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' ... " .- '~ " INTERIK'" OPINION :~.,: ... ,'" . .,.. \ .. IV·", " 
....... . w' -' / " ..... ~ • ,,' ~'" " , 

.:.' ",-.: On February 14,..,1'9'89,. the-:Finaneial Accounting':.:,Standards..·,. 
Board (FASB},l"issued :;a; ,proposeddra,ft'·.on :the·.recogniti:on· .. :and;:, ::' " 
measurcment -of an·' employer" s· . oblig'a tion to,···,provide ,~.po$t,,::,r.etircmcnt 
benefits:otherthan pensions (PBOPs):.·and"on: the:·~merits.·:o~, chang.i:nq:' 
the accounting for PBOPsfrom.a ;cashl::Jasis to.·.an'·.accrual' .. :basis •. ' ... ' 
That is:,. .PSOPscost would, bcginto··accruc; not when·;the liability is 
actually paid. but whilctba employoc.,is .earning the benet,! t&., . ;' ,', 
PBOPs: include: employee benefits.·,such as-medical and· dental.:;:care, 
lite insurance, and legal.·services .. ·•· ... ~ .:,::-:>:::~::.,~: 

-- The. FASB proposed"draft ·was circulated· for comments-;among.
the. accounting and financial ,professions before ,it was,finaliz.ed .. by·': 
the FASS2 . in -December 1990. ,·The .·consensus· 'of the accounting- and 
financial professions has been· that liability for:PBOPs,,::;hould·.:be.:· . 
recognized" in the- utilities' financial. statements:just ao any,.:other 
liability. i~ 'recognizod.- This consensUS',was. codified-,with the,. 
FASB'S adoption of FAS No~ '106-, employer's accounting,:.for :PBOl:>s-

Since it was likely that. FASB would'aaopt--:'.PBops;,.,accrua:l, 
accounting';: and -since the liability·::to be. recognizc::d ,upon, FASB-'s .• 
adoption ot an otticial' statement·, would, be: .. subst.antial" .. ;there., was ,a. 
concern that the-. funding- of.PBOPs. liAbil,ities may .procluce'~>:~;i_:;. ".:.''v' .:::'~ 

. , . 
. ' ... ' 

• .:. •• ,,' :. I .: ~ ,'.: ~:~: 

.~ ",:~, 0'-: ',,: .. ..' ~ 

.. , '.' ,"ow 
•• I • ., ...... : 

.. , , . ,~' ;" "'I"~ " 
_,'.' 'J " .: ... '>'.0 

l.'" FASB is :an':"aUthorative··bodyiw1Uc:b.·es'tablishes\"a 'common':"set of·L',., 
accounting' concepts,..:, standards,procedw::es:"and-, conventions., 'C' :>'::. ~~r)' 
commonly known as HGenerally Accepted Accounting Principles* 
(GAAP). GAAP is recognized by the accounting- profession as a whole 
ana is used by most enterprises as a basis for their external 
financial statements and reports. 

2 FASB issued its official statement, Statement of Financial 
Accounting' Standards No. 106, promulqatin~ the generally accepted 
accounting·: practice to. account .. for:. J;>BOPsl.n December l.990·.: ". - c· .• 

However, the official document was not available in' print until. :, .. 
January 1991.. . .. , 
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significant rate shock. This'investigation WOoS opened to· determine 
whether the shock coul~ ~e reduced ~y authorizing affected 
utilities to begin collecting revenues to cover their PBOPs."costs.'·'·;·. 
as soon as· possible. Phase"II' of . this investigation' wilhexamine 
the impact ot· : FASNO. lO6-for:ratemaking"and·accountinq:purposes~ , ..... 

Both Pacific Gas & Eloctrie. (PG&E)' and Southern' .. 
california Gas Company (SoC0.1 Gas)': have requested'rate':recoveryfor':· 
estimated PBOPs'liability in, their,,199,O .. ,testyear general~·rate::: .. 
proceeclings. ' PG&Ehas been recovering. PBOP costs ·'on.a:pay-as

you-go basis' ancl has a·program of providing-,such'benefits"and. 
pursuant to Decision (D.) 89-12-05-7 ,was;'.cleniecl authority.,to,',recover' 
PBOPs contri~utions. However, theCommiss:ion ~rclered that PG&E's'-'; , . 
rateproceedinq remain' open: to consider 'the recovery.: of . pre-funded 

PBOPscosts aftar theFASB issues an· 'official ·statement,"on:PBOPs.'·. 
Socal Gas, which· Degan, pre-funding· a 401(h}3 p1an"with 

approximately $S million of stockholders' ,money in 1987,"was' 
authorized ~y the Commission· to-recover approximately $9 million 'in" 

.~ 

pro-funded PBOPs contributions in· itA 1990 test·.year, 'pursuant to- e·. 
o. 90-0i-016.~ , An' additional' $~r.4 ,m-illion". ot· Socal Gas:' stockholders."" 
money was contributed to, the 401(h)plan'in 1988" and again in 1989. 
Socal Gas is the' only utility currently ·authorizecl to·: recover, ';"
pre-tunclecl: PBOPs contributiona 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 wSocal Gas on notice that those prior and 
this test year's contributions plus a reasonable rate of return 
will be asswned ~y the Commission:.to ,beavailable,qross o{'tax, to'.· .. '" 

~ ., .' '. "~' • ~ ~.,~. \ " I •• ',., ,'.c., .'. _.,. 

offset pay-as-you-go-- expenses· in.·the next, rate' case:. w' "-" .. .. ': ::'::;; ':. 
" _ • I _, ' .:":. ',.' • L~J ': ... " .,',..',.~ •• ,_ '" ,,8 "', ". ",..' .I_:·'J~.I.-::':J"'f.j:: 

'''.-'', ,,' ~ ":',~ 'L, ""," ~J~. ~}.""'.'.: ,<.,._.~ :', .,1'; ~.,'.~:~-;-~_·I':I'·_·'''~ ',., ";"0':_ . ! ':~./.~/,-... ~")) 

" ~ ~ I: , \. •. " " . :. :: .' - "OJ>': 

.' 

. .: .".: ~ . ~j'.I.:-,,: ;\.:~ ," X::';.,"~"': .:~ . ,~ t"· . ,. .. , .... 
" ~ ~. ... . . 

': ' ()~' J', ,:"~ ~'! ;::.:..-' :.:~ y:, ~ ~ ,:;, .:; ~~. :.i ':: .::t::J,t::: .-. ~ ,'. ' .... 
t ~ , . i -", ~ . ...J 

3 The 401(H) 'plan "is~ ident:L:t'ied;::',and;:·;discussed. 'on,page:r 28":ot:;this:·~ 
ord.er •. '··:· ,'J' .• , ........ '.::', ,",~ ~,'","., ,,,,"~", .:",':; ;'1.',.1 ,~:·r:·.·:':,:~""C:I~1 f:J~~·.~~;·· ~t: ... \ .. :, ':J:'~,.~ , "~~I:'~"~"f'''~~N'():'r 

".:: (}':,,1 ' .. :',4 .. :' (.l{~·,,:.):, 
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Phase I 

issues: 

" -" It I~,' 
.,1 •••.•• ,_" 

, . ,-
In this phaso ot the. procoeding', ,we addroms ,.$ev~ral 

•• ',) I ,", ,'J . ,I ,,' ,.' ". 

1. The benefits and detrimenti'::'to'ra't~payel:"s .. .' 
of authorizing, the ,pre-funding,of.~PBOPs_, 

" . "'. ~ ",,! " . ... ,.' .,T· ,I .' ., •• r' 

2. The revenue requirements,. related to the." 
pre-funding and. the"justifications tor" " 
allowing this item to, .:be ,included in rates. , 

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

3. Timing of authority to receive PBOPs 
fund.ing throug-h rates. 

, • .' " (. .:' \ i ~ " ': : : ' . , .. ;.: .... - \.. 

4. Different ratemaking-.treatments of .PBOPs. 
, costs which may:be appropriate :for" '. , 

s. 

d.±tferent industries;. such., as ' '" ..~: 
telephone ,and energy,., ".,., 

Available' tunainq vehieles, ,:or alternatives',',. 
for. PBOPs, such as ,a voluntary employee .... ' 
:beneficiary ~ association ('V'EBA) or' an .' " .' h , 

'employee benefit'plan .pursuantto Internal-·/" . _ -', 
Revenue Code Section 401,(h)., 

6. Safequarcis" to ,ensure that pre-fund.ed- amount " 
will be used ,only for PBOPs"in .the future " "', 

. and that ratepayers" int~restsare' , 
proteetecl •. , . ";::; :.'" ' 

7. Proper accounting- procedures' to'proVide': ': 
adequate documentation and audit trails, ;on' '., 
fund balances .and inv~Gtmcnt activities.. " 
.: '. ". : : . . .. I I;' . ' ".' I": .:: .r. '"'/ ,,' 

',,", . 

.N 

P\lrs.uant ,to- . the order institutinq "the-,'investigation,. the: '.~' 

resp.onclents" iclentifiecl.'.in Appendix. A·:to'the· investi9ation,.~.:were:: " 

requireclto ;tile testimony with., the .,Doeket.~O~fice.'.',.:Responclents·: '.",':.:, 
filed:testimony between ,Aug:ust~,~1., . .199'0' and.Auqus:t" .2Z,.:,~99'O,~, ,Of,.,:.',,:::, 

the 28 named respondents, the followinq .nine' water:.lltilities 'did~"~: .<:::. 
not ~ile any,.'prepared testimony, ,did 'not: .'explain why,-and'::did not 
participate- ,in:, this ,phase, of,.:.the' investi9ation:' '. ",', ", ":':>''-'~'' , ':: ' .... ','.' 

1. Azusa Valley,Wa.ter Company' , , ,.~'~(':' 

'2. '":'california Water Semce 'Company 
. ,., " , 

.•.. h.' .... '. " 

", ~' . 

3. Do:min9UeZ'Water'corporati~n 
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4. East Pasadena Water Company 

5.' 'Great Oaks 'Water company'" :. 

6. Park Water. Company" . ", '. ".'. 
• • • I,. . ~. '. ,., • " '.~ ... '" 

7. Santa Clari ta"Water ':company' 

8. 
p "\.". •• ~ ,r,. 

sUburbanWat:~~$yS>.~ems:.·: .. :' ;-:.' ...... ';~ ,. r;:: .. ,. ";; .. ~ 

( "I' • ,.H ~'" • ,'.'~ • J' '. 

Rxcbearing Conference' . '," :'; ,:·r.: ',.' ~.: .. :' .. .. ··!:<::·.~:·i·:<;~:.: 

~ ,..: .... ' "'. I ~' ~ .~ 

. .... 

A prehearing conference (PHC) was held on September 27, 
1990 before Administrative' Law:Judqe' cAi:r')~'Gai:V::tti ":iri '~san 'Francisco .. 

. , ~ _,., .' '. "' .,,:, , .<0. ." . , •. " .,..~ .. '.~ 

At the PHC, the AL:J ruled· that any· party. :.wanting·:'to .. :question a 
witness who had offered prefiled testixtionYmustt'~sO:n:~~ifY all 
appearances of· '.record, by Octoberl'O'~' 19'90 • .;.:'. The.w:i:tnesses 'who were 
asked to answer questions'were to. appe'ar: :·a£. :th~ ~ .. :.iir~t(.;day of 

• ," <"', • ~ • • • -' ~,".' ... ~ .. ," '. "'" 

evidentiary hearing'S (October'17", 1990):_Prefiled:' :testimony of 
those witnesses not asked to: testifi couid' h'e ' .. ideti:t'fffecl and 
received into the record -as. an exhibit'·oncthe.,·tirst day of e '. 
evidentiary hearing it there. w.n:erio,chariges·:.tolie 'ni"a~re to the 

• " i.. , " , ", • '<", •. 

testimony, and it it was accompanied by an attidav:tt~";signed by the 

witness verifying'.:: ,its accura~~,.. :,.... .::. .:,,~.:::,":. 
Eridentiarv Repring, . .. .. , .. -.: .,;':.;,;' .. ', .... ,.: ;', 

• , ' , , c, I t -~ '. '.,"" _ 'I "', .' '-','-' • " • \ ' ,...~ _ '<r'.' "I-

Evic1entiary hearings'-began on' October" '17 ;"1'990 and 
continued' through· October ,~19,:. ',1990,.: ,'. Pret,iled.;tes.timony:":Wfth signed 
affidavits. was:: receivec1 trom ':ConteJ; ~ot,,:ca:li;tornia:; :;Ine~ CContel');'i~:;";'~"::: 

AT&,!, Communications. ofca.li'!ornia ,:. :-Inc';'; .. : (AT'&Ttr '::Rosev:i:Jile ':'!'el"eph.one;-::: 
Company (Rosevi~le)::.:, . .paci:fic· Be'll., .Soca:l:~ :·Gas, and:::Sa;n ·1D:tego~·:Ga's :'::arid·: 
Electric Company'($an Diego),:.,' "'.~ .:;; " ." ~··.;::(Y:;;~:'"::. ::"':':;:,.'" ':: .'. ",:.' 

Testimony" was:recei ved·:from 'san; Jose' Water. 'Company'S: :;.'. <.;, 

Fred R. Myer, Vice President· o,t"Regulatory Attairs:;' ;Pac:i,t:i:c:';,Belt;~s: ;.,.::: 
Brian .E. Thorne, Director of' corporate<·Account'ing:Researcn. and 
Analysis; Southwest c;asco~orat.i~1l:'S: CS~uth~~'t.:):! :~d:'ttI~rd. ,A.* Janov, 
Assistant controller: Southern california Ec1ison Company'~ (Edison) 

,. .' ~.. • .~ •. l .:.'.-~~"'''.'\~~,:'7~~~ ... ,_~ ,~ 
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William' J..' •. ,Scilacci ·"Jr. ',,: Manager ·ot:·Investor ~Relat'ions:~,and.'):Pens'ion:·v,:: 
Investments, and. Mark H. Wallenrod, .supervisor 'of (its:; '.cPUC::Ca'se ';';' >,:: .. 

Management, :Group' ,in the Revenue, Requirements, Oepartxnent';:::SOCal Cas.' 
Robert L. Ballew,: Manager'o,f "coxnpensation,"anct':Benefits:"l:GTE': ,-~",'" ': ~ 

California. Incorporated's" (GTEC) 'John:. Blanchard;:';,Oireetor: of· ;;:' ":: :::,:. 

Regulatory,'Accounting;,' San Diego·',s Charles A.. ' McMonagle',. Manager' 'ot·,' , 

the :Financia-l: Services Oepartlllent;PG&E',s,.Peter K.corippo,~':~(Senior .,,; 
Finaneial Analyst,. 'and Richard A_ Weingart,.. Supervisor .. of: ,Expense·:",'" 
Forecasting, and Analysis;. ',and,..theOivis.ion of' Ratepayer:Aavocates', :
(ORA) Mark LoY,\' Public Utility Requ];a.tory~:Prograltl, Special'ist:r~ '. 
Economics.' ': ,', " " . , . , ",' ,~" , . 

,,';,Whenconcurrent briefs'J:were, 'filed' on: November:',;9;,::~ 1990 the 
first phase, of ',this investigation was -closed.: <:However:;.., :in:<order,,'to:'·':' 
takeofficial~:noticeof ,FASS':s PBOPs state:ment (Sta.tement·No';) l'06rv 

in thisorder,the-.:Phase I submittal' date was: extended to·'; .:::". ";' ... ~,,,~ 

January 14, .1991,. .the. dAte: thAt'FAS,8: No,.,:~06 was' read±ly~'AvAilable"!"~: 
in print. 

Admissibility or 'Prefilecl"Testila~,' "",,~ .... '.". 
Brown "Bridgman' Retiree:. 'Health .care Group (Brown:' ,Bridq.man) 

tendered. comments ,and prepared testimony 'for,filinq:-: with,:;~the~Doeket:;:· 
Office: on.'Octobex:, 9-,. 199'0 •. These' comments' and: testixnony:ref'errecr':,', 
to other testimony alleged to hAved,een.:,filed'.earlier'by:'Brown."" 
Bridg:man. ': . However , no prior documents" from. Brown· Bridgman:, have 
been received. ",." . ' .. ", , ,- ~ ~" .. _. , 

',., I ': ,/ .. , .. ,...1 
• ,c '~1 , '. .... '. 

'. ~ Rule.: 44. of. the:. commission's-'.Ru-les:ot Practice and;; /;,:';. >~:'.:; 

Procedure requires that doeu:ments be filed with the Oocket'/Oft'iee"":: 
before-, ,they can,'.be> considered tiled;,(in, a ,proceeding ';:, "'Brown . 
Bridgman~s october: ~,,,: .. 1990f'iling:complied: with Rul'e: ': 44. :;, :' However,. :-.~ 

no certificate: of. service was ·attached·listin9'the'''names: .. and': .. ~·''.,',~:~ , 
addresses of:: .the: persons', and: entities:: served as requ'ired by Rule:,"::.:.:".; 
4.5. ,Further, no copy was served on the AIJ •.. ·The\:'IJ: .. !irst':beeame;:;" 
aware of Brown-:Bridq.man's. filinq 'when ,he~rece1ved:a',"copy~~ot the 

. ""." .. , ...... ' .. 
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prepa:r;ed,· comments:; .:aIlc:t·testimony:.:from":the;:."Oocket ~'Off;ice:"~"f.terJ the":: :~ ',( 

close .of .. tho,:'cvidentiary.hearil1g:.. ,;':(;.":1';".:. I;',: .~; >~-:; ;:,~:; ~;''': c, ,:.;,.:"~';,"'I:";;:::"r< 

cO Brown Bridqll\an ,may,;,not :be,;,tami-l'iar W'ith"Colfln\;is.s:ion"ru'leS!~·'>: 
However, since: it. wasp::-esent· at. the~:PHC where" it,:lfiled.:a.n:: .."::!:' .• ,::::::'.:' 

appearance to: this proceedinq,. Brown Br:td9'lllan ;:sho\l.l;'d;··:ha.ve~ been>': .. ;: .,:) 
aware of . the 'Al.J'.s PRC' rulinq" that ,prepa:redtestimony·<~to,·be:·:served',,·r. 

on all' appearances of record." .Brownr·.BriCl9'll1an: should··also~.;have;·been:J 
aware of the -AJ.;:J's PHCrulinq. that' prepared,testimonyo:(,'c.'·, .. : .. >,'0: .~,,'.' 

witnesses who were needed for, examination, eould bereceived:.,into-· .:..: .: 
the record only. if, the-party.: introdueed:';s.ueh 'tes.timony. 'at' the::. /;:"/' , 
hearing with an affidavit signed by its witness. .:,~;- .. ~:C·'·"··. 

, Since. Brown' Bridgman's"October 9·~l;99'0:.;comments.'~and 
prepared . testimony tendered.forfilinq. were' improperly::riled~or .: : , ' 
served.' on. the. parties of record, .they· are,:rejected"::J:tS:.aneqed ' .. : ".;. 
prior testimony was not received or·<tiled:,in: this:'proeeecl:fnq:'s.: .. : 
fonnal·'.recorCl pursuant. to Rule 44·.; ... Therefore,.' it·;ismoot ~nCl 'will" <, 
not be addressed.":·":·. ':". ., 
M' t - t str*k '11., d* A t DRA' c t 'Br:[ ... ,.. , .... :-' ··r·',· CL10D01J oppel'L1XO S PDcurrene .. :,--" •. - ,.,' .: 

. G1'EC:':,-filed a" motion to strike Appendix':A "'toDRA's 
concurrent .brief on November '19',. 19~O'~ . On . tho . same ·day-,' 'in; a:"" 

letter-. .addressed.. to a.ll: parties.: of record., Pacific Bel1;:.:requested.~;· ., 
similar treatment of DRA.'s Appendix.",:,':: .", '::'.-: :.i.~:,N:~ " .. ',-.• ",';: 

G'l'EC' .and. Pacific~Bell" moved: to strike. .the" Appendix·' '" •. ",;' -.'" 
because they assert that the proposal mentioned in the AppenctiX:: was:->;' 
not addressed in DRAJ's testimony. or'throuqh": eross;..oexamination of 
ORA's..- witness-':': . ,~ :,~---. "';"; ":.,;' ., _,r, ::' ". I--~ .:- ~ ..... ~ .... :~ ... ;:,!\~.,":". 

