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BEFORE THE PUBLIC UTILITIES' COMMISSION OF' THE "STATE'OF WI FORNIA, ' 

@' OO~~~[lJfl1[[ '.', " In the Matter ot the· Application,ot .. ) 
Pacific Bell, a corpor.ation, for' . '") 
authorization to increase rates due ) 
to revision of the expense. limit ) 
for certain items of plant costing ) 
SSO¢' or leSs. . , ) 

n J , .' l' ," , .... ' 
./ U I:'P . .. . i.I\:k.:: 

,Application: 90-02-050' ~ .. 
(Filed February 23, 1990) 

---------------~., ". " .. - '., 

) ApplicatioIl'90-12-050' .' 
) (Filed December 17,1990) 
) .' . ,', .,', ." .. '. 

In the Matter', ot the Petition of 
Pacific Bell, a corporation, to 
modify Resolution F-626. 

; ): . 
----------------------------------

" K. '" 

." I., " 

.... I,'", 

This decision modifies Resolution F-626"aIld.Oecision" (0.). 
90-08-029 to- change ,the effeetive da:te:otanaccountinqCchange ' .. , 
approved in Resolution F-626. ·'I'hechanged date·coincides.withthe 
effective date of corresponding rate'relief authorized, by, '.: ': 

0.90-08-029. These modifications increase ,Pacific Bell ~ s .. (Pacific)' 
revenue requirement )::)y $6.04 million. ", " .' ., . 

Background 
On July 22, 1988, the Federal communications Commission 

(FCC) authorized· Pacific"to increase:.;the expense, limit. for':'. 
purchases of eertain telephone plants from SZOO toS500~, ~On. 
Novem.ber 22, 1989, the Com:missionadop:t:ed, in Resolution,F,,,":626,.< 
this FCC accounting change for' intrastate purposes. The ',resolution 
approved. an effective date for the accounting. change'of~January 1,:.· 
1989 and gave' the telephone companies" the optiOXFto ,implement .. it no: .' 
later than January 1, 1990. 'l'he resolutiond.ireeted·utilities' .. 
seeking correspondinq revenue requirement changes to file .. ·· :.::: " 
applications. ' ':', ...... . 

On February ·23, 1990, Pacific' filed. Application .. 90-02-050;.' " 
seeking such a revenue requirement oha.nge.·O_90-0S--029'granted the:::' 
revenue requirement change, but did not allow recovery for amounts 
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A.90-02-0S0, A.90-l2-050 ALJ/KIM/p.c 
.~", 

entered i~~~;::~h~':-accounts prior to the" effective/,date :,of,the :'<'.;'; ~ ~:<~ 
decision. We found.. that such recover:y.would, .. cons,titute .. re:e~?act~ve. 
rate~kinq .. ', "." .. ;' ',' .', , ... ' .. ' .... : .. '~'."~ .. > " 

Pacific filed. an application. . for'.: rehea;-~ng of " .. ,,:;: "" ,. 
<,' :, •. ' ,_ " . '.' J '. ' .~-. '- .:, ~ • 

0.90-09-029;' arguing that the effeetive ,d.ate of rate relie(.shoul.d .. , 
be January 1, 1999,' as Pacific' 5 application·had.>originally:',,·: '-' ," 
requested. 0.90-012-036 denied Pacific's application:f6~ reh~arin'g' .. 

of 0.90-08-029, restating our viewtha't·a, change·in.·the e.ffec.tive ... 
date of relief would. violate the rule against,·retroactive .. : 
ratemaking. We did, however, invite Paciflc,to~seek' a change to ' 

, ~ , . ,'. -

the effective date of the accounting change e~,tab~~sh~~. ~= ... " 
Resolution F-626. 
Petition to Modify Resolution F-626 and, 0'.90-08-029 

Pacific asks the Commission to modify Resolution F-626 so 
that the effective· date·of the accounting change is no later than 
August 8,. 1990, the effective. date, for the rate, reliefad.opted.: in'. 
0.90-08-029. According 'to Pacific, unless,the Commission .. ~ ... 
authorizes this change,. Pacific'. will- be, unfairly· denied recovery o,f 
expenses incurred solely as a result of. complying with,. Res,olution 
F-626. pacific states that if this relief,;is granted" D.90~08-029 . 
must also be changed to reflect an adjusted revenue requirement·., ", ," 
According to' Pacific's calculations,.' q:r:antinq its petition·' to 
modify Resolution F-626 will increase~: the revenue" requirement. 
qranted in 0.90-08-029 by S6.04 million... -.. ' 
Response by Division of Ratepayer Advosates: 

