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Randolph ~tsch, Attorney at Law, for AT&T 
Communications of California, Inc.; ~atricia 
M' C. Mahone'l, Attorney at Law, for Pacific 
Bell; Richard E. Potter ana Kenneth K. Okel, 
Attorneys at Law, for General Telephone 
Company of california; Pelavin, 
Norberg, Harlick & Beck, by Alvin Pelavin, 
J!:ftrey F. Beck, ana Alan M. Weiss, 
Attorneys at Law, for Calaveras Telephone 
Company, California-Oregon Telephone Co., 
Capay Valley Telephone system, Inc., 
Ducor Telephone Company, Evans Telephone 
Company, Foresthill Telephone Co., Happy 
Valley Telephone Company, Hornitos Telephone 
Company, Kerman Telephone Co., Pinnacles 
Telephone Company, The Ponderosa Telephone 
Co., Sierra Telephone Company, Inc., The' 
Siskiyou Telephone company, and The Volcano 
Telephone Company; Orrick, Herrington & 
Sutcliffe, by Robert J. Gloi§tein, Attorney 
at Law, for Continental Telephone Company of 
California; John L. Clark, for CP National 
ana TuolUlllne Tele~hone; Arthur Smith§on, 
for Citizens Util~ties Company of 
California; and Hark B. Shull, for Roseville 
Telephone Company: responaents • 

C. Hayden hme§, Attorney at Law, for Chickering 
& Gregory: John g, Gibbons, for himself; and 
Octavio Lee, for the State of California, 
Board of Equalization; interestea parties. 

Catherine A. JohnsQD, Attorney at LaW,. and 
Thomas ~ and Keyin p, Coughlan, for the 
Division of Ratepayer Advocates. 

On February ll, 1981, the Commission issuea an oraer 
instituting investigation (investigation) to determine the Federal 
communications Commission's (FCC)' Part 3-2, U'nitorm System of 
Accounts for Telephone Companies (OSOA) should be adopt~l~~~ 
telephone companies subject to the Commission's jurisdiction • 
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CUrrently, telephone corporations under our jurisdiction 

are required to follow the FCC's O'SOA implemented in 1935.and as 
amended by the FCC and adopted DY this commission with certain 
exceptions. One such exception occurred in 1965 (Decision (D.) 
68534, 64 cal. P.O'.C. 27 (1965» when we chose not to adopt the 
FCC's deferred accounting for investment tax credits. However, in 
general, the FCC's USOA has been adopted because of our desire to 
stmplity and eoordinate the accounting and reporting requirements 
imposed on those telephone companies operating under the 
jurisdiction of both this commission and the FCC. 

The FCC issued Part 32 because it believes that the 
present USOA is archaic and incapable ot providing tor changes in a 
comple:)C, competitive, technologieal, and economic environment. 

Part 32, to De effective January 1, 1988 for telephone 
companies under the FCC jurisdiction, reflects a financial based 
accounting system to facilitate the monitoring of revenues, 
expenses, and investments by product, service, purpose and type; 
facilitate management reporting data for cost of service and the 

separations and settlement process; and to accommodate generally 
accepted accounting principles (GAAP) to permit a closer alignment 
with business which is not regulated·. 

Our investigation identified the following six issues to 
be addressed in the proceeding: 

a. Percentage of california telephone utility 
operations intrastate, subject to this· 
Commission, and percentage interstate, 
subject to the FCC. 

b. Whether Public utilities (PU) Code § 793 
requires the Commission to adopt the FCC's 
Part 32. 

c.. Identification and quantif!,~tion of 
implementation costs and wh:o-'o~uld bear 
the Durden of those costs • 
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d. It adopted either in whole or in part 
should any modifications be required for 
intrastate purposes. 

e. Effects on financial reportin~, 
separations, and revenue requ4r~ents from 
adoption of Part 32 either in whole or in 
part. 

f. Identification and analysis of other 
provisions of Part 32 which may affect 
California ratemakinq policies. 

A prehearinq conference was held before Administrative 
Law Judge (ALJ) Galvin on March 17, 1987. Respondent telephone 
utilities agreed to tile their response to issues a, b, and c by 
April 3, 1987. At the request of respondents and interested 
parties, informal workshops were scheduled to determine areas of 
agreement among respondents and interested parties, and to reduce 

, . 
the amount of time needed for tormal hearinqs. Worksh.ops, set for 
May 11, 12, and 19 through 22, 1987, were moderated ~y the 
commission Advisory and Compliance Division (CACD), formerly the 
Evaluation and Compliance Division. However, parties to the 
investigation were unable to reach any consensus. 

Evidentiary hearinqs were held durinq the months of 
Auqust and october of 1987. Testimony was received from 
approximately two dozen witnesses representinq respondents and 
interested parties. Thirty-six exhibits were received into 
evidence. 

Concurrent briefs on all issues except tor the accounting 
and reporting of pension expense, tax normalization, cost 
allocation manual, and a legal argument on the adoption ot the 
FCC's new separations manual (Part 36) were filed on septelllber 10, 
1987. Concurrent briefs on the remaining issues were tiled on 
OCtober 30, 1987. 

All issues except for the ace~~,t1ng and reportinq of 
pension expense are considered in this opinion. This is because of 
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the sUbstantial amount of te$t~ony received on Financial 
Accounting- standards Board (FASB) 87 and the substantial amount ot 
discussion in interested parties October 30, 1987 briefs on this 
matter. A sUbsequent opinion, expected to- be issued in January 
1988, will address FASB 87 .. 

Full adoption of Part 32 and Part 36 is estimated to 
result in additional revenue requirements for the telephone 
utilities in the short-term. This additional revenue requirement 
is t~be reduced gradually and after about seven years should 
result in a revenue requirement savings because of the shift of 
costs from utility plant to operating expense. 

Although nominal impacts are estimated for Roseville 
Telephone Company (Roseville) and the smaller independent telephone 
companies there are some siqni~icant impacts on the larger 
telephone utilities for 1988. Pacific Bell estimates an additional 
revenue requirement of $82 million in 1988 assuming the adoption of \ 
tax normalization and application of GAAP to embedded leasehold 
improvements, General Telephone Company of California (GenTel) $66 
million'on a total company basis and approximately $46 million 
intrastate (exclusive of settlement effects), AT&T Communications 
of california (AT&T) and Citizens Utilities company of california 
(Citizens) $2 million, and Continental Telephone Company of 
california (COnTel) $1 million. 

The Division of Ratepayer Advocates (ORA), formerly the 
Public Staft Division, acknowledges that additional revenue 
requirements will occur with the adoption of Part 32's capital to
expense shift and GAAP. However, ORA's witnesses have not examined 
the reAsonableness of the utilities' estimates. ORA represents 
that it has been unable to determine the reasonableness of the 
utilities' estimates because of continuous revisions ot estimates 
by utilities. r--i . 
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xx. Intrastate Operations 

The first issue in the investigation requires a 
determination of the percentage of calitornia telephone utility 
operations that is intrastate, subject to our regulation. 
Responaent utilities' filings show that their intrastate 
operations, except for AT&T, are approxilllately sot and their 
interstate operations are approximately 20%, based on the current 
separations proeedures. AX&T'sintrastate operations are 
approximately 60t anel interstate operations are approximately 40%. 
No projection of intrastate operations under the new separations 
manual were provided beeause of ongoing modifications by the FCC. 
However, the intrastate factor is not expected to be changed 
materially by the new separations manual. 

III. Public utilities C9de Section 793 

The second issue to be addressed in this investigation is 
to determine if PU Code § 793 requires the Commission to adopt the 
FCC's Part 32. This section ot the code states that the system of 
accounts and the forms of accounts, records, and memoranda 
prescribed by the Commission for corporations subject to the 
regulatory authority of the Unitea States, shall not be 
inconsistent with the system and forms established for such 
corporations by or under the authority of the united States. 
Nothing in this section or § 794 affects the power of the 
Commission to prescribe forms of accounts, records, and memoranda 
covering information in addition to that required at the federal 
level. 

Parties to this investigation unanimously agree that Part 
32 should be adopted; :.,~..hG:r..'=fore, this issue should be moot. 
However, the DRA's recommendation that the utilities be required to , 
maintain supplemental accounting records, such as memoranda or side 
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records for interest durinq construction and gains or losses on the 
early extinguish:ment of debt, is of concern to the respondent 
utUities. 

The small independent telephone utilities are concerned 
th~l.t the supplemental accounting record proposal may require 
utilities to maintain two separate sets of accountinq records. 
Even thouqh Pacific Bell acknowledges that it can continue, as is 
does' presently, to provide such additional records to the extent 
that the required info:r1llation is available within its prilnary set 
of accountinq records, Pacific Bell is concerned that ORA is 
seeking information which uses the present USOA structure which 
would require a separate set of accounting records. 

A majority of this confusion stems from ORA's 
recommendation that respondent utilities implement a data 
continuity mechanism for convertinq new data into· the old USOA 
accounting format to provide periodic reports. However, ORA's 
witness, Mirza, clarified ORA's proposal to require major 
utilities, consisting of Pacific Bell,. Gen'l'el, ConTel and AT&T, to 
have in place "'a mechanism and a one-year date, most likely 198-7," 
to restate 1987 data into Part 32 data. ORA proposes that the 
utilities use one of the four approaches identified in Chapter 7 of 
DRA's Exhibit 2. 

The PO Code and General Orders already require utilities 
to provide specific financial data. In this instance, Mirza 
testified that the major utilities, except for AX&T, have aqreed to 
provide data. They will use one of'DRA's approaches but did not 
specify which one. Subsequently, AT&T's witness, Thiebaud, stated 
that with DRA's clarification of its request tor data continuity, 
A'l'&'l' could satisfy ORA's request. Since major utilities have \ 
already agreed to provide the data reques.ted ))y ORA there is no· 
turther·.~~~I~ . for the Commission to requ.ire it formally. However, 
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should the ~ajor utilities not impl~ent a data cont~nuity 
~echanism, as agreed in this proceeding, ORA should tile a'petition 
tor m.odification of this opinion with its concerns. 

DRA also requests that the Rate Case Plan established by 
the Commission for a notice of intent (.NOI) to' file a general rate 
case De revised to allow DRA additional time to coordinate with the 
utility to understand Part 32 accounting requirements adopted by 
this commission and the data continuity process discussed above. 

'rhe Rate case Plan timetal>le and procedure is currently 
unaergoing a review by the commission in R.S7-11-012 to consider 
effects ot legislative ehanges which took place subsequent to the 
establisb:ment of the Plan, such. as pcr Code § 311. Accordingly, 
DRA's request tor modification ot the Rate case Plan timetal>le 
should be considered in the overall review and not be addressed in 
this investigation. 

IV. Implementation COG 

Respondent utilities tiled a summary of their projected 
cost to implement Part 3Z and recommended how such costs should be 
recovered. 

Implementation cost varied among utilities. Pacific Bell 
projected a $16 million implementation cost, Gen'rel $2 million, and 
the s~ller independent telephone utilities under S2S,OOO. ~he 

majority of the implementation costs consists ot redesigning 
computer systems and related programming and staff training. 

A majority of the respondent utilities recommend that 
costs incurred to implement Part 32 be allocated between interstate 
and intrastate ratepayers, similar to other legitimate costs, 
according to the'current separations procedures. Although Citizens 
recc·m,.I .. ~cd.s that it :be authorized to recover its implementation cost 
through a balancing account mechanislZl, Gen'l'el does not believe that 
such cost should be recovered because implem.entation costs are 

- 8: -
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virtually all 1987 expenses and recoverable throuqh the separations 
process. 

ORA concurs with GenTel's conclusion because the majority 
of the implementation costs are non-incremental, invo.l vinq costs of 
existing statt and resources which are already recovered through 
current rates.. To the extent that incremental costs exist, the 
~jority of these costs will be recovered throuqh the existing 
settlement process without further action by the Commission. 

We concur with ORA and (;enTel.. Implementation costs 
should be recoverable in the same manner as other operating 
expenses, that is, throuqh the qeneral rate makinq process and 
settlement pools. 

v. capital to Expense Shitts 

Certain indirect construction costs, comprised of 
approximately twenty distinct components~ currently capitalized are 
to be expensed under Part 32.. SUch indirect costs include qeneral 
office overheads, labor related additives, property taxes, and loss 
of materials and supplies associated with construction projects. 

Although this accounting chanqe will increase the 
utilities' revenue requirements durinq the ini~ial years of 
implementation, a cross over point, where revenue requirement is to 
go negative, is estimated by ORA to occur in the mid 1990's. 

Approximately seven years after implementation, this 
accoUntinq change will result in a revenue requirement savings 
because its adoption will reduce the utilities' recorded rate base. 
To illustrate, adoption of this accounting change effective 
January, 1988 will increase Pacific Bell's revenue requirement by 
approximately $l18 million, GenTel's by approximately $S7 million, 
~&T and Citizens by approxtmately $2 million, and ConTel by 
approximately $1 million in l~Sa. In 1993, Pacific Bell's 
additional revenue requirement i$ to be reduced by $l12 million to 
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$6 million and GenTel's by $54 million to $3 million. Revenue 
requirement savings are to inCurstartinq in 1994. The smaller 
telephone utilities will occur minimal or no impact from this 
accounting chanqe. 

Each party to- this investigation, including ORA, concurs 
that the accounting chanqe tor indirect constrUction costs should 
be adopted for accounting and ratemaking purposes. However, they 
disagree over how the utilities should recover the resulting 
revenue requirement tor ratemakinq purposes. 

We conclude that Part 32 capital to expense shifts to· the 
extent they do not conflict with commission's current ratemaking 
policies identified in Chapter II of ORA's Exhibit 2, Appendix A to 
this opinion, will be adopted.. The method of recovery of the costs 
associated with this shift is discussed in a subsequent section of 
this decision. 

VI. GenerallY Accepted Accounting Principles 

GAAP are a common set of accounting concepts, standards, 
procedures and conventions which are recognized by the accounting 
profession as a whole and upon which most nonrequlated enterprises 
base their external financial statements and reports. 

Part 32 adopts GAAP tor accounting purposes to the extent 
regulatory considerations permit.. FUture GAAP changes are to be 

adopted automatically, unless the FCC notifies the telephone 
utili ties to the contrary. In those instances where GAAP permits 
more than one accounting method, the FCC is to· select the 
appropriate accounting method tor use by the telephone utilities. 

The adopted of GAAP changes, exclusive of tax 
normalization discussed in a subsequent section of this opinion, 
will initially result in the need for additional revenue 
requirements tor Pacific Bell and GenTel. However, the need for 
ad.d.itional revenue requirements will. decrease over the years and in 
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approximately the seventh year will result in a revenue requirement 
savings. 

Due to GAAP alone, Pacific Bell's 1983 additional revenue 
requirement, excluding the effects of tax normalization, is 
estimated to De $44.2 million: GenTel's is estimated to ~, $9 

million. In 1993 Pacific Bell's revenue requirement is to be 
reduced by $17.5 million to $26.7 million and Gen~el'sby $7.4 

million to $1.2 million. ~here are to be nominal, if any, revenue 
requirements changes for AT&T and the smaller independent telephone 
companies. 

ORA recommends adoption ot all the changes which have no 
revenue impact and adoption or modified adoption of most of the 
remaining FCC adopted GAAP items which have major revenue impacts. 
The adoption was recommended tor accounting purposes only. ORA is 
silent on the ratemakin~ treatment for the additional revenue 
requirement caused by GAAP. However, ORA. does recommend that all 
future GAAP promulgations be considered for accounting and 
ratemaking purposes on a case-by-case basis. GAAP issues 
identified by ORA are: 

a. Interest Durinq Construetion 

b. Accounting Methods 

c. Leasehold. Improvements 

d. Compensated. Al:>sences 

e. Contingent Liabilities, WorKers' Compensation 

f. Incentive Awards 

9- Early Extinguishment of Debt 

h. Computer Software Cost 

i. Depreciation 

j . Comprehensive Normalization 

k. Future GAAP' Changes 

- 11 -
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a. Interest Puring construction 
The FCC proposes no. changes to. its Interest During 

Construction (ICC) formula in Part 32. However, because the FCC 
allows short-term construction projects to. be included in rate 
base, DRA opposes the adopti~n Qf the FCC fQrmula in favQr Qf the 
Commission's IDe formula. The Commission formula provides for the 
accrual Qf IDe on construction proj eots expected to- be completed 
within one year. 

GenTel recommends the FCC formula be adopted. It 
believes that ORA is advocating a short-sighted position because, 
although $9 million of GenTel's $66 million additional revenue 
requirement in 1988 is due to. the FCC'S IDe method, in the long
term (approximately seven years) GenTel will experience a revenue 
requirement savings. There is no. impact on Pacitic Bell beeause 
Pacifie Bell does not seek a change in this Commission's IDe 
formula in this investigation. 

~e commission's IDC formula is based on sound principles 
and has withstood litigation in several ot Pacific Bell's and 
GenTel's rate proceedings. This investigation has produced no. 
evidence to demonstrate that the FCC's formula is superior to. the 
Commission's IDC formula. ~erefore, the telephone utilities 
should continue to. maintain appropriate records to eonform to. the 
Commission's IDe policy, currently appli~le to. construction work 
in progress involving expenditures of $25,000 or more. 

b. b&SC0unting· MetbQ5ls 

As previously discussed, where GAAP permits more than one 
accountinq method the FCC proposes to. select the appropriate method 
for use by the telephone utilities. other than ORA's vaque 
statement that there may be individual instances where DRA needs 
additional information to review the accounting method selected by 
the FCC,' there were no objections. 

Therefore, in those instances where GAAP permits mo.r~ 
than one accountinq.method the telephone utilities should tollow 
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the aecounting method selected by the FCC. If the telephone 
utilities, ORA, or any other party objects the method selected by 
the FCC that party should bring the issue before the Commission in 
a formal proceeding (such as a general rate proceeding). 

c. Leasehold Improvements 
Under G~ all leasehold improvements are capitalized 

separately and amortized over the term of the lease, which is 
generally shorter than the life of a building. Pacific Bell 
estimates an additional $10.1 nillion revenue requirement for 1988 
should this GAAP prOVision be adopted. Part 32 is silent on the 
treatment of embedded leasehold fmprovements capitalized as a part 
of the buildings account and currently amortized over the life of 
the building .. 

There is no opposition to USing GAAP for leasehold 
improvements on a prospective basis. ORA proposes that embedded 
leasehold improvements currently in the buildings account be 
amortized over the life of the buildings account. However, ORA's 
witness testified that ORA would reconsider its position should the 
FCC, currently considering amortizing embedded leasehold 
improvements, promulqates a specific method o~ amortizing the 
embedded accounts. 

We concur with ORA.. Leasehold. improvements should be 

capitalized separately and amortized over the term of the lease. 
Embedded leasehold improvements should continue to' be amortized on 
a prospective basis over the life of the buildings account. 

d. ~nsated Absences 
GAAP requires compensated absences to be recorded as an 

expense in the year the liability is incurred. The embedded 
liability is to be amortized over ten years to ease rate shock. 
This is a departure from the Commission's current policy of 
recording compensated absences as an expense i~,th~ .,:tear the cash 
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is actually paid out. Pacific Bell estimates this change will 
result in a eonstant additional revenue requ.irement of $19.2 

million. 
ORA does not object t~ the Part 32 acerual treatment of 

compensate4.~sences; however, it recommends that 'if a situation 
arises in which a utility receives cash before the cash is actually 
expended, this situation should be aceounted for in the caleulation 
of working cash allowed in rate base.' 

Since there is no opposition to, the treatment of 
compensated absences, the telepbone utilities Sboul~ eonform to 
Part 32 in accounting for eompensated absenees. ORA's proposed 
working cash treatment for cash received by a utility prior to the 
cash being expended should be addressed on a case-by-case basis in 
general rate cases. 

e. Com:ingent Liabilities. workers' COJrpensa'tion 
GAAP requires the expected liability for workers' 

compensation to be calculated and accrued as an expense in the 
current year. Pacifie Bell estimates that adoption of this 
proposal would inerease its 1988 revenue re~irement by $5.8 
million. Since Paeific' Bell is the only utility which is self
insured for workers' compensation, this proposal does not currently 
affect the other utilities. 

ORA does not oppose this treatment; however, it believes 
that because GAAP tends to overstate the amount of liability, 
Pacific Bell and any other utility using the contingent liability 
approach. shoulc. use a mid-range estimate to r~cord its liability. 

Again, there is no opposition to the principle of 
applying GAAP. Therefore, the accrual basis of accounting for 
Workers' compensation should be adopted. However, because of the 
need to estimate the amount of liability for workers' compensation 
disputes regardinq the reasonableness of the '~i~~:lity will occur. 
Rather than requiring mid-range est~ates, the utilities should 
maintain necessary documentation to support their liability • 
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1! • Incentive Awards 
GAAP requires incentive awards to be recorded on an 

accrual basis. The FCC did not address this matter in Part 32. 
DRA represents that Pacific Bell already repOrts incentive awards 
on the accrual basis of accounting. 