ORA: . responded on.: 'December l.O'19~0:: that) G-rEC':S:- motion>~iS: ,:··c 
an attempt to. deny the.·,Commission;:;:evidenee arquecI2 in:'rthe);record:'·~:'::'-:'~· 

either in. ORA's. own comments. or· durinq·: examina.ti'on; o!:·'DRA"s.:., . :::'W:',i c,', 
witness'.' .. To cl'arify its Appendix,.: .. DRA~res.ubmitted·:"it)with) .. :'.' .... "~::,;:, .. 

I
J 

I . eitations'to the record •. '.: ",.,.;/::.: '';, ,-.' -~':J;,":, ' . J. 

Contrary toDRA.'s: assertion,,·:not:a'll; the',~proposa:];s J:isted·: .. , 

in the Appendix were addressed in the evidentiary phase o! thi: 

I) 
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proceeding •. ' : ORA,' s· Appendix. l's ~supp.l:emen.ta-L test;,ilTlony>.:pr.oV'ided, ~ ... ':. ' /,C 

after, -the . close of.~:evidentiary. :.hear.ings:.:w:i tbout. scrutiny; by: '.the; .• L; .:-: 

appearances, of· .. record,; and: should.' not ,'.~ :.all:owed·, .. (·~ " '1'herefore:,:; ~: .:::; "'. '.; 

G'I'EC.':s :.and· Pacific:Bell 's.motion ':.to ,.strike·:·Appendix:;A to: DRA.~:s)·. i.··,'C 

brief, .should., be qranted, ... ' However.,·; ORA,'s .Append'ix Apx:oposals". >" ':": 
have been considered, to the extent that they are discussed>in~ the: ...... 
record. ,-' '\ ~ '., , ,. - "" -'.' ~. 

Pre=Funding;;lk!netits and Detriments "~\\ ~ ~'~':J/u<: : '. :; u:.i,::' .~r,~;.,,:;.: ;.~~ ,,~.~,~ ~, r , ., 

,We oxplained ,in::tho, order, instituting: ,the: investigation, > '.' 
that the-respond.ent utilities. have;· the ,burden .. of,:.dexnonst:rating:,: .• : ',-; 
that. pr~fundinq: is in the,best.inter.est·,o:f .,the :ratepayer.s:,.:~~.~We.:, 
also infor.med ~e.respondent utilities:that: if:they :wished ,:to.:gain··:.·· 
approval. for· pre-funding, they must. demonstrate,· that:, -on,·a ·present ... , 
value basis, benefitsean· be realized·~by ,taking ·advantaqe:cof,,· " 
currentta,x ~equlations. '1'0 ,allow such:· p;r:e-f.unding" . the:,. '.' , <,. 

" , 

investigation requires Na findinq :that- pre-funding: is in :the ... best· .. '. :'.: 
interest,of:.ratepayers.. N 

.';', , '.j, ' .. ,." .. '),;, ,,', , ,,''',';':'':.,,>;:': .. : 

,.' . Met PresentVa1ue::.'~· .: ,.: :~ ,i':'.i :. ' ... : :,',::, ...... )':,C; ~'~:,i';:::: :.;,-:::~":",: 

. ", Only, G'l'EC and :Pacific "Be.ll p;r:ov:ided.,:testimony:'on ~the " ;.'; ::::: ::, 
present .value·impact . of. · .. px:e~funding:,to---demonstrate (,that: .1 ~ ;,is; in'", '" ::' 

, ., < ~ 

the ratepayers' .. ' be st. interest .. , ··Although:~other .. ~til'itie$:.~.discussed} ;" .. 
the . benefits: :o:f::pre-fundinq·.'on ... a present :value ,basis-.~~ ,util;i:t:ies.:. "~"::,":; 
other than G'I'EC and Pacific Bell did not .s.ubstantiate.:.the,i-ri\' ..:: ~':;:.') 
testimony:with'.present value data •.. :r, .. -:,:-': ';;:',':' .:", ... ,::, ~:,',: :': .• 

G'I'EC"$"Blanehard.intr:oduced :Exhibit. 16.to. .• demonstr:,-te,<;<:;." 
that pre:-:-:funding.with .tax-:decluctible .:contr:ibutions ;-into ,:a: tax ~fre,e .: ..... 
plan:::is beneficial :.to the ratepayers.::on:a, 'present :.value :basis.;.:~ ;':::: '.:: 
Blanchard"s;;uncontes.ted.:testimony" based;.on ·~inc:lependent,::ae:t:uary;~:·; 
stUdies, shows that GTEC's revenue requirement will increase $17.4 
million in 1991, the first year that union employeos' PBOPs 
benefits were pre-funded under a collectively bargained VEBA, and 
$l8 .. 6 million in the second year. However, beginning in the., .. third" .... 
year 'of pre-=fUnd'in9'~"and"'ccint£nuiri9 : through ' the·( "erid~:ot ';the' ;"2o;..;year;' 

........• \ ,.,,-.'. ..• ,'",i,,_:. '.:,: .<,_(i·.~ '" ,"oJ', ""'.:.; ~;<~ ")::';.:-:':):')"~ ~:.~:' ,_~: .. ,~'.".': .. , 
. :~~<'t~~~: ., {~~;.' ·:~~.':)C~,·,.:~>j:}:....,::(::~ .. ,COI·.'.-i.· .. , :: .•. " 
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average' empJ;oyment,cycle' ot,-GTEC,,-&cunion. employees;: 'GTEC's :.·revenuc: .... ·S 

requiroment· woulo.:· be lowerthan;''£ t· :woulc1· be ··it:' :PBOPs' were>tunded ';on: I .. 

the eurrentJ pay-as-you-go: ·:basis ,;:.>' :'The' ~·CUl'l\ul'ati ve":;ratepa'yer 'revenue';:':· 
requirement savings over,· the 2'O-year 'ave:rage 'empl:oyeecycle~·;wouid·:' :';:: 
be $254.S- mi1:Xion in: nominal dollars:, , ·or':$S2.$i'·:aiill-:'iort Con: ~;<:preserit\:; 

• ~ ,. r ',' ~ • 

Similar to GTEC's results, Thorne's present value ',' ... ~: 
analysis shows that if Pacific Bell' 'contributed:,th'exuaximum ~tax';"'~ .,-;~: 
deductible' ·'contributions. allowed, by' ,·the "IRS intO'· a,' tax ':free plan, 
ratepayers:·wouldreceive a; 'su:bst'antial: benefit ... ·;, By·',the'-;;ye~:r ,1996,';':; 
the cumulative additional revenue' requirement' needS. would:t,reach a' .""
break-even . point; in all· subsequent :years';the,:ratepayers"'would ,". ,:,' 
experience ·revenue requirement'savinqs .. :'rhorne-estimatect"that,';by'"'' .. ' 
tho year 2004 . the "ratepayer~' cumulative' revenuo:requircment: 
benefit woulc1"be ,approximately ,$8:6() million on:' a'nomlnat: bas'is 'and;' 
$315- ·million· on· a net present' value :bas'is. ',; ;f,)'l~. ::-.;:.::: .• ':,., ,',' .~. 

Both GTEC's and Pacific Bell's analyses ',were', based : 'on' ~the: 
assumption that pre-funding would start prior ",to·,·tull ~'ace:i:'Ual e, 
accounting which is' expected'.:to: beg-in ::in·1993 ~4, i, GTEC' u:secl 1991 
as the starting point-'for: :pre-fund':i:ng-;" -However, ~Pac;i:fic';:'-Be'l'l :'used;~": 
1989 as 'a: . starting point beeause·"that was:·the'·yea'r',that:~·:tts;o:"·<- , 
shareholders. :paid: . $134 'mill'ionin ,·tax-deductible -contribut'lons:to- li'.·:;' 
collectively barqai'ned·':VEBA'. '" >:,,< ',~': '~) .", '1 ':: •.. , ,,~.:;" "'~ .. ,. ~.:'.<':,:~2 "'t. '" ,. ", .:'r:! 

To mitigate rate increases~«: Pacific' Bel'l;~ "'requests:' .:', ,',': .. ' 
authority··tO:,recover· a $20s.:mill:ion,,:revenue·requiremerit':::in 1991, of 
whicb:$1·17 million; perta'ins·to-:Pac1-tic' Bel'J:"s',;19'S9 '''pr~funded·':I· .. :' ,~.;~,:' 
contributions ':and"$91' million :"to; :its'·'I99 O· ·:pr~tun'dedicontri"butions·.: '::; 
In the~:19g:2" calendar' yearPac!f!c BeIl'will' ·:'request·;':a:uthority ;~t'ot, .. 

, ' /'.,' '''.,' Y,. ' • ., :-. ~ ...... 
l., .... ' ~ '~. ,~ ... -----', '" .',""" 

4 - ,FASB'-S, of,ficialPBOPs.s.tatement >coneluded~tha.t : entities. must ' .... 
beqin to accrue their PBOPsliability in fiscal yea'i~s' beginriinq' .~. 
after December lS, 1992. 



recover a $123 million revenue requirement ~'rcsultinq:.tro~(1991 
contributions"ot $67 mi,llion' and :"19:9Z., contributions: ','o:f: '$5:6 million .. 
The 1991 and 1992'revenlle -,requirements::woul:dcause::the. ':averaqe', >"', . 
residential,:~eustomer"s ' bil:J;i. :to . increase -;$.O:':S.sper<month" ;·.:and/$O:; .. SO :':. 
per month~:respectively~ 

other Benefits: ',: 

~, '., " _,.I. ,.J 
, " 

'", • ..., .... ,/\., ~';'.:, """,' :(, .: I' ,--

In addition to the net >present value, benefit: identitied',,"".: 
by GTEC and Pacific Bell, the respondent,.util'itles.identitied other 
benefits that, should becons.iderec.:":"i:ndecidinqwhether",to,:pre-fund 
PBOPs ,cost .. ' This isbecausc'the·pre-tunded contributions: will'· :be-' ' 
invested in: plan' assets and. earn a 'return'" thereon.:':', Absent, :pre-', 
funding,.. the-.PBops liability:will continue to· qrow.:without,~the 
benefit or use of tund.ecl ,assets acewuuJ:ating tax: ,frce.·,~," '.'" 

',Witnesses :for the: energy.:andfcte·lephoneutili.ties ,al'so. 
testified that ,ratepayers wouldbeneti.t.~rom'theaccumulation. ,of:· " 
tax-deductible contributions and tax-free earnings, in, a': 'trust .... ·; The ," 

utilities will' be '''able to use ,the' tax free aoCUltlul:at;'on"~ assets 
to lower .the' overall PBOPs costto,":ratepayer$~"Ratepayer,:shoek" 
will beredueed . when full pre-fundinq .. is,:adopted, 'an iss.ue .::.tol'be ' '. 
addressed : in' Phase II of this invest:i:qation~,.' ". '~ ... : ;;:, .'. 

,.Another major benefit identified by these ,ut~l;'iticsi$ . 
the mitigation of inter-generation "inequity which ·results.:,::trom. ':the ,'. 
current pay-as-you-go method of payinq. PBOPs., .liabilities.....: . ~his" 
inequity occurs because current' ratepayers ::do-"not . pay: ~the, .. cost of 
PBOPs benefits . .beinqearned.,by utility employees.:tor, services 
currentlybelng rendered. Therefore;:: future . ratepayers are.: ,:'" . ," 
required to pay for PBOPs. benefits previously.earned, by:the' ,: .... 
utilities'. employees_The,utilities :coneur that PBOPs: 'benefits: 
should ~be .' fUnded.' incrementallY'over ,: the ': workin9',;'11vesof':employees' .. ; ,:: 
as these benefits are earned, similar to pension ..benefits:':: ~',:,y, ':-'~,~:; 

, , .. 
I ," • ~ --

' ......... ,>' ... , 
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.' »lA's ()pJ)ositi911."'· ;,";.; ' .. ",.',:', :;",,; <:: • ".:' .': .: .. ',:. :'i ::.:~: .:, I., '; ",':)" /~ .'; 

, ORA:'s,:witness(~Loy:'exam.ined :~the ,'e'f!ects \'of adoptinq~,,::: ·:.:~''.(I~.'.J 

pre-funaed PBOPs .. contributions £or :~ratemakin9 ,.purposes' .:and ~_.: ,"': "::" 
concludeCi;that.adoptionwould not-.be, .. in ,the.ratepayers.'.:.1:>est.: "j,.::;' : 

interest. He concluded that adoption would result~,'in,~in-ef:ficiency ,.," 
and in the application of an unsound ratemakinq:prineipl'e:: Loy's 
conclusion is based on the . following-:: -::<, , -. 

Al:!ility to Pay Benefit . Expenses . -_ .. ,. " 

Accordinq to ORA, the.primary benefit ofadoptinq 
pre-funded PBOPs is -that the utilities . risk of..:tinancial defanl t " :' .. 
will be significantly· reduced. . 'this I.' is, because··.pre-fundinq results. 
in the.accumulation .of· assets,.:or:acushiono! assets,.:<to.:offset ... ,.' 
potential liabilities •.. DRA concludes ,that. Cal,ifornia's;.:requlated
utilities, unl:ike :!irms in·competi tive ; markets ,.: ~are ',.al'ready 
authorizeda·fair,'rate of'return:- therefore,: 'their"risk~c>t default 
is effectively el:i.minatec1. .. · '.. ... ",' "'" I.:.":.:' ::::.:"-:-,: 

ORA 'maybe correct.: However ,we' remind ;DRA. that the:' .. 
level ot risk .is. an inteqral,. component, of the. rate , of '-return ~", ' 
consideration:. The lower ~.the,utilities I,·,risk,.: .the ·lower:.their" 
authorized rate of return. concurrent with th·is:lower ·:rl:sk::is: the 
ability to :o})tain lower interest : rates .. for' borrowed ·:fundS:.,·,from the 
financial community.'l'heretore,.the,l'ower risk-;will,7benetit,;the "" 
ratepayers as'well as the:utilitfes..:.' '. ~ . 1/, ~ 

.Health care Cost· cont:ainment'.: . ' .. ";'':~~''< .:. 

Becausepre-fundinq' will, establish:.a· pool of .assets':. 
earmarked to. offset tuture, retiree ·:lDedical expenses,. i t ~lIlay" provide ') 
a significant· disincenti va for eontaininq.-:benefit ,::costs,.;;!~·:; :~:": .... ' >J"; 

Pre-funding may undermill~·. the (efforts. . by "management '. 'and~.labor .: to, .... :: ;,.' 
increase 'the efficiency of. benefit ·provisions,and·reduce.:health: . ':.:~.' 
care cost ~lation .. C" ~. , .. ";"" ,':.,.,.,', •••• ,< .. ' .... ', •. 

We will establish cheeks and balances to reduce,. it not' I 

eliminate, this concern. At the same time we will expect ORA to' 

- 11-- :~: .. :-
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scrutinize pre-£urided: PBOPs" costs \ -and, activities.:. as, a)·normal:: part: :.: !:: 
of thei'%' general .rate'proceedinq,·'inves.ti9'ations;..::',.··~:::' '::,':'.,: \ ;~, <:; ,: '.'.< 

:", OR 'of RAtepayer 'FUnds' :;'I::;,-~""" ';,' "".;::'; ,:.:;;' -'I;': ;:.; -" 

ORA believes. that 'existing: Internal:' Revenue:service:: '(IRS)« 
and Empl:oyee Retirem.entJ:ncome Security.Act '(ERISA)' statutes cio· not 
ensure ·.that utilities'" employees will:-- receive the ·PEOPs.. benefits.:··· .. :. 
that .they. earn. and that ,utilities will'not divert\PBOPs"assets~to- ,:"(-
othel:"purposes .. ,':,' + '-." ,.~, ••• ' '') .. ::-' 'f .",i':>',-,',:~, ::.'-' 'r'·~-~·, '.'. 

Howeve~,. at. the' ,'same·time, ·'ORA:' ·recognizes\that:)the·~ IRS.:, 
and ERISA statutes and the National Labor Relations. ·:Act; . (NLRA,) ,:, "";':, '. 
preclude the commission froxn negotiating specific PBOPs;;o.utcomes or 
contraetuak arranqements. : ;'. . .. i~· ~:' . ," )")"/,,,/ ): /';r:I:~. 

'-;We.X'emind .DRA. that ·the IRS,:. ERISA· and. NLRA:'.statutes~ do ,.,:',.,: .. ~' 
provide substantial protection to ensure that PBOPs ·funds 'are:' used": .... 
only for .PBOPs,benetits,.,· such ,as ,the establishment of. trusts, and 
that they· 'impose. substantial' ~penaJ.ties~ for· ,di vertinq.PBOPs:7 funds ~ -

However,' as in our Health',Care ,Containment' d·iscussion. above:,.·"we ' .. 
will i:mpose additional checks and balances in this order to 
alleviate . concerns that .these funds:xnay:be: used', for: unintended 
purposes..:' --:' . " . .,:'. •• "'~J' ";.' ;~ .... " ,i \/.: ,,:., ..... ~ ... j ,.~ " ' • 

. : 'RAte' Shoelt 
" ...... DRA .·believes. -that rate ,,:shock maY'be.;·unavoidabl:e:·,i£::the~: '-.', ': 

utilities. are, allowed to ;pre-fundtheir.:PBOPs:lial:>il:ities;. ;;.ORA ;.,,:.::. 
cites D.S8-03-07·Z,a 198'8' comm±ssion ,investigation-::~into;: whether~ .:':: ", 
FASB statements should ~ adopted ':,for .. telephone-:util'it"ies:;. ·whic:h.:::, '; 

denied a utility request to use FAS :No.'-87'.i,,_Employer'~s'rAceounting 
for Pensions·,.. ,:because' otrate. shock. • .. , .:'~ 

'.' .. ':: ORA:'s. .citation is .taken' out· ot conte)Ct.,:-,: DRA:ds·:·correct·".':.Y;: 
that o. 8S-03-07~-addressed . telephone ,util'ities~'~ pension-~ ,costs~ ,and.. :., 
did not adopt .:tbe- FASB. 'draft_,The .' issue' in that: order:: .was ... whethe:r:·'.· 
we sh~uld,.eontinue to· use' the aqqreqate--costmethO(l-:(ACMl," or .ado~t,--:", 
a "'preferred ,pension method_'" . The ACK.: xnethod.proj'ects-:.the..;· "'.:"." 
employee's total benefits at his/her expected retirement date. It 

- 12 ~- .. 
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discounts tbe:> total , benefit,: on a):present: va'l;ue basis.,:J "and: ::, ,\ ,. ;~,:: ::~"::::J,::~ 
levelizes, and spreads the result/tover: .future: (years;;.;:Ra.te·::.shoCk:'::: /:, 
was not the issue. Further, the telephone, 'util:ities_'were',:not 
recovering> pension expense on: ,a:. pay-as-you-go basis .. : "'- ",' 

Similarly, rate Shock, is"notthe,:driving:"~force ,in:. this 

investiqation., 'l'he issue is ,whetherpre~tundinq is:' ,in"the~"bcst 
interest -of ratepayers .. " In; .granting-' .r~teehanges .we are;.alway.s:' 
concerned about rate shock. However, when rate shock has",oeeurred ;', 
we have authorized procedures .,to mitigate the'shoek,.;, ',s.uchJ:as 
phase-ino:f.: rates.; , , - ' ,.,' , ,,-.:;:, :;;,:: :': :;'c:, ~,"', " .. 

/~,,:~.~~r <.: .~ '> ',";' "):":, "'"V~::''':. ~'.:.,.;: '.," .. ".~'.;~'':;~~ '_,J:";:.:~ ' .. :",.~ ".,I~ .. ' 

DRA believes that the adoption of ,pre-funding"::at':this'::', X',~ 
tilne wil~ 'preeJ.ude, "'this Coxnmission:: fromchoos'ing ;a~ ,:superior 
alternative latero~": " ".' ,', .,' ,', 

j I, '.' •• . t'. :::~ "i',-.:.: ::, (~ .. ; .," " -.) "_..I •• ' .r .... 

