es

. g0 s _y
Decision No. SC633 AU6. 1419719

Investigation on the Cormission's
own motion into the effect of the
enactment oF the Reverue Act of
1578 on the rates of <the
California public utilities and
transportation companies subject
0 the ratemaking power of the
Commission named In Appendices A
and B attached hereto.

0TI No. 33
(Filed December 12 1978)

ORDER MCDIFYING AND DENVING REEEARING
OF DECISION NO. G0316 AND
S ONTINUTNG PARTTAL STAY

Pacific Gas and Electric Company (PGE) has f*led a petition

for rehearing and _mmediate stay of Decision No. 90316 in these pro-ef_.

ceedings and, on June 19, 1979, filed an ame ded petition.thereto.a o
0z July 3, 1979, by Decision No. 90540, we granted a partial stay of -
Decision No. 90316, as to G&E only, until further order of thie -
Commnission. co T

We nave carefully considered each and every allegation of errorﬂ;e“f

in PG&E's amended petition and are now. ready to respond tOyvhose
allegations on thelr merlits. ‘ ;

We are of the opinion that good cause for granving reheant ng
aas not beexn shown, bdut +hat Decision No. 90316 should: be modified
$0 Include additional discussion and find‘ngs, in order'ﬁhat the
respondents may be clearly advised of what the Commiss ion cons de*ed ;
to be the mat rial issues In vnﬁ broceediﬂg and *he “easons.for ouﬂlg"
determinations on,those issues. ;herefore, o ' ’ :” R

IT IS EEREBY ORDERED that Decision No. - 90316 be" modi'ied d‘ad&*p‘
sne following discussion: - : | ¥ } S

Pirst, the *ssues raised by our CII No.-;3 ané by the posjtions;‘r
taken by the parcies at the public hearing were.e - L
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(1) What are the effects of the reduced federal corporate
income tax rates on the allowadble federal corporate taxes in’ the“

rates charged by the respondent utilities and transportation companies°_f‘

, (2) Are the customers of the res pondents entitled to have rates
reduced as a result of any such effects and, if so, should those l
reductions be, o Cheo—

(a) made effective as of January l 1979 ratherﬂbe handled
in a future rate case, or
(») offset in any manner by.any other changes in

expenses and, 1f so, which changes. '

(3) Should evidence of current level of earnings (“ate of
return) of the respondents be considered in determining wheth r rate
reductions should be ordered? ‘ ‘ '

As to the first of these issues, we ordered the respondents

isted on Appendix A to OII No.‘33 to file reports as to. the e*rects',}“‘
of the reduced federal corporate income tax rates.' The responses of.”;*f’

each such respondent were put into evidence by the- Commission staff p‘
at the hearings as Exhibit No. 1 and constitute persuasive evidencet"
of the quantity of those effects. ‘ ' s

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
communication utilities, and at pages. § through 10 as to pipeline
companies. With respect to water and energy utilities, we wish to. j'
supplement the discussion on pages 5 through 8,mineo., as follows-

It Is reasonable to require the respondent energy and water
utilities to reduce thelir current rates to reflect’ the reduced
federal income tax effects because this reduction was an abnornal
event, In both amount and character, which.was not contemplated by
us when setting the last general rates for these utilities.d,We~'
take official notice of the fact that prior to January 1, 1979, the
maximum federal corporate income tax basic rate. had remained at a
48% level since adoption of the Internal Revenue Code in lQSh
twenty=-{ive years 2g0. ‘ R



Moreover, we are dealing with a change, the effect of which

rles inve*sely with a utility's growth in earningc subJect to
income t2 The greater the tax liability, the mcre significant is
the saving. This 1s an abnormal effect in inflationary times when
expenses are generally increasing. : S

Exnhidbit 1 shows that the gross revenue effect of this tax rate
eh&*s&?gac be substantial. For PG&E's electric department alone,
for example, this amounts to apprcximately $9. 6 million. We' ccn—‘
clude that such effects are abnormal in amount as-well_as ‘
character. : - o

