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of Gemneral Telephone Company of
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authority to increase its rates
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Application No. 51904
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November 26, 1971 and
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Investigation on the Commission's
own motion iato the rates, tolls,
rules, charges, operations, separa-
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(Appearcnces Are Listed In Appendix A)

OPINION ON LIMITED REHEARING

In Decision No. 79367 dated November 22, 1971 this
Comnission established new rates for General Telephore Company
of California (Gemeral). In that decision the Commission found
reasonable for the purpose of avthorizing rate increases a rate
of return of 2.37 on General's intrastate rate base of
$1,142,635,000 for the test yezr 1970, which required an increzse
in Gemeral's annual intrastate gross revenues amounting to '
$40,288,000. State and federal income taxes for the test period
were computed using accelerated depreciation with normalization
in conformity with Interim Decision No. 77984 dated November 24, 1970
in Application No. 51774 of The Pacific Telephome and Telegrapi
Company (Pacific) and made applicable to Gemeral im this proceed-
ing by Interim Decision No. 78133 dated December 22, 1970.
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The record leading to Decision No. 77984 comsisted
of oral argument only. The Commission refused to accept any
evidence and struck evidence previously received on the subject
of accelerated depreciation.

On November 26, 1971 the Califormia Supreme Court
annulled Interim Decision No. 77984 (City and Cowunty of San
Erxancisco v Public Util, Com. (1971) 6 C 3d 119) stating: "For
failure to consider lawful altermatives in calculation of
federal income tax expense the decision of the Commission must
be annulled. %% Upon further consideration the Commission
should consider whether to adhere to the 1968 method of determin-
ing federal income tax expense and whether to &dopt the accelerated
depreciation and normalization method adopted by the decision
before us. Because these methods involve fictitious allowances
for tax expense and because they provide results which in the
light of current federal income tax law are either harsh onm the
utility or the ratepayers, the Commission may also consider
alternative approaches which strike a balance between these two
extremes.” (6 C 3d at 130.)

On petitions filed by the cities of Long Beach and Los
Angeles on or about November 26, 1971, and December 6, 1971,
respectively, the Commission, by DecisionsNo. 79431 dated Novem-
bex 30, 1971 and No. 79532 dated January &4, 1972, granted rehearing
of Decision No. 79367 limited to the issue of the appropriate
allowance for tax depreciation to be adopted for rate-making
purposes. Requests for a stay of Decision No. 79367 were denied and
the Increased rates authorized were made subject to possible
refund. The rates authorized by the decision became effective
on December 12, 197Ll. Decision No. 79367 is now final in all

respects other than to the limited extent specified'in the rehearing
order,
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After due notice, rehearing was held before Commissioner
Symons and Examiner Main, evidence was adduced, briefs were filed,
and the Commission appeared fully informed to determine the appro-
priate tax depreclation method to be adopted for ratemaking pur-
poses and to determine possible refunds., The issues requiring

resolution were: .
I - Would Gemeral quallfy for accelerated depreciation

under federal tax law if the Commission were to use other than a
normalization method of accounting in fixing General's rates?

II - Should General's state corporation franchise tax
expense be computed on the basis of accelerated tax depreciation
with £low-through?

III - Should a penalty be levied against Gemeral if
General was imprudent in not adopting accelerated depreciation
with flow-through when this option was available as part of its
federal tax basis?

IV - Because the initial year effects of accelerated
depreciation are atypical of ensuing years, what adjustments,
if any, should be made for ratemaking purposes?

V - Should General's current rates be reduced because
of the reduction in revenue requirement? ’

VI - Are refunds in oxder and if so, in what amount?

However, this matter was not submitted for decision at
that point early in 1973. Instead it was held cpen to encompass
certain impending developments. In this regard, on or before
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May 31, 1973, a pivotal addition to proposed federal income tax
regulations was made which, if adopted, would contravene an
indicated disposition of Issue IV above. The proposed regula-
tions concern, of course, the reasonable depreciation allowance
for public utility property (I.R.C. 1954, Sectiom 167(1)).1/

It was not until May 29, 1974 that these regulations,
with certain amendments, were approved by the Commissioner of
Internal Revenue. Shortly thereafter, we made provision in sev-
exal proceedings, including the Pacific rate case, Application
No. 53587, et al, and this rehearing, for briefs to be filed no
later than July 3, 1974 on matters raised by the final regulations.

On July 23, 1974, the Commission issued Decision
No. 83162 in the Pacific rate case., Issues I, II, and IV, enumex-
ated above, were also issues in the Pacific rate case. These
issues will be resolved herein in consonance with the determina-
tions made in Decision No. 83162,

Another further development since the rehearing was
held bears directly on Issues V and VI. It is Decision No. 81824
dated August 28, 1973 in General's wage offset case, Application
No. 53164, That decision has such bearing through its authorizing
mtes designed to bring General's intrastate revenues, including
settlements, into balance, based on the 1970 level of operations,
with an allowed 8.3 percent rate of return.

This matter, after those further developments, now
stands ready for decision.

i/ (L) indicates lower case "L~ thYoughout this decilsion.
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Issue I - Would General qualify for accelerated depreciation under
feaeraI tax law if the Commission were to use other than a normal-
ization method of accounting In fixing General's rates?

The pertinent provisions of the federal tax statute
(26 U.S.C. Section 167(l)) read:

"( ) Reasonable allowance in case of property of
certain utilities.

(1) Pre-~1970 public utility property.

(A) In gemeral. In the case of any pre-1970
public utility property, the term 'reasonable
allowance' as used in subsection (a) means an
allowance computed undex

(i) a subsection (1) method, orx
(i1) the applicable 1968 method
for such property. :
Except as provided in subparagraph (B), clause (ii)
shall apply only if the taxpayer uses a normalization
method of accounting.

(B) Flow=-through method of acccunting in certain
cases. In the case of any pre-1970 public utility
property, the taxpayer may use the applicable 1968
method for such property if

(i) the taxpayer used a flow~through

method of accounting for such
propexrty for its July 1969 accounting
period, or

(ii) the first accounting period with respect
to such property is after the July 1969
accounting period, and the taxpayer used
a flow-through method of accounting for
its July 196 accountin% pericd for the
property on the basis of which the appli-
cable 1968 method foxr the property in
question is established.

(2) Post=1969 public utility property. 1In the case
. of any post~1969 public utility property, the term
reasonable allowance' as used in subsection (2)
means an allowance computed under
EA; a subsection (1) method.
B) a method othexwise allowable under this sec-
tion if the taxpayer uses a normalization method of
accounting, or
(C) the applicable 1968 method, if, with

xespect to its pre-1970 public utility prop-

exty of the same (or similar) kind most receatly
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placed in service, the taxpayer used a flow-
through method of accounting for its July 1969
accounting perioqx .

"(3)(D) Applicable 1968 method. The term 'applicable
1968 method' meazns, with respect to any public utility
property.

(i) the method of depreciation used on 2
return with respect to such property for the
latest taxable year for which a return was
filed before August 1, 1969,

(ii) if clause (i) does mnot apply, the
method used by the taxpayer on a return for the
latest taxable year for which a returm was filed
before August 1, 1969, with respect to its
public utility property of the same kind (or if
there is no property of the same kind, property
of the most similar kind) most recently placed
in sexrviece, or .

(iii) if neither clause (i) mor (ii) applies,
2 subsection (i) method.

s o% %

(3)(G) Normalization method of accounting., In order
€O use a normalization method of accounting with respect
to any public utility property.

(1) the taxpayer must use the same method
of depreciation to compute both its tax expenmse and
its depreciation expense for purposes of establishing
1ts cost of service for rate-making purposes and for
reflecting operating results in its regulated books
of account, and

(ii) 1if, to compute its allowance for
depreciation under this section, it uses a method
of depreciation other than the metlhod it used for
the purposes deseribed in clause (i), the taxpayer
must make adjustments to a reserve to reflect the
deferral of taxes resulting from the use of such

different methods of depreciation."
Because Gemeral was not usirg a flow-through method for
its July 1969 accounting period (26 U.S.C. 167(L)(1)(B), (L) (2)(C))
nor for the latest taxable year for which a return was filed
before August 1, 1969 (167(1L)(3) (D)) it camnot qualify for
accelerxated depreciation under a flow-through method. For its

pre-1270 property General is restricted to the use of straight-
-6-
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line depreciation because its '"applicable 1968 method" is also
a "subsection (1) method" (167(1)(1)(A)). For its PQ§;-L?§?

property General must also use stralght-line depreciation unless
i1t normalizes its accclerated tax depreciation both for ratemeking

purposes and In its regulated books of account (167(1)(2)(A) and
B); Q3@)).

The point at issue is whether regulatory action can
affect General's eligibility to use accelerated tax depreciation
fox its post-1969 property. General contends that it would not
qualify for such accelerated depreciation if the Commission were
to use other than a normalization methed of accounting in fixing
rates, Only the staff, among all the parties to this proceeding,
rigorously disputes this contention. In so doing the staff
proffers an interpretation of subparagraph 167(1)(3)(G) which
would render its application independent of the ratemaking treat-
ment accorded by a regulatory agency. The staff stresses that
this subparagraph applies only to the taxpayer and asserts that
"Congress studiously omitted any reference to action by state
regulatory bodies in order to avoid ... constitutional arguments

A4
LAC N -

In its opening brief the staff sets out its interpreta-
tion through the followlng discussion:

"The key provisions are Subsections (1)(3)(G)
(1) and (ii) for they define how a taxpayer

can comply with the normalization method of
accounting required by 167(1)(2)(B). Both

(LD (3)(G) (1) and (ii) require the taxpayer to

do certain things. There is absolutely no ref-
erence to action by any state regulatory agency.
The taxpayer must, for example, use the same
method to compute its tax expense and depreciation
expense for purposes of establishing its cost of
service for rate-making purposes or the taxpayer
must make adjustments to a reserve in computing
its cost of service for rate-making purposes.
General has selected option (ii) znd has made
adjustments to a reserve in its showing before
the Commission herein. That is all that is
required of Genmeral and it thus is in literal
compliance with the provisions.
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“Generzl asserts that something more is required;
that unless this Commission sets rates on the
basis of normalization Gemerzl would not comply
with (ii). But the statute does not say what
General wants it to say. Congress could casily
have so provided. It could have said "If a
state regulatory agemcy sets rates on a basgis
other than set forth herein the taxpayer will
not be allowed to take zecelerated depreciationm,'
or Congress could have just precluded state
regulatory agencies from setting rates on a
flow-through basis, Congress did neither."

