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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFQRNIA

Ia the Mhtter of the Applzcation of
THE PACIFIC TELEPHONE AND TELEGRAPH
COMPANY, a corporation, for author-
ity to increase certain intrastate
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State of Califormia.

Application No. 51774
(Filed March 17, 1970)
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(See Appendix A for Appearances)

INTERIM OPINION

INTRODUCTION

By.motion filed August 5, 1970, The Pacific‘rélephone ahd
Telegraph Cohpany (Pacific) seeks an order expressing the Coumis-
sion's intention to establish Pacific's cost of service for rate-

making purposes on and after January 1, 1970, on.the-bésis of
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accelerated depreciation with normalization. Written respounses in
opposition to the motion wexre filed by the Commission staff, the
Attorney General of the State of Califormia, the Cities of Los

Angeles, San Diego and San Francisco, and a group kaown as Consumexs

Arise Now (CAN). Pacific filed a written reply to the~opposing

responses,

Oral argument on Pacific's motion was held before
Cormissioner Sturgeon and Examinmer Catey in Los Angelés on Septem=
ber 16, 1970. Pacific opened and closed the argument. Opposing
argument was presented by the Commission staff, the Attormey Géneral
of the State of California, the Cities of Los Angeles and Sam Diego,
ard CAX. Tae City of Beverly Hills did not present any argument bﬁt
asked that its opposition to the motion be noted on the record. The
argument of Califormia-Pacific Utilities Co. (Cal-Pacific) is in
fovor of the motion but points out that granting of the‘motion{With
respect to Pacific would not solve the accoun;ing-and‘tax problems
of other telephone utilities which have adopted ox wish to adopt
accelexated depreciation for tax purposes., In this regaxd, Cal-
Pacific already has adopted accelerated depreciation with'flowe'
through and would not be precluded. from contiﬁuing accelerated
- depreciation under the revised tax laws. -

Background

Straight-line depreciation provides for essentially uni-
form amnual write—offs of é depreciable asset over the 1ife of that
asset. Accelerated depreciation, as the term is commonly*dsed;
provides for larger than straight-line annual write-offs of a
depreciable asset during early years and diminishing annual write-
offs during later years of the asset‘’s life} For a given;deprec-“

iable asset, the total amount written off during its lifetime would
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be the same under either depreciation~method-but the rageS'of '
accruals would differ. For a group of assets of different vintages,
the diminution of aceruals for older planﬁ'canﬂbe obscured“by the
larger accruals on newer plant. |

Pacific’s deprecxatmon expense recorded in its books and
its depreciation expense historxcally allowed by‘this Commzssion
for rate-making purposes are on a straight-line basis. Pac;flc_s
depreciation used as a deduction in filing its-iﬁcome tax returns
for past years, through the year 1969, also has been on a straight-
line basis.

~For several years, the tax laws have permltced most tax-
payers, including,?eciflc to use exther straight-line or acceler—
ated depreciation as a deduction in fllxng_xncome~tex returms. In
Decision No. 74917, dated November 6, 1968, in'Applicétion No. 49142'
Pacific's previous rate proceeding, the Commission "imputed" the use
of eccelerated depreciation for income tax'purposes in determinzng
the allowable income taxes for the test year 1967 adopted for setting
rates. This’ approach permitted the lower current tax~1iab111ty,
which would have resulted from g change by Pacifzc from straight-

line to accelerated depreciation in filing income tax returns, to

flow through to customers as a lower revenue requirement for the
test year. |

Significant changes in the eligibility of utilitxes to '

adopt accelerated depreciation for income tax purposes were incor=

porated in the Tax Reform Act of 1969, Section 441 of that act

amended Section 167 of the Internal Revenue Code to permit a u:mlxty
£o change from stralght-line to accelerated depreciation: forvpost--
1969 plant in £iling its tax returns and concurrently to con:inue |

to use the straight-line method of determining "book?'deereclat%°n
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only if a normalization method of accounting for income taxes is
used (1) in its regulated books of account and (2) for rate-making
purposes. The term ''mormalization' as used in the Act refers to 
(1) the recording and recognition for rate-making parposes of the
income taxes which would have been payable if straight?line déprec--
iation had been used in filing income tax returns, an&’(Z) ;hef
recording of appropriate emtries in a reserve account to reflect
the difference between those ''mormalized”" taxes and the taxes
actually payable as a result of using accelerated'depreciatioh'in
£iling income tax returus. | | |

The Issues

There are only two real issues that are relevant to the

pending‘motion:

1. Is it possible for Pacific to use accelerated
depreciation in filing its federal income tax
returns unless normalization is adopted both
for accounting and rate-making purposes?