As to whether such reductions should be nade now, rather thdd
in future rate increase applications, our staff engineers test Ted
chat, unless the reducticns were made now,, the custcwers wculd have“
to bear the burden of rates which were set on the basis cf the. cld
nigher federal iIncome taxes rather than for thcse actually assessed"
and that this burden would be borne throughout 1979 at least.;_Weu'

ree with the staff that 1t is unreasonadble o permit the respcndentsf,‘

£0 continue to collect rates based on tax rates not actually being
assessed during 1979 and therefore will order the respcndents on .
Appendix C hereto to reduce their rates ef fective January 1, 1979,
the date the new federal tax rates went into effect.‘ .

As we have pointed out, the Issue was raised at the public
nearings as to whether the Commission should offset the xnown effec* ‘
£ the reduced federal ccrpcrate income tax rates, by cther increases ‘
in other expenses such as F.I.C.A. taxes, incurred since 2 utility 5
last general rate decision. We coneluded that 1t wculd be apprcpriatef
to allow as an offset the increased F.I.C.A. taxes which also. wenx ﬂ“ -
into effect on January 1, 1979, but nct To allcw any subsequent labcr-
¢cost increases as was suggested by counsel for PG&E.‘ L

In arriving at that ccnclusicn, we have kept in. mind the fact ‘
that offset proceedings are, and must be, very limited in their sccpe,"
Their purpose Is to deal promptly with changes and this can cnly be. -
accomplished 1f we limit the Issues. Otherwise the proceeding becomes
another general rate prcceeding with the ccnsequent time in- hearing

- and develcpment of documentary evidence which\is required In this




case we find that the F.I.C.A. increase Is an apn:onriate,offseﬁm**'
because it 1s a federal tax rate which was Increased at the same
time as the federal corporate income tax rate‘decreased. Thus,
the two changes are of the same nature and their errect on rates
should be readily determined. On tne other hand, a subsequent~
annual wage increase 1s, to some extent 2 matter o‘ managment
decision. Moreover, it 4is not an abnormal event but to the
contr Y is quite customary. For these reasons, we have lonx{
resisted dealins with labor expense 1ncrease experienced by

PG&E and other large utilities on an offset basis. We find no
reason to depart from that policy now.

Finally, we have determined that the current level. or earned
rate of return of the respondents in Appendix A hereto to Decision
No. 90316 is not relevant to these preceedinms.. Our order will ‘
“erely require those utilities to offset, dollar-fo“-dollar,_the
net effect of changes in federal tax rates effective’ Jannary 1.
1979. As the witness for the staff testified, this will have no
effect on their rate of return. In effect, the,respbndentﬁ‘wiiln
be Iin the same earnings position that they would have Been‘if"tne'
federal tax rates had remained unchanged. Under these circumstances,
we see no reason to consider the respondents' cu*rent levels of -
earnings when requiring a reduction in rates.

IT IS FURTHER ORDERED that:
Finding § be added to Decision No. 90316 to read as follows

The effects of reduced allowadble federal tax
expenses on the respondents Iin Appendix C
hereto are those found acceeptadble to the
Commission staff in Exhibit 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.




IT IS FURTHER ORDERED that rehearing of Decision No. 90316'”

as modified herein,_is hereby denfied. The stay of order‘ng

> 2 and 5, as to PGEE, 1s continued until rurther orde* 
Commission.

The elfective da*n of this order is the date hereo*.

"UCBSUQQ ;tg fian Francisco Califo*n‘a, thi [_‘_fcf-day of
> 1979. K

Commissioner Rickard D. Gravells, u‘m;‘
necessarily absent, did not participato
in the diapo.ition o: thiu proceeding. :
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Decision No. 90316 \ |
BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Investigation on the Commission's )
own motion into the effect of the )
enactment of the Revenue Act-of ;
1978 on the rates of the OII No. 33
California Eubl:‘.c utilities and ; (Piled December 12, 1978)
; .
)

transportation companies subject
to the ratemaking power of the

Comnission named in Appendices A
and B attached hereto.

(For appearances see Appendix A.)