Accordingly, the staff asserts that subsection 167(1l)
world in no way preclude Genmeral from taking accelerated
depreciation even though its rates are based on flow-through
and that subparagraphs (1)(2)(B) and (1) (3)(G) are clear and
frank on their face and require no reference to legislative
history. The staff further asserts that its interpretation
does not lead to absurd consequences.

Gemeral cheracterizes the staff's interpretation
of the statute as ome of flow-through for rate-makingpurposes
and normalization for tax purposes. It asserts that such an
interpretation is unsupportable by anyprinciple of statutory
construction, rums counter to the interpretation by every
regulatory agemcy, state and federal, that has considered
the matter, and is contrary to the clear language of the
statute. Gemneral argues in part as follows:

"The Staff, however, has by its contrary interpre-
tation of the statutory language raised an ambiguity,
making resort to the legislative history 2 necessity.
That the term 'establishing its cost of service
for rate-making purposes’' (26 U.S.C. 167(1)(3)(G){L))
refers to the action of the regulatory body, not
the taxpayer, is umequivocal in the Semate Report
(U.S. Code Congressional and Administrative News
9lst Comgress, lst Session, 1969, pp. 2205-2206):

"Iz all other cases, (other than flow-through)
accelerated depreciation is to be permitted
only if the utility normalizes the deferred
incoeme taxes, The taxpayer is permitted to
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elect straight-line depreciation as to this
new property. If the taxpayer seeks to use
accelerated depreciation, the reguletory
agency may permit it to normalize; if the
regulatory agency does not, the taxpayer
must use straight line depreciatiou.’

'The dommittee amendments provide that the
requirement of normclizing is not met by
simply normalizing the regulated books of
account of the utility if thesec books of
account may be igrored by the regulatory
ageucy in setting rates. Under the com-
mittee amendments, while the regulated
books of account crxe to be used &s the
basic source of information these books
are not to control if the current rates

of the utility are set by reference to

the flow-through method. This is done
because the use of flow-through in setting
rates would produce the revenuc loss the
bill seeks to avert.'

"The contemporaneous interpretation of the language
and the manner in which it is enforced by the
Internal Revenue Service is found in Temporary
Income Tax Regulations (Tax Reform Act of 1969,
Paragraph 13.13, June 25, 1970, 35 F.R. 10518)
as follows:

'(2) Normalization taxpavers. In the case of

a taxpayer which did not use the flow=-through
method of accounting for its July 1969 accounting -
period or thereafter with respect to any of its
public utility property, it will be presumed that
such taxpayer is using the same method of depre-
clation to compute both its tax expense and 1ts
depreciation expense for purposes of establishing
its cost of service for rate-making purposes witn
respect to its post-1969 public utility property.
The presumption described in the preceding sentence
shall apply only in the absence of an expression
of intent (regardless of the manmner in which

such expression of intent is indicated) by the
regulatory agency (or agencies), having juris-
diction to establish the rates of such taxpayer,
which indicates that the policy of such regulatory
agency 1s in any way Inconsistent with the use

of the normalization method of accounting by such

-
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taxpayer or by a class of taxpayers of which
such taxpayer is 2 member., The presumption
shall be applicable on January 1, 1970, and
shall, unless it is rebutted, be effective
until an Iinconsistent expression of 1ntent."2/
is indicated by such regulatory agency....''=

Our interpretation of Section 167(l) is in agreement
with Genexal's. As we read this tax statute it virtually has
to appear implicit in subparagraphs 167(1)(2)(B) and (1) (3)(G)
that the taxpayer's cost of service and rates for utility service,
as established by the regulatory agency having jurisdiction, must
reflect the normalization method of accounting if the taxpayer is
to qualify under these subparagraphs to take accelerated tax
depreciation for its post-1969 property, Simply put, the reason
for this is that it would be pointless from the standpoint of tax
revenue for only the taxpayer to normalize. In addition, unless
both the utility taxpayer and the regulatory agency normalize, an
absuxd accounting requirement would result.

If compatible regulatory action were not implicit in
these subparagraphs, the tax statute would fail to discriminate
for post-1969 property between non-flow-through and flow-through
taxpayers from the standpoint of tax revenue where the regulatory
agency chooses to set rates on the basis of flow-through for a
non-flow-through taxpayer. Such an inconsistency would be most
unlikely as an intended outcome of the tax law as well as an

2/ Superseded by Income Tax Regulations Section 1.167(1)- 1(h)

prescribed by T.D. 7315, approved May 29, 1974, (39 FR 20194).
Subparagraph (4) (ii) of Section 1.167(1l) - 1(h) substantially

;@bodies the quoted portion of the temporary regulation,
owever.
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irrational departure from the concept of accelerated tax depre-
ciation with normalizationé as it has been applied in utility
regulation since the inception of accelerated depreciation in
the 1950's.

In addition, in that case, the utility taxpayer's regu-
lated books of account still would be required by clause (i) of
subparagraph 167(1) (3) (6) to reflect operating results by the
normalization method of accounting, even though the regulatory
agency elects to employ the flow-through method in establishin%
the taxpayer's cost of service and rates for utility service.ﬁ
Thus, without such an implicit requirement controlling the
eligibility of utility propexty for accelerated tax depreciationm,
clause (i) would not have the intended impact on taxes but would
nevertheless impose the related accounting requirement. It is
2130 unlikely that this would be an intended outcome of the tax
statute. Not only then would it be an ineffective tax measure,
dut it would not be consistent with good accounting or regulatory

3/ "Normalization' means that the utility's depreciation is deter-

mined on a straight-line method for its regulated books of
account and for ratemaking purposes while its income taxes are
computed by a faster method of depreciation and the d:f.ffe:r:'ence
Detween the taxes that would have been due under the straight-
line method and those actually paid under the accelierated method
are credited to a reserve to be used for the payment of income
taxes at some time in the future when the taxes payable on an
accelerated basis exceed the taxes payable on a straight-line
basis, L.e., ''the crossover point'.

To keep its regulated books of account on the flow-through
method of accounting for its post-1969 property, the taxpayer
would have to qualify to take accelerated tax depreciation
under subparagraph 167(1) (2)(C), which would indicate that
the taxpayer also qualifies under (1)(1)(B) to do so for its
pre-1970 property.
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practice, which requires a utility's accounting conform, where
practicable, to the ratemaking treatment adopted by the regula-
tory agency.

In the staff's interpretation set out hereinabove of
subparagraph 167(1)(3)(G), clause (ii) is construed to preclude
imposition of this incompatible accounting requirement. This
construction is wrong. The staff indicates that where clause (ii)
is employed it renders inoperative clause (1). On the contrary
clause (i) requires, independently of the operation of clause (ii),
the taxpayer to use the same method of depreciation to compute
toth its tax expense and depreciation expense for, among othex

things, reflecting its operating results in its regulated books of
account, Neither clause (i) nor clause (ii), incidentally,
requires the taxpayer to make adjustments to a reserve for the
express purpose, indicated by the staff, of computing the tax-
payer's cost of service.

Attempts to interpret subparagraphs 167(1;(2)(B) and
(L (3)(G) in such a way as not to alter the taxpayer's eligibility
thereunder, if its cost of service and its rates for utility sexvice
are established on a flow-through method by the regulatory agency
having jurisdiction, are destined to result only in interpretations
which do nmot carry out the purposes of Section 167(1). The flow-
through method has a doubling-up effect in reducing the tax lia-
bility of companies such as General, affects tax revenues accor-
dingly, and thus bears on a basic purpose of Section 167(1).

{See page 16, below.) The record in this proceeding is clear
concerning congressional intent ox purpose here: Congress intended
to stem a loss in tax revenues by preventing regulated utilities'
switching to accelerated tax depreciation with flow-through.

Consistent with the foregoing anelysis and our holding
on the constitutional question about to be discussed, we conclude
that General would not qualify for accelerated depreciation

-12-
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under federal tax laws if the Commission were to use other
thar a normalizatiom method of accounting in fixing Genmeral's
rates.

The staff argues im its brief that the interxpretation
of Section 167(1) necessary to reach this conclusion renders
Section 167()) unconstitutional; that is, in violation of the
10th Amendment of the United States Constitutionfél In response
Genexral urges that Section 167(1l) is within the texing power
of Congress (U.S. Const.,, Art. 1, Sec. 8, cl. 1)9- as enlarged
by the necessary and proper clause (U.S. Comst,, Art. 1, Sec. 8,
cl. 18).2/ It is argued that the Supremacy clause thereby 8/

becomes operative and renders the Tenth Amendment inzpplicable.=

5/ The Tenth Amendment provides:

"The powers not delegated to the United States by the
Coustitution, nor prohibited to it by the States, are
reserved to the 3tates respectfully, or to the people.

Article 1, Sectiom 3, ¢l. 1 grants Congress the:

" ..Power Co lay and collect Taxes...to pay the Debts
and provide for the common Defense and general Welfare
of the United States...."

