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Decfsion'92;02~036  February 5, 1992

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application [VQU[:XH:
‘of Pacifiec Bell (U-1001-C), a

corporation, for authorization to

increase rates duée to the adoption Application 90-11-031

of generally accépted accounting (Filed November 19, 1990)
principles for compensated absence

expenses.,

ORDER MODIFYING DECISION 91-10-018 AND DENVING REHEARTNG

pacific Bell has filed an application for rehearing of
pecision (D.) 91-10-018 (the Decision), in which the Commission
denied Pacific Bell'’s réequest to increase its rates by
apptoximately $282 million; plus interest,ito reflect its
projected 1988 compensated absence expense. The pivision of -
'_Ratepayer Advocates and Toward Utility Rate Normalization have
filed résponses in opposition. We have carefully considered all
of the issueés and arguments raised in the application for
rehearing and the responses and are of the opinion that o
sufficient grounds for granting rehearing have not been shoWn.
We will, however, modify the Decision to further explain our -
reasons for denying Pacific Bell’s application to increase rates‘

pacific Bell has attached to its application for
rehearing opinion letters it obtained from five major ACcounting
firms about the issue in this case, as well as pacific’s letter
soliciting those opinions. Pacific concedes, as it must,’ that
thése létters aré not now part of the record in this case. Thus,
the Decision did not err by failing to consider them., '

As we have previously admonished Pacific Bell when it
attempted to introduce new evidence in an application for
rehearingt "Parties haveée an obligation to introduce their
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" eviderce at an appropriate point in the proceedings. (D.87-04=
078, mimeod at 2.) Moreover, “(a)n application for rehearing is o
not an appropriate vehicle for attempting to introduce new’ '
evidence.* (D.88-12- 101, Genéral Telephone, mimeo at 2.)

Nor do thé lettérs that Pacific Bell has submittéd show
any good cause for reopéning the proceéding to recefve thém in
evidence. (Comparé Rule 84 of the Commission’s Rules of Practice
and Procedure (Petition to Set Aside Subnission pribr to
Decision).) These lettérs merely repeat thé position already
taken in the proceeding by Pacific Bell s witnesses, including
Mr. Hetler. The Decision, as modified today, agrees with pacific
that Mr. Hetler’s testimony should be cOnsidered on its merits.
However, as explained in our modified Decision, we find the
position taken by Mr. Hetler and Pacific Béll’s other witness:
unconvincing. Even if the letters Paciflc has attached to its
application for réhearing were introduced into evidence, they
would be uncenvincing when weighed against the contrary evidence
referred to in our modified Decision. Moreover,. it appears that
the fivé accounting firms whose opinions Pacific solicited were
not aware of certain important aspects of Pacific Bell'’s vacétion:
policy. As explained in our modified Decision, these aspects of -
Pacific Bell’s vacation policy further support our conclusion to
deny pPacific Bell‘s application to increase rates.

None of the other issues raised by Pacific Bell in its
application for rehearing require further discussion at this
point. We will address them in our modifications to the
pecision.

Therefore, good cause appearing,

IT IS ORDERED that D.91-10-018 is modified as followst

1. The first sentence under the heading *"Issue” on page 4
is modified to reads

The issues in this proceeding aré whether
Pacific Bell’s projected 1988 compensated
absence impact satisfies the GAAP
requirements for booking as a 1987 liability,




and whether Pacific Bell ié.éﬁtitled_tdil :

recover such cost pursuant to D.87-12-063f,?

