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OPINION 

By this order energy, water, and telecommunications 
utilities under the traditional cost of service regulation and 
telecommunications utilities under the new incentive regulation are 
required to accrue their pOst-retirement benefits other than 
pensions (PBOP) for both regulatory accounting and ratemaking 
purposes. 

The affected utilities are required to utilize the 
Financial Accounting standards BOard (FASB) statement NO. 106 as 
modified by this order to record and accrue their PBOP liability. 
Modifications to the statement include the use of the utilities 
employees total utility service life attribution method for both 
the utility'S transition benefit obligation (TBO) and ongoing PBOP 
costs unless they can demonstrate that the benefits/years of 
service approach will result in minimal change, and amortization of 
the TBO over 20 years. Recovery of PBQP costs shall be limited to 
tax-deductible contributions up to a maximum annual increase in 
PBOP recovery Of 1% of the utility'S prior-years' total operating' 
revenue for traditional cost of service ratemaking utilities. 

The affected utilities are also required to record a 
regulatory asset 1 to reflect the difference between the utility'S 
total PBOP liability and the amount currently being paid by 

1 A regulatory asset is the recording of the utilities' costs 
not currently recoverable for ratemaking purpose. TO qualify asa 
regulatory asset, it must be probable that future revenue in the 
amount at least equal to the asset will result from inclusion of 
that cost in allowable costs for ratemaking purposes, and must be 
based on available evidence that future revenue will be provided to 
permit recovery 6f the previously incurred cost rather than to 
provide for expected levels of similar future costs • 
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ratepayers. Recovery of thereguiatory a~set . shall bag-In duii,ng
the year when tax-deducti~le limits exceed PBOP costs and continue 
until the regulatory asset reaches zero. 

Utilities under the new incentive regulation shall not be 
allowed recovery of their pBOp contributions made prior to adoption 
of the Statement as a z factor adjustment. Funded contributions, 
under the same conditions applied t6the traditional cost of 
service utilities, shall be recoverable through an annual z factor 
adjustment. 

Those affected utilities operating under other states" 
jurisdiction with their california operations being 10\ or less of 
their total utility operations (as measured by the four-factor 
method)2 may choose to be exempted from the accrued PBQP 
requirement for regulatory accounting purposes only. However, for 
ratemaking purposes, such utilities shall be required to impute the 
effect of accrued PBOP, as explained in this order, as part of 
their general rate fIlings. Such utilities shall also assume that 
their funding begins on January I, 1993 and shall assuine earnings 
on their imputed PBOP contributions to be at their authorized 
weighted cost of capital rate. 

2 The four-factor method is a formula comprised of direct 
operating expenses, gross piant,number of employees, and number of 
customers. This formula is used by the utIlity to allocate common 
utility plant. 
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I l: • Background 

FASS3 issued an· -exposure draft· 4 on February 14, 

1999 with the intent to issue an official FASS statement that had 
the potential to trigger ratemaking impacts resulting from a change 
in the accounting for PBOP from a cash basis of accounting to an 
accrual basis of accounting. This meant that employers wOuld b~ 
required to recognize the future cost Of providing pROp to their 
employees by accruing these costs in the employers' financial 
statements as they are earned during the employees' years 6f 
service. The FASS defined PBOP as those benefits other than 
pensions that employees receive upon their retirement from work. 
These benefits include medical and dental carel life insurance, and 
legal services. 

It became apparent that the FASS would adopt a pBOp 
statement that would impact regulated utiiities. It was also 
perceived that the PBOP liability for California regulated 
utilities would be significant. Therefore, this investigation was 
opened to assess the rAtemaking effects of PBOP and to consider the 
establishment ot consistent general pOlicies and procedures for ali 
california regulated utilities that provide PBOP. 

3 FASB is an authoritative body which establishes a common set 
ot Accounting concepts, standards I procedures, and conventions, 
commonly known as -Generally Accepted Accounting principles
(GAAP). GAAP is recognized by the accounting profession 8S a whole 
and is used to most enterprises as a basis for their external 
financial statements and reports. 

4 An exposure draft is a proposed FASS order issued for comments 
from the accounting industry. such comments are taken in 
consideration with the exposure draft prior to the adoption and 
issuance of an Official opinion by the FASB • 
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. III. Phase I 

The first phase of this investigAtion examined the 
benefits and detriments 6f funding PBOP prior to the FASS's 
issuance and prior to the effective date 6£ its official statement. 
The first phase of the investigation also considered PBQP funding 
plans and methods to ensure that PBOP funds would be used for only 
PBOP benefits. 

It was during that phase of the inVestigation that the 
FASB made minor changes to its exposure draft and adopted its 
official PBOP statement, Statement of Financial Accounting 
Standards No. 106 (SFAS 106 or statement), in December 1990. 

The first phase concluded with the issuance of Decision 
(D.) 91-07-006. In that decision we found that the funding of PBOP 
with tax-deductible trust plans prior to January 1993,·the 
effective date of the statement, was in the ratepayers' best 
interest. We also found that adequate legal and accounting 
safeguards were already in existence to ensure that amounts 
contributed to PROP plans would be used to provide only PBOP 
benefits. 

Pursuant to the first decision in this investigation, the 
Commission gave utilities permission to fund and to recover their 
PBOP costs prior to the Statement's effective date, at tax
deductible contribution levels. such recovery was subject to a 
reasonableness review of the utility's trust plans, actuarial 
assumptions, contributions, and investments in each utility's next 
general rate proceeding_ 

IV. phase II 

This decision addresses the second and final phase 6f the 
PBOP investigation. In all, there were 10 issues for this phase of 
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, the investigation, 8 of which were identified in tha investigation, 
and the remaining 2 identified io'0.91-07-006 as modified by 
D.91-10-024. Because several of these issues overlap each other, 
they have been consolidated into 5 major issues for discussion in 
this decision as follows. 

a. ReVenue requirement impacts. 
b. Accounting and ratemaking treatment. 
c. Legislation impacts. 
d. Safeguard mechanisms. 
e. ·z factor- treatment. 

V. Evidentiary Bearing 

A prehearing conference on phase II issues was held 
be fora Administrative Law Judge Galvin on October 29, 1991 in San 
Francisco. There were 13 days of evidentiary hearings between 
December 2, 1991 and February 2S, 1992. 

Permit Group, Inc. (formerly Brown Bridgman Retiree, 
Health cara Group), the Department of Navy, the Division of 
Ratepayer Advocates (DRA), GTE california Incorporated (GTEC), 
pacific Bell, pacitic Gas and Electric Company (PG&E), ROseville 
Telephone company (Roseville), San Diego Gas' Electrio Company 
(SDG&E) I Southern California Edison Company (Edison), Southern 
california Gas Company (SoCal Gas), and Southwest Gas Corporation 
(Southwest Gas) provided testimony on the Phase II issues. 

Opening briefs were filed on Karch 27, 1992 and the 
matter was submitted upon the receipt of reply briefs on April 22; 
1992. 

Subsequent to the receipt of reply briefs, ORA filed a 
motion to strike portions of PG&E'S and S6Cal Gas's reply briefs 
which discussed and included a nuff & Phelps publication issued 
after the close of evidentiary hearings in this investigation. ORA 
asserted that the discussion and publication should not be allowed 
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because it represented new testimony not scrutinized under 
examination. 

.. .~. ~ : 

Both PG&E and Soca1 Gas acknowledged that the publication 
is not a part of the record in this proceeding and that it did n6t 
exi£t until after the close of evidentiary hearings. However,' they 
contend that the publication should be considered as argument to 
substantiate the £inatlcial concerns expressed by their witnesses. 

To the extent that the utilities' discussions and the 
publication summarized the financial concerns expressed by PG&E's 
and socal Gas's witnesses, they have been considered in this order. 
However, to the extent that the discussions and publication 
provided new information not already a part of the rec6rd, they 
were not considered in this order. 

VI. Revenue Requirements 

As explained in our background discussion, it was the 
general consensus at the time this investigation was opened that 
the california regulated utilities' PBOP liability would be 
significant. Subsequent to the institution of this investigation 
the FASS issued its Statement which enabled the utilities to 
quantify the impact of adopting the statement for ratemaking 
purposes. The Statement requires all entities to discontinue the 
prevalent practice of recording PBOP benefits on the cash basis of 
accounting, or only when payment is actually made for PBOP 
benefits. The cash basis is being replaced with the accrual basis 
of accounting. Under the accrual basis entities must record pBOP 
benefits Over the time period that their employees earn pBOp 
benefits, or the employees' working lives. The effective date of 
this Statement for california regulated utilities is January 1, 
1993. 

The annual PBOP costs to be accrued and recorded is 
called the -Net Periodic Postretirement Benefit Cost.- components 
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e . 6f this c·ost inc1ude service costl $ lntereCst C()st J 
6 actual 

return on plan assets, 7 and Amortization o~ the 1'80. 8 . 
Calif()rnia ratepayers will be substantially impacted if 

the Statement is adopted forratemaking purpOses. It was esti~ated 
that if the statement Is adopted with()ut any modification that the 
ratepayers of GTEC, pacific Bell, and SDG&E would see a $0.38/ 
$0.75, and $O.1g monthly increase in their utility bills, 
respectivelY. Absent specific cost recovery methods and 
considerati()n ot each individual utility's tak situation, net-to
gross multiplier factors may be necessary to reflect post-tak 
dollar payments fr()m the ratepayers' perspective. Therefore, it is 
not possible to determine the resulting revenue requirement for 
each utility should tull PBOP liability funding be adopted for 
ratemaking purposes at this time. However, the utilities haVe 
provided a comparison of their PBOP cOsts between the cash basis 
And Accrual basis of accounting_ In 1993 alone, the first year 6f 
the.Statement implementation, California regulated entities that 
provi~e PBOP, except for A~&T CommunicAtions of California, 
inc.,9 would incur nearly an additional haif a billion dollars in 
cost as summarized in the f61lowing tabulationt 

5 Actuarial present value of the eXpected obligation attributed 
to employees' service during the current period. 

6 An increase in the TEO due to the passage of time. 

7 A change in the fair value of plan assets from the beginning 
to the end of a time period, adjusted for contributions and benefit 
payments. 

8 The recognition of all PBOP benefit obligations at January 1, 
1993 less any plan assets at that date. 

9 Data for california-only operations was not available. 
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CASH ACCRUAL INCREAsED 

trrILITY BASIS BASIS COST 
(Millions of DOllars) 

Edison 
PG&E10 

SOO&E 
SOCa! Gas 
Southwest Gas 11 

GTEC 
pacific sell 
Roseville 

$ 33.7 
25.5 
4.0 
6.6 

.1 
18.3 

111.3 
• 1 

$199.6 

$ 86.3 
150.6 

7.4 
29.9 

.3 
77.1 

282.7 
.2 

$634.5 

VII. Transition Benefit Obligation 

$ 52.6 
12S.i 

3.4 
23.3 

.2 
58.8 

171.4 
.1 

$434.9 

The substantial increase in POOP costs under the accirual 
basis ot accounting is primarily attributable to the TBO. This is 
because the Statement requires all entities to record as an 
operating expense the cost of all PBOP benefits earned prior to 
January 1, 199j. However, the entities have the option of 
recording the TBO as a one-time operating expense or amortizln~it 
on a straight-line basis over either the average remaining service 
period of the active employees or over a 20-year time period. A 
majority of the california utilities that provide PBOP intend to 
amortize the approximately $5 billion TBO over a 20-year time 
period at a rate of $237 million per yeat as summarized below. 

10 Medical only. Excluded insurance benefits because the cash 
basis amount was not disclosed. The insurance accrual basis amount 
is $10,207,000. 

11 california operations only. 
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TOTAL YEARLY 
UTILITY TB6 AMORTIZATiON 

(MILLIONS OF DOLLARS) 

Edison $ 626.0 $ 31.3 

PG&E12 920.0 45.9 

SDG&E 59.2 3.0 

SOCiil GaS 266.0 13.3 

southwest GCls 13 1.9 0.1 
GTEC 601.8 30.1 

pacific Bell 2,266.0 113.3 

Roseville 1.6 0.1 

TOTAL $4,742.5 $ 237.0 

vIII. True-up of Phase I Funding 

Not all of the utilities that provide PBOP benefits to 
their employees implemented the permissive PBOP funding authorized 
by theflrst phase of this investigation. However, because 
utilities such as Pacific Sell, PG&E, and SOCAI Gas began accruAl 
funding 6f PBOP prior to the statement's effective date, they were 
expected to true-up their interim pre-funding revenue requirements 
in the second phase of the investigation. 

Ordering paragraph 5 of the phase I order gavePG&E the 
authority to accrue PBOP contributions in a memorandum account 
until its 1992 attrition rate adjustment (AHA) filing, at which 
time rate recovery would be authorized. BecaUse PG&E's filing of 
its 1992 ARA took place after the second phase of this 
investigation, it was not possible for PG&E to true-up its psOP 

12 Excluded $70 million applicable to the insurance TBO. 

13 california operations only. 
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funding in this investigation. However, PG&E did propose that the 
amount authorized in its 1992 ARA serve as a ceiling for revenu$ 
requirements assOciated with PBOP funding in excess of its pay-as
you-go costs, and that any excess revenues associated with the 1991 
and 1992 contributions be returned to ratepayers through a true-up 
procedure in its 1996 General RAte CAse (GRc). 

soCal Gas wAs granted authority to fund PBOP and to 
implement rates to recover PBOP costs in its Test Year 1990 GRC t 

D.90-01-016, 35 CPUC 2d 90 at 132 and 133. Although socal Gas was 
authorized to recover PBOP casts l the GRC decision placed SoCal Gas 
on notice that those prior and current test years' contributions 
plus a reAsonable rate of return will be assumed by the Commission 
to be available gross of tAx to offset pAy-as-you-go expenses in 
soCal Gas's next GRC. Because soCal Gas's prior and current test 
years' PBOP contributions will be reviewed in its next GRC, the 
true-up requirement is not applicable to SoCal Gas in this 
investigation. 

since the FASS established January 1, 1993 as the 
Statement's effective date, it is not feasible for the remaining 
utilities funding PBOP in advance of the Statement date to true-up· 
their PBOP costs in this investigation. Therefore, those affected 
utiliti~s should true-up their pBOp costs as part of their next GRC 
application. The telephone utilities subject to the new regulatory 
framework (NRF) mechAnism should true-up their PBOP costs in th~ir 
annual price cap filings, consistent with the method addressed in 
the -z factor- discussion in this order. 