Article 1, Section 2, cl. 18 empowers Congress:

"To make all Laws which shall be necessary and propexr
for carrying into Execution the foregoing Powexs...

Article VI states in part that:

"This Constitution, and the Laws of the United States

which shall be made in pursuance thereof...shall be the
supreme Law of the Lznd.,.any thing in the Constitution
or Lews of any State to the Contrary notwithstanding....

"

~13-
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To see whether in emacting Section 167(1) Congress has
exceeded its Comstitutional authority to levy taxes and use tax
policy to fortify economic activity, our amalysis will focus
upon the purposes of Section 167(1l), the fundamental concept of
2 xeasonable allowence for tax depreciation, and the extent to
which Section 167(1) impinges upon the extensive regulatory
scheme under which this Commission regulates the utilities
undexr its jurisdiction. First, however, we should call atten-
tion to a further action of Congress bearing directly on the
staff's far-reaching but tenuous presumption that Congress
studiously omitted any referemce in Section 167(1) to action
by state regulatory bodies and it did so because the statute
would be void in its face if such reference were included.

This further action, a part of the Revenue Act of 1971,
reinstated with some revisions the investment tax credit (ITC)
repealed by the Tax Reform Act of 1969. The ITC, now termed
the job development investment tax credit, reduces current tax
licbility, is computed by applying a stated percentage (usually
4 or 7%) to the dollar emount of specified qualifying plant
additions, 2nd results in an outright tax savings as contrasted
to accelerated tax depreciation which can result in tax deferrals.
To the poirnt is Section 46(e) of the Internal Reveanue Code.




A. 51904, C. 9100 mm/mb *

Section 46 (e) is explicit as to the rate-making treatment
of the ITC required by regulatory agencies to prevent the credit |
from being disallowed.= As in the case of accelerated tax
depreciation under Section 167(1l), the ITC as a general rule
will not be awdilable on otherwise qualifying public utility

property where all of the benefit from it would be flowed through
currently to the consumex.

A\

S/ Section 46(e)(4) Limitation =--
"(4) . . . The requirements of paragraphs.(l) and (2) ;
regarding cost of service and rate base adjustments shall
not be applied...to disallow the credit,.before the
first final determination which is inconsistent with
paragraph (1) or (2)... Thereupon, paragraph (1) or
(2) shall apply to disallow the credit... .
"(B) ...a determination is a determination made with
respect to public utility property...by a...commission or
similar body described in subsection {¢)(3)(B) which

determines the effeet of the credit allowed by
section 38...

(1) on the taxpayer's cost of service or rate
base for ratemaking purposes, or...

Section 46(c) (3)
"(B) ...the term 'public utility property’ means
property used predominantly in the trade or business
of the furnishing or sale of--
(1) electrical energy, water, cr sewage
disposal sexvices,
éii) gas through a local distribution system or
ii1) telephone service, telegraph service by
means of domestic telegraph operations...

if the rates for such...have been established or
approved...by a public service or public utility
commission or other similar body of any State or
political subdivision thereof..." -
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Proceeding now to ouxr analysis, the purpose of
‘Section 167(1) is to provide a reasonablé'depreciation allowance
for utility property as a deduction in computing taxable income
and to do this in such 2 way as to afford some protection to
federsl tax revenues. The fundamental basis of a reasonable
depreciation zllowance is '"...the exhaustion, wear and tear
(including...obsolescence)...of property..." (Section 167(a)).
The concept of & reasonable allowance extends beyond this
fundamental basis to reguler ox ratable depreciation as gemerally
typlified by the straight-line method and further extends to
accelerated depreclation as typified by the double declining
balance and the sum of the year-digits methods (Section 167(b)).

By and large straight-line depreciation in the case of
utility property is responsive to the fundamental basis whereas
accelerated depreciation for such property arbitrarily departs
from that basis in oxder to provide substantially larger
allowances in the earlier years of a depreciable asset's
service life. The resultant reduction in tax liability in
such earlier years from using accelerated instead of straight-
line depreciation provides:

1) A source of intermally generated funds, which.can

be used for plant modernization and expansion,
if normalization is used; or

2) A doubling-up effect in reducing taxes to further

reduce utility rates, if flowed through into those
rates,

In explanation of this doubling-up effect, for ecch
dollar of deferred taxes which is excluded from the total cost
of sexvice or revenue requirement under the flow-through method
it is necessary to exclude an additionzl amount of $.92205 for
federal income tax, based on the 48% tax rate, less any state
income taxes associated with the resultant reduction in net pre-
tax income. Stated another way, federal tax revenues are

~16=
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reduced directly as a result of the increased tax depreciation
and further reduced because the increased tax depreciation
results in an increase in net earmings after taxes which is
reflected in a reduction in utility rates,

Congress has structured Section 167()) to limit tax
revenue losses by making flow-through a closed option available
only to a regulated company whose property was on accelerated
deprecistion with flow-through just prior to the enactment of
Section 167(1). The closure of this option, taken together
with the legislative mandate this Commission operates under
to establish just and reasonable rates, compels the couclusion
that the statute in question effectively, albeit indirectly,
requires this regulatory agency in ratemaking to normalize
whexe probably it would otherwise use flow-through.

The staff argues that "It is unalterable that Congress
cannot, through the guise of 2 Revenue Act, undertake to regu-

late activities which are reserved solely to the states."
This, however, does not mean that Congress may mot regulate
through taxation for those purposes that are necessary to

the raising of revenues. Indeed, the U.S. Supreme Court has
upheld in numerous instances statutes wherein the tax imposed
has some regulatory, suppressive, or restrictive effect.*ol

10/ Lewxs v United States (1955, 343 US &19 99 L ed &475;
United States v Kahriger {1953) 345 US 22, 97 L ed 754
UnItea States v _sSanchez (1950) 340 US 42, ’95 1 ed 47; Steward
Machine Co. v Davis (1937) 301 US 548 8l v ed 1279; SonzInQE
v Unlted Statds (1937) 506, 81 L e 732; J. W. Hampton St
0. Vv United States (1928) ’276 US 394, 72 L ed 624; Nigro v
United States (1928) 276 US 322, 72 L "ed 600; Alston v Un ted

S*ates (1927) 274 US 289, 71 L ed 1052; Florida v Vellon (1927)
12, 71 L ed 511; Unxted States v Dormus (1919) 249 US

86 63 L ed 493; McCray v United stares \1903) 195 Us 27, 49
L ed 78 Re Kollock 2”5975 185 US 526, 41 L ed 813,

-17-
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In the case of Sectior 167(1) there clearly is & direct relation-
ship between its restrictive or regulatory nature and the tax
revenues Congress seeks to preserve.

There is, however, another zrgument raised by the staff
in the form of rhetorical questions which must be considered.
Simply stated, the questiou is whether there are any limitations
on the extent to which Congress may exercise its taxing powers
in raising revenue,

Both the recoxrd in this case and past Commission
decisions support the conclusion that the benefits flowing
from accelerated depreciation are more properly charscterized
as tax savings rather than tex deferrals. Arnclyzivg Section
167(1) in this light, it follows tiat Congress is requiring
this Commission to recognize a greater tax expense for rate-
making purposes than the utility is liable for under the tax
statute. The requirement is imposed under the penalty of
eliminating the accelerated depreciation option to the utility
taxpayer if the regulatory body does tot conform with the
statutory requirements.

Stated another way, Congress has enacted a law which
Yequires this Commissior to recognize ¢ tax expense based on
a 437% tex rate in setting rates when, in fact, the utilities'
effective tex rate is 38%.15/ If the Commission does not comply
with this requirement, the effective tax rate of the utility
is increased to 48%. The effect of such a requirement is
the control of this Commission by Congress whereby ratepayers
&re required to pay higher rates (through higher tax expense
for rate-making purposes) in order not to decrease the taxable
revenues of the utility., Congress is using its power to

11/ The percentages used are arbitrary figures.

-18-
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regulate the reasonable allowance for depreciation to produce
this effect., Such power is obviously related to the collection
of tax revenues and, therefore, not unlawful urnder the general
analysis discussed abeve. |

In addition, there is authority which supports the
power of Congress to promote cconomic objectives through
taxation (Cincionati Soap Co. v United States (1937) 301 US
308, 81 L ed 1122; 5. W. Hampton & Co. v United States, supra,
(1928) 276 US 394, 72 L ed 624).

Indeed, as early as 1789 Conmgress enacted a tariff
act which stated that:

"It is necessary for the support of government, for
the discharge of debts of the United States, and the
encouragement and protectiorn of mevufacturers, that
duties be laid on goods, wares, and merchandise
imported.'" (1 Stat. 24.)

In Norman v Baltimore and Ohioc R.R. Co. (1935) 294

US 240, 79 L ed 885 the Supreme Court upheld the validity of
legislation pronibiting gold clauses in contracts. In explain-
ing the constitutional source of this power the Court stated:

"The broad and comprehensive mationel authority over
the subjects of revenue, finance znd currency is
derived from the aggregate of powers granted to
Congress, embracing the powers to lay and collect
taxes, to boxrrow money, to regulate commerce with
fogeign nations and among the several states, to

Coin money, regulate the value thereof, and of

oreign coin, and fix the standards of weights and
measures and the added express power...to meke all
laws which shall be necessaxry and proper for carrying
nto execution the other enumerated powers., '
Legal Teuder Case (Juillard v _Greemman (1877) 110 US
439, 28 L ed 211).
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In addition to its concern for preserving tax revenues,
there is evidence in the present record which indicites that
Congress was interested in other matters when it enacted
Section 167(1). The intent of Congress in providing taxpayers
with accelerated depreciation was to provide stimulation for
investments in new plant znd equipment. To the extent that
tix benefits resulting from accelerated depreciation are
passed on to the ratepayers, this goal is frustrated. MNoreover,
it was believed that accelerated depreciation with flow-through
would cause a misallocation of resources by mzking the cost of

capital goods higher for regulated industries than for unregu-
lated industries.

