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Applicatfon No. 55214
(Filed September 30, 1974;
arended December 13, 1974)

invesitigation on the Commlssion's own
mozion into the rates, tolls, rules,
crarges, operations, separations,
practices, contracts, service and
facilities of The Pacirfic Telephone
and Telegraph Ccmpany.

Case No. 9503
{Filed January 30, 1973)

Investigation on the Cormission’s own
rmotion inte the rates, tolls, rules,
charges, operations, separatiouns,
practices, contracis, service and
facilities of the Teclephone opera=-
tions of the Pacific Telephone and
Telegrapn Company.

Case No. 9802
(Fiied November 26, 1974)
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Investigztion on the Commission's own
aotion into the rates, tolls, rules,
charges, operations, costs, separa-
tloms, inter-company settloments,
contracts, service, and faecilities of
THE PACIFIC TELEPHONE AND TELEGRAPH
COMPANY, 2 California corporation;
and of all the telephone corporazilons
tisted in Appendix A, attacked hereto.

Case No. 9832
(Filed November 26, 1974}

in the Matter of the Application
of General Telephone Company of
California, a corporation, for
authority to increase its rates
and charges for telephone service.

Application No. 51204
{(Filed May 15, 1970;
anmended July 17, 1970)

In the Matter of the Appiication of
General Telephone Company of
Califoxnia, & coxporstion, for
autherity to increase its rates and
cherges for telephone service.

Application No. 53935
(Filed March 28, 1972)

investigation on the Commission's
own motion into the rates, tolls,
rules, charges, operationms, separa-~
tions, pracrices, contracts, service
and facilities of Gemersl Telephone
Company of Califorria.

Case No., 91C0
(Filed August 4, 1970)
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Investigation on the Commission's

ovn motien iato the rates, tolls,

Tules, charges, operations, sepera-

tions, practices, contracts, service Case No. 9504

and facilities of the telephone (Filed January 30, 19732)
operaetions of all the teiephone

coxporations listed in Appendix A,
attached nereto.
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Investigation on the Commission's

own motion into the rates, tolls,

rules, charges, operations, costs,

separations, practices, contracts,

sexvice, and facilities of GENERAL Fiest ey 3 3973)
TELEPHONE COMPANY OF CALIFORNIA, a - ’
Californiz corporation; and of THE

PACIFIC TELEPHONE AND TELEGRAPH

COMPANY, a Caiifornia corporation;

and of all the telaphone corporations

listed in Appendix A, attached hereto.

{Appearances are listed in Appendix A.)
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e

Tnis is the latest, aond hopefully the final, proceeding
on the long and tortuous road imvolving the regulatory rate treat-
ment of accelerated tax depreciation (which includes asset depre-
clatlon range, class life system, salvage value, and repair allowance)
and the Job Development Investmant Credit, now called the Invest-
ment Tax Credit {ITC), for two major Califormnia telephone utilities,
The Pacific Telephone and Telegraph Company (Pacific), and General
Telephone Company of Califormia (Gemeral). Tais procceding results
directly from the remand by the California Supreme Court in City of
Logs Angeles v Public Utilities Commiszsion (1975) 15 € 3d 680, which
anrulled that portion of the rate increase granted Facific in
D.83162 dated July 23, 1974 which related to scceierated tax
depreciation and ITC. (All other matters decided in D.83162 were
affirmed by the court.) Tnhis annulment also applied to Gemeral
beecause in D,83778 dated November 26, 1974 Generzal's accelerated
tax depreciation and ITC were treatad by this Commission in the
same manner as was Pacific's in D.83162.

At the time the above decision was filed by the couxt,
there was under submission another vate increase proceeding for
Pacifle, A.55214, in which we izsued D,85287 oa December 3C, 1975.
D,85287 granted a wate increase subject to wefund to provide for
any adjustment in the rates that might be required as a resuls of
the hearings in the Instent proceeding. In addicion, at the time
this matter was remanded by the court two rate imcrease applica-
tions, A,55492 for Pacific and A.55383 for Gemeral, were pendirg.

The aecelerated depreciation ané ITC issues in those proceedings
were removed for {inmal determination in this proceeding.
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in the remaaded matrzers thls Commission had set rates
based on the normalization method of accounting,l/ which {avolves
the computation of rates baged on the same methoé of depreciation,
both for depreciation expense and federal income tax expense,
while the federal Income taxes are actually paid on the basis of
& different amount of (accelerated) depreciation expense. Since
accelerated depreciation substantially inereases the allowable
expensces To the utility, the taxabie income, and therefore the
federal income tax expense of the utility, is substantially
below what it would have been had taxes been paid on the rate-
wmaking (straight-line) depreciation basis. The difference
Setween the amount of taxes computed on 2 straight-line depre-
ciation basis and an accelerated depreciation basis is wreflected
1a a reserve account called the deferred tax resezve., This
amount, on an average baslis, is deducted from rate btase so that
the authorized zate ¢f return is not earned oz tails sum, The

&/ Internzl Revenue Code (IRC) Section 167(L)(3)(G), which reads
a3 foliows:

"(G) Norwalization method of 2ccounting.--In order
to use a nommalization method ¢f azcounting with
xegpect to ony publlc vtility property--

(L) the texpayer must use the same method
of depreciation to compute doth its tax
expense and its depreclation expense for
purnoses of ectablishing its cost of service
for ratemaking purposes and for reflecting
operating resulits In its regulated books of
account, and

(14} 1f, to compute its allowance for depre-
cilation under this section, it uses a method
of depreciztion other than the method 12 vsed
for the purpoces descrided iIim clause (1), the
taxpayer nust make adjustments to a reserve
to reflect the defermwal of taxes resuiting
from the use of such different methecds of
depreciation."
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deferred tax reserve accumulates from year to year disproportionately
to revenues, expenses, and rate base as long as the overall plant
additions by the utility continue to grow. To this extent, the

taxes sct aside in the deferred tax reserve shall never be paid and
amount o an actual tax saving, rather than only a deferral. (ITC

is defined as a tax credit, thus is a direct tax saving and not a
deferral,)

In the remand of D.83162 the Supreme Court held, inter
alia, that this Commission has the power to implement an altex-
native method, e.g., an annual adjustment, of tax expense treatment
for accelerated depreciation and ITC. This amnual adjustment method
was discussed but not used in arriving at the treatment set forth
in D.83162. The Supreme Court ordered this Commission to give
consideration to this method, as well as other alternatives,
including the possibility of a commensurate adjustment in the rate
of return, and to provide for refunds, if appropriate.

Hearings on this remand were held between March 1, 1976
and July 9, 1976 before Commissioner Robert Batinovich and
Examiner Phillip E. Blecher. The matter was submitted on the
latter date subject to the filing of briefs.

The Proposed Report of the examiner was issued on
Janvary 19, 1977. Exceptions to the Proposed Report were timely
filed by Pacific, General, City of Los Angeles (LA), and Toward
Utility Rate Normalization (TURN). These exceptions shall be
discussed where appropriate.g

2/ All transcript corrections requested after the date of sub-
mission by Pacific, General, and LA have been adopted.
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Review

D.83162, 83778, and 85287 have exhaustively reviewed and
discussed thils tax cxpense issuc from its inception. We shall not
reiterate that discussion, but shall attempt to confine the review
of evidence and dizcussion of the issucs to those old matters still
pertinent hexre, as well as the new matters not previously raicec.
However, we think & brief recounting of three Californiz Suprcme
Court decisions relating to this issue is warranted.

Case 1l: City and County of San Francisco v Public
Utilities Commission, et al. (1971) 6 C 34 1i¢. is case annulled
D.77984, which had provided that Pacific could use accelerated
depreciation with the normalization method of accounting as defined
in IRC Section 167, because this Commission failed to counsidexr
lawful altermatives in the caleculation of federal income tax expense.
On page 130 the court said: 'Because these methods involve
fictitious aliowances for tax expense and because they provide
resuits which in the light of surrent federal income tax law are
cither harsh en the utility or the ratepayers, the Commission may
also consider alternative approaches which strike a balance between
these two extremes," This statement was quoted with approval in
Case 3, infwa., Since there has been no substantive change i the
applicable federal tax statutes, this quotation is as appropriate
today as when made,
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Case 2: City of Los Angeles v Pudlic Utilitles Commission
¥1972) 7 € 3¢ 331. & general rate increase for Pacific was annulled
partly because the Commission computed taxes on the vasis of
normalization,

Case 3: City of Los Angeles v Public Utilities Commission
(1975) 15 ¢ 3d 680. This 4s the case which remanded D.83162, et al,,
for these proceedings. The court svated on page G684 that the
Commission took the action in D.83162 in spite of the court having
annulled its previous decision in this matter for fallure to consider
lawful alternatives 4n the calculation of federal income tax expense
(Caze 1). The court further sald that the Cormission set 2 rate which
in its own words would create a windfall for the telephone companies
t0 the detriment to the ratepayers.

Pursuant to the remand in Case 1 the Commission entered
D.80347 dated August 8, 1972 which cirected further hearings into
the tax expense problems. These further hearings had not yet been
held at the time of the decision in Case 2. In D.8034T we said
on page 3: "For the purpose of this opinion only we will compute
Pacific's federal tax expense on the basis of accelerated depreciztion
with flow-through." D.80347 thus ordered a substantial refund
amounting to abdout $176 milllon, ineluding interest, based on the
fiow-thrcugin method of computation of the federal tax expense.

D. 80347 also set rates which were in effect through the effective
date of D.83162 rates, which was August 17, 1974. The hearings held
pursuant to Case 1 were consolidated with A.53587 and resulted in
D.83162 where this Commission again adopted the normalization bzsis
for computing federal tax expense, which resulted in Case 3.
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In D.74917 dated November 6, 1968, prior to the enact-
ment of the Tex Refoxrm Act of 1962 (TRA) effective Januzry 1,
127C, we determined that Pacific wes imprudent in not clecting
the accelerated depreciation option. Toxr ratemaking purposes
we Imputed accelerated depreciation with full fiow-through,
though Pacific was paying texes oa a stralight-line basis. Tnis
procedure was approved in Case 1, TRA zllowed utilities to take
accelerated depreciation even though they had not taken It before
1969 only if the cost of service (which includes federal income
tax expense) was computed on a norzalization basis. After the
enactment of TRA both Pacific and Seneral reversed thelr long-
standing cprosition to zeccelerated depreciation and elected it
on & normalization vacis. Thils election has resulted in the
instant proceedings in which we avre attempting %o comply with
the mandate from our Supreme Court to Teach an equitable deter-
mination of this provlem.

Pacific and Gemeral argue that accelexrated deprecia-
tion is aillowable oxnly if normalization accounting is uged
vecause neither is eligible under IRC Section 167.1 for flow-
througt accovnting. If normalization is mot used, then the
companies must revert to straight-line depreciatlion aund the
benefits of accelerated depreciation will te lost to boti the
utilities and the ratepayers., We have previously agreed with
this position, as has the court in Case 1, though thais rTesult
Lis due only to the intransigence of Pacific and General in not
opting {or accelerated depreciation when they had the opportumnity.
Waile this Cexmicsion deplores the actione of Pacific and Gezeral,
we are again compelied to agree with their interpretation of the
tax law. To impute flow-through now in attempting to redress the
balance between the utilities and ratepayers, we wowld ultimately

cause the ratepayers substantially higher rates and poorer service
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le seriously damaging the finmancizl position of the companies.
¢ horrendous result has been crezted by Comgress through the

t of alliowing the regulatee to regulate the regulator.

Taus, we 2re forced to again consider the question of
maintalining cligibility for zccelerated depreciation on & normel-
ized basis. The primary refereuce for this purpose is Treasury
Regulation 1.167(?)-(1)(h)(6).3/ It cdelineates when the normali-
zation wethod of accounting is not used, end congomitantly, when
it is used. If these criteria are not met, then acceclerated
depreciation in 1ts entivety will be disallowed creating a huge
tax liability for Pacific and General, which will be met with 2
2qually huge deferred tax reserve account, which is paper only,
as the monles credited to the deferred tax reserve have already
been spent.

3 . : 3
3/ Tais regulation, as far zc pertinent, reads as foilows:

"{6) Exciusion of norxmalization resexve frem rate base,
{i) Notwithstanding the provisions of subparagraph (I)
of this paragrann, a taxpayer does not use a normaliza-
tion method of regulated accounting if, for rztemzking
purposes, the amount of tne xesexrve for deferred taxes
under section 167(") which is excluded from the base teo
which the taxpayer's rate of return is applied, or which
Zs trested as no-cost capital In those raie cases i
which the rate of vreturn is based upon the cost of
capital, exceeds the amount of such reserve for deferred
takes for the period uzed in determining the taxpayer's
tax expense Iin ccmputing cost of service In such
ratemaking."
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The same proposition prevails for IIC. Since ITC became
effective in December 1971, Genmercl and Pacific have elected rat-
able (gexvice-life) flow-tarougn (Option 2).é/ This rwezns that
the amount of plant investment in the taxable year shalil be appor-
tioned on its expected service life for ratemaking purposes.