2. If the motion is to be granted, should it be
granted now or later?

Normalization and Flow=Through

In Pacific's last rate proceeding, we imputed:acceleratedv~
depreciation with flow-through for the test year 1967“even‘th6ugh
Pacific had been filing its tax returns using straight-line depre-
ciation. As the City and County of San Francisco pointed‘oqt in |
its reply to the pending motion, we had no power to direct Paciﬁic
to use any specific method of depreciation in filing its income ték
returns. The imputation of accelerated depreciation withlflow-
through did not deprive Pacific of.its'property-withoutddéprocéss'

because there was then no legal restriction against Pacifiq’s chaﬁg-\

ing to accelerated depreciation with flow~through and paying essen?'

tially those income taxes that had been allowed in the decision,
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That no longer is the case. If we now were to attempt to
impute accelerated depreciation with flow-through for,setcihg rates
in this proceeding, the law clearly would preclude Pacific from
actually using accelerated depreciation in f£iling its federal inéome
tax returns. We thus would be assuming lower taxes than Pacifi¢.‘
would be required by law to pay. |

The point was raised by several of the parties that the

Federal Government cannot dictate regulatory policy to this- Com-

mission. This, in general, is true. We must, however, give recog-

nition to the law of the land insofar as it affects such“things‘és

a utility's eligibility for specific income tax items. For examp1e3-
during the period when the Investment Tax Credit‘was prescribed by
law to be a lower percentage for utilities than foxr other businesses,
it would mot have been appropriate, in setting rates for utxlities,,
~ for us to have imputed the greater tax savings that were available
to nonutilities. Also, whenever inéome tax rates are‘chahgéd,-sqch
as the imposition and the later elimination of a surcharge on fe&F
eral income taxes, recognition of those changes is given by this
Commission. In such mattexrs, the question of whether or noﬁ we
agree with the propriety of such laws is moot. The»cbngréss.does,
ia fact, dictate to some extent what is possible for this Coﬁmission
to adopt as reasonable operating expenses in rate proceedings.

Undex the present law, the only way Pacific and its cus-
torers can actually realize the bemefits of acceleratéd'dépxeéiatién‘
for tax purposes is through the use of mormalization for acéounting
and rate-making purposes. We are thus not nOW‘relitigating iséuesﬂ
already decided in prior proceedings; we are mexrely recognizing
changes in the law. Since accelerated depreciatxon with flow—thrcugh,

is no longer an option available to Pacific under federal law; 1t
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would now be futile to consider the relative merits of”flow-th:ougﬁ”

and normalization. ‘

In support of the motiom, Pacific cites thé~a¢tions taken
on the issue of normalization by numerous other regulatory comﬁis-
sions. Several of the parties contend that this Commission is mot
bound by the opinions of other regulatory bodies. We agree. Some
rate-making principles long used by this Commission are not univer-
sally used by other commissious. In axriving at the decision_ﬁereiﬁ,
we bave not considered in any way the agreement or lack‘of‘agreeméhtj
with other commissions. | _

In further support of the motion, Pacific filed as part of
its pleading certain correspondence with the Internmal Revenue |
Service. Opposing parties conténd that this portion of Pacifig's
presentation should not be comsidered umless the partiéS-fifst‘have
an opportunity to cross-examine the authors of the‘cqrrespoﬁden&e.
There may be some merit in this argument in regard to some of the
correspondence. We, therefore, have not considered any of the cor-
respondence that was presented. This decision is based*sqlely‘dpén.
our careful consideration of the changes in the law, which chaﬁggs
are quite explicit.

