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90693 
Decision No. AUS.141919: tn\ fn)nm . ,'. .' 
BEPO?.E THE PUBLIC UTILITIES COMMISSION OF TEE STAZ£ (UI O~ M~JRl 
Investigation on the Co:cmfssion t s ) 
Ow:'l tlotion into the effect' of the ) 
enactmen~ o~ the Revenue Act. or ) 

OII No. 33 1978 on the rates of the ) 
CaJ.:!.forn1apublie utilities and ) (:Filed December 12~ 1978) 
t:a.."'lsportation companies subject ) 
to the rate~ngpower o~ the ) 
Comm:1.ssion r..a:ned in Appendices A ) 
and B attached hereto. ) 

) 

ORDER 'MODIFYING AND DENYING REHEAEING 
OF DECIS.rON NO. 90316 AND 

CONTINUING PARTIAL· STAY 

Pacific Gas and Electric, Compa."'lY (PG&E) has f11ed a petition 
for rehearing and immediate stay of- Decision No. 90316 :tn, these pro- .' 

, '. " "1 •... . 

ceedings and~on June 19> 1979 >f11ed an a:mended pe;~ition:, .thereto~ . " 'I' . . . .. .. 
On-July 3;J 1979~ by Decision No. 90540:. we granted:a,-part:tal stay-'o:r 
Decision No. 90316 ~ as to PG&E only> until fU~h~r-:prder 0,1'" this: 

'" 
CoI:J::l1ssion. 

We have carefully considered each and every allegation o-ferror 
in PG&E T S amended pet1 t10n and are now, ready to re sp.ond 'to' 'those' 

a1lega~10ns on their merits. 
We 3-"'"e of the opinion that good cause for gra.'"'lt1ng rehea.r1r..g, .'. 

has not been sb.own~ but that Decision No., 90316 should be modified' 
-:0 include additional discussion and f:tnd:tngs> in order' that ,the, 

, .. ':' , ".~~tA:l .' . " , 

respondents :nay be clearly adV!sed or what the Comm1s:s.1on cons1de:'ed 
to be the :naterial issues in this proceeding and the reason5-. to.r·, our 

determinations on those issues. The~efore" 
I'r IS EEEEBY ORDERED thst Dec~s1onNo.· 90316 be'lIlod:t.f'1edto, add' 

1 ': ' 

the following discussion: . 
First> the issues raised by our CI'INo •. 33 and by· the po s.it 10ns . 

taken by the pa..-t1es at t."le PUbliC', hearing were: 
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(1) What are the effects of the re,duced federalcorpo,rate. 
" 

income tax rates on the allowable federal corporate taxes in the 
rates charged by the respondent utilities and transportation companies? 

(2) Are the customers of the respondents entitled to' have rate:s ' 
reduced as a result of any such effects and, if so, sho1l1dthose' 
reductions be, ' '~'" , ~' 

(a) made effective as of January 1" 1979 'rathert1be:h.andled' '.', . 

in a future rate c'ase, or 
('0) oftset in any manner by any other changes' in 

expenses and, it so.., which changes. 
(3) Should evidence of current level of earnings (~ate 61' 

retu..."'"n) of the respondents be considered 1n determininewheth~r :-ate 
reductions should be ordered? , . 

As to the f1rst of these issues, we ordered the ,respondents 
listed on Appendix A to OII No. 33 to file repo:rts' as to, the e'ffects, 
of the reduced federal corporate :1ncome tax rates." The responsesot" 
each such :-espondent were put into evidence by the Commission" stat'r 
at the hearings as Exhibit No .. 1 a.."id const1tutepers·uas1veev1dence 
of the quantity or those ertects. 

As to whether the customers of the respondents are, entitled to, 
have rates reduced. as a result of reduced federal income' taxes, 
we discussed this at length at pages 3 through: 5, with respect to 
com:n'U.."licat:1on utilities,. and at pages 8 throug-.h 10 as: to',' pipeline' 
compa.."lies. Hi th respect to water and energy utili ties" we wish td ' 

supplement the d1scuss10n on pages 5 through 8,m1rneo.", as,f01lows: 

It is reasonable to require the respondent energy,and'water 
utili ties to reduce their current rates to rene ct" the reduced' 
federal income tax effects because th:l>s reduction' was an, abnor:r.al 
event" in both amount and character,. which was not contemplated by. 
us When setting the last general rates for thes,eutil1ties,'. We' 

take official notice of the fact that prior to Janu'ary- 1~ 1919'" ,the, 
maxmtc federal corporate income tax bas1crate had re:mained"at a 
48% level since adoption of the Internal Revenue Code' ini954 '>: 
twenty-five years ago. 
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Moreover> we are dealing with a change> the ef,fect oi'wh1ch 
va:-ies inve:"sely with a utility's growth in earn1ngs,sub.ject to 
income tax. The greater the' tax liability>, the ,more" significant is 

! ,', , " , , ' 
the saVl.ng. 'th1S 1s an abnormal effect, 1n inflationary t.ime,s 'when 
expenses are generally increasing. 