.~ - %, 1In the third senténce in the ;Lfstrparagraph*oﬁzpadé‘1;
- a comma is inserted immediately following the word =fncréments”

" the first time that word appears. ' S
e 3, The second séntence in the third paragraph on page 9-1s
. modified to read: | S

Therefore, we review Pacific Bell’s written .
administrative instructions, as well as
testimony about how Pacific Béll administers
vacation, to determine its vacation policy. -

G 4. The second sentence in the first paragraph:dﬁ ﬁégéllo
 is deleted. . o A

, 5. The following language is added at the end of the.
"‘éeéond paragraph on page 10 I

Thorne also testified that the intent of the
SI (which he did not draft) is to say that An
employee becomes eligible on January ist for
the full amount of the employee's vacation -

for that year, and will not become eligible .
for any additional vacation during that year.
while the SI does say that, it says more than -
just that. :

R 6. The fourth paragraph on page 10 is replaced b?;tﬁé,
~ following! ’

The way in which Pacific Bell grants vacatlon
to its newer employees supports theé statement
{n SI No. 106 that where an employee "bécomés
eligible for 2 weeks vacation beginnin in
January 1988. Thé two-weeks vacation ?s »
actually vacation to be earned in 1988."  In
other words, Pacific Bell’s actual practice
in granting vacation supports the conclusion
that émployees are granted vacation on :
January 1 of each gear for work to be
performed during that calendar year.

pacific Bell’s witnéss Thorne testified about
a hypothetical Pacific Bell employee who .
began work on January 1, 1987. Consistent

3
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with Pacific Bell’s vacation policy, after .
six months employmént the employee was ablé g

to take one week of vacation. Aftéxr the: @ . = .
sécond six months émployment -- at the end 6f - =
1987 -- thé employée could také another week -
of vacation. Thén, on January 1, 1988 the -~
employee was granted an additional two weeks . -
vacation time. Aand, on January 1, 1989, the -
employee was granted yet another two weeks of
yvacation.

According to Pacific Bell, the two weeks the -
employee récéived in 1987 plus the two weeks
granted on January 1, 1988, (a total of 4 - - . =
weeks) were all earned in and attributable to- .-
1987, the first year of employment, while - -
only the two weeks granted on January 1, 1989 = .
were earned in and attributable to work
during 1988. This does not make sens¢, that

an employee earns more vacation time during

the employee’s first year of employment than
during later years, It is much more -~ .~ = =
reasonable to ¢onclude, as does SI No. 106; - .
that the vacation granted on January 1}, 1988,
was vacation "to bé earned” during 1988; in-
other words, that the vacation time granted ..
on January 1, 1988 was attributable to work , - -
the employeé was expected to perform during °= '~ -
1988. Undér this more plausible analysis, -~ =
the above employee earned two weeks vacation -
during each of the employee’s first thrée
years of employment.

‘There was also testimony about an actual ..
pacific Bell employee who began work on April - =
1, 1986. This employee, as an upper-lével - - . .
manager, was granted 4 weeks of vacation time. -
during 1986, the manager’s first year of :. . -
employment. The manager was also granted an ..
additional 4 weeks vacation during 1987,

From this pattern it becomes clear that the
further vacation granted the manager on -
January 1, 1988 was attributable to work the
manager was expected to perform during 1988, -
not to work already performed for which the
manager had already received 4 weeks vacation
per year., And no matter how many years this
manager continues in Pacific Bell's employ,
the vacation granted the manager on January 1

of each year will continue to be the vacation
earned in and attributable to work expected
to be performed during that year, not '
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‘vacation earned in the prévious,year-éﬁdfl'
attributable to work already performed. . -

The above-cited examples, as well as other - . -
testimony about how Pacific Bell administers o
its vacation policy, show that Pacific Bell’s-
actual practice in granting vacation is to .-
grant its employees vacation on Janvary . of .
éach year for work to be performed during the.
remainder of the calendar year, and not to =
grant its employeés vacation on January 1 for -
work already rendered. The fact that that is =~
pacific Bell’s vacation policy is further. :
substantiated by Pacific Béll’s written SI

No. 106 policy, its lack of an AI vacation

policy, and the presence of written upion . .
contracts which adopt Pacific Bell’s vacaAtion
policy as spelled out in SI No. 106. -

7. The last two sentences in the first paftiiifpéfégféph‘
‘at the top of page 11 are replaced by the followingi ROV

S ) On the other hand, Pacific Bell'’s written -
. S instructions state that employees earn
.' o vacation at the beginning of the year for .
work to be performed during that year. ~There
is no contradiction between the material in .
Appendix A on which Hetler relieés and pPacific
Bell’s written policy. As explained above, - -
the vested vacation rights Pacific Béll T
employees receiveé each January 1 are baséd onh -
service expected to be rendered in that year, -
they are not based on service rendered in theée -

preceding year.