ORA recommends that if GAAP is adopted for incentive 
awards, the utilities should ~e required to account separately for 
the amounts which are accrued for employees who terminate during 
the year. The accruals tor these employees should be reversed. 

We concur. GAAP should be adopted for incentive awards 
and any awards accruing for employees terminating service during 
the year and not receivinq the award should be reversed. 

9'. Early Extinguishment of Debt 
GAAP requires that gains and losses from the early 

extinguishment of debt be recognized in the year of occurrence. 
However, the Commission'S generic policy has been to amortize qains 
and losses over the lite of the replacement debt • 

Other than the utilities' recommendation that GAAP be 
adopted, no justification to ehanqe the Commission policy has been 
oftered. The utilities should continue to amortize qains and 
losses from the e~rly extinquisblllent of debt over the life of the 
replacement debt. 

h. Computer SoQ:ware costs 
The costs associated with initial operatinq systems' 

software purchased for general purpose computers and certain 
associated right-to-use fees are to be c~pitalized while 
applications software and recurring riqht-to-use fee are to be 

expensed. 
The only dispute in the accounting for software costs is 

in the expensinq of softw~e systems being developed internally and 
applications systems for fut~e ~cvenue-generating services. DRA's 
witness, Amato, recommends tb.at such software be capitalized under 
a deterred accounting approach for recovery of costs. when the 
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. 
utility actually starts offering the service, stmilar to the 
accounting for Pacific Bell's 800 service software development cost 
required by 0.86-01-026. 

costs: 
Amato recommends the deferral treatment because such 

a. Relate to future services and deferral 
would allow the ttminq ot cost recoqnition 
to coincide with revenue recognition. 

b. May be incurred to develop non-regulated, 
competitive service offerings. If expensed 
immediately, ratepayers would be burdened 
with paying the utility for services which 
may never benefit them. 

c. May be incurred for a system. which may 
never become operational. If expensed 
immediately, ratepayers would be burdened 
with paying for services which the utility 
may never provide. 

Onder this proposal, costs would accumulate in a deferred vi 
account until the software systems are examined in a general rate 
proceeding. ~hose sottware systems used for new regulatory 
services would be capitalized, amortized over the system's 
projected life, and recoverable in rates. However, those software 
systems abandoned or utilized in offering an unregulated service 
would be recorded as a non-operating expense and not be recoverable 
through the rate making process, irrespective of their prudency. 

Pacific Bell believes that DRA'~ proposal is not 
appropriate because new software under development for future 
revenue-qenerating services is not addressed in Part 32 and because 
there is no significant change to the current method of accounting 
tor software costs. Further, the deferred method for Pacific 
Bell's pending 800 service was adopted only after the specific 
service was scrutinized by a~l L~terested parties in a Commission 
proceeding •. 

- 16 -



• 

,. 

I.S7-02-023 AlJ/MJG/jc * 

':rhe utilities are concerned that under Amato's proposal 
they will bear all the risk of the development of new software and 
pass on all the benefits of the development t~the ratepayers. 
This is because Amato recommends that, although a return is to 
accumulate with the software development cost, recovery would not 
occur until a new regulated service is offered and the prudeney of 
such costs are scrutinized for reasonableness in a rate proceeding. 
FUrther, it a new regulated service is not implemented, the 
utilities would not be allowed to recover their development cost, 
no matter how prudent the costs are. 

Although the telecommunications industry is in a dynamic 
era with the increased presenceot innovative.technology and 
competition, telephone utilities are not research or development 
companies. Not even Pacific Bell's software development for its 
proposed SOO service is being undertaken by Pacific Bell: it is 
being undertaken by an unregulated affiliate, Bell commUnications 
Research, Inc. 

Ratepayers should not be required to compensate utilities 
for software development costs intended for future revenue
generating services without a mechanism to review the 
intergenerational equities or the prudency of such costs. 
currently, this review is conducted in general rate proceedings on 
a 'case-by-case basis as, for example, Pacific Bell's software 
development costs for 800 service. 

As the utilities assert, Part 32 does not substantially 
depart from the current method of accounting for software 
development costs. However, DRAproposes the implementation of a 
blanket cost deferral until the service is being offered as a 
regulated service or abandoned, a retrospective review. 

Part 32 does not subs.tantially chanqe the accounting for 
software cc~ts':rom the current accounting procedure as shown on 
paqes 3-9 ot DRA's Exhibit 2. We will continue to address software 

- 17 -



• 

• 

• 

I.87-02-023 ALJ/MJG/jc W' 

development costs tor tuture revenue-generating services on a case
by-ease basis. 

i. Depreciation 
Part 32 atfects the depreciation accrual to the extent 

that certain asset qroups, such as computer and central office 
equipment - toll, will be reclassified trom one depreciation 
category to another. This reclassitication of categories will 
change the remaining life of the categor~es, the reservoe balance of 
the existing categories and the depreciation accrual for those 
categories. 

ORA's witness, Joshi, recommends that any revenue 
requirement resulting from the accrual change be charged to a 
deterred 'account until the accrual reaches a cross-over point, 
negating the revenue requirement. This recommendation is made even 
th~ugh ORA and respondent utilities project that revenue 
requirement changes associated with the changes to depreciation 
categories will be minimal • 

According to ORA, any changes in depreciation would be 

revenue neutral until there is a represcription ot depreciation 
rates. Such. represcription is expected to take place in 1988 for 
Pacific Bell an~ 1990 tor GenTel. Therefore, we conclude that 
rather than requiring the utilities to implement a procedure to 
track nominal depreciation changes that may occur in 1988 for 
Pacitic Bell and 1990 tor GenTel, such. revenue requirements, if 
any, should be addressed during the represeription of the 
utilities' ~epreeiation rates. The utilities should submit as a 
part ot their respective represcription tiling the impact of rate 
changes caused by depreciation changes adopted in this order. 

j. Comp~ensive Hqrmalization 
The issue of comprehensive normalization was initially 

raised by ~~~it~= Bell, GenTel, and AX&X because the FCC's Part 32 
requires that th~ tax etfect ot book and tax tim~ng differences be 

normalized. Comprehensive normalization is an accounting concept 
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that matches all income tax effects with the underlying 
transa~ions in the accounting period in which the transactions are 
reported in the utility's income statement. 

Should comprehensive normalization for income taxes be 
adopted, Pacific Bell's and GenTel's revenue requirement would be 
immediately reduced by $46 million and $6 million, respectively. 
Five years later, in 1993, Pacific Bell's revenue requirement would 
be increased $3 million and GenTel's decreased by $3 million. 
There would be a minimal impact, it any, on AT&T and the smaller 
independent telephone companies. 

Prior to 'I'he 'I'~ Retorm Act of 1986, construction 
overheads were capitalized for accounting and ratemaking purposes 
as components of construction-work-in-proqress (CWIP). However, 
tor accounting and ratemaking purposes these overhead components 
were deductible currently for federal ,tax purposes. The federal 
tax benefits derived from taking the overhea~ components 
capitalized as a deduction for federal tax purposes were flowed 
through to the ratepayers for ratemaking purposes. ~his policy 
resulted in a lesser ratemaking federal tax expense than what it 
would have been it the overheads had been considered capitalized 
components of CWIP for federal tax purposes and normalized. 

Subsequent to the passage of The Tax Reform Act of 1986, 
construction overheads that were previously deductible in arriving 
at federal tax must now be capitalized in CWIP as a construction 
component for federal tax purposes. 

Part 32 requires overheads previously capitalized to be 
expensed raising the issue of normalization versus flow-through. 
Under normalization, the difference between expensing overheads 
currently and the accelerated depreciation available tor Federal 
tax purposes would be multiplied by the s'tatutory corporate tax 
.cate and reflected as a deferred tax. ,In o'th.er words, the company 
would~e the deduction currently instead of capitalizing.it and 
amortizing the ded":letion. Since the accounting and ratemaking , 
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treatment of overbeads as expense has a qreater effect on reducing 
taxable income .than does the'. deduction of accelerated depreciation 
on a tax return ~asis, the deferred tax generated ~y this timing 
difference would be aaded to rate base. 

Onder flow-through, the ratemaking Federal tax ~~nse is 
higher than under normalization because the eurrent deduction of 
overheads for the Federal tax calculation is replaced with the 
accelerated depreciation available on the capitalized overheads on 
a tax return basis. 

An ancillary issue pending before the Internal Revenue 
Service (IRS) is an industry wide application tor a Nchangc in 
accounting method. N If IRS approves the request, federal tax 
treatment would generally be consistent with the capitalization 
requirements of Part 32. However, if it isn't approved, the 
utilities would De required to continue capitalizing for federal 
tax purposes the overhead components expensed under Part 32. 

PacifiC Bell estimates an additional revenue requirement of $2 

million if the accounting change for tax purposes is not approved. 
The utilities recommend tax normalization because it 

conforms with GAAP, it results in a lower revenue requirement, and 
it eliminates excessive record keeping requirements. GenTel's cash 

flow analysis shows that its ratepayers could benefit from the 
adoption of normalization for the next 20 years. Although Pacific 
Bell's intrastate revenue requirement impa~ shows that Pacific 
Bell's ratepayers could benefit from the adopti~n of normalization 
in 1988 ~y $46 million, this benefit will turn around and by 1993 
cost Paci~ie Bell's ratepayers ~ additional $2.7 million. 

DRA recommends the continuation of flow-through because 
it is consistent with current Commission policy, Decause the 
Federal tax law is hiqbly volatile with frequently chanqing 

~. requirements, and l:>eeause norma.lization would only benefit the 
ratepayer in the short-term • 

• - 20 -



• 

• 

I.87-02-023 ALJ/MJG/je * 

The issue of normalization versus flow-through was 
addressed by the Commission in 0.84-05-036 (OIl 24). Upon review 
of a comprehensive analysis of all california utilities, the 
decision affirmed that the flow-through treatment of ttming 
differences is to continue as commission poliey. 

Although The Tax Reform Act of 1986 substantially 
el~inates the tax benefits that were flowed'through to the 
ratepayers from the overhead components previously capitalized but 
deductible for tax purposes, the treatment :may be short lived 
because additional changes to the tax code are under consideration. 
A ehangoe in poliey at this time may not be warranted. ~ecause of the 
volatility of the recent tax changes and short-term impacts. 

We concur with ORA's analysis that the Federal tax 'law is 
volatile and that normalization would only benefit the ratepayers 
in the short-term. A sul:>stantial amount of tae and analysis went 
into our affirmation of a generic flow-through policy. The 
telephone utilities have not convinced us that the g~eric policy 
should be modified for telephone utilities. Therefore, the policy 
of flowing through tax benefits should continue as a generic. 
ratemaking policy and the telephone utilities should continue, as 
they have in the past to maintain memorandum records reflecting the 
accounting for both flow-through and normalization of taxes. 

k. l!¢Ure GAAP 
Part 32 adopts future CAAP pronoucements automatically, 

unless the FCC notifies the telephone utilities to the contrary. 
However, DRA recommends that future CAAP pronouncements should be 
adopted by this Commission only after the major utilities (PacBell, 
GenTel, ~&T, ConTel, Roseville, and citizens) provide a positive 
showing to the commission that such pronouncements are for the good 
of the ratepayers. To accomplish this positive showing ORA 
recommends that: 

• •• f ~.. • .' ••• , • 

a. This investiqation be kept open to ac1clress 
future GAAP changes. 
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b. Telephone utilities' Part 32 petitions 
and/or revenue requirements filed with the 
FCC should be tiled concurrently with this 
Commission. Copies are to be sent to both 
DRA and CACD.. . 

c. For GAAP changes, revenue impact studies 
are to be provided to ORA and CACO within 
90 days after the FASS releases its tinal 
pronouncement. 

d. For Part 32 changes initiated by the FCC, 
FCC required studies should be filed in 
accordance with item b. 

e. Non-revenue items be addressed as 
sup~lements to this investiqation on a 
per~odic basis as necessary. 

GenTel concurs with DRA'$ proposal because it believes 
that FASB's GAAP changes will be relatively intrequent. 

We concur with ORA that future GAAP pronouncements should 
not be routinely adopted. However, this investigation should not 
be kept open tor an indefinite period ot time. Rather, the 
Commission's Resolution procedure should be used to address 
subsequent Part 32 changes •. Should a controversial issue occur, a 
new investigation could be opened to consider the matter based on 
an evidentiary record. 

The following telephone utilities, Pacific Bell, GenTel, 
AT&T, ConTel, and Citizens should provide· the followinq to- both ORA 
and CACD Directors: 

a. Concurrent copies of any Part 32 petition 
and/or revenue requirement filed with the 
FCC. . 

b. For GAAP changes, revenue impact studies 
within 90 days after the FASS releases its 
final pronouncement. 

c. For Part 3Z chanqes initiated by the FCC, 
FCC re~ire4 studies concurrent with their 
FCC filinq .. 
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Roseville should not be included because, unlike the 
other telephone utilities, its,revenues requirement impact from 
adoption of Part 32 and p~ 36 is nominal. 

With the foregoing discussions GAAP as modified by this 
opinion should be adopted. Any revenue requirement impacts should 
be accounted ~or in a manner consistent with the treatment for 
capital to expense charges identified in this decision. 

VII. Post Retirement Benetits. 

AT&T and ConTel recommend the adoption of a change in 
accounting for post retirement benefits from the cash basis of 
accounting to the accrual basis. Post retirement benefits will 
change from ~inq recorded as an expense when actually paid to 
beinq an expense which is accrued and recorded when earned.. ConTel 
took ~ts recommendation one step further by adopting this 
accounting change for its accounting records effective 1987 • 

Both AT GeT and ConTel recommend this change in accounting . . 
on the premise that: the FASB is expected to issue an exposure c1raft 
on converting to the accrual method for post retirement benefits 
sometime next yea,r.. An exposure draft is a proposal for a GAAP 
sent out by FASB for comments by all parties prior to adoption. 

DRA asserts that adoption of this accounting change by 
FASB is purely conjectural at this time. Even if an exposure draft 
is issued next year, it is not currently known what actuarial 
methodology may be required or accepted by the FASB. Further, once 
an exposure draft is issued, ther~ is generally a lengthy period of 
time before the FASB issues a final pronouncement. For example, a 
FASB exposure draft on accounting and reporting by defined benefit 
pension plans issued in April 1977 was adopted nine years later. 

We concur with ORA.. This investigation was opened to ""'"', 
cons:i.c1er whether GMP should be adopted tor accounting PW:P05eS" 
and it so, to what extent, not to speculate on future GAAP' 
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pronouncements. The accrual method of accounting tor post 
retirement benefits should'not be adopted at this time. FUrther, 
ConTel should change its accounting records for Commission purposes 
to conform with the cash basis of accounting for post retirement 
benefits. 

v.o:x. Prior BatelllAkinq Policies • 

ORA, concerned that the adoption ot Part 32 :may have 
unforeseen side effects of eradicating prior Commission decisions 
and policies adopted over the years, recommends that if any such 
issue arises, it be addressed in each utility's general rate 
proceeding. FUrther, adoption of Part 32 should not be considered 
a reason for any telephone utility to abandon accounting and 
ratemaking requirements instituted by this commission in past 
proceedings. To the extent that such accounting and ratemakinq 
changes ~e' not specifieally addressed in this opinion, we concur • 

In this investigation Pacitic Bell and ORA have 
identified a prior commission policy pertaining to the accounting 
for affiliated company transactions which needs to be modified 
because in its present form it renders compliance under Part 32 
impossible. 

By 0.86-01-026 Pacific Bell was required to record all 
transactions with affiliated companies in Account 674, General 
services and Licenses. Although not specifically ordered to do so, 
GenTel and ConTel also use Acco~t 674 to record transactions with 
affiliated companies. 

under Part 32 accounting, affiliated company transactions 
will be disagqregated to several differ~nt Part 32 accounts based 
on the nature of the affiliate transactions. There will be no 
account similar to the current General Services and Licenses 
expense account. However, Pacific Bell and ORA developed a 
pr~edure to provide the commission with the necessary information 
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to oversee and analyze affiliated company transactions. This 
aqreed. upon procedure between Paci:fic Bell and.' .DRA should be used 
by any 'telephone company involved in affiliate company 
transactions. However, AT&'l:, who xo.aintains its accounting records 
on a national accounting system, should be permitted to- provide 
affiliated company transactions on a side record basis to avoid 
unnecessary costs. The procedure is as follows: 

a.. For each Part 32 account to whieh affiliate 
costs are assiqned, a separate and unique 
subaccount code (e.g-., function code, 
reporting- code, or expenditure code) is to' 
be set up to record the affiliate costs 
chargeable to that account. 

b. Affiliate company subaccount codes are to 
De used exclusively t~ record affiliate 
company costs. 

c. The cumUlative total recorded in affiliate 
company subaccounts' codes for a period 
must reconcile with the affiliate company 
billing for that period. 

d. Subsidiary records to support the monthly 
affilia,te billings are to be set u~ and 
maintained, with such records prov1dinq an 
audit trial to the Part 3Z account assiqned 
affiliate costs and a year-to-date 
accumulation of the total costs billed by 
the attiliate. 

e. Supplemental memorandum records are to be 
xo.aintained for surveillance ~urposes to 
track Commission adopted aft~liate company 
adjustments. 

f. For rate proceddings, the utilities are to 
submit their test year affiliate company 
estimated costs separately. 
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IX. SepamiQDS 

Telephone utilities provide both interstate and 
intrastate services subject to regulation by the FCC and this 
Commission, respectively. Therefore~ it is necessary to allocate 
(separate) the utility's revenues~ expenses, taxes, investments, 
and reserves between interstate ~d intrastate operations. This is 
aeco~plished through the use of a separations manual. For 
intrastate purposes this separations manual is used to determine 
the cost of services within the state~ such as interI.A!rA (Local 

. Access and Transport Area) access, ~essage toll, toll priVate line, 
and exchange service. 

Currently, the FCC's Separations Manual (Part 67) is used 
by this Commission. However, this separations manual is structured 
by accounts identified in the FCC's current USOA. With the 
adoption of Part 32, to be effective January l, 1988, the 
separations manual is obsolete. Aecordinqly, the FCC issued a new 
separations manual (Part 36) based on the new OSOA,' to be effective 
January 1, 1988. 

GenTel and AX&T estimate nominal impacts from the 
adoption of Part 36. However, Pacifie Bell initially estimated 
that adoption of Part 36 would result in an additional $28.6 
mi~lion revenue requirement co~prised of: 

.Issue 

a. Central Office category 6-
b. Central Office category 8.23 
c.. Revenue Accounting Expense 
d. Marketin9 Expense 
e. Other Conformance Issues 

Total Impact 

Impact 
(Millions) 

$ 5.4 
(19 .. 5) 
(23.7) 
62.5-
3.9 

$. 28.6 

Part 36, in 'addition to confOrming to Part 32'?J/t~/" 

incorporates four separatio]lS rule ehanqes. Of the four rule 
chanqes only one, the assignment of all marketinq activities. to- the 
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intrastate jurisd.iction, bas a significant i:mpact on intrastate' 
revenue reql.1'irements. As shown in the above tabulation, the 
allocation factor for marketinq results in a $~2.S million revenue 
increase for Pacific Bell. 

. . 
Although ORA's witness, Low, expresses caution in 

adopting the new lXlarketinq allocation factor, he aoes:recomI:lend 
adoption of Part 36 to the extent that it conforms 'with Part 32, as 
adopted in this investiqation. 

However, Low makes no recommendation on the revenue 
requirement effect of Part 36 ~ecause he has not yet analyzed 
separations data trom the major utilities. According to Low, he 
needs at least 45 days to analyze Part 36, data from the major 
utilities before be can recommend whether the individual utility'S 
revenue requirement is reasonable or not. Sinee he only received 
Paei!ic Bell's separations data in the first week of Auqust and 
expeeted to, receive ConTel's and GenTel's on Auqust 1$ and 

October 15, 19S7, respectively, a ORA recommendation on revenue 
requirem.ent ilnpa~s tor Part 36 will not be available until at 
least January 1988. 

I • ' 

SUbsequent to the receipt ot separations testi:mony, the 
FC~ revised its allocation factor for marketing expenses to include 
access revenue, on an interim basis. ~he FCC is reviewing its 
marketing factor and intends to issue a permanent factor in April 
1988. With this inter~ change in the marketing factor Pacific 
Bell's witness, Sawyer, testified that Pacific Bell's revenue 
requirement related to Part 36 should be reduced ~y $62.5 million, 
producing a negative $33.9 million requirement. ORA's major 
concern with the adoption of Part 36 is .z::.lleviated with the interim 
.z::.llocation factor. 