, However, noevideneehas" :been 'presented ,to- ~shoW";':that ~ 

utili tie5~ mus.t continue tundinq a plan ,once it is.: : established.;-' ::
rather than,' chang-inq .pre-fundinq plans .or.:utilizinq, :lI1ore than ':one 

.'./ 

"" 

plan. . ,~', :~~I";I , . .'., .. ;,.,.: .,.r.,·~~,),:,.::,,;' ... ~:~l .. , :'>;:>~,,\('\""."' ,\.,~., ... 

Reterring- to' D.;8S·-03'-072,.:,we do 'not find :the<,"superior)"." 
alternative· arCJUlllent to be a determinative factor. There eould<:·:,:.:"':-' 
always be a superior plan. However, so long as pre~tunc1'ing is in 
the ratepayers' . best interest, ,the .tes.t':tor,,'determfning ;whether 
PBOPscost should be recoverable in 'rates "is ,whether-reasonable:.: 
cost will be incurred as, a;res.ult:;cif:·,the~plan~' not .. whe.th'er<the' 
particul~ PESOPs-' plan is. :tM superior'p1an.· '" " ',Y ...... , j _._~ ,,':;: 

,·Net' Present Value"Basis :~/.,' '" . " ." .. ,)', " ... , 

ORA concluded from its .analysis' of the ,:utilities'>' , 
comments::·and'testimony: that, they ,have·;not ·met·::theircburclen of proof 
in establishing. that pre-fundinq ,is.- ;'in· ,the best· "interest' ;'of'" . :'. ':'.,'':: 
ratepayers. Al'though- we have, .assUll1ed~ in Phase':r~, that :,taX';. ,.',,:.: .• '" 

benefi;ts will'resul t from. ,pre-tunclinq:,.' DAA believes.:tha.t:the'issue ':", 
is really whether,pre-tundinq: will result ~in the*lowest;.:cost .. ","·,,:," 

- 13 -:::: .. 
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, \ 'DRA opposes pre-funding':':becaus'e.':it: would 'allo~.utilities 
to : raise rates so< ~th.at· .they-could;' .:receive. ta)C bene-i'its;w·,,":,.:::. ,;" ',. 

contrary. to ORA.'slowestcost~ scenario ,.' we.-, are:-.. ,concerned:" " 
with reasonable cost as d.iscussed:in O~88-03-072and" in: ,this.·,order: ... :' 
The purpose of this' phase of the' investigation',' as' stated,..in the 
order instituting the :investigatio~,., is to study"the: benef;its ,and .. , ," 
costs of pre-funding 1 imi ted to-, tax-d.ed.ucti:l:>le': contributi,ons,' and, to: 
determine. whether pre-~unding, is "in the best,' interestof;::t:he 

ratepayers •. ' ,,':'r':, ,.' .. 
" 

, ZlRN's Oppositi9J) ,," .,::; ',' .... ':. '{:.'. ~', .... ," I 

.~Although:~,'r'ORN offered :ne: witnesso~:testimony ,::in~:;this,; .. :::,":·,' ,\ 
investigation~,,':.it expressed its,concern'ab~ut pre-:funding:::;PBO~in ': .. : 
its PHC statement<provided on,;the firs.t,day. of.,the evident~aryc 

hearing .. ' Like 'DRA,. .TURN bel:ieves. ... that ·pre~:funding: is;p~Qmature. 
TORN believes that pre-funding will :result ,in':~increased: revenue.;, 
requirements,., that there, is" a general, uncertainty abo.ut, tJ.i.e", 
economic and, regulatory ,climate,.that,;·leqislative,chanqes : could, , 
impact tho tax, dccluctibility ot, pre-funciedcontributions".1 and:that, , 
it is questionable whether ,ratepayers would receive ,:any :benefits.. 

Discussion of Bet Present Value and Penetl..!d '."';-
In' issuing, this investigation, we stated that,:pre .. fundinq " 

makes sense', only' if'on a·present value .basis, .benefits can be 
realized by takinq advantage of current tax~ regulations.,. ,. 

G'rEC~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:ibutions .. ; ." 
A G'l'EC $28.8-.million pre~funded. contribution in .1991.)will,",result,in. 

, . '.'~ .-, 

a $17.4 million revenue requirement tor GTEC's ratepaye:rs~,::::" "",V:" 

Continued pre-fundinq.:' will, result, in: a revenue requirement 
reduction with ,an incremental net present:valueof,$82.S,.mill,ion ..... 
over; t;he' 20-year. averaqe·,'G'rEC' employee;,eycle. -;,,: .. ,\.,.':~ ,:,~" ",: ~,';", 

j"" 



'Not'onlywiJ.:l· G'l'EC"s, :ratepayers,;£ace: reduced. costs, they 
al~o will benetit from, the' appreei:atiorv.otipre-'tunaed' trusts ".assets.:; 

and' the' accumulation,ot tax-tree ':trust'earnings •.. : 'rhe.utiJ:ities' 
PBOPscost will thus be' "significantly-reduced. ",f' 

Pacific Bell's- analyses, shows" that its ratepayers"~:will~ ," 
receive similar benefits. ·Pacific<:Bell·;proj.ects. a $:3:15 .mil:lion "·net· .. 
present· value:·bene!'it bythe'year':20'04>':',' " ' .... ",..,:' '. 

DRA'opposed' GTEC"s. and Pacific .. · Bell"s . ,present '.value 
results on three primary ground.s. First,. ORA did not bave ... an'. 
opportunity to analyze the utilities' present value: .. studies. 
Al though -most ot the utili ties" results were' tiled :'on' August 17,. 
1990, ORA did- not send.~ any ·data· requests tor detai·ls .ot, the . studies 
until the prehearinq conference' on September 21 r '1990.' , :' .:: ' • 

. '. 'Second:, ORA does not believe·that the' present:value .. 
studies' were prepared by independent actuaries .,'" Both,:G'l'EC' "and, .. , 
Pacific Bell used. aetuarial'atudydata for thoir analyaia.: 
However,DRAquestioned theirvalidi ty;. because . the 'actuary's .. 
letterhead was.' not on each :ot the ·workpapers·. supportinq .. -the-::: 
utilities' results. DRA expressed.'a .coneern·that the results-may 
be ~inted. even it the utilities ean demonstrate:that:the.', 
workpapers'were prepared. by certified.::aetuaries. ':':''l'be'actuaries c:lo 
not represent ratepayer. interests; ·:they represent·· stockholder 
interests, aecord.ing toDRA~ "'~'::.. , 

.. Third, ORA asserts that the-utilities did not:':sbow the 
net present'<value analysis--as: instructed·by:the, order:~institutinq - < 
the investiqation, specifically the·:utilities" net;present"value--:' 
study ·did·not compare the;pay-as-you-gc> costs witb.:'the'-,pre-funded:', .\ 
accrual basis;' . . . :.' .,. .,'" . " .. .- ',,"; .' .,' : : :. - .:' .: ,.~ ':;~; 

DRA's opposition,·to GTEC'.' and"; Pacific' Bell'a~:net)present 
value . studies issuperficial:~' DRA. had adeCJU.ate'~ltime.:;to~analyze.·:"",' '.,: 
GTEC"s" and. Pacific Bell's workpapers, but unfortunately;~·cb.ose-:-to 
wait until the prehearinq conference to begin sending data 
requests. Although this investiqation was established on July 18, 
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1990'" most parties:, including"'oRA,.: were aware .. !severa:l·::months .... prior <~~,:: 

to its'issuance.:that .the' comm±ssion: wou'ld,·orderrth.:is i.investigation .. , , 
As to the reliaDil:ity' of, "actuarial data,.: G'I'EC: used·.an' "" ..•. ( 

independent ,actuaryanci,Paci!ic ,Be·ll 'usecithat'of,its"affiliate 

Pacific .. Telesis. ,Contra:r;y' to· DRA' s concern,,' certi,tied . actuaries " 
and. independent actuaries base,·their proj:ections, on statist-ieal,' 
data, and not on the interests of a particular group:,sueh"'a;s:>,, 
stockholders ." ,," ;" , , " ' " , 

I!:we shared ORA's concern'" the solution would~ be: ,ifor:the',' 
Commission,' to retain its .own:' actuaries. 'However" according: to", .:'" ," . 
ORA's argument,., the actuary .would then;De looking after the :.",J ,:. ' 

interest of the Commission,. rather .. than·those of the. ratepayers' or .. , 
the stockholders. We have not retained actuaries to contirm'the: ' -
results 'of .utilities' actuaries in ::prior :'pension matters :and we do, 
not intend. to do so. in the . future for. either pensions' or' PBOl?s. . 
The :burden: of, proof in :both pension ,and .PBOPs ,proceedings . rests ,'. '. 

with the utilities. Like test year est:i:mates,. actuarial',. ,. 
~ .... , 

assumptions use projections..;:To,.the .. extent that, those proj:ections 
are incorrect,: thetest~year estimates will not·:be-accurate.:" The 
testimony intbis investiqation has not demonstrated, that c..the· " .. ' 
present value studios developed,:by aetuaries Are, flawed.·,;-. .~, 

. Finally ,. GTEC's and Paci'fic Bell:'sanalysis does:comply 
with tbepresent value study .called.:"for,in the.orderin~titu~in9':"" 
the investigation. The investigation·:statesthat pre-funding'makes. 
sense only if the utilities can demonstrate'.:that,.;on,a p:z::esent.~, ." 
value'basis~,' certain benefits can :be;-realized, bytakinq advantage 
of current tax, regulations .. ,.The "certain benefits", called:,'for,·in 
the' investigation: Are . not defined;;: however " Doth,.G'I'EC"and.,Pacif,ic ,~:,,:, 
Bell demonstrated. the existence., of,monetary:bene!its,.,from: "'~'::',':' "', -:::' 
prefundinq. Whether. these monetary ·benefits. accrue; to:~the 
ratepayers or ultimately result,.in'.,lower rates depends on".our .. :.:,' 
determination as to whether'.orto what extent Z,· faetor·treatment .. is 
at'forclecl.' :It· is, clear however,..,:that ratepayerswi,ll;,not De'.iha~ec1;~~ 

- 16--,,' '. 
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by 'allowing; . Pacific ·):)ell'and· GTEC' t~. prefund:_, ' "By .this'·conc:lusion; ,: '.:';': 
we· do. not intend. to: prejudge the: z~ ,factor: '£ssue.,:as: . that; ; remains:-: G~; 

open for the next phase of this ·proceed'inq.. . ", ':.. ..)' '.\ 

We have found' that the utilities· have:substantiated,:that.·. 
pre-funding: ··is "beneficial to· ,the. ratepayers';,: on '·a-'.'net ; present :value' 
basis. However, other iClentitial:>l&' beneti ts' and :detri1nents,,~should.·;;, 
also ):)e considered. . - , . '-: .. : ::,1: ,::,,;<: .:'::., ' .. : .... 

An additional benefit identified by parties is:,the: .. :'.-:" 
elimination or' alleviation o!inter-generationinequ'ities_~ Such 
inequities"occur .because, unlike·p.nsions,····current, ratepayers pay·.··:< 
for PBOPs' benefits only . when they are. '.actually:paid· ~to· ~;employees \ . '.:::" 
even' though' the employeesa:reearninq ·:PBOPs:):)enef:i:ts. throughout,:···: 
their period' of employment~ .:~~·,>.~o::;:~:.:"·:;, 

No party argues that PBOPs. bene.fi ts. are' currently '.'1~aid: .. d I;; 

for in a manner similar to -pension benefits~ :.' Since at l:east;19:54 '::.';: 
(Decision 50253 53 cal.' P.U.C;27S, 29'2) j.: : the Commission, has·"".::: 

recoqnized the social benefit. of maintaining Ya sound·:penSion "fund,:"~ 
and· bas consistently held' that ,the.:funding, 'ota pension(.in;'advance " 
of the utility"spayment of ·bene:fits·,:is a proper:current·.cost:~ot ':'., 
service.' On the other hand, with the exception·.of Socal~Gasi": ... 
current ratepayers do not pay for PBOPs :):)enefi ts .being earned::by. 
the . utilities'" employees while serving the ratepayers... . Rather , 

they pay only those PBOPs benefits ·to.· utilities' employees.::who:~ .. ' .' 
earned their benefits ina.prior:.'timeperiod.· .-This:.results:··.in:·.an ,':' 
inter-generation inequity .<' ,,; : .<i '.' ". : .. :: :.:" .;- ;..,;';.:::::: .:: '~' .: .... t.;) •... ;': •••... 

;'. "''-'Pre-funding PBOPs to·'"'the extent that <contributions: are:.,; :"V 
tax deductible will not . eliminate ";the '~:i:nter-generation.:::inequi ties.: ';, 
but it will· result in a more'equitable c1i&tribution·o:t~the·:.·PBOPs'.<:·· 
cost burden, between ratepayer'generations..,:.: '~.'.,'::':";':>:.:';:) .:: 

Even DRA agreed· that' if accrual accounting ,<'as proposed,',':" ,:~ 
by FASS; were adopted, then pre-tundinq·;would result·:in-:-.a more> . ~' .. ;. 
equitable distribution of the cost burden between·: generations '. of'·'" .;') 
ratepayers~ . The FASS did: adopt accrual·accounting:;,in.:December:':.· '. 

.. 

• I 



1990. Pre-fundin9'~will' elearlyresu:lt'.,in,a more'equitable:;'; ;::-, I~": ,: ;:~. 

d.istribution of, --the' cost" burcien'l:Jetween: '9"0nerations.:ot: ,ratepayers:;. :.::: 
, ':. PG&E cites the. 'pre-fund.ing-:of nuclear decomm.ission±ng'/; ~ .:~ ::; : 

costs as comparable to- thePBOPs :,pre-funding issue...:- : ,In'; D~S:7-03--02'9:' 
we found .that,.it, is. appropriate for,,'eurrentratepayers 'to'pay;the'ir ,:;" 
allocated .. ,., or 'incremental,::,' share·,'of,:.thefuture costs'of.,-' .;',';'::::" '. ,::, 
decommissioning nuclear facilities. The goal was the fair 
allocatioxl' 'of ': <?osts, to the ratep~ie~s who benefit, 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 dec:ommission:i:ng costs or'pension c:osts~" 

,-. 
Again, the reasonableness of pre-funding the entire.'PBOPs liability 

., . ' I ,.~.. ",' , 

is j,eft to Phase' II of this investigation in which' respondents will 
bC! required to domonstrate tho.ttundinq ot thCl totalPBOP's 
liability is in the ratepayers' best interest. This phase o':f'the· ", 

• ~ • " < I' '"1 "; " , ~ 

investigation is,restricted to pre-funded tax deductible 
• '. '" " ~ , •• "; , I' 

contributions. " I,' :;,:','::--, 

~ ..' I~ 

The 'primary detriment " identit iedby : the J,'arties to- this 
" . ,'. , ..... ,",'1 

investigation is that pre-funding will increase current rates. 
However, nothing is free. Pre-funding tax-deductiblePBOPs 
contrlbutions are in the ratep~yersi" best interest ~~., 'discussed 

\ ~ ." ~'. ,~, \' , r'o" , _. . .'\ 

abovo . and will: ·beadoptod. . .. , , " .., 

Revenue Reguirpents and· Justification 
In or,dering.this investigation, th~Commission .restricted 

'"~. < '_.., • • ",. , •• .. • ~ " ".. • I. 

the . first ,phase to consideration ;ot ,allowinqutilities.,to. reeover, .. , 
pre-'tuncled tax~deduc:tibl~ eontributio~s. The order" ful:ther " .', - . .. ., 

required. that in calculating their revenue requirements, the 
utilities consider only *the amounts that will be currently 

deductible as tax expense. * _, _ .. " .. __ ._, ..... __ ., 
As discussed on page 2 of the order .institutin9>:the~ .. ,;:: 

investigation, preliminary estimates show thatthe;Unx:ecorde.ci.~BOPs . .. '.. ,", ... .,._. .. . . ..... -~ ,,'. '" '.' " . , 

liability tor california utilities may be in the billions of 
dollars. The data provided -by :eaeh"utiiitY were not', developed ';on 'a 
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uniform basis;;",therefore,. .:.it'is,:diff,icul.t"to, determ:ine:·rthe-',~:·'·~ .,»",;: 
respondent utilities', total ·PBOPs;~l'j;abi:tities:.:-:<Howevel:', ,the:x~ ,; ~'::'":",,, 

followinq- :table-estimates 'the :tobl :PBOPs 'l;,iabi:li ty';'::acld'ftiional 
expenses-- 'and additional revenue, requirement, . needed· to, ~pay cfor .' ::." '~','~ 

tax-deduetlblePBOPs contri.butions.:;: Unless',:otherwise' .·,identified.,:, 
the f.iguros represent 1990' ,data as ,provided ;by the·'utilitics.·. 

i ~.; 

'j ., Ediso~ 
,PG&E, ,,' " 
SocalGas 

.. '.'San: Dieqo 

Telcmhonc· 

!fater 

" Southwest . 

~&tt, . 
, contel 
GTEC 
:Pacif.ic Bell 
Roseville' 

•• "i' 

1'O'lAL .. ., . .' "ADDI'rlONAL ,..' 
LDBILITY'EXPENSE , .. ,- "'l@?EN'OE"" 

(Millions :0£ Dollars),;, .1::" 

., '.,. .'. 

.,', ""$"', ',435.:0:.; . ;'$·";·15;.:0t.: ·{,;'";$;',"'l,:t .. Z:,, 
, 66 .• 7 .... ".,.,. 4,6.8': 

'" \ . 

, '3IT~:O: 
, ,:NP' .... , .. , 

,Z.7 ~, 
.... ".:.,,; 

,,' i • I •• : ~ ..', '" • -~ • .' ; 

. .. ,N'P r"" . NP" ., .... 

NP 7 
2.,.000.0 I .... ' •• , .,. 'NP'" ' .. 

. .. ' , .. 
• I, , ('" ",,,' 

.( "", .• 1"_ ,,, .. ,,' 
,.1 ~ '~l'. §-' ,. , 

, "'NP' ',' .. '., '" "'8:.9"'" 
, (-. ,}lP." ; :~ .. ~.:,. (",:.' ~. ~ .. ··2. & ;~ 

_ '. :.":~:,,,l).'.).~):~~ '~)'_'J:,,~~:J'~",,~,)c: 

~\ ..,., .. ":' ''\:. ., '":.'. ': .. -:; "' ..... i'''' 
1,-, .. .''''~ ", '\ ;": 4--: C"....: :;".::" 1:: -' .. ~': .:, .'~ (." ::~. 

$ 2,772.3 "d'):: 'I c,~. ;~239,. 0,:,;: ;, vi .$: r?--7,?,-:;~:. i " 

'CNP:: - ,Not:: Provided,)1'.-' '.' ":, .. ; , : .. ' '" ",:." 'f' ':. 

The:'~ove table sU9gestS" that'calti~rnia~ -ut:tfit;r~s have 
incurred' a-' sUbstantialPBOPs' :l:iabiiit~?}~:ln e~ceS:s) CJi $2:'8'('~bi'li:L~'n"'; 

: . I ,,' .:':>_.~:' ~.(::_.," .... :: :"'.~"j:;:' , ... :'·.::,,1: ..... :<1:.::: 'j: ~;''' ..... :~'_.1 .... '.1 ';.;. 

'. ,."" 

5 Represents.· l.9:9:];' data.:.: .•.. :, . ' 

6·:JR~pr~·s:ents: ;i99i'··~d~12::.:' ',,':: '::" ::: ,.,::; .:~ :::,~:: ' ';'."".:: .. :.'.~.';: .:: ~',~r.\.~ ',C":i:i": :::.GT:" '" :"~"Nr,~::' 

>_, .;;:');, ~;.,; '.-:': ,'~, ':,.:, \':,7, ,::,>; .. ~.~.~":;,I ·.~~~.>::..;:,~.;:/..:::r '~O:~ ·C:~'~'.,:J,'::..:.:,.::! 