IX. Justification for Revenue Regutre.ent 

~he utilities revenue requirement data was based on 
actuarial valuations of the projected cost of the respective 
utilities' PBOP benefits. These valuations included demographic 
and economic assumptions, and were performed in accordance with 
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generally accepted actuarial principles and the Staternentcriterl~. 
Demographic actuarial assumptions included historic~l mortality, . 
turn-over, disability, and retirement data.· EconOmic assumptions 
included long-term assumptions believed to be reasonable and 
consistent with one another to reflect the long-term view of future 
cost patterns of the individual PBOp plans in existence, 

A substantial portion of the evidentiary hearing was 
devoted to the revenue requirement recovery issue. In essence, 
this issue conce~ned financial and regulatory considerations. 
A. Financial Consideration 

Financial consideration consists of the utilities' 
ability to maintain their finanoial strength and to minimize their 
cost of capital. In this regard, Edison and SDG&E represented that 
full funding of the pBOp liability would be in the ratepayers' and 
utilities' long-term best interest because it would help maintain 
the utilities' financial strength and minimize the utilities' cost 
of capital. Edison fUrther represented that if we approved only 
partial PBOP funding, the financial risks already facing the 
utilities would be exacerbated and ·could- result in increased cost 
to the ratepayer. 

On the other side of this financial issue, DRA provided 
substantive testimony to alleviate the utilities' concern of an 
exacerbated financial risk. Its testimony substantiated that 
standard & poor's And Moody's Investors service, Inc. (MoOdy's) 
already factor in the effect of PBOP liabilities. The additional 
PBOP reporting required by the statement would be helpful for the 
rating agencies to fine-tune their assessments and could even 
reveal a significantly smaller burden than previously assumed by 
the rating agencies. It will not result in the downgrade of debt 
ratings in any event. 

Edison countered that Standard & Poor's and Moody's 
ratings are irrelevant to the concerns of the equity (common stock) 
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market because these agencies' ratings only aSSeS6 fixed income 
securities. 

There is no dispute that the bond and stock markets are 
significantly different. BOnd holders may-have a much greater 
level of security than shareholders because debt payments precede 
stockholder dividends. However, Over the short term, the higher, 
or more favorable the rating given to the utilities' debt by rating 
agencies, the lower the cost, or interest rate, needed to service 
debt. In turn, this lower service cost directly results, absent 
any disallowance of PBQP costs, in the availability Of additional 
money for shareholder dividends and/or capital improvements. 
Although the degree of risk assessed by rating agencies and 
potential stockholders is not expected to be equal, we would expect 
some correlation to exist between debt and cOmmon equity risk. 

we recognize, as addressed by the Department Of Navy, 
that the rating agencies have not directed their Statement comments 
to a specific industry, such as the utility industry. However; its 
testimony corroborated ORA's testim6ny regarding the rating 
agencies' current practice of projecting PBOP liabilities to arrive 
at rating factors. 

The Department of Navy also provided testimony on the 
rating practices of ouff 'Phelps. In addition to rating debt like 
the other rating agencies; Duff' Phelps ranks and rates common 
stock securities. As elaborated in Duff, phelps' October 9, 1989 
·Credit Decisions,· there is no basis to conclude that the 
Statement would have any measurable impact on the companies t 

ability to access capital markets because the capital markets will 
see through to the economies which have not changed. 

Although the rating agencies did not provide testimony in 
this investigation, DRA and the Department of Navy provided 
persuasive testimony to explain how the rating agencies consider 
PBOP liabilities in assessing risk and in establishing rating 
factors for debt and common stock. 
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There is no dispute that risk· exists. What is in dispute· 
is the degree of risk that will occur it the statement is not 
adopted. However, this is not the proper proceeding to assess or 
t6 provide compensation for degrees of risk related to a single 
factor. Such assessment isproperiy addressed in rate o£ return 
proceedings where the utilities' risk is evaluated and balanced to 
reflect their overall risk, such as in annuai costo! capital 
proceeding for major-energy utilities and in GRC proceedings for 
other" utilities. 

The utilities have n6t substantiated that their financial 
strength and capital cost should be considered in deciding whether 
the Statement should be adopted for regulatory accounting and 
ratemaking purposes. 
8. Regulatory ConsideratiOn 

Regulatory considerations consist of inter-generational 
inequity, cost recovery procedures, Generally Accepted Accounting 
principles (GAAP)I time value of money, rate shock, and speculative 
results • 

1. Inter-Generational Inequity 
An inter-generational ineqUity presently arises with PBOP 

costs because, under the present cash basis of accounting, future 
generations of ratepayers pay for the cost of PBOP benefits earned 
today while current ratepayers pay for the cost of PSOP benefits 
earned in prior years. 

Except for TURN's argument in its brief and reply brief, 
the parties to the proceeding concur that inter-generational 
inequity currently exists for PBOP expenses. SOCal Gas explained 
that funding will ensure that the appropriate group of ratepayers 
funds the benefit as it is accruing, and that a pool of funds will 
be available to guarantee that the earned benefits will be given. 
The remaining utilities also believe that now is the time to 
correct this inequity and to properly reflect the cost of providing 
service • According to the utilities, failure to adopt the 
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Statement ~ill result'il'l the PBOP liabilityisgrowth to a level ~ . 
that will result in major rate shOck to future generations of . 
ratepayers. 

Even ORA,' oppOsed to adoption of the Statement, concurred 
that -If accrual accounting, as propOsed by FASS, is adopted, then 
pre-funding will result in a more equitable distribution of th~ 
cost burden between generations, Accrual accounting results Inthe 
same generation of ratepayers paying for the benefit as was served 
by the employee who earned that benefit._14 

However, adoption of the statemerit without modification 
will not result in inter-generational equity. This is because, as 
testified by the Department 6f Navy, the Statement requires that 
the TBO related entirely to prior periods be amortized and incluQed 
as a compOnent of the PBOP accrual amount. The amortization of 
this TBO would result in a continuation 6f this inequity over the 
duration of the TSO amortization periOd, not to exceed 20 years. 
Therefore, inter-generational inequity needs to be corisideredin 

14 DRA represented in its comments to the ALJ's propos~d decision 
that it never concurred with this position. However! DRA 
represented that if it did agree to this reasotting, t wants to 
rectify its mistake via its comments to the ALJ's proposed 
decision. 

We need only to look at ORA's prepared testimony (Exhibit 23) 
which fostered its initial position and to DRA's respOnse to cross
examination questions CRT 220) which memoralized its pOsition; both 
of which were given under oath. We also find additional . 
discussions of DRA's initial position in Exhibit 63 and in GTE's 
Phase II brief. 

ORA's recanting of testimony provided under oath; which 
questions the credibility of its testimony as a whole, is accorded 
no weight and should not have been filed as part of DRA's comments 
to the ALJ's proposed decision, pursuant to Rule 77.3. Only 
factual, legal, or technical errors may be addressed in comments to 
the ALJ's proposed decision. 
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deciding whether the Statement should be adopted for regulatory 
accounting and ratemaking purposes. 

2. Consistent Cost Recovery MechanismS 
Several of the utilities contended that rate recovery of 

the PROP liability is necessary to be consistent with their 
current recovery of pension and nuclear decommissioning costs. 

Edison, for one, asserted that adoption of the statement 
would place PBQP funding on a cost basis consistent with the ·cost 
of service- principle applied to the funding of both pension. and 
nuclear decommissioning costs. Not only would it make available 
funds to pay PBOP, it would require current ratepayers to pay their 
full cost of service and lessen the burden on future ratepayers 
with a growing liability not applicable to service that the future 
ratepayers would receive. In addition, current ratepayers' costs 
would be minimized through the maximization of earnings on the PBOP 
funding. 

The Department of. Navy concurred with the utilities' 
assessment that the recovery of PBQP accrued funding would be on a 
more consistent basis with the recovery of pension and nuclear 
decommissioning cost. However, it asserted that consistency should 
not be the driving force because the objective of each recovery 
program is different. For example, the objective of setting aside 
funds tor future decommissioning of a nuclear plant is in the 
public interest to alleviate a potentially dangerous activity 
which, if done improperly, could jeopardize public safety. The 
Department of Navy did not believe that this same public policy 
objective existed with respect to the funding of PBOP benefits. 

DRA acknOwledged that PBOP, pensions, and nuclear 
decommissioning funding must currently recognize the expens& of 
liabilities that will not come due for a considerable period of 
time and that a long lag time creates uncertainty about the 
expected cost. However, DRA does not believe that the 
decommissioning cost recovery procedure is relevant to this 

- 16 -



I. 90-07~031 et al. ALJ/HtG/rmn. 

investigation because, unlike nuclear decommissioning, there 18n6-
Public Utilities (PU) Code requirement to fund PBOP, and because 
the california ~uclear Facility Decommissioning Act required 
affected utilities to set up an externally managed, segregated 
sinkIng fund. DRA cited PU Code s§ 8321-8330 which provide 
specific funding requirements for the decommissioning 6f nuclear 
facilities. 

ORA summarized that, unlike nuclear facilities, PBOPhas 
n6 publio health and safety impact, environmentAl impact, or 
national security interest that justifies PBOP accrual recovery 
similar to nuclear decommissioning costs. 

ORA's and the Department of Navy's public health and 
safety concerns were not disputed. Such criteria may be important 
but do not necessarily comport with the reasonable cost of service 
criteria that utilities must meet to obtain an opportunity to 
recover costs through rates. Further, neither party substantiated 
the reievancy of their public health and safety concerns to the 
recovery of PBOP costs. • 

Although PU Code §§ 8321-8330 mandate a funded accrual 
basis of cost recovery for the decommissioning of nuclear 
facilities, the absence of a code section for pBOp c6sts, in 
itself, is not a basis to treat PBOP costs differently from the 
recovery of decommissioning costs. 

ORA's arguments are irrelevant to the investigation. 
This is because the code sections relied on by DRA were not added 
to the PU Code until 1998,15 approximately 5 years after energy 
utilities were authorized to implement an accrual basis of 
accounting for dec6mmissioning costs pursuant to D.93-04-013, 
11 CPUC 2d at 115. Similarly, the Nuclear Facility Dec6mmissioning 
Act cited by DRA did not come into existence until 1985, 

15 Stats 1990, Ch 1560, Sec 5. 
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approximately 3 years after utilities were authorized to fund th~fr 
decommissioning costs on an accrual basis of accounting. - C1E~arly, 
DRA's statutory basis for treating the recovery of PBOP costs 
differently from the recovery o£ decommissioning cost is without-

merit. 
Since developing a consistent cOst recovery mechanism is 

an issue in this investigation, it should be beneficial to review 
the criteria considered in the establishment of a cost recovery 
mechanism for nuclear decommissioning costs. D.83-04-013 of order 
Instituting Investigation (011) 86, issued January 21, 1981, 
resulted from Our concern that adequate funds be available fOr the 
decommissioning of nuclear facilities, and that such cost be 

distributed equitably over time among the customers who benefit 
from the nuclear plant operation. In that decision we rejected the 
direct operating expense method because it was found that 
ratepayers at the time of decommissioning would unfairly bear the 
total costs, and those rAtepayers who benefited from the pOwer 
plant operating would not bear any cost • 

Ha used four specific criteria to assess and evaluate 
various cost recovery mechanismsJ assurance, cost, flexibility, and 
equity. Although the criteria were established in 1983, nothing 
convinces us that the criteria are outdated. Rather than re
inventing the wheel, we will use the same criteria in this 
investigation. such criteria will be applicable in this 
investigation to assess the various cost recovery mechanisms and to 
determine whether such mechanisms should be applied consistently. 

DRA further believed that the pension funding method is 
not relevant because unlike pBOp, which have no ninimum funding 
requirement, all entities that provide pensions are required under 
Internal Revenue service (IRS)/Employee Retirement Income security 
Act (ERISA) requirements to fund employee pensions on an accrual 

basis. 
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However, no party argued that PSOP are currently being 
paid to retirees in it manner similar to pension benefits. Since at 
least 1955 (0.50258, 53 CPUC 275 at 292), the Comn"lission has 
recognized the social benefit of maintaining a sound pension fund 
and has consistently held that the funding of a pension in advance 
of the utility's payment of benefits is a proper current cost of 
service. 

consistent cost of service policy and cost recovery 
mechanisms are valid concerns that need to be considered in 
determining whether the Statement should be adopted for accounting 
and ratemaking purposes. 

3. GAAP Consistency 
pacific Bell believes that Our recent trend to conform 

regulatory accounting with GAAP, such as in the Uniform Systems of 
Accounts (USOA) Rewrite including the implementation of accrual 
accounting for incentive awards and workers l compensation, makes it 
desirable to adopt the statement for ratemaking purposes. 

We concur that the accrual accounting for incentive 4It 
awards and workers' compensation was previously adopted. As to the 
adoption of GAAP for workers' compensation, pacific Bell was the 
only telephone utility impacted because it was the only teleph6n~ 
company which opted to self-insure its workers' compensation 
liability. 

More significantly, pacific Bell failed to note that the 
USOA Rewrite deciSion, 26 CPUC 2d at 349, was applicable to only 
regulated telephone utilities and did not automatically adopt 
future GAAP changes. We took great pains in that decision to make 
it known that we were not entrusting our regulatory accounting and 
ratemaking policy to GAAP. To ensure that this point was 
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'~ understOOd we ordered the major telephone utilities16 to provide 
revenue impact studies t6 the Commission Advisory and Compliance 
Division (CACD) and DRA within 90 days after the FASB releaSed new 
GMP pronouncements. At the sarne time we -told the major telephone 
utilities that future controversial GAAP pronouncements would 
result in the institution 6f an investigation so that the GAAP 
pronouncement could be con~idered on an evidentiary record. 
Regulatory consistency with GAAP is not a valid reason to adopt the 
Statement. 

.. • Time Value of. Kaney 
Southwest Gas asserted that the funding of PBOP liability 

would enable the utilities to take advantage of the time value of 
money by investing funds and earning a return thereon~ This return 
On investment would be available to pay PBOP costs and directly 
result in a lower overall cost to the ratepayer. 

No party disputed that returns of invested funds would 
result in lower overall cost to the ratepayer. However, interested 
parties such as DRA and the Department of Navy questioned whether 
ratepayers would benefit on a net present value basis if tha 
ratepayers funded PBOP in advance 6f actual payment. 