~xn.;b1t 1 shows that. t.he gross' revenue effect, of th1s'tax rate 
ehar~n be substantial. For PG&Ets electric department alone" 
for example> this amounts to approx1mately $9.6m1l1ion., ,We con­
clude that such effect3 are abnormal in amount as well as 
character. 

As to whether such reductions should be made now> rather than 
in fu'tu:-e rate increase applications> our staff eng1neers.testif:!.ed 
that> unless the reductions were made now>, the customers would have 
to bear the burden of rates which were set on the bas,1s ot ,the', old" 

, , , ' 

higher federal income taxes rather than. for those' actuall~ asse'ss,ed 
al'ld that th1s burden would be borne throughout 1979 at least. ' We" 

, " 

ag:-ee with the staff that 1t 1s unreasonable to permit,-eherespondents 
, , ' ' 

to continue to collect rates based on tax rates not ~ctually being,' 
assessed during 1979 ar.d therefore will order the respondents on 
Appendix C hereto to reduce t,heir rates effective' January 1; 1979'> 
the date the new federal tax rates went into effect, ~ 

As we have pOinted out> the issue was raised'atthepublic 
, ' 

hearings as to whether the Commission should offset the kno.,.,'n effect 
of the reduced federal corporate income tax rates> by other'lncreases 
1n other expenses such as F.I .. C.A. taxes, 1nCUrred&1nC,e a, ut1~1ty'ts 
last general rate decision., We concluded ,that it would be a~pro,piiate, 
to allow as an of'fset the increasedF.I.C.A. taxes wh1'ch also, went 
1nto e.tfect on January 1> 1979" 'Out not to allow, ~ny s,u'csequent labor, 
cost increases as, was suggested by counsel for PG&E'. ',' 

In arriving at that conclusion> we'haye kept 1n,m1nd the fact 
t~t offset proceedings are) and tlUs,t be> very limited'in the:trs,cope., 
Their p~se is to deal promptly with changes, and' th1s, can only be' , 
accompliShed if we limit the issues. Otherwise the proceed1ngbec:omes 

, , , 

a.."lother general rate proceeding with the consequent time 1nhearing' 
a.."ld development of documentary evidence which is required. In'th1s' 
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case we find that the F.I.C.A. increase is an appropriate offset", 
because it is a federal tax rate which was increased at t,he same' 
time as the federal corporate income tax rate decreased. Thus, 

, ' 

the two changes are of the same nature and their effect. on rates 
should 'be readily determined. On the other 'hand., a subsequent, 
~ual wage increase is, to some extent, a matter of'managment 
deciSion. Moreover, it is not an abnormal event 'out, to the: 
cont:a:y, is quite customa:y. For these reasons) we have long 
:es1sted deal1n:g With la'oorexpense increases experienced by 
?G&E and other la:ge utilities on an orfset 'oaSis. We find. no 
:eason to depart from that policy now. 

Finally> we have deter::l1ned that the current level of earned 
:ate or return of t.he respondents in Append!x A hereto, to Dec,is1on 
No. 90316 is not relevant to these proceedings. Our order will 
merely require those utilities to offset, dollar-for-dollar, the 
net effect of changes in federal tax rates effective January 1, 

.' I • 

1979. As the witness for the staff testified) thi's will have no 
effect on their rate of return. In effect) the, respondents will 
be in the sa.''!le earnings position that they would. have 'been 1f.the . 
federal tax rates had remained unchanged. Under the.se circumstances, 
we see no reason to consider the respondents' current levels or . 
earnings when requiring a reduction in rates .. 

IT IS FURTHER ORDERED that: 
Finding 9 be added to DeciSion No. 90316 to read as follows·: 

The effects of reduced a1lowa'ole federal tax 
expenses on the respondents in Appendix C 
hereto are those found acceptable to the 
COmmission staff in Exh1'o1t No.1. 

and that Finding 10 be added to read as follows: 
The amounts of the reduced expenses' referred to" ' 
in Finding 9 are abnormal in amount and character • 
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1':' ,!S :FURTHER ORDERED t~a~:,ehea!'"ing. of Decis,1on No. 90310,' 
as moei!ied herein, is hereby denied. The stay' o:t: ord'ering 

Pa:ae:-aphs 1 e."ld 5~ as to PG&E~ is continued .unt!l 1"urther' order 
o~ ~he Co~~~ssion. 

The e~fect1ve cat e of this order is thedatc' -hereot~ 

AUGB~fed, a: 81m Frandscct , California" this' ; 'l'fq:..day or' 
> ... 9 t 9. ----

5 

'Com:n1sS1<lner .R1chcu'd D'.Grllvello. 'b~1ng.. 
lleee:sar11y ab:ent.. d1dnot:pa:t1ci:pat&:' " 
1n :tllo d1Spos1.t.1on ot _t.h1:;p,roceed1%1g~ 
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Decision No. _~9"""Q..,;:3.:;,,1 ... 6~_ , 
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., .... ....... . . 
BEFORE THE PUBLIC U'IILITIES COMMISSION OF THE STATE OF CALIFORNIA 

Investigation on the Coumdssion r s ) 
own motion into the effect of tbe ) 
enactment of the Revenue Act· of ) 
1973 on the rates of the ) 
California public utilities and ) 
transportation companies subject ) 
to the ratemaking power of the ) 
Commission named in Appendices A ) 
and B attached hereto. • ) 

) 

OIl No. 33 
(Filed December 1.2. 1978) 

(For appearances see Appendix A.) 