.7, ~epresents l.99Zestimated ,liability .•. " . 
.... ., ",. _.. ... r,: ~ ,"", •. > •• ". ". • ..... , _ .... '", ,J" ~ ',"" ' • . j ...... . ,r'::>:::'I':~ 

8 Represents a 1989 est~te. 
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dollars.:LAl though' the' total',' associated;;revenue .::requj,;:cement to.~;r:. '<: :.;. 
ratepayers has not been quantified, utility rates will need to .be l'j','>'. 

inereased'in: exces.s. of· $177'. 9 million:' if:,pre-funded,·tax· .deductible 
PBOPs eontributions-are,;authorized,;'-\'l'o::put':this::'in perspectiv.e,;.::·" .. :; 
Pacific, Bell;'s average residential':~bill, ·xnust:'ibe~,increa'sedo>~ .' ;':: '., .. ": .. : 
approximately: $0~3,7, per Inonth.:.to 'pre-fund 'Pacific BelJ:'.s 1990. ,_ ';,'::: 
revenue' requ:irexnent,', of $9l.0 million .... ; ,G'rEC :would need. to "increase . 
its flat· ratecharC}e tor -residentia.L' service' ,by $0 .:41:-~per lnonth:::, ... 
(from" $9.75 to $10.16-) if G'I'EC,is::authorized to':recover.~loot of;its< 
$17 .4 Inillion proj-eeted' pre-funded::contributions~ .:. :'":,, , •.• ' ,-' ,: ~ : ,.. I 

RetroaetiveBatema)eing A.l:g'uments:,:, ':,~:, ' ..... : - '. ,,: '/":";'.':.:', 
. TURN and·· ORA assert ,that Pacific;. Bell' s-;proposal ',to' .• '; 

rocover ,$117' million of ·19'8'9 pre-tundecL.eontributions.':and' $91,. " 
million of 1990 pre-funded contributions.: in"1991 ',rates"; sho'Q:ld .. ,:not·",,;, 
be authorized because such approval would-constitute':retroactive "':, " 
rate.."Uakinq:' ,-'l'OF<N:'·.explains' that, with· regardto,Paeif,ic;':Bell's 1991 
recovery: -request, . Pacific . Bell. ,stoC}-..holders. .. :began:' pre-fundinC}" ,PBOPs ~,: 
in J.989:· without· Commissionauthority. .. ,- ,TURN.' also _ asserts: that 
Edison's proposal, to pay for 1990 pre-funded PBOPs with:_'''::::;''-~;;:. 

contributions that it intends to .make:: and·to· recover in .. :1'991 eannot 
be qranted"· because it too would result in:' retroactive",:; ratemakinC} • 

Edison;, however,.. :has not' yet, ,begun.: pre-fundJ,llq PBOPs .. '.i ":<". 

EditJon did toctify that it is now:'~stablitlhin9' t\' 4\,)1 (h){:plan .• - 'J -,' ,; . 

However,: the eontributiontothe'401:(h)' plan'. for the 19'9()')calendar '; . 
year need not be maciein 1.9'90',.tobe tax· deductible:.· .. :.A,pr~.funCled:<·",' 
tax-deductible' ·contribution:for:the :l:990'calendar:.: year: can be made 
in 199·1:·or ·:tater ~',In; short,.: only, af.ter this. deeis'ionqrants) i:t:.::,,:: .::. 
authority ::.to~ do· sQ.;,will· Edison~beqin.: ·to':lIlake.eontribut,ions,,:to .its.::,: 
401 (hJ ',plan' :in· "antieipation"'of expen~es. that w.il·l,·occur:,·eyen,: ,: .. '::-;-:;,;:': 
further in: ~the· future.:: ,under. the eircumstances~ present:· here,:'we:-;-<io;" 
not· see··that "the :rule' aqainstretroaetive': .ratemaking. presents.:, any~. " 
obstacle' t.o-:rate· recovery of contributions Edison ,will., make::::to .i ts ,':.:. 
4'01(h) ,plan: after· the- effeetive-,date ,of,thisd.ecisionto>pre-!'l,nd, .. :;) 
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expenses that . otherwise ,"W'ould,.,be: ,paid "by; ratepayers;'\inr;fu:turc~.; ;",: ',;':1/;; 

years:. '"" .. :" '. ,." .. -/ .. \" I" ; , ~} '.),~ ~. ~~ ,,"~. .... ' .... c:' : .... f-.,\·j ~ ... " t;'J ~~ ~": ~"~ r~ .:~,:";..I.:. \ : .. 1<~ ':1 :1. .·V 

, '. ,."'. ,'I'he :retroactive"ratemakinCJ,: arCJUltlents'. raisedxaCJainst~,·, ":',::;'rW 
:. 

Pacific ",Bel,l ,tare somewhat :different.-,thanlthose-- raised:·aga·inst·:" 'I''': ~ 
Edison. Moreoverr- because .<Pacific., Bell·" is' , subj ect. to ,our~, price':: cap.,': 
formula ,. it cannot increase. its· rates 'to ,.: cover " its' p.aOP~;, costs, .. :; ',' ,':, 
unless it can show that ,such an. increase'.~ is.allowed",as:"a:.::z"',factor.,,.: 
As adc\ressed in 'our'ratemaking treatment d·iscussion :below-,-: We '" ~ 

require a better record on which to determine whether ,or ,:to. what::·.,:, 
extent pretundinq and the chanqe-, to- accrual" accounting ,for:- PBOPs,. , ': ':: 
generally, may qualify for Z factor treatment..·, 'I'here-fore.r·~:we:'will" 
resolvetbe retroactive' ratemaking'issues.,raised:with respect to 
Pacific. Bell at· the time we" address- the overallZ factor: issue,,'u: 
the next. phaseot this investigation.',',:' 
'ljminq Authority ·to ,. Fund' Through BateR.' 

Respondents.' were' asked" to provic1e: testimony".on how:. ,PBOPs- '. 

revenue '. requirements should be' recovered ,and on, how, such, .fundinq~: ': . : 
shOUld be treated for:ratemakinq purposes if there-.. :is':a:lag:.between 
PBOPs funding' and the rccovery·o! PBOPs ·contributions., : "'.' 

, Revenue Regp,ire;ment· hcOYexx 
. ,ORA-believes that· the g'eneral.rate-.ease is .the:: most·.:: 

appropriate proceeding for'utilities"seekinq recovery; for 
pre-funded .PBOPs· contributions .. : .. : This. proceedinq.-- enables- parties., ,to.: 
investiqate·· the reasonablenessot the' calculations' .. anc:l.. assumptions -
underlying' the . utility,'s..:pr~-fundedc:ontributions.: ',' ,.~:: :."" 

O-t the· 28:" nued ,respondents··':to this.-invest'iga.tion·" twO-:.:, :.;, 
(Socal., Gas' and Pacific Bell) ~ve already: 'establ:ished.px:e-;f.unded.: ~: ,_ 
PBOPs plans:: and' AT&T" has already adopted .PBOPs' 'accrual~ acco~ting:.~" 
SoCal Gas' beqan~pre-fundinCJ: PBOPs in, 19'87' with: .stockholder, .:funds .. : . :.. 
throuqh, 'a: Voluntary Employee Benetit:Assoc'iation :;tVEBA):: :.trust.,., ....••. ,. ,: ,~ 
vehie~e: and' 'Degan' recovering" i ts"pre-funded : PBOPs:contributions: in,::' 
rates 'effective J.anuary, , 1990:,... .pursuant, to· itS""l;99'O' genera);' rate' ... : '~ . .;;, 
ease:O~'90-01-0l6-.. Pacitic:Bell,..,:which' :also .uses:.:a ::VEBA plan" ~9'an. 
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its' pre-tundi'D.q ',ot 'PBOPs in: 1989 ~\wi th:,. stockholders'~.: money ,.nanClr., has, ," :' 
not 'yet ",received authority to .recover,:its:pre-fundin9·:..cont.t:ib;ut:i~ns: .. 
in· rates. AT&T began pre-funding it5~;PBOPs,:;liability ~in,:MaY~,199,0,:, 
retroactive to .ranuary 1, 1990. AT&T's change was implemented;",' <,":."; 

without a request. to increase,.ratesbecause'unlike:,those~of other 
respondents, ,AT&T's, rates are<based· on.: what the :market ,wi 1;1· bear,. 
not on a ratoot return or revenue requirement.. A'r&1'did not 
identify the. type~ of PBOPs plan- it; utilizes. , . :., '>; 

,Pacific :sell's, and. GTEC's. proposed recovery,mech.anism 
unique. It is' addressed in ,the, followinq·section,entitled,., .. , 

"Ratemakinq'Treatment by Industry ... "'" 
,"Except for Pacific. Bell: and:;GTEC,. ;',the .respondQnt.~ .,'''': 

is. 

\- '.' 

utilities concur with ORA that the general rate caseis_,thei~p:ropex:" 
procedure to recover pre-funded,PBOPs contributions.' :';'l'hex:efore, 
all respondent' utilities, except:, for Pacific.' Bell, and·GTEC,: should. 
be authorizecl. to .recover in their next general rate proceedin9 .. ~'·:' 
those-pre-funded, PBOPs contributions..::that: ar,e. tax deductible~..· .... , 

, Since., the investiqation recognizes, that:. a-lag: may exist 
between pre-fundinq. contributions. and~ .·their ,recovery '. in .. rates,. .. .. ", . 
respondents were asked to provide testimony on .. how. the' utilities, 
should be, compensated. for this laq .<:, " .:, . '. 

Lag ,in, Reeoyery of' Pre=Funded Contributions.., 
,.. ORA. recommends, that. the util.itie&.be, authorized,...:t:o;,~se, , .. ' 

attrition tilings· and expediteClapplications, in .thOse .,ins.tances ,. , 
, " .. '" 

where the utility's requested PBOPs revenue requirement aJ.ld .. 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, -.the-ir, pr~funded ,PBO~s.that ,,~e,taxdeduc.tible: .immediatelY, , 

. '. ~ ... - ...... 'c .•• " _ ~,o-, ,,"., _ ~ 

rather, :than wa"itinq' tor: .. their 'next'genex:-al:rat'e, ease~.· ':,.::; ::;'".' .:.' :.::>~'.: 
Edison seeksauthor1ty 'to''in~rea~e'' :i:tS~Auth'ori'zed":Level' .;: 

of Base .Rate :Revenue , (ALBRRf under'i ts' 'ERAM proceecl'inq :·to:' :recover~" 
.'", " ",; '_"" .:'" 'n'" .' ....... ,~~!., "'" .. " ... ; ' •. ' , '''.,,,.,.:,~:,,~,,:.~.~ .. ~ ....... ":,:.'. t".'",),' ~,;..",;',~ •.. :._: ... ,'. 

, '" '. '.1 "j",. 
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the'revenue ':requirement' associated,,'~fth,=Edisonl's :1990 '::and·~":J.~9'l·~pre-':: 
funded. "-eontribut':Lons .... It 'seeks':'authori ty to: recover:.,i tS i,')19'92 ::and:' ~:.:, 

subsequent 'pre-fundin9 . c:ontr ibutions:'throu9h.·, its:'qeneral'':'rate' ·c:a.se i' ,,' 

proceed-in9S'~:" ' .,' '.~, 

Although: PG&E .. hasnot·,yet·, established a: pre-funded plan; '. , 
it seeks to recover its ·1991,·'pre-tunded: eontributions·· .. as·. an ... ;'·,:):·t~'~: ." 

adjustment to' rates authorizecrin O'~8:9-12-057'~ "·Th.is· decision kept,:'·· 
open PG&E's general ratc"proc:eeding·to;'address',. amonq,:other ./ 
matters, 'the funding of pre-funded PBOPsupon'the<eonelus'ion ot 
this investi'jation. Pursuant to, an October 10:,. 1990'.·AIJ ruling, 
PG&E's Application CA .. ) 88-12-00S'was~ consolidated~ with': 'this:. , ;:; I:; 

investigation tor the limited··purpose of:'address'ing pre-'!unded 
PBOPs'contributions. ',,' ., :, .. ''''~<t'~.(~:~:; ',,-.' 

I,', 

'SanOiego' recommends that an"·interest-be·aring balancing)"::" 
account9 be' authorized<to-: account: for::'any'time laq,between·'the"'·; ., i" 

receipt of 'funds collected:'ill rates- and:' the amounts neceSS4ry~";for 
pre-funding' PBOPs. 'Without: such, a- proeedure~ San::'Oie9'o'~a:sserts. : .: ... ' 
that the stockholders' will'· be· adverselY'impacted because·. they would 
be required" to advan'ce the, necess'ary . tund's.wi thout" ·reeei ving any, "'. 
compensation' for' their use... , . " " " 

Con'I'el's recommendation' :1s simi'lar> to; 'San~O:1:e9'O:I s.,,~ except: 
that Contel reco:m:mends that" a memorandum<account10, 'be-~:establ';ished' " 
to track pre-funded contributions. ···The;' '1Demorandum7; 'account would 
then be'· incorporated into'the,'ut'11ities/ next:: ratemakincji:; ('~c .~: . 

proceeding ~ ': " ,.", 

.~:" L. .....' ' .• :'.: ~:.(: .. 

. :,." 

9'A'balancing account ''X'equires''ut'ilitles ·,to:;'record: and),:traek:<)J~I'::: 
specific acti vi:ties, in, ,their~ accounting, .records. and ,to ,r~l.ect, ,f._ •. ~ 
these : activities in their financial statements..·· .... ,· ...... _, .......... ~, "J •• 

, .' " J .~\ ",', 'f 
.. ,-","",,\ 

1cr ' The 'traditional. defini tion·o:t: a· ,·memorandum , aceount,. .. as.. ., .' 
explained in 0.90-05-034, is a side record which is 'n'ot 'shown on' ~t: 
the utilities' financial statements .. 

,-,"-
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Since our: regulatory: framework; requiroa::. the .::llIaj:or 
utilities11 to<~ile,'9'eneral rate proeeedin9s..::·every:three:·"'Years.~'it .. 
is reasonable to··provide~ a recovery mechanism for··tnose;;util·iti'es·:;···· 
that establish and:utilize a" tax deductible;pre-~unde(PPBOPs·:p!an ." > 
prior to thoir tiling' a general rato';procooding'. Failuro",to':do,so" 
will deny the' util i ties. : an opportunity to· recover' \their:;costs and 
may cause them· to,·re-allocate to PBOPs,eontributions,;: cashr:~J:ow'::',,' 
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:· 
procoeding. s.uch as, a· genoral rate tiling', an attrition·:,:tiling, i or ' 
an £RAM filing as proposed by Edison.",:The'interest rate,:'should ',be ,. ',:' 

consistent wi th' the ,current, Fecleral Reserve, 9'0-day' commercial'· paper . 
rate as reportecl in the Federal Reserve:, Bulletin:;." 

'Edison'should be ,allowed,·:the-;opportunityto.<recover tho 
revenue requirement a&soci~ted':wi. th."·1.99 0"; and 1991 ... PBOPs~, ", :;::;; 
contributions, consistent with, any other' base' rate.: reJ;ate(i , item ,;;:" 
through an adj ustment to the Authorized· Level. of, Base" Rate~Revenue:" ::: 
under the ERAM .. · This requol'lt,"sQould. be··-tiled.,·byan .. o.dvico letter 
filing in·aeeorclanee':with Ceneral;Orc1er 96-Aan(i ... the~:'rate::'inc:rease·'h 
criteria previousl.y set forth,in.::,this.~decision.·,~:; ,'-',.,';,.;'" . ">:. ',I 

bteJmking Treatment -By Industry:'; ,' .. , " -: ,', .', .'::: 
Respond.ents. were, ,asked to; idQnti~y un1quo'/cireumstanees'~:"i" 

in·'. their·:·respecti ve': inclustries· that: could'-, require:'. a ~rate~;reeovery-: ';) ::. 

, .... -, . ;':', .,' 

_." , 
,,--' ~ . 

-----... .., -.1- /.:., .-;.,-! :_' -:-: .-or~:. ,:. ~;;'--l.r',~~: ~.':.;. /.' ........ :': ";','-' [,.! ~:., ~;:~ ~~::.. :~~):: ;:J:~.' ,:,\1.1: ::~',~)':I:-;:.:~ . __ " .'\r 

11 Except for Paeific Bell and CTEe who were placed. on a 
price-cap tormula regulatory incentive program pursuant to
D.89-10-031. 
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'; Pacif ic:;, Bell, And,::. GTEC,.. :,;the: ma'j or,~ intraLATA ,> ~/: ]. ;': 

telecommunicAtions,. carriers", assert that the· trAditional general' . , 
rate ,case. proceedinqs, attrition £i·linqs"; and':adV'ice('letter:~tilinqs~ 
do not apply to-·them, since tha: commission established itsnew"" 
incentive rate.requlation, pursuant.:, to.,J).89-l0-03l~ . 

O.89-10-03l·replaced.,'Pacit'ic<Sell's, and'G'l'EC's" . 
traditional.' cost-of-service-.. requlation with" a . price-:: cap'., index: . 
formula used, to- adjust Pacific: Bell·'sand·-:G'l'EC's. rates on ~ a:yearJ:y; , 
basis., .Incorporated as part· of ,the formula was. a,;*z* factor to 
reflect exoqenous . conclitions..,,: , , . .~;:. '" '" : '" .... , " 

,PAcific .. Bell believes;,that:its::.pre-funded:,PBOPs.:: :.' ,:: ~:. 

contributions:shouldbe,recovered throuqh the *Z": factor in;~its~>',:. 
annual price.: CAp. tilinq because. itis.'.',An· exoqenous .eondition~::I·G'1'EC~:' 
concurs .thAt··the *z* factor'·may.be··applica,b·le toreflect::pre-funded" 
PBOPs,. contributions. because' such contributions. are'exoqenous':' 
changes beyond management'. s contro·l.. ' ..... ' ,'" 

" ,On' the otherside,.ORA: stAtes, that the'appropriate 
mechanism ~or the' major intraLA1'A teleeommuniCAtionS:-:,carriers ,to \' 
recover : pre-funded· PBOPs contributions;~ is~, not'·" the *z* factor; .. :but:'·,) 
the use of *expedited-,applicat'ions~, •. ~' .. ,', . " ." , .. ".:.;:::,' " .... , 

As. to subsequent recovery:proceedingB- for the.'\Mjor" 
intraLATA, telecommuniCAtions carriers, .,ORA asserts,·:that::there is. ·no ': 
need for a rate recovery ". procedure~ outside< of~' the' 'price', 'cap formula::, 
because the inflation and system qroW'th components ',of, ,the.~.tor:mula·' .:: 
provide .for .. recovery of sueb.:costs;.·DRA:,explains: that.;-:the 
formula ~ s inflation. component. Addresses:~ increased':"medical'" costs··and ;. 
that its qrowth' component addresses.:investments·,and. med.ical :cos~')::~ 

Other utilities such as San Jose Water and SoCal Gas 

acknowledge that a unique rate reeovery mechanism is not necessary 
for the water or energy utilities. However, if the water and 
enerqy. utilities' traditional cost-of-service rates are replaced 
with incentive rates also a unique mechanism must be establ,ished"·,·,, .. , 

."" _ .. . , "~. '- . '",.' 
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for these'· utilities·: to.· recover 'their' pre-funded';PBOPs:"'>::;' ':.":;- ';,,',;:;,' '.;; :-,:::-; 
contributions. '.' .. ,I " .':;. I' :." ... ', 

. - - There is no-dispute. that' the . newregul·atory,. ,:rraxnework~, for~, ,: 
maj or intraLATA telecommunications carriers' replaced the: standard·- ,'; Y·.· 

rate recovery procedure with,: the ,price,eap' form\lla .. ' .However,-:,:it:- . ',' 

was not our intent 'to. re-utilize- stand.ard rate' recovery mechanisms.' 
To do' so. would· eliminate the usefulness of the incentive--,requlatory 
environment', as. discussea- ana: aaopteCl in ·D·.S~-J.O-03J. ..... Tberefore, 
Pacific ·Bell and GTEC ·should·use ,their incentive price ,eap-:-tormula " 
to- recover' 'pre-funded PBOPs- 'contributions ,via their; annual .. ,price-: 
cap filin9's. ':.";'; ',," 

still in' dispute is. how pre..;tunded PBOPs' oontributions, :: . 
should: be reflectecl in' the price captorxnula. ,On. the one· side, .. ,,:. ,'. 
Pacific Bell and GTEC represontthat .contributions should'be-: : ,'. 
reflected in· the z. factor.: On the 'other side, ORA -recommends that 
Pacific Bell's and GTEC"s. initial contributions ,:l:Ie,:recovered ': _'. ~." 

through an expedited proceeelinq ,anel bel'ieves.. that ,there "is no need 
for further proceodin9s because the px-ieo cap torn".il'aautomatically 
consielers. subsequent contril::lutions.: ' 

Each party ofters '. plausible reasons tor'their recommended 
treatment of PBOPs contributions within the formula. However, 
neither Pacific sell nor GTEC has shoWn that its method' accurately 
meets the formula criteria. The OII':b~ this proceeclinq:req\iired' 
all parties to pro·J'ide test1mony'and eODllnentson'botliof·the1 (, 

tollowin9 issues: . ' 
1. The revenue' requi~ements' resul ting; from; "the:; 

pre-fundinq- and the j'ustifications for',,'such, '.-::" 
requests. 