Division of Ratepayer Advocates (ORA) does.,. not o,bjee':t to,: 
Paci~ic's, petition ~s long as (1) the proposed. rate:ad.justment,o:f.:. "', 
S6.04 million is amended to S6.157million~. (2) 't:he 1990.inc:r:em~nt 
of Sl.397 million is considered a one-time. adjustment to, rates·; " ..•. 
(3) additional rate recovery, resul tin<; from .this-accounting:)". , 7' ',: 

implementation change is achieved through a new advice le.t;ter:: to, . , . 
coincide· with Pacific's next major rate ,adjustment; and: (4:) the 
order granting a subsequent" implementation date .. for·the accountin~, 

" ..... "' . 
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A.90-02-0S0, A.90-l2-0S0 ALJ/KIM/p.C 
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change is not treated as a precedent for' ,ayociding:; rate: rel-:i,~~f,,',, 
limitations by after-the-fact amend.men't of similar, Commis,sion
ordered" implementation' d.ates.: ':., ,., 

ORA comments that Pa.cificshould. ,h.ave"sought. ,a: rat~ 
increase simult4Ileously with both its. request for authority, and,its 
implementation of the accounting changes. 
Oiscussion 

Pacific states that without a change in the e,ffective 
date of the accounting change it will be unfairly denied rec.overy,. 
of expenses incurred. .. so-lely . as a result· of compliance .wi,th., 
Resolution F-S.~6 ." Pacific sough.t· an· accounting date,. change. of 
January 1, 1989 and. we granted it in ResolutionF-626:o:.,.;Paci,:fic 
made the subject accounting changes on January 1,. 198,9,,' prior to 
the issuance of.a resolution authorizing· 'the accounting changes. 
Somewhat iron.ically, Pacific now complains that i't might,.l~se 
revenues by complying with a decision approving i'ts own proposal. , 

One of the reasons Pacific may not recover "~t~~~y~nue 
requirement is that it made the accounting. change prior. ·to· 
authoriza.t.ion of associated rate relief .-We have never· granted , 
retroactive recovery of revenues where an accounting. change is made 
prior to approval for corresponding rate ,relief ° Normally', relief 
granted. pursuant to accounting ehanges is effective ,as"part o,f a 
subsequent attrition year offset proceeding or other,app:lication~ 
Pacific's application for associated rate relief was filed. ,14 
months after it be9an booking the accounting· change,. Under the 
Circumstances, Pacific sho?-ld not be surprised th"'t we declined to, -. 
grant retro",ctive relief. 

Because of the way revenue recovery for account.ing , . 
• " ' ., > 

chanqes is. no~lly handled, and the timing of· Pacific'~s ,:",ccounting, 
changes, Pacific could not have expected full recovery under any 
circumstances without a modification to Resolution F-626. On the 
other hand, we do not wish to deny Pacific the opportuni'ty to 
recover revenues which are reasonable. We will grant pacific's 
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pe~i~ion ~o modify 0.90-08-029 and Resolu~ion F-626 with the 

modificat'ions proposed. by DRA~ "" , ', . . ": . 
Specifically, the figures' set forth in· '0.90-0·8-02;9" are 

incorrect because they did not assume an implernen.tation,;da.te .. o~f 
August 1, 1990. Using the Augusta.,·19~90 implementation';date, ~he 
recovery for 1991 is S13.8'9mi11ion ·and Ule revenue ,:'step-.down" fo,r 
1992 is $3.15 million. Because of the ~olJ,nto£ ,'t.he","Z"·.£·",ctor~ .... 

adop~ed in Pacific's 1991 annual update, the revenue adjustmen'C.is 

$6.157 million, which includes $·1.397 million for the 19-9,0 
increment and $4.760 million for the 1991 adjustmen'C..· ·1'he.,;$1.397 
million adjustment i's to- :ce considered a one-time adjustment. to' :' 
rates, consistent with Resolution '1'-J:4235. 'I'hese adj·ustments shall 

be made pu:csuant to a separate ad.vice le·tter filing. 
As ORA suggests, our action in Uliscase. does not. s.ignal: 

a willingness to- make similaradjus.tments in the future if~., .. 
utilities fail to- seek rateincreas.es· coincid.ent with accounting ... 