The Department of Navy acknowledged that an independent 
analysis of the long-term impact of funding on the accrual basis 
done by Coopers & Lybrand in a joint study with the National 
Association of Accountants demonstrated that an accrual lunded plan 
would be less expensive than on a pay-as-you-go basis. However, 
the analysis showed that it would take approximately 23 years tor 
the accrual funding method to achieve this advantage. 

16 pacific Bell, GTEC, AT&T Communications of California, InC,! 
Continental Telephone Company ol California, and citizens Utilit es 
company of California. 

- 20 -



· . . 

1.90-07-037 et al. . ALJ/KFG/rinn • 

FrOm its Exhibit 75 net present value analysis of the 
various utilities; PBOP costs,· ORA concluded that any net benefit 
attributable to switching frOm the cash.basis to Accrual basis of 
accounting for ratemakinq purpOses would not occur until decades· 
into the future. However, ORA concurred with the results 6f a 
SalomOn Brothers' economic analysis incorporated into DRAts exhibit 
which concluded that funding under a 401(h) account or under a 
collectively-bargained voluntary employee benefit association 
(VESA) would provide an economic advantage over the cash basis 
methOd. unfortunately, ORAis present value analyses do not give 
any weight to the present value of earnings that would accumulate 
from the investment of accrued payments into trusts or any effect· 
to the TBO liability. DRA's Exhibit 75 and Exhibit ~3 give 
opposing present value results. Although the time value of money 
should be considered in determining whether the Statement should be 
adopted for regulatory accounting and ratemaking purposes, it 
should not be a major consideration. 

5. Rate Shock 
SOCal Gas believes that rate shock is best Avoided by 

authorizing the funding of PBOP and funding the TBO amortizAtion 
over a 20-year period. Failure to do so, according to Socal Gas, 
would cause rate shock to sOme future generation of ratepayers who 
would finally get the bill to pay the PBOP costs. 

ORA, consistent with its phase I position, was equally 
concerned about ratepayer shock. However, ORA defined rate shock 
as a 1\ or more increase in total operating revenue reqUirement 
borne by current ratepayers. By this standard even accrual furiding 
and amortization of the TBO could constitute rate stock. 

As eXplained in the phase I order, rate shock should not 
be the driving force in this investigation. We are always 
cortcerned about rate shock. However, when the risk of rate shock 
is present, we have authorized procedures to mitigate the shock, 
such as phased-in rates. 
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6. Speculative Results 
DRA believes that PBOP ate too speculative to warrant· 

rate recovery at this time. DRA questioned the availabilIty and 
reliability of data necessary to measure the employers' POOP 

obligations And costs. This concern was also identified in the 
Statement. ORA also contended that the decision On how and when to 
fund the obligation should not be related to when the obligation is 
incurred. One other major contention was that the growth 
components and inflation factors for labOr and non-labor costs do 
not adequately capture medical cost increases. 

similar cOncerns were addressed in 011 86, and in 
response to our flexibility criteria to implement a decommissioning 
funding method. Flexibility was a primary criterion in that 
investigation because the mechanism being adopted had to be 

responsive to technical, economic, legal, and pOlitical conditions 
over at least the next 30 years. The same needs hold true in this 
proceeding. 

In view of the many uncertainties, we deem it very 
important that the financing Mechanism adopted in this order be 

adaptable. Consistent with this position, the funding mechanism 
and payments should be evaluated in each operating utility's GReor 
other rate proceeding_ At that time, operating experience and any 
changes in cost-related factors would be reviewed and adjustments 
made similar to the review controls implemented by Ordering 
ParAgraph 7 of our Phase I decision. 

x. Alternative PBOP Funding Sources 

Traditionally, operatinq costs are paid for by the 
utilities; ratepayers. However, because of the magnitude of PBQP 
liability and future costs, we were interested in considering 
alternative funding meohanisms. Alternative sources included 
shareholder contributions, employee contributions, and the transfer 
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of funds from other funds such as pension funds. Parties were 
requested to_Address such alternative t3ources. 
A. Shareholder Contributions 

Shareholder contributions can be a potential source for 
funding POOP benefits. However, Edison and other utilities pointed 
out that the basic cost of service ratemaking procedure dictates 
that the utilities should have the opportunity to receive 
sufficient revenue in rates to recover their reasonable operating 
expenses, including pBOP costs, taxes, and a fair return On 
invested capital. 

As early as 1914, the Commission held that the real 
contrOlling element in fixing rates is what it cOsts the utility to 
perform the service, Fesler v pacific Tel. & Tel Co., 4 Cal R.R.C. 
711 (1914). Subsequently, the u.s. supreme Court clearly 
established in F.P.C. v Hope Natural Gas co., 320 U.S. 591 (1944), 
that shareholders in regulated firms must be allowed the 
opportunity to earn returns that are sufficient to attract capital 
and are comparable to those they would expect in the unreguiated 
sector for bearing the same degree of risk. 

As delineated in the aforementioned Fesler and ~ 
Natural Gas co. decisions, the utilities' c6st of doing business, 
including pBOP costs, is properly recoverable from ratepayers 
through the cost of service. unless the reguiatory policy of 
allowing utilities to recover reasonable costs incurred in the 
performance of utility service is changed, which we do not intend 
to do at this time, the use of shareholders' funds to pay for PBOP 
benefits is not a viable alternative to ratepayer funding. 
B. Employee Contributions 

Another alternative to ratepayers funding PBOP could be 
employee contributi6ns. In this regard, DRA does not believe that 
the utilities have seriously considered the cost shifting of health 
care costs. There£6re, DRA recommended that the utilities become 
more pro-active in labor ne90tiations to minimize ratepayer burden 
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in funding PBOP and that the utilities work toward the 
establishment of health cost containment programs and a shift of 
employers' PBOP costs to their employees. 

DRA specifically recommended that the cost containme"n't 
program be restructured in a way that benefits would be provided-by 
giving the employers more control over what prices are charged. 
This could include the establishment of health" maintenance 
organizations and preferred provider organizations and giving the 
employee a direct role in the drafting of insurance contracts and 
the price schedules for medical procedures and serVices. 

Alternatively, ORA recommended that defined contribution 
PBOP plans, similar to defined contributions pension plans, could 
be established whereby the employer allocates a specified amOurtt to 
each employee's account and relinquishes the investment decisions 
to the employee through investment options available in the market. 

under ORA's alternative scenario t thn employee would be 
responsible for using the money to purchase health insurance Atter 
retirement. pursuant to such an arrangement, the contributions 
would be tax deductible for the employer and by definition, the 
employer will have no PBOP liability beyond its annual 
contribution, eVert though contributions may not cover the entire 
amount of health insurance costs incurred during retirement. 
However, any PBOP received by an employee may be taxable to the 
employee. 

DRA's proposal to shift PBOP costs from employers to 
employees is not a new idea and has already been aggressively 
implemented by many of the utilities. For example, pacific Beil 
has taken steps to involve retirees in the payment of health care 
cost. Effective January 1, 1993, Pacific sell limited its 
contribution towards the cost of retiree medical benefits for all 
employees who retire on or after January I, 1991 and restricted" 
Medicare part B premiums • 
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Similarly, SDG&E has implemented PROP cost containment 
and employee sha~in9 programs. In SDG&E's case, those employees 
who retired prior to January 1, 1987 pay a pOrtion of the medical 
insurance premium for their dependents age 65 and over, and thOse 
who retire after December 31, 1986 pay the difference between'a 
fixed monthly contribution by SDG&E and the full cost of medical 
coverage. 

As acknowledged by DRA, any change to pRop applicable to 
represented employees would require the utilities to negotiate with 
their employee unions. Under the National Labor RelatiOns Act 
(NLRA) regulators and others are precluded from prescribing 
outcomes for collectively bargained agreements. This means that 
management and labor negotiate or otherwise agree to any 
compensation levels or arrangements free from outside interference, 
regulatory or otherwise. However, there is no regulatory assurance 
that unfair or unreasonable arrangements will receive rate 
recovery. Such assurance has generally been reserved for GRe type 
proceedings where employee benefits and costs are closely 
scrutinized in unison with the results Of the total negotiated 
package. 

PBOP cost containment and shifting of PBOP costs from the 
utilities to the employees are viable supplements to the pBoP 
revenue recovery issue. However, such activities will not replace 
the need for ratepayer funding. Therefore, employee funding is not 
viable as a complete alternatiVe funding source for PBOP costs. 

The utilities are encouraged to continue with their PBOP 

cost containment programs and employee sharing efforts to the 
extent that such activities result in fair and reasonable costs for 
the services being provided. At the sAme time, DRA is encouraged 
to continue monitoring and reviewing the reasonableness of the 
utilities' psOP cost activities. 
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c. Pension Funds 

Excess pension assets are another potential sOurce for 
funding PBOP. Pension plans could be used two ways to fund PBOP. 

First, existing pension plans could be mOdified to 
include PBOP. The advantage of this methOd is that a utility's 
PBOP contribution would be tax deductible and the plan income would 
be tax free with the provision for unlimited contributions so long 
as they are reasonablet necessaryt and do not exceed the maximum 
benefit limits. There are two major disadvantages. First, the 
utilities would need union approval. Second, it would transfo~ 
PBOP, which are tax free to retirees, into a taxable benefit in the 
form Of pension payments. The taxability to retirees may result in 
higher cost to the ratepayer unless the utilities can negotiate a 
non-monetary benefit with the uniOns for giving up a tax-free 
benefit. 

The second method of utilizing the pension fund as a 
source of PBOP funding was created by the passage of the Omnibus 
Budget Reconciliation Act of 1990. This allows employers to 
transfer annually a certain portion of excess pension assets to an 
internal Revenue Code (IRC) S 401(h) retiree medical account. The 
primary disadvantage of this method is that IRe § 420 provides for 
limited transfers of excess pension assets to a § 401(h) account 
only for the years 1991 through 1995, and only if the pension plan 
is in lull funding and if assets exceed 125\ of the current 
liability. This method would also require acceptance by the 
unions. 

The second method could be applicable to only those 
utilities that have surplus pension Assets as defined by the IRS. 
Most do not. TO date, only the major telephone utilities, such as 
GTEC and PAcific Bell, are alleged to have surplus pension assets. 
However, even DRA Acknowledged that the conditions imposed in·the 
Omnibus Budget Reconciliation Act of 1990 make it unlikely that'the 
utilities with surplus pension lunds will transfer pension funds to 
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pay for PBOP. Finally, an analysis of the cause of the surplus 
situation would be necessary to obtain reasonable assurance that 
the surplus situation will not be reversed in a subsequent year, 
resulting in additional c;>r excessive costs· to the ratepaYers. Such 
assurances are unlikely to be available. 17 

DRA has recommended that PBOP costs be used only to pay 
for PBOP. If DRA's reconunEmdation is to be adopted, c6nsist~hlCy 
should prevaiL similar to restricting PBOP costs to pay foroilly 
PBOP, pension costs should be restricted to pay for only pension 
benefits. Surplus pension assets, as they occur, should be 
investigated and, if necessary, adjusted in GRC or other rate 
proceedings. The use of surplus pension assets is not a viable 
alternative source of funding PBOP costs at this time. However, we 
do not want to preclude utilities from using surplus pension assets 
to fund PBOP expense. Therefore, to the extent that the IRS lifts 
its restrictions and the employee unions agree to the use of 
surplus pension assets to fund PBOP expense wo fully expect the 
utilities to do· so. 
D. summary of Alternative SourCes to Fund POOP Costs 

None of the alternative funding sources is a vlabl~ 
option to ratepayer funding. However, except for stockholder 
funding, the alternative sources along with the tax deductible 
funding plans identified in Ordering paragraph 4 of D.91-07-006 can 
be used to supplement and reduce ratepayer funding. 

17 Generally, surplus and deficit pension assets result from 
volatile changes in the investment markets which cannot be 
predicted with any accuracy. ·Just such a situation occurred on 
October 19, 1987, ~re commonly known as Black Monday, ~he day 
which the DoW Jones Industrial Average dropped 508 points, the 
largest single dtop, both numerically and as a percentage, in its 
history, 27 CPUC 2d at 550. SimilarlY! pacifio Bell explained that 
its pension assets experienced a $1 bi liOn loss in 1990 due to 
highly volatile investment markets. 
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XI. Regulatory Accounting and Ratemaking Adoption 

Cost of service is an indispensabie factor in setting 
fair and reasonable rates for regulated service. Even the rates 
for telecommunication utilities under the NRF are based on cost of 
service. Specifically, NRF adopted a form of incentive regulation 
based on the utilities' cost of. service. In addition, a i factor 
adjustment was implemented to reflect exogenous factors which could 
affect utility costs to an extent warranting an explicit rate 
adjustment, decreases as well as increases. Therefore, if we are 
to adopt the Statement for regulatory accounting purpose, we must 
find that the Statement meets the Commission's cost of service 
criterion, which distributes the cost equitably oVer time among the 
ratepayers who benefit from the service being performed. 
A. Regulatory Accounting 

There was no dispute that PBOP costs are a legitimate 
cost of providing service. The dispute, fostered by DRA, was thAt 
only the cash basis of accounting would reflect how PBOP are being 
provided by the utilities. 

According to DRA, the contracts between the utilities, 
their unions, and PBOP providers, stipulate that PBOP claims must 
be paid as incurred, on the cash basis. Kore specifically, DRA 
contended that PBOP are deemed to be earned upon retirement and not 
over the working life of the employee, and that employees are not 
entitled to receive PBOP until they retire and incur claims. 
Further, unlike pensions, employees do not earn additional benefits 
for each additional year worked nor are the employees legally 
entitled to receive the benefit until they retire and incur costs. 

However, DRA did not substantiate its assertions. 
Excerpts from the utilities' retiree's benefit handbooks (attached 
to DRA's Exhibit 75 as Appendix 6) did not confirm DRA's conclusion 
that PBOP are earned upon retirement. On the contrary, the 
appendix confirmed that employees do not qualify for PBOP unless 
they specifically provide service for a specific minimum period of 
time. 
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"To earn- is defined as -to gain or (to] deserVe for 
one's service, labor or performance.- 18 In other words; riothing 
is given for free. In the case of Edison, employees who retire 
from Edison on or after January 1, 1991 who were hired prior to 
August 1, 1983, or who complete at least 10 years of service prior 
to retirement will receive medical, dental, and vision care 
coverage. Therefore, Edison employees· must dedicate a minimum of 
10 years of their working life to receive any PBOP. 