Thus, it appears to us that Comgress was acting within
its constitutionzl boundaries when it enacted Section 167(¢1).
This tax measure is designed for the purpose of regulating
the reasonable allowance for depreciztion. It may be that

the type of regulation contained in Section 167(1) is some-
what unique in that it reaches to the control of General's
revenues, However, considering the ecomomic gozls sought
by Congress, in addition to the attempt to preserve tax
revenues, we conclude that the staff's arguments must be
rejected and that Section 167(1) is constitutiomal.
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Issue II - Should General's state corporation franchise
tax expense be computed on the basis of accelerated tax
depreciation with flow-through?

Under Califormia tax law accelerated depreciation
is available to Genmeral as part of its state tax basis. Undexr
such law General is not precluded from using flow-through.,

The staff has shown in Table 1 of Exhibit 5-R a pro-
jection by years for the period 1970 through 1985 of the tex
reducing effect of using accelerated depreciation in comparison
with straight-line depreciztion. The state income tax reduc-
tions from accelerated depreciation are there projected to
increase from $296,000 in 1970 to $2,249,000 in 1975 and to
reach $3,302,000 and $3,547,000 in years 1980 and 1985,
respectively., The summatior of the 15 anmuzl reductions in
the period projected is shown as $40,374,000. A part of such
ammual reductions in state tax is offset, however, by the
effect of a corresponding decrease in deductions from taxable
Income in computing federal income tax.

The staff advocates that we compute Generzl's State
tax expense on the basis of zccelerzted depreciztion with
. flow-through. This staff recommendation is consistent with
the views expressed by the Supreme Court in City of Los Angeles
v__Public Util. Com. (1972) 7 C 3d 331 and was not contested
by any of the parties in this limited rehearing.

We agree that General's state tax expense should be
computed on the basic of accelerated depreciation on its
post~1969 property with flow-tlhxrough.
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Issuc IIT - Should a penalty be levied against General if Gemeral
was imprudent in not adopting accelerated depreciation with flow-
§2§g§§h when this option was available as part of its federal tax
Because of losses in settlement revenues and a refund

order, which are discussed under Issues V and VI, as well as
delays, which were engendered largely by the tax depreciation
issue, in processing rate relief sought by Genmeral in Application
No. 53164, General, we observe at the outset, has in fact had
exposure to a substantial adverse financial impact without such a
penalty being imposed.

. Fundamentally, any revenue requirement adopted for
General should be the minimum required to assure continuad, ade-
quate, and safe service and should yield reasonable rates to assure
adequate sexrvice under growth conditions. Such rates will do no
more than maintain Gemeral's finameial integrity and emable it to
raise from extermal sources, at a reasonable cost, the substantial
anount of new capital it will require to finance its construction
program, With the revenue requirement of $409,690,000 set forth
in column (g) of Table 2 under Issue IV being responsive to these
constraints (see Decision No. 79367, 72 CPUC 652, 684), any
penalty which would lower that requirement would be counterproduc-
tive in that it could produce an adverse effect upon the ability
of Gemeral to provide the quality of service which its subscribers
must have and upon its ability to obtain a reasonable cost of
financing for its comstruction program. Also, it is important to
exercise care to insure that General is not deprived of its eligi-
bility for accelerated depreciation with normalization for federal
tax purposes; imposing a penalty would jeopardize such eligibility.

General has argued in part that the chronology of

Decision No. 75873 issued July 1, 1969 imputing flow-through to
General for ratemaking purposes, taken together with the ongoing
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Congressional deliberations with respect to tax depreciation for
regulated industries, effectively precluded General from quali-
fying for flow-through for federal tax purposes. In response

the staff indicated Ceneral was under a duty to elect accelerated
depreciation prior to issuance of Decision No. 75873, particularly
by virtue of the Commission's imputation of accelerated deprecia-
tion with flow-through in Pacific's 1968 rate order, Decision

No. 74917, 69 CPUC 53.

Although in our discussion of Issue VI we have concluded
it would be reaching too far in the circumstances of this case to
hold that Genmeral was imprudent, a determination on this point is
reandered unnecessary here by virtue of a penalty not being, as
indicated above, in the interests of either the ratepayer or the
utility. Accordingly, we alsc reject imputing flow-through to
General as advocated by the city of San Framcisco.

If adopted, the city's approach would deprive Genexral of
its eligibility for accelevated depreciation for federal income
tax purposes, create a liability of roughly $60 millionlz/ to the
federal govermment because of the difference between straight-line
depreciztion and accelerated depreciation claimed by Genexral since
1670 and, according to the city's witness, expose General to bank=-
ruptey if the situaticn continued. This approach was advanced by
the city under the theory that Gemeral should be left with the
responsibility of either appealing any adverse decision by the
Internai Revenue Service or using its efforts through its elected
representatives in Congress to have the tax law changed to enable
it to qualify for accelerated depreciation with £flow=-through.

i2/ As of December 31, 1973, the balance in Account 308, operating

federal income taxes deferred - accelerated depreciation, was
$60,314,275 (General's 1973 Annual Report, Schedule 30 B).
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Issue IV - Because the initial yeaxr effects of accelerated
depreciation are atypical of eunsuing years what adjustments,
if any, should be made for rate-making purposes?

Consistent with the resolution of Issues I and II,
federal income tax will be computed on the basis of accelerated
depreciation with normalization and state tax expense will be
computed on the basis of accelerated depreciation with flow-
through. However, the initial year effects on these bases, by
being smell in relation to the effects in the ensuing several
yeexrs, are unrepresentative of a rapidly growing impact and
appear to be unsuitable for use in establishing rates which are
expected to be in effect for several years. Accordingly, 2
need for an appropriate rate-making adjustment is indicated.

The premise upon which adjustments of this gemeral kind
operate is that with the passage of time changes in operating
results occur and accumulate, more in one direction than in
the other, sufficient enough to cause a pronounced change in
rate of return. The intended purpose of such rate-making
adjustments is to cause this premounced change in rate of returm,
which can be in either direction, to occur later thaa it othex-
wise would. To the extent such adjustments serve this purpose the
frequency of comprehensive and protracted ratesetting proceedings
with attendant manpower requirements and costs as well as adverse
customer reaction related to frequent rate changes is reduced.
Several such adjustments were incorporated into our adopted
operating results in Decision No. 79367.

Stated another way, rates are fixed prospectively.
Accordingly, a fundamental objective is to authorize
rates which can be in effect for several years and still provide
the utility with a rezsonable opportunity to earnm on the average
neither more nor less than the rate of return found reasonable.
Toward this end adjustments axe made so that the test year
2l
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operating results at authorized rates reflect a relationship

of revenue requirement, expenses, and rate base expected to be
representative of the severcl years during which the rates may
be in effect. It is in this ligat that we must look beyond 1970
to see whether the accelerated depreciztion tax effects
represent an extraordinary decrease in cost which would distoxt
the relationship between revenues, expenses, and rate base
unless an appropriate adjustment is incorporated into the

test year,

We carefully note in this regard that a tax deferral
reserve is cumulative in character and represents an important
difference in rate base compoment as between utility compzanies
on straight-line tax depreciation or om accelerated depreciation
with flow-through and those on accelerated depreciation with
normalization. In the case of a growing utility company such
as Gemeral this indicates that the denominator on the right
slde of the equationm,

Revenues - Expenses
Rate of Return = x 100%
Rate Base

increases, as a function of both time and plant additioms, at 2
slower rate with normalization than without it. Of course,
Genmeral, whether on straight-line tax depreciztion or accelerated
depreciation with normalizatiom, should have the same oppoxrtunity
to earn whatever rate of return, although not necessarily the
same ome in both cases, iz found regsoneble.

In Exhibits 1-R, 4-R, and 5-R, the progression of
tax effects of accelerzted depreciation, applicable to Gemeral's
operations, is shown. Data selected from Table 1 of Exhibit 5-R

=28
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illustrates this progression relstive to straight-line
depreciatiot. The data apply to post-1969 plart additions
of the total compary ircluding irterstate operations:

: : Tax : : : :
:Ead : Deprec. : Stqte : Federal : Cumulative:
: of : lefer.l/ 2/ ¢ Tex 3/ ° Fedexzl :
:Year : (DDB-SL)~=' : Effect : Effect=’ : Tax Effect:

(2) () (c) C))

(Dollaxrs ir Thousauds)

$ 4,234 $ 296 $ 1,890 $ 1,890
12,560 £79 5,607 7,497
13,763 1,426 8.321 15,818
22,674 1,723 10,056 25,574
26,254 1,995 11,644 37,518
29,590 2,249 13,123 50,641
33.599 2,556 14,901 65,542
37,735 2,868 16,735 820277
49,496 3,078 17.960 1oo 237
42,064 3,197 16,655 £92
43,448 37302 19,269 138 1161
44, 626 3,392 15,791 157,952
45,084 3,426 19,995 177,947
45,483 30457 20,172 195,119
45,852 3,465 20,335 213.,45%
46,671 3,547 20, 699 239,153

Tax depreciation difference is equal to
double declining balance depreciation
(DDB) minue straight-line depreciation (SL)

Years 1970 and 1971, Col. (a) x .07;
Years 1972-1985, Col. (a) x .076

Yeaxs 1970 and 1971; Col. (a) x 446&
Years 1972-1985, Col. (a) x 4435

-26-
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It can readily be seen from the above tabulated data
that the erd of the year 1970 effects are small compared with
those ir the next three years. Furthermore, in the case of the
state tax effect, whiecl represents 2 tax savings to be flowed-
through to the ratepayer, the entry for the year 1970 of
$296,000 approximates only one-half the full year effect in
1971 and about two-thirds the full year effect in 1972 from
the 1970 plant additions. As will be shown in 2 tabulation
to be set out hereinafter, the pattern of contribution to tax
effects is similar for plant additions in subsequent years.

