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Decision No. __ 77_9_8_6_ 

:BEFORE mE PUBLIC UIILlnES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Investigation ) 
on the Co~ssion's Own Motion of ) 
the Adoption of the Amendments to ) 
the Uniform System of Accounts for ) 
Telephone Com?8uies prescribed by ) 
the Federal ComnunicationsCommis- ) 
sian. ) 

Case No. 4923 

THIRTEENTH SUPPLEMENTAL ORDER 

By Decision No. 71115, dated August 16, 1966·, as amended 

by D~isions Nos. 72824, dated August 1, 1967, 75028, dated 

December 3, 1968, and 76505, dated December 2, 1969, in the above-

enti.tled matter, tb.l.s Commission, with certain modifications, adopted 

and prescribed the Uniform System of Accounts for Class A and 

Class :s Telephone Companies, September 1965 Edition, prescribed by 

the Federal Communications Commission. The system of accounts 

applies to telephone ,companies having average annual operating 

revenues exceeding $100,000. 

Su~sequent to our entering tb.e· Twelfth Supplemental Order' 

in this proceeding, the Feder.al Co:mnu:lications CO:xmission, by Report 

and Order ado?ted July 1, 1970, in Docket ~!o. leS28" amended the 

Uniform System of Accou:l.ts for Class, A and Class l>Telephone Compan

ies so, as to prescribe acco~ts in which to record the income ta.x 

differential occasioned by the use of accelerated depreciation for, 

income tax purposes. The cbanges accompany said Commission !ransmit-

tal Sheet No.VIII(65)-5 to Volume VIII of Rules and Regulations 

september 1965 Edition. 

In order to facilitate coordination of the accounting and 

reporting requirements applicable to California Class A and: Class, j).' 
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telephone companies with those imposed by the Federal Communications 

Commission, we find said changes to be desirable and in the public 

interest. On the basis of this finding we conclude that this Com

mission should adopt and prescribe said changes.. A public hearing

is not necessary. 

In adopting these amendments, Class A and Class a telephone 

companies are placed on notice that those utilities which heretofore 

accounted for the tax effect of using. liberalized depreciation 011· a

flow-through basis may not adopt normalization procedures without 

specific authorization from this Commission. 

IT IS ORDERED that: 

1. The Uniform System of Accounts for Class A and Class B 

Telephone Companies, September 1965 Edition, prescribed by the 

Federal Communications COmmission, as heretofore adopted and pre

scribed with modifications by the Public Utilities Commission of' the 

State of california, is hereby further modified by incorpora'ting . , 

therein the changes acc~Dlpanyi.ng said Transmittal' Sheet 

No. VIII(6S)-S. 

2. vlithout prior authorization. by this Comadssion no Class. A 

or Class B telephone company shall transfer ,to ret8ined.earning~ the . 
balance in Account 176 "Accumulated def~rred income t~xes - Acceler-

ated tax depreciation". or a":l.j portion thereof, or make- any use 

1:hereof except as provided i:1. the text of s'l.:h account .. 

3. lhe Secretary of the Co~ssion is hereby directed to give 

notice as required by' Section 794 of the Pul)lic Utilities Code by, 
transmitting a copy of this order to each Class A,and Class'Stele

phone utility operating in this State. 

4. The effective date of Ordering Paragraph No. 1 hereof shall 

be January 1. 1971, unless within fifteen days after receipt of this 
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decision a Class A or Class B tele?hone utility operating in this 

State requests a public hearing in writing~ in which event the 

effective date shall be stayed until further order of this Commis-

sioa.. 

5. In the event this order is stayed~ prior to,3anuary 1, 

1971, the Secretary of this Cotmnission shall so notify~ in writing,~ 

each Class A and Class B telephone utility operating in this State. 

6. Except as otherwise specified for Ordering. Paragraph" 

No. l~ the effective date of this: order is the date hereof. However, 

any company may, at its option, adopt the changes retl:oactively to' 

January 1, 1970. 

Dated at __ ....:B&:!l=...;~;.:.==.;:.;o::.-_~ California~ this d~l day 

of ___ NO_V_E_MB_£_R __ , 1970. 
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COMMISSIONER THOMAS MORAN" Dissenting: 

I dissent. 