INTERIM OPINION 

• This Order Instituting Investigation (011) was issued 

"'-. 

for the purposes of determining the effect of the Revenue Act of 
1978 on the federal corporate income. 1:aXes allowable for rate­
making purposes. and the corresponding e~fect, if any, which said 

Act should have upon rates set by the Commission and charged by 
the respondents to the public. 

On November 7. 1973, President Carter signed, into: law 
BEt-l3S11. the Revenue Act of 1978 (or "the Revenue Act"). 

BR.-13Sl1 became effective on January 1. 1979. The Revenue Act 
reduces the federal income tax rates assessed on corporations,. 

including companie's'regula.ted by the. California Pub11c Utilities 
CoiDmission. ' ,._.." 

., 
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CereaiD public utilities and pipeline companies listed on 
Appendices A and R to OIl No. 33' were made respondents • 'l'be . 

respondents listed in Appendix A tberet~ (except The Pacific 
Telephone and Telegraph Company, (P'I&t» and the communication 
companies listed in Appendix B are utilities wb.ichhad no rate 
proceedings on file and awaiting. decision as of December 12'" 19"8~ 
or had not been authorized step rate increases in recent decisions. 
The utilities specifically exclud.ed as' respondents were listed' in 
Appendix C to the OIl. 

OD or befo~e December 22, 1978, each respondent listed 
on Appendix A was ordered to' file with the Commission a report· 
sett:f.ng forth the estimated amount of the reduction, pursuant. to 
the R-eveuue Act of 1978, of federal corporate income taxes: last 

adopted by the Commission in the decision or resolution setting 
the present rates. 'the report also- was required to include a 
calculated rate reduction based on the method set forth in 
Appendix D. Complete working papers support:tng. all calculations 

were required to be made available to the staff coneurrently with 
the filing of such reports. Each respondent listed in Appendix A 

. was encouraged to file by December 27, 19'78:, an advice letter 

requesting a :rate reduction, to become effeetiye on January 1, 
1979, reflecting reductions in federal income taxes presently 
included !n rates. 'l'he rate redtLCtions were to eonform to· the 
standards set out in Appendix D .. 

ordering PUagraph 9 directed that after January 1, 1979', 
all rates eolleeted by respondents to eover federal corporate 
income tax. expenses shall be eollected subject to refund,. rate 
adj ustment, or balancing account treatment pencling: fur,ther, order of· 

the COIIIDissiOD. .. 

-2-
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Duly uoticed public hearings were held before Administrative 
Law Judge Mallory in San Francisco on J'anuary22, and February 15, 
16, and 21, 1979, and the matter was submitted subjectdto the filing, 
of concurrent briefs. 

Evidence was presented by the Commission staff (staff),_ by 

Pacific Powe~ and Light Company (PPL), Pacific Gas. and Elec~ric C~ny " 
(PG6E), and General Telephone Company of California (General). 
Moe1ons to be dismissed as a respondent in the proceeding were filed 
by PPL, Southern Pacific Pipeline Company' (SPPL) and- San Diego-
Pipe Line ~?y (SDPL). In add1tio~, Standard Pipeline Company 
(Standard) presented in Exhibit 4 an income statement' indicating 
that no federal income taxes were incurred' by Stancla.rd'in 1977 and 

1978. 
Communication Utilities 

Staff Exhibits 2, S, and 9 concern coumunicatiotl utilities. 
,), 

PT&T is named as a respondent in Appendix A to 01I No-. 33::' and,. as 
sueh,was directed to- furnish a report stating the estimated reduction 

, of' federal income taxes resulting from the Revenue Act of 1978 based 
on the federal income computation adopted as reasonable in PT&T" s 

. last general rate proceeding (Decision No. 88232 elated DecexDber 13, 
1977, in Application No.. 55492). Pr&T also was directed to' revise 
its station-to-station statewide toll rate schedule to produce a 
reduction in revenues equal to the estimated tax savings. The' 
telephone companies named as respondents in Appendix :s t'o' OIl No. 33 
were directed to' file & concurrence in the toll rates filed by 

PT&X, or file written reasons for not concurring.!/ ,For those 
telephone utilities whose toll rate settlement' reduction would: exceed 
their intrastate federal corporate income tax reduction, the difference 
in revenues may be made up by an appropriate advice letter fil:tng to, ' 
increase service connection cbarge$. 

1/ 'I'hose respondents ~d in ,Appe1;l~ix 8: to ~he OI~ which have, a ' 
standing toll rate coneurrenely'on file are not requ1redto file 
& concurrence by the ,order in all No. 33 • 
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· · · · 

PT&T advised the staff that it would experience an 
increase in the employer's share of Social Security', (FICA) " taxes 
concurrently with the federal corporate tax reduction, and asked the' 
staff to give consideration to the FICA tax' increase as a'n, offse: to 
the fecler.31 income tax reduction. 