Employees may not be entitled to receive PBOP until they 
retire and actually incur cost. However, except fOr the incurrence 
of cost, the same principle is applicable to employees receiving 
pensions. The incurrence of cOst is a different matter. Although 
PBOP do not provide for a defined payment, the benefits are based 
on actuarial Assumptions very much like pension benefits, As a 
matter of fact, the PBOP actuarial reports offered into evidence, 
such as PG&E's, applied actuarial assumptions consistent with the 
actuarial assumptions used in their pension reports. 

we find DRA's argument that employees do not earn 
additional PBOP for each additional year worked as they do for 
pension benefits to be a red herring. If DRA considered the abOve
mentioned Edison example, it would find that the longer the 
employees work for Edison, the lower cost the provision of benefits 
by Edison's ratepayers. That is, if every Edison employee retired 
after 20 or 30 years of service instead of after 10 years of 
service, the cast of PBOP, assuming no reduction in work force and 
no change in benefits, would substantially decrease to the 
ratepayers because the same cost would be spread over an additional 
10 or 20 years depending on whether the employees retire upon 20 or 
30 years, respectively. 

18 1976 edition of the New College Edition of the American 
Heritage Dictionary of the English Language. 
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DRA also pointed Out that PBQP are difficult to determine 
because a majority of the utilities' plans allow the utilities to 
amend ot even terminate the plans. For example, Edis6n provided in 
its collective bargaining agreements that Edlson may rnodifythe 
PBOP plans to provide any benefits prescribed by law, Or to 
minimize the adverse impact on cost imposed by law, tax, or 
regulatory authority. The agreement alsO provided that such 
modifications would not, except as provided in its plans, increase 
the cost of such benefits to retirees. Similarly, Pacific Bell 
reserved its right to modify the plans at any time. 

Although the benefit plans may be subject to change, 
approximately one-third of the TBO, as testified to bySoCal Gas, 
represents benefits for retirees. Edison testified that 
approximately one-third of its 1993 accrued expense would relate to 
its retirees. As explained in DRA's exhibit, there are a number of 
court decisions that have held that posttetirement welfare benefits 
are ·status· benefits which, in fact, do vest upon retirement and 
therefore, employers are unable to terminate or modify plari 
benefits for retired employees. This means that benefits 
applicable to one-third of the TBO would not be affected by a 
chanqe in plan benefits. 

The remaining two-thirds and the yearly accrual 
applicable to current employees could be subject to change. 
However, similar to the determination 6£ pension benefits, 
actuarial reports would be performed on a periodic basis to reflect 
changes in actuarial assumptions, including plan benefits, 
inflationary factors, and mortality rates. With tha results of 
periOdic actuarial reports PBOP cOsts may be adjusted within a< 
reasonable period of time to fairly accurately reflect the cost ot 
current POOP. 

The utilities argued that, in the past, the cash basis of 
accounting for PBOP costs was the acceptable practice because the 
obligation was not a significant amount of money. However, with 
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the recent escalation in health care costs and increased longe\tity 
of retirees it became very apparent to them that there was a n~ed 
to recognize these Obli9dtions on a current (accrual) basis to mOre 
accurately represent the net periodic psOP costs and liability 1n a 
consistent mAnner. The utilities believe that the Statement must 
be adopted for accountioq purposes if their regulatory financial 
statements are to properly reflect the periodic PBOP costs and 
liability in a manner consistent with its cost to provide utility 
service. 

Absent evidence to the contrary, we must conclude that 
the Statement's method of accounting for PBOP on the accruAl basis 
meets the cost of service criterion. Therefore, the Statement 
should be adopted for regulatory accounting purposes to properly 
reflect cOst of service in the utilities' financial statements. 
ll. Rateaaking Recovery Procedure 

Althou9h the Statement is being adopted for regulatory 
accounting purposes, there is no requirement that PBOP be funded on 
a basis consistent with the Statement. The Statement specifically 
concluded that the decision on how or when to fund the PBOP 
obligation is a financing decision and not an accounting issue. 

Therefore, we may require the utilities to fund PBOP on 
the cash basis as recommended by DRA or the accrual basis as 
recommended by the utilities. The Department of Navy did not 
clearly explain its position on whether the cash basis Or accrual 
basis of accountinq should be adopted. 19 To the extent that full 

19 In its brief, the Department of Navy recommended that rate 
recovery be restrioted to the cash basis until -much of the 
uncertainty is resolved- concerning developments affectinq health 
care. However, its witness testified under oath that ratepayers 
should pay for PBOP costs on the accrual basis to the extent that 
the utilities are able to use tax-advantaged fundinq methods. Its 

(Footnote continues on next page) 
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funding is not authorized, the Statement acknowledg~d that 
regulated utilities may establish a regulatory ass~t and/or 
liability as identified in FASB's Statement No. 71 (statement No. 
71), accounting for the effects of certain types of regulation. 

This is the appropriate place to util~ze the 
Bssurance,20 cost,21 flexibility,22 and equity23 criteria. 
011 86 established four criteria useful to compare the cash basis 
of revenue recovery with the accrual basis of revenue recovery 
(Navy and utilities). They are assurance, cost, flexibility,.Artd 
equity. 24 

Under the cash basis of revenue recoVery, there would be 
n6 advance provision for PBOP. The cost associated with pBOp would 
be considered normal utility operating expenses and collected from 

(Footnote continued from previous page) 
witness also testified that if PBOP prefunding amounts were 
included in rates that the recovery of this expense would be on a 
more consistent basis with the recovery of pension expense and 
nuclear decommissioning costs. 

20 The degree of certainty that the operating utility will have 
sufficient funds available to pay the cost. 

21 The cost which operation of the financing mechanism adds to 
the total cost of PBOP costs. 

2~ The ability t6 respond to changes relevant to faotors 8uchas 
inflation! cost escalation, tax treatment, and the ability to make 
the best nterim use of funds. 

23 TO charge ratepayers at any given time in relation to the net 
benefits they are receiving. 

24 Although the utilities recommended variations to the accrual 
basis ranging from the recovery of only tax-deductible cost to 
recovery of the entire accrual required by the Statement, no 
differentiation was given to the various accrual levels in the 
comparison. 
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the ratepayers in the year that the utilities pay the expense. 
Adequate funding would be guaranteed only by timely regulatory 
approval of increased PBOP expenses and by the ratepayers' ability 
to absorb the additional costs. clearly, given the parties i 

agreement that PBOP costs are substantial and increasing, the cash 
basis of accounting cannot meet the assurance or flexibility 
criteria. 

It could be argued that the cash basis meets the cost 
criterion. However, this is questionable. As addressed in our 
time value of money discussion, there was considerable disAgreement 
over the relative present value analysis Of the various recovery 
proposals. Although, as a general principle, the present value Of 
a payment falls if it is postponed further into the future, DRA's 
present value analyses failed to reflect the substantial 
accumulated cash investment in trust that would be available to 
fund PBOP at a future periOd of time. 

Most importantly, the cash basis of recovery ignores 
equity because it fails to incorporate the cost of service 
principle of charging ratepayers at any given time in relation to 
the net benefits they are receiving_ Instead, it exacerbates 
inter-generational inequity. 

On the other side, the accrual basis 6f revenue recovery 
would meet the assurance criterion and provide a degree of 
certainty that sufficient funds will be available to pay the 
utilities' PBOP costs to the extent that such funds were reasonably 
invested, such as in the Trust plans approved in the first phase of 
this investigation. 

cost should not be an adverse factor if an accrual 
revenue recovery mechanism is authorized. Differences may occur 
depending on whether payment is impacted by the utilities' net-to
gross factor. 

The flexibility criterion would also be met because the 
utilities would be able to assess PROP on an ongoing basis and make 
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periodic changes in respOnse to components such as inflation;·plah 
changes; cost escalation, and tax treatment. PeriodiC?-scrutiny and 
adjustment of such costs priOr to actual incurrence would be' ' 

possible through actuarial reports and through rate review 
proceedings. 

Most importantly, the accrual recovery method wou-ld 
ensure that the equity criterion is met aild that the current lnt&r
generational inequity 1s resolved. Recovery of th& annual accrued 
PBOP costs in rates would assure that the same generatiOn of 
utility customers who were the recipients of that employee's 
service, paid the costs of ail employee's benefits. Further, 
considering the trend toward increasing competition in the energy 
and telecommunications markets, deferring the payment of PBOp 
oblIgations to the future may prove to he a substantial burden to a 
smaller base of ratepayers. 

Upon consideration of the cash and accrual bases in 
relationship to the finAncing criteria, we conclude that the'ca.sh 
basis is inequitable. The accrual recovery method would prov1de"a 
reasonable approach for the recovery of PBOP costs and balance 
ratepayers' interests with the stockholders' interests. 
Therefore, the utilities should use the accrual method for 
ratemaking recovery of PBOP expense effective January I, 1993. 
c. Attribution Method 

The statement requires that the -benefits/years-of
service approach- be used to assign PBOP costs to periods of 
employee'S service. This approach assumes that the total benefit 
is earned equally over the periOd from an employee's date of hire 
to the employee's -full eligibility date,- which is the date on 
which an employee has complet~d the contractual requirements for 
eligibility for all PBOP the employee is expected to receive. 

For example, under PG&E's medical plan, employees are 
entitled to retire and to receive PBOP at age 55. If an employee 
starts working for PG&E at age 25, the Statement's attribution 
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method would requirePG&E to recognize the employee's PBOP costs 
from the date hired through the employee's 55th birthday, even 
though the employee is expected to work an extra 10 years, untii 
the employee is 65. 

The Department -of Navy identified industry concerns 
regarding the Statement's attribution method t including its failure 
to assign costs 6f providing the PBOP over the employee's entire 
expected working life, and its resulting in an unduly accelerated 
recognition of the pBOp obiigation and its corresponding expense. 

Although no party presented any testimony on what impact 
the employee's total expected service life attribution method would 
have on the utilities' PBOP cost and liability, the Department of 
Navy does not believe that benefits/years-of-service attribution 
method would be desirable for ratemaking purposes. Therefore, it 
recommended that the employee's total service life attribution 
method be considered in recognition that something less than the 
full Statement accrual amount would be a more appropriate cost 
level to reflect in rates. 

Although not identical, a similar situation existed in 
Investigation (I.) 87-02-023 in which we considered whether the 
Federai communications Commission's USOA should be adopted for 
telephone companies under our jurisdiction, 27 CPUC 2d at 550. 
Specifically, at issue was whether the cost of employees' estimated 
pension benefits should be recovered over the future working lives 
of the employees or whether the unit credit method should be 
adopted. Under the ·unit credit method- the cost of employees' 
pension benefits would increase each year to recognize increased 
benefits earned. In other words, the cost would increase-each year 
to reflect an increase in age, an additional service year, and any 
change in pension benefits due to any salary change. 

In that investigation, we concluded that employees are 
promised benefits at retirement and that benefits at retirement are 
what the employee is actually earning. We also concluded that the 
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assignment of. a consistent amount of pension expense f.rom yearCto 
year was reasoriable and should be adopted. 

Similar to the unit credit method, the bertefits/years-6f
service method would provide for a disproportionate allocation 6£ 
benefits cost over the employee's working life. However, in this 
instance, the cost would be front loaded with cost assigned to the 
employee's early working life with little or nO cost assiqnedto 
the later years of the employee's working life. Consistent with 
our USOA inVestigation, it is reasonable to flow through the cost 
of the employee's PBOP benefits OVer the employee's entire working 
life. Therefore, the utilities sh6uld use the employee's total 
utility service life attribution method of distributing the cost of 
employeas' PBOP for both the TBO and ongoing PBOP costs. The 
Statement's benefits/years-of-service approach should not be 
adopted. However, in these instances where the utilities can 
substantiate to CACD that the benefits/years-of~service approach 
would result in no differences in expense or would result i~ 
minimal2S differences the benefits/years-of-service approach may 
be used. Such substantiation should be made prior to January 1, 
1993. 
D. "1'BO ADJrtization 

The Statement provided the utilities an option of 
amortizing the TBO 6ver the average remaining service period of 
their active employees' service life or over a 20-year time period. 

Irrespective of the regulatory method adopted for 
recovery of the utilities' projected $S billion TBO, irtter
generational inequity will continue to exist until such costs have 
been fully amortized. However, this inequity will be substantial~y 

25 Minimal, in this specific instance is defined as 10\ (percent) 
or less than the total utility service life attribution method. 
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mitigated because the TBO is not applicable solely to retired 
employees. 

According to SoCal Gas's testimony, only one-third of its 
respective TBO is applicable to retired employees. This means that 
the remaining two-thirds is applicable to employees currently in 
their work force and expected to remain in that work force for a 
number of additional years. Therefore, to the extent that the TBO 
applicable to current employees is amortized while the active 
employees continue to work, the inter-generational inequity would 
be mitigated. 

TO put this in perspective we considered the inter
generational inequity impact on SoCal Gas, whose current employees 
were expected to have an average future working life of 20 years. 
If the 20-year amortization period is adopted, then two-thirds of 
SoCal Gas's TBO would escape inter-generational inequity, and only 
one-third, or $9S.7 million of its $266 million total TBO would 
result in inter-generational inequity. This means that if each 
utility's experience factors matched SOCal Gas's retired employees' 
TBO ratio of one-third and soeal Gas's current employees' average 
future working life of 20 years, then amortization of the $4,742 
million total TBO for all utilities would result in a $1,590.9 
million inter-generational inequity instead of a perpetual inter
generational inequity under the current cash basis of recovery. 

The 20-year TBO amortization method will not eliminate 
inter-generational inequity_ However, it will substantially 
mitigate the inequity. If the average future working life of the 
utilities' employees exceeded 20 years, then the inequity would be 
further mitigated. The record is incomplet4 on this issue and we 

. find it highly unlikely that such a situation would exist. 
Therefore, to assure equal treatment among the utilities we will 
require the utilities to utilize a 20-year amortization peri6d for 
their respective TBO. 

- 37 -



I . ~O~67-0l7 et aL ALJ/KFG/rrnn. 

E. RecOvery of POOP Accrual 

Two distinct ~ecovery proposals for regulatory ratemaking 
were recommended if the Statement is adopted. One proposAl was 

· that rate recovery be limited to only those contributions made to 
tax-deductible plans, similar to the authority granted for pre
funded contributions in the first phase o£ this investigation. 
Those parties that recommended the tax-deductible proposal included 
the Department of Navy, PG&E, SOCal Gas, and Southwest Gas. ORA 

also endorsed the tax-deductible propOsal to the extent that such 
plans would accumulate earnings tax-free. 

