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s On 'February 14, 1989, the Financial Accounting-Standards.:
Board'(EASBylwissued;a,proposedrdraft:on:thefrecognitiongandﬁqmq
measuremnent- of an-employer’s obligation to-provide-post-retirement
benefits other than pensions (PBOPs). and. on thermerits-.of changing. :
the accounting for PBOPs from a cash basis to .an-accrual basis. - -
That is, PBOPs cost would begin to-accrue not when:the liability is .
actually paid but while the employee is earning the benefits. \
PBOPs: include: employee benefits .such as-medical and dental:care, - -
life insurance, and legal services. -~ . . o L nrudieemiene o

- The FASB proposed draft was cmrculated for comments.. among;
the. accounting and financial .professions before it was finalized by
the RASBzxin-December 1990.. 'The consensus. - 0f the accounting and
financial professions has been that liability for PBOPs .should-be.-

liability is recognized.- This consensus--was. coditied:with;theﬁ;w .
FASB’s adoption of FAS No. 106, employer’s accounting:for .PBOPs. .
Since it was likely that FASB would-adopt-PBOPs_accrual - .
accounting;: and since the liability:to be recognized upon FASB’s - .-
adoption of an official statement-would- be.substantial, therxe -was a
concern that the funding of PBOPs liabilities may produce .. -

e - B L e
o B ' bt

1" FASB is ‘an”authorative 'body”which-establishes'a common-'set o£ X
accounting concepts,:standards, procedures:and.conventions, .. ...
commonly known as “Generally Accepted Accounting Prmnclples”‘
(GARP). GAAP is recognized by the accounting profess:on as a whole
and is used by most enterprises as a basis for their external
financial statements and reports.

o
-

2 FASB issued its official statement, Statement of Financial
Accountmng Standards No. 106, promulgating the generally accepted
accounting: practice to. account for. PBOPs in December 1990.:. .. .-
However, the official document was not available in print until
January 1991.
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significant rate shock. This'investigation was opened to determine
whether the shock could be reduced by authorizing affected
utilities to begin collecting revenues to cover their PBOPs costs~ i
as soon as possible. Phase II of this investigation:williexamine
the impact of FAS No. 106“tortratemakingmandaaccountinqlpurposes;mmc
‘Both Pacific Gas & Electric. (PG&E)  and Southern: .. ‘
Califormia Gas Company (SoCal Gas) have requested rate . recovery for:
estimated PBOPs liability in their 1990 test year general:rate:.
proceedings. - PG&E has been recovering.PBOP.cCosts on.a: pay-as—:
you-go basis and has a program of providing.such benefits, and . -
pursuant to Decision (D.) 89-12-057 was denied authority to recover"
PBOPs contributions. However, the Commission ordered that PG&E’s '’
rate proceeding remain open:to consider the recovery of pre-funded
PBOPs costs after the FASB issues an official statement on:PBOPs. . !
‘SoCal Gas, which began. pre-funding a 401(h)3~plan“with o
approximately $8 million of stockholders’ money in 1987, was : -
authorized by the Commission to rxecover approximately $9 million in-
pre-funded PBOPs contributions in its 1990 test.year, pursuant to-
D.90-01-016. - An additional $8.4 million.of SoCal Gas stockholders’.
money was contributed to the 401(h) plan in 1988 and again in 1989.
SoCal Gas is the only utility currently authorized to:recover. . ...
pre—funded' PBOPs contributions in rates. All other utilities
recover PBOPs costs on a pay-as-you=-go basis.. However, the:
decision that authorized SoCal Gas to recover pre-funded PBOPs
contributions placed #“SoCal Gas on notice that those prior and
this test year’s contributions plus a reasonable rate of return
will be assumed by the Commission to be available. gross of tax to
offset pay-as—you—go expenses :x.n- the ne:ct rate case. ST 59 -

¢ ST I S P '."v',l ,‘ T '-"". e '\'.-"."‘T

St e i e L e i ‘ :

3 The 401CH) plan is 1dentit1ed‘and‘discussed on.pagerzs'ot thls
Qrder- ’ W S TR LT NN ey Oty T

"; ‘\1 rre
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Phase I R S A N S T e PR RV G
In this phase of the proceeding we address several
issues: ' -

1. The benefits and detriménts to ratepayers
of authorlzlng the pre-fundxng of PBOPs,

2. The revenue requirements. related to the
pre-funding and the justifications for -
allowing this item to be. included in rates. |

Tlmxng of authority to receive PBOPs . ...,
fund;ng threugh rates. 2

. Dxrrerent ratemaklng treatments ot PBOPs .
costs which may be appropriate for
different industries, such.as. - .. .00
telephone and enexrgy.. oo

Available funding vehxcles Qor alternatlves
for PBOPs, such as a voluntary employee .
beneficiary -association (VEBA) or an
-employee benefit plan pursuant to Internal -
Revenue Code Sectlon 401(h) _ L

‘Safequaxds. to.ensure that pre—:unded amount. -
‘will be used only for PBOPs in the future
and that ratepayers' 1nterests are o

- . protected. . S L o

e e

Proper accounting procedufeé”te“prouide"
adecruate documentation and audit trails.on - o
zund balanccs and 1nvestment act;vities.ﬂ,”,,

, Pursuant to the ordex instituting -the investigation, the ::
respondents, identified -in Appendix A -to -the 1nvestxgatxon,wwere¢._;.
required to file testimony with. the . Docket Office. Respondents: " ...
filed testimony between August-17, 1990 and August 22, 1990. Of . .-
the 28 named respondents, the following nine water utilities -did:- -
not file any prepared testimony, did not: explaln,why, and.did not
participate in this -phase of the investigation: - . e S

1. Azusa Valley Water Company - i

'2. Callrornla water Servxce cOmpany

i. Domlnguez Water chporatmon
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4. East Pasadena Water Company
5. Great Oaks Water Company "
6. Park Water Company .. . ... . .

7. Santa Clarifa Water Company = = "

8. Suburban Water Systems . .

9.  Valencia Water Company =

A prehear;ng conzerence (PHC) was held on September 27,
1990 before Admln;stratlve Law Judge CALJ) Galv;n Ln-San ‘Francisco.
At the PHC, the ALJ ruled. that. any - pa:ty want;ng to quest;on a
witness who had offered prefiled test;mony must “so not;fy all
appearances of record by October 10 1990., The thnesses ‘Wwho were
asked to answer questlons were to appear at the f;rst day of
evidentiary hearings (0ctober 17, 1990) Pref;led testzmony of
those witnesses not asked to~ testzfy could be ' ‘identified and
received into the record as an ethblt oncthe- rlrst day of
evidentiary hearxng it ‘there were no . changes to be made to the
testimony, and if it was accompanled by an arrldavmt 'signed by the
witness verifying its accuracy. ... . ... . .. -

Evidentiary hearings began on October 17, 1990 and
continued: through October .19, -1990. . Prefiled testimony with signed
affidavits was received from Contel :of-California,-Inc. (Contel): ™
ATET Communications of California, ‘Inc. . (AT&T),-Roseville <Telephone ™
Conpany (Roseville),. Pacific Bell, SoCal Gas, and- San~D1egd”Gas-and—
Electric CQmpany (San Dlego) . WD T T IR D Loon?

“Testimony was received.from'San Jose Water' Company’s ' <3
Fred R. Myer, Vice President of Regqulatory Affairs; ‘Pacific:Bell’ s :<
Brian E. Thorne, Director of Corporate:Accounting ‘Research and -
Analysis; Southwest Gas Corporation’s (Southwest) Edward A. Janov,
Assistant Controllerx: Seuthe:p Calife;n@e Ediepqngqpapy'g_(Edison)

L W

AUSENG
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William J:..'Scilaceci.Jx., Manager ‘of .Investor 'Relations and>’Pension' "
Investments, and Mark H. Wallenrod, Supervisor 'of 'its. CPUC-‘Cagse " -.%
Management Group-in the Revenue Requirements Department;iSoCal Gas’
Robert L. Ballew, Manager -of ‘Compensation-and Benefits;" GTE: .~ W T
California Incorporated’s. (GTEC) John Blanchard, :Director of. @ pRoes
Regulatory Accounting: San Diego’s Charles A. McMonagle, Manager of-:
the Financial: Services Department; PG&E’s. Peter K. Corippo, Senior -
Financial Analyst,. and Richard A. Weingart, Supervisor..of Expense:. -::
Forecasting and Analysis; .and, the Division of‘Ratepayer“AdvocateSiF
(DRA) Mark Loy, Publlc-Utllxty‘Regulatory Program,SpeCLarzst Xy

Econonics.

B [ T

..When:.concurrent briefs:were. filed  on. November:9,% 1990 the
first;phase of -this investigation was -closed. : However;. in:order. to::
take official motice. of FASB/s PBOPs statement: (Statement Nb.*loe)“ v
in this order the Phase I submittal date was extended to:: T
January 14, 1991, the date that FASB No. 106 was’ readily avallable

in print. B S TR U B Yo
Brown -Bridgman Retiree Health .Care Group .(Brown: Bridgman)

tendered: comments -and prepared testimony for: filing:with:theiDocket: -
Office on October 9, 1990. .These comments and. testimony: referred : . .
to other testimony alleged to have:been: filed earliex by Brown::.
Bridgman.. However, no prior documents from Brown Bridgman’have
been received. . SIS - Lomae L e e naT e

) - Rule: 44 of the-Comm;ssxon!s.Rules of Practice and-
Procedure requires that documents be filed with the Docket:0ffice '
before they caanerconsidered filed .din.a-proceeding.. “Brown
Bridgman’s. October: 9, 1990 tllzng complied with Rule44.: However, .
no certificate: of. service was attached-listing the-names and-. =~ -
addresses of: the persons.and entities: served as required by Rule:. .. .w
4.5. Further, no copy was served on the ALJ... The ALJ:.first bacame. :
awvare of Brown-Bridgman’s filing when he.received:-a-copy:of the

ot Taladt

e Ay A e e ‘ T
B A SRR L A
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prepared.comments; and - testimony from-the Docket (Office ‘aftexr the .«
close .of -the evidentiaxy hearing. .oowwmn . lol .0 Sl Lo uimsmlinvel
" Brown- Bridgman may.net be familiar with Commission rules.
However, since it was present at . the PHC where-it ‘filed an’ .. “waani
appearance to this proceeding, Brown Bridgman :should-have been< ..U
aware of the ALJ’s PHC ruling -that prepared testimony to be served- '
on all appecarances of record. .Brown Bridgman should alseo- have ‘been ’
aware of the ALJ’/s PHC ruling that prepared testimony: of SRR T
witnesses who were needed for examination could be received .inte ..
the record only: if. the party: introduced such testimony 'at the. ./C°
hear:.ng with an affidavit signed by its witness. Tea BTN
, © Since. Brown Bridgman’s October 9, 1990 .comments and
prepared testimony tendered for filing were improperly filed . or =i v .'
served on the parties of record, they are rejected. - Its alleged - -
prior testimony was not received or filed in this proceeding’s:. = .
formal record pursuant to Rule 44.. .Therefore, it .is moot and 'will: "
not be addressed. SIS
Motion to Strike Appendix A to DRA’s concurxent Brief « " 'r .
-GTEC:'filed a motion to strike Appendix: A."to DRA’s
concurrent.brief on November 19, 1990. iOnwthe'samorday;Min’aﬁ"'**”
letter: addressed to all parties: of record, Paca.f;c Bell: req’uested
similar treatment of DRA’s Appendix.. ... . 0w VUL v T
-. GTEC and. Pacific Bell. moved: to«strike.the,hppendix
because they assert that the proposal mentioned in the Appendlx’wasﬂ
not addressed in DRA’sS testxmony'or through,cross—examination of
DRA’S’wn.tness. . ) - et R R et A A S v‘”‘ LT e AT T v Rl
DRA responded on December J.o, 1990 that: GTEC’s" motion>is: <
an attempt to.deny the Commission: evidence arqued! in'the>record:~ - -z
either in DRA’s own comments ox during:examination:of:DRA‘s. . 77 o~
witness.- To clarify its Appendix, DRA" resubmitted: it with*i:fr”*“ﬁ““
citations to the record.. .. .. S WONITU ST LTI Lt
Contrary to - DRA!s.assertion, ‘not all: the?proposals listed--

in the Appendix were addressed in the evidentiary phase of thic
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proceeding. ':DRA’S Appendix is supplemental: testimony:. provided:.: : /o

after -the close of .evidentiary hearings without scrutiny. by-the .. -
appearances -of. - record, and: should not be:allowed. - Therefoxe,: .. .=
GTEC’s .and Pacific :Bell’s motion to .strike -Appendix. A to: DRAYS, . i .~ .
brief should be granted. However, DRA’s Appendix A proposals ...
have been considered, to the extent that they are discussed : in the: .
record. UL e e T T L e

‘We explaa.ned in . the. order insta.tutmg the mvestigat:.on

that the-respondent utilities have the burden .of.demonstrating - ...~

that pre-funding: is in the best interest-of -the ratepayers. : We- -
also informed the respondent utilities.that. if they .wished .to-gain. .