Reason for Interim Decision

. Pacific Xequests a prompt interim decision rather'thanw
awgiting the final disposition of the entire rateﬂapplicétion; ‘
Pacific contends that, in the absence of the requested decision, tax
authories might disallow Pacific's use of accelerated‘dépréciation
for its 1970 tax return. This could deprive Pacific and its cus-

temers of the benefit of some eight million dollars of IﬁterestAffee ’
funds. |
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One of the two basic argumentsrpreéentedq;n‘opéositioﬁ
to the motion is that a decision should not be rendered umtil addi-
tional evidence is received on the subject of accelerated deprecia—'
tion. Parallels were drawn between directed verdicts in jury trﬁal#
and the relief requested by Pacific. This could have been a valid
position if the Tax Reform Act had been equivocal dr ambignoﬁé-oﬁ-
the subject of the availability of depreclation methods. Under‘!
revised Section 157(2) (B) of the Intermal Revenue deé, a utxlity
may change from stralght-lxne to accelerated depreclatlon for tax.
purposes only "if the taxpayer uses a normalization method of
accounting.” Under Section 167(3)(G), the term '"normalization of
accounting” is defined. It clearly specifies that, in oxder to
qualify, the normalization must be both '‘for purposes of'establishing (

its cost of service for rate-making purposes and for reflecting

operating results in its regulated books of accounts." This leaves

oenly two possible basic ways for Pacific to file its 1970 tax |
returns: (1) using straight-line depreciation, or (2),u$ing accel-
erated depreciation for post-1969 property, with normalization. |
Because of the lower revenue requirement resultingAfromnthe‘deduction‘
of tax reserves in developing a rate base under the normalizatmon
method, that method will bemefit Pacific's customers as compared
with the use of straight-line depreciation for tax puxposes. .
The second basic argument presented in opposition to the
motion is that the grauting thereof might be an idle act. On the
one hand, a statement of intent m;gh: not be sufficient to qualmfy
Pacific for accelerated deprecxation for its 1970 returns and the
implementation of that intent in the actual setting of rates mlght
be required. On the other band, Pacific's use of accelerated deprg-

ciation in its 1970 returns might not be rejected by‘thé Internal
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Revenue Service as long as the final order addpts normalizatiqn; 
Thexre is mo point, however, in jeqpardizing'the'benefiﬁs that.Wiilw
accrue to Pacific's ratepayers from‘the larger tax reserve whichg
will result from commencing mormalization with 1970 plant, insteéd‘:,
of 1971 plant. It is mot worth delaying action even if oﬁly a'smallv
risk would result from such delay.

Presentation of extensive evidence would not‘change the.
provisions of the Tax Reform Acﬁ of 1969. A decision can be and
snould be rendered now, based soiely on those proviéions; |
Findings | |

The Commission finds that:

1. 1In Decision No. 74917, dated November 6, 1968, in Applica-

tion No. 49142, the Commission imputed the use by Pacific<o£‘acce1-

erated depreciation with flow-through. The Commission stated in
that decision:

"For the rate-making purposes of this proceed-
ing, therefore, we shall compute Pacific's
income tax expense for the test year 1967 as
though Pacific had taken the favorable option
for which the law provides." (Emphasis added.)

2. Pacific has used straight-line depreciation in £iling its
past income tax returns through the year 1969. |

3. The Tax Reform Act of 1969 permits utility taxpayers such
as Pacific to change to accelerated;depreciationjon'post-1969"plant
only if normalization, rather than flow-through, as those teiﬁs”are\
discussed hexeinbefore, is used for both accouﬁting and‘rateéﬁaking
purposes.

Conclusions

The Commission concludes:
1. We should not jeopardize, by delaying this decision, the

benefits to Pacific's customers that will accrue from the lower rate
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base that will result for many years from the deductioﬁ of‘th¢ tax

reserves related to 197Q taxes.

2. We should issue concurrently with this decision supélemgn—
tal orders in appropriate accounting proceedings»(Cases,Nbs_,45£0 
and 4923) to set forth for Pacific and other California téléphone :
utilities similaxly now blocked from conversion to*acceléraﬁéd |
depreciation, the normalization accounting prescribedfby*ihe Tax
Reform Act of 1969. |

3. We should now declare that we intend to adopt normaiiza-

tion of taxes in setting rates in Application-Nb. 51774.