INTERIM OPINION

This Order Instituting Investigation (OII) was issued
for the purposes of determining the effect of the Revenue Act of
1978 on the federal corporate income taxes allowable for rate-

. making purposes, and the coxrresponding effect, if any, which said
Act should have upon rates set by the Commission and charged by
the respondents to the public.

On Novembexr 7, 1978, President Carter signed into law
BR-13511, the Revenue Act of 1978 (or "the Revenue Act").
BR-13511 became effective on January 1, 1979. The Revenue Act
reduces the federal income tax rates assessed on corporations,
including companies regulated by the California delic Utilities
Commission. ' , - o :




0IX 33 ai

Certain public utilities and pipeline companies_li§ted'oﬁ
Appendices A and B to OIT No. 33 were made respondents. The
respondents listed in Appendix A thereto (except The Pacific
Telephone and Telegraph Company (PT&T)) and the cowmunication
companies listed in Appendix B arxe utilities which had no rate
proceedings on file and awaiting decision as of December 12, 1978,
or had not been authorized step rate increases in recent decisions.
The utilities specifically excluded as respondents were listed in
Appendix C to the OII. :

On or befo;e December 22, 1978, each respondent listed -
on Appendix A was ordered to file with'the-Combission‘a 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 Commission in the decision or resolution setting.
the present xates. The report also was required to include a
calculated rate reduction based on the method set forth in
Appendix D. Complete working papers supporting all calculations
were required to be made available to the staff concurfently with
the f£iling of such reports. Each respondent listed in Appendixpk

° was encouraged to file by December 27, 1978, an advice letter
requesting a rate reduction, to become effective on January 1,
1979, reflecting reductions in federal income taxes presently
included in rates. The rate reductions were to conform to the
standards set out in Appendix D.

Ordering Paragraph 9 directed that after Januwary 1, 1979,
all rates collected by respondents to cover federal corporate
income tax expenses shall be collected subject to refund, rate |
adjustment, or balancing account treatment pending_further order of
the Commission. ' S
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Duly noticed public hearings were held before Administrative
Law Judge Mallory in San Francisco on January 22, and February 15, | |
16, and 21, 1979, and the matter was submitted subject to the fi‘l'ﬁngz
of concurrent briefs. | | |
Evidence was presented by the Commission stkff (staff), by -
Pacific Power and Light Company (PPL), Pacific Gas and Electric Company -
(PGSE) , and Genmeral Telephone Company of California (Gemeral). |
Motions to be dismissed as a respondent in the proceeding were filed
By PPL, Southern Pacific Pipeline Company (SPPL) and San Diego
Pipe Lime Company (SDPL). In addition, Standard Pipeline Company
(Standaxd) presented in Exhibit &4 an income statement indicating
that no federal income taxes were incurred by Standard in 1977 and
1978. | : * B
Commmication Utilities L o
Staff Exhibits 2, 8, and 9 concern commmication utilities.
PT&T is named as a respondent in Appendix A to OII No. ‘33},15;and’,._a's | |
such was dixected to furnish a report stating the estimated :e‘ductioﬁ '
'of federal income taxes resulting from the Revenue Act of 1978 based
on the federal income computation adopted as reasomable in PT&T's |
. last general rzate proceeding (Decision No. 88232 dated December 13,
1977, in Application No. 55492). PT&T also was directed to revise
its station-to-station statewide toll rate schedule to producé a
reduction in revenues equal to the estimated tax savings. The
telephone companies named as respondents in Appendix B to OII No. 33
were directed to file a concurrence in the toll rates filed by
PT&T, 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 filing to
increase service commection charges. e

1/ Those :esgondents named in .Apfendix B to the OII which have a

standing toll rate concurrently on file are not required to file
. a concurrence by the order in OII No. 33. |

. ~3~-
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PTI&T advised the staff that it would experience an
inecrease in the employer's share of Social Securityu(FICA)'téxes‘ ‘
concurrently with the federal corporate tax_reductidn; and:askéd the
staff to give consideration to the FICA :éx‘incréasénés aﬁ7offsé:'tof
the federal income tax reduction. . | _," -

staff Exhibit 2 contains the-follbwing,compﬁtations
showing the effect of toll rate reductions: |