Staff Exhibit 2 contains the following computations 
showing ~he effect of toll r.lte reduc't:Lons: 

Company 
:ieaeral Tax Rate: Federal Tax Rate Reauct~on 
:Reduction - Onl1? And Social, Securitv Increase:' 

(Do lars::Ln ThousandS), ' 

Pacific Telephone $14,297' $ S,246' 

2,,314 

433: 

236, 

SI1,234 

General Telephone 4,012:' 

Continental Telephone 760 

All Othe=s 409 

Total $19,478 

PT&T :lnd the independent telephone utility respondents 
objected to the filing of r.3te reductions at this time'. Staff 
Exhibit 2 contains the following recommended alternatives for the 
Cot::mission to consider to ensure that ratepayers receive the 
benefits of the federal tax revisions: 

(a) An immedi:tte toll rate decrease. The 
Commission would determine PT&T's 
revenue requirement in i~s d:Lsposition 
of PT&T's current request for increased 
rates in Application No. 58223- (PT~T' s , 
current general rate increase appl~cation). 
The revenue windfall collectedbctween 
January 1, 1979, and implementation of the 
toll rate decrease would be returned to 
the ratepayers in the form ofa one-month 
negative surcharge (credit) applicab·le to· 
the intrastate message toll charges .,for 
that month. 

-4-
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(b) No rate reduction until disposition of 
Application No. 58223. Any overcollection 
in toll revenues from January 1, 1979, 
would be passed through to the ratepayers 
in the form of 4 one-month negative surcharge 
(credit) as in (a) above. 

.. 

We will adopt the second alternative. Ihe record is 
complete in Application No. 58223, and the CODID1ssion's. Regulatory 
Lag Plan anticipates a. d.ecision will be :tssued..by·J'uly 14,. 
1979. The da~ submitted therein gives ef;ect both to the 

income tax and FICA tax chauges effective January 1, 19·79. 
Alternative rate spread proposals were submitted by .our staff in 

that proceedfng which deal with the subject matter under considera­
tion herein. Full consideration can be given to federal income 
reductions (and FICA tax increases) :tn Application No,. 5822,3. in the 

context of all other pertinent rate setting considerations. .Any 

windfall overcollections also can be dealt with in the. rate levels 
established therein without undue delay and without adverse effect 
on telephone utility customers or prejudice to· the independent 
telephone utilities named in Appendix :s of the OIl. .. 

In view of oar conclusions stated abov~, that portion 
. of on No. 33 dealing with telephone utilities will be consolidated 

with Application No. 58223 and 011 No .. 21 for consideration therein. 
Energy and Water Utilities 

The 1D&jority of the utilities named: as respondents in 

Appendix A of ~ OIl have voluntarily placed into· ef~ect,. by advice 
letter, tbe rate reductions contemplated in OIl No. 33:. These 
utilities and other utilities which should have been excluded in this 
proceeding as well as those which have. indicated their intent to: comply 
with the provisions of this 011 are listed in Appendix B. hereto·. Those 

utilities who have not done so are lis.ted in Appendix C hereto' •. 
The staff's Exhibit 1 contains the amount of the annual 

revenue reductions for each of these utilities (or distticts) 
determined in the manner provided in the OIl;,. PPL and PG&E' 

presented evidence in opposition to' the reduction: in rates contem­
plated by our order. 

-5-
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Pacific Power and Light Company 

",. , 

' .. 

PPL~among other things~ 'pointed out that it had attempted 
to file a formal application in October 1978: requesting a general 
rate increase on an adjusted. historical year basis. PPL's. witness 

testified that PPL was informally advised by the staff that the 
CoDlllission would consider only a filing based on future test year 
estimates~ and that PPL should revise its application on that basis. 
PPL presented evidence to, show that its current earnings are 
Unsatisfactory to it. PPL contends that historical test year 
operating results are acceptable as a basis for rate adjustments by 
all other state and federal jurisdictions under ,which it operates~ 
and that if a filing prepared on tllat basis'was accepted when offered 
PPL would have been listed in Appendix e (rather than Appendix A) and 
would not have had to comply with the order to' reduce rates. 

PPL was advised in connection with its last rate increase 

order (Decision No. 87071 dated March 9', 1977, in Application 
No. 56395) that historical test year expenses may not be accepted 
in its next general rate increase application; there£ore~ it was 

~. 

on notice that it should present data on a future test year basis. 

PPL also raised the issue of appropriate offsets· to the 

federal tax reduction. 'l'he staff agreed that the' amount of the 
increased FICA taxes that became effective concurrently with' the 
tax reduction could be used as an offset. The s.taff disagreed with 
the contention of PPL that other changes in expenses mandated by 

governmental action since the date of its last general increase 
(Decision No. 87071~ supra) also should' be used,· such as .federal and 
st:ate unemployment taxes; postal rates, federal black lung. taxes on 
coal mining operations; royalty· payments on federal coal leases~ 
and severance ~ extraction> and impact taxes for- coal mining 

-6- ~, 



-. 