During, evidentiary hearings GenTel's counsel brought to 
the attention of all parties a recent Ninth Circuit Court of 
Appeals decision (Hawaiian Telgphone Company v. PUblic Utilitie~ 
~9mmission, '827 F .2d 1264 (9~ Cir~1987) regarding the FCC'S 
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authority to determine separations procedures. This decision is 
beinq appealea,by the Hawaiian commission. By brief, ORA confirmed 
that it would make any recommendations to modify the FCC's Part 3&. 
However, ORA will review its position on modification of Part 36 
after decision on the Hawaiian Commission's· appeal. Meanwhile, ORA 
is reviewing the reasonableness of the revenue requirement impacts 

• 
from adoptinq Part 36. 

Disputes regarding the adoption of Part 36 have been 
resolved during the course of this investigation and all parties 
recommend adoption of Part 36.. Therefore,. we adopt Part 36. / 

Consistent with the treatment of capital to expense 
impacts Pacific Bell, GGnTel, citizens, and ConTel should record 
the revenue requirement impact of adopting Part 36 in a balancing 
account. Supporting workpapers should be maintained for review 
until the balancing account is terminated. AT&T, Roseville, and / 
the smaller independent telephone companies should address the 
revenue requirement impacts in their next general rate case or GO 
96 filing, as appropriate. 

The one remaining issue, as pointed out by ORA, is the 
reasonableness of the individual utility'S revenue requirement 
impact from adopting Part 36. This revenue requirem.~t issue 
should be addressed during the review of the balancing account. 

a.. SPY:to SW 
One of the three minor separations rule changes relate to 

Central Office cateqory 6 (category 6).. Non Traffic sensitive 
(NTS) costs associated with cateqory 6 will no longer be 

distinquished from traffic sensitive costs. This change will make 
it impossible to continue to- apply a subscriber plant factor (SPF) 
to the subscriber line usage (SLU) to category 6. for the purpose of 
shifting NTS costs from interexchange access services to exchange 
services. However, SPF to sm willcc.J)!:.;:r.I~ to apply to· the 
majority of NTS costs • 
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A Dial Equipment Minutes (D~) measurement replaces the 

SW measurement, bath of which. measure the relative use of local 
switching equipment. To put this in perspeetive, Sawyer calculated 
Pacific Bell's OEM and SLU interLAXA access faetor for March 1987. 
The DEM measurement shows that 6.9% of all telephone call minutes 
on subscriber lines are from interLA'I'A access calls and the SLU 
measurement shows 6.7%, or a 0.2% differential between OEM and SW. 
This differential results from the inclusion of closed end WA1'S 

minutes in the DEM formula. 
Pacific Bell recolllmends that the Part 36 OEM measurement 

should be used to determine the shift from access to exchange 
serviees and that the slli:rt amounts using OEM be included for 
recovery in the annual SPF to SW advice letter filing. Gen'I'el 
concurs with Pacific Bell. 

Since there is no opposition to Pacific Bell's proposal, 
the OEM measurement should ~e used in place of the current SL'O" 
measurement to determine shi~ts t~om access to' exchange services 
tor cateqory 6, only. 

x. pther Issues 

'!'he investiqation identities other proceedinqs that are 
~ein9' undertaken by the FCC concurrent with Part 32. Two of these 
proceedings, Part 64 (commonly known as Part X) and Part 69 are 
addressed ~y ORA. Part 64 is a cost allocation standard for 
recordinq transactions between regulated telephone utiliti'es and 
their corporate affiliates. Part 69 is revised access charge 
rules. 

a. Part 64 
,ORA's witness;:·,.,!~·~ r did not analyze the impact of Part 64 

because the FCC was considerinq several petitions for 
reconsideration and because the utilities' cost allocation manuals 
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were not yet finalized. Lew recommended that Part 64 be considered 
at a later date when more information and time is available. 
According to Lew, lack of a decision on Part 64 will not adversely 
affect the adoption of Part 3Z. 

On the last day of evidentiary hearings, ORA's counsel 
informed all parties to the investigation that ORA. is ready to 
proceed with Part 64 and requested that parties have their Part 64 

testimony ready in December 1987.' The telephone utilities objected 
to ORA's request because they believed that Part 64 is not a part 
of this investigation. The matter was deferred to briefs due on 
October 30, 1987. 

ORA, concerned that the FCC has set January 1,. 1988- to. be 

the effective date of Part 64 for interstate purposes,. recommends 
that the Commission address Part 64 by the end of 1987. According 
to ORA, it considered Part 64 to be an issue in this proceeding and 
believes that it should be considered with Part 3·2. 

The utilities do not believe" that it should be addressed 
in this investigation. Although Part 64 is identified in the 

investigation, similar to. Part 69, it is only identified as one of 
the many changes occurring in the FCC rules. GenTel and the 
independent telephone companies also pOint out that the Commission 
does not currently have an official method of accounting for the 
a~location of costs between utilities 'and their subsidiaries. 

This investigation was opened to specifically address 
Part 32, its effect on intrastate rates, and the rateking treatment 
of the implementation costs associated with Part 32. ORA's own 
witness testified that lack of a decision on Part &4 will not 
affect the adoption of Part 32. 

Part 64 is not specifically identified as an issue in 
this investigation. FUrther, the investigation is not intended as 
a -catch-all" to addrt:.l;oo:r;~;.,..:.illary matters. To keep it open at 
this. time would require us. to expand the 1nvesti9'ation and to 
notify prospeetive interested parties o:f our intentions. We 
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conclude that Part 64 should not be addressed in this 
investi9'ation. • I • 

However, since the Commission currently does not have a 
method for utilities to ,allocate costs between regulated telephone 
utilities and their corporate affiliates , it may best' .to institute 
a proceeding t~ consider the FCC's Part ~4. SUch a proceeding 
should be e~nsid~red by'CACO and if warranted, proposed. t~ us in a 
new investigation. 

b. Part 62 

Part 69 is another ancillary matter discussed by ORA. 
However, in this instance DRA believes that because Part 69 is not / 
intended to have an i:mpact on intrastate ratemakinq under current 
eondi tions , it need not be addressed. However, ORA d.oes 
recommend that Part 69 be reviewed after the FCC issues its final 
report and order to verify that it will not affect intrastate 
ratem.akin9' • Part 69 should not be considered at this time • 

xx. XJrp.acts 

'the adoption of Part 32 and Part 3& with modification 
will have the larqest revenue requirement impact on Pacific Bell, 
GelTel, AT&T, Citizens, and ConTel. Based on incomplete estimates 
of 'the utilities whiCh have not been examined, Pacific Bell will 
incur an additional revenue requirement of approximately $11& 

million in 1988, GclTel $46 million, AT&T and Citizens $2' million, 
and ConTel $1 million. The approximate impact on Pacifie Bell and 
GelTel as a result of this decision are set out below: 
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, , 

capital to Expense Shifts 
GAAP Shifts 

compensateQ Absences 
Workers' Compensation 
Incentive Awards 

Separations 

Total 

:eA~1fi~ ~ll 
(Millions 

$ 1.1.8 

19 
6 
~. 

'~:1l 

$ 118 

szenTel 
of Dollars) 

$ 40-

NA 
NA 
NA 
~ 

$ 46 

(NA - Not Available) 

We stress that these figures are preliminary and are based on the 
estimates furnisheQ by Pacific Bell and GenTel. 

x:o:. Balaneing Account 

../' 

, The next issue we need to address is the method. utilities 
should use to recover the revenue requirement impacts caused by the 
aQoption ot Part 32 and Part 36. 

ORA does not believe that current ratepayers should be 
required to compensate the utilities for the capital to e~ense 
accounting change because the utilities will not incur any 
additional out ot pocket cost; they will incur only wpaperw costs. 
FUrther, ORA contends that it is tuture ratepayers who are to 
benefit trom the resulting decrease in revenue requirement. 

ORA proposes that the additional revenue required from 
this accounting change be charged to a deterred account on a yearly 
basis until a cross-over point is reacbeQ and the revenue 
requirement trom the capital t~ expense Shitt becomes negative. 
The surplus received should then be offset against the accumulated 
balance until the deferred account reaeb.es zer~. Concurrently, DRA 
propo~es ~bat the telephone utilities should be required to 
m.aintd~ to.ubsidiary records so' ORA could analyze the acti vi ty 
related to each inQividual capital to expense shift during the 
period when the deferred account is needeQ. ORA's witness, Woods, 
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recommends that the smaller independent telephone utilities be 

exempt from using a deferred account because their additional 
revenue requirement associated with this accounting change are 
nominal. 

'ORA's witness recommends that a deferred account be 
implemented using existing utility estimates of the capital to 
expense shifts rather than actual dollar amounts because the 
utilities would have difficulty in identifying and tracking the 
changes without maintaining a complete separate set of records. 
These estimates are to be audited by ORA on a yearly basis, prior 
to the utilities recording their estimates in the 'deferred account. 
The authorized rate of return will be applicable to the accumulated 
balance of the deferred account, resulting in a recovery mechanism 
similar to rate base. 

The utilities object to ORA's proposal because it 
requires the utilities to estimate and maintain subsidiary records 
showing the development of approximately twenty individual capital 
to expense items and requires the utilities to estimate and 
document yearly rates of growth or decline, associated depreciation 
rates, construction expenditures, wage escalation factors, rate of 
return, and net-to-qross multipliers for at least ~enty years. 

We do not believe the-utilities should be committed to 
such a long-term recovery of cost. Such a procedure would not only 
result in additional cost on the part of the utilities and 
additional auditing work for ORA but could result in disputes and 
in lengthy proceedings regarding the detail of subsidiary records, 
assumptions utilized, and inconsistent treatment among utilities. 

Not only would the utilities be required to maintain a 
detailed set of records for approximately twenty years, the total 
cost to the ratepayers and the time lag before the deferred account 
is depleted would more than double the amortization period because 
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of the imputation of a return t~ be accumulated deferred account 
balance. We concur with the utilities objections to, DRA's proposal 
and we will not adopt it. 

Pacific Bell, Citizens,. and ConTel propose that a 
balancing account mechanism be adopted. They believe that such a 
mechanism is equitable to both present and future ratepayers, and 
t~ the utilities, while avoiding a dramatic increase in the record 
keeping burden and expense of the utility. Under this proposal, 
the revenue requirement impacts of this accounting change and other 
impacts from this investigation are t~ be placed into a balancing 
account with the impacts of other current proceedings, such as the 
Tax OIX (I.86-1~-019) and the triennial represcription. 

The balancing account concept has merit and should be 

considered. However, there is one important factor which the 
parties appear to have overlooked. That is, the }:)alancing account 
proposal assumes a guaranteed recovery of cost. 

His~orically, this Commission sets rates which provide 
utilities ~ opportunity to recover their costs and to earn a fair 
return on their investment; utilities are not, as parties propose 
in this instance, guaranteed recovery ot' costs. If the telephone 
utilities implement a new maintenance program designed to reduce 
future maintenance costs, such costs would, be recoverable through , . 

the traditional trendinq procedures used for ratemaking purposes. 
Adoption of a change in accounting should not be treated any 
differently. 

However, we recognize that the changes ~casioned by our 
adoption of Parts 32 and 36 are substantial and at this point the 
utilities' and DRA's estimates of the revenue requirement effects 
of these changes is necessarily preliminary. We will therefore 
establish a balancing account for those utilities which have 
substantial revenue requirement impacts: Pacific Bell, GenTel, 
Citizens, and ConTel. The balancing account will be established 
for a limited period. of tilne, not to exceed one year, and it will 
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bear interest at the 90-day commercial paper rate consistent with 
our other balancing accounts. 

This procedures will provide a temporary vehicle to. 
isolate the effects of the O'SOA changes for DRA to examine and 
assess the reasonableness of the utilities' est~ates of the 
revenue requirement impacts. For that reason, the balancing 
account should be separate from any other balancing account the 
Commission may authorize and should only include revenues and 
expenses resulting from the O'SOA changes adopted in this decision. 

We expect to terminate this balancing account and to 
place the account balances in rates (along. with other revenue 
requirement changes resulting from the Tax Reform Act .of 1986, the 
inside wiring investigation, Pacific Bell's 1988 attrition and 
General Telephone's final decision in its general rate case) not 
later than January 1, 1989 and quite possibly sooner, in 
conjunction with our decisions in our investigation into rate 
tlexibility, I.87-11-033 instituted on November 25, 1987. We will 
issue turther orders disposing of the balancing account in that 
proceeding. 

Those utilities implementing a balancing account should 
file a snlDm~ry of their balancing account as ot February 29, 1988 
in original and 12 copies with the Commission's Docket Office on or 
betore March 31, 1988. Concurrently, copies ot the filing should 
be mailed to all parties to this proceeding and detailed supporting 
worlcpapers should be provided to. ORA. The utilities should provide 
copies of the detailed supporting workpapers to. all other parties 
requesting such documentation. 

A report on the reasonableness of the individual 
utility'S balancing account should be tiled with the Commission's 

=~!i::i~:V:ue~e:~r:~n:~:~~!::"= m:l;e l:or .,- .. j 
developing these estimates have been available to. all parties, 
least since the tiling of prepared testimony in July o.f 1987 • 
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Therefore, thirty days should be more than sufficient time for ORA 
and other interested parties to review and t~ comment on the 
utilities' balancing account tiling. ORA and other interested 
parties should file its balancing account reasonableness report 
with the Docket Office, and serve copies on all parties of record, 
on or before May 2, 1988. The reasonableness report should 
identify any issues to the utilities' balancing account filing. 
This report should (by issue) explain, the issue, identify. the 
monetary impact, recommend an alternative method, explain why the 
alternative method should be used, and identity the monetary impact 
of the alternative method. 

Rather than establishing a procedure to addres~ balancinq 
account issues on speculation that issues will exist, the assigned 
commissioner to this investigation will determine the procedural 
method, if necessary, to address balancing account issues. 

(;enTel proposes that it be allowed t~ recover its 
increased revenue requirement through its pending rate proceeding, 
Application (A.) 87-01-002. However, because all the revenue 
requirement impacts have not been'quantified and scrutinized by ORA 
or other interested parties such a proposal should not be adopted 
at this time. 

Since AX&T, Roseville·, and the smaller independent 
telephone companies will ineur minimal revenue requirement impacts; 
such impacts should be addressed in their next seneral rate case or 
General Order (GO) 96 filing as appropriate. 

XXXI. section 311 Couents 

Pursuant to the Commission's Rules of Practice and 
Procedure, the ALJ's proposed decision on this matter was filed 
with the Docket Office on November 20, 1987, and mailed to all:.:.:.; 
interested parties' of record • 
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The ALJ received comments filed by Pacific Bell, GelTel, 
AT&T, ,Citizens, Roseville, and ORA on December 10, 1987 and 
received reply comments filed by Pacific Bell and ORA on 
December 15, 1987. The comment, discussing clarification of 
specific matters, t~ the extent adopted were included in the 
appropriate place of the decision. Other than clarification of 
matters addressed in the comments and reply comments, there were no 
material enanges to the ALJs proposed decision. 
Findings of Fact 

1. This investigation was opened to determine if Part 32 

should be adopted for telephone utilities subject to the 
commission's jurisdiction. 

2. The FCC'S USOA has previously been adopted by this 
commission with modifications because of our desire'to sfmplify and 
coordinate the accounting and reporting requirements imposed on 
telephone utilities operating under the jurisdiction of both this 
commission and the FCC • 

3. The FCC issued Part 33 because it believes that the 
present USOA is archaic and incapable of providin9 for enanges in a 
complex, competitive, technological, and economic enviro:n:ment. 

4. Part 32 is'to be effective January 1, 1988 for telephone 
utilities under the FCC jurisdiction. 

5. FASB 8.7 is not addressed in this opinion but will be the 
subj ect of an opinion in January, 1988. 

6. Full adoption of Part ~2 and Part 36 will result in 
additional revenue requirements for the telephone utilities in the 
short-term. 

7. Pacific Bell estimates an additional revenue requirement 
of $82 million in 1988 (assumin9 adoption of tax normalization and 
application of GAAP to embedded leasedhold improvements), GenTel . 
$66 million, AX&T and Citizens $2 million, an~Co~~ol $1 million. 

S. Nominal fmpacts are estimated for Roseville and the 
smaller independent 'telephone utilities • 
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9. ORA has not examined the reasonableness of the utilities' 
estimates. 

10. Present intrastate operations of telephone utilities, 
except AT&T, are approximately 80%. AT&T's is approximately 60t. 

11. No projections of intrastate operations under Part 36 
were provided because of ongoing modifications by the FCC. 

12. PO' Code § 793 requires the system of accounts and the 
fOrInS of accounts, records, and memoranda prescribed by the 
commission for corporations subject to the regulatory authority of 
the united States to not be inconsistent with the system and forms 
established for such corporations by or under the authority of the 
'Onited States. 

13. Parties to this investigation agree that Part 32 should 
be a'jopted. 

~4. DRA requests that the major utilities use one of ORA's 
four approaches identified in Chapter 7 of ORA's Exhibit 2 to 
restate 1987 data into Part 32 data • 

15. DRA requests that the Commission's timetable established 
for the Rate Case Plan be ertended one month to provide DRA 
additional time to coordinate with the utilities to understand Part 
32 accounting requirements. 

16. A majority of the respondent utilities recommend that the 
cost to tmple:ment Part 32 should be allocated Detween interstate 
and~ntrastate ratepayers. 

l7. Implementation ,costs are virtually all ~987 expenses and 
are recoverable through the separations process. 

18. Part 32 requires certain indirect construction costs V 
currently capitalized to be expensed. 

19. The capital to expense shift will increase utilities' 
revenue requ.irements in the short-term. In the long-tel:'JXl this. 
accounting change will result in revenue re~r~~~nt savings • 
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20. All parties to this investiqation concur that the capital 
t~ expense shift requir~d ~y Part 32 ~e adopted tor accountinq and 
ratemakinq purposes. 

21. Part 32 adopts GAAP tor accountinq purposes to the extent 
regulatory considerations permit. 

22. Part 32 adopts future GAAP ehanqes automatically, unless 
the FCC notifies the telephone utilities to the contrary. 

23. In those instances where GAAP permits more than one 
accounting method, the FCC will select the appropriate accounting 
method for use by the telephone utilities. 

24. The adoption of GAAP chanqes will impact the utilities' . 
revenue requirement stmilar to the adoption of the capital to 
expense shifts .. 

25. ORA recommends adoption 'ot all GAAP ehanqes with no 
revenue impact and adoption or moditicat.ion of most of the 

remaining FCC adopted GAAP items having major revenue impacts .. 
26. ORA recommends GAAP be adopted for accounting purposes, 

however, ORA is silent on the ratemakinq treatment. 
27. The Commission's IDe formula is based on sound principles 

and has withstood litiqation in several rate proceedings. 
28. ORA does not object to the FCC selecting the appropriate 

accounting treatment in those instances where GAAPpermits more 
than one accounting method. 

29. All parties concur with Part 32's requirement that all 

leasehold improvements are to ~e capitalized separately and 
amortized over the term ot the lease. Part 32 is silent on the 
treatment ot embedded leasehold improvements. 

30.. GAAP requires compensated absences to be recorded as an 
expense in the year the liability is incurred. 

3-1. GAAP requires the expected workers' compensation 
liability to be calculated an~ceer~ed as an expense in the current 
ye~ • 
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32. GAAP requires incentive awards to be recorded on an 
accrual basis. 

33. Contrary to the Commission's qeneric policy of requirinq 
9"ains and losses from the early extinguisllment of d.ebt to be 
amortized over the life of the replacement d.ebt, CMP requires the 
gains and losses to be recognized as income or expense in the year 
of occurrence. 

34. Part 32 does not substantially depart from. the current 
accounting procedure tor computer softWare development costs. 

35. Computer sottware development costs intended tor future 
revenue-generatinq service~ are currently reviewed on a case-by
case basis in general rate proceedings. 

36. New software under development for future revenue
qeneratinq services is not addressed in Part 32. 

,37. Adoption ot Part 32' requires the depreciation cateqory of 
certain asset qroups to chanqe. This chanqe results in the 
remaining life and depreciation accrual of the affected categories 
changing- The revenue requirement is nominal. 

38. The utilities recommend tax normalization because it 
conforms with CAAP, results in a lower revenue requirement, and 
eliminates excessive record keepinq. 

39. ORA recommends the continuation of tlow-through because 
i~ is consistent with current Commission policy, the Federal tax 

law is volatile, and normalization would' only benefit the ratepayer 
in the short-term. 

40. The issue of normalization versus flow-though was 
addressed as a qeneric policy in 0.84-05-036. 

41. The automatic adoption of future GM:? pronouncements is 
not in the best interest ot the ratepayers. 

42. A change in accountinq for post retirement benefits from 
a cash basis of accountinq ,to·.·",'<.;.ccrual basis on the belief that 
the FASB is goinq to issue an exposure draft requiring the accrual 
method of accounting' to be used is speculative • 
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43. Pacific Bell and ORA have developed a procedure to 
provide ~e Commission with ne~essary information to oversee and 
analyze affiliated company transactions. 

44. AT&T would be burdened by the Pacific Bell and. ORA 
procedure, if re~ired to incorporate it int~ its nationwide 
accounting system. 