INTERIM ORDER

IT IS ORDERED that:

1. For the period from and after January 1, 1970, The Pacific
Telephone and Telegraph Company (Pacific) may use acceléréted dépre-
ciation with the normalization method of accounting as defined in-
Section 167(1) of the Internmal Revenue Code. |

2. Pacific, if it elects to use accelerated depreciation
pursuant to Section 167(1) of the Internal Revenue Code, shall com~
ply with the requirement therein that "the taxpayer must make adjust-.
ments Lo a reserve to reflect the deferral of taxes"::esulting,from
the use of accelerated depreciation with normalization, |

3. In Application No. 51774, we will use straight-line depre-.
ciation to compute both Pacific's tax expense and its depreciation

expense for purposes of establishing its cost of service for
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rate-making purposes, and will give recognition to the normalization
tax reserve in determining rate base. |

The effective date of this order is the date hereof.
Dated at San Francisco

, California, this ..el"‘" day
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J. P. VUKASIN, JR., CHAIRMAN, CONCURRING OPINICN

I concur in the foregoing decision. Hewever, in my
opinion it does not give sufficient importance to policy arguments
which also support the conclusion of the majority of this Commission;

The Tax Reform Act of 1969 effectively precludes Pacific
from taking liberalized depreciation unless the Commissiod ap- |
proves normalization procedures for bo;.‘h. accounting and xjate_- |
making purposes. For this Commissio:/é“ to coﬁtipue the imputation .
of liberalized depreciation with flow thréugh when Pacific is pro-
hibited from taking liberalized depreciation would seriously ha.m_pcr‘
the financial position of Paéific and more importantly impair its‘ |
ability to continue to render satisfactory séfvice to thé pebpie of
California. | |

As I indicated in a concurring opinion in Application -

No. 49835, Decision No. 75873, "... impﬁtation of accelerated
depreciation with flow through bears many dangerous eérmarks |
of shortsighted regulation. We must always keép iti mind that

it is our responsibility to 'protect the public interest.' Publie
interest does not mean merely low rates. It would be absurd

1o argue that we are protecting the public interest if we reduce
rates today only to endanger the service available tbmorrov&. "

In my concurring opinion I expressed a position

similar to what the majority is adopting today. I stated th_at o




A. 51774, C. 9038, etal. - D. 77984 MY

"it raay well be that an alternate method ﬁvolving nom-;xalizing
the effects of liberalization should be considered if liberalized
depreciation is to be imputed. Appealing arguments have becn |
made that lberalization with normalization results in ‘benefits'.

to both company and subseribers. This method would, over | .

the years, result in benefits to the company in that it would'pro-

vide a source of interest-free capital, and to the subscribers

in that such interest-free capital could be considered in ar:iﬁng
at a reasonable rate of return by assigning a zer.o iﬁtérest cost -
to such capital, or in the alternative the normalization reserve
could be deducted from the rate .base. "

Perhaps the most important argument in f;avor of the _
action taken by the Coramission today is the argument of 'figcal, :
responsibility. As I have previously stated, "Accelerated
depreciation results in tax reductions today, which must bev
‘made up in the future if the present rate of capital expenditure
is not maintained or if Section 137 of the Internal Revénue ‘Co.de '
should be repealed. If either of these events Should oc.cl;ur it is
inevitable that there will be an immediate and substantial impact
on utilities which either have taken or which have had acéelefa’ced
depreciation imposed upon them and the effect thereof flowed
through to income. In such case, tax savings today which are
passed on to the subscribers in the form of lower rates today,

must be made up in the form of higher taxes and resulting
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higher rates in the future. Some elements of our societjr‘find
this is an appealing technique. I deem it objectionable. I
cannot with good conscience pass on to. rate’ payérs ten years
hence the possible burden of paying for part of the service
which I enjoy today. "

In my opinion the decision signed tod;y‘ will best

answer the interests of the subseribers of Pacific in that it

will enable Pacific to obtain interest-free capital to expand and

upgrade its service, and also result in the long run in lower

rates.