approval . for pre-funding, they must demonstrate. that,. on-a .present. ..

value basis, benefits can be realized-by taking vadva.ntage Qf
current tax regulations. To allow such pre-funding, the.
investigation requires ”a finding that pre—fund:.ng is -in the best
interest of xatepayers.” ... o . 0o, n o Nenn o ne

.. .Net Presept VAlN@: - ... 1oy Don monG CaT aeline
"+ Only GTEC and Pac:.:;c Bell prov:xded testn.mony -on : the

present value impact of pre—funding to.demonstrate-that it is in- ..
the ratepayers’ -best interest. -Although-other utilities.discussed . :
the benefits of -pre-funding on.a present value basis, utilit-ies; s
other than GTEC and Pacific Bell did not substantiate .theix..

test:.mony w:.th present value data. .- oo o is i s
- GTEC’s .-Blanchard introduced Exhn.bm 16 to« demonstrate,

that pre—.f.’und:.ng with tax-deductible contributions .into -a; tax 'rree
plan-is beneficial to the ratepayers.on-a present value basis. .. .. -

Blanchard’s -uncontested .testimony, based .on-independent.actuary, . .-
studies, shows that GTEC’s revenue requirement will increase $17.4
million in 1991, the first year that union employees’ PBOPs

benefits were pre-funded under a collectively bargained VEBA, and

$18.6 million in the second year. However, beginning in the third

year of pre—tund:.ng' and cont:.nuxng through the end o:? —)the
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average' enployment cycle of -GTEC”si‘union employees, 'GTEC’s ‘revenue 7
requirement would be lower than it 'would be if PBOPs were funded ‘on:
the current pay-as-you-go basis.)  'The:.cumulative ratepayer revenue
requirement savings over. the 20~year average employee cycle: would:’ %
be $254.8 million in nomlnal dollars, or: $82 S-mllllon on' -av present»
val‘ue bas;_s.. " © N P P T Lor ey ey D
Similar to GTEC’s results, Thorne’s present value ..7 ok
analysis shows that if Pacific Bell contributed . the maximum ‘tax=— -
deductible ‘contributions allowed by -the IRS into a tax:free plan,
ratepayers would receive a substantial: benefit.: By 'thetyear 1996, -
the cumulative additional revenue requirement needs wouldi'reach a =~
break=-even point; in all subsequent years, the ratepayers ‘would -
experience -revenue requirement savings. ‘Thorne-estimated«-that by " -
the year 2004 the ‘ratepayers’ cumulative revenue requirement - -
benefit would be approximately : $860 million on'a nominal: basis and -

- oy

$315 million on a net present value basis. =~ oivDuT STIZLUL L 0w
Both GTEC’s and Pacific Bell’s analyses were based ‘on the -

assunption that pre-funding would start prior-to’ full:6accrual
accounting which is*expected“to’begin“inﬂl993:4d~GTEC'usedé1991
as the starting point for pre-funding. ' However, ‘Pacific:Bell used™"
1989 as a-starting point because ‘that was the year that -its: = B
shareholders ‘paid $134 million in tax-deductible'contributions o a-”
collectively bargained VEBA. - "~ @0 0 TUILDSAT 0 DEDD R R &
To mitigate rate increases, :Pacific Bell; requestsg: =~ il
authority to -recover a $208 million revenue requirement-in 1991, of
which $117 million’pertains to Pacific Bell’s-1989 “pre-funded” . il
contributions“and'$91'millionfto”it5“19903préﬁrundéd;céhtrfbutionsl”
In the 1992 calendar year Pacific Bell will request author;ty to«

e “ e [ U o
MRS LA ) “. ')r« L [ S Ln\-l.-: PP

4- EASBﬁs offlczal PBOPs statement concluded -that -entities must ...
begxn to accrue their PBOPs liability in fiscal years beginning
after December 15, 19952.

- ‘
LA i
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recover a $123 million revenue requirement- resulting from 1991
contributions '0f $67 million and 1992 contributions -of '‘$5€ million.
The 1991 and 1992 revenue requirementS”wouId“causefthé'averageu;w*n“
residential -customer’s bill to increase $0.85. per meonthand."$0..50
per month, respectively. o ... o Tono 0L AR e D
' othex Benefits. oo oL Lo oL ol D L

In addition to the net:present value benefit identified -
by GTEC and Pacific Bell, the respondent utilities identified other
benefits that should be considered in ‘deciding .whether .to.pre=fund
PBOPs cost. This is because the pre-funded contributions will. be- =
invested in plan-assets and earn a return'thereon. ' Absent pre-
funding, the PBOPs liability will continue to grow.without: the .
benefit or use of funded .assets accumulating tax free. ..: . DU

‘Witnesses for the:energy.and telephone utilities also = .o
testified that ratepayers would benefit. from'the accumulation of = . =
tax-deductible contributions and tax-free earnings. in a trust. : The '
utilities will be‘able to use the tax free accumulation of assets
to lower the overall PBOPs cost to-ratepayers. - Ratepayer.shock
will be reduced when full pre-funding.is adopted, an 1ssuemto'be
addressed: in-Phase II of this investigation. -~ o oo Donlio

. ‘Another major benefit identified by these. util;ties is
the mitigation of inter-generation 'inequity which results from the . -
current pay-as-you~go method of paying PBOPs . Yiabilities.. This. = -
inequity occurs because current ratepayers: do not pay the.cost of
PBOPs benefits being earned by utility employces for services
currently being rendered. Therefore; future.ratepayers: axe . ..
required to pay for PBOPs benefits previously .earned by the
utilities’. employees. The utilities.concur that PBOPs benefits:
should:be funded incrementally over  the:working-lives of -employees ;'
as these benefits are earned, similar to pension benefits. .o o~

.l

o
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- DRA’ s -witness Loy -examined the effects 'of adopting;:;w:aur
pre-funded PBOPs contributions for -ratemaking:-purposes and.. ’
concluded that adoption would not-be in the ratepayers’:best. . . .
interest. He concluded that adoption would result in-inefficiency -
and in the application of an unsound ratemaking pr;nc;ple- Loy’s
conclusion is based on the following: . : AR .

‘ According to DRA, the primary benefit of adopting
pre-funded PBOPs is that the utilities risk of financial default . =
will be significantly reduced. This: is because pre-funding results.
in the accumulation of assets,-orx a cushion of assets, to.offset. . -
potential liabilities. . DRA concludes . that California‘’s.regulated- :
utilities, unlike:firms in competitive markets, 'are.already
authorized a fair rate of return; therefore, theix "risk:0f default -
is effectively eliminated. T T S S R DU T

DR2 may be correct. However,'we-remind;DRA that the:r. ... .

level of risk is an integral.component of the rate.of .xeturn: . 7
consideration. The lower.the utilities’ risk, .the lower ' their:
authorized rate of return. Concurrent with this lower risk:is the ..

ability to . obtain lower interest rates for borrowed -funds. from the
financial community. Therefore, the lower risk will benefit ‘the
ratepayers as-well as the utilities. .. [ - ool evag oo

Health Care Cost Contaimment : - v ~ .0 wunoar o

Because pre-funding will .establish a pool of assets:
earmarked to offset future.retiree medical expenses; it.may'provide-
a significant disincentive for containing:benefit:costs. . o:u.Lnaw
Pre~funding may undermine-therefforts by management and:labor.to.
increase the eff;cmency of benefit provisions and reduce:health:
care cost inflation. "~ . = P e R I SN LT IRt TR

We will establ;sh checks and balances to reduce, if not
eliminate, this concern. At the same time we will expect DRA to




1-90-07-037 et al- Am/mc/f.s ey oV e

scrutinize pre-funded: PBOPs costs and. activities:as: a>normal:part ..
of their general rate: proceed;ng‘xnvestmgatlons- Semvaomriu s e
‘- PUse of Ratepayer Funds: - oo on o B S TS S T AT C R L
DRA believes. that ‘existing: Internal Revenue' Service! (IRS):
and Employece Retirement Income Security. Act (ERISA). statutes do not
ensure that utilities” employees will receive the PBOPs. benefits: ..
that .they earn and that utilities will not divert PBOPs assets:to:
othex purposes. .. .. . L R TN S T O
However,, at the 'same time, DRA.recogn;zes\that,the IRS :
and ERISA statutes and the National Labor Relations.Act: (NLRA). -
preclude the Commission f£rom negotlatlng specific PBOPs’.outcomes or
contractual arrangements. ' oL 0T 0 Lo vt S8
~We-xemind DRA that the. IRS, ERISA and: NLRA: statutes do -
provide substantial protection to ensure that PBOPs funds are: used’ ..
only for PBOPs benefits,. such .as the establishment of trusts, and
that they impose . substantial penalties: for diverting PBOPs:funds. .=
However, - as in our Health Care Containment discussion: above, we .. .
will impose additional checks and balances in this order to
alleviate concerns that ‘these funds may be' used: for: unintended

"

" .. ‘Rate Shock CoTL L A LT MR LWL
-~ DRA ‘believes that rate.shock may be unavoidable: if the. .-
utilities are allowed to .pre-fund theixr: PBOPs: liabilities. :DRA .1l
cites D.88-03-072, a 1988 Commission investigation:-into:whether. : : -
FASB statements should be adopted for telephone-utilities, which: -
denied a utility request to use FAS :No.:87,.Employer’s: Accounting
for Penszons, because of xate shock. . . o0 o Tonon SO
. DRA’s citation is taken- out'of context.. . DRA:is:correct-:.:
that D.88—03-072raddressed-telephone'utllltlesfjpensnonrcostSfand;:m
did not adopt -the FASBE draft. The issue in that/order was.whether
we should continue to use the aggregatewcostmmethodn(ACM)?or.adoptﬁhv
a ”preferred . pension method.” The ACM method: projects-the. -
employee’s total benefits at his/her expected retirement date. It
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discounts the: total benefit. on arpresent: value basis, -and: o ivuvioso
levelizes, and spreads the result.over: future years. . Rate shock:.
was not the issue. Further, the telephone -utilities were-not
recovering pension expense on a pay-as-you=-go basis. .. .o
Similarly, rate shock is'not the.driving--foxrce  in this.
investigation.. The issue is whether pre-funding is in.the' "best:.
interest of ratepayers.” In:granting rate changes we are: always °
concerned about rate shock. However, when rate shock has-occurred |-
we have authorized procedures to m:.txga.te the’ shock,. such.as
phase-in of rates. - CoT N L AR R '

Ao REASI e T T LS IR At

DRA believes that the adoption of pre-funding-at this o
tine will preclude ”this Commission from . choos:.ng & superior
alternative later on.” . o1 ot S omelnoos oo s rmnarida

.. However, no evidence has been presented to--show:that. :
utilities must continue funding a plan once it is:established.:’
rather than- changmg pre—funda.ng plans or ut:,lizn.ng' .more. than -one -

g Rezerring' to- D.Ba'—o3r-o'72--,;r-.wer do ‘not f:i.nd :'thea:"superior\'»w
alternative” argument te be a determinative factor. There could v
always be a superior plan. However, so long as pre-funding is in
the ratepayers’ .best interest, the test for determining.whether
PBOPs cost should be recoverable in rates -is whether reasonable:. ..
cost will be incurred as a result:of ‘the plan, not whether the
particular PBOPs’. plan is :hg super:.or plan. v s L, A

DRA concluded from its analysis of the-utilities” -~ 7 .o
comments:and: testimony: that' they have not met their burden of proof
in establishing that pre-funding is 'in the best.-interest of .~ .:u-I
ratepayers. Although we have assumed, in Phase I, that tax: ... =..
benefits will result from pre-funding, DRA believes that ‘the issue -
is really whether pre-tundmg’ will result 4dn the "lowest -cost. ¥

s P VTR I SR SR AN
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. DRA opposes pre-funding because . it: would -allow:utilities
to raise rates so-:that they could receive. tax benefits. .- ... i
. . Contrary to DRA‘s lowest .cost scenario, we: are. concerned- -
with reasonable cost as discussed in. D.88-03-072 .and' in this-order. -
The purpose of this phase of the investigation, as stated.in the
order instituting the . investigation, is to study -the benefits .and. . ..
costs of pre~funding limited to tax-deductible: contributions. and to- .
determine .whether pre—funding is-in the best -interest -of the
ratepayexrs. . . o o LT T L S PR NI s S T RN T
o Although TURN offered no witness ox: testzmony—;nlthzs o
investigat;on,uzt,expressed its concern. about pre-funding PBOPs in - -
its PHC statement provided on the first .day of the evidentiary:
hearing.  Like -DRA, TURN believes that pre~funding is premature.
TURN believes that pre-funding will result in:.increased revenue.
requirements, that there is a general uncertainty about the. . ‘
economic and regulatory climate, that.legislative changes:could. . - .
impact the tax deductibility of pre-funded contrxibutions,  and that .
it is questionable whether ratepayers would receive any benefits.