Neither Pacific nor Generzl was eilgible for ITC
Option 32/ (seec Case 1, page 130), which aliows full £2 w-through
of the tax seving in the yeer iz which the benefit occurred.

4/ IRC Section 46(£)(2), whizh reads as follows:

'""(2) Special zule for ratable flow-through.--1f the
texpayer makes an eiection under this paragraph
within 90 days after the date of thne enactment of
this paragrapii in the manner prescribed by tae
Secretary or his delegate, peragraph (1) shall ot
apply, but no credit shzll be allowed by section 38
with respect to any property described in scction 50
waich {g public utility property (as defined in
paragrapn (5)) of the taxpayer--

"(A) Cost of service veduction.--If the toxpayer's
cost of sexrvice for razemaking purpeces or In its
regulated books of ascount is reduced by more than 2
ratable porticn of the credit aliowable by section 38
(determined without regard to this subsection), or

"{B) Ratc base reduction.--If the base to which the
taxpeyer's rate cf return for ratemaking purposes s
applied s reduced by reason of auny portion of the
credit allowable by secticn 38 (determined without
regard to this subsection)."

2/ TRC Section 46(£)(3), which resds as follows:

{3} Special rule for immediate flow~-througa in
certain cases.--In the ccse of property to waich
section 157(-)(2)(C) zpplies, 1f the taxpayer
makes an clection under this paragrepn within
SC dzye after the date of the epactment of this
paragraph in the mamner prescridbed by the Secretazry
or his delegate, paragrapas (1) end (2) shall not
apply to such property."
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TTC for Pacific and Genreral will be disallowed

in {ts entirety 1f the taxpayers' cost-of-service for ratemaking
purgozes is reduced by more than a ratable portion of the credit
allowed or if the base to which tnhe taxpayers' rate of return
for ratemaking purposes is applied is reduced by more than 2
ratable portion of the credit.

Agsumptions

This discusslion and ensuing decision reflect the
assumptions set forth below:

v

(2

3

Tax Reducrion Act becane effective on
Janwary 1, 1970,

As 2 result of Case 1 and D.80347, Pacific's
rates from Janvery 1, 1970 to August 17, 1974
have been promulgated on & flow-througn basis.
Since these rates are finzl they cannot now
be amended by any action of this Coxmission.
Therefore (3) any action taken in respect to
Pacific's rates will apply from August 17,
1974 until the cffcetive date of the rates
set in D,85287, wrich is Januwary S5, 1976;

{b) the wrates set in D.85287 are subject to
refrnd and any action taken in thie decision
shall adjust those rates accordingly; and

(c) any action taken here chall apply pros-
pectively to the rates to be set in pexnding
A.55492 of Pacific.

General's rates for test year 1970 in D.79367
{effective Decemdber 12, 1971) and thexreafter
have been subject to refund. Therefore (a)

any action taken on accelerated depreclation
here shall apply to the rates collected oy
General £rom Decemder 12, 1971; (b) although
ITC was not in existence in test year 1970

used in D.79367, any actlon taken on ITC

shell apply from December 12, 1971, as General
tas been taking ITC since it has beexn availadle;
and {(c¢) any action taken here on ITC and accel-
erated depreciation shall apply prospectively
to the zTates to be set in pending A.55333 of
General.
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Nelther Pacific nor General has the option to
elect accelerated depreciation on 2 flow~-through
basis under IRC Sectilion 167, et seq. (Case 1.)

Both Pacific and General must use a normalization
method of accounting to maintain eligibility for
accelerated depreciation under IRC Section 167,
et. seq.

Nelther Pacific nor General has the option %o
elect ITC on a flow-through basis (Option 3)
under IRC Section 4&, et seq.

Normallzation accounting for accelerated deprecilation
reduces financial risk and increases cash flow
compared ¢o the flow-through treatment for
accelerated depreciation.

Both Pacific and Gereral were guilty of

imprudent management in thelr original

determination to pay federal income taxes on

a straight-line depreclation basis. (Cases 1 and 3.)

The quantification of a rate of return
reduction because of the increased cash flow
and decreaced risk and vulnerability of
nornallzatlion accounting is difficult

and judgmental,

The Evidence
Various alternative methods presemted at the hearings may
be summarized as follows:
General's Proposals
1. Three-Year Reserve and Tax Adjustment Method. This is
2 variation of a previously proposed three-year pro forma method
which, it was argued, was disqualified under Treasury Regulation
1.167({)-(1) (h) (6) because it used a deferred tax reserve balance
that exceeded the amount of such deferred tax reserve for the pexiod
used in determining the taxpayers' tax expemse. The cuxrent proposed
method remedies this defect because it considers the additional tax
expense for the same period as the deferred tax reserve. It is
based on the assumption that the federal income tax will increase

in proportion to growth after the test year. The method of
computation is as follows:
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At test year the Commission should find a
reasonable federal income tax (before ITC)

and 2 reasonable normal growth rate.

(General recemmends using the compound

growth in main statlions for the three

preceding years.) The test year tax expense
would then be increased by applying the

growth factor to the intrastate federal

income tax (before ITC) for three years

into the future and averaging. The test

year federal tax expense would then bde

deducted from the three-year average to
determine the additional tax expense to

be Included in the test year. This amount
would then de multiplied by the net-to-gross
nultiplier to represent the intrastate

change in revenue reguirement related to the
adéitional tax expense that must be considered
for the same period as the deferred tax reserve
as determined in the three-year pro forma method.

2. Annual Reserve and Tax Adjustment. This 4is an adaptation
of the annual or year-to-year adjustment method (which the Supreme
Court dlscussed in Case 3), which has the same disadvantage as the
pro forma method because of its use of an out-of-period deferred
tax reserve. The current adaptation of this method makes an annual
adjustment for the increase in reserve and also brings the additional
tax expense forward for the same time period. The additional =ax
expense is determined in the same manner as in the three-year reserve
and tax adjustment method, but the rates would only be adjusted one
year at a time. The federal income tax before ITC, plus 2 normal
growth rate, would be determined by the Commission and each year's
calculation woculd be based upon the prior year's calculation until
a new test year was established.

3. The Deferred Tax Reserve as No Cost Capital. This method
is used by applying the amount in the deferred tax reserve as a
component of the capital structure with zero cost assigned to it.
Rate base is not reduced by the amount of deferred tax reserve. The
effect is to lower the cost of capital and rate of return found

creasonable in general rate proceedings.

-14-
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Pacifin's Proposal

Annwal Ravemaking Flan. Paeifie would ammually tender an
estimated full intrastate cost of providing telephone service,
keeplng as constant all the ratemaking adjustments nreviously
adopted in the latest general rate decision and the last authorized
rate of return. NoO new adjustments or change in authorized rate of
return would be permitted but all other elements of coste~ofl-service
would be consldered. This 45 2 slightly simplified annual rate
case, which everyone agrees 1s permitted under the existing tax
laws.

Stafi's Prqpasalséj

1. Pro Forma Annual Adjustment. Gross revenue requirement
reductions are determined by annual adjustments in the deferred
tax reserve for the test year and each of the next three years.

The average of these four years' recductions is then zpplied 2s a
gross revenue reduction in test year rates.

2. Rate of Return Adjustment - Reduced Risk. The authorized
rate of return upon which test year gross revenue requirements ar
based is reduced in order to recognize the reduction of financlal
risk resulting from the cash flow generated by the tax savings from
accelerated depreclation and ITC on a normalization accounting basis.

3. Midvoint Flow=Through Anplied to a Normalization Rate Base.
In addition to the normalized treatment of deferred tax reserve,
one=-half of the difference in grosc revenue requlirements between
normalization (for accelerated depreciation) and ratable flow-through
(for ITC) and a full flow=-through of each 1s reflected in rate
reductions.

4. Normalization with Amortization of Deferred Taxes. This
is similar to the method of adjusting the expense and rate base for

9/ Staff refers to the Utilitles Division of the Commission.
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contributions in aid of construction. The gross revenue requirements
arc reduced by the reduction in rate base in the amount ¢f the
average deferred tax resexve for the test year, but the deferred tax
xeserve is also amoxtized (using the straight-line depreciation rate)
by a sum also reflected in a reduction in gross reveaue requirements
and xates.
5. Rate of Return Adjustment - Cost-Free Funds. This is

substantially equivalent to General's no-~cost capital proposal.

The City and County of San Francisco's (SF) Proposal

ST recommends full flow-through, or in the alternative, a
rate of return reduction contingent upon a favorable IRS ruling on
eligibilit:, dut in the event of an unfavorable ruling, rates to be
thien zeset on a full flow-through basis. The purpcse of this theory
is to previde the companiec with an incentive to obtain a favorable
tax ruling, or, alternmatively, to amend the existing law to aveid
the loss of eligibility,

The City of Los Angeles's (14) Proposal

TA recommends a rate of return reduction up to a maximum
of two percentage points,Z/ while continuing the normalization
treatment of tax expense, This reduction is to be quantified after
considering three facters:

(1) Analysis of the financial risk reduction
of a nermalization as compared to a flow-
through company due to the greater cash
flow generated, the reduction of the nced
for outside financing, the zeduction of
the cost of embedded debt, the improvement
in interest coverage, and the §enerally
favorable effect on the cost of new capital
and evalvation of the utility's securities
generally. (Tails position is cupported by
the city of San Diego.)

7/ For test yeaxr 1975-76, the staff calculates that the rate of return
for Pacific would be 2.17 percentage points higher on a flow-
through basis than on 2 normalization basis.




(2) The previously found imprudent management
in failure to elect accelerated depreciation
to aveld rewarding the utilities for thelr
imprudence.

(3) Reflectlion of the phenomenon of inverse
attrition, which is the opposite of the
allowance for attrlition that the Commission
has used in the past as a regulatory tool
where there 1s 2 projected diminution of
the rate of return. Here, since the
normalized tax reserve grows at a markedly
greater rate than the other components of
the utllity's operations, the authorized
rate of return would be exceeded in
cubsequent years becausSe no reduction in
rate base occurs bhetween test years. The
inverse attrition allowance set in the test
year will reduce the rate of return in the
future. (This 4s a step beyond the continuous
surveillance method now in use, which only
appllies to earnings in excess of the authorized
rate of return.)

LA recommends that ITC be treated in the same manner.

Teward Utility Rate Normalization®s (TURN) Preposal

Tuxrn proposes another method of compensating for the
reduced risk of normalization by reducing the rate of return. It is
czleulated by discounting to present value the money which is
accumulated in the deferred tax reserve and the measurement of that
time value upon the rate of return allowed in addition to the
noxmalization treatment. The method also applies to ITC using a
three~year forward averaging amount (test year and two following
years). In the beginning this method would produce a refund in
excess of the refund produced by full flow-through.
Qcher Positions

Citizens Action League (CAL). CAL supports a greater
sharing of the benefits of accelerated depreciation with ratepayers
than exists under noxmzlization accounting, and urges refunds be
paid in cash rather than as a »ill credit.

-17-
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Continental Telephone Companv of California. This
company would be affected by our decision here only 1f a refund of
toll revenues collected by Pacific should be ordered.

The Los Angeles Urban League. This organization seeks
equal opportunities for blacks and other minorities in all sectors
of ‘our soclety and is concerned over a decision adverse o Pacific
which would be disastrous to Pacific's minority hiring, firing, and
promotion practices under Pacific's scenario of service and
construction reductions.

Los Padrines, Inc. This 15 a nonprofit charitable and
educational corporation of predominantly Spanish-surnamed employees
of Pacific. It Is also concerned about the serious cconomic
consequences depicted by Pacific's witnesses and urges the Commission
to adopt an alternative which will preserve Pacific's eligibility
for tax benefits.

The National Associlatlion for the Advancement of Colored
People (NAACP). NAACP 413 a civil rigzhts organization with the
principal purpose of eliminating racizl discrimination 1n every
facet of American life. It urgec the Commission to allow Pacific
the full tax advantages of accelerated depreciation and ITC to
preserve the employment of ethnic minorities and ald in employing
the large number of unemployed black persons.