• 

011 33 a1 

operations :~./ FPL presented evidence to show that the total 
annual increased revenue requirement from- all of" the aforementioned 
expense increases is $323,000,_ compared to the $108, boo, revenue 
requirement decrease proposed by the staff as a result of the 
Revenue Act of 1978. 

PPL further contends that it bas not earned its allowed 
rate of return in any quarter since Decision No. $7071 became 
effective. FPL argues that because the mandated increa~es 
documented above exceed the tax reduction, and because it bas 
failed to earn its authorized rate of return, the Commission staff 
has not sustained the necessary burden of proof to· accomplish its 

recommended rate reduction. 
We agree with our staff that only concurrent tax 

increases should serve as offsets to the tax reduction. PPL 1 s 

Exhibit 4 shows an FICA offset of $7~7000. However, this amount 
represents the annual effect of accumulated increases in FICA. for 
the years 1975 through 1979:. Tbe record does not disclose the . 
axmual increase in FICA. taxes resulting solely from January 1, 1979', 
FICA. tax revision. 'lb.e c1a.ta supplied in Exhibit 4 cannot be used 
as the appropriate FICA offset on the basis adopted. 

Pacific Gas and Electric Company 
PG&E's current gas and electric rates were established 

pursuant to Decision No. 89316 dated September 6, 1978. PG&E 
presented, in its Exhibit 13-, data designed to· show that its gas 
and electric departments have not earned' the lastauthorizecl: rate 

of return for these departments, and that itsearn1ngs would' be 

~/ PPL generates electricity in nearby states. The principal 
energy source for its electric generation is coal.' , 

-7-
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further decreased if rates were reduced to· reflect the federal 
tax reduction. PG&E urges that other expense items such as 
negotiated union wage increases be eons-1dered as· offsets to the 
tax reduction. In line with our prior discussion only the 
concurrent FICA tax increase should be au offset to the tax 
reduction. Special means have been established for the recapture 
of major expense increases of gas and electric utilities,. such as 
ECAC and GCAC procedures. '.this proceeding is in. the nature of 
a special procedure for reducing revenue requirements when. a major 
expense item. is reduced. 

At the suggestion of our staff, the appropriate revenue 
reductions to offset the federal income tax redaction for PG&E" s gas 
department are being considered 1n PG&E' s current SAM proceeding 
(A.58470) which is under submission • 

'!he record does not disclose the amount of FICA. tax 
offset to the federal tax income reduction that is appropriate for 
PG&E's electric departme~t. PG&E will be d~rected: to file 

-appropriate rate reductions for its electric department. that 
reflect the net revenue reCluirement reduction resulting :fi:om the 
concurrent federal tax reduction and FICA. tax increase •. 

Pipelines 

Five pipeline corporations are named as respondents in 
Appendix A. they were directed. in Ordering Paragraph 4 of OIl 
No. 33 to file with the Commission Ha report setting. ·forth the 
estimated amount of the reduction, pursuant to· the Revenue Act· of 
1978, of federal corporate income taxes last adopted by the 
Corxmission in the decision or resolution setting the present rates." 

-8-
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lhe report was also to set forth a calculated rate reduction in 
cents per barrel.· Complete working papers! supporting"all 

calculations were required to be made available to· t~ staff . 

concurrently with the filing of said report. 
Responses filed by SDPL and SPPL'were to: the effeet that 

neither of them had had their current rates approved by the 
Commission tn formal rate proceedings; therefore~ they could not 
comply with the directive in Ordering Paragraph 4 quoted above. 

The Commission' s Transportation Division staff~ in 
Exhibit 3 ~ presented evidence to show the amount of rate reduction 

resultfng from the tax decrease based on financial reports for the 
year 1977 filed with the Commission. 

!he staff strongly urged that SDPL and SPPL be ordered 
to reduce their rates to give effect to the tax reduction. SDPL 
and SPFL oppose that recommendation on the basis tbatthe order 
in 011 No. 33 speeifically provided the manner in which the decreases 

were to be calculated and no other basis, such as that proposed by 

the staff, can be used. 
Orderly procedure and due process require that au 011 be 

so drawn as to felly inform the respondents named therein of the 
action contemplated by the Coumission and the manner in which that· 
action is to be accomplished.. (Constitution of the 'State of 
california, Article XII ~ -Section 2.) Failure to· properly provide a­
basis for a reduction tn rates with which the pipeline corporations 
could comply is a deficiency that can only be remedied by the 

issuanee of an amended or a new 011. 
Cross-examination of the staff witness indicated a lack 

of sufficient detail in the financial reports for our staff to 
properly evaluate the effect of the tax reduction on the pipeline 
corporations. the staff witness did not make. an in-depth study. of 

-9-
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pipeline operations :lnd services and was not certain concernin:g. the 
validity of the financial reports with respect to components O:f 
federal and state income tax data included in the financial 
reports. In general rate increase proceedings we carefully 
scrutinize the federal income t'ax component of the expenses adopted 
in the rate proceeding. That careful scrutiny must be also'given to' 
the financial d.lta of pipeline corporations to-be used indeterminiIig, 
any rate reductions appropriate here. The' fin.:lncio'll reports, o,f, 

SDPL and SPPL show l:1rge accruals for deferred federal and ,state 
, " 

income taxes. The proper treatment o.f such tax deferrals for rate-

making purposes must be determined in advance, of any, dete~nation 

of the amount of rate reduction that should be ordered ,for those 
companies. 