In- issuing.this investigation, we stated that .pre-funding .
makes sense-.only if-on a present value basis, benefits can be. .
realized by taking advantage of current tax regulations.. . .. -

GTEC’s and Pacific Bell’s net present value analyses and
testimony clearly.substantiate: that ratepayers will. receive .. .. ..
significant benefits from tax-deductible. pre-funded. contr;but;ons._;
A GTEC $28.8 million pre-funded- contribution in 1991 will .result in
a $17.4 million revenue requirement for GTEC’s ratepayers. . - ;wfwvﬁ,
Continued pre-funding will result:in a revenue requirement
reduction with .an-incremental net presenthvaluexorﬁsez.sqmillionJgdw
over. the' 20-year. average-GTEC employee cycle. ' :

.
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Not only will GTEC’s ratepayers..face reduced costs, they
also will benefit from. the' appreciation .of pre-tunded trusts-assets.:
and the accumulation of tax—zree“trustWearnings;.rTnewutiIities'
PBOPs cost will thus be significantly reduced. = - oo

Pacific Bell’s analyses shows that its ratepayers-wmll o
receive similar benefits. Pacific Bell projects a $315 million-net.
present- value benefit by the year 2004, . . - . Lo o :

DRA opposed GTEC”s and Pacific Bell’s present: value
results on three primary grounds. First, DRA did not have. an .-
opportunity to analyze the utilities’ present value studies.
Although most of the utilities’” results were filed:.on August 17,
1990, DRA did not send any data requests for details of. the studies.
until the prehearing conference’ on September 21,.1990.- 5

“-Sacond, DRA does not believe that the present: value .
studies were prepared by independent actuaries.” Both: GTEC .and.
Pacific Bell used actuarial study data for their analysis.::
However, DRA questioned their validity, because.the actuary’s
letterhead was not on each ‘of the workpapers supporting the-:
utilities’ results. DRA expressed a concern that the results-may . .
be tainted even if the utilities can demonstrate: that the"
workpapers were prepared by certified:actuaries. ~The actuaries do
not represent ratepayer interests;- they represent ‘'stockholder .
znterests, according to DRA. g ‘ e N

" Third, DRA asserts that the utilities did not: show the
net present ‘value analysis-as-instructed by the order:instituting ::
the investigation, specifically the-utilities’ net present-value-- .-
study did not compare the pay—as—you-go-costs with ' the- pre-runded"Au

- h ,,\

accrual basis. - A : : R - BTN o
DRA’S opposition to GYTEC’s:and: Pacitic.Bell's net.presents

value studies is superficial.  DRA had adequate:time:to-analyze:.. - -

GTEC’s, and Pacific Bell’s workpapers, but unfortunately,-chose to -

wait until the prehearing conference to begin sending data

requests. Although this investigation was established on July 18,
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1990, most parties, including DRA, were aware several -months .priox -
to its issuance that the Commission would-order-this 'investigation. .
As to the reliability of -actuarial data, GTEC used -an
independent actuary and Pacific Bell used that of its-affiliate
Pacific Telesis. Contrary to DRA’s concern, certified.actuaries - -
and.independent actuaries base-their projections. on statistical -
data, and not on the interests of a partlcular group such -as:
stockholders. S P I S
If we shared DRA’s concern,. the solutmon;would be :for the
Commission to retain its own-actuaries. However, according to-, .-~
DRA’s argument, the actuary would then be looking after the:. ' A
interest of the Commission, rather. than those of the ratepayers or .
the stockholders. We have not retained actuaries to confirm the:
results of utilities’ actuaries in: priox pension matters-and we do
not intend.to do so in the future for: either pensions-or PBOPs.. - -
The burden of proof in both pension and PBOPs proceedings rests . -
with the utilities. Like test year estimates, actuarial
assumptions use projections. .To the extent that. those-prOJectxons
are incorrect, the test year estimates -will not -be-accurate. . The
testimony in this investigation has not demonstrated that the. -
present value studies developed by actuaries are. flawed. . . -
“Finally, GTEC’s and Pacific Bell’s analysis does - comply
with the present value study called-for in the order -instituting. . .-
the investigation. The investigation-states that pre-funding makes.
sense only if the utilities can demonstrate-that,.-on-a present.. .
value basis, certain benefits can be_.realized by taking advantage
of current tax regulations. .The “certain benefits” called for in .
the'investigationrareunotydefined;:however,,botthTEcnand¢Pacific:L¢
Bell demonstrated the existence. of monetary: benefits from. ... .. «.-n
prefunding. Whether these monetary benefits accrue: to-the
ratepayers or ultimately result in-.lower rates depends on-our .- . -
detexrmination as to whether or-to what extent Z-factor treatment is.
arforded. It is.clear however, .that ratepayers will not be.harmed. -
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by allowing .Pacific bell and GTEC to.prefund. .
we. do not intend to prejudge the Z- £actor'issue, ‘as thatiremains .
open for the next phase of this proceeding. CILmT

We have found that the utilities have: substantiated: that.-

pre-funding ‘is .beneficial to the ratepayers, onfafnet"present”value'

basis. However, other identifiable benefits and detriments..should -

also be considered. = Lo T T I ST SO R T '
An additional benefit identified by partles is:the .

elimination or alleviation of inter-generation inequities. Such

inequities occur because, unlike pensions, -current. ratepayexs. pay "
foxr PBOPs benefits only. when-they"areractually"paid“tOﬂempioyees‘ryf

even though the employees are earning: PBOPs.beneflts throughout::

their period of employment. . . .. ': . e C b lorinanis o
No party arques that PBOPs benefits arxe currently.paid:..

.By this-conclusion ..

™

for in a manner similar to pension benefits.  Since at least 1954 . ::

(Decision 50258 . 53 Cal. P.U.C. 275, 292), the Commission has~ .-

recognized the social benefit of maintaining a sound pension- fund: '
and- has ‘consistently held that the- funding. of ‘a pension:in:advance
of the utility’s payment of benefits. is a proper current-cost:of -

sexvice. On the other hand, with the exception-of SoCal ‘Gas, = ..

current ratepayers do not pay for PBOPs benefits being earmed:by.

the utilities” employees while serving the ratepayers. . Rather,

they pay only those PBOPs benefits to utilities’ employees:who: . . ..
earned their benefits in a prior: time period. . This: results-in-an-: =

w

1nter-generatxon imequity.s. i oUn oo o lroloTi Lar slovlieo

-VPre=funding PBOPs to:the extent that-contributions:are:. ..

Y

tax deductible will not eliminate the- lnter—generationd1nequ1t1es o

but it will-result in a more- equitable distribution-of: the PBOPs’.

cost burden between ratepayer generations. : - oo ou-nonronann Do

Even DRA agreed- that 'if accrual accounting,:'as proposedw
by FASB, were adopted, then pre-funding-would: result in-a more: .

equitable distribution of the cost burden between: generations of .. o

ratepayers.

“The FASB did adopt accrual accounting:in.December' '« :.:
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1990. Pre-funding will clearly result.in.a more equitable::..
distribution of -the cost-burden between gonerations :of ratepayers. -
' .. PG&E cites the pre-funding -of nuclear decommissioning:=:@ .z
costs as comparable to the PBOPs pre-funding issue. . .In: D.87=~03-029"
we found that. it is appropriate for current ratepayers to' pay. their o
allocated, or incremental . share of the future costs-of ~ .nwur L o2
decommxssmonmng nuclear facxlltles. The goal was the fair
allocatlon of costs to the ratepayers who beneflt from the power
generated by the facilities. . To the extent that PBOPs
contributions are tax deductible, they should not be treated any., .
differently than nuclear decommissioning costs or penszon costs.
Agaxn, the reasonableness of pre—fundlng the ent;re PBOPs liability
is ieft to Phase II of this anestzgatxon in whach‘respondentf will
be required to domonstrate that funding of the total PBOP’s
l;ablllty is in the ratepayers’ best interest. Thls phase of the -
lnvestzgatlon ;s restrlcted to pre-funded tax deductlble
contrlbutlons.. - o ' AP

) The primary detrlment identizied by the partie. to this
investigation is that pre-fundlng will increase current rates.
However, noth;ng is free. Pre-fund;ng tax—deduct;ble PBOPs
contrlbutxons are 1n the ratepayers’ best Lnterest as dzscussed

0|'
Y W .4 PR y.‘.,

above ‘and will be adopted.
R F . : ] Justificati
- In order;ng this lnvestlgatlon, the COmmxsszon restrlcted
the f;rst phase to conszderat;on.ot allowxng utxl;tzes to recover .
pre-tunded tax-deductxble contrzbut;ons. The order further
required that in calculating their revenue requirements, the
utilities consider only “the amounts that will be currently
deductible as tax expense.” e
As discussed on page 2 of the order instituting\the* B
investigation, preliminary estimates show that the unrecorded PBOPs
liability for California utilities may be in the bzlllons oz
dollars. The data provided by each utility were not developed'on a

I PO
P I A L AN
.
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uniform basis: therefore, .it is difficult to determinerthe - "
respondent utilities’ total PBOPs :liabilities. :rHowevex, rthe .c@ v ..
following table estimates the total 'PBOPs liability, additional
expenses-and additional revenue requirement needed to-paycfor .. oo
tax~deductible PBOPs contributions..: Unless .otherwise identified,
the figqures represent 1990 .data as: provmded by the utilities. = =
o moxm'om
ULILITY - LIABILITY : lﬂnﬂﬂﬂﬂ 1uaannnz
L o0 U (MAllions mof Dollars): orii o

T T e

o T I

~.,deso§ IRIEE AT 3 §- TR0 o SRR NS - SR N TR+ TR G - 11.2
.. PG&E e e NP
SoCal Gas
o San Diego
.. Southwest .

T

P
A

Ar&T
"Conte%

GTEC
~ Pacific Bell

Wi LT
PN o
2375

Roseville -

;

EE San Jose&' o

: Sl o o7 o : IO LT LTI e
‘ToTAL TMPACT '$ 2,772.3 ) 5. 239 o, s 779

(; - it

(NP = Not: Provided)‘ R B e

The ‘above table suggests that Callfbrnxa ut;lztzes have
incurred a’ substant;al‘PBOPs liabllity, in excess of $2 8“b11110n

5 Represents*1991”datasu;vv
L R AR T S R PR K SN e o Co gl o T Fie S o3 o BT St A S oW
6 Represents 1991 data. “ ST
PENEN N L v . "y H~M?QIA;HJ ok opriaenat
sl

Y R
VL DD

8 Represents a 1989 estimate.
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dollars.:~-Although the total-associated:revenue.requirement tori i
ratepayers has not been quantified, utility rates will need to .be:u v
increased’ in excess of $177.9 -million-if:pre~funded tax .deductible
PBOPs contributions are:authorized: :~To put:this in perspective, ..
Pacific Bell’s average residential:-bill must:be~increasedcy ..o..ull
approximately $0.37. per month: to 'pre-fund Pacific Bell’s 2990. .. ..
revenue requirement-of $91.0 million. . GTEC :would need to-increase .-
its flat rate charge for residential service by $0.41-per month::.
(from- $9.75 to $10.16) if GTEC. is:authorized to:recover..100% of its
$17.4 million projected pre-funded: contributions.: o..ovu oo s
Retroactive Ratemaking Arguments. - oo .o 0 o o 00w a0 o
~ " -TURN and-DRA assert.that Pacific :Bell’s proposal to. .. .. =

recover $117 million of 1989 pre-funded contributions:@and $91. . = ..
million of 1990 pre-funded contributions in-1991.rates-should-not- =
be authorized because such approval would constitute retroactive - -
ratemaking. -~ TURN: explains that; with regard.to Pacific-Bell’s 1991
recovery: request, Pacific. Bell stockholders.began pre-funding PBOPS::