The Pacific Televhone Emplovees for Women's Affirmative
Action, Southern California. This 4is an organization dedicated to
alding Pacific in achieving its affirmative action goals relating
to women and urges action similar to the other above-mentioned groups.
Discussion

One of the major difficulties in the resolution of these
cases 1z the length of time that has transpired between the onset
of the problem and its latest submission for resolution. In Case 1
the court recognized then (in 1971) that one extreme or the other
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in the solution would be harxsh to either the utilities or the
ratepayers. That proposition has now been exacerbated by the

passage of years and many millions of dollars of increase in the
deferred tax reserve, Now, in the event of the loss of

eligibility for the tax benefits flowing from accelerated
depreciation and ITC, Pacific estimates its total potential tax
liability hexre from 1970 through the end of 1976 at $764 million,
while General estimates its comparable liability at $223 million, or
together almost $1 billion in potential tax lizbilities. This is
without regard for any rate refunds, ongoing rate reductions, and
othexr costs that might be attributable to a retrxoactively assessed
tax liability, such as the need for raising additional funds for
plant investment, the deterioration in financial position, the
necessity for increased interest rates and returns on debt and equity,
and a myriad of other problems involved, not the least of which are
the staggering rate increases that arc foreseeable as the bottom

line in such a scenario. We are secking to resolve this dilexma in

2 middle ground, perhaps pleasing no one, but finally disposing

of this problem by more suitably leveling the interest of the
utilities and the ratepayers. Eligibility is the first issue to be
determined. To render a decision which attempts to resolve these
cases without regard for this issue might create problems for these
utilities, their ratepayers, the Commission, and the Couxrts that cven
exceed (both in scope and complexity) the problems that we are
attempting to resolve in this decision. In the final analysis a loss
of eligibility to the utilities would not only create service problems
(though certainly not of the scope described by Pacific's)

but would create staggering financial problems to be ultimately
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borne by the ratepayers whose interests we are attempting to redress,
We believe that eligibility for these tax benefits should be
maintained and proceed on this basis.

Accelerated Tax Depreciation

The parties recommend various positions which encompass the
entire spectrum of possibilities from maintaining the status quo with
normalization to a method waich would irefund more money than wculd be
available under Zflow-through, While the alternatives submitted are
plentiful, all axe substantially variations on two themes: (1)
reduction of xate of xeturn; and (2) sowe form of reflecting the
inerease in the deferxred tax reserve in order to furthner reduce the
rate base (the annual adjustment method),

The utilities would prefer to maintain the status quo,
though Pacific condescended to advocate what amounis o an annual
rate case, merely holding the rate of return and any other test year
adjustments constant while delving into the entire cost of sexrvice
each year, 3 solution that will solve nothing while adding to the
specter of regulatory lag.

General was somewhat more generous by offering additicnal
variations on the annual adjustment, while offsetting the increased
defexred tax reserve with increased federal tax expense.

The staff basically recommended full flow-through but as
& concession to compromise supportced a rate of return reduction
based on reduced risk only for future rates and a2 refimd based on
full flow-through for the rates subject to refund, LA recommended
a maximum two percentage point rate of return reduction for the
current test year 1975-1976 for Pacific, although it supports flow-
chrough as the only pwovexr ratemaking approach.

For General's test years the rate of return difference
between flow-through and normaiization was .14 percentage
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polnts in test year 1970, 1.39 in test year 1974, and 1.58 in test
year 1976. (Staff Exnhibit 45.) For Pacific, the pertinent years
and comparable differences are as follows: Test year 1973, 1.52
percentage points; test year ending June 30, 1975, 2; test year
ending June 30, 1976, 2.17. (Staff Exhibit 46.) The flow-through
basls always produces a2 higher rate of return because the greater
the dollar amount of depreciation differentiazl is between straight-
line and accelerated depreclation, the smaller the correlative
federal tax expense 1s for the flow-through company, and the greater
the earned rate of return.

While we agree that full flow=through 1s the proper
and best ratemaking method, we shall not consider 1t further because
both Pacific and General would be ineligible for accelerated
depreclation and ITC if rates were set on 2 flow=through basis.

We must look to some other alternative, proposed or encompassed in
the entire range of possible alternatives.

All the variations on the theme of increasing the deferred
tax reserve provide readily estimable items for the purpose of
computing the necessary numbers to determine the gross revenue
requirements and rates. On the other hand, the reduction in rate of
returm is subjective, highly judgmental, and most difficult of
quantification, as all the parties concede. If we were to adopt
reluction in rate of return, what number would we adopt? How is this
nunber to be determined? Is the difference in rate of return because
of reduced risk merely a function of the dollar difference, as
suggested by LA's witness? (Exhibit 22, page 16.) If not, what other
factors are used to compute the actual number? If we adopt reduction
in rate of return based on the dollar differences, as computed by the

staff, what justification is used to differentiate this return from
the return based on normalization accounting? Do we reason that the

entire reduction in rate of return is caused by the risk reduction,
as we did in D.85627 (Southern Califoxnmia Gas Company)?

21-22
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In D.83540, the decision on petition for rehearing in
D.83162, we stated on page 4: "The impact of normalization upon
risk, and hence upon rate of return, was taken into account in
the Commission's deliberations and was one of the factors which
caused us to reduce the equity return authorized for Pacific
below that authorized for other California utilities of similar
capltal structure, The impact of normalization on Pacific’s
risk was not specifically discussed because it was not digputed;
all parties, including Pacific, conceded that the authorization
of normalization reduces risk below that which would otherwise
result. This uncontradicted evidence was taken into account in
fixing rate of return.” To now say that we shall again reduce
rate of return in D.83162 when we already conceded that it was
taken into account in setting the original rate of return would
be unfair as the reduced risk would be reflected twice in rate
of return., UWe believe it fairer to.use a variation of the
annual adjustment proposed, which we will call the "averaged
annual adjustment".

The theory of this method is simple: Because the
increase in the deferred tax reserve is deducted from rate base,
the authorized rate of return on the smaller rate base produces
less revenue. The smaller amount of net revenues will then
produce less tax expense since the taxable income will be
decreased. Essentially, the total of the reduction in net
revenues and the decreased tax expense, together with the adjust~

ment for uncollectibles, amounts to the total gross revenue
reduction.
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General's expert witness testified (Exhibit 3, page 10):
"If the deferred tax reserve is determined as of a time subsequent
to the test period, tax expense for ratemaking purposes must be
determined as of the same time." This principle ic embodied in
General's £irst altermative (pages 13 and 14, above), which
remedies the alleged defect of the old pro forma method, which
did not take into account tax expense for the same period used to
calculate the reserve. (General's opening brief, page 16.)
General's opening brief, page 16, describes the
methodology, as follows: "...the deferred tax reserve is averaged
three years into the future in the same fashion as pro forma
normalization, and in addition, federal income tax expense is also
averaged for the same three-year period by which test period tax
expense and rate base is adjusted. The necessary correlation of
the reserve and tax expense provided in the cited Treasury Regu-
lation is thereby achieved (Exhibit 3, page 16)." This is
exactly tihe methodology for the averaged annual adjustment.

General believes it fair to assume growth in the tax
expense every year. The actual federal tax expense bears no
dircet relation to the increase in deferred tax reserve, but
fluctuates independently of it. (Exhibit 36, Pacific;
Exhibit 27, Gemeral.)® TR 1.167(%)-(1)(h)(6) does mot discuss
revenue growth, nor the directlon of federal tax expense, but
only the time frame for two specific items, We think it equally
fair to assume a tax expense for the averaged annual adjustment
that decreases as the deferred tax reserve increases in each year
to accurately reflect only the increase in deferred tax reserve
in the same period of tax expense. Thus, we will hold constant

&/ In addition, the effective actual tax rate has been generally

declining.
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all ftems of cost-of-service not directly dependent on the increase
in deferred tax reserve. The computation starts with the test
year figures, Using the latest available estimates, we will
compute the reduction in net revenues resulting from the increased
deferred tax reserve in ecach of the next three years, compute the
resulting decrease in tax expense Iin each corresponding year, then
average the deferred tax reserve and federal tax expense for the
four-year period, These averaged ammual adjustment figures for
deferred tax reserve and federal tax expense will then be used in
the current test years for the pending rate cases. For past years,
the total of the decrease in net revenues and decrease in federal
tax expensejL/ will be deducted from the gross revenues computed
under normalization accounting, and the difference shall be
refunded, Tables 1 and 2 (Appendices B and C) show the method

and results for Pacific and General, respectively. Total refunds
through Decembex 31, 1977 for Pacific are $110,785,000 and for General
are $40,230,000. The current rate reduction is $31,609,0C0 for
Pacific and $6,571,000 For General,:gf based on current test years
and estimates for three succeeding years. The refund amounts
contain Interest at the rate of 7 percent per anmum through December 31,
1977 from the time the rates were originally authorized and collec-
tion began. The deferred tax reserve amounts used are actual
through 1976 and estimated thereafter.

2/ A small factor shall be added as appropriate to compensate

for decreased uncollectibles and franchise taxes.

10/ This amount may be adjusted for more current estimates in
A.55492 for Pacific.
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Pacific's opening brief (pages 42 and 43) indicates that
cost-of-service must include the total tax expenselé/ for the test
period and the succeeding '"pro forma' pericd. This means the tax
expense for each of the future years will have to be estimated.
Vhile Pacific agrees that the regulations do not cover how tax
expense must be estimated, it indicates that the same method used
to estimate future deferred tax reserve must te used to estimate
future tax expense or the procedure would be suspect and subject
to IRS disapproval. No authority is ¢ited nor is any specific
method of estimating proposed, nor does the IRC and the treasury
regulations direct or discuss the estimating process. We believe
our method is direct, simple, and in full compliance with the
applicable federal law. Eligibility will be maintained since the
federal tax expense for cost-of-service purposes 1s computed for
the same period as the deferred tax reserve. While we agree that
it uses a bookkeeping fiction, it is no more fictitious, no moxe
1llogical, and no more unrcasonable than the fictitious theory of
noymaiization. In San Fraacisco v PUC (1871) 6 ¢ 34 119, 130-131,
the court said ''Both of the extreme methods (normalizztion and flow-
throuzh) involve a fictitious charge of federal zax expensc...
Since a fictitious figure must be used vader either method it is not
improper for the commlssion to use an additiomal fictitious
factor to limit the harsh results. Insofar as the compromise
would impose a lesser burden on Pacific than is permissible
consistent with due process (lesser than the burden under imputed
accelerated depreciation with flow-through), Pacific is not in a

position to make due process objectioms.” Ve adopt this reasoning
here.

i/ General's exception to the Proposed Report makes this same
point. OCur discussion applies equally to this exception.
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The averaged annual adjustment is actually a form of
annual ratemaking. It is not objectionable because it uses
assumed constants, as these are used in an ordinary test year
projection, whether or not we are considering the deferred tax
reserve and the tax expense in an isolated manner. If the test
year is8 1970 and the rates remain in effect umtil the next test
year, which is 1974, we have assumed that the cost-of-service
has remained comstant for the years 1971, 1972, and 1973. This
may be unrealistic, but clearly permissible under our authority
and the law. On a normalization basis, we will do the same.

We will compute the deferred tax reserve and the tax expense on
a normalized basis for the test year, and thereafter until the
next test year those items and all other elements of cost-of-
sexrvice are deemed constant, We see no difference in taking
the deferred tax reserve and computing the tax expense and the
rates based on those two items (and their variables) for years
subsequent to the test year and averaging them bick into the
test year. Though the method is different, the principle is
identical to the ordinary test year principle. Nor is this
subject to the objection that this is a flow-through subterfuge.
Everything and every method proposed by any party, including
normalization as used by the companies here, is a method of
flow-through. Normalization, according to Pacific, saves the
ratepayers a great deal of money compared to straight-line
depreciation, and there is no question that it does, But it
does not approach the only sensible and realistic method of
setting rates--using the actual tax expense as the cost-of-
service tax expense. The method being adopted here is a more
equitable and realistic method of normalization than the other
proposals and the best avajilable now.

-27-
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waile we agree with the Supreme Court that the effect of
accelerated depreciation and ITC is identical the laws and
regulations recpecting them differ substantielly. Thus, the specific
delineation of pcrmissible ratemaking policies in xegard to
mefataining ITC eligibility as set forth im IRC Section 46, supra,
requires & ratcmaking treatment for ITC differing from that accorded
accelerated depreciation.