Should the Cotmllission staff inform us tMt the necessary 

detailed analyses of SDPL and SPPL revenues and expenses h: .. v~' ·r..H.'~I?-:l 

completed, we will consider issuing a new OII for the, purpose of 

deterx:ining the effect on the pipeline corporations of the Revenue 

Act of 1978. We will dismiss those pipeline corporations as respon­
dents in this 'Proceeding. 

The three small pipeline comp.lnies also should be 
dismissed as respondent,S in Appendix A to OII No. 33. There is no ' 
current financial report on file for Four Corners Pipe, Line, Company 

(Four Corners), as that company's initial tariff was filed, 
effective May 1, 1978. No reduction in rates was, p:z::oposed. for Four 
Corners by the staff. St:andard showed a net los,s of $481,000 for 

the year 1977. No current financial statement: is on file for 
Vallecito Pipeline Company (Vallecito). The t.:lriffs 0'£ 1>ot:h 

Standard and Vallecito became effective more' than 20 years- ago. 
Because the rates have remained on file for s.uch a:, long period, 

'I.' • 

the staff recommended' that nO rate reductions be ordered' for,these 

companies. 

-10-
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Other Respondents 

None of the other. respondents listed tnAppendix A of 
011 No. 33 offered evidence. although some made statements or filed 
briefs opposing the action proposed in 011. No. 3;3;- Respondents 
listed in Appendix C are those which have not made advice letter 

filings. and which will be directed to. make such filings. based on tbe 
annual gross revenue reductions set forth in the staff's Exhibit 1. 
FICA Offset 

By our directives heretn we have authorized •. after hearing, 
specified utilities to offset the annual amounts of federal tax 
reduction by the amount of the eoncurrent FICA tax increase. Many 
of the respondents that submitted advice letter filings in response 
to this 011 did not consider the FICA offset in determining the . 
levels of their reduced rates-. We will authorize such: respondents 
to make new advice letter filings which give effect to· the concurrent 
FICA tax tncrease. subj ect to staff. approval. 

In all other respects, oW: actions in this proceedi.ng 
parallel those taken in 011 No. 19' (see interim. Decision No. .. 90000 
issued February 27, 1979). We iterate that this is not a getieral 

. rate proceeding. We established our jurisdiction over the subject 
matter of this 011 en December 12, 1975, the date of issuance. of· the 
011. The tax reductions which concern us are for the year 1979'. 
We have consistently held that we may reduce rates based on a signifi­
cant change in a singl~ item of expense in tbe same manner that we have 
established procedures for grantitig rate increases similarly based . 
on a . single item· of expense.; 

:Findings of Fact 
': 1. With the exception of pipeline corporations, all o.fthe 

respondents listed in Appendix A to. 011 No.' 33 have f:tled' the report 
required in Ordering Paragraph 4 of that 011 setting. forth the 
estimated amount of the reduction of federal corporate income taxes 
pursuant to the Revenue Act of 1978 based on the clata adopted in the 

utility 1 s last general rate proceeding... Such calculations have been 
approved by the staff as set forth ~ its Exhibit 1 herein. 

-11-
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2.. '!he maj ority of the respondents listed in Append:tx A 
to 011 No. 33 also have voluntarily made advice'· letterf1lings 
requesting a rate reduction to reflect· the reduction in federal 
income taxes presently included in rates~ 

3. Hearings have concluded in which all respondents and 
interested parties bad opportunity to offer evidence. 

4. Se~ral respondents presented evidence in opposition to 
the rate reductions COD.templat~d in 011 No. .33. 

5. It is just and reasonable that the federal income tax 
reductions accruing to respondents named in Appendix A pursuant to 

the Revenue Act of 1978: should be passed. through. to rate-~ 
payers in the form of lowered rates, ex~ept a~ speci;ied in 
subsequent findings. 

6. Ihe employer' s share of the FICA taxes was· increased on 
J'anuary 1, 1979. Such increase in .FICA taxes should. serve as an 

offset t~ the concurrent reduction ~ federal income taxes pursuant 
to the Revenue Act of 1978:. 

7. Most respondents described in Finding 2 submitted advice . 
letter filings which were not predicated on the FICA taxes. described 

. in the above finding and, thus, the rate reductions are in excess of . 
those found reasonable herein. 