in 1989 without Commission authority.  .TURN also.asserts-that
Edison’s proposal to pay for 1990 pre-funded PBOPs with-.~ o~.. : 5707
contributions that it intends to make: and to recover in.-1991 cannot
be granted because it too would result in'retroactive:ratemaking.
Edison, however, has not yet begun: pre~funding PBOPS. . .
Edison did taestify that it is now'establishing a - 40l(h):plan.-. -
However, the contribution to the 401 (h) plan for the 1990.calendar-
year need not be made in 1990 .to be tax-deductible.. . A.pre-funded:. .
tax-deductible contribution foxr: the 1990 calendar: year: can be made
in 199%.0x later.. In short, only after this decision grants;it..:. .
authority to- do so, will Edison -begin to make.contributions. to its::
401(h) ‘plan in anticipation of expenses. that will -occur-even - . To>
furthexr in:the future. :.Under the circumstances: present here,  we-:do:
not see that the rule against retroactive: ratemaking presents.any .-
obstacle to rate recovery of contributions Edison will make:to its -
401 (h) plan after the effective date of this decision to:pre-fund. . -
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expenses that otherwise: would be paid by.ratepayers: in;future:;
YeAXS. ~r L e T e DI L s TS Onr Dy ne
.. The retroactive- ratemak;ng arguments: raisedagainst...
PacifzcmBellmare somewhatfdmfferentuthan,those-ra;sedwagalnsta
Edison. Moreover, because Pacific. Bell is subject-to our price: cap:
formula, it cannot increase.its rates: to.cover its PBOPs costs..-.-.,
unless it can show that.such an. increase: is allowed.as-a.Z.factor.. ..
As addressed. in our ratemaking treatment discussion below, -we .  _ -
require a better record on which to determine whether or to what-- -
extent prefunding and the change to accrual -accounting for  PBOPS. = .
generally may cqualify for Z factor treatment. - Therefore,.we will: -
resolve the retroactive ratemaking-issues raised.with respect to
Pacific-Bell at the time we address-the overall Z factor issue.in ..
the next phase of this investigation.- .. 0 v e e T
Respondents - were asked to provide: testimony on how. PBOPs -
revenue requirements should be recovered .and on how such -funding-- -.
should be treated for ratemaking purposes if there is: a.lag between
PBOPs funding and the rocovery of PBOPs ‘contributions.. - n
' Revenue Requirement Recovery - . Canoan T
..DRA-believes that the general.rate case is the most: - .
appropriate proceeding for utilities seeking recovery. for
pre-funded PBOPs contributions. . This proceeding enables-parties to-
investigate the reasonableness of the calculations: and. assumptions -
underlying the .utility’s pre-funded contributions. - :on oo
~ " Of the 28 named respondents-to this investigation, two--:
(SoCal Gas and Pacific Bell) aave already.establlshedqp:eftunded,;U
PBOPs plans. and AT&T has already adopted .PBOPs accrual: accounting.. .
SoCal Gas began pre-funding PBOPs. in 1987 with stockholder. funds .
through. a: Voluntary Employee Benefit Association : (VEBA): -trust: . ---. .
vehicle: and began recovering its.pre-funded PBOPs -contributions. in .
rates effective January 1990, pursuant to its..1990- general rate - ...
case D.90-01-016. Pacific.Bell, which also uses:a- VEBA plan, bgg&m
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its pre~funding of PBOPs in-1989.with stockhelders’ money,  and.-has, -
not ‘yet ‘received authority to recover.its pre-funding.contributions. .
in rates. AT&T began pre-funding its. PBOPs.liability-in May, 1990,
retroactive to January 1, 1990. AT&T’s change was implemented. ... -
without a request to increase rates because-unlike-those of other
respondents, AT&T’s rates are-based. on what the market will bear,.
not on a rate of return oOr revenuc requirement. AT&T.did not
identify the type:of PBOPs plan- it utilizes. . e I T

‘Pacific Bell’s and GTEC’s proposed recovery. mechanxsm is
unicque. It is addressed in the: follownng”sectzonuentmt;edkﬁ.M
YRatemaking Treatment by Industry.” : S e

- Except for Pacific Bell:and-GTEC, . the respondent«h, )
utxlltles concur with DRA that the general rate case is_ thewproperﬁu
procedure to recover pre-funded,K PBOPs contributions. - Thexefore,
all respondent utilities, except.for Pacific Bell and.GTEC, should.
be authorized to recover in-their next general rate proceeding..
those pre-funded PBOPs contributions- that- are tax deductible. .. ... .

Since the investigation recognizes that a-lag-may exist ‘f
between pre-funding contributions and their recovery.in. rates, . .
respondents were asked to provide testimony on. how.the utilities.
should be~compensated;tor this,lag.gw;¢”q,, S e |

DRA:: recommends that the ut;lmtxes-be author;zed.to use . .
attrition filings and expedited applications 1n,those,;nstapces P
where the utility’s requested PBOPs revenue requirement and.pre=. . . .
funded vehicle are identical to those which the utility has
identified in this investigation, or has been authorized in a
general rate proceeding.

Respondents recommended that they be authorized to
recover. their pre-funded PBOPs that are tax deductible .immediately,
rather . ‘than waiting for their’ next general rate case. ol L L

Edison seeks authority to increase its 'Author;zed Level‘x
of Base Rate~Revenue (ALBRR) under 1ts ERAM‘proceedlng to recover

IR

R T T
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the revenue requirement associated: with Edison’s 1990-and 1991l pre=-:
funded -contributions. -It seeks-authority to 'recover itso1992:.and "~
subsequent ’ pre-tundmng contrzbutlons through dts: general rate case:
proceedings.’ ® T SO ey LTI L T LI Ty
"I .Although’ PG&E -has not yet.- established a pre-funded plan,u\
it seeks to recover its 1991 pre~-funded: contributions as.ansoron
adjustment to rates authorized in D.89-12-057." This decision keptww
open PG&E’s general rate-proceeding toaddress, among.other .-
matters, ‘the funding of pre-funded PBOPs. upon the conclusion of
this investisyation. Pursuant to- an October 10, 1990-ALY ruling, .:
PG&E’s Application (A.) 88-12-005"was consolidated: withi'this:.:.:
investigation for the limited- purpose of‘address;ng pre-tunded
PBOPs contributions. - = -7 A V) A T T S
- San Diego’ recommends that an'interest-—bearing balancing:~:
account® be authorized to account for any'time lag between:the : . '
receipt of funds collected'in rates and’the amounts necessary .for .
pre~-funding- PBOPs. ~Without such- a-procedure, San:Diego:asserts - ...
that the stockbolders will be- adversely impacted because-they would
be required to advance the: necessary ‘funds without receiving any.
compensation for their use. - P e e e
ConTel’s recommendation 'is similar to: San:Diego’s,: except:
that Contel recommends that'a memorandum'account;o ‘berestablished"
to track pre-funded contributions. - The memorandum-account would
then be: incorporated xnto the utilit;es' next: ratemaking LA

W

proceeding.”

S

9 A balanclng account requzres utilities -to record: anthradk“
spec;flc activities in their accounting records. and to reflect .

these act;vitles in thelr flnanclal qtatements.”w‘

10- . The traditional. def;nit;on o: a..memorandum . account
explained in D.90-05-034, is a side record which is not shown on'
the utilities’ financial statements.

e
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Since our regulatory:framework:requires-the-major
utilitiest?® to file general rate proceedings every three years; it =
is reasonable to .provide a recovery mechanism for- those utilities: ™
that establish and:utilize a tax deductikle: pre-funded PBOPs:plan -
prior to their filing a general rate procecding. Faillure:to do so: .
will deny the utilities an opportunity to recover theiricosts and
may cause them to.re-allocate to PBOPs  contrxibutions:cash flow:: =
earmarked for capital improvements and:operating. expenses.: .

We will adopt- Contel’s proposal.. Those utilities that -
utilize a tax deductible PBOPs plan should:track their PBOPs cost, '
net of tax, in an interest-bearing memorandum account.and”seek an
opportunity to-recover their PBOPs cost-in their. next rate:recovery:
proceeding. such' as. a gencral rate Liling, an attrition:filing, oxr -
an ERAM filing as proposed by Edison. The interest rate: should be~:
consistent with the current Federal Reserve. 90—-day commercial: paper
rate as reported in the Federal Reserve:Bulletin. .. .o owons o0

- Edison -should be .allowed:the’ opportunity to- recover the
revenue requirement associated with'1990-and 199 .PBOPs™: . 3 :
contributions, consistent with  any other base rate related-item,<: .7
through an adjustment to the Authorized Level of Base Rate.Revenue: T
under the ERAM. This request-should.be filed by an advice letter
filing in accordance:with General .Order 96~A and- the:rate: increase -
criteria previously set forth in:this-decision. =i .o »ouw o '
Ratemaking Treatment By Industry-: - .oov. o 0 UL 0L Al

Respondents. were -asked to:identify uniquescircumstances- -
in-their-respective: industries that:could require a:rate-recovery-:.
method-different from that.of. other. ut;l;ty'xndustraes.ﬂ,nd R I

CA s rme e

—" , ST nomnho
11 Except :or Pac;:xc Bell and GTEC who were placed on a
price-cap formula regulatory incentive program puxsuant to

D.89-10-031.

g : e
RS b R P PV et o L o B
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~Pacific:;Bell. and:GTEC,the major intralATA mr.’
telecomnunications carriers, assert that the traditional éénerali'V“
rate case proceedings, attrition filings; and:radvicerletterx:filings.
do not apply to them since the: Commission established its new:
incentive rate regulation, pursuant.to.D.89-10-031. =~ - o

‘D.89-10~031 -xeplaced Pacific Bell’s and GTEC’S ‘
traditional cost-of-service regulation with-a price:cap:index: ° " ..
formula used to adjust Pacific: Bell’s and:GTEC’s. rxates on:a:iyearly '
basis. . .Incorporated as part of the formula was a.”z” factor to
reflect exogenous conditions.... . . ¢ v R PRV ST DR G

. Pacific.Bell believes:that. 1t5*pre-funded PBOPs . . = ,
contributions:should be recovered through the ¥z factor in: its:. < =
annual price.cap. filing because it is:an’ exogenous condition. GTEC™
concurs that the ~“z” factor may.be-applicable to reflect: pre-:unded~
PBOPs. contributions because-such contributions. are- exogenous o
changes beyond management’s control. : e Tr

-On- the other side,..DRA states that the- approprzate
mechanism for the major intralATA telecommunications-carriers to: -
recover pre-funded PBOPs contributions:is:not: the ~z” factor. but:
the use of ”expedited-applications®..... .~ o IoontolCod T Lo

As to subsequent: recovery“proceedlngs for the‘major :
intralATA telecommunications carriers, DRA asserts that there is no:
need for a rate recovery. procedure:outside:of the price.cap formula:
because the inflation and system growth components -of the formula -~
provide for recovery of such: costs: DRA-explains that:the
formula‘’s inflation component.addresses:increased medicalcosts and:
that its growth component addresses ' investments and medical.costs.

Other utilities such as San Jose Water and SoCal Gas
acknowlecdge that a unique rate recovery mechanism is not necessary
for the water or energy utilities. However, if the water and
energy. utilities’ traditional cost-of-service rates are replaced
with 1ncent1ve rates also a unlque mechanlsm must be establ;shed

il DAL A P PRI "..f'r'l AT

L - Lo T
. . R P
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for these utilities to recover their pre—funded PBOPs
contributions. " - T A P T 29 PR

There is no dispute that the new regulatory. zrameworkrform:
major intralATA telecommunications: carriers replaced the:standard ...
rate recovery procedure with: the price cap formula.  However,:it.
was not our intent to re-utilize standard rate recovery mechanisms. -
To do so would eliminate the usefulness of the incentive-requlatory -
environment, as discussed and adopted: in D.89-10-031.  Therefore,
Pacific Bell and GTEC should use their incentive price cap- formula -
to recover pre~funded PBOPs contributions via their annual price.
cap filings.- : T e e e e

Still in dispute is how pre-zunded PBOPs contrlbutlons
should be reflected in the price cap formula. On.the one- s;dewﬂp,
Pacific Bell and GTEC represent that contributions should be . . -
reflected in the z factor. .On the other side, DRA -recommends that
Pacific Bell’s and GTEC’s initial contributions be .recovered - .- -
through an expedited proceeding, and believes.that there is no need
foxr further proceedings because the prico cap formula automatically
considers subsequent contrlbutzons.‘ SN S RE :

Each party offers’ pleus:ble reasons for 'their recommended
treatment of PBOPs contributions w1th1n the formula.' However,
neither Pac;f;c Bell nor GTEC has shown that its method" accurately
meets the formula criteria. The OII in this proceeding requtred
all partles to provide testxmony and comments on ‘both of the
follow;ng issues: o o e o

1. The revenue requirements result1ng ‘from’the"
© ‘pre-funding and the 3ust1£icatlons fox.such .-
requests. e

o L

RERRT

Differential ratemaklng treetment zor PBOPs
costs for. different. lndustrmes, such as ;” ,
telephone vs. energy. Vo ;

These xnstruct;ons requ:red Pacific. Bell and GTEC to demonstrate 't‘
why and how. pre—fund;ng should be treated for ratemakxng purposes.ﬁ_
The OII specifically mentioned the new and unique ‘circumstances of
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these two telephone utilities.:: “Thernew. regulatory- framework.£or . -
Pacific Bell and GTE California may regquire that we treat.these; . ..-

companies- differently than other companies. - (0IL, p. 5.)-"To the

extent that:Pacific Bell and GTEC believe.pre-funding and PBOPs .. ..
costs to constitute a 2 factor, theseinstructions also required . -

the utilities to show if and how pre-funding- and PBOPs costs. would
not be captured in the GNPPI through the annual price. ¢ap . filing.

The Commission has had but a few opportunities to review .

an applicant’s request for a 2 factor adjustment. —Therefore, we -

are providing furthexr guidance on the requirements. for a.complete 2.

factor showing in a proceeding in which an OIX specifically
instructs parties to submit evidence pertaining to. ”dlfferentlal

ratemaking treatment of PBOPs costs for different industries,: such

as telephone vs. energy.” (0II, p. 4.)