:receral lax Rate: rederal Tax Rate Reduction
Company :Reduction - Only: And Social Security Increase:
(Dollars:in Thousands)

Pacific Telephone $14,297 $ 8,246
General Telephone 4,012 2,314
Continental Teléphone 760 | 438

All Others 409 : 236

Total $19,478 $11,23

PT&T and the independent telephone utflity respondents
objected to the filing of rate reductions at this time. Staff

" Exhidbit 2 contains the following recommended alternatives for the

Commission to consider to ensure that ratepayersAre¢eive the

benefits of the federal tax revisioms: | |

(a) An immediate toll rate decrease. The
Commission would determine PT&T's :
revenue requirement in its disposition
of PT&T's current request for increased
rates in Application No. 58223 (PI&T's
current general rate increase application).
The revenue windfall collected between
January 1, 1979, and implementation of the
toll rate decrease would be returned to
the ratepayers in the form of a one-month
negative surcharge (credit) applicable to
the intrastate message toll charges for
that month. : R
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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 a one-month negative surcharge
(credit) as in (a) above. |
We will adopt the second altermative. The record is
complete in Application No. 58223, and the Comnission's Regulatory
Lag Plan anticipates a decision will be issued by July 14,
1979. The data submitted therein gives effect both to the
income tax and FICA tax changes effective January 1, 1979.
Alternative rate spread proposals were submitted by our staff in
that proceeding which deal with the subject matter under considera-
tion herein. Full consideration can be given to federal income |
reductions (and FICA,tax'incfeases) in Application No. 58223 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‘indepeﬁdent
telephone utilities named in Appendix B of the OII. .
In view of our conclusions stated above, that po:tion

" of OII No. 33 dealing with telephone utilities will be consolidated

with Application No. 58223 and OII No. 21 for comsidexration therein.
Energy and Water Utilities -

The majoxrity of the utilities named as respondents in
Appendix A of the OIX have voluntarily-placed,in:o-effect; by advice
letter, the rate reductions contemplated in OIX 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 OII are listed in Appendix B hereto. Those

utilities who have not done so are listed in Appendix C hereto. |
The staff's Exhibit 1 contains the amount of the amnual

revenue reductions for each of these utilities (or districts)

determined in the manner provided in the OII. PPL and PGSE

presented evidence in opposition to the reduction in rates contem-

plated by our order. B
«5-




Pacific Power and Light Company

PPL,among other things, pointed out that it had attempted
to f£file a formal application in October 1978 requesting a genexal
rate increase on an adjusted historical year basis. PPL's witpess
testified that PPL was informally advised by the staff that the
Commission 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
tmsatisfactory to it. PPL contends that historical test yeax
operating results are acceptable as a basis for rate adjustments by
all other state and federal jurisdictions under which 1t operates,
and that if a filing prepared on that basis was accepted whem offered
PPL would have been listed in Appendix C (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
oxder (Decision No. 87071 dated March 9, 1977, in Appl:[cation
No. 56395) that historical test year expenses may mot be accepted
in its next genmeral rate increase application; therefore, it was
on notice that it should present data on a future test year basis.

PPL also raised the issue of appropriate offsets ito‘the
federal tax reduction. The 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 staff di’sag:e_ed with
the contention of PPL that other changes_ in expenses mandated by
governmental action since the date of its last gemeral increase
(Decision No. 87071, supra) also should be used, such as federal and |
state unemployment taxes, postal rates, federal black 1ung taxes on
coal mining operations, royalty payments on federal coal leases,
and severance, extraction, and impact taxes for coal mining
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oPerations.zl PPL presented evidence to show that the total
annual increased revenue requirement from all of . the aforementioned
expense increases is $323,000, compared to the $108,000 ‘revenue
requirement decrease proposed by the staff as a result of the
Revenue Act of 1978.