The other proposal was the full recovery method whereby 
utilities would recover their entire PBOP contributions currently, 
whether placed in tax-deductible or taxable plans. parties that 
recommended full recovery included Edison, GTEC, pacific Bell, and 
SDG&E. 

He have already taken steps to mitigate rate shock by 
requirin9 the utilities to use the employee's total service life 
attribution method, except in those instances where the utilities 
can SUbstantiate that the benefits/years-of-service approach will 
have minimal impact, in assigning PROP costs to the periods of time 
that employees actually provide utility service and by adopting A 
20-yea~ amo~tization pe~iod of the THO. However, to authorize the 
utilities full recovery would place an unnecessary financial burden 
on ratepaye~s. This is because the non-tax-deductible proposal 
would ~equire ratepayers to compensate the utilities for income 
taxes applicable to the non-taxable contributions. In other words l 

ratepayers would be required to pay an additional $670,000 for 
every $1 million that the utilities contribute to such a plan, 
acco~ding to ORA's net-to-gross calculations, with no additional 
benefit going to ratepayers. 

Clearly, the tax-deductible recOvery proposal would 
better balance the relative interests of shareholders and 
ratepayers. Ratepayers would be required to pay a reasonable cost 
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of service and shareholders would be given a reasonable assur~ric~ 
that PBOP cOsts would be recovered from ratepayers. This 
stockholder assurance would be provided by the establishment of a 
regulatory asset which would reflect the difference between the 
utilities' total psOP liability and the amount currently being paid 
by ratepayers. Therefore, the water, energy, and 
telecommunications utilities under traditional ratemaking process 
and the telecommunications utilities under the NRF should recover 
their PBOP costs in rates to the extent that they are able to make 
tax-deductible contributions to tax-deductible plans, 

The choice Of tax-deductible plans is a management 
decision which should be made by the individual utility. To 
provide utility management greater flexibility in funding and 
controlling pBOP costs and benefits, the utilities should be 
granted authority to implement trusts whose earnings may be taxable 
to the trust or to the employees. 
F. Regulato~ Asset 

The utilities generally maintain two sets of financial 
statements, one for regulatory purposes and the other for external 
purpOses (e.g., for the securities and Exchange commission (SEC) 
and shareholders). For external (non-regulatory) purposes the 
utilities Are required to prepare their financial statements in -
accordance with the FASB Accounting standards. Although FASS 
allows utilities to reflect a regulatory asset in their external 
financial statements, financial statements integrity requires 
regulatory assurance that the regulatorY asset will be recoverable 
in future rates. 

1. Regulatory Assurance 
FASB's Statement 71 provides specific guidance in 

preparing general purpose financial statements by regulated 
utilities. Among other components, Statement 71 allows for 
revenues intended for the recovery 6f costs to be provided for in 
rates either before or after the costs are actually incurred by the 
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utl1ities. Therefore, in those instances where a regulat6ry . 
aqency, such as this Commission, provides assurance26 that already 
incurred costs \Oli1l be recovered in the future, the utilities are 
required to capitalize thOse costs as a regulatory asset. This new 
asset represents future cash inflow that will result from the 
ratemaking process. 

To qualify as a regulatory asset there must exist 
probable cause to believe that the full amOunt of the capitalized 
regulatory asset will be recovered in future rates. In addition, 
there must be reasonable assurance that future revenues will be 
provided for the cost recovery of the regulatory asset, rather than 
the expected levels of similar future costs. Absent such 
assurance, the utilities would be required to expense their 
unfunded PBOP costs for external financial statement purpOses 
thereby reducing their operating incomes which, in turn, would 
adversely impact their financial positions. 

il. 'l'radltional Cost of service Regulation 
DRA believed that the cost-effectiveness standard, 

which measures the reasonableness of cost, would provide sufficient 
regulatory assurance to enable utilities to record deferred PBOP 
costs as a regulatory asset under Statement 71. ORA relied on the 
minutes of a April 19, 1991 meeting between the SEC and the 
American Institute of Certified public Accountants' Public 
Utilities Committee (AICPA committee). The minutes read, in part, 
that the SEC staff believes that if the regulator has indicated it 

26 PASB No. 71 provides for the recording of an asset in those , 
instances where rate actions of a regulator can provide reasonable 
assurance of the existence of an asset to the extent that it is 
probable, or believed on the basis of available evidence or logic, 
but is neither certain nor proved, that future revenue in an amount 
at least equal to the capitalized cost will result from inclusion 
of that cost in allowable costs for ratemaking purposes. 
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will allow the costs in rates on a pay-as-you-go basis, POOP 
accruals may qualify as regulatory-assets. 

ORA does not, however, believe that Commission policy 
should be driven solely by whether or not utilities can record a 
regulatory asset under Statement 71. Rather, DRA believes that 
sound regulatory policy requires that recovery of PBQP costs be 

driven by economic efficiency, cost-effectiveness, and prudency. 
The utilities relied on the same meeting minutes. 

However, they concluded that the SEC was concerned abOut the lack 
of evidence presented by registrants suppOrting the deferral of 
incurred costs under Statement 71. Edison explained that DRA 
overlooked that the minutes of the meeting further stated that the 
SEC staff recognizes and believes that the PBOP regulatory asset 
concerns expressed by the AICPA committee are valid and that the 
SEC staff indicated they would like to continue discussions with 
the Committee on this issue. 

subsequent to the April 1991 meeting, the AICPA 
Committee chairperson informed Edison that a majority of the 
committee members had serious problems with allowing the creation 
of a requlAtor}t asset for the utilities to record the difference 
between the pay-as-you-go method and the Statement method. 
However, the chairman indicated that a majority of the members felt 
that if tax-deductible funding were recoverable in rates and 
regulatory assurance were provided for future recovery of the 
excess PBOP expense, strong enough evidence would exist for 
utilities to set up a regulatory asset under such conditions. 

SDG&E further explained that the large dollar 
amounts, trends, periods covered, and changing regulatory and 
business environment~ make it difficult to obtain reasonable 
assurance that PBOP cost recorded as a regulatory asset will be 
recoverable in the future. 

Both DRA's and the utilities t understanding o£ what 
transpired at a meeting between the SEC staff and AICPA Committee 
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tit are based on incomplete information. However, it is apparent, that 
the SEC hAs not taken a policy.'p<>sition on what criteria should be 
used to determine whether a regulatory asset should be allowed or' 
what level of assurance needs to be given by the regulatory 
agencies. 

tit 

We find it interesting that the SEC, and not the tASS 
which established Statement 71 and the mechanism for recording a 
regulatory asset, is purported to be considering compliance 
requirements for the establishment of a regulatory asset. 

We concur with DRA that Commission policy should not 
be driven by whether or not utilities can record a regulatory asset 
under Statement 71. consistent with our pOsition that rate 
recovery should not be governed by IRS/ERISA requirements, recoVery 
should not be governed by SEC pOlicy or by SEC staff requirements 
or review. 

The utilities should establish a regulatory aSf}at in 
their regulatory and external financial27 statements to reflect 
their yearly differences, if any, between their PBQP expense _ 
determined in accordance with the statement and their tax
deductible contributions recovered in ratesi Recovery of tax
deductible contributions in any given year should not increase over 
the prior year's PBOP expense recovery by more than 1\ of the 
utilities' total prior year's operating revenue to mitigate 
potential rate shock. The establishment ot a definitive level for 
rate shock in this proceeding is based solely on the facts and 
circumstances applicable to PBOP. The definitive level is not, and 
should not be viewed as a precedent for any other proceeding. 
Additionally, the l' control is intended to be used as an incentive 
to the utilities in maintaining management control over the 

27 We have no jurisdiction over external financial statements. 
Our recommendation for such statements is adviso.ry only. 
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ultimate level of PBOP. Recovery of the regulatory asset sho\lld' 
begin during the year when tax-deductible limits exceed PBOPcosts 
and contilltie until the regulatory asset has reached a zero balance. 

Although the parties to this investigation 
recommended that regulatory assurance language be included in rate 
orders which address rate recovery of PROP costs, no witness 
suggested specific language. The first suggesti"on came in Edisonts 
brief. EdiSon provided the following language as intended to meet 
the FASB regulatory assurance criteriat 

a. Arty accrued annuAl PBOP expense under 
the Statement in excess of PBOP expense 
recovered in rates shall be deferred as 
a regulatory asset. 

h. All PBOP expense deferred in the above 
ordering paragraph shall be recovered 
in future rates. Recovery of this 
deferral in rates will begin no later 
than during the year when tax
deductible limits exceed PBOP expense 
calculated under the Statement. This 
recovery would then continue until the 
regulatory asset is eliminated. 

Edison's proposed language is reasonable for the 
energy, water, and telecommunications utilities under traditional 
cost of service regulation and should be adopted after being 
clarified in two respectst First, to reflect that only accrued 
annual PBOP expense, calculated in accordance with the Statement, 
resulting from reasonable PBOP costs will be recorded as a 
regulatory asset in their external financial statements and 
recovered in future rates. Second, to ensure that the yearly psOP 
expense is calculated in accordAnce with the Statement procedure, 
as modified in this order to refleot the employees' total utility 
serVice life attribution method and a 20-year TBO amortization 
period. 

-Reasonable PBOP costs· will be those applicable to 
regulated services that meet the Statement oriteria as modified by 
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• this orderl that are invested in tax-deductible plans adiDinist'el:'~d 
by an independent trust, that the commission finds are reasonable' 
and necessary to meet funding requirements based on fair actuarial 
assumptions, contributions, and investments l and that are not used 
to enhance pension benefits. 

b. NRF Incentive Regulation 
ORA also recommended that a regulatory asset be 

established for GTEC and pacific Bell, both of which are under the 
NRF. 28 In support of its recommendation DRA explained that these 
utilities currently have requlAtory assets recorded in their 
financial statements. DRA observed that both utilities intend to 
record a new regulatory asset resulting frOm adoption of a 
different FASB statement, FASB 96. 

Pacific Bell clarified that all regulatory Assets 
currently reflected in its financial statements are supported by 
Commission rate orders that were in place prior to NRF 
implementation and that future recovery of the deferred costs 
associated with those orders was built into its start-up revenue 
adjustment. However, in order to defer new costs under statement 
71, a specific order promising future recovery is needed. 

GTEC believes that the recovery issue is much more 
difficult for utilities operating under incentive regulation 
because of the limited recovery methods available in the NRF 
process. To the extent that such new costs are not included in the 

29 Under NRF a sharing mechanism is used, whereby any utility 
earning above a benchmark rate of return set 150 basis points 
higher than the expected market-based rate of return will be shared 
equally between shareholders and ratepayers. A cap on returns 
equal to 500 basis points above the market-based rate of return is 
also established abOve which all excess earnings would be returned 
to ratepayers. 
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Gross National PrOduct price Index (GNPPI)I it believes that 
recovery must be specifically granted via the ·Z· fact6r. 29 

GTEC further believes that if Z factor recovery Is 
approVed it would be difficult to record a regulatory asset absent 
specific lAnguage as to the recovery amounts and time period, and 
absent scrutiny of the recovery pian. For example, any further 
reregulAtion prior to completion of the' deferral period should be 
evaluated to determine if the PBOP expenses associated with the new 
deregulated services can continue to be recovered after 
deregulation occurs. GTEC contends that if recovery cannot 
continue, then the associated regulatory asset must be written off 
immediately. 

we have already concluded that the Statement should 
be adOpted for regulatory accounting and ratemaking purposes with 
adjustments, and have established recovery language in our 
discussion on traditional cost of service regulation. Our 
consideration of Z factor recovery for ~RF utilities follows in 
Section XIV. 

GTEC's deregulation concern is premAture. For 
example, yellow page directory services and inside wire servic~s 
developed at ratepayers' expense and subsequently detariffed or 
deregulated are currently reflected in the NRF sharing calculation. 
Any concern regarding recovery of PBOP costs associated with future 
deregulated services should be addressed in the proceeding that 
considers deregulati6n of those services. 

The utilities under ~RF should establish a regulatory 
asset in their regulatory financial statements to reflect yearly 
differences, if any, between their PBoP expense determined in 

29 Z factor is an adjustment to the price cap formula which 
reflects cost increases beyond those which will be picked up in the 
economy-wide inflation factor of the NRF formula. 
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accordance with the statement and their allowable tax-deductible' 
contributions. We advise these two utilitiest6 provide similar 
treatment in their external financial statements. 

2. Rate Base Consideration 
The utilities were divided as to whether the regulatory 

asset should be given rate base treatment. However, ORA 
recommended that regulatory assets should not receive rate base 
treatment and that if we determined it imprudent to fund PBOP costs 
beyond some level, ratepayers should not be burdened with the 
responsibility to pay a return on funding PBOP in excess 6f the 
prescribed level. ORA took this position because the utilities 
would not be funding the regulatory asset. According to DRA, its 
position to exclude the PBOP regulatory asset from rate base was 
also the position of Edison, PG~Et and soCal Gas. 

Three utilities recommended that rat~ base treatment be 
given to the PBOP regulatory asset. The utilities that recommended 
such treatment were GTEC, pacific Bell, and SDG&E. However,$DG&E 
clarified that rate base treatment was dependent on whether its 
regulatory asset was beiog funded. 

ORA recommended that the utilities be ordered not to 
include any pBOP regulatory assets in rate base without ekpliclt 
authorization to do so. There was very little testimony on this 
issue. However, because the regulatory asset will not impact the 
utilities' cash flow until the utilities are able to make 
additional tax-deductible contributions, we concur with ORA and 
will adopt DRA's recommendation that PBOP regulatory assets not bQ 

included as part of rate base. 

XII. Legislative IlIpClcts 

In opening this investigation we w&re generally aware 
that Congress was considering a bill which, if passed, would allow 
the transfer or use of excess pension assets for PBOP. We 
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irnrnedlately recognized that this could be an effective way 6£ c 

funding PBOP because it would not involve additional charges to 
current ratepayers and it would not result in any loss of tax 
revenue to the United States Treasury. Therefore, Congressional 
legislation was identified as an issue and respondent utilities 
were requested to repOrt the effects of any proposed congressional 
legislation related to PBOP in the second phase of this 
investigation, 

Except for SoCal Gas, the respondent utilities were not 
aware of any congressional legislation that could potentially 
affect PBOP. Although soCal Gas testified that it was aware of 
several bills that have been introduced which could potentially 
affect PBOP, it was not able to identify any specific bills or to 
provide a current status of such bills at the evidentiary hearing. 
soeal Gas did testify that because there was no reai consensus 
formed to support any of the bills that any possibility of such 
bills being passed was pure speculation. 

of the three interested parties participating in this 
phase of the investigation, only DRA addressed potential 
legislative impacts. DRA's testimony corroborated the respOndertts' 
general consensus that there was no pending legislation. However; 
DRA did recommend a list of areas that should be explored in 
considering the effects 6f proposed Congressional legislation. 