2.. Differential ratemaking:treatment: for¥PBOPs:,.,: . -
costs tor_difterent.industries, such as 
telephone'"vs.'enerqy'.· . ,.,-: .... ,: ,:.'.", 

" .... , ' ...... ,., " 

These 'instructions required pacific'. B,ell .. and GTEC' to' demonstrate ..... 
why and how pre-tUl'lding .. sho~ld b~ tr~~~ed for' rate~aki~g· p~rp6s~s~' 

.~ +' ", ,.,'," ,.,' , ... ', .": ••.•• ,,<) .... :< .. :~. ,~'\,:. 

The OII specifically mentioned the new and unique circumstances of 
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these two telephone utilities. c. "Ther~new·,·reg.u1~tory~. f.:r:am.e:rwo~k:;,~or ":():;' 
Pacific Bell and GTE California may require that we trea.t~.:thes.a~:t:;· "'j:' 

companies differently than other .companies.,(OII:,p,. ,5-.,,),~,':' To the 
extent that: Pacific Bell' andG'rEC believe:, pre-funding ,and~ ,PB.OPs '. ~ , . 
costs'to constitute a 2" factor, .. lthese, instructions 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', eap.,filinq.; 

The' commission' has had··but a few, opportunities ;to-;.-::eview, ',. 
an applieant"s request for a Z factor adjustment .• :':Theref,ore',·.we >' 

are proviaing further guidance on the' requirements-for a~~coxnplete: z~ ;:' 
factor showing in a proceeding in which an OIl specifical,ly:::. "'~
instructs- parties" to: submit 'evidence'pertainingto'''differential 
ratemaking treatment of PBOPs ~costs, for ,different .industri,es-.,! such, 
as telephone'vs.· energy.:" (011, ,:p.4.::,) " ,:, '~." ~., 

In·D,;S9-10-03.1 we· made it, clear that to· :be cons,idered, for··.· 
Z factor treatment, costs mustllleet :the' ,followinq:', standards.:: 

1·. costs must be ,"'clearly ,beyond-:a. utility.' s:<" 
control" (p. laO}.., . ',~' ,.' .' .' ~ .. : , .. 

2. costs must not be "ref:lected in :the';, . ,'".,' 
economywide inflation ,f,actor"" (Conclusi,on., 
of Law 26) .' . ' '. ", .. '" , .' , "" ". ., i.,', 

.. ,'" 

• • • " I "," j " "", ~ ... r /.' , !"'":., ' . , \ " 

This . decision (D.,89~lO-031'> ,.also> states .on 'page "'lsi "that 
,', • '.'~'. " ,~", '" .... ' " \' no':" "'~' .:;1.1 '. •.. ":",,' ~:~ _A. :. 

the utilities ,.Nbear. a strong. burden to ,show that, any, requested Z 
'. '. r., : .', ~. , ... 1.',. ", _~ .. \. :,,:) ",; -",o','. + ,: ',-:" •... 

factor adjustment reflects only' cost, .increases ~beyond those.which 
.' " " .,.....,.' .,~ '.' ./ I,. "0:' ~.' •...•• : .• ~. : . -" '" 

will be picked up in the economywide inflation factor.-
Given that the record ,on .. the issue in Phas~' :O~~ . i~" ',. , , " 

incomplete, we will direct ,pacific Bell.;:c'I'EC,'ORA, arid other 
interested parties to present testimony and evio.erice·l.n Phase II ot. 
this proceeding which. maybe used to·,determine'if ,the:'Z factor 
standards have been'met.' Compl:f.a.nce.·:withthose· standard.s will be 
essential to a finding that Z factor treatment is' ~ppropriate. We 
anticipate that the' test:tmony' will include a dis'Cus$ion"of:"the 
tr~it:i:on Obligation', projected' pay~as-you-go costs'~ 'pro'j'eeted' 
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accrual~. costs,. .. :. and : how: each~ obligation ,:' cost~ ·.or::other te'stixnony .... ~/~: 
relevant to'.~ the . discussion ~.' a Z .. factor 'is :both beyond. 1 ut'il:ity ." '.' " 
control', anci -:: not, otherwise' captured' in the .~. GNPPI .. :., ·~If ·:Pacj;f,ic :·Bel"J: ., :' -: 
anci GTEC. hope'. to recover'; revenues.~ associated..'with.~~PBOPs·.costs· "".:':-; ',',' 

through a Z factor adjustment,. we'. expect, that.Pacific·.Betl) and.··'GTEC' 
will xnake·. the . required showing in its. entirety in·. Phase:: ·I·I:. 
Alternative Fgndin9:---Vehic1es For PBO~ ., ,"."'~ . 

Respondents to this investigation identified five·methods:-:. 
to' fund PBOPs. They are. pay-as-you-gO'," Internal "'Revenue Code (IRe) .. 

Section 401 eh), Voluntary·Employeos.' Beno·ticiary Association ," , . 
(VEBA)·., pension· benefit enhancement,. and,' corporate-owned' l:ife 
insurance"., " '" ,~ .. ' . , ... , '.' .. ' .... . 

. : .~ .. Pay-As-.lou::Go. .....,.-. " ..•.. ~ .' .; :; .: ". '" '- ; 

Pay-as-you-go. is the .xnethod"lnost ··.utilities'use(:,to'·~fund·:;,,~,;, 

PBOPs. ,Under"this method,· the . benefits. paid-by 'the .utility::are·tax 
deductible when actually' paid~: and are not ,:' taxable ·~to ,',the ::re.tirees ", ." 
when benefits are received.,: '." 

~he.:,' pay-as-you-go method, is' the" least· cost-,method in the 
shQrt tem. However, Edison':' asserts·, that, in: the . long' ',term. "i t ·.is ':. 
the lnost, expensive tundinq, method' because' there' is no "asset· buildup. 
to offset escalation in benefit, costs. ... : 

Internal ReyenueCode' Section 401(h)'" , ." '.,' -,. 

IRe Section 4.01 (h) allows a utility to establ:ish . separate, ' 
accounts under its. establisbed pension: .. plan: to which the.utility 
may make tax-deductible contributions for retirees and ,their:·',. 
dependents •. ' . The 401 (b.) plan,' is subject ,to Employee .Retirement 
Income Seeurity,Act (ElUSA) reporting." .diselosure, . ,'and '~f:i:dueiary , '.; 

requirements. ..The, income ... earned. in' the::.401 eh)."plan accumulates·' 
tax-tree, ,and.·the benetits ,paid· by the::plan to the. retired-
employees anel dependents are. not. consideredtaxabJ:e::ineometo ... ·the.' . 
retire,e., 

. ··However r the" 401 eb.) fundin9:..:plan has :its ·limitations •... ~: .".:: 
First, . the:PBOP::' benefits':. provided;'under, this 'plan','must'ybe';o;;" ' .... ":':: .. --; 
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incidental to the .util i ty.~ s~, overall" retirement:benefi ts:'; prQvidect~ '.:; .:~ , .. 
und.er ,·its qua~if.ied retirement;'pl~ ,:.TheIRC:.de£ines:")s.uc~'~:;'r:.';' .. ; .. ' i~~ 
contributions ,as incidental·, if the': utility's, 4'0'l' (h.)'o contributions: .... ·:~ 7.: 

do no't exceed twenty-five percent, (:2'5%.)' ,of::: the'; uttlity' s : yearlY':, :.,,;. 
aggregate contributions to its, qualified ~,pension:' pl·an·.;,; ;' ,,: '.": '.~ 

Second, the plan must account' for.401(h), contributions, .. 
distributions, and earnings separately. ·No part. of,the'trust,fund··· 
or earnings is subj ect to· reversion until, all of' the~ POOP 
liabilities under the plan, are satisfied.", If reversion. ',takes ,place'" 
such amounts are subj ect, to excise' and income' tax~. :,;:' , 

Finally, the 401(h) plan' is' funded solely with·:re,ference·., 
amounts needed to fund pension benefits and does not reflect,; tlle; , " , 
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 -thIs plan 
may be insufficient to meet· ·future PBOP:,'comm.itmenta-.· 

lolJmtAry EaPl9D9 I!.QM(1j: 6armsaAt19o' I, • , 

" 

IRe Section SOl (C) (9) allow$:,a utility. to· set -up a VEBA 
to provide PBOPs for employees and' retirees •. This· plan cannot bc-' 
restricted. to retirees, but must also, include active employees~' 
The VEBA must be an entity separate from the util'ityand.,must, . 
obtain tax-exempt ~tatus from theIRS. ,. 'Its'funds mustbeus~d 
exclusively for its beneficiaries., that is· employees.. anct:-retirees. 
VEBA plans: are sul>ject· to'ERISA. reporting, d.isclosure,:and; ... '~' .. 
fiduciary requirements... . ~'""'.' -~ .' . -'", 

Utility contributions. to· the VEBA·are tax deductible: l : .,' <' 

within l:imits: 'the ,benefits paid-, by, the"'. plan to' employees:. and '" :~'.':

retirees are not talalble income.' to the'" employees. . or:: retirees;>,,' "., .,' -.'/ 
The . disadvantages. to' : this' plan;;, are.: :( l:). that':~the, maximum.:" 

tax-deductible contributionia baaed 80lely on tbeutility'a '. 'c'" , 

current costs without consideration of in:flation~ (2) income.earnecl";, 
on the plan's investll:lent is taxed at trust rates· unless"invested in 
tax-free instruments:. and ,(3). the transfer Of,· MY excess pension.:-' ':' 



assets. :to: a:'iTEBA: ,tri9'gers::a, 100%, excise~'tax." Most~,of..:the$e 

di~<1vantagC$·ean' beavc>i<1eCl :with,·the ,cs.tabJ:ishment ot,a·,:~,. :,',:~ :". 
collectivelybarqained: VEBA.. ,. .r' ',J oi 

"-, , ' 

-'However ,.:: a ·collecti vely. bargained, VEBAcan.be-; establ'ished:~. 
for the' utility.'s union employeesonly,pursuant:'to; arm?s~::lenqth'.; ,: :'
ncqotiation over benefits ,between- employec rClpre~entatives,;and- the",". 

utility, and. only-if at least, got ot- the.' employees covered:: by. the .. 

'V'EBA are represented employees. The utili ty' s· 'contributions:: 'are:~ , -:"" " , 
tax deductible and· the benefits '·are, not' taxable- .incometc> .'the 
employees.orretirees. ·In addition" .under.the collectively 
barqained . VEBA, ,-ux-deductible"contributions can· -inclucle-:.an·e·l-ement.: .: 
tor inflation and-.incomeearned 'on' the plan's . investments ·is:. not· 
taxed. . . '- ~.' .~. , 

Pensiqn .'Benefit EnhMcgent,. 
A· dofined, benefit pension plan/can be modif.iad: to"; inc-lucie,-: 

PBOPs benefits. This planenables .. a··.:utility"scontributions·,·to:'.'be .' 
tax deductible .. and plan income to' be tax-free', ,anci'"allows .:tor',· 
unlimited· contributions as long AS they: ,are reasonable, :necessary" ':; 
and cie> not exceed: the maxim\lllltbQne~!it: limits. . ,'.;.' .. ': : ...... , ,~. 

The- d:isac1vantaqe, ... to.thisp-1an" is that ·it.·· .. taxesthe-, " .: .. 
retiree on the value of PBOP,benefits receivea.. No·.other. ·plan;:does,-
SO>. . .... , 

.,·'·Q1;i-l·i;t;y-<!wned~·Life·Xnsuron.s:e "',:; . :,~. >.}~: .,:: .. ~, 

A.'utility-owneci, life· insurance: plan'. enables.: a·-.util'itytQ:· ...•. 
buy li£e' insurance' on its employees :orretirees ,and to'; name-:,the·; .. '.::.":. 
utility as the beneficiary.. The.policies'are· ownecl·by:. the-, utility .. v;' .' , 

Tbe premium,:payments arenot~tax ·deductible:;. However,,::,::.tbe;-utility .. ~ ;" 
may borrow-from, the ·cash .value-.to> pay .. its , post-retirement::-.:benCtfit·, 
costs. Interest. onthe:-,·policy·loans . .is·considerea ,aeauctible to 
the utility.' .I£ .:the utility holds these policies. until; .. the ", .. 
employ,ee' or' retiree .:aies,.'the proceeas receivea, by:·the, .. uti'lity;are, 
tax-free.: .. . " " '.,' , .. :,' " '. ;,>."", .. ,' "/'.;: .:' r~::' ,.',;, , .,' '>0 .' :,~ 

.... , ',. ,>.)''1". " j ')",," 
,/",.,., .. ".,. .,,'''' ...... ' .. ,-
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Southwest· Gas and . Pacific . Bell:: expl'ain -; -that::'<' this.- p.J:an.: ," ..... ' , 
provides limited cash ... for PBOPs payments :because :ther.eash'~is:·::,·/::;,:,·,!·; ::) 

generated solely from the cash value of the' ·policios.'and·procQeds.:~·:,:> 
upon' death~ Such. cash may. be' substantially-below, the'amount needed 
to funa. 'a utility's PBOP--.. Since california"law:is~ not:~CJ.'ear-· on· ." . 
whether the' Utility has 'an insurable . 'interest in.· ,its employees·ana>:-, 
retirees.,: borrowing' against the policies: to pay· PBOps:.:ll\a~;be " 
considered taxable. income.' by the IRS. • >, .oj" . , .. " ..... 

. :QiscussigD Of Alterna:tive F)mding ·Vehicles,. .. . . ,.;: 

Although. ORA opposes any:·pre-fund:ing ofPBOPs., ·':it· 

recomxnenas that if a p:re-fundinqlnothod· is.adopted.·: :the . bulk 'ot·tho . 
pre-funding liability be shifted fromempl:oyer:-'contributions, to-· 
retiree contributions through an enhanced penSion plan. ORA 
asserts that this will allow the'entire,'health care .revenue 
requirement to be decluctecl ·trom: .. the utility's' taxabl'e·income and to 
be protected. under the IRS. . and'· ERISA rules.:' It will also :,permit· 

retirees.. to use health care' expenses:. as.. a,... tax . deduction •. , .'. :.':: :.,; . '. .. 
CUrrently,. the IRS allows indi vidualssuch as retirees. :to-:report a.s.'. 

an itemized deduction all health- care'exponsos: in,cxcess'·ot'7'.5% of: ' 
the retirees adjusted 9'%'oss'income~' However, it the' retiree does 
not itemize,' no--such deduction is. allowed .. ' '::' :.0' , /., -""~. "~. 

ORA rejects the 401(h) plan because utility contributions
are limited to 25% ot the utilitY"spension,contribut'ion -.'and are 
notrelated,to PBOP liability •. "Inadequate: PBop,tunding :,results 
because tbePBOP liability, which is."not~I'funded,',is<l'arger .. thanthe'~ 
pension. liability. It" a.pension plani's fully,·:.fUnde<i:,. 'then·.no';·' 
401(h) contribution is allowed'~ , ... Further ,: :contributions>:to· '.a:.~4'01:(hl;':" 
plan: are not· vested-· so "any' excess' or;, refunds:go',::to.':the:cemployer.;~ ".,.; :": 

DRA also rejects the VEBA' metbodbecause',> since· :'a11 .:" 
dividends received· are taxable, capacity of. the fUnd ·:to· grownis: .. 
limited·~ Also, VEBA requires: the" PBOPsaccUlnulated"'X'eserve' tc>\be' ;' .. 
reduced each. tax year by all PBOPs payments thereby limiting·the-·:«~ 
growth of the assets. The amount of the reserve is based on 

" . 
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liability. ' . Furthor', DR1\. believes; th.a.t~ it '. is- not clear:·whotber:. VEBA.~ 
PBOPs. funds· can be used. for; unrelated-p\1rposes~ .' ... ::: ;<:: -.,'~:" .. "' ,. 

To aate, most California utilities" use' the' pay-as-you-C]o"'. 
method.. However, three utilities currently "pre-fu:nd(,"at~·,least"a;;:~',"\: 
portion ot· their PBOPs costs with an:alte.rnative method.: .. ··.AT&T· 

ohanged . i ts..accountingprocedures:to" accrue expenses: .. and",: amortize' . 
previously, unfunded PBOPs.liabilities, effective"" on itsreg.ulated 
books of account in May 1990, retroactive to January'1,."··1.99·0·;..··; 
Pacitic' Bell,estal:llishcda collectively:.):)arqained.:VEBA .ettective 
Deoember 'Z9:,':'198:9,and: Soca.l Gas established a 4'0'1 (h).' plan.'in.:'1987'.' 
Of these three utilities,. onlySoCal.:Gas,. pu:z::suant to"O.9·O-Ol-O·16, " 

recovers pre-funded: PBOP' costs through rates.. .." .. ,: 
Edison and Roseville intend to implement a . 40,1 (h,)" plan if:;. 

authority is c;ranted, to recover. pre-funded' .PBOP" costs . through 
rates.: . On. -'the other side,.G'rE,., San .Diego, and .PG&E:,intend .to<.. ... 
implement'one or both forms of the 'VEBA.. 'Conte);,,:, .. Southwest·: Gas, '" 

and San. Jose ,Wa.ter have, not yct decided' which: plan ,they:.intenCl.to,.' 
use if ·approved.. . , . '.'" .' . 

. , The positive and negative. a.spects of the' alternative' '~'.-, 

fund'inq plans discussed in this :ordershow-that,it -is'.dift'ic:ult,,·. if 
not impossiblcf'"·to select one preferred method·' for·all...-ut'il-ities'-·"" 
This·is. because of the diversitY,of:,eaeh utility's; level' :of pension-.' 
plan funding, colleetive barC]ain agreements,. POOPs benefit 
packages, and deductibility· ofPBOPscontributions. . .' 

The: selection ota ,pre~!undinq' method:i~ .. a_manage:ment 
. '.. -.. ,"". ..,' ',) 

d.ecision which shoulc1 be made by theinciividual,util·ity. However, 

because the first phase of this. inve~ti9'ation considers ~nly pre
funded contributions that are tax deductible, and because it is not 
lal.own whether utilitIes' can' have an:L'nsurable interest in' their 

" '. 

employees and retirees, the utility~owned lif'e i~urance plan 
should not be utilized 'at this' time •. Further, :!"t"u1:::l1itfes want to . ~ ...,' ',.' "',' .. : 

obtain rate recovery for pre-funded PBOPs contributions, they 
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should be required:' to" substantiate ;'i'll':raterecovcry: ,proeeed.:ings',··. ::.:;:) 
that . their', selected pre-funding:,.plan, ·is rreasonabl'e·,andJthat~.i t~ ~ <'.. ;, .: .. :. 

mitigates the impact on the' ratepayer.: rates; caused, by-the.: utili ty::~:S-" 
pre-fund inq-" < contribution. '. _.r.. • ~;':,~' ........ ",') I , 

I ', ... 0' .. ,. 