PPL further contends that it has not earnmed its allowed
rate of return in any quarter since Decision No. 87071 became
effective. PPL argues that because the mandated increases
documented above exceed the tax reduction, and because it has
failed to earm its authorized rate of return, the Commission staff
bas not sustained the necessary burden of proof to accomplish its
recommended rate reductiom. ‘ - |

We agree with our staff that only concurxrent tax
increases should serve as offsets to the tax reduction. ppL's
Exhibit 4 shows an FICA offset of $71,000. However, this amowmt
represents the annual effect of accumulated increases in FICA for
the years 1975 through 1979. The record does not disclose the
annual increase in FICA taxes resulting solely from January 1, 1979,
FICA tax revision. The data supplied in Exhibit 4 cannot be used

. as the appropriate FICA offset onm the basis adopted.

Pacific Gas and Electric Company

PGSE'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 earnmed the last authorized rate
of return for these departments, aud’that-i;s*earnings wouldfbel

2/ 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. IGS&E urges that other expemse items such as
negotiated union wage increases be considered as.offsets‘to‘the
tax reduction. In line with our prior discussion only the
concuxTent FICA tax increase should be an offset to the tax
reduction. Special means have been established for the recapture
of major expense increases‘of_gas-and_electric'utiiities,;such'as‘
ECAC and GCAC procedures. This proceeding is in the nature‘of

a special procedure for reducing revenue requirements when a ma;or
expense item is reduced. . '

At the suggestionm of our staff, the apprOpriate revenue
reductions to offset the federal income tax reduction for PGSE's gas
department are being considered in PGSE's currenmt SAM§proceeding
(A.58470) which is under submission. .

The record does not disclose the amount of FICA.tax
offset to the federal tax income reduction that is apprOpriate for
IGSE's electric department. PGSE will be directed to file
.appropriate rate reductions for its electric department that
reflect the met revenue requirement reduction resulting from the
concurrent federal tax reduction and FICA tax increase.,

Pipelines \

Five pipeline coxrporations are named as respondents .in
Appendix A. They were directed in Ordering Paragraph 4 of OIX.
No. 33 to £file with the Commission ''a report setting.férth‘the
estimated amount of the reduction, pursuant to the Revenue Act: of
1978, of federal corporate Income taxes last adopted by the
Commission in the decision or resolution setting the present rates."
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The 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 the staff
concurrently with the f£iling of said report.

Responses filed by SDFL and SPPL were to the effect that
neither of them had had their current rates approved by the
Commission in formal rate proceedings; therefore, they could not
comply with the directive in Ordexing Paragraph &4 quoted' above.

The Commission's Transportation Division staff, in
Exhibit 3, presented evidence to show the amount of rate reductiom.
resulting from the tax decrease based on financial reports for the
year 1977 filed with the Coumission. |

The staff strongly urged that SDPL and SPPL be ordered
to reduce their rates to give effect to the tax reduction. SDFL.
and SPPL oppose that recommendation on the basis that the ordex
in OII No. 33 specifically 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 an OII be
so drawn as to fully inform the respondents named therein of the
action contemplated by the Commission and the manmer 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 in rates with which the pipeline corporationms
¢could comply is a deficiency that can only be remedied by the
issuance of an amended or a new OII.

Cross-examination of the staff witness indieated 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-dep;thvstudy» of
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pipeline operations and services and was not certain eoneerning,the
valzdlty of the financial reports with respect to c¢omponents of
federal and state income tax data included in the £inancial
reports. In general rate increase proceedxngs we earefully
scrutinize the federal income tax component of the expenses adopted
in the rate proeeedzng. That careful serutxny must be also given to
the financial data of pipeline corporations to be used in’ determ;nlng
any rate reductions appropriate hexe. The financial ‘reports of-
SDPL and SPPL show large aceruals for deferred federal and’ state _
income taxes. The proper treatment of such tax dererrals for rate-"
making purposes must be determined in advance of any determ;natxon
of the amount of rate reduction that should be ordered for those
companies. o .
Should the Commission staff inform us that the necessary
detailed analyses of SDPL and SPPL revenues and erpenses H«Vﬁ’qepw
completed, we will consider issuing a new OII for the purpose o¢
determining the c¢ffect on the pipeline eorporatxons of the Revenue