• 

changes. 
'findincm' of fact ,.' ' • 

1. Pacific seeks modification of· Resolution' F-6Z6 and. '. 

0.90-08-029 to- affect accounting changes and revenue . .requi..rement· 

changes on August 8, 1990. - ':~ ", ' 
2 . 'Pacific' originally sought an .accounting change: ,to'. become 

effective January 1, 1989 but did not seek associa~ed.revenue 
requirement changes' until 14 months. after it began .booking .:;the' 

accounting changes. 
3. D.90-08-029 denied' Paeific'''s request to:recover .revenues-

retroactively~ , 
4. The revenues for which Pacific seeks recovery:in' its .:: . '.' : .. , 

petition for mo-d.ification of 0~90-0a-OZ9.and ResolutionF-626 are 
reasonable because theY're-sul t from authorized' accounti:ng changeS'. " , 

" '.', ",' r r,': .. I 
..' .~ . 
, f P,_", 
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Conclusions of Law ", , '.-, " ',. :.:~;~: 

1. Pacific's .pet.ition t6~odi.fy':I:r.:9'O~08'~0Z9, ,and', -Reso~lut.ion 
F-626 should be granted' as se~'f~rthhe~ein:r' '~it.hmo·dific~·ti.ons t.o 
recognize 'Chat Pacific's 19'91 'annual upd.-a't.e,'has :Oeen:·resolv:~d.. 

• • "" • , •. ~. I' ' .. 

2. Pacific' 5 request for $1 .. 37 million inl'9'90';should be 
considered a one-tiIne adjustment ,to rates~ , 

3. Pacific should file an advice' let.t.er t.o recover, ,'t',evenues 
authorized by tius.. decision in the··Z· .. ·Factor in its,'annual:, price 
cap ind.exinq filing adopted. in o. 8:9-l0-03:l;, ' ... 

4. This decision should not be construed as setting 
• .' 'w ' " ' •• ,. , •• 

preced.ent for reco~ery cfrevenues whicn,are authorized ,pursuant. t.o 
accounting changes: ' 

o R OJ R 

.' ".- " <,. )"'. 

IT . ISORDEREDtha t.:' ." " ~. r ., .' •• '.. ' ....... 

• 1. Ordering Paragraph 3 of Resolution F-626 is modified to 

• 

read.: 
The 'effective date 'of the accounting change for 
intras,t.ate purposes is January 1, 1990; 
however, the telephone companies have the 
option to: implement it no later than August a, 
1990. . .• : .. ' ," 

2. The'Orderinq'Paraqraph of Decision (D.) 90-08-029 is 
modified. to read: 

IT IS ,ORDERED that Pacific Bell's (Pacific) 
application, as, amended, is approved with the 
exception that rate relief shall not be 
"retroactive. Pacific'may recover the yearly 

. e'ffect of the accollntinq changes approved by 
. Resolution F-626 as of the effective date of 

this order through 1999. That recovery, in the 
amount'of $6.157 million (plus interest) for 
19.9 0 and $13.89 million for 1991 shall be 
included in the .. z" factor in the next annual 

~~~.. pric.e ,,~C"ap ind.exinq filing 4dopted in 
o .. S9~10-031 or by sepa.rate advice letter. Of 
the J:990 adjllstment, Sl .. 397 million will be 
recovered only during the first year of 
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implementation of revenue requirement ch.anges ;. :"" 
resulting from accounting change.s authorized '-in '-' 
Resolution F-626. In its annual price cap -
indexing filing,. Paeific shall include in·its-. 
"Z" factor calculation a step-down revenue 
reduction of $3.15 million for 1992, $Z. 5,50' 
million for 1993, $2.39 million for each of the 
years 1994 through 1997, $1.91 million for' 
1998, and $0.72 million for·1999'. Pacific:" 
shall reduce its revenue· by $7 •. 39 million in 
1998 and ~y $11.21 million in 1999 to reflect 
the associated red.uction in net plant. In .
order to assure recovery tor amounts which 
accrue from the effective date of this order' 
until the effective date of Pacifie's advice 
letter filing f Pacific is authorized to .. '. 
establish. a memorandum account to reflect such 
amounts. 

3. Appli~ation (A.) 90-02-050 and A.90-12-0S0 are closed. 
This order ~ecomes effective"'30 days from today. 
Oated April 24, 1991, at San Francisco, California. 

>' .', ,..,: ... ...::" •• "';"~',', ,<.: ',.,:";: 
i., '.' 

I',' ,', .. 

.. '," "'-' 
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