EBOEs"lQnding'S~ ',' ,-',' ':.,' " ~ I' " ' '~.' • I', ., ,,'c' 

:' .. :. Parties to' this . investigation ,were. asked', to: ·identify:..,: ... ;:~< 

safeguards necessary to ensure, that' pre-funded ,contributions.will,; 
be used only for PBOPs.in the future: and to ensure· that;:ratepayer)~,' 

interests are . protected.:: \ ,'. '\ , , . ,;. ~ 

DRAisconcernedthat 'the·Commission's. ability' .to:: ensure'" 
that POOPs. funds are used only. .. for PBOPs,:benefits is:'l'imited:. 
because IRS' regulations anel .NLRA:. ,preclude the' .Commission:from' i;' :h 

requiring the utilities. to negotiate specific PBOPsouteomcs.,·or· 
contractual' arran9'exnents.~ ".. . ... ;.: ..• ::.~ 

ORA: asserts that uniform...:d:i:sel:osure:.requirements,.:: - .. 
actuarial assumptions and actuarial methods1,need'.to;be'.adopted. .by, ,

the Commission.. before it·· can conclude that, these pre~tunded:·. 
contributions.: are accurate .and,.a.rea£air·.representati'On'"ot", the· ~" •. 
utilities' liability. Because DRA finds a lack of specificity:: and,. " 
dOCUlnentatio~: in the utilities.' testimony,; ORA-asserts that there 
is. ins.ufficient information available' to establish.. safeguards .. ·to· 
protect ratepayers- W.ithoutthese . safeguards,.. DRA'is concerned 
that utilities: may use rate recovery: 'methods based on excessive. 
requests for· the followinq purposes: . , . .~v . 

" 

a. To enhance active ,employee ··and retiree . 
benefits .by ._reducing ... the utilities~ . pension. 
contribution and:extend'ing' active "elJIployees 
pension coverage.··· 
. - .~ 

li .. To tund unauthorized proj'ects. 

c. 
"' .'. 
~, '" •• 1 .. 

To subsidize .. non-regulatedor parent 
company op~x:ations.' .. 

d _. To. fund investments, .that a.re .,not , .tax 
deductible •.. , ' ' ... , . " 

• i )'1' 
.~' , 
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To alleviate, these~' concerns:,:: ::ORA, reco'1'llltl.ends -:that~: only 
those contractual' arranqelnents.: that do;-not AJ.lowemploycrs:t to,:, 

unilaterally reduce employee' -benefit' ,coverage, 'or to :receive,:::: :" 
refunds should 'be approved., 

.. " : 
, ''''''\' •. i T " 

, FUrther, DRA recommends. that,until,accountinq:, ;audi tinq,-' 

and disclosure ,re9Ul~tions.. can '):)0 estAblishod,. SoCA1'GAs"') rate: 
recovery of pre-funded PBOPs.. 'authorized,'byO .. 90-0J.-0.1.6, should: be'" 

either re~unded to SOCal Gas. ratepayers, or suspended. Since.: ,," 
0.90-01-016 did not provide' tor .so Cal Gas" rateS: appJ..icabl:e: to its'~', 
PBOPs contributions to be subject to rotund, any serious"!': ',., 
consideration 'ot DRA's request to· require'Soca.l Gas to. refund 
pre-t'undecl PBOPs, costs. currently recovered, in rates would, '~raise' " 
very, serious-retroactive .ratembki.ng' concernsand,'should 'not· ,be , 
considered. .. ' ',' ' , ';: 

On,· the other side,:··':~the ·ut'il·ities."assert .. that·- IRS~ .-anCi/ ~"I· 

ERISA sa~eguards ensure·· that pre-funded' contributions will;: be: used': " ' 
only for POOPs bendits-., 'For~ple,: VEBAs.- and '401.:(h)::':s., 'by ,their ., 

terms and associated tax and· pension regulations, "safeguard the use " 
of s.uch· !unCled amounts-· tor' tuture PBOP.l:i:ability.. Siml:lar: controls 
exist~ortbe other tunding" vehicles discussedinthisphase'-:ot the, 
investigation. ' ,.,' ':"" ,,' .:' ,", 

VEBA ,tunas are 'helc1.··:ina.,.*tX'Ust* tor .the:,QxcJ;usi.vc), ".':. ,' •. " 

purpose.of'provicllnq ·PBOPs to.;'the:~utilities' employees.: <Pacific",. -:,::' 
Bell expl'ains'that eveni! aVEBA.· TrUst" were' terminated at ;some';' ,: ". ' 
future date,' the' ,current tax ,ruJ:es: . require any ~fUDds. .:,remaining" 
after liabilities ,to- the;benef.ieiaries;'are "satisfied'not'.~to revert 
back to the employer. ': Rather ,/::they'must be. used tocprovide.'s:im:ilar:' 
PBOPs beneti ts.permissible . under ,the ::VEBA' ·to the . 'beneficiaries of ' .. 
the ~rust .. ,~, ..... , , , , .... .: '.:: ..,.. .' ,:" , 

,; ,Southwest Gas explains thct-the 4:0l;(h): ,pl:ans,~.are ,a,', '~o:" ' .. 

sub-pa~ofthe pensionpJ:ans. authorized .,by' Conqress.·' and., ,;:as,'.:a, ' 
condition'o~. ,qualification and 'tax: deductibility,-;.the":eommitt.ed·,, 
funds and': associated' interest must::be ~used only 'to '·provide':"PBOPS ... '''.': ,:' ' 
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San'Diego, Gas.&-. Electric;~adds: that trustees :with' specific 
fiduciary responsibilities ~turther: 'sa:fequard"the: ~proper "manag.ement'r:~~ 
and disbursement of pre,-fund ,contributions ,·and~:. assets.," '': ,:: ", ~,.'" ",:~., ;': , 

PUrsuant to the official FASB statement" PBOPs,plan .,.,,' 
assets must :be segregated. and restricted',·' usually 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 J~ouncl., '. 
by IRS, ERISA, l'.nd· NLRA:,roqu·irexnonts.,to ensure ·that"PBOPs,.'.o.ssets. , 
are used for' onlyPBOPs benefits •. ·S\1bstantial,.pena'lties. exis.t,to%" , 
non-conformance· ... _ -::' _ .; ~~'.:, ~ --,-,~~',I. .. ;.'.~,::, .'.' .. 

.. . The. IRS and .ERISA requirements,. :like FASB· requirements,. :.:.~: 

generally' 'require plan assets to.:.De: placed ,in' a· ,.trust· •. \,;,.,The"·.:trustee'. 

has a fiduciary responsibility: to ensure' .. that '.plan,.assets..:..o.re used '\ 
only for the intended purpose. Those assets not segreqated,,:in a·".: 
trust must be restricted· ,so- that .. the· PBOp,s-:funds. cannot· be: used for 
non-PBOPs, benefits. Whether the. PBOPs'contributions are ,-placed in' .. ' 
a trust or not, yearly audits of the' funds.' activi ties will' be' . 
conducted by a :firm .of independent accountants.' 

. Sufficient· IRS,. ERISA,. and·- NLRA: requirements :.ue..,in place. 
to ensure tha.t.funds placea.·in a PBOPsplan:,will be:used.only...for 
PBOPs benefits. These requirements make ORA's concerns .. about. . ... 
unauthorized. use of· PBOPs tunds.moot,and, alleviate 'the/need to 
impose extra sa:feguards. SiDce this.. phase. of. the ;investigation::is .. 
limited' to tax deduetlblePBOPs contrjJ,utions, DRA/ .. s: concern : .... 
regarding' nondeductible investments . need :.not :,be .• ·.addressed. ,-;',; 

However, we will .take the.most:·conservative:,~approach as,:: :, 
it relates to PBOPs funding and ".reqt.ti;rc 'that : the ·.utilities. ." ..: ;, ,~, " 
establish trusts :tor the .·receipt,.,:investment,.:.,adminis.tration, .'and'.' .. : 
disposition of PBOPS benefits. As a condition of recovering'pre-.,.: 
funded POOPs contributions. in . rates , ,.theutilities .. ·shou:ld'.make 
their ,:trust ,agreements 'readily .:avai:lable· to.: the ".Commission ';s.:'" <. -:.> 

Advisory andComp:tianceOivision .~~ (CAeD): ,'and ,.'ORA.·upon .. request •. " ,eo' .' 

Further, 'utili ties should substantiate in each. rate-.:.recov.ery·· .. ' 
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proceeding, "that .. their pre-funded· .. PBOPs~:contributions..·"are·;not used 
to enhanee~aeti"Ve. employees ~ <and:, retired :'employees.' "l:>enef.i ts-~,wh-ile,,::.:~ 
reducing,the utilities' pension:.contributions..:, : .. ":. """"":::'::','.,'" " 
Proper Accountinq Procedures: ,,'.' '::' :.,- ",'" :';,:,.","';"",;:,."':", 

The, final, issue:':to· address.in· ,this phase of· the::""!",,.' , 
investiqation, is the' proper accounting; procedure, ,to:,pr.ovide ,." ", 
d.ocumentationand., an "audit: trail ,on/:fund balances;and,:investment...,. 
activities. . ~::U', ',:'(, ",'~' .' . '" ,,'.. :':~>~ ,;: ~:~I~~' .: .:, .. ;,.... '."~. ~.;,e" \. 

, ORA recommend.sthat pre-funded·.contributio.ns 'be:,:tracked 
in a "'memorandwn: accountH until, accrual ': accounting ,,' is ':,requirecl ;,by : .. <:" 

FASB. ' ORA: asserts that this: accounting: arrangement ,is analogous:.to, 
the treatment .. :· of' construction work· in progress· in :tha~::~the,,:-accrued,~: 
balances'would';receive a rate' of·::; return ,based, on:,the,;60~day ,;. ,.~.~'" 

commercial paper interest rate" in'.l:ieu' of"., being includ.ecl,:in'l:rates .. 
SUbsequently" when the: maj,ori ty of,:,utilities begin·, pre-:-funding, , 

then the commission should ,revisit ,this:, issue. , ' _,.',:' :.:"". 
The utilities assert that current accounting"procedures 

provide-, adequate documentation::: :anci> audit trails~., on,: fund"balances 
and~, invest:ment~ activities ... , Utilities; are .. , required :to maintain',.le:::, 
their accounting, records in 'conformance-, with ll" Uniform." sy~tem .. of 'j, 

Accounts (USOA) 'as adopted' bY' this Commission ., :' Separate " USOA.'- & '. ,:,:: 

have been adopted. 'for. Gas" Electric, Telephone",·and. Water", ,~" ,~; '. 
utilities.' , ", /',0+ .;-",<", ::' ':~ ..• ' .. :,'. " '"~ ~~'.:',: er" 

PG&E and other .. ,utilities, intend·":to:,es.tablish.,separate~,,;,;,, .• 
sub-accounts "'£or, 'their PBOPs .costs.and"accrued:.:liability.':; These 
acti vi ties~ are audited, yearly by: ,an ,inclepeIldent::, certi:fied.~,: public,,; ,'''; '. 
aceounting. firm. (CPA) . and, are"subjectto.Commission~ sc::utiny~,in..:, ':" 
rate proceedings. The utilities' independentCPAs'. wo~ld-;,als().. .. .:: .'. ,.' 
conduct a, detailed analysis .. of, the·u:t,il:tties,' ,contributions., .to,·:the, : 
trust, trust investments., andaecounting':.,records:"detai,l,ing :~:".~~.,', ' ~"".:' 
transa.etions between the' utilities·;and, trustees:--:, ,;.In~add.ition, VEBA 
and 401 (h) pre-funding vehicles are -$ubj-ect·t~, ERISA" rep.orting,,., 
disclosure, and fiduciary requirements. 
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San·':Jose ·-Water· ·asserts·:;that'lno:. further.'accounti'ng'.;·:; ')_;'-'.':'::'-:::':~ 

procedures are' necessa:ry~ -' '.It ·as:.serts::that·the . current :J'procedures. ';:'':: 
are already numerous and "onerous ~:'Further i- ·'we: ~already:.,ac:copt:;Sllch:·· ': 
accounting relative to pension plans which:'have:"a':·siqnif±cant.ly J':--: 

higher balance' of risk~ However, if.·:;the-:':Com:mission."-wants~'further 

comfort, it couId:require 'util i ties- ,to-::'estab-l ish' ,separate ;' impound ','.:. 
accounts :and annual, reports on· tho· account' activity~~'similari,to,tho, .,' 
annual balancing account reports. 

, -DRA's 'proposal -'does, 'not address-.the .issue~ of proper 
accounting procedures to'provide' adequate: documentationc:and:":an" '. 
audi t trai 1.· The establ is:hment' o·t:·' a: memorandum .. account··· would be. an . 
added ',record·;burden on 'the utilities.: because: they: woulc1 , neeci .to: 
maintain a; new' set,: of, records·· applicable- only to PBOPS:~ .... ; Another .. 
vehiclewoulc1 'be the balancinq:· account, method" which 'requ-ires' the ' ... ,. 
utilities 'to record and track speci'tie activitie$.in.:the-ir(cxistin9':.~ 
accountinq records and to: show the ". PBOP~ activi tyin, ·their} 
financial' statements." . . 

" . The':USOAs': adopted by·this.· Commission:.provide',snfficient,: ,.' 
account detail so that an- audit trail,: exists.' As:··elaborated by ~'. 
Jose Water, substantial control& ,already exist.,:·:'Tbe.~,'establ"ishment·: ,: 
of a balancing: account· would- only add: to::' the' substantial~:'~: -, .,' '-~':: ::~;, 

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·-1>BOP:·ac.tivities.. :., ;;'~~:. 

We' 'also:- note that'· FAS:No .. : 10·6· -uses the' proj,ected~:uni.t " 
credit method~ to- calculate PBOPs accruals:.;.· In. D,.8:8-03·-07Z:we~., 
rej ected" this' method· for·calculatinq;· pens.ion accruals.::'i.ri:· c1eelininq..:" 
to adopt FAS:No~' 87 for ratemakinq purposes:.. Nonetheless,.:.·:tbere , .... 
:may be some value in:reconsiderinq :FAS-:'No·. 8-7 if· we-adopt. the:--.; 
projected unit- credit method accord:inqto· FAS No-.. 10.&. ..~~: 

, We- put' Parties' 'on; notice"that·,we will reopen: 1' .. 8:7:-02-02"3'. 
to examine the: consistency ot accountinqtor' pcansion>and: PBOPs" 
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costs if we adopt the proj ected uni"t, ;credi-t 'metb:och-.i:n)~Phase:-j~II~':of:.-" " 
• ,~" , ,. - "' • T' , C ._, ".~'" ..... ,.,,' 

this proceeding.:: . "i: of- rr;" II " \ t, .i... /~ .. ·t ":'."" 1 '::. ::": ~,: ,,~. ~~. I)(:I:~·'·"::"'_"'·~'~': n<:1 
Petitions:and,KotioD,to:be Removed·",.:" ,r:.: •. ;"., ,·,/,~.,'Y) -:;c.;: '(7,::~./'.,,,:,,: ::". 
,trom the List of Respondents _..xaIl.-JlIM:II~~:.x.....x.II_I\)Ir,III~:.uxI:ll:AlIo)Ull:"-__ .. _, ". ,~~~:.~:: ~::'_'_. '~'.' ,~) ,~r I ' ,.,:' '~.' ,"~ I:--~ ;. ,":--::' ~_ ~'~',.~~(')~) '0'" ... ,.:.r' ".::'1 

AT&T Communications of Californ·ia·, .~·Inc·.;;(AT&T})('and~" . 
ci tizens: Utili ties.--:Company' of ~~ california ,(Citizens )fi'led~ ipeti tions 
to be removed'.,froXll this.investiqat±on~,s',respondent:list .. on-::: .. :, .. , '" '" 
August 6, 1990', and,:'Aug'Ust· 17 ,'.1990, respectively.: .: Sub~quently I:-::on,~· 
August 30,. 1990 Oel Este-;,Water:'company: (Del, Este): ~file~;,a ,motion .to,.·· 
be removed. from this investigation's "respondent ·li$t.,~:.·:('.: '~'C, ' 

A'r&'r seeks to :be. removed from the- respondents list . . 
because unlike the .. energy,.. water "and~,local'exchange 
telecommunication utilities,. AX&T .does·~not'·.o~ferxnonopoly,ser:vices,." 
nor is. it·., regulated by the. commission .. under a traditional, ,.-:t:ate:, 
base, rate-of-return framework. _:-AT&T'>4dopted, the .,,FASB:,,.account,ing . ,;
change.- in May 1990, retroactive to·. January .1, 1990 • ,However , 
because of. the-competitive market in.. whicb ,AT&T operates,. : it, :bas..,.· 
not,souqht.an.,increase:;in~prices.~,"_·"._, ',' .. ,,' ....... ':';j' .:':' :d',;;:-

Citizens' provides· its retired,~, employees· ,telephone.:"serv:ice '.:
concessions: that·: may be.· classi·f ied:. as".' PBOPs·. ,:; c However, ,:theix: impact :~, 
is minimal-. 
this time. 
no plans to 

-Citizens" has:. no plans;;to-:imp:lement:, any.:,other::;PBOPs at 
Similarly, Del Este, with no present PBOP~'benefits,.:has.: 
implement: ,PBOPs..:, in~ ,~the ' .. future._ (u',.; :'--,,.... I. ~,: ~ .. ;.' .'. " 

AT&'r, Citizens,. and' Del~ Es:te>ea!=h"' hav~,:1e.9itimate reasons 
to be removed from the" 'respondent serVice,: list. ~~wever, this 
investigation was opened to' gather information and to analyze the 
potential rat~g·impaets: of,:" 'ilXIplementinq': FAS:s.' ~ a~counting for 
PBOPs. AT&T, Citizens, and Del Estes may not' be'::d'irectly impacted 
by this investigation,,' but., .eachcan, 9i ve,:' added, insiqht from the 
perceptive of an interexchange carrier;'andfrom:"the'perceptive of 

. utilities that do not offer·,·PBOPs.: 'l'beretore,.,A~&'I'j,:~_Citizens, and 
Del Este should not :be removed from this investiqatiori'g, respondent 
service list. , ~.' 

' .. . ." . ~ ... ,.. ., ', .. '-" 
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B.Q~':~ng,'~iJN.;li .. 'tt "I :, .,:.'" ','~" '·':i:;<'~i'~;',·" ;', ':':':":'~:'''; 

On OeceI!lber 3, 1990, TORN tiled a request tor",'f·inding: ot~·;·x 

eligil::>ility for compensation, pursuant';,to Art:i;cle<>1S".,,:;7, .::.Rule':-.:76 .. S4":·<;, 
.. .. .. " ',.,~, I . ..,.-l', ....... ".~-~~~'. ''''''', ........ ".,." ""~~~ ~', , .•... '.' .. " .~. 

of the COInml.ssl.on's Rules of Pract:tce' and Procedure'."" ,No' 'party has'" 
filed a responsoto ,TURN'.$. .requost;.: ,,'. ,:",;: :" : ::, ::'::.,i',: .:' ;'.':.t, 

Articlo '18-. 7 contains.'~the ,rcqu:l.;rements:~to":be ;;met~,::by: ':; ,,::: ~'. 

intervenors seeking 'compensation' "for reasonable,·,:ad.vocate'·s';,~fees.,. 
reasonable: expert' wi tnesstees,.· and. i other reasonable.costs to " " . ," ." . 

public utility customers. otparticipation or'\intervention in, any'. 
hearing or proeeeding of ,the Commission: initiated : on or~after:,' 
January 1,1985, to modify ,a rate or )esta:blish'~a·'fact or:'rule that 
:ma.y influence a rate."', 'I'hisproeeeding,was'.:opened. ,to, examine·,the:: 
potential ratc:ma.king impaet',Fotthe 'FASB~s'aceountin9' trea.tment'tor' 
employee PBOPs~' Therefore,' this .proceed:ing'('elearly:."falls"within 
the detinition of applieable:"proeeedings; , .. ,' '.," ',:,: 

,'R\l'le 76.54 requires-that' a request for eligibility,be" 
tiled ' within 30 clays of the ,first: prehearing' . conference";, or:( within';' ' 
45 days of the close of the evidentiary.reeord~ . TURN,'s'reques.t' was 
tiled'withi:n, 45 ,days ot,thelast.clay ot evidentiary,hearings on 
october 18, 1990 and complies' 'with,:: the. seconcloption;"of,:'Ru:le7:6,.S4-.. 