There is no question that utilities which did not elect
accelerated depreciation with flow-through prior to the effective
date of TRA were ineligible to elect Option 3 (immediate flow-through
of ITC when it became effective in December, 1371. 1In D.85627
(Southern California Gas Company (SoCal)), we imposed a rate of
retuxn reductlion because of the reduced risk and increased cash
flow generated ia part as a result of SoCal's election of Option 2
for the yeaxs 1975 and 1976, when ITC was lacreased for those years
from 4 to 10 percent for utlility plant additions and from 7 to 10
percent for transmission plant additions.éa/ It is our position
that ITC eligibility was not affected by D.8§5627. However, the
Internal Revenuc Serxvice (IRS), in response to a request from
SoCal, issued zn alleged ruling (Exhibit 52) of which we were
notified by letter dated November 22, 1976. In this alleged ruling
the IRS conciudes that ITC will not be avallable to SoCal for federal
income tax purposes when the benefits to be derived therefrom axe
treated for ratemaking purposes in the manner provided in D.85627
(as affirmed by D.86117). Ouxr Supreme Court has granted & writ of
review on SoCal's appeal of D.85627 and 86117 and has heard oral
argument on the matter. While the IRS ruling 15 not the final deter-
mination of thi:s issue, we believe that g zate of return reduction is

12/ This increase in ITC was extended through 1980 in the bill
signed into law on October 4, 1976.

28




. A.53587, et al. Alt,-JEK-ap/ol *

not warranted in this orocecding in any eveant, We also, in this
procecding, reciect the concept of a permanent reduction in rate of
return for past as well as future rates, as recommended by some of
the parties.

We do not believe a rate of return reduction to be any
more of a subterfuge for accomplishing flow-through than any of the
other methods presented here nor are we rejecting it for that
reason. In a full rate case, all the elements of cost-of-service
are considered in the process of arxriving at a2 reasongble rate of
return, Hewve, all the parties advocating this method base it solely
on the number of dollars of desired refund, and not vice versa.

In this proceeding, where we are addressing ourselves to changes
in the level of ITC which may be expected to occur beyond the test

. year, we prcfer a more precisely escertainable result.-l-'?ﬁ/ For these
reasons we are adopting for the purposes of ITC and eligibility
thereunder the only method that appears to encompcss all the factors
we desire, the annual adjustment. Sometime prior to the first day
of each year after {and Including) the test year, we shall re-
calculate the ITC for the coming year on the basls of the best
estimates then available and shall adjust the rates accoxdingly at
the beginning of the year to provide for the full year-to-year
growth in the annual amount of ratable f£low-through (Option 2).
The difference in tax expense between that occurring on the test
year because of Option 2 and that estimated for the adjustment year
would be computed on the most recent estimate for eligible plant
additions. The intrastate factor would be applied and the charge .
would be converted to revenue requirement ///

13/ This reasoning appiled equally to accelerated depreciation.
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by the proper net-to-gross multiplier and applied as an adjustument
to decision rates for the year following the test year. There-
after, we shall delete the carliest year and use the next year to
establish the tax cxpense difference, and adjust the then current
rates.éé/ For Pacific. the refund obligation through December 31,
1977 for ITC is $51,231,000 and the approximate current rate “
reduction is $23,346,000 (Table 3, Appendix D). For General, the
comparable figures are $15,649,000 (gross) and $4,771,000 (Table &,
Appendix E). ' o

We are rejecting all the other proposed treatments for
varying rcasons, principally that they either cause or tend to
raise doul =s about eligibility, or do mot adequately redress the
balance between the ratepayers and the utilicies.
Imputed Flow-Through of Accelerated Depreciation

In roeviewing the record of this proceeding it has come
to our attention that certain old vintage plant additions were
not previously considered in the ratemaking process. We shall
discuss Pacific and General separately. )

Pacific

Ian D.74917 dated November 6, 1968 we imputed flow-
through of accelerated tax depreciation for 1967 vintage plant
using 2 1967 test year. Im D.77984 dated November 24, 1970
(test year 1970) the normalization treatment for accelerated
depreciation was ordered for Pacific. hen this decisionwas
annulled the rates reverted to those set in D,74817 (test
year 1967). 1In D.80347 dated August 8, 1972 rates were increased

14/ Annual adjustments may also be implemented when a Commission

decision becomes effective after the beginning of the first
annual adjustment period., The first annual adjustment will
merely be incorporated in any such decision,
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using 1970 vintage plant additions to determine the flow-through
of accelerated depreciation ordered there. The rates set in this
final decision were effective until August 17, 1974, the effective
date of the rates set in D.83162. The ner effect of this history
is that no accelerated depreciation for 1968 and 1969 vintage
plant additions was ever reflected in Pacific's rates, even though
our Supreme Court approved the imputed flow-through of accelerated
depreciation.

In Exhibit 32 in A.53587 (and the A.51774 rehearing),
this imputation was proposed for the two years in question. We
shall adopt this recommendation. Further, we shall continue
this imputation through Pacific's test years 1973 in D.83162 and
1974-1975 in D.85287 and shall order here an ongoing reduction
in pending A.55492 (test year 1975-1976) for this flow=-through
item. These amounts are as follows:

Flow-Through of 1968 and 1969

Vinta§e Plant Additions
(Table 5, Appendix F)

(Dollars in Thousands)

D.83162 (Test Year 1973) 8/17/74 to 1/4/76 $24,158
D.85287 (Test Year 1974-75) 1/5/76 to 12/31/77 19,412

$43,570

Ongoing reduction (TY 1975-76) A.55492 $ 5,539
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SUMMARY OF PACIFIC REFUNDS
RATE REDUCTIONS THROUGH DECEMBER 31 1977

(Dollars in Thousands)

REFUNDS

Accelerated Tax Depreciation

(Table 1, Appendix B) $110,785
ITC (Table 3 Appendix D) Sl 231
Flow-Throu§h of 1968 and 1969 Vintage

(Table Appendix F) 43,570

TOTAL REFUNDS - $205,586
RATE REDUCTIONS (A.55492)

Accelerated Tax Depreclation

Table 1, Appendix B) $ 31.609
ITC (Table 3, Ap ;iendix D) 23,346
Flow-Through of 1968 and 1969 Vintage

(Table 5, Apperdix F) 5,539

et a————

TOTAL RATE REDUCTIONS $ 60,49
TOTAL KEFUNDS AND RATE REDUCTIONS $266,080

General
A similar situation exists for General but it is limited

to 1969 vintage plant additions. In D.75873 dated July 1, 1969
we imputed flow-through of accelerated depreciation for 1968 vin~
tage plant using a 1968 test year. In D.79367 dated November 22,
1971 increased rates were ordered using the mormalization treat-
ment of accelerated depreciation beginning with 1970 vintage
plant additions. Thus, 1969 vintage plant additions were never
reflected in General's rates, all of which have been subject to
refund since D.79367.
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In Exhibit 5-R in A.53935 (and the A.51904 rehearing),
this imputation was proposed for 1969. We shall adopt this recom-
mendation and shall continue this imputation from December 12,
1971 (the effective date of D.79367) through test years 1970
(D.79367), 1974 (D.83779), and 1976 (D.87505).

However, in Table 6 of Exhibit 2, General claimed credit
for refunds and rate reductions already made as a result of the
sonulment of D.78851 of Pacific.l®/ 1In D.83778 dated November 26,
1974 we said, om page 41:

"The refunds already made by General
are attributable to the annulment of
Decision No. 78851 while the settle-
ment revenue losses to Gemeral sxe
attributable to the annulment of that
decision and also to the difference
between Pacific's rates authorized

. in Decision No. 80347 and Pacific's
annulled rates.'

Failure to give General credit for these sums would
amount to requiring double refunds. Since this would be ineq-
uitable, we are offsetting the losses already incurred against

15/ This claim was also made in General's exceptions to the
Proposed Report.

|
!
|
|
|
i
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the refunds and rate reductions required of General by this
decisiou.lﬁ

SUMMARY OF GENERAL NET TOTAL REFUNDS
AND RATE REDUCTIONS THROUGH DECEMBER 31, 1977

(Dollars in Thousands)

REFUNDS

Accelerated Tax Depreciation
(Table 2, Appendix C) $34,987
ITC (Table 4, Appendix E) 15,363

Flow-Through of 1969 vintage

(Table 6, Appendix G)
2. D.79367 (TY 1970) 12/12/71 to 12/20/74 9,244
b. D.83779 g'ry 1974; 12/21/74 to 7/17/77 7,245
C. D.87505 (TY 1976) 7/18/77 to 12/31/77 670
TOTAL REFUNDS $65,440
RATE REDUCTIONS (D.87505)

Acceleraced Tax Depreciation
. Table 2, Appendix C) $ 6,571
ITC (Table 4, Appendix E) 4,771

Flow—Inrough of 1969 Vintage
| (Table 6, Appendix G) 1,311
¥ TOTAL RATE REDUCTIONS 12,653
TOTAL REFUNDS AND RATE REDUCTIONS $78,093

16
=/ In applying the ¢redit, reductions are treated separately for

1971, 1972, and 1973 (from 1/1/73 to 9/22/73 only) and com-
pared to refunds computed for those years, in accordance with
the principle used by General in Exhibit 2, Table 6., Reduc~
tions in refunds are made first to the imputed flow-through
rzefunds, then any remaining reduction is credited to ITC, and
finally any remaining reduction is credited to accelerated
tax depreclation. (See Table 7, Appendix H.)
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Service

Pacific has depicted a service and employment scenario
of horrendous proportions in the event it loses eligibility for
accelerated depreciation and ITC, and assuming a back tax payment
of $764 million, rate refunds of $73 million and an ongoing rate
reduction of $62.6 million. In 1972 and 1973, however, Pacific
refunded 3176 million together with a rate reduction of $90 million and
had no significant employee layoffs, no deterioration in service
and no adverse effects on earmings.

Because the eligibility of both companies 1s unaffected
in our judgment, we foresee no meaningful change in the operations
and quality of service, number of employees, level of earmings,
impairment of financial integrity, or other deleterious comnsequences
as predicted by Pacific, Thus, the companies are put on notice
that any deviation from their current service indices, objectives,
standards, and our Genmeral Order No. 133 zshall be monitored and,
when appropriate, puniszned to the frllest exztext of the law. For
these purposes, we particularly emphasize Pacific's 1976 Sexvice
Objective List admitted as Exhibir 43 in its pending A.55492 as
exemplary of the service standards expected, together with the
ultimate determination, in the same proceeding, of the acceptable
level of held primary orders.

Miscellaneous Contentions

Pacific and General have discussed many other points,
some pertinent, some not. UWe shall briefly discuss due process,
actual results of operations, confiscatory rates, retroactive
ratemaking, credit for revenues authorized but uncollected, and
settlement adjustments,
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Pacific relies heavily on the case of West Ohio Gas
Company (No. 2) v Public Utilities Commission (1935) 294 US 79.
There the regulatory agency had, in setting a rate in 1933,
chosen to rely exclusively on data from 1929, ignoring available
revenue and exrense data from 1930 and 1931. The court said this
was an uncons:itutional precedure. Our situation here is easily
distinguishable, as we are taking into account the actual deferred
tax reserve and ITC amounts for the past years and computing the
functional variables from that actual number. Our Supreme Court in
Los Angeles v PUC (1975) 15 ¢ 3d 680, has already found this pro-
cedure to be proper since the tax expenses and reserves under
accelersted depreclation vary zbrnormally with respect to the other
components of a utility's finances. The court said on page 703,
"Simply to recognize this fact is not to demy due process.’

Further, the actual results of Pacific's operations
indicate a financial picture much brighter than depicted by
Pacific., It is true that the dividend on common stock has not
been increased since 1961, as Pacific alleges, but that iIs a
management decision which is not directly related to its per
share earnings or any other indicia of financial progress. In
1961 Pacific had 104 million common shares outstanding while at
the end of 1975 it had over 163 million such shares and contem~-
plates over 181 million at the end of 1976. Thus, the total
dividends paid now are approximately two-thirds greater than in
1961, to over $202 million in 1975. Further, the earnings per
share increased from $1.46 in 1970 to $1.82 in 1975 and $2.06 in
1976, all on an increased number of outstanding shares. There
has been an increase in the number of employees, an increase to
carned surplus from 1972 to 1975 of the staggering sum of
$245 million, and an increase in construction budget from 1971
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to 1974 of $225 million. And this was all accomplished while
refunding $176 million with an ongoing rate reduction of

$90 million per year. If this be confiscation, let there be
more of the samwe. In view of these facts, Pacific's arguments
xregarding confiscatory rates are untenable and rejected.

Neither do we agree with Pacific's position that the
lmposition of a penalty for imprudence would constitute {mproper
retroactive and punitive ratemaking since this procedure has
already been approved by the Supreme Court (6 C 3d 119). Penalties
for imprudence, like penalties for civil or criminal wrong, have
nothing to do with rates; they are punishment. But we are not
imposing a penalty here; we axre determining the proper basis for
setting rates.