Act of 1978. We will dismiss those pxpel;ne corporat;ons as’ respon-“‘:
dents in this proceeding. '

The three small pipeline eompdnxee also should be -
dismissed as respondents in Appendix A to OII No. 33. There is no
curreant financial report on file for Four Cormers Pmpe Llne Company
(Four Cormers), as that company's initial tariff was filed
effective May 1, 1978. No reduction in rates was proposed for Four
Corners by the staff. Standard showed a net loss of 3481 000 fox
the year 1977. No current financial statement is on file for
Vallecito Pipeline Company (Vallecito). The tariffs of both
Standard and Vallecito became effective more than 20 Yeers ago.
Because the rates have remained on file for such a.long perzod
the staff recommended that no rate reduetlons be ordered for these
companles. o




Other Respondents

None of the other respondents listed in Appendix Aof
OII No. 33 offered evidence, although some made statements or filed
briefs opposing the action proposed inm OIL No. 33. Respondents
listed in Appendix C are those which have not made advice letter
£ilings, and which will be directed to make such filings based on the
annual gross revenue reductions set forth in the staff s Exbibit 1. |
FICA Offset

By our directives herxein we have authorized after hearing,
specified utilities to offset the annual amounts of federal tax

. reduction by the amount of the concurrent FICA tax increase. Many
of the respondents that submitted advice letter filings in response
to this OII 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 increase, subject to staff approval. ‘

In all other respects, our actions in this proceedn.ng
parallel those taken in OII No. 19 (see interim Decision No. 90000
issued February 27, 1979). We iterate that this is not a“genréra‘lf :

" rate proceeding. We established our jurisdiction over the subject
matter of this OII on December 12, 1978, the date of issuance of the
0IXI. The tax reductions which concern us are for the year 1979.

We bave consistently held that we may reduce rates based on a signifi- |
cant change in a single item of expense in the same manmer that we have
established procedures for granting rate increases s:f.m.larly based

on a single item of expemse.

Findings of Fact. .

. 1. With the exception of pipeline corporations, all of t:he
respondents listed in Appendix A to OIL No. 33 have filed the report
required in Ordering Paragraph 4 of that OII setting forth the
estimated amount of the reduction of federal coxrporate: income taxes
pursuant to the Revenue Act of 1978 based on the data adopted in the
utility's last general rate proceed‘:'f.ng, Such ca-lé.ulaﬁ:ion‘s bave been
approved by the staff as set forth in its Exhibit 1 herein. |

-]ll=-
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2. The majority of the respondents listed in Appendix A
to OII No. 33 also have voluntarily made advice letter filings
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 had opportumity to offer evidence.

4. Several respondents presented evidence in opposition to
the rate reductions contemplated in OII No. 33.

5. It 1is just and reasonable that the federal income tax
reductions aceruing to respondents named in Appendix A pursuant to
the Revenue Act of 1978 should‘be'passed_th:ough‘t0~rate-
payers in the form of lowered rates, exeept‘asrspeciiiedfinv
subsequent findings. '

6. The employexr's share of the FICA taxes was increased on
Januaxy 1, 1979. Such increase in FICA taxes should serve as am
offset to the concurrent reduction in 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 FIGA.taxes.described‘
. in the above finding and, thus, the rate reductions are‘in“excesslof'
those found reasonable herein.

8. The deduction of other changes in Operatingfexpensesc'
mandated by governmental action which became effective prior to
the change in federal income taxes s improper and will not be
considered herein.

9. The manner in which OIX 33 was drafted and practical
considerations militate against pipeline corporations remaining
in Appendix A to OII No. 33.

