Decision 91-10-024 October 11, 1991
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Investigation on the Commission’s

own motion into the matter of I.90=-07-037
post-retirement benefits other (Filed July 18, 1990)
than pensions.

Application of Pacific Gas and

Electric Company for authority Application 88-~12-005
among other things, to increase (Filed December 5, 1988)
its rates and charges for

electric and gas service.

(Electric and Gas) (U=39-NM)

And Related Matter. I.89-03-033
(Filed Maxch 22, 1989)

GTE California Inc. (GTEC) and Pacific Bell (PacBell)
have filed applications for rehearing of Decision (D.) 91-07-006,
the Phase I Decision in the Commission’s investigation into post-
retirement benefits other than pensions (PBOPs). Towaxrd Utility
Rate Normalization (TURN) has filed a response opposing the
applications.

The Phase I Decision dealt with the pre-funding of
PBOPs, and authorized, but does not require, utilities to
implement tax deductible PBOPs plans. The Phase I Decision also
generally authorizes utilities to recover these pre-funded PBOPS
contributions in rates, so 1ong'as the utilities implement
certain safequards and meet specified regquirxements.

However, the Phase I Decision requires GTEC and PacBell
to make an additional showing before they c¢an obtain rate
recovery for their pre-funded PBOPs costs. GTEC and PacBell are
subject to incentive=-based rate requlation incorporating an
annual price cap, rather than traditional cost-of-service
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regulation. (See D.89-10-031, 33 Cal. P.U.C. 2d 43.)
Accordingly, under D.89-10-031, they must show that their pre-
funded, tax-deductible PBOPs contributions are entitled to 72
factor” treatment before they can adjust their rates to reflect
these PBOPs costs. Their Z factor showing must demonstrate that
these costs are “clearly beyond the utility’s control” and “are
not reflected in the economywide inflation factor”. (D.89=-10-
031, 33 Cal. P.U.C. 2d at 228, Conclusioen of lLaw No. 26, quoted
in the Phase I Decision at 27.) The Phase I Decision requires
GTEC and PacBell to make their PBOPs 2 factor showing in Phase XI
of this proceeding. Phase IXI will also consider whether the
Commission should adopt Financial Accounting Standards Board
(FASB) Statement No. 106, dealing with PBOPs.

In their applications for rehearing, both GTEC and
PacBell challenge our decision to defor consideration of rate
recovery for theixr PBOPs costs until Phase IX. In its
application for rehearing, GTEC argues: “If FASB [Statement No.]
106 is adopted in Phase II, then, based on the holding in D.89-
10-031, there can be no serious dispute over the right of GTEC to
seek recovery, as a “z” factor, of the additional costs that it
will have to recognize as a result of that rule change.” (GTEC
App./reh. at 10-1l1, emphasis added.) Even if we assume, only
for the sake of this discussion, that adoption of Statement No.
106 by the Commission would be sufficient to justify Z factor
treatment, GTEC concedes that this justification must await Phase
IX, when the Commission will consider whether to adopt Statement
No. 106. Thus, GTEC recognizes that unless the Commission in
Phase II recuires the utilities to adopt Statement No. 106, the
PBOPs costs involved undoubtedly will not qualify as costs
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7clearly beyond the utility’s control” (D.89-10-031).% The
commission, well aware of this situation, therefore has required
GTEC and PacBell to make their Z factor showings in Phase II —-
rather than in a price cap filing prior to Phase II, as GTEC has
requested. As for PacBell’s suggestion that we adjust its rates
now and consider the 2 factor issue later, that is sinply
inconsistent with the structure of the incentive-based regulatory
framework we approved in D.89-10-031. (See, e.g., 33 Cal. P.U.C.
2d at 60.) Moreover, PacBell has not shown sufficient reason for
departing from the requirements we so recently imposed.

In its application for rehearing, GTEC requests that we
modify Ordering Paragraph No. 5 of the Phase I Decision te
clearly state that GTEC may track its PBOPs costs in a memorandum
account pending a Commission decision on whether those costs may
be recovered in a Z factor adjustment. Ordering Paragraph 5
generally authorizes utilities to track the costs of their tax
deductible PBOPs plans in interest bearing memorandum accounts,
pending an opportunity to request rate recovery in a general
rate, attrition, or similar filing. However, it is not entirely
clear that the specific language used applies to GTEC and
PacBell. It was not our intention to deprive GTEC and PacBell of -
the opportunity granted other utilities to track their PBOPs
costs in an interest bearing memorandum account pending a
Cormmission decision on rate recovery. Accordingly, we will
nodify Ordering Paragraph No. 5 as GTEC requests.

No other points raised in the applications for
rehearing require further discussion here. We have, however,
carefully considexed all of the issues and arguments raised in
the applications for rehearing, and the response, and are of the

1. FASB Statements, such as Statement No. 106, are generally
accepted accounting principles applicable for many accounting
purposes. Howevexr, they do not automatically apply to the
accounts used in setting utility rates.
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opinion that the decision should be modified in certain limited
respects, but that sufficient grounds for granting rehearing have
not been shown. '
Therefore, good cause appearing,
IT IS ORDERED that D.91~07-006 is modified as follows:
1. The last sentence in the first full paragraph on page
26 is deleted.
2. The second sentence in the third full paragraph on page
26 is modified to read:

However, neither Pacific Bell nor GTEC has
shown that its proposal for Z factor recovery
accurately meets the formula criteria.

3. The second sentence in the first full paragraph on page
27, and the accompanying citation, are modified to read:

Therefore, we are providing further guidance
on the requirements for a complete Z factor
showing in a proceeding in which the 0IX
specifically requires testimony on ”revenue
requirements” and ”the

” as well as evidence pertaining to
#differential ratemaking treatment of PBOPs
costs for different industries, such as
telephone vs. enexgy.” (OII, p.4, emphasis
added.)

Finding of Fact No. 41 on page 45 is modified to read:

4l. Pacific Bell and GTEC did not establish
that their proposal for reflecting pre-funded
contributions in the price cap formula meets
the price cap formula criteria established in
D.89-10=031.

5. In Ordering Paragraph No. 5 on page 49, the following
sentence is inserted after the first sentence.

GTEC and Pacific Bell may likewise track
their costs of implementing and using a tax
deductible PBOPs plan, net of tax, in ar
interest bearing memorandum account, pending
a Commission decision on rate recovery for
those costs.
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IT XS FORTHER ORDERED that:
6. Rehearing of D.91-07-006 as modified herein is denied.

. This orxder is effective today.
Dated October 11, 1991, at San Francisco, California.

JOHN B. OHANIAN

DANIEL Wn. FESSLER

NORMAN D. SHUMWAY
Commissioners

Commissioner Patricia M. Eckert,
being necessarily absent, did not
participate.
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