In the late 1970's the stete tax effects ternd to
stabilize as indicated by the smzll percentage change there-
after over the immediately prior year. Significantly, this
stability comes about as the share of deprecizble plant on
accelerated depreciatiou becomes larger and the diminishing -
depreciation taken on the urdeprecizted double declining
balance remainder on the earlier plart additions temnds to
offset the early year accelerzted depreciztion effects of
subsequent plant additions, causing & sort of dynamic balamce
to come iInto play. Before the stability occurs, and especially
iv the initisl transition to accelerated depreciation, the
deduction from income for depreciation in computing state
tax expense would, if reflected without adjustment into
the basic relationship of revenues, expernses, and rate base
for the test year, represent essentially orly the straight-
line tax depreciation basis. Thus, instead of having 2
progressive state tax reducing effect folded into it, this
basic relationship would have within it a characteristic that
induces tax effects consistent essentially wita only the
straight-line basis.
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In the case of federal tax effects with norxrmelizetion,
the ivitial year averzge normalization reserve is substantially"'
less than the reserve of $1,890,000 at the end of year 1970
which in turn represents only about helf the full year effect
attributable to the 1970 additions. The effect on rate base
in 1971 stemming from accelerated depreciation on 1970 additions
alone is, according to & staff witmess, approximately 3.8 times
the effect in the first year. Plant additioms ir subsequent
years also contirue to provide accruals cumuiatively, causing
a further rapid buildup of this reserve as will be next shown.

For the period 1970-73 a recast of the accelerated
depreciation tax effects tabulated zbove has been developed
from data underlying Table I of Exhibit 5-R. The recast serves
to segregate these effects by vintage plant additiouns.

End of Tax Depr. State Tex Fed. Tex Cumulative Fed.
Year DDB-SL @ 7% Effect Tex Effect
(Dollars in Thousands)
1970 Additiomns

$4,234 $296 $1,890 $ 1,890
8,058 564 3,597 5,487
6,80C 476 3,036 8,523
5,190 363 2,317 10,840

1671 Additiomns
$4,502 $315 $2,010 $2,010
8,584 601 3,832 5,842
7,290 510 3,254 9,096
1972 Additions
$3,379 $237 $1,508 $1,508
6,471 453 2,889 4,397
1973 Additions
$3,723 §261 $1,662 $1,662

~28=
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The staff recommends in light of many of these consider-
ations that the 1970 base period be modified in determining rates
by reflecting second-year flow-through in computing state tax
expense and by excluding from the rate base a projected 5-year
average deferred federal tax reserve. General opposes these staff
proposed ratemaking adjustments, contending that correlative pro-
jections for the increase in investment, depreciation expense, and
tax expense are needed.

As already developed in some depth in our discussion of
this issue, accelerated depreciation provides a continuing and
cunulative cost-reducing effect which is extraordinary in relation
to the input of straight-line tax depreciation for the markedly
predominant pre-1970 property going into the basic relationship of
revenues, expenses, and rate base. The correlative projections
alluded to by General would tend, of course, to restore this exces-
sive influence of straight-line tax depreciation in the basic re-
lationship, making it less representative of conditions during the
period the authorized rates are expected to be in effect.

The correlative projections for the increase in invest-
ment, depreciation expense, and tax expense could sexve as inputs
to determine the additionmal revenue requirement associated with the
plant additions for comparison on some appropriate basis with the
additional revenues projected to be generated in those years. The
formulation of Generzl's opposition is deficient, however, in that
it fails to provide the necessary comparison with the additional
revenues while also ignoring the fact that the fast-growing cost-
reducing impact of a normalization reserve would not exist if
General were on only a straight-line tax depreciation basis. A
strong presumption thus exists that the correlative projections
of increases in costs cited by General would be offset by increases
in revenues.

Consistent with the concept set forth in City of lLos
Angeles v PUC (1972) 7 C 34 331, 346, applicable to the ratemaking
treatment of out-of-period cost cffects which are extraordinary in

-729-
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character, operating results for the test period should allow for
the extraordinary trend exhibited by accelerated depreciation
effects so that these results will be more representative of future
conditions. In our considered judgment this can be done by reflect-
ing into the 1970 test period operating results a projected 3-year
(1971-1973) average flow-through in computing state tax expense

and a projected 3-year average deferred federal tax reserve as a
reduction to rate base. In columns (b) through (e) of Table 1 on
page 32, the test year operating results are adjusted accordingly.
The end result of these two adjustments is a $2,972,000 reduction
in revenue requirement,

We are to decict, however, from implementing the adjust-
ment on the deferred federal tax reserve, as an extraordinary item,
in order not to disqualify General's taking accelerated deprecia-
tion. By comparing Table 2, on page 33, with Table 1 it can be
seen that eliminating the extraordinary item adjustment for federal
taxes results in a $1,203,000 reduction in revenue requirement
instead of a $2,972,000 reduction. As we said in Decision
No. 83162 dated July 23, 1974, supra, (mimeo page 72) in the
Pacific rate case:

"Notwithstanding this discussion we are not making
this extraordinary item adjustment for federal taxes.
We have read the relevant tax statutes and the explan-
atory Treasury Regulations published June 7, 1974

(39 F.R. 2019, et seq.), plus the briefs submitted
July 3, 1974. Our conclusions are: (1) from a tax
viewpoint, treating the extraordinary item adjustment
as part of the deferred tax reserve, the adjustment is
improper; (2) from a regulatory viewpoint, as a xate-
mnaking adjustment for an extraordinary item, the ad-
Justment 1s proper; and (3) the Treasury Department

1s most likely to look at this mattexr from a tax view-
point, If we make the adjustment and if the Depart-
ment does what we expect them to do, they will disalliow
the accelerated depreciation treatment entirely, com-

pute Pacific's taxes on a straight-line basis, and
assess back taxes . . .

General's reserve for federal income tax deferrals was
$60,314,275 at yeax-emd 1973, representing accruals for years
1970 through 1973. Clearly, the $1.8 million reduction in revenue

\
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requirement that our extraordinary item adjustment would cause is
not worth risking Gemeral's eligibility for accelerated deprecia-
tion. As further discussed under Issue VI, loss of its eligibllity
to take accelerated depreciation in those years is not in the
interests of either the ratepayer or General,

Prudence has dictated our decision not to implement this
extraordinary item adjustment for federal taxes, but we still have
some difficulty in perceiving how this adjustment would defeat what
we understand to be the intent and purposes of 25 USC Section 167(1),
supra. Under Section 15§7(l) certain limitations operate to preserve
tax revenues by controlling the eligibility for accelerated depre-
clation and preseribing an accounting method. Once the deprecia-
tion and accounting methods are fixed in accordance with 167(1),
the tax revenues to the federal government from a utility company,
such as General, are substantially a function of how close actual
operxating results approach, from above oxr below, the rate of return
found reasonable, i.e., changes in tax revenues under a given
depreciation method are by definition independent of that method
but are dependent upon the rate of return achieved.

Thus, to interpret 167(l), as intending in any way to bar
adjusting the effects of accelerated depreciation with normaliza-
tion to make them more representative of the period during which
rates are cxpected to be in effect, appears unsupportable from a
standpoint of rational justificetion, even though ouvt-of-period
tax deferrals must be considered., Clearly, that comsideration is
made essential by their extraordinary growth character.

Equally incomgruous is the indicated result without the
ratemaking adjustment: a utility's earnings potential exceeding
that of a reasonable opportunity to earn the rate of returm found
reascnable, and thus not representing a proper balance of the
interests of the ratepayer and the utility. Stated differently,
it can result in a utility earning a return on 2 substantial por-
tion of the tax deferral reserve, contrary to good ratemaking
irrespective of whether the resexve be viewed as capital cemtridbuted
by ratepayers or an interest-free loan from the federal govertment,
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TABLY 2
General Telephone Corpany of California

Adjuitment of Test Year 1970 Pecults of Intrastate Operations
for Projected Three-Yeur Aversge Stute Corporation Franchise %ux Flow-Through

$ 3-Yoar Avg. Effect @ : Add'l Rov,t HMHodified Deg, No. Difference ¢
Dec, No, 1of State Corporation ! ! Required ¢ Results of 79257 Kapresenting:
79767 +  Franchlee Tax t Pacact For ¢ for 8.,3% ¢ Opr, for Results at Reduction
Adopted : ¥low-Through 13-Year Average ! Rate of 1 8.3% Rate Auttorized in Revenue
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_2/ Adjustmant reflects normalization raeerve corputed in accordance with Federal Income Tax
Regulations Section 1,167(1)- 1(h)(6)(ii),
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Issue V - Should General's current rates be reduced because of the
Teduction in revenue requirement?

By recflecting a projected 3-year average state tax effect
of accelerated depreciation with flow-through into the 1970 test
period operating results, the additional intrastate revenue require-
ment established in Decision No. 79367 of $40,288,000 is reduced by
$1,203,000 to $39,085,000 as shown in Table 2 hereinabove. A part
of the former additiomal revenue requirement of $40,288,000, how-
ever, was to be met by $16,335,000 which General would presumably
have continued to derive from settlements with Pacific, arising
out of increased intrastate toll, multi-message unit, and other
charges authorized by Decision No. 78851, in Application No. 51774,
but later annulled by the California Supreme Court.