10. For re3pondents listed in Appendix C hereto-the revenue
overcollected since January 1, 1979 and the date of :melementation
of the rate decrease ordered herein is unreasonable and should be
refunded to the ratepayers in the form of a one-time negative
sureha:ge (credit).
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11. The decrease in rates ordered by this decision is
justified and reasonable; the present rates of respondentSflisted
in Appendix C hereto are unjust and unreasonable to the extent
they exceed the rates resulting from our order herein.

12. Issues concerning the reduction in federal income taxes
pursuant to the Revenue Act of 1978 and the concurrent increase
in FICA taxes, as well as changes in Intrastate toll rates for PI&T
and independent telephone companies, have been raised in PT&T's
general rate increase proceeding in Application No. 58223 and
consolidated OII No. 21. That proceeding is under submission and a
final decision therein is due on or: before July 14, 1979; pursuant
to our Regulatory Lag Plan (Resolution Ar4693). |
Conclusions of Law

1. The Commission has ratemaking jurisdiction 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. This is a special proceeding not constituting'general-
ratemaking and is not violative of the rule against retroactive
ratemaking. The actions taken herein are consistent‘with‘the actions
* taken in Decision No. 90000 dated February 27, 1979, in OII No. 19.

3. Uniform ratemaking considerations requi:eﬁthat‘the‘
respondents which have not voluntarily filed advice letters reducing
rates, as more specifically listed in Appendix C hereto, should be
oxdered to do so. Such respondents should be authorized to offset
the amount of the reduced xevenue 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 OIX No. 33 that have
voluntarily reduced rates as a result of advice letters filed before
the date of this order should be authorized to xefile such advice
letters to give effect to increased FICA taxes.

S. Pipeline corporatioms should be removed from.Appendix A
to OII No. 33 and a new OIT should be issued should owr staff advise
that it is prepared to proceed

=13~
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6. OII No. 33 should be consolidated with Applicafiqn\;
No. 58223 and OII No. 21 (now under submission)‘fof-implementation |
of rate reductions and revenue credits for overcollections flowing
from the Revenue Act of 1978 upon the revenue requirements of PT&T
and the telephone corporations listed in Appendix B to OII No. 53.-
7. Implementation o7 rate reductions and revenue c-edlts
er-collections flovﬂqé from the Revenue Act of 1978 . upon
gvoenue raguirement of PGEE (Gas Jepa*tment) will be accown-zohed
he decision in Application No. 58L70.

8. The following order should become effective on the date
hereof so that the federal tax reductions stemm;ng.frOm.the‘Revenue
Act of 1978 can be reflected in utility rates as soon as possible.

INTERIM’ORDER .

IT IS ORDERED that:

1. Respondents listed in Appendxx C to this oxder. shall
within twenty days after the effective date of this order, file
tariffs which will reduce their rates to the extent of the ameunts]
shown in Exhibit 1 to this proceeding for such utilities, less the
amount of increased employex's share of Social Security (FICA)
"taxes effective January 1, 1979. Thefinerease'in'FICA{shall.be'
determined on a basis comparable to that used to’detefmine the
reduction in federal income taxes, namely, the difference between
the adopted test year payroll at the 1978 rate and base and: the |
1979 rate and base. Such reductions shall be made in the mannex
designated in Appendix D to OII No. 33. :

2. Respondents listed in Appendix A to 01X No. 33 that have
voluntarily reduced their rates in compliance with OII No. 33 may -
wmake new advice letter f£filings giving effect to the anrease zn the
exployer's share of FICA that became effective January 1, 1979 xf
such -advice letters are received within thirty days after the
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 reSpondents from
Appendix A to OII No. 33. '

Qb
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4. OII No. 33 is consolidated with Application No. 58223 and:
OII No. 21 for implementation of rate reductions and xevenue credits
for overcollections flowing from the Revenue Act of 1978 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 B to OII No. 33. ' |
5. The revenue overcollected by the respondents 1isted in
Appendix C hereto since January 1, 1979 and the date of implementation
of the rate decrease ordered by Ordering Paragraph 1 above shall be
refunded within sixty days from the effective date of this oxdexr to
the ratepayers in the form of a one-time negative surcharge (cxredit).
The effective date of this order is the date hereof. .
Dated at Sea Francsco , Californta, this _ X% \
day of MY . 1979, o