Pacific has suggested that it is appropriate, in the
event the Commission orders a refund in this matter, to deduct
from the amount of refund the revenues previously authorized
but not collected because it has fziled to earn its authorized
rate of return. If rate of retuxn has not been carmed, the remedy
for that, as clearly set forth by the court in 15 C3 680, is to
seeck rate relief, which both companies have done and are
presently doing. Further, this recommendation would guarantee
the authorized rate of return. Because it is axiomatic that
this Commission does not guarantee the rate of return, but merely
provides an opportunity to earm it, the requested credit would
be inapposite,

Since our action will not render Pacific ineligible,
we need not answer its argument that this would unduly buxden
interstate commerce, particularly as mno evidence on this point
was tendered,
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The rates to be filed by the utilities pursuant to this
order will, of course, reflect settlement payments between
utilities. However, we will not authorize any retroactive

settlement adjustments associated with refunds resulting from
this order.

Refunds in the Form of Stock

It was suggested in the event a2 refund was ordered that
it be accomplished via the issuance of capital stock of
Pacific and General. The companies introduced a great deal of
material setting forth the prodlems involved with this idea.
The major potential problems are with the Securities & Exchange
Commission, the difficulty of issuing minute fractional shares
for small refunds to ratepayers, the large cost of such a program,
and the Commission's authority to order such a securities issue.

. No party supported this concept in its present form. We shall
not order it.
Refunds and Reductions

‘Refunds in the past have been made in direct

proportion to, the billing of the various customers without
rogard to class of service. In this case it was suggested that
refunds be made only to residential customers on the theory that
since business customers include telephone service cost as part
of their cost of doing business, they are being paid by the
consumer for the cost of the phone service. A refund theoreti-
cally would then creaze a windfall for the business phone custeomers
since no refunds by the business customers would be made to its
customers. IC can also be argued, however, that the amount of
any refund to the business customer would be used to reduce the
¢ost of business for the period in question and thereby would be

' ] . tiwi,
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reflected in lower or stable prices. In our opinion there is no
evidence, one way or the other, in this proceeding to support either
view.

Another suggestion was to refund to all customexrs on a
per capita basis, meaning that the total amount of the refund would
be divided by the total number of customers of the company and the
same dollar amount refumd would be given to each customer whether
residential or business. Since the number of residential csstomers
is much greater than business customers, and as residential revenues
approach 50 percent, it is apparent that individual business customers
on average pay much greater monthly revenues to the phone companies
than the individual residential customers. This proposal, for
example, would have the effect of giving the city of Los Angeles,
General Motors, and every individual the same amount of refund. In
the case of the residential customers, their refunds might well
exceed their monthly bills,

Pacific and Genmeral will be directed to file proposed
refund plans. Approval, disapproval, or modification of the
proposed plans will follow by subsequent Commission order.
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The ongoing prospective rate reductions ordered herein
shall be reflected in rates for all current subscribers by a umiform
proportional reduction in the recurring basi¢ exchange primary
sexvice rates, 7To insure that rates for competitive services are
not reduced (since those rates azre generally priced as nearly as
possible at full cost) we are directing that only rates for basic
exchange primary service be reduced. With respect to central
office centrex service the reductions shall be made on the trunk
rate per station.

IRS Ruling Request

The companies have suggested that any proposed action
changing the method of normalization now being used should allow
the continuance of existing rates, either by putting the rates
aside in a trust fund, as suggested by the Supreme Court, or
keeping them subject to refund as at present, until such time
as a ruling can be rendered by the IRS regarding the retention
of eligibility under the method adopted by this Commission for
treating the tax expense problems. This is based on the theory
that if the IRS disapproves the proposed treatment the present
method of accelerated depreciation shall continue in effect, or
another proposed method may be submitted for a ruling. But the
companies' requests provide ro incentives to obtain an expedi-
tious advance IRS ruling, and might lead to further delay in the
implementation of the refunds contemplated in this order. Moxe-
over, General's expert witness Nolan indicated that there are
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some instances where the IRS will not issue an advance ruling,
nor does the IRS necessarily advise in advance that it will not
issue such a ruling. The supplicant merely walts and hopes.
Nolan also said that the more difficult the problem, the more
likely the IRS is to avoid issuing an advance ruling. We have
here a case of first impression under the tax laws, and we
think an advance ruling within a reasonable time is not
probable. Moxeover, the opportunities for such action by the
utilities have been ample in the past, yet they took no such
action, For these reasons we think that their proposals are
inappropriate.
Exceptions to Proposed Report
We shall discuss here, where necessary, the exceptions
that have not becen discussed elsewhere in this opinion.
Pacific
Pacific's exceptions generally fall into two categories:

1. Since D.83162 was issued in August 1974, its carnings
have been below the authorized rate of return and it is improper
to order refunds and rate reductions in such circumstances. We
have already discussed this point elsewhere, and concluded other-
wise. There is nothing sufficiently meritorious in Pacific's
exceptions in this area that have not been raised, discussed,
and disposed of by this Commission, or our Supreme Court.

2. Pacific's eligibility for accelerated tax depreciation
and ITC is endangered by the proposed treatment of these benefits.
(a) Accelerated Tax Depreciation. Pacific complains
of the use of recorded data for historical periods, but in its
brief cited the West Ohio Gag case (supra) as requiring the recog-
nition of such data. Its position is Inconsistent and varies
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with the direction the wind is blowing. Further, there is no
prohibition in proper ratemaking or the IRC sections in question
which bar this procedure.

Pacific also complains of the failure to use the pro
rata requirements in Treasury Regulation 1,167(:)=1¢(h)(6) (ii).

It overlooks the discussion on page 3 of Exhibit 16

sponsored by staff witness John Quinley, where the use of the
pro rata percentage of 46.33 is shown. Mr. Quinley explains

the offsetting working cash adjustment which produces a combined
effect of 50 percent as the proper figure to be used in deter-
nining the average deferred tax reserve and its ultimate revenue
effect. Footnote 4, Table 1, Exhibit 16, reflects this combined
effect, as does Footnote 4, Table 1, Exhibit 10-A (sponsored by
Pacific), which uses the identical percentage as {its Table 1l is
identical to Table 1 of Exhibit 16,

The other exceptions with respect to accelerated depre-
clation have been either mentioned or explained clsewhere and
merit no further discussion.

(b) Investment Tax Credit. Pacific c¢ites proposed
treasury regulations allegedly relating o its interpretation of
our ITC treatment. These proposals in our judgment do not effect
the validity of our treatment and have no force or effect, in any
event, being mere proposals. Ve reiterate that our treatment of
ITC is akin to an annual ratemaking procedure. We see
nothing in law oxr logic that prohibits rhis treatment.
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General

The thrust of General's exceptions relates to the
alleged ineligibility for accelerated depreciation which would
occur as a result of the treatment of that subject in the
Proposed Report. Gemeral alleges that the total tax expense
must be considered for the same period for which the deferred
tax reserve is estimated, and the Proposed Report considers
only the reduction in tax expenses. This is not the case, as
the reduction in tax expense for years afrer the test year is
used to reduce the test vear tax expense used in the succeeding
vear. The effect is to reduce each succeeding year's tax expense,
but the entire tax expense is used for the appropriate period.
General also alleges that the proposed method is exactly like
the old pro forma method, except for the time period. That is
correct, because the failure to consider the deferred tax
resexve for the same period as the tax expense is the alleged
defect of the old pro forma method regarding elizibility. The
Averaged Ammual Adjustment remedies this defect by considering
the two required items separately for the same period. While .
the effect is the same as pro forma, we are specifically complying
with the existing tax laws by using 2 proper method to compute
the revenue requirement. It must also be noted that this method
complies exactly with the method (though not the assumptions)
recommended by General and its witnesses.

We have already discussed and decided the other major
exception: the double refund effect for revenues authorized
but not collected because of Pacific's prior refunds.
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There 1s no retroactive ratemaking involved here since
a1l General's rates since November 22, 1971 nave been subjeet to
refund. The fact that ITC was not previously considered does not
make it res adjudicata, nor does it prevent this Commission from

reflecting its effect where possible. That is what we are doing
by this decision.
1A

A———

LA objects to the failure of the Proposed Report to
¢ecide the constitutlonality of the relevant tax laws undexr the
Tenth Axendment to the U.S. Constitution. We alrecady decided
that question in the affirmacive in D.83778 and see no reason
to g£o into the matrer again.

We have previously discussed, directly or indirectly,
all the other matters raised in IA's exceptions.

TURN

TURN filed two exceptions, one relating to its proposed
method of determining the amount of refunds (discussed earlier),
and the other relating to the effective date of the Proposed Report.
We see no nced to consider its exceptions.
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Egilogge

We desirxe to discuss the wisdom of using the
tax laws for the purpose of providing a capital subsidy (in this
instance, phantom taxes) from the taxpayers (in this instance,
the ratepayers) to a special interest group (in this instance,
state-regulated utilities). This occurs because every dollar
of taxes that the utilities pay is obtained in rates from the
ratepayer, even when the utilities can defer, and perhaps never
pay the taxes collected in rates. The regulators must essentlally
order two dollars to be paid to the utility by the ratepayer for
each dollar in taxes avowedly to be paid by the utility. This
seems to us to be a wasteful use of resources as well as a
legally sanctioned subsidy to the utility from the ratepayer
without the latter's comsent. The money is not being contributed
by investors in the usual manner, but is being contributed in the
form of rates by the ratepayer on a two-for-one basls and not on
a one-for-one basis, as is the case for traditional investment
capital, The funds are being obtained from the ratepayers under
the guise of taxes, while Congress has decreed that the money so
collected as taxes need not be used as taxes by the utilities,
but may be used by the utilities for whatever purposes they
desire. There is no restriction on the use of these funds in the
tax laws. The taxes collected, but not paid, in essence amount
to a direct capital subsidy which the utilities may use as
unrestricted capital. Nothing is paid to the ratepayers for this
investment use of the ratepayers' money as would be paid to
traditional investors. Thus, this is free capital, and this is
occurring in a free enterprise system which traditionally rewards
venture and investment capitall! Here, the converse is true.
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The ratepayers are actually being penalized instead of being
compensated for this subsidy. Their money is being involun-
tarily contributed on a two-for-one basis, and no return is
forthcoming on any basis. We think this is grossly unfair

and should be more forcefully presented by the utilities, by
the regulatory agencies, and by consumer organizations.
Congress has created a situation where in California both the
utilities and the ratepayers feel they are being whipsawed by
these tax laws and the actions of this Commission in attempting
to be fair to all sides. This Commission believes that it has
a2 legal duty to balance the interests of the utilities and the
ratepayexs and is attempting to do so, but finds itself more
frequently hamstrung by the actions of Congress where it appears
that the interests of the utility ratepayers are not adequately
considered, for whatever reason.

What this Commission proposes and strongly supports,
in lieu of this hidden subsidy and no-cost capital contribution
to the utilities by the ratepayers (we mean at no cost to the
utilities), is the elimination of the income tax upon regulated
utilities to be replaced with a gross receipts tax (or, for
enexgy and water utilities, a per unit of consumption tax),
as a surcharge to all billings paid by the ratepayers, to be
collected by the utilities and paid directly to the IRS, This
surcharge would be indicated as such on the utility bills and
would not be included in the utility cost-of-sexvice. It could
easily be structured to provide revenues to the treasury equivalent
to that now being paid as income taxes by the utilities. It
would eliminate the ratepayers' involuntaxry and hidden subsidy
to the utilities because what they pay in gross receipts tax
is what the IRS gets on a dollaxr-for-dollar basis. If the
utilities desire to obtain funds from the ratepayers for the
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purpose of expansion and investment, let it be done forthrightly
by direct subsidy so the ratepayers will have knowledge and the
opportunity for imput, Let the ratepayers share in whatever
benefits might acecrue to the utility as the xresult of any such
investment by the ratepayers. We see no reason why the rate-
payers, in their role of capital investors, should not share in
the fruits of their investment. We believe the tax laws are not
the proper medium for the creation of involuntary investment
capital. Tax law gimmickry should not tilt or distort the
balance necessary between state-regulated utilities and ratepayers.
The gross receipts tax would simplify the job of
Congress in levying taxes and simplify the job of the regulatory
agencies in setting rates, while preserving the rights of both
the utility and the ratepayers. It would create faster rate
relief on the part of regulatory agencies and maintain the
utilities on a solid financial basis, instead of requiring every-
one involved in setting rates to go through a series of contor-
tions and distortions to attempt to comply with or legally avoid

the effect of the existing tax laws and the concomitant uncertainty
and delay.

Findings

1. Pacific and General were imprudent in failing to select
accelerated depreciation when that option was available under the
federal tax laws. This imprudence denied the companies the option
to elect flow-through accounting for ITC and accelerated depre-
ciation purposes.