ORA's checklist may be helpful in analyzing the effect of 
future legislation. However, such a checklist 1s not useful in 
this proceeding because no party has identified any pending 
legislation that the checklist could be applied to. DRA apparently 
agrees with thls conclusion because its witness recommended that 
this proceeding not remain open to consider potentiAl future 
legiSlation. Absent any testimony to the contrary, the legislative 
impacts issue need not be addressed as it has no present impact in 
this investigation. 
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XIII. Safeguard .Mechanism 

An integ-ral part of our POOP investigation is t6address 
safeguards needed to protect ratepayers' interest upon the adoption 
of accrual accounting for PBOP. Three SAfeguard concerns were . 
identified in this phase ot the investigation. Two of the COncerns 
are identical to the safeguard cOncerns addressed in the first 
phase of this investigation. They are that PBOP funded amounts 
will be used for only PBQP and the need for necessary monitoring 
procedures to track plan activities and performance. The thitd 
concern (not previously addressed) is whether full recovery 6f 
accrued PBOP will reduce incentives for the utilities to 
aggressively negotiate PBOP with employee unions. 

DRA acknowledged that reguiators, such as the CommissioJ1j 
are prohibited under the NLRA and by court decisions from 
"prescribing- outcomes for collective bargaining. HoweVer, DRA 
emphasized that the utilities are given no regulatory assurance of 
rate recovery for negotiAted agreements between the utilities and 
the unions for unfair or unreasonable arrangements. such 
regulatory review Of negotiated agreements has traditionally taken 
place in general rate proceedings. However, DRA is concerned that 
there is no safeguard to prevent the utilities' management frOm 
conducting labor negotiations between test years in order to 
maximize excess funding. Therefore, DRA concluded that adoption of 
the Statement for ratemaking purposes may risk unreasonable 
funding, resulting in both rate shock and rate volatility. 

On the other side of this issue, the utilities assert&d 
that full funding of PBOP will not, in any way, compromise good 
faith negotiations with unions regarding the level of retirement 
benefits provided to employees. 

PG&E's Richard Weingart explained that although the 
NLRA's good faith bargaining rule does not have a provision which 
protects ratepayers' interest, the utilities maintain a strong 
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economic motivation to negotiate labOr contracts which reduce't~~ 
overall cost of the utilities' operations. This economic 
motivation is enhanced by expanded competition within the industry 
requiring the utilities to keep their rates within a competitiVe 
level. 

Weingart further explained that it is not appropriate to 
isolate it single issue, such as PBOP, in the broad context of. the 
collective bargaining process because collective bargaining 
encompasses a multitude of. issues which require the giving and 
taking of concessions. From the utilities' perspective, a primary 
interest in the collective bargaining process is controlling the 
costs of operations. TO assess that controlling interest One can 
not assess the reasonableness of PBOP as a single issue without 
regard to other provisions agreed upon in the negotiation of a 
labOr agreement. 

Irrespective of assessing PBOP as a single negotiation 
issue, several of the utilities substantiated that they have 
reduced and are continuing to reduce PBOP costs through the 
collectiVe bArgaining pr6cess. For example, PG&E implemented 
several PBOP plan changes as a result of it's 1991 contract 
negotiations which resulted in a PBOP cost reduction of 
approximately $4 million. Pacific Bell's Dennis Evans also 
testified of PBOP cost containment measures which were implem~nted 
by pacific Bell in the past few years. 

There is nothing in the record to demonstrate that th~ 
utilities will have any less incentive to aggressively negotiate 
PBOP benefits in good faith if they are authorized full recovery of. 
accrued PBOP cOsts. On the contrary, the evidence substantiates 
that the utilities have every incentive to continue neg6tiating 
cost containment to their respective PBOP plans. 

DRA's and the utilities' testimony on our first two 
safeguard concerns uirror their respective testimony in the first 
phase of this investigation. Because we have already found that 
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Sufficient FASB, IRS, ERISA, and NLRA reportinq, disclosure,: and 
fiduciary requirements are in place to ensure th~t funds placed in 
a PBOP plan will be tracked and will be used only for PBOP, there 
is no need to require redundant safeguards at this time. To 
require supplemental safeguard procedures will only increase the 
cost of providing pBOP. 

However, this is not ~eant to preclude in any fashion 
CACD or DRA from requesting and obtaining additional data from the 
utilities regarding their PBOP activities. consistent with our 
Phase I position, we wl1l take the most conservative approach as it 
relates to POOP funding and require that theutili'ties establish· 
trusts for the receipt, investment, administration, and dispOsition 
6f any PBOP funds which we may authorize the utilities t6 recover 
in rates. As a conditionol the recovery prOcess of pBOP costs 
being authorized in this order, the utilities should continue to be 
required to make their trust agreements and accounting records30 

readily available toCACD and ORA upOn their request. 

XIV. Z Factor Treat.9nt 

In the first phase of this investigation GTEC and paoific 
Bell requested z faotor recovery treatment for their PBOP 
contributions. However, because ot an incomplete record, their 
request was deferred tor consideration to this phase of the 
investigation. prior to considering Z faotor recovery treatment, 
it is necessary to review how the Z factor was established and the 
required criteria to recover cost. 

30 These records shall include but not be limited to revenue 
requirements authorized, actual amounts contributed to PBOPtrusts, 
statement of expenditures, and actuarial reports • 
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A. Z Factor criteria 

D.89-10-031, 22 CPUC 2d 43 (198~), established a NRF for 
GTEC and Pacific Bell. This NRF centered around a price cap 
indexing mechanism that was designed to provide protection to bOth 
ratepayers and shareholders from risks that the indexing methOd ~ay 
over- or underestimate revenue changes needed to keep the utilities 
finanoially healthy. At the same time, the price cap indexing 
mechanism placed on GTEC's and pacific Bell's management more 
responsibility to control their expenses and to assume more risks 
in exchange for simplified regulation and an opportunity to earn 
higher rates of return. 

The Z factor was established as the component of the 
price cap mechanism to protect both the ratepayers and shareholders 
against exogenous events which affect utility costs but are not 
reflected in an economy-wide GNPPI. 

The NRF decision concluded that only exogenous factOrs 
which are not reflected in the economy-wide inflation factor and 
which are clearly beyond the utility's control should be reflected 
in the Z factor in the price cap index (22 CPUC 2d at 228). That 
decision also recognized that the range of exogenous factors which 
could affect utility costs to an extent warranting e~plicit rate 
adjustments throuqh the Z factor cannot be foreseen completely. 
However, the following factors were accepted as a ntarting pOint. 

1. changes in federal and state tax laws to 
the extent they affect the utilities 
disproportionately. 

2. Mandated jurisdictional separations. 

3. changes to intraLATA toll poolinq 
arrangements or Accounting procedures 
adopted by this Commission. 

4. Changes in regulatory amortizations. 

5. The reflection of tax benefits resulting 
from premature retirements of high coupon 
bonds. 
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GTEC and pacific Bell contend they should be able to 
reCOVer pre-funded PBOP con~ributions and future PBOP costs they 
will incur due to the adoption of the Statement as a Z factor. 
B. Recovery 6f Pre-Funded POOP COntributionS 

GTEC pte-funded $27.1 million in a fully tax-deductible.· 
bargained VEBA in December of 1991 and anticipated pre-funding an 
additional $25.2 million in 1992 in order to mitigate the impact 6n 
GTEC's ratepayers of implementing the statement if the accounting 
change is adopted for ratemakinq purposes. 

pacific sell pre-funded psOP contributions of $117 in 
1989 and $91 million in 1990. However, it discontinued making 
further pre-funded contributions in 1991 and 1992 because 6£ the 
uncertainty that it would recover in rates its pre-funded 
contributions in a timely manner and because of the many demands 
for its capital resources. upon assurance that POOP contributions 
would be recovered in rates on a timely basis t Pacific Bell w6uld 
be willing to continue pre-funding in 1992. If the Commission .: 
denies recovery of its pre-funded contributions for 1989 and 1990 t . 

then pacific Bell's TBO would need to be re-calculated to reflect a 
higher obligation. Such a recalculation would not result in 
retroactive ratemaking because Pacific Bell has yet to expense its 
1989 and 1990 pre-funded PBOP contributions. pacific sell has 
recorded its pre-funded contributions as a prepaid asset. 
Retroactive ratemakinq results from the recovery of past expenses 
in future rates. 

ORA opposed both GTEC's and PAcific Bell's request for z 
factor recovery of their pre-funded contributions for two reasons. 
First, DRA believed that such recovery would constitute retroactiv~ 
ratemaking. Second, DRA does not believe pre-funded contributions 
satisfy the Z factor criteria established in the NRF decision. 

Both GTEC and pacific sell exercised good intentions in 
pre-funding their PBOP costs to minimize the ratepayers' impact 
associated with the statement by utilizing tax-deductible trusts 
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which accumulated tax-free earnings. ~ Neverthele~ss to authOrh:'e·· 
Z factor recovery; we must first conclude that pre-furt~ing meets 
the criteria established in the NRF decision. 

There is no dispute that the Statement will have a 
material impact. HoweVer, DRA does not believe that GTEC's and 
Pacific Bell's pre-funding activities meet the criterion that pre
funding is clearly beyond the utility's control. 

pre-funding was authOrized in the first phase of this 
investigation. However, it was authorized on a permissive basis. 
No utility was required to make pre-funded contributions. Although 
this permissive pre-funding was effective August 1, 1991, PAcific 
Bell actually began pre-funding in December 1989. 31 clearly, 
Pacific Bell's pre-funding of 1989 contributions was not beyond its 
control; especially since its contributions were made AlmOst two 
years prior to Commission authorizatiOn and a full year prior to 
the FASB's adoption of the Statement. Similarly, pacific Bell's 
1990 contributions were made Almost eight months prior to 
commission authorization. 

pacific sell's decision to discontinue pre-funding and to 
not pre-fund in 1991 and 1992 further substantiated that pre
funding was not only permissive but wAs well within the utilities' 
control. Paoific Bell's proposal to continue pre-funding in 1992 
if assurance is given that rate recovery will be provided on a 
timely basis continues to substantiate that pre-funding is in the 
control of the utilities. 

Neither GTEC nor pacific sell has met its burden of proof 
to demonstrate that pre-funded contributions were clearly beyond 
their control. Absent such a finding we must deny GTEC and pacific 
Bell authority to recover pre-funded PBOP via the z factor. 

31 We also note that pacifio Bell's 1989 pre-funded contribution 
took place within two months after the NRF decision was issued. 
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Because pre-funded contributions have not met the Z factor 
criteria, the retroacti~e raternaking issue raised by DRA and Toward 
Utility Rate Normaiization (TURN) is moot and need nbt be addressed 
further. 
c. Recovery of . Funded PBOP Contributions 

GTEC and pacific Beli believe that z factor recovery is 
applicable for accrued PBOP costs because these costs satisfy·the 
criteria established in the NRF decision. Once again, the criteria. 
consist of exogenous factors which are clearly beyond the control 
of the utilities and which are not reflected in the economy-wide 
GNPPI. 

The utilities explained that the control factor will be 

met if we adopt the statement because they will have no choice but 
to implement accruedPBOP. DRA agreed with the utilities that the 
adoption of the Statement is clearly beyond the utilities' control 
and that such action would be an exogenous £actor. 32 . However, ORA 
argued that the utilities do not satisfy the control criterion 
because the utilities control PBOP costs. For example, the 
utilities will have the ability to control the amount of funded 
accrued liability, select the appropriate funding mechanism, and 
reduce or increase their PBOP expenses. 

No party disputed ORA's contention that the utilities 
have the ability to control the day-to-day management of PBOP 
costs. However, the same may be true of m6st other factors that 
expressly qualify for Z factor treatment. For example, changes in 
federal and state tax laws, identified in the NRF decision as a z 

32 ORA went on to provide conflicting testimonr on whether such 
an exogenous factor exists because of the econom c nature of P8pP 
costs. Its direct testimony stated that an exogenous factor does 
not exist because there are no major changes to the economic cost 
of providing PBOP, Exhibit 75 page 69. However, ORA's witness· 
subsequently testified that the cost change does exist from an 
economic standpoint, RT 1105 Line 13 • 
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factor adjustment, are beyond the control 6£ the utilities. At the 
same time, the \'tilities will continue to control the actual 
payment of taxes and the level of taxes resulting from the tax 
change. 

Accordingly, to the extent that the utilities incur costs 
to comply with cornmiss1on required accounting changes, particularly 
here where the utilities may only recover those sums pilid to the 
independent trusts specifically authorized by this decision, such 
costs satisfy the Z factor control criterion.' Therefore, costs 
associated with the change from cash to accrual accounting for PBOP 
not recovered through the GNPPI should be recovered through a z 
factor adjustment. Consistent with the 1% cap beinq imposed on 
utilities under the traditional cost of service regulation, we will 
impose a 1% recovery cap on Pacific Bell's and GTEC's net change in 
their annual price cap revenue base. 

Both GTEC and pacific Bell conducted detailed studies on 
the impact that the statement would have on the GNPPI to assure 
that double recovery would not take place. Although the utilities 
used consistent economic theory in their studies, they did use a 
different behavior assumption related to whether firms already 
considered accrued PBOP costs in their hiring and output decisions. 

PAcific Bell's study assumed that competitive firms were 
already making their hiring and output decisions on the basis of 
accrued PBOP while G'l'EC took the conservative approach and assumed 
the opposite of Pacific Bell. Their results were similar. GTEC 
concluded that the GNPPI would recover 0.73' of the additional. cost 
while Pacifio sell concluded that the GNPPI would recover 0.t2'. 

DRA concluded that some degree of rate recovery already 
exists in the GNPPI because health care, dental care, and life 
insurance compOnents are components 6£ the GNPPI. It was apparent 
that GTEC and pacific Bell did not disagree with DRA because they 
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quantified the impact, although not material, in their respective 
studies. Pacific Bell further clarified that the Z factor 
adjustment is necessary to reflect accrual accounting while the 
GNPPI reflects the change in inflation for PBOP gross national 
output price increases. 