After annulment, the Comuission issued, in that Pacific
application, Decision No. 80347 which, among other things, had the
effect of reducing such settlement revenue from the former figure
of $15,335,000 to $10,300,000, or by $6,035,000.23/ About one
year later, on August 28, 1973, the Commission issued Decision
No. 81824 in Application No. 53164 authorizing imcreases in
General's rates to bring its operating results into balance, on a
test year 1970 basis, with an allowed 8.3 percent rate of returm.

AY

13/ The Pacific rates established in Decision No. 80347 became
effective August 8, 1972. The impact of the annulment of
Decision No. 78851 on General's revenues during the period
prior to the issuance of Decision No. 80347 will be taken
up in the discussion of the refund issue,
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For this purpose the operating results were modified to reflect
the effect of wage increascs, changes in settlement revenues, and
certain other items, but no modification of the ratemaking treat-
ment accorded accelerated tax depreciation in Decision No. 79367
was made.

Accordingly, Gemeral's current rates, which are largely
a product of Decisions Nos. 79367 and 81824, should be reduced so
as to yield $1,203,000 less in operating revenues on a 1970 test
year basis. An sppropriate place for such rate reductions is in
basic exchange service charges where all subscribers can experience
a rate reduction. In part because of our forthcoming decision in
General's Application No. 53935 for a general increase in rates
and in part because of the desirability to apply the reduction
unifoxrmly, we consider it appropriate to establish a factor to be
applied in reducing each subscriber's billing for basic exchange

monthly recurring charges for central office lines and trunks.
Consistent with Exhibit 6-R that factor should be ,01142,




A. 51904, C, 9100 ApNB x

Issue VI ~ Are refunds in order and if so in what amount?

In Decision No. 79367 dated November 22, 1971, the
Commission's use of accelerated depreciation with normaliza-
tion in fixing Gemeral's rates was based upon Interim Declsion
No. 77984 in Pacific's Application No. 51774. Following the
issuance of Decision No., 79367 the Supreme Court on November 26,
1971 annulled the Pacific Interim Decision adopting first year
noxrmalization, holding 'For failure to consider lawful alter-
natives in calculation of federal income tax expense, the
decision of the commission must be annulled." (City & County of
San Francicco v PUC (971) 6 € 34 119, 130.)

On June 9, 1972 the Supreme Court annulled Decision
No. 73851 granting Pacific's $143,000,000 increase (City of los
Angeles v PUC (972) 7 C 3d 331). In referring to its earlier hold-
ing the Court stated: '"Our decision annulling the

commiseion’s e3¢ awpends dacigisn in City & Cowty of Uaa

Francisco v Public Utflftiss Com., supra, 6 C 3d 119, was
filed after the commigssion had established the rates before

us. The commission in the Instant decision in fixing the

amount of Pacific's federal tax expense followed its tax
expense decision. Since the latter decision was annulled,

the instant decision must also be annulled." (7 € 3d at 337.)
The additional revenue requirement of General estab-

lished for the test year 1970 in Decision No. 79367 was
$40,283,000. The difference in General's revenue requirement
for the 1970 test period as computed by the Commission in
Decision No. 72367 using accelerated depreciation with firste
year normalization compared with assumed second-year flow-
through is $8,5637,000 (Exhibit 3-R). The difference in
General's revenue requirement for the 1970 test period as
computed by the Commission in Decision No. 79367 using acceler-
ated depreciation with first-year normalization compared with
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the first-year fecderal normalization/projected three-year average
state flow-through basis adopted herein for ratemaking purposes
is $1,203,000 as shown in Table 2 under Issue IV. )

The parties differ as to a proper basis for refunds.
The cities of Los Angeles and Long Beach take the position that
the two Court decisions provide a compelling basis for annulling
the entire $40,288,000 incrcase to General in Decision No. 79367.
The staff considers that only that portion of the rate order in
Decision No. 79367 need be considered invalid which is attributable
to the Commission's use of accelerated depreciation with normaliza-
tion in fixing Genexal's rates. The amount attributable to that
poxtion of the rate order is the $8,637,000 set forth in
Exhibit 3-R. It 1s General's position that City & County of San
Trancisco is not controlling in this proceeding and any refund
depends on the resolution of the tax depreciation issue upon this
rehearing. Thus, accoxrding to Gemeral, it would be the reduction
of $1,203,000 in General's intrastate revenue requirement, ss
shown in Table 2 under Issue IV, which should be used in the com-
putation detexrminative of any refund required.

We consider the position of the cities unwarranted
because of the severability of the dollar impact related to
the tax depreciation issue, and without merit because of the
Commission's authority under Section 1736 of the Public Utilities
Code encompassing the effect of decision after rehearing. Nor
does the staff reckon with this code section., According to
the staff, the Commission has no cholce if it is to avoid
Tetroactive ratemaking but to oxder refund of that portion
of the $40 million increase attributable to the difference
between first-year normalization and flow-through, flow-~through
being the ratemaking treatment of tax depreciation last found
Teasonable for General (Decision No. 75873 dated July 1, 1969).
In its brief, Gemeral distinguishes this proceeding from the
Pacific case, in which the Court annulled the Commission's decisions,
through the following points:

-37-
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"Therethe Court was faced with a final order.
Rehearing had been denied by the Commission.
Here the order is not final as to the tax
depreciation issue. Rehearing has been granted."

"The annulment of the Pacific decision in City
& County of San Francisco was based on the
procedural defect...No such infirmity exists
in this proceeding. Upon this rehearing the
Commission will consider lawful alternatives
in the calculation of such tax expense.”

“Because no rehearing was granted in City &
County of Zan Francisco, the Commission's
authority under Section 1736 of the Public
Utilities Code to rehear the matter and
cure any procedural defects therein did not
apply. On this rehearing, the Commission
has the power to affirm, modify, change or
abrogate the original order or decision or
any part thereof related to the sole issue on

rehearing. Section 1736 reads in pertinent
part:

'"The order or decision abrogating, changing,
or modifying the original order or decision
shall have the same force and effect as an
original order or decision, but shall not
affect any right or the enforcement of

any right arising from or by virtue of the
orizinal order or decision unless so ordered
by the Commission.'

"# clear reading of the foregoing confirms that
the power to affect rights arising from the
original order must extend to the period
between the original order and the changed order
ox the quoted language is meaningless. Thus
Section 1735 provides a statutory framework not
open to Pacific in City & County of San Francisco
whexeby in the instant rehearing proceéa*né,
this Commission can purge Decision No. 79367 of
any procedural defects regarding normalization
and then malke an appropriate determination
regarding the retention or refund of money

collected by General pursuant to Decision
No, 79367."

-38~
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In Decision No. 75873, flcw-through was imputed
to General for ratemaking. That decision was issued July 1, 1969,
about eight months after the November 6, 1968 decision (Decision
No. 74917) imputing flow-through te Pacific. Because of this span
of some eight months between the decisions, the pivotal question
of whether the Commission could have reasonably ordered Genmeral,
in the rate proceeding leading to Decision No. 79367, to continue
the accounting practices imputed in Decision No. 75873 becomes
much closer than in Pacific's case.

General argues that the chronology of Decision No. 75873
and the ongoing congressional deliberationms with respect to tax
depreciation for regulated industries effectively precluded General
from qualifying for flow-through for federal tax purpose¢s. I
response the staff has indicated Gemeral was under a duty to elect
dccelerated depreciation prior to issuance of Decision No. 75873,
particularly by virtue of the Commission's imputation of acceler-
ated depreciation with flow-through in Pacific's 1968 rate oxder,
Decision No. 74917, 69 CPUC S53.

In the circumstances of this case it would be reaching
too far, we think, to hold that accelerated depreciation with
flow-through became unavailable to Genmeral through an imprudent
managerial decision. Without that holding, the change in the tax
law provides justification to structure in relevant part new rates,
pursuant to Sections 454 and 728 of the Public Utilities Code,
which comport with the changed tax law.
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We concur in Genexral's analysis as to both the statutory
authority of this Commission under Section 173655/ to correct any
procedural and substantive defects concerning the tax depreciation
issue existing in Decision No. 79367 and our authority, because rates
were collected subject to refund, to make our order effective nunc
Pro tunc, as well as in Gemeral's position regarding the £inality
of Decision No. 79367 as to all issues other than the tax deprecia-
tion issue,

Looking at the problem from another viewpoint, if the
staff's position were to prevail Gemeral would face consequences
which could affect its ability to sexrve. We note from General's
1973 Annual Report to the Commission that as of December 31, 1973
the reserve for federal income tax deferrals was $60,314,275.
According to Intexrmal Revenue Code Section 167(Q) (3) (6) and Income
Tax Regulations Section 1.167(1) - 1(h)(4), it appears that if we
do not inmvoke our authority under Section 1736 to affirm the perti-
nent part of the original rate increase authorization im Decision
No. 79367, Gemeral will have to recompute and pay its federal income
taxes for years 1970 through 1973, and perhaps for 1974, on the
basis of straight-line depreciation instead of accelerated de-
preciation. A refund to Gemeral's subscribers of about one-third

147 P.U.Code Section 1736: "It, after such rehearing and a consid-

eration of all the facts, including those arising since the
making of the order or decision, the commission is-of the
opinion that the original order or decision or any part thereof
Ls in any respect unjust or unwarranted, or should be ¢ ed,
the commission may abrogate, change, or modify it. The order
or decision abrogating, changing, or modifying the original
order or decision shall have the same force and effect as an

oy sinal order or degision, DUt ghall met affect any right o

EhQ en£orcement of any right arising from or by virtue of

the orxiginal order or decision unless so ordered by the com=-
wission." .
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the size of that amount would in a sense reduce the tax liability,
however, to about $50 million, making the impact on General of the
refund and net tax liability approximately $70 millionm.