 JORN L. ‘bm"so'v; |

o Tresidept
VERNON. L. STURGEON .
RICH \"") D (‘R v\ ""{.‘D o

" CLAMYIT. D] TN '.,_ o "»"}'
L_,O\.»\hf‘ ‘ta ( B ».....,, ‘,R

Cumumwnc.rm R
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APPENDIX A

LIST OF APPEARANCES

Respondents: William V. Caveney, for Southern California Water
Company; Pillsbury, Madison & Sutro, by Noel Dyer, Attorney
at Law, for Standard Pipeline Company; Thomas E. Clarke and
David B. Follett, by David B. Follett, Attornmey at Law, for
. Southern California Gas.Company; Malcolm H. Furbush, Robert
Ohlbach, and Shirley Woo, Attormeys at Law, for Pacific Gas
and Electric Company; George M. Galloway, Attormey at Law,.
and Fredric D. Reed, for Paciliic Power and Light Ccompany;
Orrick, Herxrington, Rowley & Sutcliffe, by Robert J. Gloistein
and James F. Crafts, Jr., Attorneys at Law, for Continental
Telephone Company of Califormia; Donald Houck, for Califormia
Water Sexvice Company; William R. Johnson, fox Citizens
Utilities Company of California, Sacramento County Water
District, and Washington Water and Light Company; Patrick T.
Rinney, Attorney at Law, for Sierra Pacific Power Company;
AT M. Hart, H. R. Snyder, Jr., and Kenneth K., Okel, Attormeys
at Law, by Kenneth K. QOkel, for Gemeral Telephome Company of
California; Jeffrevy R. Pendergraft, Attormey at Law, for
Four Corners Pipe Line Company; Robert 0. Randall, for Southwest
Suburban Water Company; Walter J. Sleeth, Attormey 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 H. Pelavin
and Douglas P. Le{ Attorneis at Law, for Calaveras lelephone
Company, Capay Va i 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, Marlposa
County Telephone Company, Inc., Pinnacles Telephone Co., The
Ponderosa Telephone Co., 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; Willfam Shaffran, Attornmey at Law, for the City
of San Diego; Victor A. Silvetra, for Califormia Independent
Telephone Association; Leonard L. Snaider, Attornmey at -Law,
for the City of San Francisco; and Irank Spellman, for himself.
Commission Staff: Robert Cagen, Attormey at Law. :
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APPENDIX B

The following respondent utilities named in Appendix A
to OII No. 33 have (a) complied with the intent and purpose of OII
No. 33, (b) have indicated their intent to comply in the next
advice letter or rate application proceeding, or (¢) should
have been included in Appendix C of OII No. 33. The utilities
(or districts or departments thereof) named below are dismissed-w
as responcdents in Appendix A of OII No. 33: "

Energy Utilities

Sierra Pacific Power Company

Water Utilities

California-American Water Co. (all districts) -
California Water Service Co. (all .districts)
The Campbell Water Company '

Citizens Utilities Company of California
(Sacramento County Water District) :

East Pasadera Water Company

Fruitridge Vista Water Co.

Pacific Gas and Electric Compgny (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 Aﬁpéndix A
to OII No. 33 have not filed advice letters requesting rate reductxons
pursuant to Ordering Paragraph 5 of OIX No. 33 ox otherwise complied
with the intent of OII No. 33. |

Energy Utilities
Pacific Gas and Electric Company
Electric Department
Pacific Power and lght Company
Southern California Water Co.
Bear Valley Electric District

Water Utilities

Southern California Water Co.

Arden - Cordova District

Borston District

Bay Distriet |

Big Bear District

Central Basin Distriet

Cowan Heights District

Culver City Distrxict

Desert District

Orange County District

Pomona Valley District

San Dimas District

San Gabriel Valley District

Santa Maria District

Simi Valley.District

Southwest Disﬁrict_

Wrightwood Distriet
Southwest Suburban Water Company

San Jose - Whittier District