8. The deduction of other changes in operating expenses 
mandated by governmental action which became effective prior to 
the chat\ge in federal 1ncome taxes is improper and will not· be 

, . 

considered herein. 
9. Ihe manner in which 011 3~ was drafted and practical 

considerations militate against pipeline corporations remaining 

in Appendix ~ to 011 No. .3l. 
10. For respondents listed in Appendix C hereto- the revenue 

overcollected since J'anuary 1, 197~ and the date of implementation 
of the rate decrease ordered herein is Ullreasonable and· should be' 

refundedtc> the ratepayers in the' form of a one-time negative 

surcharge (credit). 
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" • 11. the decrease in rates ordered by this decision is 

• 

•• 

justified. and reasonable; the present rates of respondents listed 
in Appendix C hereto are unjust and unreasonable to the extent 
they exceed the rates resulting frOM our order herein. 

lZ. ,Issues concerning the reduction in federal income taxes 

pursuant to the Revenue Act of 1973 and the conc~ent increase 
in. FICA. taxes, as well as changes in intrastate toll rates for Pr&T 

and independent telephone companies, have been raised in PT&T's 
g~neral rate increase proceeding in Application No. 582'23 and 
consolidated all No. 21. 'Ihat proceeding is under submission and a 

final decision therein is due on or:, before· July 14, 1979', pursuant 
to our Regulatory Lag Plan (Resolution A-469~). 
Conclusions of Law 

1. The Commission bas ratema.king jurisdic.tion over each. 

respondent with respect to the Revenue Act of, 1978., and: the 
resulting decrease in each utility's federal income tax liability for 

ratemaking purposes • 

2. !his is a special proceeding not constituting general· 
ratema.ld.ng and is not violative of the rule against retroactive 
ratema.k1ng. the actions taken herein are consistent· with the actions 

. taken in Decision No. 90000 dated February 27, 1979'~ in OIl No. 19. 
3. Uniform ratemaking considerations require~that the' 

respondents which have not voluntarily filed adVice letters reducing 
rates, as more specifically listed in Appendix C hereto" should be 

ordered to do so. Such respondents should be authorized to offset 
the amount of the reduced revenue requirement from the lowered tax 
rate by the increase in the revenue requirement resulting from the 

concurrent increase in FICA taxes. 

4. Respondents listed in Appendix A to 011 No. 33tbat have 
voluntarily reduced rates as a re'sult of advice letters' filed before 

the date of this order should be authorized to refile such advice 

letters to give effect to increased FICA taxes. 
s. Pipel1ne corporations 'should" be' removed frOM· Appendix A 

to OIl No. 33 and a new OIl should be issued should' our staff advise 
that it is prepared to proceed; 
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6. OIl No. 33 should be consolidated with Application 
No. 58223 and OIl No. 21 (now under submission) for, implementation 

of rate reductions and revenue credits for overco-llections flowing' 
from the Revenue Act of 1978 upon the revenue requirements of P'!&T 

, , , 

and the ~elephone corporations listed in Appendix B to OIINo. 33,. 
7. !::'Ip:"~~ent.l3t.i.on!':t:" ::'"::tt.e reciuc-cions and revenu~ c~edits 

~or over-co:'J,ec~ions flo'lr...nC from the Revenue Ac~ of 1978up,ori 
~he ::'"cv~nu~ ::'"~q\liremcnt of' PC&E (Gas Depart:':1en~) will beaC'co~plished 
i:'l' ':..h<:": d~cisi¢:'l ir. App] iC:1~,io:'l No. 5$470. 

8. The following, order should becomeeffectivc' on the date 

he:eof so that the fedcr.:ll tax reductions stemming from' the Revenue 
Act of 1978 can be reflected in utility rates as soon as pos,sible. 

INTERIM ORDER 

IT IS ORDERED that: 

1. Respondents listed in Appendix C to this order shall" 
within twenty days after the effec,tive date of this, ord'cr., file 

tariffs which will reduce their rates to the extent of the amounts 
shown in Exhibit 1 to this proceeding for such utilities, less the 
amount of increased employer's share of Social Security (FICA) 
taxes effective January 1, 1979. The increase in FlCAshall,b('!' 

determined on a basis comparable to that used to determine the 
reduction in federal income taxes) namely, the d:Lffcrencebetween 

the adopted test year payroll at the 1975rate and base and the 

1979 rate and base. Such reductions shall be made in the, ma'nner 
designated in Appendix D to OIl No. 33. 

2. Respondents listed in Appendix A to .0IINo. 3,3 that,have 

voluntarily reduced their rates in compliance with 011 No. 33 may . 
make new advice letter filings giving effect to the increase:in"the 
employer's share of FICA that became effective January 1) 1979~ if 
such ·advice letters are received within' thirty daysafter'th~ " 
effective date of this order • The increase in FIcA should be' 

determined in the same manner as stated in Ordering Paragraph. 1 above. 
3. Pipeline corporations are deleted as: responden:t's fr,om. 

Appendix A to 011 No·. 33. 
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4. 011 No .. 33 is consolidated with Application No,. 5822'3, and ,;' 
011 No. 21 for implementation of rate reductions and revenue credits 

for overcollections flowing from· the Revenue Act of 1973 on the, 
revenue requirements of the' Pacific telephone and 'telegraph' Company 

and the toll rates of that company and the,independent companies 
listed in Appendix ~ to 011 No. 33. ' 

5. Tbe revenue overcollected by the respondents listed in 
Appendix C hereto since January l:p 1979; and the date of implementation 
of the rate decrease ordered by Ordering Paragraph 1 above shail be 

refunded within sixty days from the effective date of this order to 
the ratepayers in the form of a one-time negative surcharge (credit). 