, Rul'C!I '76 .. 54 (a) rcquireathat,'aroquost foxO: el'iqicility 
include'four'items': . ,-' ":,,' .:,' , .. ;' 

" 
".," .'.' 

1. A sbowing that:" participation:' would .... pose: a.::. ';, ,:: 
significant, financial hardship., Also, a ' ' 
summary of the party's fi:rianees~ , It the' 
party has' already maciEf a> showing- , of .: '~: ,:' 
financial hardship in, ,the, same calendar. " 
year the party needs only to: make referenee" 
to that decision by' number to satisfy this" 

, ~' '" ' . 

requirement. ", ' 

2.. A'· statement: ot" issues that the, party:.~ ,,'. ,:' ' "" .. , .... 

", intends. ,to raise.. , , '; 'j " 

3. . An· estimate', of'" the' compensation.. that ,wi 1'1 , ;: .::' " , 
'be,:: sought.,,:, " _ ,," " :','" ''';' :::.:,:;, . ",/(,,:::. ' 

4. A budget for the party's presentation. 

- '~ ,:... 

..... :" " 

", 

" .. 
. ~ ~., 

". 
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• I • • . •••• • I, ~ , 

TtTRN"has 'previously been; tound ,to.'have:h'let its:',burden 0'[":' 

showing financial hardship for the 1990 calendar year in Decision'" 
(0 _) 90-09-024, dated Septel'lll:>er'12', ,J;S9 O".~:;,~ 'Therefore ,::. the'; 

Rule 76:':'S4'Ca):.(.1) requirement ,has:: been 'SAtisfied.;" ,,',' ..... ,:.J~,; 
statement 0'(' X~sues: " , . . . "", . . , ' 

'In its. ,request,~ ,'l"C'RNstates tl"~t the ~ /issues 'it:intends::to:~ 
raise are a matter of record" as' ,set forthini ts exami'n'ation: of. .' 
witnesses· and.·in its-brief. In the"first phase,·of. this ;,' .... (..'.: ..... 

investigation' TORN addressed 'retroacti ve ratemaking,i'ssuC1s. raised,' 
:by certain respondents' pre-fundinq, proposals: and.' the:: alleged: .' 
failure of Pacific Bell'andG'l'EC to show: that their pre;..tunding 
proposals: will' :benetit: ratepayers •. ' Because' testimony for,.: the. ' . , 
second phase',of this. proceeding, ,has 'not yet been:: t,11ec:t,.; 'l'ORN~ can 
not predict the issues' that: it· wil:l raise"in that· phase., TURN': has.
identified the- .issues it 'intends to raise to the extent ,possible" >' . 

and therefore meets. this requirement~,~.·;, : ',;,:" ,. :.:' ;,': " 
'., CompensotiOD'EstiJIat§ " '.' .:',~;.;.,,', .. ", .. A 

. TORN.· budgeted$lZ,.OOO 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 cannotest:i.mate,,·the.··' 
compensation that· it will' request for.thatphase ot:.theproeeeding_ 
The precise amount of compensation. and its. reasonableness w:U:l: be· ':.' 

adciressed in, its compensation.~il'inq.;" TURN hasprovided,,a,\budgct: .: 
tor its partiCipation in the first phase of this procoodinCJ.~' ';': 

Budget , .. :. 

>.TORN:provides the, following. :budget tor'; i~·parti:cipation'~: 
in the,tirst~~'Pha:se of .of this:proceedinq:',.::· ""';:' ",...' ,::,~' 

Attorney Fees @ $150 per hour . /:'$11,.~50 ".~'. I'.: '::-.,.:.::,' . : .. ; .. ;;; 
Othex: Reasonable 1"ees I' ,., ". ., ••• ,.... 750 '" ' .. "','.'.,',. ".;;.; :;COTALBODGE1' '.," . ', .. '. ", $l2,000J-

~:" ,2: .. ~ ,-'-, ~, ~~ "'";, : • -"' , l i.j,~.:" J~ (. ~~', J " ": :.:':: •• :," ,""; " "./\':;':.'~ .-;; .. :~ 
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For the reasons discussod' und·er··tho:: statement:J, '-of issues, 
TORN is.:u.nable to-provide- abudg:et'.·for 'the .. ·.second :phase~',o'f this 
proceeding.' , <.J ." , ,',' .' ( ~" I ' ",. .~ • .:,~, '~;' J~'\ ~'.',. "", \" ..... ' . .. "I t, .<., 

~1DQ9n ldSA1 RC'QX'euntatiQD':"" 
Rule 76.54 Cb), allows ·other: ,parties to ' comment,:. on· ,the:' ,,:.. 

request, including a discussion of whether a common,.leqal·: 
representative is appropriate:;.. Pursuant. to, Rule 7:6 .. 55, .our 
docision on toRN's. request may· designate, a 'commonlcqal::' :, ",', 
representative. However, no party has .. filed any. comments, on' this, '. 
issue. Therefore-,. we find no current need to' desiqnate~A:com:mon,.:., 
legal representative in tb.isproceedinq~·" '. , ' .. '" h: " " 

TORN has satisfied' all the,:requirements ,for '·a':finding· of 
eligibility for compensation in this' proceeding .. : ,TURNi&: placed' on; 
notice that. it may be· subj'ect to audit or.,'review by; CACD and, 
therefore, should keep adequate- accountinq, records;.and~.othcr.··· 

docu:montation in support'of all c:lai:ms,for intervenor· 
compensation. SUch records should ,identify ,specitic, issues,for" 
which compensation is beinq requested,.: the', actual,·,timeJspent by 
each employee,' the hourlY' rate paid, .tees: paid to: :consu·J:.tants, and 

any other costs,incurrod for which compcnS4t:i.on may "be ,claimed.' " 

section -311 0 COJIIIIeDts: -, ' . 

..Xhe ,ALJ" s proposed decision .on this: matter .. was '/~iled w:i th. 

the . Docket Of:tice and mailed to ~all',~ parties"ot record":on 'MaY:'J;7',' ,::,' 

199~"pursuant' to RIlle 71' .. 0t'· the:Co:mmission':s~Rulesot:, Praeticeand'· 
Procedure. 

comments were timely filed by ORA,' Edison":~'GTEC, Pacific 
Bell,: PG&E,.:' SDG&E,. Socal' Gas,.... and:','l'ORlt',.~ and"tilne1y .. provided by 
Brown Briciqman. Reply comments· 'were- timely tiled by, :DRA:'r :~Ed:ison; ", .. 
GTEC, Pacific Bell, and ~. ',.' q '~'::'''.,>.::,'' 

We have carefully reviewed the co~ents .:and~ ::iepiy, ~ .. ~':, 
, '\ ,... ....... " .. ' -~ ,~\, .,,' . ~, , 

comments :tiled by the parties to this proceedinq that tocus· on 
tactual, leqal or technical errors in the proposed decision and in 
citinq such errors make specific references to the recorcl, pursuant 

- 41- -' 2, ... 
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to Ru~e.7? ..3:.. :·~'l'o.::·the :extent .that these-,'co:nunents:and ..repl.y: comments. 
required. discussion,or' :Changes ',to theproposedd.ecision,:: .. the,: . ; .. , ~ .~.~ '.: 

discussion or changes have :been incorporated into the boa.y. .:ot>.this." " : 
order ..... Comments::and reply comments . which merely: reargue~,p'osit:i'ons 
taken in briefs,. and .. whieh· provide.new factual· information:,: , '.' .'. ,.~ . . , 

untcstcd. by cross-examination , were not conmid.ored.. 'i( 

Fil)gingsof.·Fa3·.., .: .. ; ... . """ :;, c;:: 

1. PBOPs include- employee- benefits such. as medical·:and~ ·c .. , '.. • c· 

dental care,. l.i~e .insurance" ... and leqal' s~rvices., ':':.:'::' .:. ,C:.':: 

2. Although D.89-12~OS7:.den-ied.·.PG&E,authority'.to 'recover.', 
PBOPs. . contributions, i t·kept'PG&E's rate.· proceeding ,open .to· .' 
consider·the :r~eovery. of. PBOPs. costs,.uponthe FASB's:issuance:<of'an:::' 
official PBOPs' statement.·~··.· ..:' .~' 

3. •. :soca1 Gas:, which be9'an.pr~fundin9"PBOPs with: a:.'.401.(h) 
plan~ in1~8:7 :with· stockholder ::money, , is: currently-, the : only..; ,util:.i ty: .:: ,:' 

authorized to recover pre-funded PBOPs contribution in rates~~ , . 
4,~. ,~t.i~ial-.notice. is taken .of~ FASB's Statement.: No'",:: 106, , 

employers' accounting, tor.~PBOPs.,approved.by.:FASB in. December.;"199'O:: ',. 

and readily available in . print. in January- 1.9'91. ",t!. 

5-.. ,: Brown:, Bridgman' sprepared. tes't'imony tendered: with ... the: 
Docket Office on October 9, 1.990,. wasnot~, served· on-the". appearances:" ' 
of record .or:,the AI.J, and did not. comply. w.ithRule4.5.-·' 

6 .•. ;. Prepared: testimony .trom- witnesses. not needed for:::;' .. • r r. 'I 

examinati~n: was .received, into::- ,the record only .if .'. the .. party.' 
intr~u~ed. s:uch..; ,testimony at::::the' evidentiary hearinq.'with an:.::-... :::" .", 
aftidavitsigned~by, their/,.wi:tnesses..· .. : i,"·'.. ,,:; :,~:', • ':,:.: " . 

-,.:;. Brown· Bridgman did·.·not·in~roduce its,' testimony.:at-:the·::" ':'>:;'7:'C, 

evidentiary hearing." ,,' .. '.: ",' 
s. Brown Bridqman'stestimony,P\lrpor:ted~to;haves been tiled 

prior to ,,its:,,Oetober,,9, 199.0comments .. "and testimony.was not filed 
with the docket .. ottice.:." : 1':..: ;'"'' :,"":.; :;: .. ":.;7; ';;::)':';. . ... ~:'~":;:':'!-;':;:::-"7.:c. 
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: ' ' 9.:<, Not: all;'of the' -proposals: identl:t:ieCl:'·in "ORA:'s Appe'nCli::X t,,~ :':: 

to its brief., wereaClclressed.." in 'the -=evident:tary :~phase '~,of':th:fs~; .~",:,;~ :,; '~',":: 
investiqation:.:.: ". '" :</~,,-:"',; ;': ,: "\' .::',::;'::" ',:0 :'0:):::::;;': ','" 

, ,~ , 10'. ,DRA.',s, Appendix' A to· its ,brief';' ,is "supplexnent'ar ··te'stixnoriY' ::;::' ':' 
provided after the close o,"! ,the evident'iary' "hearing" without~ :': ;' ',-:. :,' 
scrutiny by the appearances'ot 'recorCl,'. ,: ,:-' ','" -:"', ,:;:;,-."';j ',: '.,,' ' .• ' , • , 

ll. Respondent utilities have the burden to dClI1onstrate::'that':" 
pre-tunc1i-ng' .is. in the :best interest o:f'thEfratepayers;" :~,.~" 

12. Only GTEC and'Pacific ,Bellp:rovid'ed,testimony on'~the ' ", ;.' 
present 'valueixnpaet ot, ,pre-fund'in9'PBOPs'~",; "',:,': , 

l3. Ratepayers .will 'receive beriefits~forthe;;·tixne'''value' ot', .. ~,"" 
money contributed to a, PBOPs plan':via:' lower overall':;c:osts"t"o' ",,',,:':",:. 

" .. _, ," ,.",", '. , .... : '" ' ...... ratepayers.,.. " n,'" , "" • ,'," ' •• 

14'.. Without, pre~tundinq,: the; :PBOPs.-<liabil·i ty'wil'l-:~continue to 
qrow: without 'the benefit, "or' 'use of:' funded? ~asset's;"aeeUmu'la1:'i~q'~a:i ,:, : ;:: 
free earninqs.. .'.' , ,,' ,~" " , ': :,.y~: ,~: .. :~ ,'" ::., ':r «<:: ; : , 

lS~' . Pre-funding' will' 'mitiqate~·tbe' inter:..generat'i"on: 1?nequ;ity 
which" results.::frolnc the· current: pay-as-you';';'qo:.metbod·:':":' "«>, '::-:',,"",',.:>,; .. 

16. The utilities. concur that :PBOPs beneti1:s :shou-ld 'b'e·'tundecr; 
incremental.ly over . the workinql'ives.:'·ot:--employee'sj·as' these: benefits 
are" earned ,<'similar" ·to.: pension.' :benefits ~ ,.. " ., -, ."'~: . ~., .. : ',"<.~ .. ~ .. ,. 

17.. Pre-funding" PBOPs. will reduce the utili ties' ,'rl:sk'ancf' 
enable them'to obtain lower i'nte:rest·;"·rates~'for'bo'rrowed,.::'tunds·. 

18. IRS ~d ERISA statutes:; prec:lude:" the-: commlss:Lon; trom:' ,,'. 
neqotiatinq specific PBOPs: outcomes or' c:ontrac:tuaF arrariqemerits. : .. 

~.-.\." 

19. IRS, ERISA, and NLRA statutes·'provide .... :substantla1 '.~ ... ' .: .: .. ,:. 
protection: to, ensure that· POOPs' fundS:: 'are: used',only~'for'PBops· 
benefits. "'I' :: ::,'··;'C'·· 

,20. Rate shock~wasnot:"an: issue,,-in' D .. 88';"03":07i~ ;..ro~';< 

21. 'Xhe driving' force in: th:iS':invest'i9ati'on:"is;wheth~ :~, 
pre-f~dinq is in the best I interest of the ratepayers.::';::-;"?:·) ... 
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22~· The adoption' of·a:.pre-funded ':plan will;not .• commit 
ratepayers:to-' a particular funding pl:an ·· .. or .. precl uae :;·tbe:':Commission ',,; 
from considering a· superior plan' later. on;;: .. 

23;;,~ Continued pre-funding will result in a,:revenue. :', ..... 
requirement'reduction on' an" incremental net:·present:.value basis •. ::.' 

24.' Ratepayers will benefit froIncthe appreciation·.ot:: .,' 
pre-funded;, trust, assets and· fronvthe'accumulation of .'tax-f'ree·;trust 
earnings. ~, :: .:' .. 

25.· Respondent·utilities.-were·required to demonstrate that on 
a present value basis certain benefits can be realized.-::by. taking' -,:.;' 
advantaqc. of· current·· tax: requlation .. .:.: " -':.":.. .:,::,.~,:.: :~.':',; 

. 26. The utilities: used data obtained from, their independent- . 
actuaries and affiliated actuaries· to',: substantiate that< pre-,funding<: 
is. in the: ·ratepayers.'-'-:best.· interesta'. . ..... :::' 

27;'. Certified" and' independent actuaries base' their :: .:. 
projections on statistical data, not on the interest ofl\l:::' :."::;, 

'" .. , . , 

particular ,-entity~ ,'" . ". , '~: . ". ',-f"' ""< ',' .-:."~' 

. . 28~':'" 'Actuarial. assumptions.; use . proj ections,' similar, to,;: test " _.:::;.. 
year estimates..",:.and.'to ·the extent "that./the: projeetions... prove .. >:. 
incorrect,.' the.'tos.t year estimates and .'actuarial· aSl5umptions~·will· .. ' 
not be accurate. 

29 ... : GTEe"S, 'and Pacific Be);l' $. net. present .. value: studies' 
comply with- the., present value studies called 'for in, this.;)·~·.,'·;:· .:: 
investil"f~tion." . . .... ",'. ""::;',1:: ... ". ";,:>.e,.:~ ::. ~ .~:.:":."'-,' J ·'1" .' 

30. PBOPs benefits accrue similarly to penSion bene~its'.>\ .... , 
31 .. :· 'Unlike ,pension costs. which .are·recovered:· on.: a) pre-funded 

basis.:.,,··except-: for ·SoCal Gas;,' ratepayers· do· not:"pre-fundPBOPs~'" .,:., 
benefits being ·earned by the current utility employees ...... .: .... :,..-::--; .... . 

. "3-2:..: -current ratepayers.: 'pay: only for. those PBOPs. benefits. that 
are currently 'being received' ,by utility .employees: :eventhough the;;'·, 
benef'1ts·~were'.earned in a.prior time:. period. } ~~ .. " .. , -; 

- 4"" -:::~ .. , 
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33.Tax~deductible pr.e-funded ,contributions~'will alleviate 
tho inter-goneration' inequity· 'and provide a fairer distribution':of"u, 
the PBOPs cost burden among ::t'atepayer ".generations.' I ";":'.' "'1 'l~~ ,:~ :.: " •.. , ,. I 

34. 0.87-03-027 found that, it.is appropriate.>for:current~; 
ratepayers to, recognize"and to,·bcqin":pre-funding' their.incremental . 
share of future costs for decommissioning .. nuclear ,facilities.:. 

35. Pre-funding PBOPs~ with tax-decluctiblecontril:>utions., is""in" 
the ratepayers' :best interest. :." 

: 36.~ 'Respondent utilities ·total\,.unfunded PBOPs" liability.: 
excecds$2.8;;billion.· . ,.' . i •• " • , ••••• , •• ',,/ ""~'" .~,' 

37. Edison is in the process> of· establishing:, a·; 4·01 (h) . plMl,.', : ',' 
and intends :to pre-fund a 1990.and 199'l contribution' in, 1'991.,., but 
has not yet'begun pre-:l:unding PBOPs.', ,.'" '. ' .... , ,: 

38. The general rate case proceeding:,. except ,for, Pac:ific:Bell. 
and GTE, is the' proper procedure to. rec:over. future· . pre-funded·'PBOPs 
contributions. " , ';,' :-:-:"; .. ,..: :;'-',:' 

39. The current re9Ulatory framework requires: ,the- maj:or. '" '" '. 
utilities- to. file generu' rate': proceeding:s', on a . three .. year cycle_ 

40. ' 0.89-10-031 replaced Pacific Bell's and:.GTEC~s"·,,:,,';" .' , ' 

traditional cos.t-of-service regulation with a price. cap'" index , ":."~'.:;_ 
:formula. .. .:~.'O: :.r':::;,. j-

4l. Pacific Bell, GTEC,. and· DRA-,diet: not substantiate that 
their method. of reflecting' pre-funded· contributions· in" thC'! prico' ., 
cap formula meets the price cap formula cr! teria o:;tal:>l-ished: .:in· , ".' 
D.89-l0-03l..' -. ",.~' .':,",,'-: .', 

42~ 'IRe § 401(h) allows' a utility to establish _separate; 
accounts' \mder . its establishecl' pension:. plan: to, make: "tax-. deductible -:..: 
PBOPs contributiotlSfor retirees. and, their. dependents .. .:; : ,'-.. . " .. -' 

- 43-;.. The 40l(h) plan. subject to',ERISA.'reportinq-,'disclosure, 
and·f'iduciary requirements. is.: funded solely- with reference- to" . / 
alnoun-;s needed to fund pension benef'its and.· does:' not ref'lect~ .:the, ,.:: 

actual liability associated with PBOPs. 

- 45- -,;-. _. 
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: ,44.-A. VEBA: ,plan: '1I1ust'j)~e,used' exclusively tor-the~:benetit,~of 
the beneficiaries of the plan. .!"." .,.,::~",>:;.~:" . '''~<~j.~.'.r .. !j,t:\:·.···~ .. ~':.,: .. : 

45·.' A " utility's contributions": to·~, a,:·VEBA. pJ:an ~ is:::,taxr~' 
deductible within, lil!lits and ',the benet'itS:':paid ,by',the:,'pJ:an·,,'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 trom tax-free'investments. 
46. A collectively bargained VEBA can be established for, the, ' 

utility's union employeespursuant'to,an'arm'slenqthnegotiation 
over benefits between employee representatives: ,and, the- utility,. if,' 
at least 90%·0'1: the employees covered by the VEBA are reprosented 
employees. . ",',. 