To prevent such an impact onm General, which we do not
perceive to be in the ratepayers' best interests--a substantial re-
fund to them notwithstanding--we will invoke our authority under
Section 1736 to affirm that part of the original rate increase
authorization in Decision No. 79367 corresponding to the treatment
accorded accelerated depreciation for federal income tax purposes.
Accordingly, only the reduction in General's revenue requirement
for state income tax flow-through of $1,203,000 determined herein
should be used as part of the basis upon which to determine refunds.
The other part of the basis for this determination is the loss of
settlement revenues to Genmeral together with the refunds already
nmade by General.

The refunds already made by General are attributable to
the annulment of Decision No. 78851 while the settlement revenue
losses to General are attributable to the annulment of that deci-
sion and also to the difference between Pacific's rates authorized
In Decision No. 80347 and Pacific's annulled rates. The needed
comparison with the $1,203,000 reduction in revenue requirement is
developed through the following summary:

Annulment of Decision No. 78851. In developing
the rate spread adopted in Decision No. 79367
$16,335,000 was deducted from the $40,288,000
additional intrastate revenue requirement, the
deducted amount being derivable from additional
revenues including settlements with Pacific
arising out of increased intrastate toll, multdi-
message,and other charges authorized by Decision
No. 78851. Because of the annulment of the
latter decision and because of resultant refunds
by Pacific pursuant to Decision No. 80345,
General experienced a loss of $7 million in
Settlement revenues. Moreover, the order in
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Decision No. 80346 affirmed by Decision

No. 81212 requiring General to refund has
been upheld upon appeal, increasing the

loss to General to $16 million. This loss
related to the pericd the Decision No., 78851
rates were charged, that period being July 23,
1971 through August 7, 1972, inclusive.
General's rates established pursuant to Deci-
iég? No., 79367 became effective December 12,

Foxr the period December 12, 1971 through
August 7, 1972, inclusive, the loss in
settlement revenues and through refunds
exceeded the $1,203,000 reduction adopted
harein in General's intrastate revenue
Yequirement in an amount, as measured on an
annual basis, of about $16 million minus the
$1,203,000.

Issuance of Decision No. 80347. The difference
etween-Pacific’s wates authorized in Decision
No. 80347 and its annulled rates cffectively
reduced the incremental settlement revenues
from the $16,335,000 used in Decision No. 79367
to $10,300,000 or by $5,035,000. The Pacific
rates established pursuant to Decision No. 803247
became effective August 8§, 1972,

For the period after August 7, 1972 until
September 23, 1973 the reduction in settle-
ment revenues excecded the reduetion in
revenue requirement: $6,035,000 - $1,203,000
= $4,832,000 on an annual basis.

Issuance of Decision No. 81824. The increased
rates authorized in General's wage offset case
(Application No. 53164) by Decision No. 81824
went into effect September 23, 1973. The in-
c¢reases in rates were designed to bring General
intrastate revenues including settlements from
Pacific into balance, based on the 1970 ievel
of General's operation, with the 8.3 percent

Tate of return used in fixing rates in Decision
No. 79367.
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For the period after September 22, 1973 until
the rate reduction oxdered herein is placed in
effect, refunds should accrue at an annual rate
of $1,203,000 on the basis of the 1970 test
year level of General's operation.

Decision No. 81824, by bringing General's rates into
balance with an allowed 8.3 percent rate of return on a 1970
test year basis, rendered inappropriate further comparisons with
prior refunds and losses in settlement revenues. To achieve this
balance, the decision modified test year 1970 operating results
by including, among other cffects, a three-step wage increase to
Genexral's employees -- the last step of which became effective
March 5, 1972 -- and a revenue increase to Gemeral attributable
to the increases in Pacific's rates through Application No. 52794,
the Pacific's wage offset case, by Decision No. 79873 dated
August 8, 1972.

It may be argued, nevertheless, that any further refunds
are inappropfiate because the refunds and losses in settlement
revenues by General, occurring since its rates established pursuant
to Decision No. 79367 became effective December 12, 1971, exceed
by several fold the aggregate effect of the $1,203,000 annual
reduction in revenue requirement over this same period. This
argument is not persuasive, It ignores the fact that after
September 22, 1973 Genmeral's rates were in consonance with an
allowed 8.3 percent rate of return on & test year 1970 basis.
Also, if the argument were valid, its logical extension would
require deferring the rate decrease herein ordered until the
$1,203,000 annual reduction in revenue requirements accumuiates
to the sum of the refunds made and losses of settlement revenues,

above described, during the period December 12, 1971, through
September 22, 1973.
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In summary, the Commission has the necessary statutory
authority under Section 1736 to cérrect procedural and substan-
tive defects upon rehearing a rate matter and, where the original
increase was made subject to possible refund, to order refunds if
warranted. Rates affirmed upon rehearing can be made to apply as
of the effective date of the original decision. Applied in this
way, Section 1736 will protect the interests of both the ratepayer
and the utility. In this case where there was substantive erxor
in not flowing through to net revenue the reducing effect of
accelerated depreciation on state tax expense, the error is being
remedied through the rehearing by segregating that portion of the
original rate increase authorization and nullifying its effect by
requiring appropriate refunds and rate reductions.

Findings

l.a. The normalization treatment of accelerated depreciation
involves a fictitious allowance for federal tax expense. The

fictitious allowance, however, would convert to a real part of
this expense, consistent with Conclusion of Law 1 below, if nox-
malization is not used, i.e., the utility would be required to
pay its federal income taxes on the basis of taking straight-line
tax depreciation.

b. Because the federal tax deferral reserve associated with
normalization is applied as a reduction to rate base, accelerated
depreciation with normalization results in a lower total cost of
sexrvice than straight-line tax depreciation.

c. General's federal income tax should be computed on the
basis of accelerated depreciation on its post-1969 property with
normalization.




d. Under Section 167(l) of the Intermal Revenue Code,
General 1s not eligible to take accelerated depreclation on its
pre-1970 property. For such property Gemeral is restricted to
the use of straight-line depreciation.

2. General's state tax expense should be computed on the
basis of accelerated depreciation on its post-1969 property with
flow-through.

3. General's revenue requirement'should be the minimum
required to assure continued, adequate, and safe service and to
provide for necessary expansion to meet future requirements. To
reduce General's revenue requirement below this minimum by some
form of penalty would not be in the best interests of either the
ratepayer oxr the utility.

4.2, The initial-year effects of using accelerated tax
deprecilation for ratemaking purposes are small in relation to

the effects in the ensuing several years and are unrepresentative
of a rapidly growing impact.

b. Consistent with establigshed concepts regarding the rate-
making treatment of out-of-period cost effects which are extra-
ordinary in character, operating results for the test period should
allow for the extraordinary trend exhibited by accelerated depre~
cdation effects so that these results will be more representative
of future conditions. For this purpose a projected three-year
average state tax effect of accelerated depreciation with flow-
through and a projected three-year average deferred federal tax
reserve as a reduction to rate base should be reflected into the
1970 test period operating results, as shown in Table 1 on page 32.

¢. Federal Income Tax Regulations Section 1.167 (1) - (h) (6),
however, causes us not to implement the adjustment converting the
deferred federal tax reserve to a three-yeaxr average level. Accord-
ing to that regulation Gemeral would be disqualified from paying
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its federal taxes on the basis of accelerated depreciation starting
in 1970 if such an adjustment is made. General's reserve for fed-
eral income tax deferrals was $60,314,275 at year-end 1973, repre-
senting accruals for years 1970 through 19273. (learly, the

1.3 million reduction in revenue requirement that our extraordinary
item adjustment would cause is not worth risking General's eligi-
bility for accelerated depreciation.

d. Table 2 set forth on page 33, quantifying a projected
three-year average state tax effect of accelerated depreciation
with flow-through on the 1970 test year operating results, is
adopted. Accordingly, the additional gross intrastate revenue
requirement specified in Finding 10 of Decision No. 79367 of
$40,288,000 is reduced by $1,203,000 to $39, 085,000.

5.2. General's current rates are largely a product of Decision
No. 79367 dated November 22, 1971 in Application No. 51904, and
Decision No. 81824 dated August 28, 1973 in Application No. 53164.

b. In developing the rate spread adopted in Decision

No. 79367, $16,335,000 was deducted from the $40,288,000 additional
intrastete revenue requirement, the deducted amount being derivable
from additional revenues including settlements with Pacific arising
out of increased intrastate toll, multimessage, and other charges
authorized by Decision No. 78851. A reduction in settlement
revenues from $16,335,000 to $10,300,000 from Pacific to Genexal
is attributable to the annulment of Decision No. 78851 and the
issuance of Decision No. 80347,
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c. In Decision No. 81824 the Commission authorized increases
in General's rates to bring its operating results into balance, on
a test year 1970 basis, with an allowed 8.3 percent rate of return.
For this purpose the operating results were modified to xeflect the
effect of wage increases, changes in settlement revenues, and cexr-

tain other items, but no modification of the ratemaking treatment
accorded accelerated tax depreciation in Decision No. 79367 was
nade.

d. Consistent with the ratemaking treatment accorded accel-
erated tax depreciation in adopted Table 2 herein, General's rates
should be reduced so as to yield $1,203,000 less in operating
revenues on & test year 1970 basis. An appropriate place for such
rate reductions is in basic exchange service charges where all
subscribers can experience & rate reduction. A factoxr of .01142
is to be applied in reducing each subscriber's billing for basic
exchange monthly recurring charges for central office lines and
trunks,

6.a. General's rates established pursuant to Decision
No. 79367 became effective December 12, 1971. Since then, the
effects on General associated with annulment of Decision
No. 78851 and the issuance of Decision No. 80347 have resulted
in a larger decrease in Gemeral's intrastate revenues than the
reduction in its intrastate revenue requirement determined in
resolving the tax depreciation issue herein,

b. Decision No. 81824, by bringing General's rates into
balance with an allowed 8.3 percent rate of return on a 1970
test year basis, rendered inmappropriate further comparisons with
prior refunds and losses in settlement revenues,

¢. The increased rates authoxized by Decision No. 81824
went into effect September 23, 1973,
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d. TFor service rendered during the period from and including
September 23, 1973 until the rate reduction ordered hereinafter is
placed in effect, refunds to Genmeral's subscribers are in order
and should be made on a basis consistent with that rate reduction
and in accordance with the refund plan prescribed in Appendix B to
this decision.