2. Tlow-through of the tax benefits accruing under accel-
erated depreciation and ITC is the best method of handling these
benefits for the purpose of balancing the interest of the rate-
payers and the companles for ratemaking purposes.
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3. Pacific and Ceneral are ineligible to elect flow-through
accounting for accelerated depreciation and ITC for ratemaking
PUTpPOSes pursuant to IRC Section 167, et seq. and Treasury
Regulation 1.167, et seq. Normalization accounting is the most
appropriate method available to Pacific and General. Under the
normalization method we are adopting for ratemaking purposes, tax
depreclation expense for ratemaking purposes will be computed on
8 straight-iine basis while federal taxes will be computed on an
accelerated depreciation basis. The difference between the two
tax computations will be accounted for in a deferred tax reserve.
The average sum of the test year deferred tax reserve and the
deferred tax reserve for the three next subsequent years shall be
deducted from rate base in the test year. As a result of each of
the deductions from rate base federal tax expense will be recom-
puted on the same basis in the tegt year for the test year and
the three corresponding subsequent years, thus matching the
estimated tax deferral amount for each period with the estimated
federal tax expense for the same period. This method complies
with Tressury Regulation 1.167(2)-(1) (h) (6) and is normalization
accounting.

4, TFor ITC we shall make an adjustment prior to the end
of each calendar year (or as soon thereafter as possible) for
the rates to be set beginning January 1 of the next calendar
year taking into account at that time the growth in the amount
of ITC estimated for the next immedifate future calendar year asg
compared to the last test year (or last preceding year), and
recomputing federal tax expense and gross revenue requirements
based on that new estimate for each year between rate cases.

This method complies with the requirements of ratable (service
life) flow-through selected by the utilities undexr IRC Section 46.
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2. The methods described in Findings 3 and 4 are an attempt
to more accurately reflect in rates the abnormal growth in these
resexves compared to the other components of cost-of-service used
in computing rates.

6. The methods adopted in this order as described in
Findings 3 and 4 comply with the mandate of the California
Supreme Court set forth in City of Los Angeles v Public Utilities
Commission (1975) 15 C 3d 680.

7. The methods described in Findings 3 and & falrly balance
the incterests of the ratepayers and the utilities and avoid harsh
results to either as a result of the tax benefits accruing under
acecelerxat & depreciation and ITC.

8. The cmount to be refunded by Pacific to its ratepayers
under the method described in Finding 3 for accelersted deprecia~
tion 1s $110,775,000, including interest at 7 percent per anmum
from the date of :he respective orders entered from which refunds
are beilng r.quired, as set forth in Table 1. The current rate
recuction under this method 1s $31,609,000.

S. The gross amount to be refunded by General to its rate-
payers under the method described in Finding 3 for accelerated
depreciation {s $40,230,000, Including interest at 7 percent per
annum from the date of the respective orders entered from which
refunds are being required, as set forth in Tables 2 and 7. The current
rate reduction under this method 1s $6,571,000.

10. The amount to be refunded by Pacific to its ratepayers
under the method described in Finding 4 for ITC {s $51,231,000,
Including interest at 7 percent per anmum from the date of the’
respective orders entered from which refunds are beilng required,

as set forth in Table 3. The current rate reduction under this
method 1s $23,346,000.

.
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1l. The gross amount to be refunded by General to its
ratepayers under the method described in Finding 4 foxr ITC is
$15,649,000, including interest at 7 percent per annum £rom
the date of the resgpective orders emtered from which refunds
are being required, as set forth in Table 4. The curremt rate
reduction under this method ig $4,771,000.

12. The maintenance of eligibility under the federal tax
laws to allow Pacific and Gemeral to use accelerxated dep—eciatzon
and ITC is bemeficial to both the ratepayers and the utilities
and is an important goal of this Comnission in this decision.

13. It is reasonable to oxder a uniform proportional reduction
in the recurring basic exchange primary service rates. With
respect to central office centrex service it is reasonable to make
the reductions on the trunk rate pexr station.

14, It is reasomable to impute flow-through of 1968 and
1969 vintage plant additions for Pacific and 1969 vintage plant
additions for General, as the Supreme Court has previously approved
this procedure In San Francisco v PUC (1971) 6 C 3 119, and
accelerated depreciation of these vintages has never been weflected
in rates.

15. A gross receipts tax surcharge would abolish the
"two-for-one" collection of Income taxes from the ratepayers in
rate setting for utilities and would allow lower utility rates
sinca the gross receipts tax would allow a dollar-for-dollar
collection of taxes paid by the utilities to the federal government.
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16. As long as plant investment of the utility continues
to expand, the deferred tax reserve is actually a tax saving
and not 2 tax deferral.

17. It is unfair and unreasomable to use the tax laws to
create inmvestment dollars flowing from the ratepayers to the
utilities on which the ratepayers do not receive any return.

18. The gross wecelpts tax surcharge would eliminate the
involuntary capital contribution incurred by the ratepayers and
would abolish the windfall to the utilities by allowing them to
ccllect taxes from the ratepayers which they may never have to
pay.

19. The investment tax credit is z tax sav'ng and not a
tax deferral,

20. A gross recelpts tax surchexrge will prevent the dis-
tortion of the tax laws to create subsidies from the ratepayers
to the utilities in the setting of rates.

2l. In computing the refunds and rate reductions computed
herein, this Commission has used recorded figures, where avail-
able, for the periods in question.

22. The reduction and refunds of rates authorized by this
decision are justified and reasonable, and the present rates as
they differ from those prescribed therelin, are for the future
unjust and unreasomnable.

23. No revemue adjustments for settlements by Pacific and
General with interconnecting carriers will be allowed for the
refund period.
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24, The amount to be refunded by Pacific to its ratepayers
pursuant to Finding 14 1s $43,570,000, including interest at
7 percent per annum from the date of the respective order entered
from whiech refunds are being required, as set forth im Appendix F,
The current rate reduction undor this method is $5,539,000.

25. Because of revenues authorized, but not collected,

General {s entitled to credit for certain sums refunded and lower
rates set due to San Francisco v PUC (1971) 6 C 3 119 and D.78851 of
Pacifie, It is reasonable to offset these amounts against the other
refunds required herein, on an annual basis only, first reducing

the imputed flow-through of accelerated depreclation under Finding 14,
then the ITC refund, and lastly, the accelerated tax depreciation
refund,

26. The net amount to be refunded by General to its ratepayers,
pursuant to Findings 14 and 235, is $17,159,000, including interest
at 7 percent per annum from the date of the respective orders entered
from which refunds are being required, as set forth in Appendix G.
The current rate reduction under this method is $1,311,000.

27. As a result of Finding 25, the refunds due from General,
pursuant to rFindings 9 and 11, are reduced to the net sums of
$34,453,000 (Finding 9) and $13,828,000 (Finding 11).

28. The total net refunds due from Pacific and General, and
the total ¢current and/or ongoing rate reductions required respectively,
are summarized in the tables contained on page 32 (for Pacific) and
page 34 (for Gemeral).
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. Conclusions

1. The methods described in Findings 3 and 4 maintain the
eligibility of the utilities to use accelerated depreciation and
ITC and comply with the requirements of the Internal Revenue Code
relating te Pacific and General.

2. This Commission does not gusrantee the utility the ratge
of return authorized in rate proceedings, but merely provides an
opportunity to earn that return.

3. The method described in Finding 3 for accelerated
depreciation for Pacific and General is a normalization method of
accounting.

4. The method contained in Finding &4 for ITC complies with
the ratable (service life) flow-through option of ITIC under IRC
Section 46,

5. The Zmputation of flow-through of the accelerated tax
depreciation benefits for 1968 and 1969 vintage plant additions for

.Pacific and 1969 vintage plant additlions for Geme<al is a proper
ratemaking procedure and does not affect eligibility under the TRA
of 1969.

6. The wates being set herein are not confiscatory.

7. The offset allowed General due to the revenues authorized,
but not realized, is a proper ratemaking procedure,

8. There is no retroactive ratemaking ordered in this
decision, ‘
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IT IS ORDERED thzt:

1. The Pacific Telephone and Telegraph Company shall
refund the sum of $205,586,000 (computed as of December 31, 1977),
being the total of the amounts due under the recomputation of -
accelerated depreciation with normalization, investment tax
creclt on the service life flow-through basis, and accelerated
depreciation for 1968 and 1969 vintage plant addition on a
flow-through basis, as determined herein pursusnt to Findings 3,

4, and l4. This amount Inciudes interest at the rate of 7 pexcent
per year from the respective effective dates of the rates being
refunded,

2...General Telephone Company of California shall refund the
sum of $65,440,000 (computed as of December 31, 1977), being the net
total of the amounts due under the recomputation of accelerated
depreciation with normalization, investment tax credit on the
sexrvice life flow-through basis, accelerated depreciation for
1969 vintage plant additions on a flow-through basis, and certain
offsets thereto, as determined herein pursuant to Findings 3, 4,
14, and 25. This amount includes interest at the rate of 7 percent
per year from the respective effective dates of the rates being
refunded,

3. The Pacific Telephone znd Telegraph Company and General
Telephone Company of Californiz shall prepare and file refumd plans
for all current (at the time o< filing of the plam) subseribexs.
This plan shall be filed within thirty days after the effective date
of this order. This plan must be approved by an oxrder or
resolution of the Commission.
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4, The methods described in Findings 3, 4, and 14 shall be
applied to all future rates of The Pacific Telephone and Telegraph
Company and General Telephone Company of Califormia.

S. The filings required for the continuous surveillance of
carned rate of return as previously oxrdered in D.83540 and D.83778
“are no longer required.

6. The Pacific Telephone and Telegraph Company shall reduce
current rates by the sum of $60,494,000 (computed as of December 31,
1977), being the total of the reductions due under the recomputation
of accelerated depreciation with noxmalization, investment tax credit
on the service life flow-through basis, and accelerated depreciation
for 1968 and 1969 vintage plant additions on a flow-through dasis,
as determined herein pursuant to Findings 3, 4, and 14.

7. General Telephone Company of California shall reduce

current rates by the sum of $12,653,000 (computed as of December 31,
1977), being the net total of the reductions due under the
recomputation of accelerated depreciation with normalization,
investment tax credit on the service life flow-through basis,
accelerated depreciation for 1969 vintage plant additions on a
flow-through basis, and certain offsets thereto, as determined
pursvant to Findings 3, 4, 14, and 25.
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8. The Pacific Telephone and Telegraph Company and General
Telephone Company of Califormia shall prepare and file tariffs
reflecting such reductions on a uniform proportional basis on
recurring basic exchange primary service rates, and with respect to
central office centrex service the reductions shall be made on the
trunk rate per station. Such tariffs shall be filed within thirty
days after the effective date of this oxder and shall not become
effective until approved by order or resolution of this Commission.

9. Pacific and Gemeral shall not recompute intercompany EAS
or other settlement amounts between themselves or with other
independent companies as a result of the refunds or rate adjustments
ordered herein except for business done on or after the effective
date of this order.

10. In the event the refimd plans and tariffs required to be
filed by this orxder are effective after December 31, 1977, the amounts
shown in Oxrdering Paxagraphs 1, 2, 6, and 7 shall be recomputed to
the appropriate effective date of the refimd plan or tariff £iling,
with Interest as computed in Ordering Paragraphs 1 and 2.

The effective date of this order shall be twenty days
after the date hereof.
Dated at _ Sz Frazetsag , California, this __ /3 -/

day of QEDTCUOCH , 1977.

President
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APPENDIX A
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Applicants: Robert M, Ralls and Robert Dalenberg, Attorneys
at law, for The Pacific Telephone and Telegraph Company;
John Robert Jones, A. M. Hart, and H. Ralph Snyder, Jr.,

Attorneys at Iﬁw,’for General Telephone Company of California,

Interested Parties: Thomas M. O'Connor, City Attormey, and
Robert laughead, foxr City and County of San Francisco;
Robert W. Russell and Manuel Kroman, for Department of
Public Utilities & Transportation, City of Los Angeles;
George R. Gilmour, Attorney at Law, for TURN; James F.

rares, Jx., Attorney at Law, and Del Williams, fox
Continental Telephone Company; Louls DPossner, for City

of Long Beach; John W. witt, City Attormey, by William S.
Shaffran, Deputy City Attorney, for City of San Diego:
Alexander Goo ooian, City Attormey, for City of Bellflower;
Burt Pincs, City Attormey, by Leonard L. Snaider, Deputy
Clty Attoxrmey, for City of Los Angeles; Jack Kriasky, for
Ad Visor, Inc.; Dina G. Beaumont, for Communications Workers
of America; Thelma Garc &, Tor Pacific Telephone Women

Employees for Affirmative Action; Joseph J. Salazar, for
Los Padrinos, Inc,; William M. Bennete, Attorney at law,

. fox Consumers Arise Now. anm elf; Diamantes P. Katsikaris,
for Independent Taxpayers Union of California, inc..