In D.89-10-031 we made it cleaxr that to be consldered foru

Z factor treatment, costs must meet the following standards: -

1. Costs must be “clearly beyond a utildty 8
_ ‘,control” (P- 180). > e TR

2. Costs must not be ”retlected in - the T
: economywide inflation factox” (Concluszon .
~of Law 26) o

'a, mhzs dQClSLOn (D 89 10—031) also states on page 181 that i
the utilities. "bear a strong burden to show that any requested 2 ff;

factor adjustment. reflects only cost anreases beyond those wh;ch'
will be picked up in the economyw1de inflation factor.wn
Given that the racord on, the. lssue 1n Phase, One 1s
incomplete, we will direct- Pacific Bell GTEC, DRA, ‘and othex
interested parties to present testimony and evidence in Phase II of
this proceeding which may be used to.determine-if .the~Z factor
standards have been met. cOmpllance with those standards will be

~ N T

essentjal to a finding that Z factor treatment is approprzate. We

ant;clpate that the test;mony will include a discussion-of-the

transltzon oblxgatzon, projected pay—as-you—go costs, projected L
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accrual. costs,. and:how  each- obligation, cost; .or other testimony ..
relevant to:the discussion of’a Z facter ds both beyond: utility -/ -
control  and-not:otherwise' captured in the. . GNPPI.: If Pacific:Bell "
and GTEC hope' to. recover: revenues: associated with: PBOPs .costs 7o
thrcugh a 2 factor adjustment, we expect.that Pacific Bell and GTEC
will make the requlred showing . 1n.1ts,ent1rety in. Phase:II.

Respondents to this: 1nvest1gatlon identified flve ‘methods v
to fund PBOPs. They are. pay-as-you-ge,  Internal ‘Revenue Code . (IRC) .
Section 401(h), Voluntary Employecs’ Beneficiary Association -
(VEBA), pensxon ‘benefit enhancement, and- corporate-owned Xife
insurance.. . .. . B R T i S ST

. Pay—-as-you-go. is the method most utilities-use’to- fund:.. ..

PBOPs. Under this method, the benefits.paid by the utility*areftux“
deductible when actually*pamd and are not:taxable to:the retirees
when benefits are received.- e . KA e e

The: pay-as=you-go method is’ the 1east cost method in the
short term. However, Edison:asserts.that. in:the: long term-it-.is: .~
the most expensive funding method because there is no-asset- bumldnp»"
to offset escalation in benefit.costs.: o e o

Inte:nn1_Bexsnns_seﬂe_ﬁesszen_iﬂlih) = | :

IRC Section 401(h) allows a utility to establzsh separate :
accounts under its established pension plan to which the .utility.
may make tax-deductible contributions for retirees and their.. .. -
dependents. . . The 401(h) plan 'is subject to Employee Retirement
Income Security Act (ERISA) reporting, disclosure, and:fiduciary =
requirements. .The income. earned in the:401(h) plan accumulates~ . _-
tax=free, and the benefits paid by the:plan to the retired
employees and dependents are not considered taxable:income to the -
retiree.. : R T VR ot St s S AR e

. ‘However, the- 401(h) fundlng plan haa its Llimitations.. < -
First;_thevPBOPrbeneflts;prov;ded,under,thls-plannmust:ben; :
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incidental to the utility’s:overall retirement benefits:provided::. ..
under  its qualified retirement plan. :The IRC:defines~suchr rrwvulox
contributions . as incidental if the*utility'S"401(hrﬂcontributionsr*ﬁ
do not exceed twenty~five percent. (25%) .of:the utility’s yearly:
aggregate contributions to its qualified:pension plan... o . uiunoy

Second, the plan must account for 401(h) contributions,.
distributions, and earnings separately. - No part of the trust fund -
or earnings is subject to reversion until-.all of: the:PBOP-
liakilities under the plan are satisfied. . If reversion.takes place”
such amounts are subject to excise and dincome tax.. . . U oL

Finally, the 401(h). plan is funded solely-with reference:
amounts needed to fund pension benefits and does not reflect:the:.
actual liability associated with PBOPs. It does not take'into
account PBOP benefit levels, medical inflation,  or increased use of
medical services. Therefore, the amount set aside under: th;s plan
may be insufficient to meet  future PBOP. commitments. - . :

IRC Section 501(¢) (9) allows a utility to. set up a VEBA
to provide PBOPs for employees and retirees. ' This:.plan cannot be" .
restricted to retirees, but must also include active enmployees.-
The VEBA must be an entity separate from the utility and must:' . -
obtain tax—-exempt ctatus from the IRS. Its funds must be used
exclusively for its beneficiaries, that is. employeeS‘and“retirees.
VEBA plans are subject to- ERISANreportlng, disclosure, and: ‘
fiduciary requirements. - e N

‘Utility contributions to. the VEBA are tax deductible: - -
within limits; the benefits paid-by the'plan to employees:.and ' I
retirees are not taxable income: to the employees. or:retireeaes:.: ' .. '

The disadvantages to this plan-are: (1) that the. maximum:
tax=deductible contribution is based solely on the utility’s .- .7
current costs without consideration of inflation; (2) income.earned:
on the plan‘’s investment is taxed at trust rates. unless-invested in
tax-free instruments: and (3) the transfer of any excess pension. . -
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assets to a VEBA triggers a, 100% excise. tax.. Most of:these
disadvantages ¢an: be avoided with the establishment: of . a-;
collectively bargained VEBA. T R A T P RN
o ‘‘However, a collectively bargained VEBA can be: establ;shed
for the utility’s union. employees only pursuant to:arm’s: length- ..
negotiation over bencfits botweon: employee representatives.and. the. -
utility, and only if at least 90% of the employees covered: by the - -
VEBA are represented employees. The utility’s contributions:are: -~
tax deductible and the benefits-are not  taxable income to the
employees or retirees. - In addition, under the collectively
bargained VEBA, tax-deductible .contributions can-include- an-element.
for inflation and income earned on the plan’s:investments is not -
taxed. A T SO R
o A defined benefit pension plan: can be modified: to: include ..
PBOPs benefits. This plan enables a:utility’s contributions-to-be - -
tax deductible -and plan income to: be tax-free, and.allows for .
unlimited contributions as long as.they: are reasonable, necessary, .=
and do not exceed the maximum benefiit:limits. . Ll aaniies
~The disadvantage:to. this plan is that it-taxes the: ,
retiree on the value of PBOP benefits received.- NOuother;planudoe5w~
SOe . T e Do e T
A-utility-owned life insurance plan enables: a-utility to . -
buy life insurance on its employees or retirees and to:name the:.. . ...
utility as the beneficiary. The policies are.owned by the, utility.-:
The premium: payments are .not -tax deductible. However,. the-utility .
may borrow from the cash value to pay-its post-retirement-benefit-. .
costs. Interest on the policy loans is considered deductible to
the utility. If the utility holds these policies until.the - ...
employee or retiree dies, the proceeds received by the utility. are:
tax=f£ree.. .. Lo LU s aEienT T e ey N
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Southwest Gas and. Pacific Bell' explain:thatithis. plan .«
provides limited cash:for PBOPs payments because thercashiiis @ viuiibd
generated solely from the cash value of the policies and proceeds .
upon death. Such cash may be substantially below. the amount needed
to fund a utility’s PBOP. Since California -law is’' not :clear on:
whether the Utility has an insurable interest inuitS'employees and o
retirees, borrowing against the policies to:pay PBOPs may:be .
considered taxable income by'the IRS. A I ST G R

Although DRA opposes any: pre-fundzng of PBOPs, e
recommends that if a pre-funding method: is adopted:the bulk of tho
pre-funding liability be shifted from employer contributions to.
retiree contributions through an enhanced pension plan. DRA
asserts that this will allow the entire health care revenue
requirement to be deducted from the utility’s taxable income and to
be protected under the IRS and ERISA rules.: It will also permit ' .
retirees to use health care expenses as 2a tax deduction. . uu. ..
Currently,” the IRS allows individuals such as retirees to:report as
an itemized deduction all health care expensos in excess:  of 7.5% of -
the retirees adjusted gross income.  However, if the retiree does
not itemize, no such deduction is allowed.’ T ey eI

DRA rejects the 401(h) plan because utlllty contributions -
are limited to 25% of the utility’s pension contribution and are
not related to PBOP liability. ' Inadecquate PBOP-funding results
because the PBOP liability, which is not'funded,: islargexr .than the:
pension liability.  If a pension plan is fully funded, then'no: . ..
401(h) contribution is allowed... Further, contributions to .a 40%(h):"
plan’ are not vested so any excess or: refunds go-to. thecemployer. - i~

DRA also rejects the VEBA method because, since all
dividends received are taxable, capacity of the fund to grow.is:
limited. Also, VEBA requires the PBOPs accumulated-reserve to.be
reduced each tax year by all PBOPs payments thereby limiting the-::.
growth of the assets. The amount of the reserve is based on




I.90=-07-037 ot al. ALJ/MFG/Lf.s %%

current: PBOPs costs ignoring. PBOPs inflation.and unfunded- i ..oz
liability. 'Further, DRA believes that:it:is-not clear whether: VEBA:
PBOPs funds can be used for unrelated  purposes. '~ .71 il ioTev T

To date, most California utilities use the: pay-as-you=-go -
method. However, three utilities currently pre-fund, at-least a. .
portion of their PBOPs ¢osts with an‘alternative method.. AT&T
changed its -accounting procedures to accrue- expenses. and-amortize- .
previously unfunded PBOPs. liabilities, effective on its regulated -
books of account in May 1990, retroactive to Janunry«l,v19903nun~;;
Pacific Bell established a collectively bargained.VEBA effective
December 29, 1989, and SoCal Gas. established a 40L(h): plan in 1987.-
Of these three utilities, only SocCal Gas, pursuant to.D.90-01=016, .
recovers pre-funded: PBOP costs through rates. - S

Edison and Roseville intend to implement a- 401(h% plan ;t
authority is granted to recover pre-funded PBOP costs through
rates.:. On .the other side, GTE, San Diego, and PG&E: intend to:- . ...
implement ‘one or both forms of the VEBA. Contel,:Southwest Gas,
and San Jose Water have not yet decided- whacthlan they-zntend to -
use if approved. o I AT E Viess o

- The positive and negat;ve aspects of the alternat;ve
fundxng plans discussed in this order show that it is-difficult,. if

not impossible, to select one preferred method for-all utilities. -
This is because ¢of the diversity of each utility’s  level .of pension:
plan funding, collective bargain agreements, PBOPs benefit:
packages, and deductibility of PBOPs contributions. -

The selection of ‘a pre-tund;nq method is’ a management
decision which should be made by the 1nd;v1dua1 ut;lxty. However,
because the first phase of thls 1nvest1gatlon cons;ders only pre-
funded contributions that are tax deductlble, and because it is not
known whether utilities can have an 1nsurable interest in’ their
employees and retirees, the utlllty-owned life insurance plan
should not be utilized at this time. Further, if utilities want to
obtain rate recovery for pre-funded PBOPs contributions, they
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should be recquired to-substantiate: in:rate recovery: proceedings:- ., :

that their selected pre-funding.plan is- reasonable-and.thatvit: ...
mitigates the impact on the ratepayexr rates: caused.by- therutlllty S
pre-funding- contribution. ... . w0l e e o

EPROPs Funding Safequaxds -

.. Parties towthiSfinvestigation.were;asked:tohidentifyULJf:w

safeguards necessary to ensure that pre-funded contributions will. -

be used. only for PBOPs in the future and to:ensure-:that. ratepayernw

interests axe protected.:. . o T i ey e
DRA is concerned that the Commission’s ability to ensure -
that PBOPs funds are used only .for PBOPs benefits is: limited: .
because IRS regulations and NLRA preclude the Commission-fxom: .
requiring the utilities to negotiate: speczric PBOPs outcomes OX-
contractual arrangements.. S X - S met
‘DRA” asserts that un;form‘dxsclosure,requ:rements,

actuarial assumptions and actuarial. methods:.need to:be-adopted by .-

the Commission before it can conclude that these pre-funded . .-
contributions are accurate and .are a fair representation -of, the

utilities’ liability. Because DRA finds a lack of specificity and -

documentation in the utilities’ testimony, DRA-asserts that there
is insufficient information available to establish safegquards to.
protect ratepayers. Without these safeguards, DRA is concerned
that utilities may use rate recOVery~methods based on excessive.
requests for the following purposes: Con ‘ :

a. To enhance active employee and retiree S e T
benefits by reducing the utilities’ pension
contribution and extending active employees
pension coverage. L . -

A'To rund unauthor;zed projects.