45. The current separations manual is obsolete because it is 
structured by accounts identified in the current USOA. 

46. Part 36 is structured by accounts identified in Part 32 
and incorporates four rule changes. 

47. All parties to the investigation recommend that Part 36 
be adopted. 

'V 

./ 

48. ORA has not analyzed the reasonableness of the utilities 
Part 36 revenue re~irements. 

49. One of the P~rt 36 rule changes reql.1ire a OEM measurement V 
replace the SLU measurement to determine shifts from access t~ 
exchange services for category 6. 

50. NTS costs associated with category 6 will no longer be ../ 

distinguished from traffic sensitive costs making it impossible to 
continue to apply a SPF to SLO factor to category 6. 

51. SPF to sur is to continue to apply to the maj ori ty of NTS ./ 
costs. 

52. Prt 64 and Part 69 are not identified as issues in this v/ 
investigation. 

S3. The utilization of a aeterred account to record the 
additional revenue re~irement from the capital to expanse change 
until the cross-over point is reached, and the revenue requirement 
becomes negative would require the utilities to estimate and 
maintain subsidiary records showing the development of 
approximately twenty individual items. The utilities would also be 
required to <~t;i.~.I·t;:~e yearly rates of growth or decline, associated 
depreciation rates, construetion expenditures, wage escalation 
factors, rate of return, and net-to-qross multipliers • 

- 41 -

./ 



·' 

1.87-02-023 ALJ/MJG/jc • 

• 54. Use ot a deterred account tor revenue requirement impacts 
of capital to expense shitts would be costly. 

55. Use of a balancinq account on a temporary basis for 
revenue requirement tmpacts of capital to expense shifts will avoid 
an increase in the utilities' record keepinq bUrden and expense, 
will provide a vehicle to isolate USOA impacts tor further 
examination by DRA and enable the utilities to combine revenue 
requirement impacts of other proceedinqs betore the Commission in 
rates at one time. 

56. ~his investigation specifically states that while this 
opinion 'may have an impact on future ratem.aking, in and ot itself, 
it will not change existing rates. 

57. There is no commission intent to wquarantee* telephone 
utilities recovery of all costs associated with the adoption of 
Part 32. 

SS.. Utilities are entitled an opportunity to. recover the 
additional revenue requirement impact from Part 32. 

~ 59.. GenTel requests that it De allowed to recover its revenue 
requirement impacts throuqh its pending rate proceeding. 
Conclusions of Law 

~ 

1. FASB 87 should be addressed in a sUbsequent opinion in 
January ~9S.S, because of the substantial amount of testimony 
received and the substantial amount of discussion in the interested 
parties' briets filed October 30, 1987. 

2.. The telephone utilities' percentage of intrastate 
operations should not chanqe with the adoption ot Part 36. 

3.. . PO § 793 and. § 794 do. not preclude the Commission from 
prescribinq forms of accoUnts, records, and memoranda covering 
information in addition to that required by or und.er the authority 
of the united States. 

4.. Th.:'!' :~~ue of whether PO' Code § 793 requires the 

commission to. adopt Part 32 is moot since all parties to the 
investigation recommend that Part 32 be adopted. 
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5. A Commission order requiring major telephone utilities to 
provide DRA. w,i th 19S.7 data based on Part 32 should not be necessary 
because the major utilities have agreed t~ provide the data. 

6. The Rate Case Plan timeta})le shoulcl not be extended an 
additional month because of the adoption of Part 32 because the 
entire schedule is under investigation in another proceeding. 

7. Part 32 should be adopted to the extent provided by this 
opinion. 

8. Part 32 implementation cost should be recoverable in the 
same manner as other operating expenses through the general 
ratemakinq process and settlement pools. 

9. Part 32 capital to expense shifts should be adopted for 
'accounting and ratem.aking purposes,. to the extent that they do not 
conflict with commission ratem.aking policies discussed in this 
opin~on. 

1.0.. The implementation of a deferred account to record the 
revenue requirements associated with Part 32 capital to, expense 
shifts should not be adopted. 

1.1. While this investigation was not opened to change 
existing utility rates, the utilities which have substantial 
revenue requirement impacts (Pacific Bell, GelTe1, Citizens, and 
ConTel) from the adoption of Part 32 should be allowed an 
opportunity to recover their additional revenue requirement through 
the use of a balanCing account for a period not to exceed one year. 

12. The impact of GenTel's balancing account should not be 
addressed in the rate design phase of GenTel's pending rate 
proceeding until it has been audited by ORA. 

l3. By March 31, 1988, those utilities implementing a 
balancing account should file a summary of their balancing account 
as of Fel:>ruary 29, 1988 with the Commission's Docket Office. ORA. 
~d any other interested party should file a report on the 

{ 

/ 

reasonableness of the balancing accounts and serve a copy on all , 
parties to' this investigation on or betore May 2, 1988 • 
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14. Part 32 impacts on AT&T ~ Roseville ~ and. the smaller 
telephone utilities should be addressed in their next general rate 
proceeding or GO 96 filing. 

15. CUP as modified by this opinion should. be adopted. MY, 

revenue requirement impacts should be accounted for in a manner 
consistent with the trea'bnent of ca.pita1 to expense changes 
identified in this opinion. 

16. The telephone utilities should continue t~ maintain 
appropriate accounting and ratemaking records to conform with the 
Commission's IOC formula. 

~ 7. Where GMP permits more than one accountin9' method the 
utilities should use the method selected by the FCC. However~ 

should any party obj ect to the method selected by the FCC ~ that 
party should bring the issue before the Commission in a formal 
proceeding. 

~S. Leasehold improvements. should be capitalized separately 
and amortized over the term of the lease. Embedded leasehold 
improvements should continue to be amortized over the life of the 
buildings account. 

19. CAAP accounting for compensated absences and workers' 
compensation should be adopted with the embedded amounts to be 
amortized over a ten-year period. 

20. CUP accounting for incentive awards should be adopted. 
Any awards accruing for employees terminating service during the 
year and not receiving the award should be reversed. Embedded 
amounts should be amortized over a ten-year period •. 

21. Gains and losses from the early eninguishment of debt 
should be amortized over the life of the replacement debt. 

22. The Commission's advice letter procedure should. be 
utilized. to ad.dress sub$~quent Part 32 changes. 

23. 'rhe accrual basis of accounting for post retirement 
benefits should not be adopted 'at this time • 
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24. Computer software development costs tor future revenue
generating services should continue to be addressed on a case-~y
ease basis. 

25. Part 32 asset' groups tor depreciation should be adopted. 
Any changes in depreciation because ot the reclassification ot 
certain asset groups should be addressed durinq the utilities 
represcription of depreciation rates. The utilities should submit 
as part of their represcription filing the impact of rate ehanqes 
caused by depreCiation changes adopted in this order. 

26. Telephone utilities should not abandon any accounting and 
ratemakinq requirements instituted by this Commission in past 
proeeedinqs unless changes were specifically discussed in this 
decision .. 

27. The utilities shoulQ use the procedures developed by 

Pacific Bell and ORA to account for and to track affiliated company 
transactions. AT&T should be per.mitted to provide information on 
affiliated company transactions on a side record ~asis and should 
not be required to use the procedures developed by Pacific Bell and 
ORA. 

28. Part 36 should be adopted. Any revenue requirement 
impact should be treated similarly to the capital to expense· 
revenue requirement iInpacts. SUpporting' workpapers should be 
maintained for review by the Commission's ORA. 

29. The OEM measurement should be used in place of the 
current SLO measurement to determine shifts from access to exchange 
services tor cateqory 6, only. 

30. Part 32 comprehensive normalization for income taxes 
should not be adopted. Flow-though of income taxes should 
continue •. 

31. Part 64 and Part 69 should not be. addressed in this 
investigation • 
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32. Part 32 and Part 36 as mocli~ie<1 :by this opinion should. :be 

effective January 1, 1988 to conform with the FCC's implementation 
date of Part 32 and Part 36. 

IN'1'ERDI ORDER 

X'l' XS ORDERED that: 
1. The Federal Communications commission's (FCC) Part 32, 

Uniform System of Accounts for Telephone corporations, is adopted 
to the extent provided in the above opinion and shall be applicable 
to all telephone utilities under the Commission's jurisdiction. 
Generally Accepted Accountinq Principles (GAAP) currently in effect 
are adopted except as otherwise provided in the above opinion and 
Shall be applica:ble to all telephone utilities under the 
commission's jurisdiction. 

2. The FCC'S Part 36, Separations Manual, is adopted and 
shall be applicable to all telephone utilities under the 
Commission's jurisdiction • 

3. Costs incurred to implement Part 32 shall'be recoverable 
in the qeneral ratemakinq process and settlement process, similar 
to the recovery of other operatinq expenses. 

4. Paeific Bell, General Telephone company of California, 
Citizens utilities Company of california, and continental Telephone 
Company of california are authorized to initiate a balancing 
account on their boo~ of account to record revenue requirement 
impacts from. the adoption of Part 32 and Part 36. The :balancing 
account shall bear interest at the 90-day commercial paper rate. . . 

5. Uti1itie$ implementin~ abalancin~ account shall ~i1e as 
part o~ this investiqation a summary of their :balancing account as 
of February 29, 1988 with the Commission's Docket Office and shall 
serve copies on all interested parties on or before March 31, 1988. 
Concurrently, detailed supporting workpapers shall :be provided to 
the Division of Ratepayer Advocates, and shall :be provided upon 
request t~ other interested parties • 
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6. The Oivision of Ratepayer Advocates and any other 
interested party shall file as part of this investigation a report 
of the reasonableness of the utilities' balancing account and serve 
copies on all parties to this investigation on or before May 2, 
1988. 

7. The balancinq account shall terminate no later than 
January ~, ~989 in connection with our investigation into 
requlatory flexibility instituted November 25, ~9S7 (I.S7-11-033). 

8. Revenue requirement impacts from adoption of Part 32 and 
Part 36 on all other telephone utilities Shall be addressed in 
their next qeneral rate proceeding or General Order 96 filing. 

9. The telephone utilities shall continue to maintain 
appropriate accountinq and ratemakinq records to· conform with the 
Commission's Interest Duri~q Construction formula for construction 
projects. 

~O. The telephone utilities shall continue t~ conform with 
'the Commission's policy of aJnortizinq gains and losses from the 
early extinquishment of debt over the life of the replacement debt. 

ll. The Commission's advice letter procedure shall be used to 
address suDsequent Part 32 ehanqes. 

l2. Regarding Part 32 changes, ,major telephone utilities 
(Pacific Bell, General Telephone Company of california, AT&T 
Communications of california, Inc., Continental Telephone Company 
of california, and Citizens Utilities company of california) shall 
provide to the Division of Ratepayer Advocates and Commission 
Advisory and Compliance Oivision Directors: 

a. Concurrent copies of any Part 32 petition 
and/or revenue requirement filed with the 
FCC. 

l:>. For GAAP changes, revenue impact studies 
within 90 days after the FASS releases its 
final pronouncement. ':', 

c. For Part 32 changes initiated by the FCC,. 
FCC required studies concurrent with their 
FCC filing • 
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13. Computer software development costs for future revenue-
qeneratinq services shall continue to be addressed on a ease-by
case basis. 

14. Telephone utilities enqaqed in affiliated company 
transactions shall conform to the affiliated company transaction 
procedures developed by Pacific Bell and ORA and record affiliate 
company transactions of a nature previously includable in Aecount 
674, General services and Licenses as follows: 

a. For each Part 32 account to which costs are 
assiqned,. a separate and unique subaccount 
code (e. q .,. function code,. reporting code, 
or expenditure code) shall be set up to 
record the affiliate costs charqeable to 
that account .. 

}). A:efiliate company su}:)account codes shall be 
used exclusively to record affiliate 
company costs. 

c. The cumulative total recorded in affiliate 
company s~accounts' codes for a period 
shall reconcile with the affiliate company 
billinq for that period. 

d. Su}:)sidiary records to, support the monthly 
affiliate billings shall be set up and 
maintained with such records providinq an 
audit trial to the Part 3Z account assiqned 
affiliate eosts and a year-to-date 
accumulation ot the total costs billed by 
the affiliate. 

e. Supplemental memorandum reeords shall be 
maintained for surveillanee p~~oses,to 
track Commission adopted affiliate company 
adjustments. 

f. For rate proeeeQinqs, the utilities are to 
submit their test year affiliate company 
esttmated costs separately. 

q. AT&T shall maintain its data on affili~i:e 
company costs on a side record basis ~~ 
shall not be required to set ~ a separate 
and unique subaccount code to- record those 
costs .. 
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15. The Dial Equipment Minutes measurement shall be used in 
place ot the current SUbscriber Line Usage measurement to determine 
shitts trom access to exchange services tor Central O~tice 
cateqory 6, only. 

1&. The Commission Advisory and Compliance Division shall 
review the FCC's Part 64 and Part 69,. when available,. and report to 
the Commission whether an investigation should be opened. 

17. This proceeding remains open tor turther decision on 
FASB 87. 

This order is effective today. 
Dated OEC 2 2 19S1 , at san Francisco, california. 
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CHAPTER 11 

PRIOR COMMISSION RATEMAKINC POLICIES 

1. In PSO's M~rch 17, 1987 data request, we asked that all 

utility respondents to OIl 87-02-023 identify ttall prior 

Commission Dccesions ~y citation, section and ordering paragraph 

which required special ~ccounting methods and procedures which 

may be ",ffected by this proceeding_" '!he reason tor this reque::.t 

was to assure ourselves that prior r~temaking adjustments which 

, were based in Part 31 accounting would not be eradicated by the 

adoption of Part 32. 

2. Pacific Bell responded on ~une lS, 1987, nearly three 

months after PSO made the request. Pacific Sell identified only 

one Commission decision involving special treatment which would 

• ~e affected. ~y this proceeding, Decision 86--01-026-, Interim 

Order, Ordering paragraph 6- regarding expense bookings to Account 

674. '!his decision is discussed in Section C of this chapter. 

• 

3. General '!elephone's (General's) response, received Marcn 

27, 1987 identified two decisions, SS-03-042 (addrcs~es attrition 

methodology) and 84-07-108 (discussed later in this chapter). 

However, General qualifice their response by stating: 

The orders reviewed represent those from recQnt r~te ease 
and attrition filings which were readily accessi~le. 

4. Continental 'I'elephono (Continental) responded on April 30, 

1987, stating: 

. Extensive logal research would be necessary in order to 
respond to this question. Since the Commission applies 
similar policies to all telephone companic~, the responses 
by the different telephone companies to this question woula 
be very similar. Continental~ therefore, suggests that the 
Stat! review Pacific Bell's response to this question. It 
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the Stat! still believes that Pacific's rosponse is not 
complete with respect to Continental, we will then undertake 
the cost of this le9al research • 

As can be seen from Paeific Boll's and General's responses 

Qiscus~ed above, r~sponscs have not been si~ilar. 

5. Citizens Utilities Company (Citizens) stated that they 

were "not aware" of any prior deeisions that require them to use 

any special account ins methods and procodurc~ which may affect 

this proceeding. Roseville Telephone (Roseville) stated 

unequivocally: 

There ~re no Commi~sion decisions which ~pply to Roseville 
pcrt~ining to special accounting methods and proecdurc~. 

AT&T ~lso qualified their rc~ponse by stating: 

6. 

As we interpret data request #1, there are no special 
accounting methods and procedures for AT&T-C ordered by the 
California Public ' Utilities Commission whieh will be 
affected,by thi~ proceeding • 

PSO was unable in the time allowed to do ad.equate re::carch 

of our own on this issue and we have not examined the co,mpletc

ness of the companies' responses~ We remain concerned that the 

adoption of Part 32 may have the unforeseen side effect of eradi

cating prior Commission decisions and policies which have been 

adopted over the years. In order to avoid this, we recommend 

that it such issues arise, they be addressed in c~ch u~ility's 

separate rate proccedin9. Furthermore, the adoption of Part 32 

should not be considered a valid reason for any telephone company 

to abandon accounting and ratemaking requirements instituted by 

this commission in past proceedings. 

7. Wh~t follows i:: a discu:;sion of some of the a'eeounting and. 

ratemaking issues which we have re~earchcd to date • 

'll-2 
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A - PACIFIC BELL 

After receiving Pacific Bell's response on June lS, 19&7 

indicating that this Commission l?-ad required only one special 

accounting procedure which could be affected by this proceeding, 

St~ff sent another dat~ requc~t on June 19, 19$7 asking for 

differences between Part 3Z accounting and current cpoe policy 

whieh had not previously identified as GAAP or capital to expense 

shift differenees. 

9. Pacific Bell responded on July 13, 1987 with the following 

differences betweon current CPUC policies and procedures and the 

FCC's prescribed Part 32 accounting: 

1.Icsue: Intrastate Depreciation 

CUrrent CPOC Treatment: The CPiJC prescribes depreciation 
methodoloqies different form the FCC 
requiring- adjustment of the USOA 
books. 

FCC 'l'l:'eo'ltmcnt: Depreciation is recorded on the 
books as pre~cribed by the FCC. 

2.Issue: Interest During Con$~ruction (IOC) 

CUrrent cpue Treatment: epue ratemaking provides for the 
accrual of IDC on· short-term 
construction projects (those 
completed within one year). 

FCC Treatment: The FCC specifies that sort-term 
construction projects be included 
in rate base. Therefore, an 
allowance for funds used during 
construction is not accrued • 

• 
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3.Issuc: Expensin~ Station Connection Costs 

CUrrent CPUC Treatment: The CPUC ordered station connection 
costs previously c~pit~lizcd to be 
amortized over 10 yearsrbe~inning 
11/23/8'l. The FCC ordered a similar 
10 year amortization, but beginning 
l/l/Sl. Differences between the 
start o,f the amortization period~ 
are recorded as an. adjustment to the 
Part 31 books. 

FCC 'rrcatmcnt: 

4.Issuc: 

Part 32 will continue to reflect tho 
FCC ~mortiz~tion order. 

CPTJC Disallowance of Western 
Electric Excess Profits 

CUrrent CPUC Treatment: CPO'C disallows such profits via an 
adjustment to' Part 31 plant and 
depreciation. 

FCC Tre.:ltment: 

S.Issue: 

This disallowance is not reflected 
on the FCC books. 

Deferral ot The Income Effect On The 
Sale of Land 

current CPO'C Treatment: The CPO'C requires the net ~ain on 
the sale of land be deferred until a 
test year results of operation or an 
attrition filing. 

FCC Treatment: Part ~2 requires the income effect 
of these sales to ree09nized at th,e 
time of the transaction. 

6.Issue: Deferral of Bellcore $00 Services 
System Costs 

CUrrent CPO'C Trc.:ltmcnt: The CPO'C Decision S6-01-026 requires 
that Pacific Bell defer its share of 
the Bellcore expense ~~soci~tcd with 
the developing a new 800 num~er 
serviee proqram until the new system 
is. operational and tariffs are in 
place~ . 

FCC Treatm~nt: Costs arc expensed per SFAS N~. 2 • 
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7.Issue: Equal Access 

CUrrent CPUC Treatment: The CPUC prescribes that Equal 
Access costs are to be recovered 
through the use of a balancing 
account. The FCC has specified that 
such costs be fully amortized by 
1992. Differences in these recovery 
methods are recorded as adj~stments 
to the Part 31 ):).ooks. 

FCC Treatment: Part 32 does not change the FCC's 
prescribed recove~/ method. 

S.Issue: Investment Credit 

CUrrent CPOC Treatment: Adjustments are made to Part 3l 
books to reflect the restoral of 
investment eredit~ lost as a result 
of the IRS clo-sing agreement in the 
Remand Case. For ratemaking 
purposes, the CPUC treats these 
credits as if they were on a fully. 
eligible basis. 

FCC Tre.,.tment: The OSOA books recO<Jnize the loss of 
eligibility o-f these credits at the 
time of the IRS closing agreement~ 

lO. Complete adoption of Part 32 would require changes to :the 

CPUC policies listed above, in addition to affiliate transactions 

~s identified in Pacific Bellt~ June lS, 19$7 response. PSO 

believes that the current Commission policies should not be 

changed. 

B - GENERAL TELEPHONE 

Decisions 

ll. In response to PSO's March 17, 1987 data request, General 

'Z~J.~phone identified CPOC Decision 84-07-l08 (July lS, 1984) ~s 

containing accounting or rate making adjustments which may :be 

impacted :by the adoption of Part 32 accounting. ,In that decision 

• the CPOC restated its October 22, 1980 opinion in Decision 9Z3Q.~-
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that General Telephone should allocate a portion of its ~eneral 

• office salaries in and above the salary grade level o·f Tnana~er to 

construction for both accounting and ratemaking purposes. The 

Commission also adopted staff's expense estimate of Expenses 

Charged to Construction - Credit (Account 677) in Decision S2-0~-

028 (April 6, 1982). Staff's adjustment a~ain included an allo

cation of salaries of general office personnel in public affairs, 

accounting, legal, re.venue requirements, and treasury departme.nts 

to construction. In adopting staff's recommendation the Commis-

sion stated: 

• l~. 