" •... '" ., 
' .. '''''' '. , .... 

47. A collectively bargained VEBA allows for tax-deductible, 
contributions.~ to include an element :for inflation and.;' earned income 
on the plan's invest1l1ents is. not ,taxed. , ;-., '.: ,; )', ': ,,' . ,",' 

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 lonq. astheyi are reasoMblo, . ,necessary, 
and do not exceed the maximUlll. benefit, limi ts.- .', 

49. Retirees are taxed on the amount of" PBOPs benef,its .. 
receivedtrom'apension benefit enhancement plan. 

, SO.. ':the utility's premium. payments to a utility-owned life 
insurance plan are not tax dec1uctible-,.;- ". " . 

51. The utility-owned life insurance plan provides limited· 
cash for PBOPs. .. payments. ,'.:, .. ~'>.\.:'" ,.' .... :.1' 

sz • . 'the' IRS may: consicler the amounts borrowecl:,aqains.t-',··, . 
utility-owned. life' insurance· plans tobe-:.taxable. income:~:;·:' 

53. Contributions to a 401 (h) plan, are not: allowed.:: if· the" 
utility's .pension plan is fully'funded'..., ' . ,; 

'",5,4. 'J:t: is difficult,. if ,not, ilDpossible, to-,select one 
preferred pre-fund.inq plan for all utilities. . " ' 
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55. 0.90-01-0l6 clid,·not··:make:~Socal':iGas:' rates~ appl~ieable:, to 

pre-funded PBOPs subject to ref.und. 
56. The" current-, tax: . rules;: require. that any' remaining funds 

from a terminated VEBA.,plan, 'be. used to ,: provide; similar: PEOPs::, :-:. 
benef.its to tho' benef.iciaries. of, the trust.. ,.' ",' ," . . ,.,. 

57 .FASB.: 106 requires PBOPs. plan assets to.' be'. segregated,.: and ';'.' 
restricted, usually in a: trust,. to. be'used for' only: post-retirement.; 
benetits. 

58. "A-trustee has a. fiduciary' responsibility.'. to~,ensure' that',,:; 
plan assets.:, are used only f.or'the· intended, ,purpose .. ' .... :.:. 

59. IRS,. ERISA, and" NLRA requirements are in'" place' to ensure', 
that tunds placed in a PBOPs plan will be used only tor POOPs ":".' ,,' 

bonetit~ • 
. 60. Utilities are required to··maintain their' accountinq:'" ' 

records in conformance with a,trSOA·as::adopted'by:,this.Commissio~ '" 
61. 'l'he util,ities' accounting,- records are· audited', yearly, by 

an ind.ependent CPA and. are . subject· to' Commission scrutiny~ 'in,rate .. 
proeeedings •..... '.' '- '. "u' , .:-

6:2 •. The trSOAs adopted. by ,this Commission.provide::.suffic:ient···::_. 
account detail so that an.: auc:li t trail-' exists, for .PBOPs~·,': : .. ;. ,. . ... 

contributions,investlncnts, and benefits.. '. , ::' ,": 
63. AlthouC]h not directly' impacted by POOPs,., AT&'!':,:.:, Citizens, 

and Del Este can' provide uswithPBOPs. impacts' 'trom: the perspective 
of an interexchange carrier and from.· ,the.· perspective" of ; ,utilities' , ; 

that do: not provide POOF's benef.its. . , ' - .'~' 

64. 'l'his proceeding falls within the Article;.l:8.;7>: ; ,: .... 
requirements.. to- l:>e met by 1ntervenorsseeking compensation. .:. 

65. 'l'trRN's request -tor a finding- ot- elig-ibility- compl'ies- w.ith.~ 

the second option or Rule 7 6.$4~ . -," '-.- ", 
66. 0.90-09-024 found that· '!'URN' had' a significant, financial . .',. 

hardship for puipOses. of" any· ·proceedinqs in whi'ch .TORN· participates 
durinq 1990." ,--. :::;, . ,',';'" ~'" -' ,"", ';:" ".:.~. ,":,:: 

- 47" -"2 ....... 



67 '. ~. There;' is, ·no need,; to' desiqnate,~,a'::'common ~;llegal" '~;:.'c.~:, .::' ,.: ::1" ,: '.:.." : 

representative at this time. .':,"1:"'.",: '.1 ... ",:.':,: 

68'~ '. Whether prefundinq benefits GTEC's ana, Paci'fic ·~·,:eell's 
ratepayers.: may' :-depend in' part ,'on,·the'·.determ:i:nation '~:of :·:whether, or ,t'c-~" 

what extent' Z·' factor troatment· is 'affordod •. ' j '", ' • ' : ',' ) I' ~ ,,-.., " i'" 

Conclusions of Law . ... '\, .'- -", i -' ' . ~ '~ 

1. Brown".Bridgman's October 9, '1990 tendered"coxnxnents and 
• >' 

prepared testim.ony sho~ld be rejected~ .,.,. '-,.' "",," 
2. GTEC's and Pacific B~ll'slDotion to ,'strike··:,Appondix A to 

... : ': :; .. :~ ..........., . : .. <,:: I : I " 

ORA's brief should be granted.":, , .. ::' ,.,"'-
3. Respondent utilities: should: be ,authorized··to recover 

pre-funded tax-deduetible" contributions placed in '.~ ~ -PBOPs plan as 

long as the utilities i1tl:plementsafegua~ds to ensure',::that" 
contributions are used for. only .. reasonable :PBOPsbe~e·fits. 

4. The utilities should track their tax deductible pre
funded PBOP's cost in an interest·bear:tngmemora.ndum:'account. 

• .J' " 

5. Edison's proposal to recover in 1991 rates pre-funded 
I,.,". ., 

PBOPs contributions that it'willmakeafter the effective date of 
this decision is not barred' by, the 'rule:;; against ~~retroa'cti ve 

.".. ',>,." '-

ratemaking. ". '-

6.' . TORN' should ,be found 8li9"1ble' ,to· claim: compQnsation ·'in 
this proceedinq.under.Artiele':'18 ... 7 of':our::Rules,;.':'··,,:;:::·, :~:,;',::' . ',"~'.' :~i·;.:". 

-"-. 
\ .,. 

X'l":' XS-; ORDERED' that::: , 

' ... ', 

, ~'> , - . 

•••• 1 

1 .. ·Brown Bridgman Retiree.Health·'C4re Group~s.OctoberL~9,c ~:;'.:; 
1990 comments ,and '; prepared,~testimonY',7Jshall "be struck, trom.;;tbe.::::, ,;: ,;;. ·t·~ 

record ... ,,,, ~ .~: >. . ~,:" ,',;' ~ ,f ,C '0.,,:'':; ~~ ,,.~.~. ' .. ,: .. _.". \'~l:' ~::':' I, ,.~.':;,:. ~.:, I:} ~.~~;.; ~~; C1.) .~"()t:;l tn.: 

'z. -DRA's.-AppendiX" A to' its:7brief'~:shall,:be"'struck;,trom the'~;.::';'~ 
, , 

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

. ".> 3:;· ~, A!r&T', communications: ot"calitornia, . Ine,.'s,.,,,Citizen~>.-: ,~: ::' >''''', 
utilities.' Company:. of cali-fornia' s;;.~·.and '~Del ';Este::'Wateri.~Company'.:s'''.:>:· 
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:motion to :be removedfro:m·thia ':'investiqation';s respondent':,:'list(:) 
shall :be denied. :. ," .:. ,~': ::;. " '} '.r : ::' :: :-: '<, ",":: ':'-

4 •. Respondent. utilities shall, be authorized to·:' recover: in 
rates tax.~eduetil:>le eontr,ibutions'paid:. to·- a." pre-funded,: Post, 0,.,,, 

Retirement Benefits Other than,:,Pensions~(PBOP)planafter.,,·the. 
effective date of this. decision if they: ,'~. ': '," .~, ~-. ,,~.- ..... 

a. 

:b. 

c. 

Establish and use an Internal Revenue ,Cocle~· 
(IRe) § 401{h) plan" a Voluntary Employee '. 
Benefit Association' (VEBA) , plan,' a ' " ... ' .. 
collectivelybarqainod, VEBA plan·, or, a 
pension benefit enhancement plan for 
their pre-funded tax-deductible 
contributions. A utility-owned life 
insurance plan shall ,not :be .. used. 

Establish and. usc an ind.epend.ont tru"t,tor 
the receipt, investment, administration, 
and disposition of PBOPs :benefits. '. 

- ..... '" 

Use distinct sub-accounts within their 
respective Unit.ormSystem of Accounts 
adopted by this Commission to account and 
track all PBOPs activities. 

d. ,Meet the requirements of· ... Ordering 
Paragraph 7. 

5.· Respondent utilities,. . other than: Southern"Ca11fornia Gas. 
Company, that implement ~ and ~ use, a tax." deduct·ible". PBOPs-:pla1l:': should,...: 
track their PBOPs costs, net of tax, in an interest bearinq 
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.;unCler theERAM as.:.requested 
:by Southern california Eclisont.Company;.-, . ,.Interest , on::these.":~.:.:: '. . i' :.: 

memorandum accounts shall be calculated at the current Federal: <"':. 

Reserve 9'O-day commercial. paper " rate.': as,. reportecl, in:" the~ . .Federal 
Rese~e Bulletin".' PG&E shall accrue its PBOP costs through sueh, a. ': 

memorandum ,account until, its": next attrition adjustment··'t1ling. in 
connectiontwith ita··general rate', case'. '-,The util!ties':,shall ,_<, ,_~:: 



terminate .the'. PBOPs;'.memoranclUJD.': account treatment,;. in the:i.l:',rnext'~ 
9'cncral ratQ)ca$~: ,proceed.in9";,and.: ,sboulcl~ .. rQ!lecti,tax.:.'deductible '\:. '. ' ':: 
PBOPs costs' ·as·, pa.rt ·ot their·.·test year~";·expenses .... , .-_'~,,~~ .. :. (;._.:.I.::~·:~ t",JI,. ""',.".' I'

J 
, 

6. Inacldi tion, Pacific Bell,G'l'EC,:. and. ORA. shall;:present ~;:, 
testimony anel evidence- .in Phase:-II which may be used"to;)determine '~~ 

it Z :factor treatment is.' proper tor recovery, ot a,portio%'1:,ot;.:];IBOPs,; ,: 
costs, and if so, to what extent. 

? Respondent utilities that seek recovery of·,their 
pre-tunded., PBOPs contributions shall .. substantiate in their 
general rate case tor whicb hearings are hold that tboir: 

a. Selected pre-funded plan is a reasonable 
plan.that, mitigates the impact on 
ratepayers' rates by d.emonstration that 
their plan's aetuarial assumptions, 
contribu.tions, .. ' and. investments are 
reasonable. ' 

b. Pre-tund.ed PBOPs contributions are not used 
to enhance active employees and retired 
employees benefits by reducing the 
utilities pension', contributions .. and·" 
extending active employees pension 
coverage. 

c. Compliance with ordering paragraph' 4. 

next 

8. The Division of Ratepayers Advocate motion to require 
Southern california Ga& Company to rofund pre-funded PBOPs 
contributions being recovered through its 1990 rates shall be 
denied. 

~~/~:.-;Respo%lden~. utilities shall provide in Phase II~ in 
_ ........ _ ", .. ., '\ " I 'ri I,' " . .....) • 

addi't±o~ to. testimony ... .ancl' comments on ordering Paragraphs S and G-
• ' .. " #> • .. •• ' - '.' io ,,}\ ;"..; ,",,, v 

of theYinvest:tqation" testimony and comments on the benefits and 
~. • f II" t ..... 1 '-" 

detl:ilnents tO'the ratepayers of pre-funding respondent's entire 
P:sOps iiability.~ ",,_ ," ",--:" \ . . ..., - j...... "',' I ", .. 

'~ ,'\.,. _'.... ,..... ... \ • I, "-

• : ....~ • '- ..... '", .. ," "', \ \,.. ...' "\ ! / 

.' .....I'¥~ .. ~·~ ... ~"""'I' e., ~'f "'."~' ..... ',\ 

.. --- ~.... .., ':'" ""- " '. "" ""' .. : .... 1~h'lr o.\.. 
~~"'''''''' ~\" ,.~..-,'~ ,.... . ,... ".' -. '. '.' ,", --...,,-- J#4""'W_.'_"_ •• ';'\';J""",...,~",~ .... ,,~j": 

,/~. ........... . _ ....... _~,.t ... ,~ ~\...... .\'\~" t' 

................. .--'"'>...... '-," 
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10~- . -Toward Utility -Rate Norma~izat:iorf~ ~('I'ORNri1S:r el~i9i~1:e': to::' ,<, 

claim compensation- for itS:'participation-:'in: this:.proceedinq:-. ,:TORN-.:

shall maintain adequate accounting records and, other necessary -": 
documentation in support of; any claims: that it lnay' have ·for 
intervenor compensation and make' such 'documentationavailable:::to. .. -... -

the Commission's' Advisory' and' Compl ia'nce::'Di vision' :upon: .the'ir-.·· , 
request. . , "'/ .. , , " ... ',," . '" , ..... 

This'; order becomeS: e:ffective' 30- days- from~today: 

. )" 

,." . -:~ ,', : ;', :PA'l'RXCIA-:~M .. ": 'ECKERT 
, ::: ' .. :'.' :;': :,~. ;:-:: ':; ",'President 

.,' .:.;, .,' ; ".- ::-':G. MITCHEIiL: ~WrLK 
'~:~"'" '~/,': . ., ~:;:-.L •. : JO~ ~:e.~(OB7\N'I'AN 

DANIEL~ ,wm':'-);FESSLER 
NORMAN O. SHUMWAY 

. :;. I,.>~,,: .,:: 7 ~;. ,": ~,>; '~,I ~ ~I :, ':;;.J \';, ~,Comm:L·ss.ioners:;· 

(:') 

I will :file a written" concurrin9';';'op:in'iori~;"-J':~ 
;:: ',:' ',:. \(.:"~ ... .;.::: ~<' 

.: .' • ::: t'~ ;,_'" :':~J 
".:~; .. ,.':~ :", ,:.'1 ",! <) . ." ;,"';"'~ ,) .. ,: ... :' .... 

JOHN B-. OHANIAN 
comissioner 

.,. "', . '" '~'" "',. \ ~ 

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

.... ",'~ ,-. .... , .. ::;.~- '.'~":~'.~, . ",':, ;:'.~ "J"; CE~nW "DfAT:"THIS:":'DECJSlON 
. .'::) .:; \. ::. : ,:; .:: ;:';"'; ')WAS APPROVEO: ':SV :TH-e:-A'BOVEb.':;' ,~; 

';:. . -. . ~ ;:,'-::.> ;:;',,':', ·'::i·(;.':-:COrv1MlSStONJ:RS:l~TOOAV'~-;,;:;'c 
,..... .'~ '_'1 ," \ "."" .... :' ,,:','1--' ,~" ,':- , ,"*' . i'~ ':" ,.: .'; ~.::~ ~ ... ">~:: ('~ -\. : .... '0 ........ ,..1 "N,' I"" ~ .... , - ~' .... '. I .... • '~ .o'; .. , ....... ~_,."\,.,~~ .. ....,-. I. I;. 

N'" L·~. ?~J~L,~J: ~~ ',". "" ... ' . 
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APPENDIX A 

List of Appeax:an~s 

Respondents: John Barker, tor Calitornia American Water Company; 
Beck, Young, French, & Ackerman, by ~ftrey F. Beck and 
Sheila 5. Brutoco, Attorneys at Law, for Citizens Utilities 
Company of california; Kenneth K. Okel and ~leen So Blunt, 
Attorneys at Law, for GTE California Incorporated; Nancy W. 
Doyne and David R. Clar~, Attorneys at Law, for San Diego Gas & 
Electric company; Hilliam A, Ettinger, Attorney at Law, for AT&T 
Communications, Inc.; Cooper, White & Cooper, by ~£b¢n Franz, 
Attorney at Law, for Roseville Telephone Company: Orrick, 
Herrington & Sutcliffe, by Robert Gloistein, Attorney at Law, 
for Contel of california, Inc.; E. R. Island and J. E. Jackson, 
Attorneys at Law, fc~ Southern California Gas Company: 
Richard S, Jaxxd::t, :t.:>r CP National; RQbert M. Jollnson, Attorney 
at Law, tor Southwest Gas Corporation; QQni~l J, Hc~a~~, 
Attorney at Law, tor Pacific Bell~ Roger J. Petc[s, Kermit 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 FraPk A. McNulty, Attorneys at Law, for 
Southern california Edison Company; Robert A. Loehz;:, Attorney at 
Law, and Fred R. Meyer, for San Jose water Company: and James D. 
~, Attorney at Law, for Sierra Pacific Power Company; Stoel, 
Rives, Boley, Jones & Grey, by Robert V. SiIXa1t~ and James C. 
Paine, Attorneys at Law, for Pacific Power & Light Company. 

Xnterested Parties: Brown, Bridgman Retiree Health Care Group, by 
Stanley H. Clow and Fred D. Van Remortel; Nossaman, Guthner, 
Knox & Elliott, by ~9se E. GuzmAn. Jr., Attorney at Law, for 
Westport Management Services, Inc.; and thomas M2DS and Michel 
Florio, Attorneys at Law, for Toward Utility Rate Normalization. 

Division of Ratepayer Advocates: ,zAmes s. Ro~ and Rufus G. 
ThAyer, Attorneys at Law I and Mark Loy • 

.. ' 
~. I""t' • ,. 

I·' .' ~',.' (END OF APPENDIX A) 
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Concurring' Opinion of COJIIJIliaaioner John B. Ohanian 

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

There are, however, two aspects ot my vote tOday which I teel 
need some elaboration. Today'a deciaion observes that in 0.88-
03-072 we rejected tor ratemakinq purposes, the use of FAS No,. 87, 
Employers' Aeeounting For Pensions. The decision further notes 
one substantial similarity between FAS No. 106 and the rejected 
FAS No. 87, namely, the use ot the projected unit credit 

method1 in calculatinq 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 reconsiOer the use of 
FAS No. 87 tor ratemaking "it we adopt the projected unit credit 
method accordinq to FAS No. 106" in Phase II ot 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' qreat 
lengths to make it clear that FAS No. 87 and 106 are siblings, it 
not twins. Therefore, in deciding whether or not to reopen I.87-
02-023, I will be comparinq FAS No. 87 aqainst the entire package 

1. FAS No. 106 refers to the "benefits/years of &ervice approach" 
instead of the "projected unit credit methOd." ~ut as 
pointed out in Footnote 18 ot the Exposure Drat~, the 
benefits/years ot service approach is virtually oynonymous 
with the projected unit credit method. 



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

~be 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 modifying 
existing pension plans to include PBOPs benefits. The advantages 
ot choosing this tunding vehicle are that it enables a utility'S 
POOPs contributions to }:)e tax deducti}:)le and plan income to be 
tax tree; and allows for unlimited contributions so long as they 
are reasonable, necessary, and do not exceed the maxim~ benefit 
limits. 

To me, this vehicle has an additional appeal. Several of our 
utilities are fortunate enough to possess pension funds with 
surpluses ot assets~ Perhaps these surplus assets can be used to 
mitigate the expected rate shock trom funding PBOPa. Therefore, 
before r will vote for increasing rates to fund PBOPs, I expect 
those utilities with overtundecl pension plans to either use their 
excess assets to fund their PBOPs obligations; or to make a 
convincinq showing as to why their pension plans cannot or should 
not be modified so as to use the surplus assets to tund their 
PBOPs obligations. 

/s/. John B. OhAniAn 
John B. Obani.an, Commissioner 

July 2, 1991 
San :Francisco., California 