Conclusions of Law

1. General does not qualify for accelerated depreciation
on its post-1969 property unless both General and the Commission
normalize General's accelerated tax depreciation for ratemaking
purposes and General normalizes its accelerated tax depreciation
in its regulsted books of account. If these requirements are not
met, General will be restricted to the use of straight-line
depreciation for its post-1969 property also.

2. Under Califormia tax law accelerated depreciation is
available to General as part of its state tax basis. Under such
lew General is not precluded from using flow-through.

3. The petitions for rehearing in this matter set foxth
only one ground for rehearing, the treatment of tax depreciation
expense. The order granting rehearing limited this rehearing to
the tax deprecilation issue. Decision No. 79367 is final as to
all other issues.

4. Section 1736 of the Public Utilities Code provides
authority to correct upon rehearing procedural and substantive
defects concerning the tax depreciation issue existing in
Decision No. 79367 and to make any necessary modificetion to the
order in that decision effective nunc pro tunc.

5. To the extent and in the manmer prescribed in the £fol-
lowing order, the rates filed by General pursuant to Ordering
Paragraph 1 of Decision No. 79367 should be affirmed, certain
refunds should be made, and rates should be reduced.
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ORDER ON LIMITED REHEARING

IT IS ORDERED that:

1. The rates filed by General Telephone Company of
California pursuant to Ordering Paragraph 1 of Decision
No. 79367 are affirmed. This affirmance 1s made effective as
of December 12, 1971, the date upon which such rates were
placed in effect; it extends to September 23, 1973, the date
upon which rates authorized by Decision No. 81824 became effec-
tive, and continues thereafter in a manner consistent with the
Decision No. 81824 rates and the rate reduction ordered in
paragraph 3 below.

2. Gemeral shall place into effect colncident with the
effective date of this order the refund plan, applicable to
basic exchange service remdered for the period from and includ-
ing September 23, 1973, until the decrease in basic exchange
charges ordered in the next paragraph is placed in effect,
prescribed in Appendix B atteched herxeto.

3. General shall file with the Commission & revised
tariff schedule establishing on 3 provisional basis (until the
Commission issues its decision in Application No. 53935, the
current General rate case, and revised tariff schedules filed
pursuant thereto are placed into effect) a decrease of 1.142 per-
cent applicsable to, and only to, basic exchange monthly recurring
charges, as set forth in Appendix C attached hereto, for central
office lines and trunks nf each customer's bill. Such filing
shall comply with General Order No. 96~A and shall be made
within forty-£ive days after the effective date of this order.
The effective date of the temporary schedule shall be five days
after the date of the filing. The temporary schedule shall
apply only to service rendered on and after the effective date
theteof. '
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4. General shall notify all connecting telephone companies
that provide foreign exchange service from General's exchanges
that the foreign exchange filed rates should be reduced by the
amount of 1.142 percent applicable to the pertinent local rate
portion of the total foreign exchange rate and corresponding
refunds made. Such changes in rates for foreign exchange service
shall be applicable within forty-five days after the effective
date of this oxder.

In the event the Commission issues its decision in
Application No. 53935 and the revised tariff schedules filed
pursuant thereto are placed into effect within forty-five days
after the effective date of this order, then this order shall be
considered amended in the following respects: (a) Ordering
Parcgraph 3 Lis vacated; (b) the end of the service period to which
refunds apply is changed from the effective date of the decrease
in basic exchange charges specified in Ordering Paragraph 3 to the
effective date of the revised tariff schedules filed pursuant to
the decision in Application No. 53935; and (c) Ordering Paragraph &
is modified to require for forelgn exchange service only the
corresponding refunds for that same service period.

The effective date of this order is the date hereof.,

Dated at San Francises , California,
Qb Un day of NOVEMBER , 197,

Tk 52, )77/@& D

Commissibners
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APPENDIX A
APPEARANCES

APPLICANT AND RESPONDENT

Albert M. Hart, H. Ralph Snvder, Jr., and John
Robert Jones, Attoxneys &t Law, for General
Telephone Company of California.

INTERESTED PARTIES

Roger Arnebergh, City Attorney, by Charles E. Mattson,
Deputy City Attorney, Attorney at Law,rtor City of
Los Angeles.

Robert W. Russell and Manuval Kroman, for Department
of Public Utilities & Iransportation, City of Los
Angeles.

Arthur Y. Honda, Deputy Attorney, Attormey at Law,
and Louis Possner, Chief Zngineer-Secretary,
Bureau of Franchises and Public Utiiities, for
City of Long Beach.

Pillsbury, Madison & Sutro, Richard W. Odgers and
James B. Young, by James B. Young Attorney at Law, ard
%gger P. Downes, Attorney at Law, for The Pacific

elephone and Telegraph Company.

Russell Fitz Patrick, for Senmator Tom Carrell.

Thomas M. O'Conmnor, City Attorney, Milton H. Mares,
Deputy City Attormey, and Robert Laughead, for
City and County of San Francisco.

Robert J. Logan, Attorney at Law, for City of San
Diego.

FOR THE COMMISSION'S STAFF

Janice E. Kerr, Attorney at Law, Tedd F. Marvin, and
[?) . Glbbons.




A. 51904, C. 9100 - SW/NB *

APPENDIX B
Page 1 of 3

REFUND PLAN

Plan for refunds by General Telephone Company
of California to its customers.

1. The following procedures shall be followed to refund
a part of the charges for basic exchange service rendered on
and after September 23, 1973 until the rate reduction ordered
in this decision is placed in effect, or until the effective
date of revised tariff schedules filed pursuant to a decision
in Application No. 53935, whichever occurs first:

A. Basic Exchange Charges (monthly recurring
charges) for central office lines and trunks
as listed in Appendix C.

Each customer shall be refunded 1.142

percent of the basic exchange monthly recur-
ring charges, for lines and trunks, in his
billings by General for service during this
period. This will be the total basic refund-
able amount per customer,

Computation of Tax Refunds

City utility tax and federal tax will be
computed on individual customer refund using
applicable tax codes,
Computation of Interest

Interest at the rate of 7 percent per
annum shall be applied to the basic refund-
able amount (excluding taxes).
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APPENDIX B
Page 2 of 3

D. Application of Refund

(1) Current Customers

The refund will be applied as a credit
on the customer's bill, not more than 120 days
after the refund order. The amount will be
reflected as a credit adjustment on the bill,
A printed bill insert will accompany each
refund.
(2) Former Customers

Refunds will be calculated as for current
account customers and, 1f the refund amount is
$1,00 or more, a refund check will be mailed to
the last known address of the customer not more
than 120 days after the effective date of the
refund order. Forxmer customers with an out-
standing balance will be credited the refund
amount. If the balance resulting is a credit
of $1.00 or more, a refund check will be pre-
pared and mailed to the former customer. If
the amount was previously written off as uncol-
lectible, the refund will be credited against
the written-off amount and a refund check will
be issued only if a net credit of $1.00 ur more
results.
(3) Supersedures

Supersedures involving a closing bill will
be handled as a regular final account. Super-
sedures not involving a closing bill will be
treated as continuous service and the refund will
be made only to the current account.
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APPENDIX B
Page 3 of 3

(4) Refund Adjustments

Any customer who is dissatisfied with his
refund may contact the business office for an
explanation and will receive an adjustment, if
warranted, Claims must be filed within 90 days
of customer's receipt of bill or refund check.
Reporting Requirements

General Telephone will file a refund repoxt
with the Commission within 90 days of completion
of the refunds. The report will contain the
following information:
(1) The total basic refundable amounts plus
interest due customers. |
(2) The total amount credited on bills either
initially or through adjustments (Item D(4)
above).
(3) The total amount of refund checks issued.
(4) The total amount of refund checks returned
as undeliverable,
(5) The total amount of refund checks out-
stending and an estimate of the portion which
will never be presented for payment.
{(6) The total unrefunded amount (1-2-3+4-+5
(portion)).
(7) The amount of expense incurred in making
refunds and accounts charged therewith.
(8) A proposal for disposal of any moneys due
customers but not yet refunded.

2. After General complles with the reporting requirements
under Item E above, an appropriate further order or xresolution
may issue.
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APPENDIX C

Basie Exchange Primary Service Rates

Provisional Tariff

The basic exchange primary service rates to which the decrease
of 1.142 percent will be applied, in compliance with Ordering
Paragraph 3, are as follows:

Present Rates

Los Angeles 1/ A11_Other2/

Extonded Area~ Exchanges~
IFB $12.60 $13.20
B 7.65 (80) -
2r3 10.50 10.50
SUB~B 9.30 9.30
SPCB 7.65 6.60
PBX-TX-Flat 18.90 19.80
PBX-TK-Message (0) 3.80 (0) -
IFR 5.75 5.95
IMR 2.95 (20) -
2FR 5.05 5.25
4FR 4,15 4.25
SUB-R 4.75 4.85

LY Exchanges as listed in page 1 of Exhibit 6-R in A. 51904,

2/ Exchanges as listed in page 2 of Exhibit 6-R in A. 51904,