Hetler’s testimony also ignoxes an important:. - .-
part of the example from Appendix A on which.
he relies. Paragraph 12, Appendix A of SFAS -
No. 43 states, in pertinent partt o
if new employees receive vested rights

to two weeks’ Eaid vacation at the
beginning of their second year of
employment with no pro rata payment in -
the event of termination during the

first year, the two-weeks’ vacation

would be considered to be earned by

work performed in the first year and an
accrual for vacation pay would be :
required for new employees during their
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first year of service . . . (Emphasis
added.) sl

Theé above example makes sense. if an. .= .
employee réceives no vacation in the éeveat =
the employee leaves during the first year of
‘employment, it seems reasonable that the .
vacation granted at the be?inning of the . .
second year of employment is in return for . . -
the work already performed during the first
year. However, at Pacific Bell, contrary to
the above example, employeés who leave during -
their first year of employmént do receive pro
rata payment for vacation pay earned during
that partial year. (Indeed, even Pacific
Bell employees who do not leave during their
first year of émployment, receive vacation -
during their first year.) In short; the
above example is simply not applicable.” -

Moreover, the point of Paragraph 12 seems to -
be that rights need not be vested in order to
be accrued. The point of that paragraph is -
hot,-as Pacific Bell would have us believe, - -
that all vested rights necessarily reélate to
service already rendered and therefore -..
require prior accrual. For all the above:
reasons,; Hetler'’s testimony -- that GAAP . =~ .
requires the vacation Pacific Bell grants on
January 1 to be accrued during the préeceding -
year -- is not convincing. o

L §. The first full paragraph on page 11 is réplaced by the
following! : - :

According to Hetler, in instances where there
is controversy, or ambiguity exists in the
accounting literature, Coopers & Lybrand’s
local off?ce consults with a partner in its
national research group in New York. In this
particular instance, Hetler's firm dida -
consult with the national office to confirm .
that Pacific Bell’s vacation policy meéts the
statement criteria. However, Hetlexr did not.
know what Pacific Bell documents his national
office reviewed prior to expressing its
opinion, Absent testimony regarding the
underlying documents that Coopers & Lybrand’s
national office relied on, we place very
little weight on Hetler’s consultation with

his national office.
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Pacific Béell conténds that just becausé its .-
employeés wére not réequired to work beyond =
January 1, 1988 in order to be paid for the
vacation granted them on that date, the -
vacation was attributable toé work already - ,
performed. Pacific Bell focusés on only one
aspect of its vacation policy and ignores all. .

other aspects. In light of all the évidence -

presénted about Pacific Bell's vacation = -
policy ~- including Pacific’s writtén =

“instructions and téstimony about its actual

practice in granting vacation time -~ we find
that the overwheiming weight of thé evidence. '~

"éstablishes that the vacation granted Pacific .

Bell’s émployees on Januvary 1, 1988 was .. .
attributable to work expected to be pérformed
in the future. L

The first sentence in the last, partial paragraph at

:",iftheibottomVOf page 11 is replaced by the followingt

It has néver been our intention to allow a
utility to recover through rates projected .~

_yacation costs prior to the time that

i 10,
. above the

services are expécted to be rendered. Thié»:f .
is cgnsistent with the requirements of SFAS
No. 3. ‘ . i

The following language is added on page iﬁrimﬁédiétély
heading "Request for Finding of Eligibility"t . '

pacific Bell arques that by denying recovery
of its projected 1988 compensated absence .
expense, we will return its accounting for
vacation pay to a cash basis. That is not -
trué. Under cash basis accounting, vacation

. pay is not booked until the vacation is

i1,
following

taken. However, by Resolution F-627, .we .
permitted Pacific Bell to recover thé cost of
vacations earned, but not yet taken by the -
end of 1987, As explained above, GAAP
requires no more.