Timothg J. S%ggson, for Citizens Action league; and John

¢, Oy rd W. Brooks, for Los Angeles Urban League.

Commission Staff: Timothy Treacy, Attormey at Law, J. D.
Quinley, and K, K. Chew. P
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TABLE 1

TRE PACIFIC TELEFHONE AND TELEGRAPH COMPANY
INTRASTATE OPERATIONS

CCMFUTATIONS OF REFUNDS AND ONGOING REYENUE REDUCTION IXE TO KEWLY ADOFTED
THEATMENT OF TAX EXTENSE REIATED TO LIBERALIZED TAX DEPRECIATION

H : ! t Arerage ! Net Pevenue Peducticn 3 Federal 1Gross Revenue tRefunds by Decision endy
E :Deprecistion : Federal tReecerve for: 1 Average 1Additlom1 $ Income Taxt Other Gross:Reduction Over :Year's Rates Iffective s
t Test 3 Tax , ;¢ Deferred tNorzal- Annual k\'cnue 3 '
t_Teor lDilferentuly: Er!e;ty Taxeal/ zitationjmdjustﬁent lhductlor—/:!’educt{orjjl Effecla-/moruliutiony Year }bfund-a-/ 3

) (8) ©) )] (£} (F) {0) () ~ (1) [%}) (x)
{DOLIARS IN THOUSANIS)
1973  $148,963 $ 71,502 136,787 $12,105  #24,M18 $12,312 $11,364 $5%0 $24,156 1975 3 11.5019/
1975 0,6
. 1976 35
19745 207,85 99,756 267,955 23, 38,687 14,976 13,823 21} 29,443 1976 33,33&1_‘0)—5

1977 %5.&%1
Total Refunds Through Deceatsr 31, 1977 $1l0,7
1975-6 235,802 3,187 38,3062 3303 9,212 16,078 14,840 691 31,609 1978 31,609

Arrual Ongoing Peduction in Excess of Korzaliration $31,609
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‘. Page 2 of 2
TABLE 1

NOTES

THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY
INTRASTATE OPERATIONS

Exhibit 10-A, Table 1, Colums (A) and (D).
Tax at 48% of Column (A).

Exhibit 10-A, Table 2, Normalization z NIG
(1.962 for 1973 and 1.966 for other test periods),

Exhibit 16-A, Table 2-A, Colum (B) ¥ NIG.

Column (E) minus Column (D).

Column (F) % .92307 /(F) x .48/1 - .48,

Effects of state inceme tax and uncollectibles
(039 x Col, (F) for T.Y. 1973 and ,043 x Col. (F)
for T.Y. 1974-75 and 1975-76).

(F) + (6) +~ ().

Col. (I) adjusted zs per Exhibit 34, page & and
Exhibit 41, Interest added at the rate of 7% per
year for 1974-77.

D.83162 rates effective 8-17-74 to 1-4-76,
0.85287 rates effective 1-5-76,
A.55492 test year data adjusted to most recent estimates,

Average of two calendar vears,
Yy
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TABLE 2

GENERAL TELEPECKE COMPANY OF CALIFORNIA
INFRASTATE OPERATIONS

oTv e ‘LBELSTY

OCMIUTATIONS OF REFUNDS ARD ORGOING REVENJE REDOCTION DUVE T0O NEVLY ADOPIED
TREATHENT OF TAX EXPENSE RELATED 10 LISTRALIZED TAX DEPFECTATION

- T’/ 2pMS

[} 1 Avereage i
t Federal tReserve for:

Net Revenue Peduction 1

Federal

tGross Revenue

$Refunds by Decision arnds

1 Lverage

Deferred

tNorzal

Arrual

shdditiorsl : Income Taxs Other GrossiFeduction Over :Year's Rates Effective ¢

' H

] tDepreciation

t Test t 1 Tax t

1 Year zmr[erenualys Efrectyz
(1) {8}

Peverue, ,t H t H
Effecteé/mcrulhation?/s Year Pefund—ai/ 3
{H) (1) (3} {x)

- gt 3 Net H 1
Taxesl/ =hationg/sldjustmenty=Reductlo b meductionﬁ/:
{¢C) (D) (E) {F) (G)

(DOLIARS IN TEQUSANDS)
$1,550

$ 3,55 $i1, 71 ¢ %6 ¢ 71 $ 1,621 $1,531 1255 $3,2%6

22,023 65,669 5,812 8,797 2,985 2755 1974

1976
1977
1977
197

1973
Anvrix) Ongoing Reduction in Fxcess of Yormsligstion

474519 22,607 110,507 9,780 12,855 3,085 2,843 638 &,571

Total Rsfunds Through Decemdber 31,
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TABLE 2
NOTES

GENERAL TELEPHONE COMPANY OF CALIFORNIA
INTRASTATE OPERATIONS

Y Exhibit 2, Table 1, Columas (A), (8), and (D).

2/ gyhibit 2, Table 2, Normalization # NIG
(2,087 for T.Y. 1970 and 2,113 for T.Y. 1974 and 1976).

3/ Exnibit 6-a, Table 2-A, Column (B) & NIG.

&
~

Column (E) minus Column (D).

fun
~

Column (F) x .92307 [{F) x .48/1-.487.

®
2

Effects of state income tax and uncollectibles
(.1645 x Col. (F) for T.Y. 1970, .1990 x Col. (F)
for T.Y. 1974 and .20695 x Col. (F) for T.Y. 1976).

I (my + (G) + (8.

Column (I) adjusted as per Exhibit 25, Table A-A-2.
Interest added at the rate of 7% per year for 1971-77.

D.79367 rates effective 12-12-71 to 12-20-74,

[o
<O
S~

D.83779 rates effective 12-21-74 to 7-17-77.

[w
-
e

D.87505 rates effective 7-18-77. Test year data adjusted
to most recent estimates.

12/ Adjustments for revenues not collected are shown on Table 7,
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TABLR 3

TEE PACIFIC TELERH(HNE AND TELEGRAPH COHPARY

INTRASTATE OFERATIONS

CCHFUTATION CF REFUNDS AND 1973 REVENVE REDCCTION DUE TO NEVLY
ADOPTED TREATMENT OF TAX EXPENSS RELATED TO INVESTHENT TAX CREDIT

o TQ/IP/HS TV 39 LBSESTY

1 b

Net Pevenue Peduction

:Gross Revenue

3 Teat Year tInvestment:Service Life

tAdditfonal : }’ederal

tRefunds by Decision end:
.Other GrosstReduction Over n'nr's Rates Effective @

:“d'!j':::‘)!nt:Pe?l-:::;-/n‘low-merhj-ldjut::‘:::ty:k&ﬁ:lcn—/gggzz1::5-/ ?f;::‘tjw/’ gz:f-f;rcl)i:e 1 Year : Pcfur,drgl :
[} {c) YR [§3] {r) (1)) (a8) [§3)
(Dollars fn Thousands)
yg $22,028 $ 3,249 $ 3,249 ' - $ - t - t - - $ “o/
974)  2h,901 3,249 5,805 1,556 1,437 €0 3,053 1574 1,411
1975) 62,157 3,249 9,025 5,776 5,332 225 11,333 1975 13,3022
(1976) 65,983 3,249 13,315 10,066 9,291 392 19,749 1976 2
12, }2, 12,
e 2;:328§J 2:33'/ lglggj 6,400 5,007 275 12,582 1976 13,61
(1977) 71,965 6,915 17,99 11,079 10,226 476 21,781 1977 _22,66222
Total Refunds Through Decesber 31, 1977 $51,231
orol2/
g 5:.'965 N }?ol/ i;.;s»l/ 6,824 6,299 293 13,816 1978 2,16V
(1978) 77,683 11,170 23,045 11,875 10,960 511 23,346

Year 1978 Reductfon $n Excess of Service Life Flow-Through

$23,346

r
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TABLE 3
NOTES

THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY
INTRASTATE CPERATIONS

Exhibit 10-A, Table 3, Column (A).
Exhibit 10-A, Table 3, Column (D).
Exhibit 10-A, Table 3, Column (D) in adjustment year,

Column (C) minus Column (B). Note duplication of
amounts for 1974, 1975, and 1976,

Column (D) x .92307 /(D) x ,48/1-.48].

Effects of state income tax and uncollectibles
(+039 x Col, (D) for T,¥. 1973 and .%%3 x Col., (D)
for T.Y. 1974-75 and 1975-76).

Columns (D) + (E) + (F).

Column (G) adjusted as per Exhibit 40, Computation
Method 2, Interest added at the rate of 7Y% per year
for 1974-77,

D.83162 rates effective 8-17-74 to 1-4-76,
D.85287 rates effective 1-5-76, One-half 1977 included.

A.55492 test year data adjusted to most recent estimates.
1978 reduction, Columm (G).

Average of two calendar years,

Adjusted as 10/4 times amounts shown in Exhibit 10-4,
Table 3 for 1977 in order to approximately reflect the
10% Investment Credit available under the Tax Reform
Act of 1976.-
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TABLE &

GENERAL TELEPE(NE COMPANY OF CALIFORNIA
INTRASTATE CPERATIONS

COUPUTATION OF REFUNDS AND 1978 KEVEMVE REICCTION DOUE TO NEWLY
ADOPTED TREATMENT OF TAX EXPENSE RFLATED TO INYESTMENT TAX CREDIT

H 1 H Net Reverue Reduction 1 iGross Pevenue tRefunds by Decision end:
t Test Yesr :Investment:Service Life tAdditional : Federal .Other GroesiPeduction Qver sYear 6 Rates Effective 13
t(hajustments Credit, 2 Annual 2/ Het tIncome Taf/ Reverue, 3 Service Life 3 P t
t  TYear) 1Realize :Flow-‘mrougb-/udiustn:ent P&ed:ctlon—/:&ducllon E!rects-/: Flow-Throuz : Year 1t Herund-/ t
{1} {B) {c) {p) (E) {7} [(}] (H) (1)
{Dollars {n Thousards)
1 - - - - ~ - - - -
o s 2,600 ' - + 200 $ 200 8 18 $33 1 418 1971 s - 3//13/
(1972) 5,119 - 420 420 388 69 872 1972 y-’f
(1973) hA77 - 718 718 €63 118 1,499 1973 1,520 1/
(197%) 5,006 - 1,052 1,052 971 173 2,19 197% 2,68, ?/
1974 5,006 1,052 1,052 - - - - -
sy s 1,052 1,708 656 €05 131 1,392 1975 1,622
O9%) 12,267 1,052 2,526 1,474 1,360 294 3,128 1976 3428YY
(1977) 20,093 1,052 3,866 2,814 2,597 S 509712 197 3,26725.'/
1976 12 267 2,526 2 )26 - - -~ - -
Gom o 526 3t a0 L2712 2,854 - gy
Tolal Refunds Through Decesber 31, 1977 13,828
(x572) 13,495 2,526 5,766 2,240 2,067 L&, ky771 1978 4o TTX

Year 1978 Reduction In Excess of Service Life Flow-Through $ 4,712

Y

. T0/2p/MS  *T* 99 L8S5ES

-
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TABLE 4

NOTES

GENERAL TELEPHONE COMPANY OF CALIFORNIA
INTRASTATE OPERATIONS

Exhibit 2, Table 3, Column (A). Note duplication of
amounts for 1974 and 1976,

Exhibit 6, Table 3, Column (D).

Exhibit 6, Table 3, Column (D) in adjustment year,
Column (C) minus Column (B),

Column (D) x .92307 /(D) x .48/1-.487,

Effects of state income tax and uncollectibles,
(1645 x Col. (D) for T.Y. 1970 and .1990 x Col. (D)
for T.¥Y. 1974 and .20695 x Col. (D) for T.Y. 1976).

Columns (D) + (E) + (F).

Colunn (G) adjusted as per Exhibit 25, Table 8-A.
§8§§r$§t added at the rate of 77 per year for

D.79367 rates effective 12-12-71 to 12-20-74,

D.83779 rates effective 12-21-74 to
7"17 -77.

D.87505 rates effective 7-18-77. Test year data
adjusted to most recent estimates.