San Francisco, California

November 24, 1970
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COMMISSIONER A. W. GATOV, Dissenting:

I dissent.

As the outgoing Commissioner (my term expi:es 12/31/70); :ﬁis

dissent will probably be my last opportunity to again officially
state and demonstrate that the majority of the Commission as pres-
ently constituted deliberately ignores the public interest.
Today's outrageous decision promises in the foxrm of an "order'
that when Pacific's current 195 million dollar rate case is
finally decided, the decision will provide for rates fixed on

the basis of "liberalized depreciation" with so-called “norméli-a
zation”. That promise, by the testimony of PaCific's‘own'wicnesg;
will make it necessary for the ratepayers to provide a fund of "
some 7CC million dollaxs of involﬁntarily contributed capital to

Pacific within a ten-year period. The ratepayers will have to

pay 1 billion dollars more in rates in the first ten years.juSt“
to set up the fund! _‘ | \
Today's oxder, sadly enough, follows the pattern established
by the majority in its Western Electric decision‘in Case-Nd. 88535;
to which I strongly dissented, and again they have rushed headlong
to do the bidding of Pacific. In doing so, they have dumped all
past practices and precedent establishedlby this‘Commission in
some sixty years of regulation. It can only be hoped that some
paxty will tske this matter to the California Supreme Céurt, and?
I am certain that were it procedurally possible the Commissibn’sir
staff itself would do so. | | R
Fuxthermore,. the order issued today 1s inexplicably wade

effective on the sigoing date, aan action herctofore taken only
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when time is an extremely critical element. No such crisis’
exists here as Pacific will not file its 1970 tax return until:‘-
late in 1571. This will make more difficult,'if'not impossiblg,'
an effective appeal to the Court, but it may well be that the i
majority, in its rush to judgment, does not’wish’to have this
matter fairly tried or judicially tested.

And now to some of the specific errors and omissions in

today's "interim opinion''.

First. The statement of issues set forth on page 4 (wimeo)

and numbering a grand tota} of two, is not-onlyfincorrect but
is juvenile and simplistic. The issues faced by the Commissioq
in treating liberalized depreciation are perhaps the most variéd :
and complex to come before it in years and require the most |
astute and enlightened consideration of a multitude of inter--
related facts. The majority, nevertheless, has not oniykmade
inadequate findings and conclusions on such issues, they have
improperly stated the issues themselves.

While the following list is by no means exhaustive, the
recoxrd readily reflects at least that these esséntialrduestiohsf“

have not veen dealt with.

What is the dollar effect of the various forms of
depreciation svailable to Pacific on (&) Pacific

itself, (b) the ratepayers, and (¢) the federal
government?

What are the various forms of depreciation available
to Pacific before and after the enactment of Section
441 of the Tax Reform Act of 19697 | |

Does Section 441 bind only the t#x?ayer or both the

taxpayer and the regulatoxy agency?

I£ Section 441 binds a state regulatbry agency which
fixes intrastate rates, is such section comstitutional?

Can Pacific qualify for liberalized depreciation .
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under the new Act even if the Commission favors
rates on a basis other than normalized? '

(6) 1Is time of the essence in determining Pacific's
tax expense in its current Application No. 517742

(7) What is the proper regulatoxry basis'upon which
Pacific's depreciation tax expense should be fixed?

(3) Can the California ratepayer be legally required to
contribute capital to Pacific? :

Second. The reasons stated at the bottom of page 4 and’

the top of page 5 (mimeo) for the distinction between the
legality of the imputations of flow through in Decision No.
74917, regarding Pacific, and the majority's inability to so
impute now assumes, without any justification, that (1) theré

is now a legal restriction against the imputation of liberalized
depreciation with flow through, (2) there is a legal inabiiity

for Pacific to have its rates fixed on the basis of liberalized

depreciation with flow through, and (3) the Commission is with~-
out authority to make justifiable regulatory adjustmeﬁts‘where
and when required. , ,
IThird. The example cited in the-middle‘qf page-S.(mimeo)
is no example at all. It is 2 childish absurdiﬁy. No one has
suggested in 4pplication No. 51774 that.Pacific be treatéd-dif—
ferently than other utilities. As a matter. of fact, today's
decision will actually discriminately favor Pacific és compared
to other California utilities. The majority of all California
uctilities have taken advantage of the benefits of liberalized
depreciation and flow such benefits through to their custome#s;'_"
Pacific and General Telephone, however, have failed to db'sb, and
Pacific bas been found by us to be imprudent fox such failure. ”