In D. 92366 we· stated th.o.t "given the magnitude of General's 
current construction program, it is difficult to conceive of 
any of the managerial personnel not being involved in one 
'Way or another." Such an observation ;).ppears as valid today 
as it did at the time of the issuance of o. 92366 and we 
will therefore adopt the staff's expense: estimate • 

Further diccussion of this. issue is contained in Chapter 

2, Section IV. 

Policies 

1:'3'. In additiQn tQ the CPtTC ratemaking adjustments discussed 

above, General also identified the $~5,000 to $100,000 shift for 

Telephone Plant Under Construction as a policy issue. 

14. The CPOC's current treatment i~ that all charges to 'Work 

orclcrs whose budget is greater than $2S,OOO and greater than 60 

days are placed in Account 100.2 - Telephone Plant Under Construc

tion. Under Part 32, all charges to work orders whose budget is 

qreater than $100,000 and one year arc placed in Account 2004 -

. Telephone Plant Under Construction - Long Term. ,All charges to 

• work o·rders 'Whose budget is greater than $100,000 and SO days but 
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less than one year are placed in Account 2003 - Telephone Plant 

~undor Construction - Short Term. 

15. According to Gener~l Telephone's response to PSO data 

request O'SOA.-023, ba:;cd on May 19$7 data, $33.3 million will 

transfer from Telephone Plant Under Construction to Telephone 

Plant in Service. General estimated that,' on an annualized 

basis, this will result in a reduction of FCC Interest During 

Construction (IDC) of $193,000 and CPO'C IOC of $3.5 million based 

on the current IOC rate being used by General. 

16. PSO has not reviewed thi:;,. issue in detail,. so we have no 

comments or recommendations at this time. 

C - AFFILIATE COMPANY TRANSACTIONS 

Background '.17. Telephone uti1itiQ$ tr~ditionally record their affiliate 

company transactions under Part 31 in Account 674- General 

Services & Licenses (Account 674). More specifically, General 

T~lephonc and Continental Telephone Companies currently use 

Account ~74 to record costs billed from their affiliated service 

corporations, CTE Service Corporation and Contel Service 

corporation, respectively. Pacific Bell uses this account to 

record their affiliate company billinq~ from Bell Communication 

Research and the Pacific Telesis Companies in confor~ance with 

acco~nting proccQ~res adopted in epue Decision SG-Ol-026, Interim 

Ord.er, Ordering paragraph 6, c9.ated January lO, 1.986. 

18. Under Part 32, the FCC did not provide for an Account 6~4 

• 

type account to recorc9. affiliate company transactions. ,For its 

jurisdictional purpos~s, the FCC required telephone utilities to 
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account for their affiliate costs by disaggreg~~inq them to 

appropri~te P~rt 32 accounts based on the nature of the affiliate 

transaction. For ex~mple, tho cost of legal services provided ~y 

an affiliate ,would be recordod to Part 32, Account 672S - Lcqal, 

while atfili~te incurred costs to develop non-technical traininq 

programs would be recorded to Part 32, Account 6723 - Human 

Resources. 

19. ouring the Part 32 comment phase, NARUC and many state 

commissions, including the CPOC, submitted arguments to the FCC 

to retain a single expense account similar to Account 674 under 

Part 32 for purposes of reeordinq ~ffiliate comp~ny transactions. 

In the CPOC Comments on Part 32, d",ted May 2, 1985, the CPOC 

echoeel NARtJ'C's position and advocated the importance of 

establishing a sinqle eh~ense account to maintain a close 

surveillance of ~t!iliate company transactions. The CPOC 

expressed the concern that the disaggregation of ~ffiliate' 

com~any billings coulo create an additional burden for 

regulators. By spreading affiliate company ~illinqs t~ over a 

dozen account~, the aUdit trail for affiliate transactions 

becomes obscure, increasing the possi~ility that traditionally 

questionable a!!ili~te company expenditures could be concealed or 

incorrectly treated in a rate case proceedinq. 

20.. The CPOC has maintained a close surveillance o·! affiliate 

transactions recognizing that potential cross-subsidization >: 

a~uses exist when regulated utilitie~ deal with related, 

unregulated companies in a le~s than arm's lcnqt~ environment •. 

~ The CPUC voiced the nced to continue the aqgrcgation of affiliate 
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costs in a single account to continue its effective monitoring o! 

~ ~ffiliate transactions. In its analysis of Account 67~ over the 

past ten year:;, the CPUC staff ha& been able to identify numerous 

• 

• 

affiliate issues reSUlting in subst~ntial disallowances. 

21. In zetting forth its order to- estalich Part 32's Rules and 

Regulations, the FCC, however, elected not to consider the single 

expense account argument for affiliate company transactions, 

~ccausc it ran contrary to the FCC's goal of recording expenses 

based upon their fUnctional nature. 'l'l:le FCC o.io. not present an 

alternative solution to alleviate the concerns expressed by 

California and oth~r state commissions regaro.ing affiliate 

transaction:;. 

PSD Analysis and Position 

22. Given the FCC position to account for affiliate company 

transactions on a disaggregated, functional accounting basis, PSD 

focused its analys.is in this OII on establishing a means to 

effectively regulate affiliate company transactions under Part 

32~ From responses to PSD data requests and from discussion$ 

with utility p~rsonnel, PSD believes that it can wo=k with the 

prescrioed Part 32 affiliate company accounting requirements 

provided the following sate9uards arc unc1ertOlKen by utilitic:;: 

Within each Part 32 account assigned affiliate costs, a 
separate and unique subaccount code (e.9., function 
code, reporting code, expenditure code, etc.) i~ t~ be 
set up to record the affiliate costs charqeaole ~~o t.;~d.t 
account. 

Affiliate company subaccount codes. arc to be used 
exclusively to record affiliated company costs, and 
affilio.te company cos.ts are.not to be recorded under 
non-affiliate company subaccount codes. 
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The cumulative total recorded in affiliate company 
subaccounts codes fo'r a period must reconcile with the 
~ftiliate company billing for that pcriod~ 

Subsidiary records to support the monthly affili~te 
billings are to be set up and maintained with such records 
providing an audit trail to the Part 32 account 
ass.igned affiliate costs and a year-to -date 
accumulation of the total costs billed by affiliate. 

Supplemental memorandum records are to be maintained for 
surveillance purposez to track the CPOC adopted 
affiliate company adjustments. 

For rate procecding~, the utiliticz shall submit their 
workpapers to the epoe showing their test year affiliate 
company estimated costs separately. In other words, 
affiliate company test year estimated co~ts are to be 
excluded from Part 32 account te::.t year estimates. The 
utilities must also identify in their workp~pers the 
affiliate company costs excluded from each Part 32 
account affected. 

23. The above safeguardz have been set up to provide an 

adequate audit trail for the ~ffiliate company costs and to 

prevent "double counting" or mistreating affiliate company 

transactions in rate proceedings. Althou~h we prefer the single 

account approach, PSO believes that this compromise approach 

involving the above safeguards would not adversely hamper our 

ab'ili ty to analyze these transactions. Moreover, it would allow 

utilities to present affiliate company costs on a consistent 

basis for federal and state reporting purposes. 

24. From our discussions with various utilities involved with 

affiliate company transaction~, the above compro~ise approach was 

perceived ~o be workable. Of particular note, Pacific Bell has 

agreed in writing to the ::;afcguards propose..:: ",-,,0. has provided a 

sample of records to document their ability to comply. 't',"'ith 
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.. 
respect to General Telephon~, the utility has stated that th~y 

~WOUld not have any problems complying with the proposed 

safeguards. 

(END OF APPENDIX A) 

• 

• 
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/~QPINION 
,~ 

/ 
( I. 

On February 11, 1987, the Commission issued an order 
instituting investigation (investigation) to determine the Federal , , 

Communications Commission's (FCC) Part 32, Oniform System of 
Accounts for Telephone companies (OSOA) should be adopted for 
telephone companies subject to the comxnission's jurisdiction. 

" 
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-. CUrrently, telephone corporations under our jurisdiction 
are required to follow the FCC's USOA implemented in 1935 and as 
amended by the FCC and adopted by this Commission with certain 
exceptions. One such. exception occurred in 1965- (Decision CD. y,,,",,," 
68534, 64 cal. P.U.C. 27 (1965)) when we chose not t~ adopt ~e 
FCC's deferred accounting for investment tax credits. How6er, in 
general, the FCC's USOA h.as been adopted because of ou~esire to 
simplify and coordinate the accounting and reportin¢,equirements 
imposed on those telepho~e companies operating un~r the 
jurisdiction of both this commission ana the FCc( 

The FCC issued Part 32 because it be{ieves that the 
present USOA is archaic and incapable of ~~iding for changes in a 
complex, competitive, teehnol~ical, an~conomic environment. 

Part 32, to be effective January 1, 1988 for telephone 
companies under the FCC jurisdietion~eflects a financial based 
accounting system to facilitate th~onitoring of revenues, 
expenses, and investments by proc;J'ct, service, purpose and type; 

~ facilitate management reporting;4ata for cost of service and the 
separations and settlement pr~eess~ and to, accommodate generally 
accepted accounting principl~ (GAAP) to permit a clos~r alignment 
with business wh.ich. is not !equJ.ated. . 

~ 

Our investigati~ identified the following six issues to 
be addressed in the prO~eding: 

a. Percenta~ of california telephone utility 
operations intrastate, subject to this 
commis~on, and percentage interstate, 
sUbj e<r to' the FCC. 

I 
1---, . 

b. Whe~r Public Utilities (PU) Code § 793 
re~res the commission to adopt the FCC's 
pa~ 32. 

c. Identification and ~antificQtion of 
~p1ementation eosts and who should bear 

e burden of those eosts. 
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d. If adopted either in whole or in part 
should any modifications be required for 
intrastate purposes. 

e. Effects on financial reportin~, 
separations, and revenue requ1rements from 
aaoption of P~rt 32 either in whole or in 
part. 

f. Identification and analysis of other 
provisions of Part 32 which may affect 
California ratemaking policies. / 

/' 

A prehearing conference was held before Administrative 
Law Judge (AIJ) Galvin on March 17, 1987. Respon~t telephone 
utilities agreed to file their response to issu~ a, b, and c by 
April ~, 1987. At the request of respond~ets ana interestea 
p~rties, :i.nform~l workshops were scheduled 0 determine areas o·f 
agreement among respondents and interestz ' parties, and to- reduce 
the amount of time needed for formal h~arings. Workshops; set for 
May 11, 12, and 19 through 22, 1987, ,,/ere moderated by the 

• 

Commission's Advisory and complianc/Oivision (CACD), formerly the 
Evaluation and Compliance Divisio~ However, parties to the 

~' 

• 

investigation were unable to reach any consensus. 
- ~ . 

Evidentiary hearingsbwere held during the months of 
. ? 

August and October of 1987. ~estimony was received from 
apprOximately two· dozen Mitn~~ses representing respondents and 
interested parties. ~hirty.!six eXh~its were received into 
evidence. I' . 

Concurrent brie'fs on all issues except for the accoWlting 
and reporting of pensio~ expense, tax normalization, cost 
allocation manual, anoia legal argument on the adoption of the 
FCC's new separations/manual (Part 36-) we::-e tiled on Septe.mher 10, 

1987. Concurrent bd.efs on the remaining issues were filed on 
t' 

October 30, 1987. / 

All issu~s except for the accounting and reporting of 
pension expense ~e considered in this opinion. This is because of 

/1 
/ 
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•• the substantial amount of testimony received on Financial 
Accountinq Standards Board (FASB) 87 and the substantial amount of 
discussion in interested parties October 30, 1987 briefs on this 
matter. A subsequent opinion, expected to be issued in January 
~988, will address FASB 87. 

Full adoption of Part 32 and Part 36 is estimated to 
result in additional revenue requirements for the telephone 
utilities in the short-term. This additional revenue requirement 
is to be reduced qradually and after'abo~t seven years sh~~ld 

,/ 

resul t in a revenue requirement savings because of the".-shift of 
costs from utility plant to operatinq expense. ~. ,. 

Althouqh nominal impacts are estimated/for the smaller 
independent telephone companies there are som~iqnificant impacts 
on the larger telephone utilities for 198v' Pacific Bell est'ilnates 
an additional revenue requirement of $S2~illion in 1988, General 
Telephone Company of california (GenTel4) $66 million on a total 

.I 

company basis and approximately $46 ~llion intrastate (exclusive 
• of settlement effects), AT&T communications of california (AT&T) 

and Citizens Utilities Company o~california (Citizens) $2 miliion, 
and Continental Telephone comparlY of California (ConTel) $1 

/' 

• 

million. l' 
The Commission's ~vision of Ratepayer Advocates (ORA), 

formerly thc PUblic Staff Division, acknowledqes that additional 
revenue requirements Will/occur with the adoption of Part 32's 
capital to expense shiftland GAAP. However, ORA's witnesses have 
not ex~ned the reason~leness of the utili tics' estimates. ORA 
represents that it haJ been unable to determine the reasonableness 
of the utilities' esiimates because of continuous revisions of 

! 
estimates by utili~~es. 

/ 
I 
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II. Intrastate Q;eratioDS 

~he first issue in the investigation requires a 
determination of the percentage of California telephone utility 
operatiOns that is intrastate, subject to- our regulation. 
Respondent utilities' filings shoW' that their intrastate .. ~ . .... 
operations, except for AT&T, are approximately 80% and tneir 
interstate operations are approximately 20%, based o~e current 
separations procedures. AT&T's intrastate opera~ns are 
approximately 60% and interstate operations ar~pproximatelY 40%. 
No- projection of intrastate operations unde~e neW' separations 

/ 
manual wer~ provided because of ongoing modifications by the FCC. 
However, the intrastate factor is not e4'ected to- :be chanqed 
~terially by the new separations man~l. 

XXI. PubliC; lJtiLcs CQd!l 'i 7~ 
~e second issue to~addrcssed in this investigation is 

to determine it PU Code § 79~requires the Commission to- adopt the 
FCC's Part 3Z. 'l'h.is sectiof of .the code states that the system. of 
accounts and the forms O!;accounts, records, and memoranda 

,prescribed by the commi~~on for corporations subject to the 
regulatory authority o~the United States, shall not be 
inconsistent with thej'system and forms established for such 
corporations by or under the authority of the United States. 
Nothing in this section or § 794 affects the power of the 
Commission to· presdribe forms of accounts, records, and memoranda 
covering ~ormai'0n in addition to that required at the federal 
level.. _. 

Parti~s to this investiqation unanimously agree that 
j 

Part 32 shouJ.d./be adopted; therefore, this issue should. be moot. 
~ 

However, the ORA's recommendation that the utilities be required to 
maintain supplemental accounting- records, such as memoranda or side 

; 

t 
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records for interest during construction and gains or osses on the 
early extinguishment of de~t, is of concern to the r spondent 
utilities. 

The small independent telephone ut~lit' s are concerned 
that the supplemental accounting record.propos may require 
utilities to maintain two separate sets of ac ountinq records. Even 
though Pacific Bell acknowledges that it ca continue, as is does 
presently, to provide such additional rec ds to the extent that 
the required information is available wi in its primary set of 
accounting records, Pacific Bell is co 
information which uses the present US A structure which would 
require a separate set of accountin records. 

A majority of this contu ion stems from ORA's 
recommendation that respondent lities implement a data 
continuity mechanism for conve ing new data into the old USOA 
accounting format to provide However, ORA's 
witness, Mirza, clarified 0 s proposal to require major utilities eto have in place da mechani and a one-year.date, most likely 
1988,* to restate 1987 dat into Part 32 data. ORA proposes that 

• 

the utilities use one of approaches identified in 
Chapter 7 of ORA's Exh 

The PU Code ~d General Orders already require utilities 
to provide specific f~ancial data. In this instance, Mirza 
testified that the m;/j·or utilities, except for AT&T, have aqreed to 
provide data. ThtY will use one of ORA's approaches ~ut did not 
specify which one. s~sequently, AX&T'S witness, Thie~aud, stated 
that with ORA's c arification of its request for data continuity, 
AT&T could satisfy ORA's request. Therefore, since major utilities 
have already agteed to provide the data requested by ORA, there is 
no further need for the Commission to require it formally. 

DRA;la1so requests that the Rate Case pian established by 
the Commission tor a notice of intent (NOI) to tile a general rate 
case be re~sed to allow ORA add~tional time to- coordinate with the 
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utility to understand Part 32 accounting requirements adopted by 
this commission and the data continuity process discussed above. 

The Rate case Plan timetable and procedure is curr~ntly 
undergoing a review by the Commission in R..S7-11-012 to cOl).sider 

,/ 

o~~ect$ o~ leqislative cbAnqes which took place sUbsequ~ to the 
establishment of the Plan, such as PO Code § 311. Ac rdingly, 
ORA's request for modification of the Rate case Pla timetable 
should be considered in the overall review and not e addressed in 
this investigation. 

Respondent utilities filed a s ry of their projeeted 
cost to implement Part 32 and recommended ow such costs should be 

recovered. 
Implementation cost varied utilities. Pacific Bell 

projected a $1& million implementatio cost, GenTel $2 million, and 
the smaller independent telephone ut lities under $25,000. The 
majority ot the implementation cos 
computer systems. and related pr~ 

A majority or the resp 

consists of redesiqning 
ing and staff training. 

dent utilities recommend that 
costs incurred to implement Pa 32 be allocated between interstate 
and intrastate ratepayers, si ' arto other legitimate costs, 
according to the current sepa tions procedures. Although Citizens 
recommends that it be author' ed to recover its implementation cost 
through a balaneing account eehanism, GenTel does not ~lieve that 
such cost should be recove d beeause implementation eosts are 
virtually all 1987 expenses and recoverable through the separations 
process •. 

GenTel's conclusion because the majority ORA concurs w· 
of the implementation sts are non-incremental, involving costs of 

urces which are already re~overed through existing statf 
current rates • costs exist, the 
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.4It majority of these costs will be recovered through the ex· ting 
settlement process without further action by the Commis ion •. 

We concur with OR.i\ and GenTel. I-mplementat' on costs 
should be recover~le in the sal'tle manner as other 0 

expenses, that is, through the general rate makin process and 
settlement pools. 

v. 

Indirect construction costs, cO~ised of approximately 
twenty distinct components, are current~:~italized ~ut are to ~e 
expensed under Part 32. Such indirect costs include general office 
overheads, labor related additives, operty taxes, and loss of 
materials and supplies associated w. th construction projects. 

Although this accountin change will increase the 
utilities' revenue requirements uring the initial years of 
implementation, a cross over p nt, where revenUe requirement is to 

~90 negative, is estimated ~y)C~ to occur in the mid 1990's. 
Approximately sevr years after imPl.ementation, this 

accounting change will res~t in a revenue requirement savings 
because its adoption wi1l~eduee the utilities' recorded rate base. 
To illustrate, adoption/Of this accounting change effective 
January, 1988 will inc~ase Pacific Bell's revenue requirement by 
app~oximately $118 mi~ion, GenTel's by approximately $57 million, 
AT&T and Citizens by~pproximatelY $2 million, and conTel by 
approximatoly $1 miilion in 1988. In 1993, Pacific Bell's I 

additional revenuel'requirement is to be reduced by $112 million to 
$6 lIlillion and Gen'l'el's by $54 million to $3 million. Revenue 
requirement savilgs are to incur starting in 1994. The smaller 

t 
telephone utilities will occur minimal or no impact from this 

/ ' 

accounting charige. 
I 

Each party to this investigation, including ORA, concurs 
that the accdunting change for indirect construction costs should 

J .... 

~ 
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be adopted for accounting and ratemakinq purposes. owever, they 
disagree over how the utilities should recover the resulting 
revenue re~ement for ratemaking purposes. 

We conclude that Part :3-2 capital to· to the 

extent they do not conflict with commission' current ratemaking 
policies i~ti~ied in Chapter 11 o~ ORA's Xhibit 2 will be 
adopted. The method of associated with this 
shift is discussed in a subsequent secti this decision. 

~ are a common set of ccountinq concepts, standards, 
procedures and conventions which re recognized by the accountinq 
profession as a whole and upon ien most nonrequlated enterprises 
base their external financial tements and reports. 

Part lZ adopts GAAP tor accounting purposes to the extent 
requlatory considerations pe it. Future GAAP chanqes are to be 
adopted automatically, unl s the FCC notifies the telephone 
utilities to the contrary In those instances where GAAP permits 
more than. one accounting ethod, the FCC is to select .the 
appropriate accounting ethod for use by the tel~phone utilities. 

'I'he adoption of GAAP changes, exel usi ve ot tax. 
normalization discuss d in a subsequent section of this opinion, 
will initially resul in the need for additional revenue 
requirements for Pa ific Bell and Gen'I'el. However, the need for 
additional revenae requirements will decrease over the years and in 
approXimately the seventh year will result in a revenue requirement 
savings. 