In this instance we have the benefit 6f two different 
economic studies which demonstrate that the GNPPI will not be 
impacted to any significant degree. Although ecOnomic studies, 
such as the ones used by GTEC and pacific Bell, are objective, the 
results are dependent on the subjective inputs. From these 
subjective inputs the parties advance arguments in suppOrt of their 
respective analyses and in criticism of the input assumptions us~d 
by other parties. In the final analysis, it is the application of 
judgment, not the precision of these economic studies, which is the 
key to determining the extent of impact. 

Our analysis of the evidence shows that the GNPpl will be 
impacted minimally, as demonstrated by the utiltties' eco.nomic 
studies. This analysis of the evidence also leads us to. conclude 
that the recovery of the accrual required by adopting the statement 
with mOdification through the z factor will not provide the 
utilities with any measurable double recovery through the GNPPI 
adjustment. Based on our judgment, the NRF utilities should be . 
authorized to use the z factor adjustment to recover accrual 
impacts from adopting the Statement as modified by this order. 

In relation to pacific sell's economic study, GTEC's 
study was very conservative. In fact, GTEC attempted to determine 
whether adoption of the statement would impact other components of 
the GNPPI. Based on its additional analysis, GTEC concluded that 
some of the costs associated with the change in GNPPI may influence 
wage rates in the national economy. If the wage rate in the 
national economy is reduced in relative terms due to the impaot of 
the statement, an additional 14.38' of the PBOP costs may be 
recovered by GTEC in the GNPPI due to a reduction in the wages that 
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GTEC pays to its employees relative to what it would have paid in 
the absence of the Statement. 

Although GTEC'S study shows that it could receive 
additional recoVery benefits through the wage compOnent of the 
GNPPI, there is no evidence in the record to substantiate or to 
sway our judgment that NRF utilities will, in fact, receive any 
additional recovery benefits. Because there is a possibility that 
the NRF utilities may receive ancillary benefits to the detriment 
of ratepayers, we do not want to foreclose future consideration of 
GTEC's speculative result. It would be best to consider this issue 
after the Statement has been implemented and after a period of time 
has lapsed 56 that we may draw upon historical dAta. Therefore, as 
part o£ their October 1993 price cap filing, GTEC and Pacific Bell 
should include studies to demonstrate whether the wage component 6f 
the GNPPI has been affected by adoption of the statement and 
recommendations on how the impacts, if any, should be reflected in 
rates. 

We must consider whether NRF utilities should make a one
time Z factor filing or annual z factor filings to reflect PBOP 
costs. We note that pay-As-you go costs are projected to increase 
over time. Furthermore, if we retained pay-its-you g6 accounting, 
any increase in pay-as-you-go costs would not be entitled to Z 
factor treatment. Therefore, the NRF utilities' additional 
recovery for PBOP costs through the Z factor should be limited to 
the difference between what is required by accrual accounting and 
what their pay-as-you-go cOsts otherwise would have been. It 
appears that the diff~rence between the amount required for PBOP 
costs under accrual accounting and the amount required under pay
as-you-go accounting may decrease over time. Indeed, we have 
earlier noted evidence that the cost of an accrual fu~ded plan 
would eventually be less expensive than a pay-as-you-go plan. 
Therefore, we should not authorize NRF utilities to recover as a 
permanent Z factor the increase in rates for PBOP necessary durIng 
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the first year. If we did that, the NRF utilities might real1ze~a 
windfall. Accordingly, it appears that yearly adjustments 'to the Z' 
factor recovery for PBQP costs will be required. Our decision 
today will order such annual adjustments. We are; however; 
concerned that such annual adjustments not involve excessive 
litigation of the reasonableness of costs; contrary to the spirit 
of our NRF"decision. Accordingly; we will hold further hearings to 
determine the simplest method for annually revising the amount of 
recovery without extensive litigation. 

xv • 311 COIIments 

The ALJ's proposed decision on this matter was filed with 
the Docket Office and mailed to all parties of record On October 5; 
1992; pursuant to Rule 77 of the Commission's Rules of Practice and 
Procedure. 

Conunents from AT&T Communications Of california, Inc., 
the Department of Navy; DRA, Edison, GTE, Pacific sell, Permit 
Group, Inc.; PG&E, SDG&E; socal Gas; Southwest Gas, and TURN were 
timely filed with the Docket Office on October 26, 1992. 

Reply comments received from appearances of record 'such 
as AT&T communications of california, Inc., the Department of Navy, 
ORA, GTE, pacific sell; soCal Gas, and TURN were timely filed with 
the DOcket Office and timely received by the ALJ. 

We have carefully reviewed the comments and reply 
comments filed by the parties to this proceeding that focused on 
factual, legal 6r technical errors in the proposed decision and in 
citing such errors made specific ~eferences to the record, pursuant 
to Rule 77.3. To the extent that these comments and reply comments 
required discussion or changes to the proposed decision, the 
discussion or changes have been incorporated into the body of this 
order. Comments and reply comments which merely re-arqued 
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positions taken in briefs or presented information not in the 
record were not considered. 
Findings of pact 

1. Our intent in this investigation was to consider the 
ratemaking effects of PBOP and to establish consistent general 
policies and procedures to be applied to all utilities that provide 
poop, 

2. The funding 6f PBOP with tax-deductible trusts is in the 
ratepayers' best interest. 

3. The utilities have been given permissive authority to 
fund and to recover their pROp costs prior to the Statement's 
effective date. 

4. The Statement requires all entities to replace the 
prevalent practice of recording pBOp benefits oil the cash basis 6f 

_ accounting with the accrual basis of accounting for finanoial 
accounting and reporting purposes. 

s. The Statement will become applicable to california 
regulated utilities effectiVe January 1, 1993. 

6. GTEC's, pacific Bell's, and SDG&E's average residential 
customer's bill will increase $0.38, $0.75, and $0.19 per month if 
the Statement is adopted without modification. 

7. Socal Gas was granted authority to fund PBOP and to 
implement rates to recover PBOP costs in its Test Year 1990 GRe. 

8. It is not feasible for the utilities that are pre-funding 
PBOP to true-up their PBOP costs in this investigation. 

9. Standard and poor's and Moody's already factor in the 
effect of PBOP liabilities. 

10. The additional PBOP reporting required by the Statement 
would be helpfUl for the rating agencies to fine-tune their 
assessments.and could even reveal a significantly smaller burden 
than previously assumed by the rating agencies. 

- 59 -



11. The higher, or more favorable, the rating given to the 
utilitiest'~ebt by rating agencies, the lower the costs, or . 
interest 

12. 
13. 

rate, to service debt. 
A correlation exists between debt and common equity risk. 
There is no basis to conclude that the statement would 

have Any measurable impact on the companies' ability to access 
capital markets. 

14. Inter-generational inequity will not be resolved by 
adopting the Statement without mOdification. 

15. Adoption of the statement would place the recovery of 
PBOP on a more consistent basis with the recovery of pension and 
nuclear decommissioning costs. 

16. PBOP, pensions, and nuclear decommissioning funding must 
currently recognize the expense of liabilities that will not come 
due for a considerable periOd of time. 

17. The absence of a specific code requirement for the 
recovery of pBOp costs is not a basis to treat PBOP costs 
differently from the recovery of decommissioning cost. 

18. Code sections that mandated a funded accrual basis of 
cost recovery for nuclear decommissioning were not added to the 
code until 5 years after we authorized energy utilities to 
implement an accrual basis of accounting for decommissioning costs. 

19. The Nuclear Decommissioning Act did not come into 
existence until 3 years after utilities were authorized to fund 
their decommissioning cost on an accrual basis of accounting. 

20. PBOP are currently being paid to retirees in a manner 
similar to penSion benefits. 

21. The funding of pensions in advance of the utility'S 
payment of benefits is a proper cost of service. 

22. The USOA Rewrite decision was applicable t6 only 
regulated telephone utilities and did not automatically adopt 
future GAAP changes for regulatory purpose. 
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23. Rate shock,' as it relates'to PBOPS, represent an inoi~ase 
of 1% or mOre 6f total operating revenue. This definitive level is 
not and should not be viewed as a precedent for any other 
proceeding, 

24. Procedures can be implemented to mitigate any rate shock. 
25. The basic cost of service policy dictates that the 

utilities should have the opportunity to recOver in .rates 
reasonable operating expenses, including PBOP costs, taxes, and a 
fair return on invested capital. 

26. The controlling element in fixing rates is what itco~'ts 
the utility to perform service. 

27. The utilities have already taken steps to contain and to 
reduce PBOP casts& 

28. Shareholder and employee funding of PBOP is nOt a viAble 
funding alternative at this time. 

29. Utilities need union approval to use excess pension 
assets of union employees for psOP. 

30. IRe § 420 provides for the limited transfer of excess 
pension assets to a S 401(h) account for only the years 1991 
through 1995 and only if the pension plan is fully funded. 

31. A majority of the utilities do not have surplus pension 
funds. 

32. Surplus pension assets generally result from volatile 
changes in the investment markets which cannot be predicted with 
any accuracy. 

33. Surplus pension assets are not a viable fundin~ 
alternative for ps6p costs. 

34. Cost of service is an indispensible factor in setting 
fair and reasonable rates for regulated service. 

35. Employees do not qualify for PBOP unless they 
specifically provide utility service for a minimum period of time. 
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36. Similar to the receipt of penSion benefits, ~mployees 'are 
not entitled t6 receive PBOP until after they retire from utility 
service. 

37. The longer that empl6yees work, the less expensive the 
cost of PROP paid for by ratepayers. 

38. Approximately one-third of the TBO represent PBOP 
applicable to· current retired employees. 

39. Similar to pension benefits, PBOP aotuarial reports would 
be performed on a periodic basis to reflect changes in actuarial 
assumptions inoluding plan benefits, inflationary factors, and 
mortality rates. 

40. The Statement's method of accounting for PBOP on the 
accrual basis of accounting meets the cost of service criterion. 

41. The cash basis of PBOP recovery fails to incorporate the 
cost of service principle. 

42. The accrual basis of revenue recovery meets the assurance 
criterion and provides a degree of certainty that sufficient funds 
will be available to pay the utilities' PBO~ costs. 

43. Adoption of the Statement would give the utilities 
flexibility to assess PBOP on an ongoing basis. 

44. Employees are not earning an incremental increase in PBOP 
as the employees age. 

45. The Statement's benefits!years-of-service method can 
provide for a disproportionate allocation of benefits cost over the 
employees' working life. 

46. It is reasonable to flow through the cost of the 
employees' PBOP over the employees' entire working life. 

47. The Statement's 20-year amortization method 6£ TBO 
benefits will substantially mitigate inter-generational inequity. 

49. Ratepayers would be required to pay an additional 
$670,000 for every $1 million that the utilities contribute to 
taxable PBOP funded plans. 
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49. The funding 6f' PBOP with tax-deductible c6ntrlbu'tions 
enhances a balance of interest between shareholders and-ratepayers. 

50. The FASS allows utilities to reflect a regulatbryasset 
in their external financial statements with the assurance that such 
costs will be recovered through rates in the future. 

51. The SEC has not taken a policy position on what criteria 
should be used to determine whether a regulatory asset should be 
allowed. 

52. Reasonable psOP costs are defined to be those PBOP costs 
applicable to regulated services that meet the Statement criteria 
as modified by this order and are invested in tax-deductible plans 
administered by an independent trust, that are necessary to meet 
funding requirements based on fair actuarial assumptions, 
contributions, and investments, and that are not uSed to enhance 
pension benefits. 

53. The regulatory asset will not impact the utilities' cash 
flow until the utilities ~re able to make additional ~ax-deductible 
contributions. 

54. The utilities have every incentive to continue 
negotiating cost containment to their respective PBOP plans. 

55. There are sufficient FASB, IRS, ERISA, and NLRA 
reporting, disclosure, and fiduciary requirements in place to 
ensure that funds placed in a PBOP plan will be tracked and will be 
used for only PBOP. 

56. A Z factor was established as a component of the price 
cap mechanism for NRF utilities to protect both ratepayers and 
shareholders against axogenous events. 

57. Only exogenous factors which are not reflected in the 
GNPPI and which are clearly beyond the utility's control can be 
reflected as a z factor adjustment. 
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58. The first phAse of this irlvestigationauthotized pre-·· 
funded PBOP contributions on a permissive basis. 

59. pacific Bell began pre-funding PBQp in December 19891 
almost 2 years prior to Commission authOrization and a full year 
prior to the FASS's adoption of the statement. 

60. Paoific Bell chOse not to pre-fund PBOP in 1991 and 1992. 
61. pacific Bell will contfnue to pre-fund POOP in 1992 if 

assurAnce is given that rate recovery will be provided on a timely 
basis. 

62. The adoption of the Statement is clearly beyond the 
control of the utilities. 

63. To the extent that the utilities incur administrative 
costs to comply with the accounting changes required by this 
decision, and recover only those sums paid to the independent 
trusts specifically authorized by this decision, such costs satisfy 
the z factor control criterion. 

64. The Z factor adjustment is necessary to reflect accruAl 
accounting while the GNPPI reflects the changes in inflation for 
PBOP gross national output price increases. 

65. Economic studies demonstrate that the GNPPI will not be 
impacted to any significant degree by adoption of the Statement. 

66. It is possible that the NRF utilities may receive 
ancillAry benefits to the detriment of ratepayers through the GNPPI 
wage factor with the adoption of the Statement. 

67. In order to implement the statement by January 1, 1993, 
this order should be effective on the date signed. 
Conclusions of Law 

1. Affected utilities should true-up their pBOp cOsts AS 

part of their next GRC filing or price cap filing. 
2. The recovery of PBOP costs for regulatory accounting and 

ratemakinq purposes should be based on consistent cost of service 
policy and cost recovery mechanisms. 

3. The Statement as modified by this order should be adopted 
for regulatory accounting and ratemaking purposes. 
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4. The Statement's benefits/years-of~service approach '-should· 
not be adopted for regulatory accounting and ratemaking purposas 
unless such appro~ch will not result in more than a 10\ difference 
in cost over the total utility service life attribution method. 

s. The utilities should use the employees' total servic·e 
life attribution method to distribute the cOst 6f employees'PBOP 
benefits for both the TBO and ongoing PBOP cost unless the us~ of 
the benefits/year-of-service approach results in minimal increase 
in costs. 

6. The utilities should amortize the TBO over 20 years. 
7. The utilities under traditional ratemaking and the 

telecommunications utilities under the URF process should recover 
their PBOP costs in rates to the extent that they are able to make 
contributions to tax-deductible plans. 