Adjusted as 10/4 times amounts shown in Exhibit 6,
Table 3 fox 1977 in order to approximately reflect

the 107 investment c¢redit under the Tax Reform Act
nf 19746,

Adjustments for revenues not collected are shown om Table 7.
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Table 5
TRE PACIFIC TELEPHOME AND TELIGRAPH COMPANY
INTRASTATE OPERATIONS

COMPUTATIONS OF REFUNDS AND ONGOING REVENUE REDUCTIGH DUE TO IMPUTED FLOW-TRROUGH
OF ACCELERATED TAX DEPRECIATION FOR VINTAGE YFAR 1968 AND 1969 PLANT ADDITIONS

» TQ/AS T¥ 38 *Lg5CS°Y

|

tFederal Tex Effect of : Additional Net : ? :
: Accelerated Tax tRevenue Reduction: Federal : Addjitional :Refunds by Decielon and
Depreciatfon-Firat Year: Vintage Year iIncome Tax :0ther Gross:Groass Revenue:Year's Rates Effective

1 1968-1969 : t Pevenue_,: : :
19?0—1/ : W/ 3 Additionbé/ :Reductionrvs Sffectsyz Reduction-@/: Year RafundZ/
(1) (8) (¢) (D) (®) (¥) [()) (")
(DOLIARS IN THOUSANIS)

1973 $43,131 $50,132 $7,001 $6,462 1273 $13,736 1974 $ 6.5hq§/

1975 17,5
1976 -
1974-5 57,103 61,359 4,256 3,929 183 8,368 1976 9,606/
w77 9,196
Total Refunds Through Deceaber 31, 1977 $43,570
1975-6 65,782 68,599 2,817 2,600 122 5,539 1978 _ 5,539

Annual Ongoing Reduction $ 5,539

s 48 e se we

.
.
.
.
+
.
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TABLE 5

NOTES

THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY
INTRASTATE OPERATIONS

1/ Exhtbit 32 in A.53587, Table II, Column (a), Tax

Depreciation x 487%. For fiscal years, use average
of calendar years.

2/ Exnibir 32 in A.53587, Table II-A, Columm (a), Tax
Deprecilation x 487%. For fiscal years, use average
of calendar years.

3/ colum (B) minus Column (A).

4/ column (C) x 92367 ((C) x .48/1 - .48).

3/ Effects of state income tax and uncollectibles
(.03%9 x Col. (C) for T.Y. 1973 and .043 x Col. (C)
for T.Y. 1974-75 and 1975-76).

¥ @) ~ @) ~ (®.

z/ Col. (I) adjusted as per Exhibit 34, page 4 and
Exhibit 41, Interest added at the rate of 7%
per year for 1974-77,

8/ D.383162 rates effective 8-17-74 to 1-4~76.

2/ D.85287 rates effective 1-5-76;

10/ A.55492 test year data adjusted to most recent estimates.

11/

=" Average of two calendar years.
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Table 6
GENERAL TELEPHONE COMPANY OF CALIFORMIA
INTRASTATE OPERATIONS

COMFUTATIONS OF REFUNDS AND ONGOING REVENUE REDUCTION DUE TO IMPUTED FLOW-~TRROUGH
OF ACCELERATED TAX DEPRECIATION FOR VINTAGE YEAR 1969 PLANT ADDITIONS

* TQ/AS T® 39 *L955"Y

Federal Tax Effect :

of Accelerated Tax : Additional Net : Federal : : Additional : Refunds by Decision and
‘Depreciation-First Year:Revenue Reduction:Income Tax :Other Gross:Gross Revenue:_ Year's Rates Effective
: $

: ¢ Yintege Year : Revenus H :
1970Y : 19697 11969 AddttionsY iReduction: Biemios/ Reduction : Year : Refund?
- (&) (B)

(c) (D) (E) {F) ()] (B)
(DOLIARS IN THOUSANDS)

$1,8n $ 3,963 §2,152 $1,986 $353 84,491 - -
1971 by
1972 Y
1973
1974
11,001 12,055 1974
1975
1976
, 1977
13,789 14,410 573 128 1,322 1977
Total Refunds Through Deceaber 31, 1977
1978
Arrrial Ongoing Reduction

e w0 e we wme
s sa we ss am
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TABLE 6

NOTES

GENERAL TELEPHONE COMPANY OF CALIFORNIA
INTRASTATE OPERATIONS

1/ Exhibit 5-R in A.53935 and A.51904 Rehearing, Table I,

Column (a) Tax Depreciation x 487 x intrastate factors

of .831 gor T.Y. 1970, .873 for T.Y. 1974, and .855 for
T.YC A ? L ]

3/ Exhibit 5-R, Table I-A, Column (a), Tax Depreciation x

487 x Intrastate factors as in Footnote 1, above.
3/ Column (B) minus Column (A).
4/ colum (C) x .92307 ((C)x .48/1-.48).

5/ Effects of state income tax and uncollectibles

(.1645 % Col. (C) foxr T.Y. 1970, .1990 x Col. (C)
for T.Y. 1974, and .20695 x Col. (C) for T.Y. 1976).
& (cy + @ + (®.

7/ Column (H) adjusted as per Exhibit 25, Table A-A-2,
Interest added at the rate of 77 per year for 1971-77.
/

/
10/

D.79367 rates effective 12-12-71 to 12-20-74.
D.83779 rates effective 12-21-74 to 7-17-77.

D.87505 rates effective 7-18-77, Test year data adjusted
to most recent estimates,

11/ Aé ustments for revenues not collected are shown on
Table 7.
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APPENDIX E

Table 7
GENERAL TELEPEONE COMPANY OF CALIFORNTIA
INTRASTATE OPERATIONS

ADJUSTMENTS TO TABLES 2, 4, AND 6
FOR REVENTES NOT COLLECTED

Groze Revenue Reductions
12=-12-71 to : : l=1=73 %o
Ttem t 12-31-7) @ 1972 : 922273
(A) (B) c)

(Dollars in Thousands)
Total Revenues Not Collectedl/ > $ 846 $12,601 84,372
Line 1 Adjusted to 12-31~77 Refund Levelss 1,313 18,889 5,963
Refurd Offset by Lime 2

Ioputed Flow-Through 377 7,616 5,476
Investment Tax Credit 35 1,299 Le7

liveralized Tax Depreciation 21 5,486

Remaining Revenues Not Collectedz/ 393 2,994

Y Exhidit 2, Table 6, line 15 (adjusted for D.83778 refunde).

74 Adjusted by ireluding interest to match refund amounts.

-4 Line 2, less lines 4, 5, and 6, divided by interest factor.




A. 53587, ot al.
Deeision No.
COMMISSIONER RICHARD D. GRAVELLE, CONCURRING.

COMMISSIONER CLAIRE T. DEDRICK, CONCURRING.

We concur,

Today's decision, while attributed to this Commission, is not
really ours. We are merely the instrument of delivery. This decision was
spawned by the Bell System; nurtured by Coagress; brought through adolescence
by the efforts of our staff, the cities of San Francisco, Los Angeles, San Diego,
and TURN; shaped into maturity by the California Supreme Court; and finally
left to us for mere refinement. The entity most responsible for the result of

the order as it stands is the Court, which clearly mandated us to achieve a

balance between utility and ratepayer which we have finally done. We have also

protected eligibility by carefully remaining within the confines of the tax laws
and regulations. No one, however, should be confused on the latter point. The
ultimate verdict on the validity of this decision will have to be made in the United
States Supreme Cour: and the sooner that is accomplished the better off all
participants will be.

San Francisco, California J.M

September 13, 1977 ichard D. Gravelle, Commissioner

e 7.

Claire T. Dedrick, Commissioner
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PACIFIC TELEPHONE & TELEGRAPH COMPANY
GENERAL TELEPHONE COMPANY OF CALIFORNIA

Re: Accelerated Depreciation and Investment Tax Credit

COMMISSIONER WILLIAM SYMONS, JR., Dissenting

Califormnia stands to lose at least a billion dollars, with
nothing to gain, as the Public Utilities Commission majority again
plays brinkmanship with the United States Government. There is
no need to recklessly risk eligibility for such enormous sums in
federal tax deferrals and federal tax forgiveness.

Congress enacted the federal tax laws, and in order to qualify
for specific federal tax bemefits, it is realistic to expect that the
intentions of Congress be respected. Eligibility under the federal
tax laws makes it possible for the communication companies in
California to use accelerated depreciation and to receive investment
tax credit. To nave the federal govermment forego the collection
of these taxes is most beneficial to both the utilities and the
ratepayers. To risk these tax benefits so needlessly is bad
regulatory administration. Loss of eligibility through 1976 as a
consequence of California Public Utilities Commission action means
that Pacific Telephone will have to pay taxing authorities in
Washington, D.C., retroactive tax bills of $764 million. General
Telephone will have to pay $223 million. Loss of eligibility
into the future will cost our communication system and ratepayers
additional hundreds of millions of dollars in tﬁxes.

I cannot support a decision which fails to take the opportunity

to resolve the 'eligibility" issue before the Commission decision is

finalized and "set in concrete'. Assurance on the issue of eligibility

is procedurally feasible if we were to follow the recommendation of

the Administrative Law Judge in this case. The order as originally

-1-
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drafted deferred any effective date until 180 days. This was donme
to allow the utilities a reasonable period to obtain a ruling on
eligibility from the U.S. Internal Revenue Service. Ratepayer
laterest would have been protected by adequate accounting, refun&.
and interest provisions.

But today's majority strikes out that simple safeguard. In
doing so they ignore the fact that last vear's schemes, which
the majority reckelessly imposed on the state's largest eleetric
utility and the state's largest gas 'utility, are in grave danger
of causing millions of dollars in unnecessary tax liabilities to
fall upon those companies. (See Majority and Minority Opinions:

A, 54946 Southern California Edison Companv, D. 86794, December 21

1976; rehearing based on adverse tax attormey opinion, D. 87828,

September 7, 1977; and A. 55676, Southern California Gas Company,

D. 83627, March 30, 1976, together with adverse IRS ruling, dated

November 22, 1976; California Supreme Court decision pending, in

Case SF 23495.)

In light of these danger signals, it is imprudent of the
Commission not to exhaust available consultive procedures and
thus safeguaxd the state against the catastrophic consequences of
ineligibilicy.

Instead, the majority lectures Congress on legislative goals.
Acting as a school marm to Congress, the majority tells the national
legislature that federal tax credits and deferrals may be used to
lower monthly utility bills, but may not be used to stimulate job

development or accelerated capital investment. Suck homey advice
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is interesting but what the California ratepayer will have to
worry about is the bottom line. What will he and the California
utility companies have to pay to Washington, D.C., after the

IRS has cut through the verbiage of this decision and applied

the ‘law?

San Francisco, California
September 13, 1977
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COMMISSIONER VERNON L. STURGECN, Dissenting

The inconsistent and cavalier manner in which the majority
treats the key issuc of eligibility for accclerated depreciation
warrants my strong dissent. The majority recognizes, as it must,
that our regulatory treatment of accelerated deprecciation and the
investment tax credit (ITC) must preserve General's and Pacific's
cligibility for these tax saving methods. The majority, in one
of its few rcalistic comments on the guestion, states that:

“Eligibility is the f£irst issue to be determined. To

render a decision which attempts to resolve these c¢ascs

without repard for this issue might create problems for

these urilities, their ratepayers, the Commission, and

she Courts that even exceed (both in scope and complexity)

P P Y
the problems that we are attempting to resolve in this
decision.’” (Mimeo p. 19)

After recognizing and elaborating upon the importance of
cligibility, the majority then, incredidbly, moves quickly to
jeopardize that eligibility by adopting a regulatory accounting
scheme whose compliance with the standards of normalization
cstablished by the Internal Revenue Code and Treasury Regulations
must be considered a matter of speculation. While the majority

tates confidently (Finding No. 3) that "This method compliecs
with Treasury Regulation 1.167(Z)-(1)(h)(6) and is normalization
accounting," they admit (at Mimeo p. 41) that "We have here a
case of first impression under the tax laws. . ."

The Examiner's Proposed Report took a sensible approach to

the eligibility guestion by setting an effective date 180 days




after the entry of the order. Had a majority of the Commission
had the wisdom to adopt such an approach, Pacific and General
would have not only the time but the incentive to seek an expeditious
TRS ruling. The majority correctly points that "expeditious' is

an adjective frequently associated with IRS rulings (as it is
not with decisions of this Commission). However, even if no
such ruling were issuved within the 180 days following the entry
of the order, what harm would occur? Under the Examiner's approach,
the order would simply be final at that time. If a ruling was
issued, the Commission would then have the opportunity to modify
the order if necgessary.

It is doubtful that any of the majority would, in the handliin
their own federal income taxes, make a decisien involving a risk
£ substantial tax liability in which their position rcsted on &

legal position which they knew to be a "case of first impression
under the tax laws.'" Today, however, they have asked Pacific,

General and their ratepayers to do just that.

VERNON L. STURGEON
Commissioner

San Francisco, California