GAAP alone, Pacific Bell's 1988 additional revenue 
requirement~ udinq the effects of tax normalization, is 
estimated to b $44 .. 2 m.illion; Gen'rel's is estimated to be 

$9 million. ~993 Pacific Bell's revenue requirement is to be 
reduced by $~7.S million to· $26.7 million anQ GenTel's by $7.4 
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million to $l.2 million. ~here arc to- be- nominal~ it any, 
requirements changes tor AT&T and the smaller independent 
companies. 

. DRA recommends adoption of all the changes w 
revenue impaet and adoption or modified adoption of 

ch have no 
st of the 

remaining FCC adopted GAAP items which have major venue impacts. 
lJ:he adoption was recommended for accounting purp~es only. DRA is 
silent on the ratemaking treatment for the addi~onal revenue 
requirement caused by GAAP. However,. ORA doeslrecommend that all 
tuture GAAP promulgations be considered for Jccounting and 
ratem.akl.ng purposes on a ease-by-ease basi~ GAAP issues 
identified by DRA are: - / 

a. Interest During Construet:iJon 
b. Accounting Methods f 
c. Leasehold Improvements 
d. Compensated Absences 
e. Contingent Liabilit~s, Workers Compensation 
t. Incentive Awards / 
g. Early Extinquish:ment of D~t 
h. Computer sottWale Cost 
i. Depreciation J' 
j. comprehensive/Normalization 
k. Future GAAP/~MgeS 

a. Interest During Constxg£tion 
The FCC prop~es no changes to its Interest During .. 

Construction (IOC) formul~ in Part 32. However,. because the FCC 
allows short-term co£struction projects to be included in rate 

t 
base, ORA opposes the adoption ot the FCC formula in favor ot the 
Commission's IDC formula. The Commission formula provides tor the 

1 I .. d accrua ot IDe on construct~on projects expecte to be completed 
wi thin one year! ~ 

Gen':tel recolnlnends the FCC formula be adopted. It 
believes thatiDRA is advocating a short-sighted position because, 

./ 
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althouqh $9 million ot .GenTel's $6& million aeeitional revenu 
requirement in 1988 is eue to the FCC's IDC method.,. in the 1 
term (approximately seven years) GenTel will experience a 
reqUirement savinqs. There is no impact on Pacific Bell 
Pacific Bell d.oes not seek a chanqe in this commission' 
formula in this investiqation. 

the commission's IDC formula is based on 
and has withstood litiqation in several ot Pacific 
GenTel's rate proceed.ings. This investiqation h prod.ucee no 
evidence to demonstrate that the FCC's formula s superior to the 
Commission's IDC formula. Therefore,. the tel hone utilities 
snoule continue to maintain appropriate ds to conform to the 
Commission's IDC policy. 

b. l&counting: Methods 
As previously discussed, whe e GAAP permits more than one 

accounting method the FCC proposes t select the appropriate method 
for use by the telephone utilities. Other than ORA's vaque 
statement that there may be inciiv' Clual instances where ORA. needs 
aec:litional information to' revie the accounting method selected by 
the FCC, there were no objecti ns. 

Therefore, in thos instances where GAAP permits more 
than one accountinq method. e telephone utilities should follow 
the accountinq method sel ed. by the FCC. It the telephone 
utilities, ORA, or any 0 er party objects the method selected by 

the FCC that party sho d. brinq the issue before the Commission in 
a formal proceeding ( uch as a general rate proceeding). 

c. 
all leasehold. improvements are capitalizee 

rtized. over the term of the lease, which is 
than the life of a build.ing. Pacific Bell 

estimates an a itional $10.1 million revenue requirement for 1988 
should. this G provision be adopted. Part 32 is silent on the 
treatment of embed.dee leasehold improvements eapitalized. as a part 
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.• ot the buildings account and currently amortized over the 

• 

the building ... 
Tnere is no opposition t~ using GAAP for leas 

improvements on a prospective basis. DRA proposes th 
leasehold improvements currently in the buildings 
amortized over the life of the buildings account. owever, ORA's 

sition should the 
easehold 

witness testified that ORA would reconsider its 
FCC, currently considering amortizing embedded 
improvements, promulgates'a specific method 
embedded amounts. 

We concur with DRA. should be 
capitalized separately and amortized ove 
Embedded leasehold improvements should 

the lease. 
ontinue to be amortized 

e buildings account. a prospective basis over the life of 
d_ Compensated ),bsences 

on 

GAAP requires compensate absences to be recorded as an 
expense in the year the liabilit is incurred. '~he embedded 
liability is to. be amortized ten years to ease rate shock • 
This is a departure from the mmission's current policy of 
recording compensated absenc s as an expense in the year the cash 
is actually paid. out... Pac' ic Bell estimates this chang'e will 
result in onal revenue requirement of .$19.2 
million. 

ORA. does not bject to. the Part 32 accrual treatment of 
compensated absences; owever, it recommends that Nit a situation 
arises in which aut~ity receives cash before the cash is actually 
expended, this situ/tion should be accounted for in the calculation 
ot working cash allowed in rate base. N 

Since -dere is no opposition to. the treat::1ent of 
compensated ab~ces, the telephone utilities should conform to. 
Part 3·2 in acc tinq for compensated ~sences. ORA's proposed 
workinq ca~reatment tor Cash received by a utility prior to the 
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cash being expended should be ad~essed on a case-by-case 
general rate cases. 

e. contingent Liabilities. Workers' Compensation 
GAAP requires the expected liability for worker 

compensation to be calculated ar.d accrued as an expense n the 
current year. Pacific Bell estimates that adoption 0 this 
proposal would increase its 19S5 revenue requiremen by 
$$.8 million. Since Pacific Bell is the only uti ty which is 
self-insured for workers' compensation, this pr 
currently affect the other utilities. 

ORA does not oppose this treatment however, it believes 
that because GAAP tends to overstate the unt of liability, 
Pacific Bell and any other utility using e contingent liability 
approach should use a mid-range estimat to record its liability. 

Aqain, there is no oppositi to the principle o·f 
applying GAAP. Therefore, the acc 1 basis of accounting for 
workers' compensation should be ad ted. However, because of the 
need to estimate the amount of l' ility for workers' 
compensation disputes regarding the reasonableness of the liability 
will occur. Rather than requ' ing mid-range estimates,. the 
utilities should maintain ne 
liability. 

t. 

essary documentation to support their 

GAAP requir~e'ncentive awards to be recorded on an 
accrual basis. The FCC did not address this matter in Part 3Z. 
ORA represents that P ific Bell already reports incentive awards 
on the accrual basis Iof accounting. 

ORA reco~nds that it GAAP is adopted for incentive 
awards, the utilities should be required to account separately for 
the amounts whicnlare accrued for employees who terminate during 
the year. '1:b.ycruo.1S l:or these employees shoulcl be reversecl • 
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We concur. GAAP should De adopted for incentive 
.and any awards accruing for employees terminating service 
the year and not receiving the award should be reversed. 

q. ~a~ly EXtinggisbmcnt or peb~ 
GAAP requires that gains and losses trom 

extinguishment of debt be recoc;nized in· the year 0 occurrence .. 
However, the Commission's generic policy has bee~o amortize gains 
and losses over the life of the replacement dCb~ . 

Other than the utilities' reeommend~on that GAAP be 
adopted, no justification to change the Comm~sion policy has been 
Offered. !he utilities should continue to ~ortize gains and 
losses from the early extinguishment ot dett over the life of the 
replacement debt. / 

h. CQlDPU3;er sotoore Costs 

!he costs associated with i~tial operatin~ systemS' 
software purchased for general purpo/e computers and certain 
associated right-to-use fees are t~be capitalized while 

• 
applications software and recurri right-to-use fee are to be 
expensed. 

!he only dispute in the accounting for software costs is 
in the expensing of sottware ~stems being developed internally and 
applications systems for tut~ereve~ue-qeneratinq services. ORA's 
witness, Amato, recommends ~at such software be capitalized under 
a deterred accounting app~ach for recovery ot costs when the 
utility actually starts o!fering the service, s~ilar to the 
accounting tor Pacific ~ll's aoo service software development cost 
required by D.SO-Olt-2 • 

• 

Amato reco ends the deferral treatment because such 
costs: 

a. Rela to tuture services and deferral 
woul allow the tfminq ot cost reeoqnition 
to oincide with revenue recognition. 

b. Ma be incurred to develop non-l;equlated, 
czmPetitive serviee otferinqs~ It expensed 
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immediately, ratepayers would be burdened 
with payinq the utility for services which 
may never benefit them. 

c. May be incurred for a system which may 
never become operational. It expense 
immediately, ratepayers would be bur~ned 
with paying for services Which:L thility 
may never provide. 

Under this proposal, costs would accu late in a deferred 
account until the software systems are exami d in a general rate 
proceeding. Those software systems used new regulatory 
services would be capitalized, amortized 
projected life, and recoverable in rate However, those software 
systems abandoned or utilized in offer' 9 an unrequlated service 
would be recorded as a non-operatinq xpense and not be recoverable 
through the rate making process, i espective of their prudency. 

Pacifie Bell believes ~t ORA's proposal is not 
appropriate because new software;under development for future 
revenue-generatinq services is~ot addressed in Part 32 and because 
there is no significant Ch~gelto' the current method of accounting 
for software costs. Furtherjlthe deferred method for Pacific 
Bell's pending 800 service was adopted only after the specific 
service was scrutinized b~ all interested parties in a Commission 
proceeding. 

re concerned that under Amato's proposal 
they will bear all the risk of the development of new softw~re and. 
p~ss on all the benef ts of the development t~ the ratepayers. 
This is because Amato recommends that, although a return is t~ 
accumulate with the/SOftware development cost, recovery would not 
occur until anew )egulated service is offered and the prudeney of 
such costs a,re sorutinized for reasonableness in a rate proceedin9'. 
Further, if a n~ regulated service is not implemented, the 
utilities woulJnot be allowed t~ recover their development cost, 
no matter how/prudent the costs are. 

/ 
" 
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Althhth 1 
.. 'd ,.' d /~ 

oug e te ecommu~cat~ons ~n ustry ~s In a yn~mlc 

era with the increased presence of innovative technology and 
competition, telephone utilities are not research or deve pment 
companies. Not even pacific Bell's software developmen for its 
proposed 800 service is ~eing undertaken ~y Pacific l~ it is 
~eing undertaken :by an unregulated affiliate, Bell 
Research, Inc. 

Ratepayers should not :be required to c 
for software development costs intended for fu 
generating services without a mechanism to r iew the 
intergenerational equities or the prudeney f such costs. 
currently, this review is conducted in ge ral rate proceedings on 
a case-:by-case ~asis as, for exa:nple, Pa ific Bell's software 
development costs for SOO service. 

As the utilities assert, Pa 32 does not substantially 
depart from the current method of a9Counting for software 
development costs. However, DRA p~poses the implementation of a 

• 
blanket cost deferral untilthlervice is :being offered as a 
regulated service or abandoned, retrospective review. 

, Part 32 does not sub antially change the accounting for 

• 

software costs from the curre~t accounting procedure as shown on 
pages 3-9 of DRA's $Xhibit,t We will continue to ~ddress. software 
development costs for fUZ revenue-generating services on a case
by-ease basis. 

i. DePreciation 
Part 32 affec s the depreciation accrual t~ the extent 

that certain asset grO~S, such as computer and central office 
equipment - toll, wilUbe reclassified from one depreciation 
category to another. ~his reclassification of categories will 
change the remainin 
the existing eateg 
categories • 

life of the categories, the reserve balance of 
and the depreciation accrual for those 
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ORA"s ~tness, Joshi, recommends that any revenue / 
requirement resulting from the accrual change be charged to a 
deferred account until the accrual reaches a cross-over point 
neqatinq the revenue requirement. This recommendation is 
though ORA and respondent utilities project that revenue 
requirement changes associated with the changes to dep 
categories will be minimal. 

According to DRA, any changes in deprecia ion would be 
revenue neutral until there is a represcription ° depreciation 
rates. SUc:b. represcription is expected to take jlace in 1983 for 
Pacific Bell and 1990 for GenTel. Therefore, w'e conclude that 
rather than requiring the utili ties to iInplemlnt a procedure to 
track nominal depreciation changes that may;/occur in 198& for 
Pacific Bell and IS90 for GenTel, such re~nue requirements, if 
lJ:tJ.y, Should be addressed during' the represcription of the 
utilities' depreciation rates. / 

j. Comprehensive Normalization 
The issue of comprehensivetn0rmalization was initially 

raised by Pacific Bell, GenTel, and~T&T because the FCC's Part 32 
requires that the tax effect of bOo~ and tax timing differences be 
normalized. Comprehensive normal;lzation is an accounting concept 
that matches all income tax eff;Cts with the underlying 
transactions in the accountingjPeriod in which the transactions are 
reported in the utility'S income statement. 

Should eomprohensiv~ normalization for income taxes be 
,I 

adopted, Pacific Bell's and/~nTel's revenue requirement would be 
fmmediately reduced by $46~illion and $6 million, respectively. 
Five years later, in 1993) Pacific Bell's revenue requirement would 
be increased $3 million and GenTel's decreased by $3 million. 

I 

There would be a minima~/impact~ if any, on AT&T and the smaller 
independent telephone c~mpanies. 

Prior to' The, Tax Reform Act of 1986, construction 
overheads were capitalized for accounting and' ratemaking purposes 
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.• .. ~ as components of ~onstruct~on-work-~-pro~ress CCWIP)~ However, 
for a6countin~ and ratemakin~ purposes these overhead co~onents 
were deductible currently for federal tax purposes. T~ tederal 
tax benefits derived from taking the overhead compon~ts 
capitalized as a deduction for federal tax purposes/were flowed 
through to the ratepayers for ratemaking purposest' This policy 
resulted in a lesser ratemaking federal tax e nse than what it 
would have been if the overheads had been con ide red capitalized 
components of CWIP tor federal tax purposes nd normalized. 

Subsequent to the passage of Th Tax Reform Act of 1986" 

construction overheads that were previo y deductible in arriving 
at federal tax must now be capitalized n CWIP as a construction 
component for federal tax purposes. 

Part 32 requires overhead previously capitalized to be 
expensed raising the issue of no lization versus flow-through. 
under ~ormalization, the differe ce between expensing overheads 
currently and the accelerated ~preciation available for Federal 

• 
tax purposes would be mUltiPl;led by the statutory corporate tax 
rate and reflected as a deferred tax~ In other words, the company 
would take the deduction cufrentlY instead of capitalizin~ it and . 
amortizing the dedu~tion1' Since the accountin~ and ratemaking , 
~eatment of overheads ~ expense has a greater effect on reducing 
taxable income than d~ the dedUCtion ot accelerated depreciation 
on a tax return baSi,! the deferred tax generated by this timing 
difference would be~dded to rate base~ 

• 

Under fldW-through, the ratemakin~ Federal tax expense is 
higher than unde~normalization because the current deduction of 
overheads for ~ Federal tax calculation is replaced with the 
accelerated de~eciation available on the capitalized overheads on 
a tax return Qasis. 

AnAncillary issue pending before the Internal Revenue 
service CI~ is an industry wide application for a "change in 
accountin9~ethod.w If IRS approves the request, federal tax 
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.• treatment would generally be consistent with the capitalizat' n 
requirements of Part 32. However, if ,it isn't approved, 
utilities would be required to continue capitalizing for ederal 
tax purposes the overhead components expensed under pa~32. 
Pacific Be~ estimates an a~ditional revenue requireme of $2 
million if the accounting change for tax purposes 'is ot approved. 

The utilities recommend tax normalization cause it 
conforms with GAAP, it results in a lower revenue equirement, and 
it elfminates excessive record keeping requireme 

ORA recommends the continuation of f}OW-thrOugh because 
it is consistent with current Commission pOli7Y' because the 
Federal tax law is highly volatile with fre~ently changing 
re~irements, and because normalization wouid only ~etit the 
ratepayer in the short-term. / 

The issue of normalizati~n v~~s flow-through was 
addressed by the commission in o.a4-0~03& (OIX 24). Upon review 
of a comprehensive analysis of all C~ifornia utilities, the 

• 
decision affirmed that the flow-through treatment of timing 
differences is to continue as Co~ssion policy. 

• 

Although The Tax Reform/Act of 1986 substantially 
eliminates the tax benefits th~were flowed through to the 
ratepayers from the overhead ~mponents previously capitalized but 
deductible for tax purposes,~e treatment may be short lived 
because additional changes;t0_the tax code are under 
consideration. A ehang-e in policy at this time may not be 
warranted because of the /Jolatili ty of the recent tax changes and 

short-term impacts. J 
/I 

We concur with ORA's analysis that the Federal tax law is 
.i 

volatile and that normalization would only benefit the ratepayers 
! 

in the short-term. A sUbstantial amount of time and analysis went 
into our affirmation of a generic flow-through policy. The 
telephone utilities' have not convinced us that the 9'eneric policy 

I 

should be modified for telephone utilities. Therefore, the policy 

L 
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.• of flowing through tax benefits should continue as a 

• 

• 

ratemaking policy and the telephone utilities shoul continue, as 
they have in the past to maintain memorandum reco s reflecting the 
accounting tor both flow-through and normalizat' n of taxes. 

k. Future GMp-

Part 32 adopts future GAAP pronoun ements automatically, 
unless the FCC notifies the telephone util" ias to the contrary. 
However, ORA recommends that future G~ronouncements should be 
adopted by this commission only after e major utilities (Pac 
Bell, GenTel, AT&T, ConTel, Roseville and Citizens) provide a 
positive showing to the Commission at sueh pronouncements are for 
the good of the ratepayers. To ac omplish this positive showing 
ORA recommends that: 

a. This investigatio be kept open to address 
future GAAP chan 

b. Telephone util' ies' Part 32 petitions 
and/or revenue requirements filed with the 
FCC should be filed concurrently with this 
commission. Copies are to be sent to both 
ORA and CAC • 

e. Fo~ GAAP e anqcs, revenue impact studies 
are to be provided to ORA and CACO within 
90 days ter the FASS releases its final 
pronoun ment. 

d. F~r pa~·32 changes initiated by the FCC, 
FCC required stuaies should be filed in 
acco;aance with item b. 

e. Non~evenue items be addressed as 
su~lements to this investigation on a 
p~iodie basis as necessary. 

GenTe1 concurs with ORA.' s proposal because it :bel ieves 
that FASB's G~ changes will be relatively infrequent. 

weJ'concur with ORA that future GAAP pronouncements should 
not be ro~;tnelY adopted. However, this investigation should not 
be kept open for an indefinite period of time. Rather, the 
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·~CommisSion's Resolution proeeaure should be used to address ~ 
subsequent Part 32 cnanges. Should a controversial issue oc~r, a 
new investiqation could be opened to considered 
an evidentiary record. 

The ~ollowin~ telephone utilities, Paei~ic 
AX&T, Con'I'el, and Citizens should provide the follo 
and CACO Directors: 

a.. Concurrent copies of any Part 32 
and/or revenue requirement file 
FCC. 

b. For GAAP changes, revenue im 
within 90 days after the FA 
final pronouncement. 

c. For part 32 changes ini 
FCC required studies c 
FCC filinq .. 

11, GenTe1, 
ng to both ORA. 

Roseville should not be ncluded because, unlike the 
ether telephone utilities, its r venue requirement impact from 

~adoption of Part 32 and Part 3 is nominal. ' 
~ With the foregoing iscussions GAAP as modified by this 

opinion should be adopted. y revenue requirement ~pacts should 
be accounted for in a mann consistent with the treatment for 
capital to expense charge identified in this decision. 

Post Retirement Benefits 

nXel recommend the adoption of a chanqe in 
retirement benefits from the cash basis of 

accounting to the accrual basis_ Post retirement benefits will 
change from bei recorded as an expense when actually paid to 
being an expe e which is accrued and recorded when earned.. ConTel 

endation one step further by adopting this 
accounting qe for its accounting records effective 19S7. 

.' - 22 -
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Both A~&~ and Con~el recommend this chanqe in accounti 
on the premise that the PASB is expected to issue an exposure raft 
on convertinq to the accrual method for post retirement ben its 
sometime next year. An exposure draft is a proposal ·for GAAP 
sent out by PAS~ for comments by all parties prior to a ption. 

ORA asserts that adoption of this accountin chanqe by 
PASB is purely conjectural at this time. Even if an exposure draft 
is issued next year, it is not currently known wha 
methodoloqy may be required or accepted by the F B. Further, once 
an exposure draft is issu~d, there is qenerall~ a len9thy period o~ 
time before the FASB issues a final pronounce ent. For example, a 
FASB exposure draft on accountinq and repo nq by defined benefit 
pension plans issued in April 1977 was ado ted nine years later. 

