M

"Until the 10 percent surcharge to federal income tax

is removed, bills computed under the above tariff wiil
be increased by 2.09 percent,"

(Culvexr City District: Schedule No, CC-1)

"Until the ten percent surcharge to federal income tax
is removed, bills computed under the above tariff will
be increased by 1.0l percent,"

2. The tariff filings authorized herein shall comply with
General Oxder No. 96-~A. The effective date of each revised schedule
shall be four days after the date of filing. The revised schedule
shall apply only to service rendered on and after the effective
date thereof.

The effective date of this order shall be ten days after

the date hereof.

anciseco . w
D B iy GOLLEOINAR, Thig_ S
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WILLIAM M, BENNETT, Commissloner, Dissenting Opinion

I dlssent to the treatment b& the majority of the surtax
charge upon utility income. Today's order 1s contrary to the
intentlon of the Congress in enacting The Revenue and Expenditure
Control Act of 1968. The mation was apprised of a financial crisis
by business and government lezders not too long ago. The natlon was
told that unless some depressant upon indilvidual and corporate profits
came about that the country would further aggrevate its fiscal crisis.

As a deterrent to excessive profits and in theory further
inflation there was passed the 10% surtax charge which was intended
to apply to individuals and to corporations alike. It was not
intended that publlic utilities particularly should pass on to

customers the surtax. Note 1s taken of the language of Secretary

of the Treasury Fowler wherein he stated:

"The President's appeal for wage and price restraint
applies, of course, to public utilities as well as
to other sectors of the economy. Public utilitiles
have had a commendable record of price stabllity
in recent years -=- a “ribute to the progressiveness
of their management and skills of their labor
force, and the corcern of their regulatory
commisslons., I am confldent that both the
utlilitles and the members of State regulatory
commissions will consider the critical necessity
of restraint in price decisions to help preserve
and extend that fine record, and thus, respond to
the Presldent's appeal. I urge the utilities and
the regulatory commissions to consider the specilal
obJectives of the tax increase and its tenporary
character in examining rate proposals based on
these higher taxes. The mrpose of this temporary
tax rise 1s to curdb price inecreases by moderating
the growth of purchasing power of both individuals
and corporations. Systematic attempts to shift




A, 50403, A. 50448

"the tax increase to others by ralsing prices or
wages would obviously thwart this objective,"

The Federal Power Commission has publlcly stated that 1t

would not allow rate increases reflecting the tax sur charge unless

there was a complete and adequate showing of utility need. None has
been made here,

The Kansas Corporzation Commission in a recent order noted
that to rule that the utility can pass on to the consumer the
utllity's share of the tax would add to the inflationary spiral rather
than combat 1t. And further it would require utility customers to
bear not only the individual surtax assoclated with imdividual and
personal income but would also shift to the individual rate payer
the dublous task of now paying the public utility's surtax.

The majority oplnion fallsz to discuss at all the purpose
of the surtax and the obligation of public utilities in bearing it.
Since the purpose of The Revenue and Expenditure Control Act of 1968
was to restore price stabllity it 1s plain to me that Congress meant
not only individual income to be affected but more importantly
corporate Income as well. No exemption was made for publie utilities.
Today's order removes completely from the public utilities here
invelved and ultimately themjority of Califomia pudblic utilitiles
the proper responsibility of carrylng their falr share of the surtax.
And 1t 1s Interesting to recall that among the loudest volces weging
the enactment of surtax upon the administration were representatives

of the public utility 1ndustry‘of America.
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The Commission now 1s not only furnishing Callifornia publlce
utilitlies an opportunity for a falr return but the Commlssion is bent
upon guaranteeing agalnst the slightest deviation below authorized
return desplte effects of the rational economy, government policy,
or whatever. And any knowledgeable reading of today's order and the
financlal condition of the utlilitiles affeated makes 1t perfectly
plaln that the surtax effect upon utility return here 1s almos?t
negligible.

The citizen taxpayer is compelled to make a monetary
sacrifice in the natlional interest. It 1s not a matter of cholce --
it 1s a matter of law. The leglislative hestory assoclated with the
surtax discloses, that such a sacrifice in the Judgment of Congress
was dictated by the natlional interest. Above and beyond the battle,
however, lmmine from even the slightest penny impact and contlinulng
to enjoy wunlimited corporate prosperity sit the public utilitles of
Callifornia by today's order. I for one have no hesitancy in
concluding that Congress and the national Interest require the
sacrifice not merely of the individual but of the corporate sector

as well.

/s/ WILLIAM M. BENNETT

WLLLLAM M, BENNELT
Commissioner

DATED: October 15, 1968
San Franclsco, California
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