To subsidize n°n‘regulated or parent o
company operations. o

. To fund investments. that -are not. taxw.'
”deductzble. ' o

e
Wt
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- To alleviate these concerns, 'DRA: recommends that:only
those contractual' arrangements that do not allowhompxoyersrto“-iwauaf
unilaterally reduce enployee benefit. COVeraqe, ‘oxr to ‘receive.::
refunds should be approved.. ‘ - S

. Further, DRA recommends that, until accounting, :auditing,:
andrdisclosure-regulat;ons ‘can -be¢ established, SoCal Gas’:'rate: .
recovery of pre-funded PBOPs authorized by D.90-01-016. should:be . . o
either refunded to SoCal Gas ratepayers or suspended. Since! _
D.90~-01~016 did not provide for SoCal Gas” rates applicable to its -
PBOPs contributions to be subject to refund, any serious . '
consideration of DRA’s request to require SoCal Gas to refund
pre-rfunded PBOPs costs currently recovered in rates would raise - -
very serious retroactive ratemaking concerns and - should not .be:
considered. - : ‘ LT T
- On the other side, ‘the utilities assert that IRS :and
ERISA sateguards ensure that pre-funded contributions will' be used:.
only for PBOPs benefits. ¥For example, VEBAsS and 401(h).‘s, by their .
terms and associated tax and .pension requlations, safequard the use ..
of such funded amounts for future PBOP liability. Similar. controls
exist for the other tundxng vehicles discussed in this phase-of the .-
investigation. - O R T

VEBA funds are held in a Ytrust” for the:exclusive - :
purpose.of ‘providing PBOPs to.the.utilities’ employees-:rPacmfimew@
Bell explains that even if a VEBA Trust . were terminated at :some ..
future date, the current tax rules require any . funds remaining .. -
after liabilities to the beneficiaries are.satisfied not to revert
back to the employer. ' Rather, they -must be used to“providewsimilar*
PBOPs benefits pern;ss;ble under the :VEBA to the-beneficiaries of -
the trust.. ™ .. . Lo » RN o le e

“Southwest Gas explaxns thatthe 401(h) plans -are a-
sub-part.or~the pension plans authorized. by Congress- andqwasua
condition of qualification and tax deductibility,. the .committed:. .
funds and : associated interest must: be .used only ‘to-provide PBOPs. -
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.- San-Diego Gas & Electric--adds:. that trustees with'specific
flduczary'responsxb;lltles further safeguard.the -proper: management
and disbursement of pre-fund contributions .and-assets..- 7, o

Pursuant to the official FASB statement, PBOPs plan
assets must be segregated and restricted, usuwally in a trust, to be

used only for post-retirement benefits.- Similarly,. as discussed by .
Southwest Gas and San Diego: Gas & Electric the utilities are -bound

by IRS, ERISA, and NLRA roequirements. to ensure that PBOPs assets

are used for only PBOPs benefits.. : -Substantialwpenalties,exist;ror,~

non-conformance.. . . R R T R L e

- The IRS and ERISA requ;rements, 11ke FASB: requixements,,mg
generally,requ;re plan assets to:be placed in a. trust...The-trustee-
has a fiduciary responsibility to ensure that plan assets are used .
only for the intended purpose. Those assets not segregated- in.a -

trust must be restricted so that the PBOPs. funds cannot be used for

non-PBOPs. benefits. Whether the PBOPs -contributions are placed in:

a trust or not, Yearly audits of the funds’ activities will be - -
conducted by a firm of independent accountants.: e

sufficient IRS, ERISA, and NLRA requxrements are.in place
to ensure that funds placed: in a PBOPs. plan will be . used . only for -
PBOPs benefits. These requirements make DRA’s concerns. about = -

unauthorized use of PBOPs funds moot.and alleviate ‘the need to

impose extra safeguards. Since this . phase: of the . investigation:is .-

limited to tax deductible PBOPs contributions, DRA’S.concerm .
regarding nondeductible investments need:not . be addressed..: . .

However, we will take the. most"conservative*approach as; ..

it relates to PBOPs funding and.requirxe -that:.the utilities - ‘
establish trusts for the receipt, . investment, administration, andt.

disposition of PBOPs benefits. As a condition of recovering pre—- . -

funded PBOPs contributions in rates,. the utilities:should make
their trust agreements readily available to.the Commission’s: - .--.-

Advisory and Compliance Division :(CACD):-and.DRA upon.request. .. ...

Further, utilities should substantiate in each rate.recovery--
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proceeding that: their pre-funded PBOPs~contributions-are . not used
to enhance :active .employees’ and-retired employees’. benefits-while -
reducing the utilities’ pension:contributions... ...c-.oi v -
Proper Accounting Procedureg: . .. oo o r e ol oastenne
. The final issue: to. address.in this phase of the. .« -~ -
investigation is the proper accounting, procedure to: provide
documentation and an -audit:rtrail on-fund balances and -investment. . -.
activities. R RN S AP TP
- DRA recommends  that pre-funded contrlbutmons be: tracked
in a ”memorandum:account” until-accrual.-accounting is rxequired-by..- -
FASB. . DRA asserts that this:accounting arrangement - is analogous to .
the treatment:of construction work in. progress-in that.the.accrued . -
balances would receive a rate of:return based on-the.60=-day - . - - .
commercial paper interest rate in-lieu- of being included: in rates.
Subsequently,. when the majority of-utilities begin- pre-funding, .
then the Commission should.revisit.this-issue. .. - .. . .. ...
The utilities assert that current accounting-procedures
provide: adequate documentation: and:audit trails_ on:fund-balances
and” investment-activities.  Utilities are. required to maintain- .. ..,
their accounting recorxds in conformance with a-Uniform System of .
Accounts (USOA). as adopted by- this Commission.:. . - Separate USOA’s :
have been adopted for Gas,. Electric,: Telephone, -and Watexr - . ... .-
utilities. . - L T BN TIRC TR R S
PG&E and other utxlltzesrlntend to«establlsh separate e
sub-accounts for. their PBOPs costs. and. accrued-liability..; These
activities: are audited- yearly by -an independent. certified-public, ..
accounting firm (CPA) and are subject to Commission- sexutiny- in. - .,
rate proceedings. The utilities’ independentucphs:wopld;alsoﬁ;@_‘mg
conduct a detailed analysis .of the utilities’ contributions. to. the'i
trust, trust investments, and accounting- records. detailing .. IS,
transactions between the utilities -and trustees. . .In. addxtzon, VEBA
and 401 (h) pre-funding vehicles are -subject to ERISA reporting,.
disclosure, and fiduciary requirements.
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. ‘San"Jose Water assertsithat ' mo:further accounting. .. . .mowy
procedures are necessary. It .asserts that the.currentiprocedures ::
are already numerous and onerous. -Further, we already.accept-such-
accounting relative to pension plans whichrhavera'significantly -~ -
higher balance of risk. However, if . the:Commission-wants:further
comfort, it courdfrequirevutilitiesxtOﬁestablishwseparate“impound“~'
accounts ‘and annual: reports on.the account activity.similar to the
annual balancmng account reports. NERTIRE s

. 'DRA’S proposal "does not address'.the.issue:of propexr
accounting procedures to provide  adequate documentation-and:an~ . .-
audit trail. . The establishment: of - a memorandum account. would be an’
added ‘record ‘burden on the utilities-because: they:would need to:
maintain a‘new 'set. of records applicable only to PBOPs. . Another. . ..
vehicle would ‘be the balancing account method which requires the:
utilities to record and track specific activities in:their: ex;stzng
accounting records and to show the PBOPs-activzty in. theirx:
flnanclal ‘statements.’ R ‘ ERPRT

The USOAs" adopted by this Commission: pxovmde sufficient:
account detail so that an audit trailxexzsts.-,Asmelaboratedwby“SQn.
Jose Water, substantial contrels already exist.:The:establishment:
of a balancing account would- only add to! the substantial™ .. ~.-iun
documentation. ' However), to easily ‘identify and track PBOP activity"
within the utilities’ accounting records, the utilities should'be. .
required to use sub-accounts for- all-‘PBOP activities. '".07

~ We also note that FAS No. 106 uses the projected:unit -
credit method to calculate PBOPs accruals. In D.88~03-072 we' .
rejected this method for calculating pension accruals-in declining:..
to adopt FAS- No. 87 for ratemaking purposes. Nonetheless, there .-
may be some value in reconsidering FAS No. 87 if we adopt the .. ---
projected unit  credit method according to- FAS No. 106.:

- We put Parties -on notice that we will reopen I.87-02-023.
to examine the consistency of accounting for pension-and' PBOPS °

At e e e G e
P [T v

st e
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costs if we adopt the projected unit credit methodwlnvPhaseﬂII~of~¢v
this proceedings . oo g ol n AT G0
Petitions and Motion .to:be Ramoved O R EA R N P
IxQm_:hﬁ_L1§§_QI_B££DQnQ£n&§______q“,wg - . -

AT&T Communications of Calizorniayylnc.‘(Am&T)ﬂand Ll
Citizens Utilities Company-of; California (Citizens) filed petitions
to be removed . from this investigation’s respondent -list on.-..
Auvgust 6, 1990-and-August 17, -1990, respectively. . Subsequently, ~OR.
August 30, 1990 Del Este Water:Company.(Del Este) -filed.a motion to-.
be removed from this investigation’s.respondent llst-*;ww e

ATST seeks to be removed from the respondents list
because unlike the. energy,: water, and-:local' exchange . L
telecommunication utilities, AT&T does-not-offer monopoly- servzces,,
nor is it.regqulated by the Commission under a traditional rate..- «
base, rate-of-return framework. -AT&T -adopted the FASB-accounting.. . -
change. in May 1990, retroactive to January: l, 1990. . However,
because of. the- competitive market in which AT&T operates, it has..- -
not. sought .an . increase:in.prices.. ... .. . o o oconon wnd o :

Citizens provides . its retired: employees telephone“serVLce
concessions that:may be classified as.PBOPs. . However,-their impact.
is minimal. -Citizens- has,no<plans;toeimpiement,anyﬁotherHPBOPs at
this time. Similarly, Del Este, with no present PBOP-benefits, has:
no plans to implement PBOPs.in- the future. . apzu,q, o

AT&T, Citizens, and Del Este each have legitimate reasons
to be removed from the respondent servnce-l;st.; However, this
anestzgatxon was opened to- gather lnformatlon and to analyze the
potential ratemaklng 1mpacts of: lmplementlng FASB!s accountlng for
PBOPs. AT&T, Citizens, and Del Estes may not be“directly impacted
by this investigation, but, each can give.added insight from the
perceptive of an interexchange carrier, and from-the perceptive of
. utilities that do not offer PBOPs.: Therefore, AT&T,-Citizens, and
Del Este should not be removed from this investigation’s respondent
service list. B R R S T TSt St
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On December 3, 1990, TURN filed a request :or fmndzng ot L

eligibility for compensation, pursuant:to Art:.cle J:L&,»'f, ,Rule 1764543
of the Commission’s Rules of Practice- and Procedure. - No’ party~has‘f
filed a response to TURN‘S request. LU T T
' - Article 18.7 contains the requirements: to. be. meti by:

intexrvenors seeking compensatxonu”for,reasonablewadVocate,sufees,
reasonable expert witness fees, and other reasonable .costs to - .. ..
public utility customers of participation or-intervention in-any. '
hearing or proceeding of -the Commission:initiated on or:after: . -
January 1, 1985, to modify a rate ox-establishra fact orixule that
may influence a rate.” - This proceeding. was:opened.to examine the:
potential ratemaking impacts of the FASB/s accounting treatment: for:
employee PBOPs. Therefore, this proceeding: clearly'falls ‘within
the definition of applicable-proceedings: T e

"Rule 76.54 requires-that’'a request:for el;g;blllty be
filed within 30 days of the first prehearing.conference:or:within:
45 days of the close of the evidentiary.record. . TURN‘s:request was. .
filed within 45 days of -the last day of evidentiary heaxings on
October 18,'1990'and complies with: the second option:of Rule. 76.54%.