We concur with DRA. This inve iqation was opened to 
consider Whether GAAP should be adopted for accountinq purposes, 
and it so, to what extent, not to, spe late on future GAAP 
pronouncements. The accrual method f accountinq for post 

• 
retirement benefits should not be opted at this time. Further, 
ConTel should ebanqe its account' records for Co~ssion purposes 
to conform with the cash basis~ accounting tor post retirement 

• 

:benefits .. 

v:tII. 

ORA, concerned ~t the adoption of Part 32 may have 
unforseen side effects 0;treradicatinq prior Commission decisions 
and policies adopted ov~ the years, recommends that if any such 
issue arises, it be addfessed in each utility'S general rate 
proceeding. Further,;1adoption of Part 32 should not be considered 
a reason tor any telephone utility to abandon accountinq and 
ratemakinq requiremlnts instituted by this Commission in past I . 
proceedings. To ~e extent that such accounting and ratemakins 
changes are not ?eCificallY addressed in this OPini~n, we concur • 
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," 

~. In this investiqation Pacific Bell and DRA have 
identified a prior Commission policy pertaininq to the accoun nq 
tor affiliated company transactions which needs to be modif' d 
because in its present form it renders compliance under P 
i:m.possible .. 

By D.S6-01-02& Pacific Bell was required to ecord all 
transactions ,with. affiliated companies in Account 67 , General 
Services and Licenses.. Althouqh not specifically dered to do so~ 
GenTel and ConTel also use Account 674 to' record ransactions with 
atfiliated companies. 

Unaer Part 32 accountinq, atfiliated company transactions 
-~ll be disagqregated to several different P 32 accounts based 
on the nature of the affiliate transactions There will be no 
account similar to the current General Se 
expense account. However, Pacific Bell 

ices and Licenses 
d DRA developed a 

procedure to provide the Commission wi 
to oversee and analyze affiliated comp 

the necessary information 
y transactions.. This 

•
agreed upon procedure between Pacifi Bell and ORA should be 
by any telephone company in~olved i affiliate company 
transactions.. The procedure is as/follows: , 

• 

a.. Wi thin each Part 3'; aceou:nt in wh.ich 
affiliate costs are assigned,a separate and 
unique subaccount/code is to be set up to 
record the affil~te costs charqeable to 
that account .. /e; 

b. Affiliate comp ny subaccount codes are to 
be used exclu ively to record affiliate 
company cost$'. 

c. The cumulat~e total recorded in affiliate 
company s~ccounts' codes for a period 
must reconCile with the affiliate company 
billinq JPr that period .. 

d.. Subsidiaa:y records to support the monthly 
affiliate billin9s are to be set up' and 
mainta~ed, with such records providing an 
audit trial to the Part 32 account assigned 
aftilxate costs and a year-to-date 

( 
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e. 

f. 

.. 

ac~ation of the total costs billed by 
the ~tiliate. 

Supp~emental memorandum records are to b 
maintained for survei.llance purposes t 
track Commission adopted affiliate co 
adjustments. 

For rate proceedings, the utili tie are to 
submit their test year affiliate ompany 
estimated costs separately. 

IX. S~parations 

Telephone utilities provide bo in~erstate and 
intrastate services subject to- requlat· In by the FCC and this 
Commission, respectively. Therefore, it is necessary to allocate 
(separate) the utility's revenues, enses, taxes, investments, 
and reserves betw~en interstate an intrastate oporations. This is 
accomplished through the use of separations manual. For 
intrastate purposes this separa ions manual is used to- determine 
the cost of services withi."'l state, such. as interLATA (Local 
Access and Transport Area) a toll, toll private line, 
and exchange service. 

currently, the ~C's Separations Manual (Part 67) is used 
by this commission. Ho~~er, this separations manual is structured 
by accounts identified ft: the FCC's current 'O'SOA.with the 
adoption of Part 32, ;p be effective January l, 1988, the 
separations manual i"obsolete. Accordingly, the FCC issued a new 
separations manUallart 36) based on the new 'O'SOA, to be effective 
January l, 1988. 

GenTel d AX&T estimate nominal impacts from the 
adoption of Par;/36. However, Pacific Bell initially estimated 
that adoption of Part 36 would result in an additional $28.6 

requirement comprised of·: . 
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a. 
b. 
c .. 
d. 
e. 

Central Office cateqory 6 
Central Office Cateqory 8.23 
Revenue Accountinq Expense 
Marketinq Expense 
Other Conformance Issues 

Total Impact 

lmpa" 
(Millions) 

$ 5.4 
(19'.5) 
(23.7) 
62.5-
3.9 

S 28.6 

Part 36" in addition to conforxninq to Pa 
incorporates four separations rule chanqes. Of e 
chanqes only one, the assignment of all market' 9 activities to the 
intrastate jurisdietion, has a significant im 
revenue requirements. As shown in the above 
allocation factor for marketinq results 
increase for Pacific Bell. 

et on intrastate 
abulation, the 

$62.5 million revenue 

Althouqh ORA's witness, LOW, resses caution in 
adoptinq the new marketing allocation 
adoption of Part 36 to the extent th t it conforms with Part 32, as 

.adopted in this investiqation .. 
However, Low makes no r commendation on the revenue 

requirement effect of Part 36 b use he has not yet analyzed 
separations data from the majo;lutilities. According to tow, he 
needs at least 4S days to an,xyze Part 36 data from the major 
utilities before he can recommend whether the individual utility's 
revenue requirement is rea/onable or not. Since he only reeeived 
Pacific Bell's separationi data in the first week of August and 
expected to receive con~l's and GenTel's on August lS and 
October ~5, 1987, respi'ctively, a ORA recommendation on revenue 
requirement impactgf/r Part 3& will not be available until at 
least January 1988. 

• 

Subseque to the receipt of separations testimony, the 
FCC revised its a location factor for marketinq expenses to include 
access revenue, cin an interim basis •. 'l'he FCC is reviewing' its 
marketinq fact~ and intends to issue a permanent factor in 

, 
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intrastate jurisdiction, has a significant impact on intrastate . 
revenue requ.irements. As shown in the above tabulation, the 

increase for Pacific Bell. 
Althouqh ORA's witness, Low, expresses caution in . 

adopting the new marketinq alloeation factor, he does rec end 
adoption of Part 36 to the extent that it conformSZi art 32, as 
adopted in this investigation. . 

However, Low makes no recommendation on e revenue 
requirement effect of Part 36 beeause he has no.,;.1et analyzed 
separations data from the major utilities. Accodinq to Low, he 
needs at least 45 days to analyze Part 36 d~ from the major 
utilities before he can recommend Whether~e individual utility'S 
revenue requirement is reasonable or not!.' Since he only received 
Pacific Bell's separations data in th~first week of Auqust and 

/ 
expected to receive Con'I'el's and ~Jl'rel.'s on August 15 and. 
Octo))er lS, 1987, respectively, ~RA recommendation on revenue 
requirement impacts for Part 3~ill not be available until at 
lea~t January 1988. ;f _ 

Subsequent to th~eceipt of separations testimony, the 
FCC revised its allocatio)Y~aetor for marketing expenses to include 
a~cess revenue, on an ~erim basis. The FCC is reviewing its 
marketinq factor and intends to issue a permanent factor in April 
1988. With this inJlrim chanqe in the marketinq factor Pacific 
Bell's.witness, Sa~er, testified that Pacific Bell's revenue 
requirement rela~d to Part 36 should be reduced by $6Z.5 million, 
producing' a neyt.tive $33.9 million requirement. ORA's major / 
concern with~e adoption of Part 36 is alleviated with the interim 
allocation ~ctor. 

/ 
~ing evidentiary hearings GenTel's counsel brouqht to 

the atteufion of all parties a recent Ni·.n:'.:~ ·~:"reuit Court of 
APpeal~dciSion CBAwaiian ~lgphone C9mP~v. Public vtil~ties 
cqmmi~Qn, 827 F.2d 1264 (9th Cir. 1987) reqardinq the FCC's 

,.; 
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• April 1988. With this interim change in 

• 

Pacific Bell's witness, Sawyer, testified that Pacific 
revenue requirement related to Part 36 should be red ed 
million, producing a negative $28.6 million require ent. ORA's 
major concern with the adoption of Part 36 is all iated with the 
interim allocation factor. 

Ouring evidentiary hearings Gen~el' 
the attention of all parties a recent Ninth 

to 

Appeals decision (~~~~~~~~~~~~ __ ~~~~~~ __ ~~ 
CQmmission, 827 F.2d 1264 (9th eir. 1987 
authority to determine separations pro dures. This decision is 
being appealed ,by the Hawaiian commis ion. By brief, ORA. confirmed 
that it would not make any recommen tions to modify the FCC's Part 
36. However, ORA will review its osition on modification of Part 
36 after decision on the Hawaii Commission's appeal. Meanwhile, 
ORA is reviewing the reasonable ess of the revenue requirement 
i~pacts ~rom adopting Part 36. 

Disputes regarding e adoption of Part 36 have been 
resolved during the course f this investigation and all parties 
recommend adoption of part;l36. The one remaining issue, as pointed 
out by ORA, iS,the reaso~leness of the individual utility'S 
revenue requirement ~p~ from adopting Part 36. However, since 
this investigation is ~t intended to change existing rates there 
is no need to determi~ the reasonableness of such revenue 
requirement at this lime. Therefore, we adopt Part 36. 

consistenJ with the treatlD.ent of capital to expense 
impacts Pacifie Be;tl, GenTel, Citizens, and ConTel should record 
the revenue requifement impact of adopting part 36 in a balancing 
account. Suppo~ing workpapers should be maintained for review 
until the balaneing account is terminated. AT&T and the smaller 
independent ~~iePhone companies should." address the revenUe 
requirement iJ'pacts in their next general' rate case or GO 96 
filinq, as a~propriate. . 
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a. ~EF to SLU 

One of the three minor separations rule chan s relate to 
Central Office Category 6 (Category 6). Non Traffic ensitive 
(NTS) costs associated with 'category 6 will no· 10 er be 
distinguished from traffic sensitive costs. Thi change will make 
it impossible to continue to apply a subscribe plant factor (SPF) 
to the subscriber line ~sa9'e (SL'C') to cateqorl 6. t:or the purpose of 
shi~ting NTS costs from interexchange acce ' services to, exchange 
services. However, SPF to SL'C' will conti e to apply to the 
majority of ~S costs. 

A Dial Equipm.ent Minutes measurem.ent replaces the 
SLO' measurement, ~oth of which. meas e the relative use ot local 
switching equipment... To put this d perspective,. sawyer calculatec1. 
Pacific Bell's OEM and SL'C' interLA4A access faetor for March 1987. 
The OEM measurement shows tha~.9~ of all telephone call minutes 
on subscriber lines are from' terLATA access calls and the SLU 
measurement sho~s 6.7%, or a 0.2% differential between OEM and SI.'C' • 

• 
This differential results ;rom the inclusion of closed end WA'l'S 
minutes in the OEM formul~ . 

• 

Pacific Bell ~commends that the Part 36 OEM measurement 
should be used t~ dete~ine the shift trom access to exchange 
services and that thel'shift amounts using OEM be included tor 
recovery in the ann~l SPF to SL~ advice letter filing. GenTel 
concurs with Pacif'c Bell. 

ere is no opposition to Pacific Bell's proposal, 
the OEM measure nt should be used in place of the current SLO' 
measurement to ~etermine shifts from access to eXchange services 
for Category ., only. 

x. other Issue~ 

/ The investigation identifies other proceedings that are 
being uXldertaken ~y the FCC coneurrent with Part 32. 'tWo of these 

/ 
~-
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addressed by DRA. Part 64 is a cost allocation 
reeordin~ transactions between requlated telephone 

. their corporate a~filiates. Part 69 is revised acc~~s 

• 

• 

:rules. 
a. Part §4 

ORA's witness, Lew, did not analyze impact of Part 64 

for because the FCC was considerinq several 
reconsideration and because the utilities' 
were not yet finalized. Lew recommended 
at a later date when more information 
According to Lew, lack of a decision 
affect the adoption of Part 32. 

On the last day of 

allocation manuals 
t Part 64 be considered 

adversely 

informed all parties to the 
hearings, ORA's counsel 

ion that ORA i~ ready to 
that parties have their Part 64 

~he telephone utilities objected 
believed that Part 64 is not a part 

~tter was deferred to briefs due on 

proceed with Part 64 and reque 
testimony ready'in December 
to ORA's re~est because 
of this investiqation. 
October 30, 1987. 

believes that 
The 

in this inves 
investigation, 
the many 

..-n,,,,,,,,, that the FCC has set January 1, 1988 to be 
64 ~or interstate purposes, recommends 
Part 64 by the end o~ 198-7. According 

64 to be an issue in this proceeding and 
.... lJI,,/IoL.I..Q be considered with Part 32. 

ties do not believe that it should be addressed 
Although Part 64 is identified in the 

to Part 69, it is only identified as one of 
occurring in the FCC :rules. 

Part 32, i 
treatment 

investigation was opened to specifically address 
effect on intrastate rates, and the ratemaking 
the implementation costs associated with Part 32. 
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•• ORA's own witness testified that lack of a decision on P 
not affect the aQoption of Part 32. 

Part 64 is not specifically identified as issue in 
this investigation. FUrther, the investigation i~ not intended as 
a Wc~tch-allW to address ancillary matters. To eep it open at 
this time would require us to expand the inves igation and to 
notify prospective interested parties 'of our ntentions. We 
conclude that Part 64 should not be addres d in this 
investigation. 

However, since the commissio not have a 
method for utilities to allocate cost between regulated telephone 
utilities and their corporate affil' tes, it may best to insti~ute 
a proceeding to consider the FCC's art 64. Such a proceeding 
should :be considered by CACO and t warranted, proposed to. us in a 
new investigation. 

b. Part §,9 

Part 69 is another ncillary matter discussed by DRA • 

• 
However, in this instance 0 believes that because Part 69 is not 
intended to have an impac on intrastate ratemakin9 under current 
conditions, it need not ~ addressed. However, O~ does recommend 
that Part 69 be reviewed' after the FCC issues its final report and 

order to verity that~ will not affect intrastate ratemakinq. 
Part 69 should not/b considered at this time. 

• 

/ 
f 

XI. Ilnp~cts 

The adoption of Part 32 and Part 36 with modification 
will have the lirqest revenue requirement impact on Pacific Bell, 

( . 

GenTel, ~&T, Citizens, and ConTel. Based on incomplete estimates 
ot: the utilities which have not been examined, Pacific Bell will 
incur an additional revenue re~irement of approximately $128 

I ' 

million in 1988, GenTel $46 million, AT&T and Citizens $2 million, 
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and ConTcl 
and GenTel 

$l million. The appro:)Cimate 
as a result ot this decision are 

capital to Expense Shifts 
GAAP Shifts 

Leasehold Improvements 
compensated Absences 
Workers' Compensation 
Incentive Awards 

Separations 
Total 

6 

9 

lli.L 
$ 128 

GenTel 
S ot Dollars) 

$ 46 

NA 
NA 
NA 

NA 
~ 
$ 46 

(NA - Not Available) 
We stress that these tiqures~re preliminary and are based on the 
estimates furnished by Paci~c Bell and GenTel. 

• m! Balancing. ~QUDt 

• 

The next 1S$~we need to address is the method utilities 
_10. I .. 
~ould use to recover ~e revenue requ~rement ~pacts caused by the 
adoption ot Part 32 a.nd Part 36. 

ORA does nbt believe that current ratepayers should be 
required to compe~te the utilities for the capital to expense 
accountin~ cnangetbecause the utilities will not incur any 
additional out ot/pocket cost; they will incur only *paper* costs. 

t 
Further, ORA contends that it is tuture ratepayers who are to 
benetit trom ~ resulting deerease in revenue requirement. 

ORA ~roposes that the additional revenue required trom 
this accounting change be charged to a deterred account on a 

/1 
yea.rly basisiuntil a cross-over point is reached and the re.venue , 
requirement trom tho capital to expense shitt becomes ne~ative. 

\ 
\ 
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conclude that Part 64 should not be addressed in this 
investiqation. 

However, since the Commission currently does not ha/. a 
method for utilities to allocate costs between regulated telephone 
utilities and their corporate affiliates, it may best to, ~titute 
a proceeding to consider the FCC's Part 64. Such a pr~edinq 
should be considered by CACD and if warranted, proposea to us in a 
new investi~ation. 

b. Part 62 

Part 69 is another ancillary matter 
However, in this instance DRA believes that eeause Part 69 is not 
intended to have an impact on intrastate r. temakinq under current 
conditions, it need not be addressed. wever, DRA does not 
recommend that Part 69 be reviewed af~ the FCC issues its final 
report and order to verify that it . 1 not affect intrastate 
ratemaking. Part 69 at this time. 

The 32 and Part 36 with modification 
will have the largest re enue requirement impact on Pacific Bell, 
GelTel, AT&T, Citizen~ and Con'l'el. Based on incomplete esti:mates 
of the utilities whic:h have not been examined, Pacific Bell will /' 
incur an addition~revenue requirement of approximately $118 ~ 
million in 1988,~lTel $46 million, AX&'l' and Citizens $2 million, 
and ConTel $1 million. The approximate impact on Pacific Bell and. 

1 / 1 . Ge Tel as a ~su t of tbis deCision are set out below: 
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. ~~he surplus received should then be offset against the 
balance until the deferred account reaches zero. 
proposes that the telephone utilities should be requi 
maintain subsiaiary records so DRA could analyze the activity 
related to each individual capital to expense shif during the 
period when the deferred account is needed. DRA' witness, Woods, 
recommends that the smaller independent telepho e utilities be 
exempt from using a deferrea account because eir additional 
revenue requirement associated with this 
nominal. 

ORA's witness recommends that deferred account be 
implement~d using existing utilitY,est" tes of the capital to 
expense shifts rather than actual doll r amounts because the 
utilities would have difficulty in i ntifying and tracking the 
changes without maintaining a compl~e separate, set of records. 
These estimates are to be aUdite;ty ORA on a yearly basis, prior 
to the utilities recording their stimates in the deferred account. 

~~he authorized rate of return w'l be applicable to the accumulated 
"'balance of the deferred accoi' resulting in a recover,r mechanism 

similar to rate base.' . 
~he utilities object to ORA's proposal because it 

requires the utilities to ~timate and maintain subsidiary records 
showing the development ot'appro~imately twenty individual capital 
to expense items and re~res the utilities to estimate and 
document yearly rates 01 growth or deeline, associated depreciation 
rates, construction ex/enditures, wage escalation factors, rate of 
return, and net-to-grdss multipliers for at least twenty years. 

We do not ~lieve the utilities should be committed to 
such a long-term recbvery of cost~ Such a procedure woula not only , 
result in adaitio~ cost on the part of the utilities and 
additional aUditin~ work for ORA but could result in disputes and , 
in lengthy proceedings regarding the detail of subsidiary records, 
assumptions utilized, and inconsistent treatment among utilities. 

/ . 
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Not only would the utilities be required to maintai 
detailed set of records for approximately twenty years, the otal 
cost to the ratepayers and. the time laq before the d.eferr account 
is depleted would more than d.ouble the amortization per' d because 
of the imp~tation of a return to the accumulated defe 
balance. We concur with the utilities objections t 
and we will not 'adopt it. 

Pacific Bell, Citizens, and ConTel p~~ose that a 
balancinq account mechanism be adopted. They ~lieve that such a 
mechanism is equitable to both present and f~ure ratepayers, and 
to the utilities, while avoiding a dramatic~ncrease in the record 
keeping burden and expense of the utility I under this proposal, 
the revenue requirement impacts of this accounting change and other 
impacts from this investigation are to ~ placed into a balancing 
account with the impacts of other currlnt proceeding's, such as the 
Tax OIl (I.86-11-019) and the trienni/l represcription. 

. I. The balanc~ng' account concept has mer~t and should be 
considered. However, there is on~-l.mportant factor which the 
parties appear to have overlooked,! That is, the balancing account 
proposal assumes a guaranteed recovery of cost. 

Historically, this Co~ssion sets rates which provide 
utilities an opportunity to recbver their costs and to earn a fair 
return on their investment: utlilities are not, as parties propose 
in this instance, guaranteedkecovery of costs. If the telephone 
utilities implement a new ~intenance program designed to reduce 
future maintenance costs, IUCh costs would be recoverable throuqh 
the traditional trending' Irocedures used for·ratemaking purposes. 
Adoption of a change iLccounting should not be treated any 
differently. 

However, we ecognize that the chang'es occasioned by our 
adoption of Parts 32 nd 36 are substantial and at this point the 
utilities' and ORA's estimates of the revenue requirement effects 
of these changes is necessarily preliminary. We will therefore 
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• ~eStabliSh a balancing account ~or those utilities which 
substantial revenue requirement impacts: Pacific Bel , GenTel, 
Citizens, and Con'!el. 'I'b.e balancing account will b established. 
for a limited period of time~ not to exceed one y ar, and it will 
bear interest at the 90-day commercial paper r~ consistent with 
our other balancing accounts:. I 

. This procedure w.il.I provide a temp),rary vehicle to 
isolate the effects of the USOA changes ~O~DRA to examine and' 
assess the reasonableness o~ the utiliti,f, estimates of the 
revenUe requirement impacts.. For that reason, the balancing 
account should be separate from any otier balancing account the 
Commission may authorize and should ~lY include revenue~ and 
expenses resulting from the USOA chiriges adopted in this decision. 