8. Commission pOlicy should not be governed by whether or 
not utilities can record a regulatory asset under Statement No. 71. 

9. Regulatory accounting And ratemakirtg should not be 

governed by IRS, ERISA, or SEC requirements • 
10. The utilities should establish a regulatory asset for 

regulatory accounting purposes. 
11. The recovery of tax-deductible contributions in any given 

year should not increase over the prior PBOP expense recovery by 
more than l' of the utilities' prior year's total operating revenue 
for traditional cost of service regulated utilities. 

12. Recovery of the regulatory asset should begin during the 
year when tax-deductible limits exceed PBOP costs and continue 
until the regulatory asset has reached a zero balance. 

13. Regulatory assurance language should be included in rate 
orders which address rate recovery of PBOP costs. 

14. Any concern regarding recovery of PBOP costs associated 
with future deregulated services should be addressed in the 
proceedinq that considers deregulation of those services. 
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15. The PBOP regulatory asset should riot be a component of 
rate base subject to a return on investment. 

16. The utilities should establish trusts for the receipt, 
investment, administration, and disposition of psopfor any PBOP 

funds which we may authorize the utilities to recover in rates. 
Earnings of such trust may be taxable to the trust or to the 
employees. 

17. The utilities under the NRF should not be allowed to 
recOver their pre-funded PBoP contributions through the z factor 
adjustment because they have not demonstrated that funding pBOp 

prior to adoption of the Statement with mOdification was beyond 
their cOntrol. 

lS. EffectiVe January 1, 1993 with the adoption of the 
Statement as modified by this order, NRF utilities should be 
allowed to recOVer reasonable costs associated with the change from 
cash to accrual accounting through the Z factor adjustment. 

19. NRF utilities should include as part of their October 
1993 price cap filing a study to demonstrate whether the wage -
component of the GNPPI has been affected by the Statement and 
should make recommendations on how such impact, if any, should be 
reflected in rates. 

20. Yearly adjustments to the z factor recovery for PBOP 
costs should be required. 

ORDER 

IT IS ORDERED that. 
1. The Financial Accounting StAndards BoArd Statement of 

Accounting Standards No. 106 (Statement), Employers' accounting for 
post-retirement benefits other than pensions (POOP), shall be 
adopted with the following modifications, as discussed in this 
order, for regulAtory accounting and ratemaking purpOses and shall 
be effective JAnuary 1, 1993, the effective date of the Statement. 

a. The employees' total service life 
attribution method shall be used to 
distribute the cost 6f employees' PBOP for 
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both the transition benefit obligation _ 
(TBO) and ongoingPBOP costs. HOwever,·if 
a utility can demonstrate to the Commission 
Advisory and Compliance Division prior to 
January I, 1993 that the benefits7years-9f
service approach will result in a minimal 
increase as defined in this order, the 
utility may opt for the benefits/years-of
service approach. 

b. The Statement/s benefits/years-of-servlce 
approach shall not be used for regulatory 
accounting and ratemaking purposes unless 
it results in minimal increase in cost 
(10%) over the employees' total service 
life attribution method. 

c. The TBO shall be amOrtized over a 20-year 
time period beginning January 1, 1993. 

2. Regulated utilities under traditional cost-oi-service 
ratemaking and the new regulatory framework (NRF) shall be 

authorized to recover their PROP costs associated with the adoption 
. of the· statement and actually paid to independent trusts to the -
extent that the utilities! 

a. Establish and use independent trusts for 
the receipt, investment, administration, 
and disposition of POOP. .. 

b. Hake tax-deductible contributions which do 
not need to be grossed up by a net-to-gross 
multiplier. Earnings to the trust may be 
tax-free or taxable to the trust or 
employees. 

c. Use PBOP trust funds for only PBOP. 

d. Incur PBOP costs that the Commission finds 
are reasonable and necessary to meet 
funding requirements based on fair 
actuarial assumptions, contributions, and 
investments. 

e. DO not use PBOP to enhance pension 
benefits. 
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f. Recovery of tax-deductible contributions in 
any given year shall not increase over the 
prior year's PBOP ~xpense recovery by more 
than 1\ ot the utilities total prior year's 
operating revenue. For those utilities 
under NRF, the 1\ limit shall be applied to 
the net changes in their annual price cap 
revenue base. 

g. The utilities shall, to the extent allowed 
by the Internal Revenue Service (IRS) and 
employee unions, apply surplus pension 
assets (as defined by the IRS) to fund 
their PBOP expense. 

3. To the extent that PBQP trust assets cannot or are not 
used for PBOP obligations, then those assets shAll be returned tb 
ratepayers as allowable by law. Utility rates are hereafter made 
subject to refund, but only to the extent necessary to allow such a 
return to ratepayers of any PBOP assets that cannot be used for 
PBOP expenses or thAt have been used for other purposes. 

4. The utilities shall establish and maintain a regulatory 
asset pursuant to Financial Accounting standards Board's statement 
No. 71 and as discussed in this ordor. The recovery of such 
regulatory asset in future rates shall begin during the year when' 
tax-deductible limits exceed PBOP costs and shall cOntinue until ' 
the regulatory asset has reached a zero balance. 

5. The regulatory asset required by this order shall not be 

considered a rate base component subject to a return on investment. 
6. GTE california Incorporated (GTEC) and pacific Bell shall 

not be authorized to recover their pre-funded pBOP costs through 
the z factor adjustment provided for under the naw regulatorY 
framework. 

7. Effective January I, 19~3 GTEC and pacific Bell shall be 
authorized to recover through a z factor adjustment their PBOP 
costs associated with the change from cash to accrual accounting as 
provided for in this order. To effect this recovery in the first 
year, GTEC and pacific Bell shall make a compliance filing to the 
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Commission Advisory and Compliance Division's Telecommunicatiofts ~ 

Branch Chief no later than three busine~s days after the date of 
this decision. This filing shall set forth the reVenue requirement 

o .-

impact of this decision and the incremental surcharge adjUstment 
necessary to recover their respective revenue requirement in the 
1993 annual price cap index. Copies of this compliance filing 
shall be served upon 1.90-07-037 and 1.87-11-033 service lists. 
Recovery o£ future years PBOP cost shall be Accomplished in each 
subsequent years price cap filing, As further described in the 
following ordering paragraph. 

8. In addition to the requirements of Ordering paragraph 2, 
NRF utilities shall recover through annual z factor filings only 
the amount required to be accrued that year to cover future pBOp 
payments, minus their pay-as-you-go costs. Furthermore, the Z 
factor should only recover this amount to the extent it is actually 
put into a trust. The Z factor treatment of PBOP costs shall be 

_I trued up in each subsequent years' Z factor filings to ensure 
compliance with these requirements. Further hearings shall be held 
in this or other more appropriAte proceeding to determine the 
simplest possible method for ensuring compliance with these 
requirements in Z factor filings without extensive litigation. 

9. GTEC and pacific sell shall inclUde as part of their 
October 1993 price cap filing a study to demonstrate whether the 
wage component of the Gross National product price Index has been 
affected by PBOP and to recommend how such impact, if any, should 
be reflected in rates. 

10. Those utilities that are tracking their pre-funded PBOP 

contributions in an interest-bearlnq memorandum account pursuant to 
Ordering paragraph 5 of Decision 91-07-006 shall be authorized to 
continue inputing interest on such contributions up to January 1, 
1993, the effective date of the Statement. Interest shall not 
continue to accrue after the effective date of the Statement. 
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110 - UtIlities -operating in other jurisdiotionswiththeir 
California operations being 10\ or less of their total '~tility 
operations based on the-lour-factor method shall be exempt~d£rom 
the accrued PBOP requirements imposed by this order. However~ for 
ratemaklng purpose, such utilities shall be required to impute the 
effect of accrued POOP, as explained in thisorderl as a part of 
future general rate filings. Such utilities shall also assume that 
their funding begins on January 1, 1993 and that earnings on tlieir 
imputed PBOP contributions will be set at their authorized weiqhted 
cost of capital rate. 

12. pacific Gas and Electric Company's PBOP issue left open 
in Application (A.) eS-12-00S and Investigation (I.) 89-03-033 
which was consolidated into this investigation has been resolved. 
Accordingly, A.88-12-00S and 1.89-03-033 are no longer consolidated 
with this investigation. 

13. This decision disposes of the issues in our PBOP 
investigation, except the matter addressed in Ordering paragraphS. 
Accordingly, this proceeding shall remain open. 

This order is effective today. - . 
Dated December 3, 199~, at san Franciscol california. 

I will file a partial dissent. 

lsi PATRICIA M. ECKERT 
Commissioner 
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APPENDIX A 

List of Appearances 

Respondents I John Barker, for California American Water Company, 
Beck, Young, French, & Ackerman, by Jeffrey F. Beck and . 
Sheila B •. Brutoco, Attorneys at Law, fOr Citizens Utili~ies . 
company of California; Kenneth K. Okel and Kathleen s. Blunt, 
Attorneys at Law, for GTE california Incorporat~d; Vicki L. , 
~hompson and David R. clark, Attorneys at Law, for san Diego Gas 
& Electric Company, William A. Ettinger, Attorney at LAw, for 
AT&T CommunicAtions, Inc., E. Garth BlAck, Attorney at Law, for 
Roseville ~elephone Companyj Orrick, Herrington,' Sutcliffe, by 
Robert Gloistein, Attorney at Law, for Contel of California, 
Inc.; Robert B. Keeler and John R. Fallon, Attorneys at Law, for 
Southern California Gas Co~pany; Richard S. Jarrett, for Cp 
National; Robert M. Johnson, Attorney at Law, for Southwest Gas 
corporation; Daniel J. McCarthy and Gregory L. castle, A~t6rneys 
at Law, for Pacific Bell; Roger J. Peters, Kermit R. Kubitz, and 
Gary P. Encinas, Attorneys at Law, for pacific Gas and Electric 
company: Richard K. Durant, Carol B. Henninqson, M. D. McDonald, 
and Frank A. McNulty, Attorneys at LAw, for Southern CAlifornia 
Edison Company) Robert A. Loehr, Attorney at LaW, and Fred Ri 
Meyer, for san Jose water Company; and James D. salo,AttoFney 
at Law, for Sierra pacific Power Company; Stoel, Rives, Boley, 
Jones & Grey, by Robert V. sirvaitis and James c. PAine, 
Attorneys at LAw, for Pacific POwer' Liqht company. 

Interested Parties' Brown, Bridgman Retiree Health care Group, by 
Stanley H. Clow and Fred D. Van R&mortel, Nossaman, Guthner, 
Knox' Elliott, by JOse E. Guzman. Jr., Att6rney at LaW, for 
Westport Management Services, Inc., Thomas LOng and Michel .. 
Florio, Attorneys at Law, for Toward Utility Rate Normalization; 
and Norman J. Furuta, Attorney at LaW, for the Department of 
Navy and Federal Executive Agencies. 

Division of Ratepayer Advocatesl James S. Rood and Rufus G. 
~hayer, Attorneys at Law, and Mark Loy. 
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AIcPAC6minittee 

ALJ 
~ 
CACo 
C6de 
D. 
DRA 
Edison 
ERISA 
FASB 
FCC 
GAAP 
GNPPI 
GRC 
GTE 
It 
IRe 
IRS 
LEe 
Moodys 
NLRA 
NRF 

011 

PBOPs 
PGU~ 

PU 
Roseville 
SoG&B 
SEC 
SFAS 106 
SoCal Gas 
southwest Gas 
statement 
TBO 
USOA 
VEBA 

APPEHDIX B 
'List of Abbreviations and~(B:'6nyms_- .•. __ 
- American Institute of Ceitifled pubiic AC¢Obn-tants' 

Public Utilities committee 
- Administrative Law Judge 

Attrition Rate Adjustment 
Commission Advisory and compllailce Division 

- Public Utilities Code 
- Decision 
- Division of Ratepayer Advocates 
- Southern California Edison Company 

Employee Retirement Income Secutity Act 
- Financial Accounting Standards BOard 

Federal Communications commission 
- Generally Accepted Accounting principles 

Gross National product price index 
- General Rate Case 
- GTE California IncorpOrated 
- Investigation 

Internal RevenUe Code 
- Internal Revenue service 

Local Exchange companies 
- Moody's Investigators services, Irtc. 
- National Labor Relations Act 
- New Regulatory Framework 
- Order Instituting Investigation 
- Post-Retirement Benefits Other Than Pensions 
- pacific Gas and Electrio Company 
- Public Utilities 
- Roseville Telephone company 
- San Diego Gas & Eleotric company 
- Securities and Exchange COmmission 
- Statement of Financial Accounting Standards No. lOG 
- Southern california Gas COmpany 
- Southwest Gas corporatiOn 
- Statement of Financial Accounting Standards No. lOG 
- Transition Benefit Obligation 

Uniform System of Accounts 
Voluntary Employee Benefit Association 
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C())tunlssloncr Patricia M. Eckert, Dissenting In part: 

I dissent fronl the majority's opinion, with respect to Pacific Ben and 
GTEC, regarding recovery of pre-funded contributionS ot post-retirement benefits 
other than pensions (PBOP's). 

Since my appointment to this Commission in 1989, I h:tve supported pre': 
funding of PBOP's. I believe that pre-funding is a sensible business decision when 
an accounting change creates a balance sheet impact in the hundreds of minions of 
dol1ais. 1'6 mitigate such a financial shock to both ratepayers and invest6ts by 
prefunding was both prudent and respOnsible. It also (ollowed logically from oui 
statements in D. 91-07-006. 

The majority tests its decision on the fact that Pacific Bell pre-funded in 
1989 and 1990, but stopped pre-funding in 1991. Therefore, the decision 
concludes Pacific Bell's discretion regarding pte-funding disqualified their ~
funded contributions from Z factor treatment. Since. Z factor tequires that ail 

event be "clearly beyond the utility's cOntro], II the majority reasoned that pte- . 
funding did not deserve Z factor treatment. 

I believe that the majority's rationale rests on too fme a t«hnical point and 
overlooks the overall system in which Pacific Bell and orne operate. Because 
pte-funding was a sound and teasonable business decision, and D.91-07-006 
signaJed that such pre-funding was pennissive, I believe that OTEe and Pacffi¢ 
should be allowed to recover pre-funded PBOP's contributions. 

To nOw change regulatory signals is Once agahl inconsistent pOlicy making . 
which interferes with reasonable business strategio planning. 

December 3, 1992 

PATRICIA 
Commissioner 

• San Francisco, California 