" Rule 76.54 (a) rcquiren that a requout fox. cligibility

include -four items:

1. A showing that” partlcipatlon would*pose a:
‘significant financial haxrdship. . Also a .
summary of the party’s finances. If the
party has already made a-showing of -
financial hardship in the same calendar , L
year the party needs only to make reference -
to that decision by number to- sat;sty*thls
requirement. .. . )

" A’ statement: of  issues that the- party
.. dntends to ra;se.: ,

e e
' -An. estimate of- the compensat;onathat wzll
-be sought. .. :

o . N i
- - W 'w- LT

A budget for the party’s presentation.
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TURN has previously been’ found to' have met its burden of '’
showing financial hardship for the 1990 calendar year in Decision ™=
(D.) 90-09-024, dated September 12, 1990.: Therefore,:the:

Rule 76.54'(a) (1) regquirement has: been .satisfied.' .. v u¥

§§§S£EQBE_Q:;;EEE§E”‘”"“ P S T S A

= In its request,. TURN states that the issues ‘it intends: tor
raise are a matter of record as set forth in its examination:of. ~
witnesses and.in its brief. In the first phase-of this & .o -
investigation TURN addressed retroactive ratemaking. issues raised:
by certain respondents’ pre-funding proposals: and  the’ alleged:
failure of Pacific Bell and GTEC:to show: that their pre-funding
proposals: will benefit ratepayers. ' Because testimony for: the
second phase of this proceeding has not yet been filed, TURN can @
not predict the issues that. it will raise in that phase. TURN. has".
identified the issues it intends. to raise to the extent possible::
and therefore meets this requirement.... ... .~ =i B
© . TURN: budgeted $12,000 for the first phase of. this -

proceeding. . However, because it is. too early to know: the nature of:.
TURN’s participation in the second phase, TURN cannot estimate the ™
compensation that it will' request for that phase of the proceeding.
The precise amount of compensation and its reasonableness will: be -
addressed in its compensation f£iling... TURN has provided.a:budget .
for its participation in the first phaso of this proceeding. . : -

.. Pudaet ... . oS v et R S AR e

. +TURN:provides the. rollowzng budget for: 1ts~part1c1patzon
in the: r;rst:phase of of this proceedingz . . = % T L

Attorney Fees @ $150 per hour CoSLL,250 L Ll
Other Reasonable Fees e 28O

. Tom BUDGET ' e - - $12’0°°,_ TN UL N
TR e Lnpo

© i ey A vy n e
’ -.».M,n\‘-,«,:> oyt e .
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For the reasons discussed under the: statement: of issues,
TURN is-unable to provide a budget: -for the: second'phase of th;s
proceeding. . - T S TP T TP S MOt TR PR Ja S ST

Rule 76.54(b) allows other parties to'comment .on.the’
request, including a discussion of whether a common:legal’
representative is appropriate. Pursuant to Rule 76.55, .our
decision on TURN’s request may designate. a common legal:
representative. However, no party has filed any. comments. on.this..
issue. Therefore, we find no current need to designate:a common-
legal representative in this proceeding.- - ' v 0T - .

_TURN has satisfied all the requirements for av flndzng ot
eligibility for compensation in this proceeding..  TURN is: placed on.
notice that it may be subject to audit or. review by CACD and,
therefore, should keep adequate accounting records:and.other:
documentation in  support of all claims. for intervenor -
compensation. Such records should identify specific. issues for
which compensation is being requested, the actual time rspent by
each employee, the hourly rate paid, fees:paid to consultants, and
any other costs incurrxed for which compensation may be claimed.:
Section 311  Comments: , : T T T SRR AR S I

. The-ALY’s proposed decision on'this matter was filed with

the Docket Office and mailed to:all:parties of record-on May X7,
1991, pursuant to Rule 77 of the: Commission’s Rules of. Practice andw
Procedure. . Lo R IR . L T Lt et ML Ll

Comments were timely filed by DRA; Edison;vGTEc; Pacific
Bell,. PG&E,  SDGLE, SoCal Gas, and TURN,: and'timely provided by
Brown Bridgman. Reply comments were:- tzmely t;led by DRA: Ed;son,xr:
GTEC, Pacific Bell, and TURN. et o gm-xmdh

We have carefully reviewed the comments and reply
comments filed by the partles to this proceeding that focus on
factual, legal or technical errors in the proposed decision and in
citing such errors make specific references to the record, pursﬁant
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to Rule 77.3. -To:the extent that these comments :and .reply. comments,
required discussion, or-changes to the proposed decision, the .. :
discussion or changes have been incorporated into the body of this °
ordex. . Comments-and reply comments which merely reargue:positions
taken in briefs, and which provide new. factual information;,. R
untested by cross-cxamination, were notvconmidercd- K

l. PBOPs- 1nclude~employee~benef1ts such as medlcal and:
dental care,. 11fe Ansurance,-and legal: services., .:0n ool L

2. Although D.89-12=-057. denied PG&E. authorlty~to recovexr.
PBOPs. contributions, it Kept PG&E’s rate proceeding. open to
consider the -recovery of PBOPs costs.upon the FASB’s:-issuance of an -
official PBOPs’ statement. LT

3. -SoCal Gas, which began pre-funding PBOPs with: 2 401(n)
plan in 1987 with stockholder money, is. currently the. onlyuutllity
authorized to recover pre-funded PBOPs contribution in rates.~. -

- - 4. Official notice.is taken of- FASB’s Statement:No.: 106,
employers’ accounting for. PBOPs, approved. by FASB'in December:1990:
and readily available in print in January 199%. .. - o :

5., Brown- Bridgman’s prepared. testimony tendered: with:the:
Docket Offlce on October 9, 1990 was not- served- on- the- appearances
of record or the ALJ, and did not comply with Rule 4.5.- - :

6.. Prepared testimony. from witnesses not needed for: . .
examination. was received. into- the record only if the party’
introduced. such testimony at:the evidentiary hearing with an::
arfldavzt signed.- by their witnesses.- .. .. .. oL s -

- Brown. Bridgman did not introduce its- testimony: atfthed
evxdent;ary hearing. . LI

8. Brown Bridgman’s testimony purported to have been filed
prior to .its October-9, 1990 comments-and testimony.was not filed
with the docket, ozrzce._-w ST At B A S AT v S bl SVRNE e S o 00 St T d g
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- 9.0 Not all-of the proposals identified-in DRA’s Appendix’ A 2
to its brief were addressed in the cevidentiary ‘phase “of “thig <ol
investigation.: oo ST T Dl COVOT DNLILaD O S ot
~-10.  DRA’s Appendlx'A to its brief - is supplemental: testxmony
provided after the close of the evidentiary hearing w;thout o
scrutiny by the appearances of record. . ' . ' .. Lo LIOTDoNTown

11. Respondent utilities have the burden to demonstrate ‘that’
pre~funding is in the best interest of the ratepayers. - ,

12. Only GTEC and Pacific Bell provided testimony on the e
present ‘value impact of pre-funding PBOPs. . | R -

13. Ratepayers will receive benefits for the time value of "
money contributed to a PBOPs plan via lower overall costs to o
ratepayers. ' L L

14.. Wlthout'preitunding;'the”PBOPsfliability‘ﬁillﬁééntinue to
grow: without the benefit or use of- runded'assetSJaccumulatxng tax*

. . T
- ! - . o ey oo u..“ I

free earn;ngs. L S P
- Pre-funding will mitigate the- inter-generatzon-1nequ1ty
which” results from the: current pay=-as-you-go- method. -’ TN L
16. The utilities concur that PBOPs benefits ‘should be funded '
incrementally over the working lives . of: employeevJas these-benef:ts
are earned,-similar to pension benefits.. . . o 0TS U UL L T
17. Pre-funding PBOPs will reduce the utilities’ risk and” =~ -
enable them to obtain lower interest rates’ for borrowed funds.
18. IRS and ERISA statutes preclude the Commission’ from
negotiating specific PBOPs”outcomesror“contractualVdrrdngemeﬁtsL“‘”'4
19. IRS, ERISA, and NLRA statutes: provide substantial ~ = '
protection: to ensure that PBOPs'funds are’ used only: for'PBOPs "
benefits. PRI S I ST DU
-20.  Rate shock‘was notwan“issue in”D 88%036072” e
2le
pre-funding is in the best interest of the ratepayers.”’ CHelrs
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22.. The adoption of -apre-funded plan will not .commit
ratepayers to a. particular funding plan:.or.preclude: the Commission:.
from considering a.superior. plan later.on:- . . =~ mut rann JTWT

232 “Continued pre-funding will result in a.revenue..
requirement reduction on an-incremental net:present.value basis. o -

24.°  Ratepayers will benefit fromcthe appreciation.of: .. - -
pre-funded: trust. assets. and from the accumulation of tax-free.trust
eaxrnings. el LT T G DR RIS AR

25.. Respondent utilities.were: required to demonstrate that on
a present value basis certain benefits can be realized-by. taklng
advantage. of. current- tax: regulation. :.w. O IR

. 26. The utilities used data obtained from their 1ndependent
actuaries and affiliated actuaries to: substant;ate that: pre-fundxng
is in the ratepayers’ best interest. . .- Nt r ‘

27 Certified and’ independent actuaries base-their : .
projections on statistical data, not on the interest of a:
particular entity. - oo o ST nTh L

280 Actuarial assumptions use.projections,: szm;lar'to test.
year estimates,.and to the extent that the projections prove..
incorrect, the test year estimates and actuarial- assumptions: will
not be accurate. CaLr

29.. GYEC’s . and Pacific Bell’s. net present.value: studies:
comply with- the.present value studies called for in this..
J,nvestlgatn.on- . T Lo e DT Ly Mt e e T

30. PBOPs benefits accrue s;mzlarly £0 pension benetits. O

31.” 'Unlike pension costs which are. recovered on' a;pre-funded
basis, ‘except for SoCal Gas, ratepayers-do not pre=fund PBOPS - ;. . -
benefits being earned by the current utility employees.,.~:~o“ R on

" 32, "Current ratepayers pay: only for those PBOPs: benef;ts that
are currently being received by utility employees even though the: .-
benefits were earned in a prior time period. S T
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33. Tax.deductible pre-funded contributions: will alleviate
the inter-goneration inequity and provide a:- fairexr distribution-of. -
the PBOPs cost burden among ratepayer generations. . .~ .ol o

34. D.87=-03-027 found that it.is appropriate .for:current;
ratepayers to recognize and to:begin- pre-funding theix .incremental -
share of future costs for decommissioning nuclecar facilities..

35. Pre~-funding PBOPs with tax-deductible  contributions-is.in-
the ratepayers’ best interest. ,

/36. ‘Respondent utilities total unfunded PBOPs. lxablllty
exceeds $2.8.billion. - . ..o B T O T S P P It SOV

37. Edison is in the process:of establ;shing a:-40L(h) plan,.
and intends :to pre-fund a 1990-and 1991 contribution- 1n.1991,~but
has not yet begun pre-funding PBOPs.. ..~ » ‘ TR RO

38. The general rate case proceeding,: except for Paclflc Bell
and GTE, is the proper procedure to recover. future pre~funded PBOPs
contributions. ' S T S PP f:“,?:.

39. The current regulatory framework requires. the major. .

40. D.89=10-031 replaced Pacitic Bcll's a.nd._t,G'.rECf T T .
traditional cost-of-service regqulation with a price. cap. index.. . ...
formula. R

41. Pacific Bell, GTEC, and DRA did not substantiate that
their method of reflecting prc-fundcd-contributionnvinﬂthovprico~.vx
cap formula meets the price cap tormula criteria established: in .
D.89=-10-031." : S , R e e e

42. 'IRC §& 401 (h) allows a utilzty +to establish separate;
accounts under its established pension: plan to make: tax .deductible -
PBOPs contributions for retirees and their dependents.. . .- .+ .u

" 43.  The 401(h) plan subject to ERISA reporting,. d;sclosure,
and fiduciary requirements is funded solely with reference to... .-
amounts needed to fund pension benefits and does not reflect the . :
actual liability associated with PBOPs.
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.44, A VEBA . plan mustibe used: exclus;vely for-the benefit.of
the beneficiaries of the plan. Ll TSI G S« TR

45. A-utility’s contributionsztora: VEBA.plan is tax”
deductible within limits and the benefits-paid by.the plan:to
employees and retirees are not considered . taxable income to the
employees or retirees. Earned income:is taxed-at trust rates:
unless it is derived from tax-free investments. : .

46. A collectively bargained VEBA can be establlshed for. the
utility’s union employees pursuant to.an arm’s length negotiation
over benefits between employee representatives and the-utility, if
at least 90% of the employees covered by the  VEBA are represented
employees. - . : o : ‘ SR S

47. A collectively barga;ned VEBA allows for tax-deduct;ble
contributions: to include an element for inflation and earned income
on the plan’s investments is not. taxed. . = . T R PR SR T

48. A defined benefit pension plan can be modified-to include
PBOPs benefits and enable the utility’s. contributions to be tax -
deductible and plan income to be tax free, and to allow for. . .
unlimited contributions as long: as they are reasonable, nocessory,
and do not exceed the maximum benefit limits. T TR

49. Retirees are taxed on the amount of PBOPs benef;ts
received from'a pension benefit enhancement plan. L

"50.. The utility’s premium. payments to a ut;lity-owned 1ifo .
insurance plan are not tax deductible.- S T

Sl. The utility-owned life insurance plan provmdes l;m;ted
cash for PBOPs payments. - -~ .. Lo e oY

52. . The IRS may consider the anounts borrowed against .-
utility-owned life insurance plans to be: taxable income.:

3. Contributions to a 401(h) plan. are not: allowed: if the. . -
utlllty's pension plan is fully funded. .- . eoie0 0

. 54. It is difficult, if not impossible, to.select one - . |
preferred pre—funding plan for all utilities. '
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55, - D.90-01-016 did.not make: SoCal:Gas rates:applicable:to
pre-funded PBOPs subject to refund. B A SRR T e ULt

56. The current tax.rules require that any' remaining funds
from 2 terminated VEBA.plan'be used to:provide similax: PBOPs.. . . ..
benefits to the beneficiaries. of the:trust. . .. - Lo e oo

57. TFASB 106 recquires PBOPs. plan assets to:be. segregated and
restricted, usuvally in a trust,- to-be used for only: post-retlrement
benefits. : Lo LT o o e L
58. A trustee has a fiduciary responsxbxllty toensure' that -
plan assets.are used only for the intended purpose." . ... T. . .o -

59. IRS, ERISA, and NLRA requirements:are in place to ensure '
that funds placed in a PBOPs plan will be used only for PBOPS -
benefits. . L S I

60. Utilities are required to-maintain theixr accounting::-. -
records in conformance with a. USOA as: adopted by this. Commission. .