We expect to terminate t£is balancing account and to 
place the account balances in ratles (along with other revenue 
requirement changes res'lll tin.q tjom the Tax Retorm Aet ot. 1986, the 
inside wiring investigation, ~eifie Bell's 1988 attrition and 

• 
General Telephone's final deoision in its general rate case) not 
later than January 1, 1989' ."hd. quite possibly sooner, in 
conjunction with our decis~ns in our investigation into- rate 
flexibility, I.87-11- I institated on November ZS, ~9S7. We 
will issue further ordert disposing of the balancing account in 

that proceeding. 1: 
Those utilit es implementing a balancing account should 

:file a su:mmary of the r l:Ialaneinq account as of February 28, 19S8 
in original and 12 copies witn the Commission's Docket Ottice on or 
before March 2"l, 19'5.. Concurrently, copies ot the tiling should 
be mailed to allt.ies to this proceeaing and detailed supporting 
workpapers should e provided to DRA. The utilities should. provide 
copies of the de ailed supporting workpapers to all other parties 
requesting SUCh/iocumentation. 

A rePf~ on the reasonableness of the individual 
utility's baliFCinq account should ~e filed with the Commission's 

I 
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-.' Docket Office QY ORA and any other interested partY7n r Qefore 
April 20, 1988, with copies served on all parties. 

• 

• 

GenTel proposes that it be allowed to· reQOver its 
increased revenue requirement through its pen. din;f'rate proceeainq, 
Applic~tion CA.) 87-01-002. However, Qecause ~l the revenue 
requirement impacts have not Qeen ~antified~nd scrutinized Qy 
ORA or other interested parties such a prrlP sal should not Qe 
adopted at this time. 

Since AT&T and the smaller inGependent telephone 
companies will incur minimal revenue ~quirement impacts, such 
impacts should be addressed in theirjhext general rate case or 
General Order (GO) 96 tiling as app opriate. 
Firu1 i ngs of Fa£'! 

1. This investigation was, opened to determine if Part 32 

should be adopted for telephon utilities subject t~the 
Commission's iurisdiction. ;' 

2. The- FCC's USOA ha~reviOuS1Y been adopted by this 
Commission with mOdificati~ because of our desire to· simplify and 
coordinate the accountinq~nd reporting requirements i~posed on 
telephone utilities operdtinq under the jurisdiction of both this 
Commission and the FCc.1 

3. The FCC issued Part 32 Qecause it believes that the 
present USOA is arch~c and incapable of providing for changes in a 
complex, eompetitiv,t teehnoloqical, and economic environment. 

4. Part 32 ~ to be effective January 1, 1988 for telephone 
utilities under the FCC jurisdiction. 

s. PASS 8~iS not addressed in this.opinion but will be the 
sUbj ect of an o~nion i,n January, 1988 .. 

6. FUll tdoption of Part 32 and Part 36 will result in 
additional rev nue requirements for the telephone utilities in the 
short-term. .. 

\ 
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~. 
7. Pacific Bell estimates an additional revenue require 

of $82 ~illion in 1988, GenTel $6& million, AX&T and citize 
million, and ConTel $1 million. 

S. Nominal impacts are estimated for the smaller . dependent 
telephone utilities. 

9.. ORA. has not examined the reasonableness of e utilities 
estimates .. 

10. Present intrastate operations of teleph 
~ilities, except AT&T, are approximately sot. 
approximately 60%. 

is 

ll. No projeetions of intrastate opera ons under Part 36 ' 

were provided because of ongoing mOdificat~ by the FCC. 
l2. PO' Cod.e § 793 requires the systEJP- of accounts and the 

:forms of accounts, records, and memo rand('/" prescribed by the 
commission for corporations subject to e regulatory authority of 
the United States to not be inconsist t with the system and forms 
estMlished for such corporations by or under the authority of the 

•
United States. 

13. Parties to this investi tion aqree that Part 32 should 

be adopted. ~ . 
l4. ORA requests that the major utilities use one of DRA's 

four approaches identified in Apter 7 of ORA's Exhibit Z to 
restate 1987 data into Part data. 

l5. ORA requests that e Commission's timetable established 
for the Rate case Plan be ended one month t~ provide ORA 
additional time to coordi ate with the utilities to understand Part 
32 accounting requiremen s. 

16. A majority of e respondent utilities recommend that the 
cost to implement Part 2 should bc allocated between intcr~tate 
and intrastate ratepa rs. 

l7. on costs are virtually all 1987 expenses and 
are recoverable thro gh the separations process .. 

• ' 
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18. Part 32 requires indirect construction costs 
capitalized to be expensed. 

19. 'rhe capital to expense shift will increas utilities' 
revenue requirements in the short-term. In the lfg-term this 
accounting change will result in revenue requir~ent savings. 

ZO. All parties to this investigat.ion cod'eur that the capital 
.. ,.. /d . to expense shl.ft requl.red by Part 32 ..,e adop1:le . for accountl.ng and 

ratemaking purposes. ~ 
21.. Part 32 adopts GAA!> for accounti-lng purposes to. the extent 

regulatory considerations permit. l' 
22. Part 32 adopts future GAAP ~nges automatically, unless 

the FCC notifies the telephone utili~es to the contrary. 
23. In those instances where GAAP permits more than one 

accounting method, the FCC will se~ct the appropriate accounting 
method for use by the telephone wlilities. 

24. 'rhe adoption of GAA!> changes will impact the utilities' 
revenue requirement similar tojthe adoption of the capital to . 

• 
expense shifts. ~. 

25. ORA recommends ad9Ption of all GAAP changes with no 
revenue ilnpact and adoption! or modification of most of the 

• 

remaining FCC adopted G~items having major revenue impacts. 
I w 

26. ORA recommendsJGAAP be adopted !oraccounting purposes, 
however, ORA is silent dn the ratem.aking treatment. 

27. The eommissi~'s Ioe formula is based on sound principles 
and has withstood litigation in several rate proceedings. 

28. ORA does n~ object to the FCC selecting the appropriate 
accounting treatment/in those instances where GAAP permits more 
than one accountinJ method .. 

I 

Z9. All partfes concur with Part 32's requirement that all 
leasehold improvements are to be capitalized separately and 
amortized over :1e term of the lease. Part 3Z is silent on the 
treatment of embedded leaseho!d ilnprovements. 

I 
i 

\ . 
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30. GAAP requires compensated absences to be 
expense in the year the liability is incurred. 

as an 

31. GAAP requires the expected workers' comp sation 

~~::~::~y .~er~~::::t::C:::i::C::::~$t~b~:d:: ::e~ent 
accrual basis. I ...... 

33. Contrary to the commission's ge~ric policy of requirinq 
gains and losses from the early extingui~ent of debt to be 
~ortized over the life of the replac~~nt debt, GAAP requires the 
gains and losses to be recoqnized as ~eome or expense in the year 
of occurrence. L 

34. Part 32 does not substan 'ally depart from the current 
account ins procedure for compute~software development costs. 

35. Computer software deve10pment costs intended for future 
revenue-qenerating services a;.f currently reviewed on a case-by
case basis in general rate P?Oceedings. 

• 

36. New software unde~development for future revenue-
generating services is no addressed in Part 32. 

37. Adoption of Pa 32 requires the depreciation category of 
certain asset qroups to change. This change results in the 
remaining life' and dep eeiation acerual of the af.fected categories 
changing. The reven~ requirement is nominal. 

• 

38. The utili~es reeommend tax normalization beeause it 
eonforms with GAAP results in a lower revenue requirement, and 
eliminates excess've record keeping. 

39. ORA re ommends the continuation of :flow-through because 
it is consiste 
law is volati 
in. the short 

with current Commission pol. icy , the Federal tax 

, and normalization would only benefit the ratepayer 

40. T 

acIdressed 
issue of normalization versus flow-through ~as 

s a generic policy in D.84-05-036. 

... 
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41. The automatic adoption of future GAAP pronouncem nts is 
not in the best interest of the ratepayers. 

42. A change in accounting for post retirement befits from 
a cash basis of accounting to a accrual basis on the elief that 
the PASS is going' to issue an, exposure draft requir' q the accrual 
method of acco~ting to be used is speculative. 

43. Pacific Bell and ORA have developed a 
provide the commission with necessary informat'on to oversee and 
analyze affiliated company transactions. J' 

44. The current separations manual i;'obsolete because it is 
structured by accounts identified in the current USOA. 

45. Part 36 is structured by acc7~s identified in Part 32 
and incorporates four rule c~~~ges. 

46. All parties to the i,nvezti tion recommend that Part 36 
be adopted. 

47. ORA has not analyzed th reasonableness of the utilities 
Part 36 revenue requirements~ i 

• 

48. One. of the Part 36 ru e changes rCqI.lire a DEM'lneasurement 
replace the SLU measurement ty determine shifts from access to ' 
exchange services for Cateqo~ 6. 

• 

49. NTS costs associatfed with Categ'ory 6 will no. longer be 
distinquished from traffi,lsensitive costs making it impossible to 
continue to apply a SPF to SLU factor to. Category 6. 

,y 
SO. SPF to SLU irO continue to apply to. the majo.rity o.f NTS 

costs. 
51. Part 64 and art 69 are not identified as issues in this • 

investigatio.n. I 
S2. The utili~tion of a deferred account to record the 

additional revenue/~equirement from the capital to. eA~ense change • 
until the cross-oyer point is reached, and the revenue requirement 
become~ neqativj!woUld require the utilities to estimate and 
maintain subsidl.ary reco.rds showinq the development of 

Ii 

approximately twenty individual items. The utilities would also be 
" 

\ 
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:~required to estimate yearly rates ot growth or deeline, 
depreciation rates, construction expenditures, wage e 
factors, rate of return, and net-to-qross multiplie 

53. Use ot a deferred account for revenue r 
of capital to expense shifts would be costly. 

54. Use of a balancinq account on a temp 
revenue requirement impacts of capital to exp, nse shifts will avoid 
an inerease in the utilities' reeord keepin burden and expense, 
will provide a vehicle to isolate USOA~'m ets tor further 
ex~nation by DRA and enable the utilit'es to combine revenue 
requirement impacts ot other proceedin before the Commission in 
rates at one time. ~ 

55. This investiqation speeif' ally states that while this 
opinion may have an impact on tutu ratemaking, in and ot itself, 
it will not change existing rates 

56. ~here is no Commissio HguaranteeH telephone 
utilities recovery of all c~st associated with the adopti0t; of 

•
part 32. 

57. Utilities are entiJled an opportunity to recover tho 
additional revenue require~nt impact from Part 32. 

. 58. Gen~e1 requests~at it be allowed to, recover its revenue 
requirement impacts thrO~h its pending rate proceeding. 
~n~lusi9ns 2: LAw 

1. addressed in a subsequent opinion in 
January 1988, because of the substantial amount of testimony 
received and the sub tantial amount of discussion in the interested 
parties' briefs fil/d October 30, 1987. 

• 

2. The tele hone utilities' percentag'e ot intrastate 
operations should not change with the adoption of Part 36. 

3. PU § 7 3 and § 794 do .not preclude the commission from 
prescribing fo s of accounts, records, and memoranda coverinq 
information in addition t~ that required by or under the authority 
of the United 
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4. The issue of whether PU Code § 793 requires th 

commission to adopt Part 32 is moot since all parties t(( the 
investigation recommend that Part 32 be adopted. '" 

5. A Commission order requiring major telep~ne utilities to 
provide DRA with 1987 data based. on Part 32 sho~,~not ~e necessary 
~ecause the major utilities have agreed to pr0vr-e the data .. 

&. The Rate Case Plan timetable ShOUld~ot be extended an 
ad.d.itional month because of the ad.option ofJPart 32 because the 
entire schedule is under investigation in ~other proceed.ing. 

7.. Part 32 should be adopted to t1:lIf extent provided bY' this 
opinion. ~ 

8. Part 32' implementation COStfhOUld be recover~le in the 
same manner as other operating expe~es throuqh the general 
ratemaking process and settlement~ols. . 

9. Part 32 capital to exp~se shifts should be adoptee tor 
accounting and ratemaking purpo es, to. the extent that theY' do not 
conflict with 'ng policies diseu~sed in this 

• 
opinion. 

10. The implementati a deferred account to record. the 
revenue requirements asso iated with Part 32 capital to expense 
shifts shOUld. not be ad~ted. . 

11. This investil'tion was not opened to. change e~isting 
utility rates, therefpre, the utilities which have substantial 
revenue requirement impacts (Pacific Bell, GenTel, Citizens, and 
ConTel) from the aatPtion of Part 32 should be allowed an 
opportunity to. red'over their additional revenue requirement through 
the use of a bal/ncinq account for a period not to. exceed one year. 

• 

12. The i pact of GenTel's balancing account should not be 
addressed in e rate deSign phase of GenTel's pending rate 
proceedinq il it has been audited by ORA. 

13. B March 21, 1988, those utilities implementing a 
balancinq_~co.unt should file a summary of their balancing account 
as of Febrary 28, 1988 with the commission's Docket Office.. DRA. 
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~. and any other interested party should file a report on the 
reasonableness of the balancing accounts by April 20, 19 • 

14. Part 32 impacts on ~&T and the smaller telep~ne 
utilities should be addressed in their next genQral r~e proceeding 
or GO 96 filing. 

15. GAAP as modified by this opinion should e adopted. Any 
revenue requirement impacts should be ~ccounted or in a manner 
consistent with the treatment of capital to' e ense changes 
identified in this opinion. 

16. The telephone utilities should co tinue t~ maintain 
appropriate accounting and ratemaking records to- conform with the 
commission's IDC formula. ~ 

17. Where GAAP permits more than one accounting method the 
utilities should use the method sele ed by the FCC. However, 
should any party object to the mGth~ select~d by the FCC, that 
party should bring the issue befo~ the Commission in.a formal 
proceeding., ;I 

• 
18. Leasehold improvements should be capitalized separately . 

and ~ortized over the term ot'tho lease. Embedded leasehold 
improvements should continu~to be amortized over the life of the 
buildings account. J' 

19. GAAP accounting;!for compensated absences and workers' 
compensation should be ~dopted • 

• I .. • 20. GAAP account~g for ~ncent~ve awards should be adopted. 
Any awards accruing fo~ employees terminating service during the 
year and not reCeiv~g the award should be reversed. 

21. Gains an9llosses from the early extinguishment of debt 
should be amortized. over the life of the replacement debt .. 

22. 'rhe Co~ission's Resolution procedure should be utilized 
to address subsefquent Part 32 changes. 

23. 'rhe Iccrual basis of aec~untinq for post retirement 
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24. Computer software development costs for future 
generating services should continue to be addressed on a 
case basis. 

2$'. Part 32 asset groups for depreciation should be 
Any changes in depreciation because of the reclassifica 
certain asset groups should be addressed during the 
represcription of depreciation rates. 

2&. Telephone utilities should not abandon a accounting and 
ratemaking requirements instituted by this commis ion in past 
proceedings unless changes were specifically di, ssed in this 
decision. / ' 

27. The utilities should use the procedres developed by 
Pacific ~ll and ORA to account for andt-o ack affiliated company 
transactl.ons. 

28. Part 36 should be adopted. .An revenue requirement 
tmpact should be treated similarly to the capital to- expense 
revenue requirement impacts. SUi>port~9' workpapers should be 

• 
maintained for review by the com:mz:l.SS' on' $ ORA. 

29. The OEM measurement shou be used in place of the 
current SLU measurement to determ· e shifts from access to exchange 

• 

services for cateqory 6, only. / 
30. Part 32 comprehensiv7lnormalization for income taxes 

should not be adopted. Flow-~ouqh of income taxes should 
continue. j 

3J.. Part 64 and Part 'should not be addressed in this 
inVestigation. /, 

32. Part 32 and pad 36 as modified by this opinion should be 
effective January 1, 198/ to conform with the FCC's implementation 
date of Part 32 and pad 36. • 

/ . 
1/ 

I 
I 
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XT IS ORDERED that: 
1. The Feder~ Communications Commission' 

uniform system of Accounts for Telephone corpc~r~rcJ.O~LS, is adopted 
to the extent provided in the above opinion shall be applicable 
to all telephone uti~ities under the cornmiss 's jurisdiction. 

2. The FCC~s Part l6, Separations ~~~~~.Q_, is adopted and 
shall be applicable to· all telephone 
Commission's jurisdicti.on. 

3. Costs incurred to implement 
in the general ratemakinq process 

32 shall be recoverable 

to the recovery of other operating expenses 
4. Pacific Bell,. General 

Citizens Utilities Company of v~.~~._~,. 
Company of California, 

, and Continental Telephone 
Company of california are initiate a balancing 
account on their books o~ CI. ........ <.I'\oU.~._ to record revenue requirement 

32 and Part 36. The balancing impacts from the adoption 
account shall bear J..:I:rt:el:es the 90-day commercial paper rate. 

50. Utilities· mI:l1.4al)lE~'t a balancing account shall file a 
account as of February 28, 1988 with the 
and shall serve copies on all interested 
2l, 1988-. 

co:~~,~on's Oivision of Ratepayer AdVocates and any 
shall file a report ot the reasonableness of 

the utilities' ~~~D~·.ug. account on or before April 20, 1988. 
7. The .... Q...,...~v ........ '=t· account shall terminate no- later than 

January l, 1989 connection with our investigation into 
regulatory instituted November 25, 1987 (I.S7-l1-____ ). 

8. re~ent impacts from adoption ot Part 32 and 
Part 36 on o~teIephone utilities shall be addressed in 

:ate' prceeeding or General Order 96 tiling-
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9. The telephone utilities shall continue to maintain 
appropriate accounting and ratemaking records to conto with the 
Commission's Interest DurinqConstruction formula for const~ion 
projects.' ~ 

lO. ~he telephone utilities shall continue t conform with 
the Commission's policy of amortizing gains an~ds~ from the 
early extinguishment of debt over the life of epla~ement debt. 

ll. The Commission's ad.vice letter proce e shall be used to 
address subsequent Part 32 changes. ~ 

12. Regarding Part 32 changes, major lephone utilities 
(Pacific Bell, General Telephone Company 0 california, AT&T 
Communications of California, Inc., Cont ental ~elephone Company 
ot california, and Citizens Utilities mpany of california) shall 
provide to the Commissions Division 0 Ratepayer Advocates and 
Commission's Advisory and compliance Division Directors: 

• 
a. Concurrent copies ot ny Part 32 petition 

and/or revenue requ' ement filed with. the 
FCC • 

b. For GAAP changes, revenue impact studies 
Yithin 90 d.ays er the FASa releases its 
final pronounc . nt. 

c. For Part 32 c ges initiated by the FCC, 
FCC required udies concurrent with their 
FCC filing. 

13. Computer soft r development costs for future'revenue
generating services sh 1 continue to be addressed on a case-by
case basis. 

14. Telephone tilities engaged in affiliated company 
transactions shall ontorm to the affiliated company transaction 
procedures develop d by Pacific Bell and ORA as follows: 

a. Wit in each Part 32 account assiqned 
af iliate costs, a separate and unique 
s account code shall be set up to record 

e affiliate eostschargeableto< that 
eount .. 

• - 45 -



I.S7-02-023 ALJ/MJG/jc ,,". .-

b. Affiliate company subaccount codes shall b/e ' 
used exclusively tc record affiliate 
company costs. 

c. The cumulative total recorded in affiliate 
company subaccounts' codes for a period;' 
shall reconcile with the affiliate c7m any 
billing for that period. 

d. Subsid.iary recorcis to support the ;.onthly 
affiliate billings shall be set u~_~nd 
maintained with such reeord$ pro~ding an 
audit trial to the Part 32 account assigned 
affiliate costs and a year-to-aate 
accumulation of the total costs billed by 
the affiliate. I 

e. Supplemental memorand.um rec~ds shall be 
maintained. for surveillance' purposes to' 
traek Commission adopted ~filiate company 
adjustments. ~ 

f. For rate proceedings, e utilities a're to 
submit their test year ffiliate company 
estimated costs separ~elY. 

tit lS. ~he Dial Equipment Mi~ut~ measurement shall be used in 
place of the current Subscriber Li~e Usage measurement to determine 
shifts from access to exchange setvices for Central Office 

Category 6, only. i 

• 

l6. The Commission's Advis ry and Compliance Division shall 
review the FCC's Part 64 and Fa 69, when available, and report to 
the Commission whether an inves igation should be opened • 
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17 .. 

FASa 87. 

. -~ .. / open for fu.~er7ec ~on on 

~ ord.er is effective today • 
. Da.ted _________ , at San Frar~disco,. california .. 

I 

This proceeding remains 

• 

• - 47 -