The other major California utilities can continue with liberalized
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depreciation and flow through to customers, but Lf the present -
order stands Pacific and General will be permitted to retain
funds which all other companies have passed on and will continue
to pass on to the ratepayers. | |

The majority has thus rushed to reward Pacific's past
imprudence, and the bemefits it has just been handed are not
only unjust, they are umlawful. In Decision No. 74917} regaxding
Pacific, we said: ™™anagement's discretion has exceeded a Teason=
able and pruden; course respecting income taxes to the detriment.
of the public interest.'" Assuming a 1970 starting point, ten |
years f£rom now that indiscretion will have caused over 1 billion
dollars in additional rates to be extracted fﬁom ratepaye:s!

Fourth. At the bottom of page S'Cmimeb) the majority‘
again assumes, without reasoning, that there aré‘no tax expénsg
options open to Pacific and there may not be any for therPubiic
Utilities Commission, and as to the latter they aré mosti |
certainly in exror. l x

Fifth. On page 6 (mimeo) the majority states that it does
not consider (1) what other regulatory bodies have'der with
respect to this question, or (2) the statements attributed to
the Internal Revenue Service. What can possibly be the basis
for the majority'é decision? Where did it get the inéights into.
the history, intemt, background and reason for existence of the _"
AT&T sponsored and promoted Section 4417 It flatly states those
changes in the law are explicit; yet our staff, the Attorney
General, and the Cities of Los Angeles, Sam Diego and Beverly
Rills, as well as the City and County of San Frénciscé, through

their respective legal representatives, are not oaly in
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disagreement with this intexpretation, but if given the 0ppor-
tunity they requested will provide ev1dence and argument which
fox reasonable men would make a contrary decision 1nev1tdblg.

The high-harnded method by which the majoxity slammed the door

on this request, thus precluding the presentation of essential
material amd testimony was most unprofessional and could be a

denial of due process.

Sixth. The "reason” for'the‘interim decision islthe'need
to allow Pacific to utilize liberalized depreciation in its
1970 tax return, thus preventing deprivation of "Pacific and its
customers of the benefit of some 300 million dollars of intérest?'
free funds". What bemefits these be! It will cost Pacific's
ratepayers over $0 million dollars per year in additional raées
to create this enoxmous kitty of involuntarily invested fdnds.

Seventh. On page & (mimeo), the majority with great
solemmity and acumen states: ‘'Presentation of extensive\evidence |
would not change the provisions of the Tax ReforﬁiAct of 1959."
No party to this proceeding is malking any such clainm, but they
have stated that presentation of such evidence would lead the
Commission to apply the Tax Reform Act of 1959 in a*manﬁe: far
different than it has. t the majority really means is that
it does not want to be confused by the facts.

Eighth. The findings and conclusions on pages 8 and $
(wimeo) are inadequate as mentiomed previously. |

Ninth. Conclusion No. 2 would purport to affect other tele-
phone utilities, principally General Telepbone Compaﬁy; yet |

there is absolutely no evidence ox argument here or in Cases

4540 and 4223 with respect to this question;_ This actionrappearsu
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to clearly constitute a decision with nc hearing.
Tenth. Ordering paragraph 3 makes this order a final rate-
waking order for all intents and purposes. While no rate levels

are established by the order, from figures presented by the

staff it is clear the determination in ordering paragraph 3 will

cost the ratepayers over 50 million dollars in the test year.
Such is the impact of this order. It is as final as any :
order could be, and it is certain no further e\}id'ence on the’
subject will be allowed in the raf:e case. |
I hope that the Court will have an opportunity to ‘correc;t:

this incredibly inept and erroneous decision and order.