Tbe effective date of this order is the date hereof. ~ 

Dated at Sa.n l''ranClSeO , california, this 'J.., ':',). I l 
day of MAY , 1979. 
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APPENDIX A 

LIST OF APPEARANCES 

Respondents: William v. cavener' for Southern CaliforniaW.ater 
Company; Pillsbury, Madison Sutro, by Noel D~er, Attorney 
at Law,' for Standard Pipeline Company; Thomas • Clarke and 
David B. Follett, by David B.. Follettz Attorney at Law, for 

, Southern California Gas. Company; Ma:lcoJ.m H. Furbush, Robert 
Ohlbach, and Shirley Woo, Attorneys at Law, for Pacific Gas 

.'. 

and Electric C~any; George M. Galloway, Attorney at Law,.. 
and Fredric D. Reed, for Pacific Fower and Light Company; 
Orrick, Herrington,'Rowley & Sutcliffe, by Robert J. Gloistein' 
and James F. Crafts, Jr., Attorneys at Law, for Continental 
Telephone Company of California; Donald Houck, for California 
Water Service Company; William R. Johnson, for' Citizens 
Utilities Company of california, Sacramento County Water 
District, and washington Water and Light Company; Patrick T. 
Kinney, Attorney at Law,'for·Sierra Pacific Power Company; 
A. M.~rt, R. R. Snyder, Jr., and Kenneth K. Okel, Attorneys 
at Law, by Kenneth K .. Okel, for General Telephone Company of 
California; Je£fret R. Pendergraft, Attorney at Law, for 
Four Corners Pipeine Company; Robert o. Randall, for Southwest 
Suburban Water Company; Walter J. Sleeth,. Attorney at Law, for 
The Pacific Telephone and Telegraph Company; Carol Harris, 
Attorney"at Law, for Southern Pacific Pipeline, Inc.; F. R. 
Pfrommer, Attorney at Law, for San Diego Pipe Line Company; 
Dinkelspiel, Pelavin, Steefel & Levitt, by Alvin R. Pelav1n 
and Douglas P. Ley Attorneys at Law, for Calaveras Telephone 
Company, Capay valiey Telephone System, Inc .. , Dorris Telephone 
Company ~ Ducor Telephone Company, Evans Telephone Company,. 
Foresthill Telephone Co. ~ Inc., Happy Valley Telephone Company, 
Hornitos Telephone Co ... , Livingston Telephone Company, Mariposa 
COUllty Telephone Company, Inc .. , Pinnacles Telephone Co .. , The 
Ponderosa Telephone C~., Sierra Telephone Company, Inc., The 
Siskiyou Telephone Company, and' the Volcano' Telephone Company. 

Interested Parties: Ed Perez, Attorney at Law, for the City of 
Los Angeles; William Shaffran, Attorney at Law-, for the City 
of San Diego; Victor A. Silvefra, for California Ind'ependent 
Telephone Association; Leonard L. Snaider, Attorney at "Law, 
for the City of San Francisco; and Frank Stellman, for "himself. 

Commission Staff: Robert eagen, Attorney at sw • 
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APPENDIX B 

The following respondent utilit,ies named in Appendix A 
to OI! No. 33 have (a) complied with the intent and purpo,se of OIl 
No. 33, (b) have indicated their intent to comply in the next 
advice letter or rate application proceeding,. or (c) should 
have been included in Appendix C of OIr No.3). The utilities. 
(or districts or departments thereof") named below are dismissed 
as resyonc.ents in Appendix A of OIl No.. 33: 

Energy Utilities 

Sierra Pacific Power Company 

Water Utilities 

California-American Wa;er Co. (all districts) 
California Water Service Co .. (all.districts) 
The Campbell Water Company 
Citizens Utilities Company of California 
(Sacramento County rllater District") . 
East Pasadena Wa.'ter Company 
F.ruitridge. Vista Water Co. 
Pacific Gas and Electric C~ny (all water districts) 
Park Water Company (all districts) 
San Gabriel Valley Water Co. 
Washington Water & light Company 
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APPENDIX C 

The following utilities named as respondents in Appendix A 
to OIl No. 33 have not filed advice letters requesting rate reductions 
pursuant to Ordering Paragra.ph 5 of OIl No. 33 or otherwise complied 
with the intent of OIl No. 33. 

Ener~y Utilities 
Pacific Gas and Electric Company 

Electric Department 
?acii'ic Power ~!"Id tight Company 
Southern California Water Co. 

Bear Valley Electric District 

Water Utilities 
Southern California Water Co. 

Arden - Cordova District 
Borston District 
Bay District 
Big Bear District 
Central &5in District 
Cowan Heights District 
Culver City District 
Desert District 
Orange County District 
Pomona Valley District 
San Dimas District 
San Gabriel Valley District 
Santa Maria District 
Simi Valley .District 
Southwest District 
Wrightwood District 

Southwest Suburban Water Company. 
San Jose - Whittier District 