The majority deciSion herein is outrageous. Its· interpreta

tion or the law applicable would discredit a first-year law student~ 

Its summary of the alleged Htactsfl and the effect of th1s deCision 

is no mora than a collection or falsehoods·. The adoption of tlUs 

deCision is entirely contrary to the best 1nterest of the people 

of Californ1a and may well generate a backlash which will 

ultimately prove it to 'be contra%7 also to the interests of the 

Pacific Telephone Company which alone has urged the Comm1ss10n ". 

to adopt it. 

The stat'f and the other -parties have not yet even completed 

their cross-eXa.m1nation on the issue of accelerated: deprecia.tion.~ 

and r~ve had D£ OPPOrtunity to put in their direct evidence on 

the subject. Wh11e the "presentation of' extensive' evidence would 

not change the proVisions of the Tax Reform Act or 1969"' .. there is 

nothing in that act which operates or purports to operate on 

anyone but the taxpayer" Pacif1c Telephone. Nowhere in the act 

does Congrecs tell State regulatory agencies that they tlust adopt 

accelerated depreciation with norma11zation for rate f1xing. 

The term "normalization" as used herein by the majority 

serves to contuse individuals unacquainted w1th accounting terminol-

ogy. Translated. into plain English it means herein that "Pacific 

Telephone, Company may take all Federal income tax deduct10ns 

available to it 'out reta1n t~m~~~J! own purposes" and 

"Pacific Telephone Company may collect from California subscribers 

the full amount of what its Federal income taxes would be it said.', 

Federal income tax deductiOns were either not a.vailable to, Pacific 

or Pacific did not take advantage of them." In short ~ the maj or1 ty 

by this deCision authorizes the Pacific Telephone Company to, collect. 
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money from cal1forn1a subscribers each year sufficient to' reimburse 

Pacific not only for Federal income taxes wh1ch Pac1ticintends 

to pay b~t also for fictitious Federal income taxes which Pacific' 

expressly states it does not intend to pay. Never before has this 

CoIDIll1ssion allowed a telephone company to collect and retain 

"re1mbursement" from subscribers, for "taxes" Which the company 

in fact does not pay. 

One effect of this decision is to confer the power of' taxation 

upon Pacific Telephone as if Pacific Telephone were a government. 

It 1~ indeed a step toward socialism and logically could lead 

ultimately only to government ownership or the telephone system 

in this country.. If" the public is to be compelled to put up the 

capital necessary to operate the telephone system
l 

rather than 

voluntary investors as in the past l management and operation of 

the telephone system logically must ultimately also pass into, the 

hands of a government agency as is the situation in virtually 

every other nation - something I would very much regret and which 

I believe would be very much contrary to the best 1nterestof the 

American people. 

It this action by the Commission is not reversed by the 

Cal1forrua Supreme Court l PaCific Telephone alone will collect 

from califOrnia subscribers a bonus of more than seven hundred million 

dollars d~~~ the next ten years according to the statement of 

the company T s own witness.. A realis tic analysis of' the tigures. 

indeed shows that the amount will exceed one b1llion dollars .. 

All of' these moneys will be in aMltion to collecting from 

subscrj.bcI~ ~'!mburoem<:nt tor all expenses the company incurs each 

year plus the usual profits f'or the compa.ny's stockholders;. 

Even this is not the whole storYI as in all ra1rness this 

Co:mn1.ss1on ,,:111 have to grant. the same II special bonus"· to all other: I 

telephone companies operating 1n Cal1rorn1a~ 
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The unders1goed understands and appreciates as well as any 

other member or th1s Commission the pressing need of Pae1ric 

Telephone to obtain huge amounts or capital to finance the 

maintenance, improvement, and continued expansion or telephone 

service in Cal1fOrnia. The sole proper and honest approach to the 

problem however 1$ to authorize Pacific to charge reas.onab.le rates .. 

wr.1eh in turn Will enable Pacific to obtlUn all necessary capital, : 

from the investing public through the traditional method of selling 
stocks and bonds. 

San Franc1sco, cal1£ornia 

November 24.. 1970 
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