A new Finding of Fact No. 2A is inserted on page 15
Finding of Fact No. 2.

2A. Pacific Bell's projected 1988

‘compensated absences expense répresents
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'=;}'.ff§;lowing

| ;féllowing

‘vacation beginning in January 1988.
"weeks vacation is actually vacation to bé
~eéarned in 1988." S ’

14,

Pacific Bell’s cost of employees’ vacation == -
vested on January 1, 1988, ; L

A new Finding of Fact No. 7A is tnserted on page 15
Finding of Pact No. 7. B - C

9a:. Pacific Bell’s vacation policy can bée -
established by referénce to its written SI -
instructions, its lack of an AI vacation.
policy, the presence of written union .. = -
contracts which adopt.Pacific Bell’s vacation -
policy as spelled out in SI No. 106, and its
actual practice in granting vacation to its
employees, including newer employees. '

Finding of Fact No. 11 on page 15 is_modifiéd fb,teédi
The way in which Pacific Bell grants vacation &
to its newer employees shows thée accuracy of -
the statement in SI No. 106: that where an :

employee "becomés eligible for 2 weeks -~ . . °
“The twé=" - .

The following ?1ﬁdings of Fact are inserted Oﬁ pagé,I5
Finding of Fact No., 111 : -

 11A. Pacific ﬁeil‘s actual practiée'ih .

granting vacation shows that employéés are
granted vacation on January 1 of each year .
for work éxpected to be performed during the
remainder of that calendar year, not for
services already rendered. -

11B. The vacation ?rahted'on January 1 is not -
earned in and attributablé to employment =~ . =
during the previous year. If that were the
caseé, employees would earn more vacation time
during their first year of employment than:
during later years, which does not make

sense., )

11C. The example contained in Paragraph 12, -
Appendix A of SFAS No. 43 does not apply to
Pacific Bell’s situation. Contrary to that
example, Pacific Bell employees who leave

during their first year of émployment do




A.90-112031  Ljoip

receive pro rata payment for vacation pay T
earned during that partial year. ) o

11D. The overwhélming weight of the evidence: - .-
establishes that the vacation granted pacific: -1 -
Bell’s employees on January 1, 1988 was ~ el
attributable to work expected to be pérformed .~
during 1988. - Lo En

11E. There was conflicting expert testimqﬂ{ .
about the proper accounting treatment of the -
vacation granted to Pacific Bell employees on .
January 1, 1988. : LT

11F. Because the vacation granted to pacific
Bell employees on January 1, 1988 was not
mattributable to employees’ services already .
rendered, * pursuant to SFAS No. 43 the cost = -
of that vacation should not have been accrued
during 1987. : -

11G. Pacific Bell’s projected 1988 N
compensated absence expense should not have . -
been booked as a liabflity before the end of = = -
1987, and therefore is not properly a part of -
Pacific Bell’'s embedded compeénsated abséncés = -
liability as of December 31, 1987. D _
Accordingly, the Commission’s prior decisions = .-
do not authorize an increase in Pacific | .~ .-
Bell'’s rates to recover its projected 1988 -
compensated absence expense, and there is no = -
justification for such a rate increase. PRI

» 15. The following sentence is added at the end 6f;?1ﬁ&ihg
of Fact No. 12 on page 16! ‘

This is consistent with SFAS No. 43.




;§1T IS ?URTHBR ORDBRBD thatl o : - R

- Rehearing of D.91-10- 018 as modified heréin is deniéd.

_‘This ordet is effective today‘_ o : ~:;:‘
-Dated Pebruary 5, 1992, at. Saﬁ Prancisco, California.,.

. DANIBL Hm. FESSLER -
- president - ’
JOHN B. . OHANIAN
" PATRICIA- H.,ECKERT
" NORMAN D. SHUMWAY -
Commissioners
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