Dated at San Francisco, California,
Novenmber 24, .1670.
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COMMISSICNER THOMAS MORAN, Dissenting:
I dissent.

The majority decisilon herein is outrageous. Its 1nterpreta—
tion of the law applicable would discredit a first—year law student.
Its summary of the alleged "facts" and the effect of this decision
is no more than a collection of falsehoods. The adoption of this
decision 1s entirely contrary to the best 1ﬁterest.of the péoplé
of California and may well generate a backlash which.wili
wltimately prove it to be contrary alsoe to the interests of the

Pacific Telephone Company which alone has urged the Commission
to adopt 1it.

The staff and the other parties have not yet oven completed
thelr c¢ross-examination on the issue of acceleréted depréciation,
and have had no opportunity to put in their direct»evidence on
the subject. While the "presentation of extensive evidénée would
not change the provisions of the Tax Reform Act of’1969ﬁ, theré 18
nothing in that act which operates or'purports td operate on
anyone dbut the taxpayer, Pacific Telephone. Nowhere in thé act

does Congress tell State regulatory agencles that they must adopt

accelerated depreciation with normalization for rate fixiﬁg.

The term "normalization" as used ﬁerein by the majority
serves to confuse Individuals unacquainted with accounting termin-
ology. Translated into plain English 1t means herein that "Pacific
Telephone Company may take all Federal income tax deductions |
available to it but wetaip the same Lor Lts_ own purposes” and
"Pacific Telephone Company mey collect from California‘sﬁbScribers
the full amount of what its Federal income taxes would be'if'éaid.
Federal Income tax deductions were either not available to Pacific
or Paclific dld not take advantage of them." In short, the_majority
by this decision authorizes the Pacific Telephone.cdmpany.to cbllecp

-l_
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morey from California subsexribers each year sufficient to reimburse‘
Pacific not only for Federal income taxes which Pacific intends
to pay but also for fictitious Federal incomegtaxes which‘Pacif;cv |
expressly states 1t does not intend to pay. Never berore‘haswthiéj'
Commissilon allowed a telephone company to collect and retain
"relmbursement” from subscribers for "taxes" whiéh thé'company 

in fact does not pay.

One effect of this decision is to confer the power‘bf‘paxation_r'
upon Pacific Telephone as if Paclific Telephone were a gbvernment.»
It I1s indeed a step toward socialism and logically could léad
ultimately only to government ownership of the telephone System
in this country. If the public 45 to be compelled to put up the
capital necessary to operate the telephone system, ratherfthan‘

voluntary investors as in the past, management and operation of

the telephone system logically must ultimately alsb pass intéuthef

hands of a government agency as 1s the situation in virtually
every other nation - something I would very much regret-and which

- I belleve would be very much contrary to the best Interest of the
Amexrican people.

If thisactionty the Commission is not reversed by the
California Supreme Court, Pacific Telephone alone will collect
from Callifornla subseribers abonus of more than seven huhdred million
dollars during the next ten years according to the statement of
the company's own witness. A realistic’énalysis of
the fizures indeed shows that the amount will exceed one biliion
dollars. All of these moneys will be in addition to collecting _
from subseribers roimbursement for all expenSes-thchompahy 1r¢urs 

each year plus the usual profits for the company's stockholders;

Even this 1s not the whole story, as 1h all fairness thisr'
Comuission will have to grant the same "special bonus" to all other
telephone companles operating in California.

-2 -
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The undersigned understands and appreciates as well as any

other memxber of this Commission the pressing need. of‘Pacii‘ic
Telephone ©o obtain huge amounts of capital to finance the
mintenance, improvement, and continued expansion of telephgne
service irn California. The sole proper and honest apbroé;c:h to the |
problem however iIs to authorize Pacific to charge x'easona.ble ra.tes, '

which in turn will enable Pacific to ob‘cain all necessary caoital

from the Iinvesting public through the traditional method of selling‘ o |

stocks and bonds. o -
7 i ;;:;oﬁgs ioén | )
_ Comm;ssiongr, ‘

San Franciseo, California

Novembher 24, | 1970