61. The utilities’ accounting. records are. audited:yearly: by
an independent CPA and are subject to Commission scrutiny: in rate . .
proceedings. - o SRRt SR S T P S SN CT RTINSO S

62. - The USOAs adopted. by'thxs Commission: provmde sufficient -
account detail so that an audit trail exists. for.PBOPs:- ‘
contributions, investments, and benefits. - . U .

63. Although not directly impacted by PBOPS, - AT&T; c;txzens,_
and Del Este can provide us with PBOPs impacts from the perspective
of an interexchange carrier and from the perspective: of utilities
that do not provide PBOFs benefits. @ ‘ Co L

64. This proceeding falls within the Article 18.7:.
requirements to be met by intervenors seeking: compensatzon. S

65. TURN’s request for a finding of. ela.g:.ba.ln.ty complles with:
the second option or Rule 76.54. Lot - 7 v

66. D.90-09-024 found that: TURN had a s;gnlflcant fznanc;al o
haxdship for purposes.of'any proceed;ngs in wh;ch TURN participates
during 1990. : P S Ot TG i SO L AR S
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67. -There is no need:to designate.a’common legal” ©& =I .
representative at this time. RS

68 Whether prefunding benefits GTEC’s and Pacific Bell’s
ratepayers: may depend in part.on the’determination-of ‘whether ox:to"
what extent 2 factor treatment’ is artordod.At--‘ R R
QQHQJ!!§J.QB§ 21 Law Sl T D R SRS TR R AN

1. Brown. Brldgman s October 9, 1990 tendered ‘comments and
prepared test;mony should be rejected.;wjﬁl_“\

2. GTEC’s .and Pacific Bell’s. motion to strike Appcndix A to
DRA‘’s brief should be granted-;vf;_f“ o :

3. Respondent utllztles should:- be authorlzed to recover
pre-funded tax-deductible contributions placed in "a PBOPs plan as
long as the util;t;es implement sateguards to ensure.that:
contributions are used for only’ reasonable PBOPs beneflts.

4. The utilities should track their tax deduct;ble pre-
funded PBOP’s cost in an Lnterest bear;ng memorandum account.

5. Edison’s proposal to recover in 1991 rates pre-funded
PBOPs contributions that it w111 make after the effective date of
this decision is not barred: by the rule: agalnst retroact;ve
ratemak;nq. :

“TURN' should . be found eligible to claim: compansation in
this proceedlng under Article: 18 7 of our -Rales. -, . v

. [ \,;. R P .
. C e Sy s w v wt

e

IT XS ORDERED thats:. “o oo . 7530 "7 o ani il
1. -Brown Bridgman Retiree.Health:Care- Group’s October: 9,
1990 comments and: prepared testzmonyushall be struck from-the::
recoxrd. v LTl T AT DRSS AR Rt votas ISy
‘2. DRA’s:Appendxx'A to itsfbrzef shall ‘be-struck:from the::i:;
record. - . ’ WL VY A B A B S R e A
: AE&T‘Communications of" Calltornia, Inc.'s, Citizen:.
Utilmtxes COmpany:orﬂCallfornla'avdand>neluEsteuWaterJCOmpanyes‘~u;w
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motion to be removed from this- 1nvestigatlon .5 respondentrlist:

shall be denied. T S T ARAC D o S PR MR G

- Respondent utilities shall be author;zed to recover: in

e

rates taxrdeductlble contributions -paid.to- a-pre~funded Post . ... .-

Retirement Bencfits Other than. Pensions - (PBOP) plan after-the -

effective date of this decision if they: LT e

a. . Establish and use an Internal Revenue cOde
(IRC) § 401(h) plan, a Voluntary Employee ‘
Benefit Association' (VEBA) plan, a o
collectively bargained VEBA plan, or.a -
pension benefit enhancement plan for
their pre=-funded tax=-deductible
contributions. A utility-owned life
lnsurance plan shall not be used.)

Establish and usc an independent trust. ror
the receipt, investment, administration,
and dzsposxtlon of PBOPs beneflts. '

Use distinct sub-accounts wzthln themr
respective Unifornm 5ystem of Accounts
‘adopted by this Commission to account and -
track all PBOPs act;vxtles. i}

d. Meet the requirements of. Order;ng
Paragraph 7.

S.. Respondent utilities, other than:Southern:California Gas

Company, that implement and-use a tax deductible: PBOPs:plan:should-:

track their PBOPs costs, net of tax, in an interest bearing
memorandum account and seek an opportunity to recover their PBOPs
costs in their next rate recovery proceeding, such as in a general
rate filing, an attrition filing, or as:an increase:to the
Authorized Level of Base Rate Revenue . under the ERAM as requested
by Southern California Edison: Company.. Interest-on-these-: .:: "

nenmorandum accounts shall be calculated at the current Federxal. - -

Reserve 90-~day commercial paper.rate-as.reported in'the:Federal

Reserve Bulletin. PG&E shall accrue its PBOP costs through suchoa -

memorandum - account until its-next attrition adjustment filing in
connection with its general rate case. ' The utilities:shall .. .
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terminate the . PBOPs memorandum: account treatment. in theix mext:
general ratecase: proceeding:and should. reflect tax.deductible - ;.. -
PBOP3s costs as- part of their. test year-expenses.. - i.. r_ .o o

6. In addition, Pacific Bell, GTEC, and' DRA‘shall pres¢nt .
testimony and evidence in Phase-II which may be used. to,determine - :

if Z factor treatment is proper for recovery of a portion:.of, PBOPS -

costs, and if so, to what extent.

7. Respondent utilities that seek recovery of their
pre-funded. PBOPs contributions shall substantiate in their next
general rate case for which hearings are held that their:

a. Selected pre-funded plan is a reasonable
. plan that mitigates the impact on
ratepayers’ rates by demonstration that
- their plan‘s actuarial assumptions,
contributions, and investments are
;reasonable.'

Pre—:unded PBOPs contributions are not used
to enhance active employees and retired
enployees benefits by reducing the
utilities pensxon contributions and.-

extending active employees pensxon
coverage. .

c. Compliance with Ordering Paragraph'4{:'

8. The Division of Ratepayers Advocate motion to require
Southern California Gas Company to refund pre-funded PBOPs
contributions being recovered through its 1990 rates shall be
denied.

»79+.2 Respondent. ut;lx;;es shall provide in Phase XI, in
addition. to. test;mony.and comments on Ordering Paragraphs 5 and 6

RN ']

of theyznvestigatzon, test;mony and comments on the benefits and
detrxments to" the ratepayers of pre-funding respondent’s entire
PBOPs lxabxllty. \‘wx SN

. B W "-. SO !
\. N AN \\x.
.-
. N_;-'\'h._ ‘n..; -i-.vv/ |\ "“' " \
s . "
u?'.’.!"s.. 4\ U.....-.‘- .'- FNOSIRN P

N \- u\\.aur
- ‘\. ;
- .

T - .
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10. - ‘Toward Utility Rate Normalization' (TURN)" is”eligible”to: -
claim compensation for its participation:in:this proceeding. . TURN.-
shall maintain adequate accounting records and other necessary " - -
documentation in support of any claims that it may have for -
intervenor compensation and make such-documentation available:to -
the Commission’s Advisory and COmpl:x.ance Division: upon the:l.r
request. T o R R

This® ordexr becomes effective 30 days from: today.
Dated July 2,: 1991, at- San- Francisco,.'Californiay .~ 1
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List of Appearances

Respondents: John Baxker, for California American Water Company:;
Beck, Young, French, & Ackerman, by Jeffrev F. Beck and
Sheila B. Brutoco, Attorneys at Law, for Citizens Utilitias
Company of California; Kenneth K. Okel and Kathleen S. Blunt,
Attorneys at Law, £oxr GTE California Incorporated; Nancy W.
Doyne and Ravid R. Glaxk, Attorneys at Law, for San Diego Gas &
Electric Company:; William A. Ettingex, Attorney at Law, for AT&T
Communications, Inc.; Cooper, White & Cooper, by Gretehen Franz,
Attorney at Law, for Roseville Telephone Company; Orrick,
Herxrington & Sutcliffe, by Reobert Gloistein, Attorney at Law,
for Contel of California, Inc.; E. R. Island and J. E. Jackson,
Attorneys at Law, fcr Southern California Gas Company:

] » LOor CP National: Robert M., Johnson, Attorney
at Law, for Southwest Gas Corporation: DRanicl J, Mecarthy.
Attorney at Law, for Pacific Bell; Reoger J, Peters, Xermit R.
Kubitz, and Gary P. Encinas, Attorneys at Law, for Pacific Gas
and Electric Company; Richard K. Durant, Carol B. Henningson,

M. D. McDonald, and Fxank A. McNulty, Attorneys at Law, for
Southern California Edison Company: Roberxt A. ILoehr, Attorney at
Law, and Fred R. Meyer, for San Jose Water Company: and James D.

Sa)le, Attorney at Law, for Sierra Pacific Power Company: Stoel,
Rives, Boley, Jones & Grey, by Robert V. Sirvaitis and James C.
Paine, Attorneys at Law, for Pacific Power & Light Company.

Interested Parties: Brown, Bridgman Retiree Health Care Group, by
Stanley H. Clow and Fred D. Van Remortel; Nossaman, Guthner,
Knox & Elliott, by Jose FE. Guzman. .Jr., Attorney at law, for
Westport Management Services, Inc.; and Thomas Long and Michel
Florio, Attormeys at Law, for Toward Utility Rate Normalization.

Division of Ratepayer Advocates: . and Rufus G.

Ihaver, Attorneys at Law, and Mark Loy.

(END OF APPENDIX A)
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Concuxxing Opinion of Commissioner John B. Ohanian

I applaud Commissioner Wilk's handling of this case.
Commissioner Wilk has crafted a decision that is fair to the
utilities, their employees, and the ratepayers -- not a small
achievement considering the arcane and intricate nature of the
issues involved.

There are, however, two aspects of my vote today which I feel
need some elaboration. Today's decision observes that in D.8s8-
03=-072 we rejected for ratemaking purposes.the use of FAS No. 87,
Explovers' Accounting Fox Pensions. The decision further notes
one substantial similarity between FAS No. 106 and the rejected
FAS No. 87, namely, the use of the projected unit credit

method® in calculating service costs for both pensions and
PBOPs. Given this similarity between FAS No. 87 and 106, the
decision goes on to announce our intent to reconsider the use of
FAS No. 87 for ratemaking "if we adopt the projected unit credit
method according to FAS No. 106" in Phase II of this proceeding.

I wholeheartedly agree with this conclusion. However, my reading
of FAS No. 106 reveals that the similarities between FAS No. 87
and FAS No. 106 are much broader and more substantial than
indicated in today's decision. Indeed, the authors of FAS No.
106 (and the Exposure Draft which preceded it) go to great
lengths to make it clear that FAS No. 87 and 106 are siblings, if
not twins. Therefore, in deciding whether or not to reopen I1.87-
02-023, I will be comparing FAS No. 87 against the entire package

1l. FAS No. 106 refers to the "benefits/years of cervice approach"
instead of the "projected unit credit method." mut as
pointed out in Footnote 18 of the Exposure Drafi, the
benefits/years of service approach is virtually Synonymous
with the projected unit credit method.




of what we adopt in the next phase of this proceeding, not just
one component of that package (i.e., use of the projected unit
credit method).

The second point of elaboration concerns the five alternative
vehicles that utilities may choose among to fund PBOPs. As the
decision notes, one of these vehicles consists of nodifying
existing pension plans to include PBOPs benefits. The advantages
of choosing this funding vehicle are that it enables a utility's
PBOPs contributions to be tax deductible and plan income to be
tax free; and allows for unlinmited contributions so long as ‘they
are reasonable, necessary, and do not exceed the maximum benefit
limits.

To me, this vehicle has an additional appeal. Several of our
utilities are fortunate enough to possess pension funds with
surpluses of assets. Perhaps these surplus assets can be used to
mitigate the expected rate shock from funding PBOPs. Therefore,
before I will vote for increasing rates to fund PBOPs, I expect

those utilities with overfunded pension plans to either use their
excess assets to fund their PBOPs obligations; oxr to make a
convinecing showing as to why their pension plans cannot or should
not be modified so as to use the surplus assets to fund their
PBOPs obligations.

/8/— __John B, ohanian
John B. Ohanian, Commissioner

July 2, 1991
San Francisco, California




