CRIGRAL

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA.

Decision No. 77985

In the Matter of the Investigation

on the Commission's Own Motion of

the Adoption of the Amendments to

the Uniform System of Accounts for Case No. 4923
Telephone Companies prescribed by

the Federal Communications Commis-

sion.

THIRTEENTH SUPPLEMENTAL ORDER

By Decision No. 71115, dated August 16, 1966, as amended
by Decisions Nos. 72824 dated August 1, 1967, 75028, dated | |
December 3, 1968, and 76505, dated December 2, 1969 in the above-
entitled matter, this Commission, with certain mod;fxcations, adopted
and prescribed the Uniform Systeh of Accounts for Class 4 and
Class B Telephone Companies, September 1965 Edition; preséribéd’by
the Federal Communications Commission. The system of accqunts‘
applies to telephone companies having average annual operating
revenues exceeding $10¢,000. _ |

Subsequent to our entering the Twelfth Supplemental Oxder
in this proceeding, the Fedexal Communications Commiésioﬁ;vby Réport
and Order adopted July 1, 1970, in Docket Mo. 18828, amendéd €Ee
Uniform System of Accounts fox Class A and Claés BwTelepﬁoﬁe Coméan—
ies so as to prescribe zccounts in which to record the income taxu
differential occasioned by the use of accele*ated”deprétiation,fbr |
income tax purposes. The changes accompany said Commission Transmmt-“
tal Sheet No.VIII(65)~5 to Volume VIII of Rules and Regulatxcns
September 1965 Edition.

In oxder to facilitate coordination of thefaccdunting énd

reporting requirements applicable to California Class A and 'Class B

-1—




C.4923 NB

telephone companies with those imposed by the Federal COEmunications

Commission, we find said changes to be-desirable”andrin the public
interest, On the basis of this finding we conclude that this Com-
mission should adopt and prescribe said changes. A‘public.hearingV
is not necessary. ‘, | |

In adopting these amendments, Class A and Class B telephonef'
companies are placed on notice that those utilities which-here;ofore 
accounted for the tax effect of using liberalized depreciation onraf
flow-through basis may not adopt mormalization 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 adOPCed'and'pre-‘
scribed with modifications by the Public Utilities Commission of the
State of California, is hereby further modified by incorporaéing
therein the changes accompanying said Transmittal Sheet |
No. VIII(65)~5.

2. Without prior authorizacien by this Commission.ho Class A
or Class B telephone company shall tracsfer .to retained earnings the
balance in Account 176 "Accumulated deferred income taxes ~ Accelex-
ated tax depreciation", or any portion thereof, or make~any use
thereof except as provided ia the text of such account.

3. The Secretary of the Commission is hereby directed to give
votice as required by Section 794 of the Public Utxlitres Code by
transmitting a copy of this oxder to each Class A.and Class B te1e~ :
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 recexpt of thls
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decision a Class A or Class B telephone utility operating in this
State requests & public hearing in writing, in which event the
effective dste shall be stayed until furﬁher oxder of this Commis~ |
sion. | |
5. In the event this oxrder is stayed, prior to Jaauary 1,
1971, the Seé:retary of this Commission shall so-"notify-,, in wrii:ing,
each Class A Vand Cléss B telephone utility operating.iﬁ this State.
6. Except as otherwise specified for Oxdering Paragraph;j
No. 1, the effective date of this order is the date hereof. Howeve:,
any company may, at its option, adopt the chaages retroac-i:ivel} t:d , |
Jamuary 1, 1970, o

Dated at Ban Fransisse » California, this 54_{% | day
of NOVEMBER , 1970, |

Comfssio‘nerys‘v o
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C. 4923, D. 77986
C. 4540, D. 77987

COMMISSIONER THOMAS MORAN, Dissenting:
I dissent.

The majority decision herein is outrageous. Its 1nterpreta-

tion of the law applicable would discredit a first-ycar law student.. .

Its summary of the alleged "facts" and the effect of this decision

1s no more than a collection of falsehoods. The adoption of thisl
decision 1s entirely contrary to the bvest interest of the people
of California and may well generate a backlash which”will |
Rltimately prove 1t to be contrary also to the interests of the

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

The staff and the other parties have not yet even‘completed“

their cross-examination on the issue of accelerated depreciation,,
and have had no opportunity to put in their dirvect evidence on
the subject. Wnile the "presentation of extensive evidence would
not change the provisions of the Tax‘Reform Act of 1969" there‘is
nothing in that act which operates or purports to operate on.
anyone but the taxpayer, Pacific Telephone. Nowhere in‘the‘act\t
does Congress tell State regulatory agencles that they must‘adopﬁj

accelerated depreciation with normalization for rate fixing.

The term "normalization" as used herein by the majority
serves to confuse individuals unacquainted with accounting termihoi-
ogy.  Translated into plain English it means herein that "Pacific
Telephone Company may take all Federal income tax deductions |
avallable to i1t but retain the same for its own Qgrpogesﬁ and
"Pacific Telephone Company may collect from Californ;a.subseribere
the full amount of what iis Federal income taxes’ygg;g,hg if'seidx
Federal income tax deductions were either not available-torPacifie
or Pacific d1d not take advantage of them." In‘shert, the majority |
by this decision authorizes the Pacifile Telephene Company teucolleet‘
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money from California subscribers each year surficient to reimburoe.
Pacific not onlx for Federal 1ncome taxes which Pacific intends

to pay but_also for fictitious Federal income taxes which Pacii‘ici
expressly states 1t does not intend to pay. Never before has thi»
Commission allowed a telephone company toAcollect and retain
"relmbursement" from subseribers for "taxes" which the company

in fact does not pay.

One effect of this decision 1s to confer the power of taxation
upon Pacific Telephone as if Pacific Telephone were a government.
It 1s indeed & step toward soclalism and logically could lead
vltimately only to government ownership of the teléphonersystem
in €his country. If the pudlic I1s to be compelled to put up the
capital necessary to operate the telephone system, rather thdn‘
voluntary investors as in the past, management and-operébibn of
The telephone system loglcally must ultlmately also-pass‘lnto~the
nands of a government ageney as is the situation in virtually |
every other nation - something I would very much regret and which

I velleve would be very much contrary to the best interest of the
Anexdcan people.

If this action by the Commission 1s not reversed:by the'
California Supreme Court, Pacific Telephone alone will collect
from California subseribers a bonus of more than seven hundred million
dollars during the nexs ten years according to the statement of
the company's own witness. A realistic analysis of the’figures‘
indeed shows that the amount will exceed one billion dollars.
All of these moneys will be ln_addition to collecting from

subseribers reimbursement for all expenses the company incurs each

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

Even this is not the whole story, as in all rairness this |
Commission will have to grant the same "special bonus" to all other :
telephone companies operating in California.
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The undersiéned uhderstands and apﬁreciéteS‘as well as any

otrer member of this Commission the pressing need of Pacific
Telephone to obtain huge amounts of capital to finance the ,
maintenance, improvement, and continued expansion of telephone
service in California. The sole proper and honest approach to the
problem however 1is to authorize Pacific to charge reasonable rates,
which in turn will enable Pacific to obtain all necessary capital

from the iavesting public through the traditional method of selling
stoeks and bonds.

Thomes Moran
Commissioner

San Francisco, California
November 24, 1970




