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PUBLIC Ul'ILITIES C(lroSSICt~ OF 'IHE STAre OF CALlFamlA 

RESCLUl'ICN 00. E-3238 
July 24, 1991 

RESOim'IOO E-323B. ORDER AtJIH:ruZI»:; AIL urlLITIES 
ro ESTABLISH CATASIroPHIC tVEm' IDrnANIXM 1£'O:UlTS, 
AS DEFINED, 'IO IIDXlRD ccsrs RESULTI»:; f'Kl{ DfX::I.MfD 
DISASTERS. 

'!his Resolution auth:>rizes each p.tblic utility as defired UJrler Section 216 
of t.te Public Utilities Code, except carm:>n carriers an::i toll bri~ 
coq:ora tions, to establish a lT81Oran:itIn accoont to ra:x>rd costs of t (a) 
restoring utility service to its custarers; (b) repairing, replacing or 
restoring daImged utility facilities; ani (c) emplying with <}JVerTJTent 
agercy orders resulting fran de:::lared disasters . 

~ 1>NJ DIOCffiSICN 

Q\ O::tober 11, 1989, lbrthem california .,,-as rocked by a IMjor ea.rt}quake 
that wreaked havoc an::l des tnx:tion • Lives were lost am there was 
extensive damage to p.ililic and private facilities over a wide area oorth 
ard scuth of t.te ~ets epicenter in Santa Cruz County. Regulatei 
utilities' facilities were hit hard along with t.b:>se of other rusinesses, 
g::r.rernrent arrl irrlividuals in t.te affected area. 0J.r experieoce in the 
qua1<e's aftennath revealed that the regulated utilities {erforrred adnirably 
in resp;:>r£ling in every 't.-ay fOSsihle to fi!eStablish D3CeSsary p.illlic 
services. 

Because of the nE!Eld for intrediate repairs ard ~rcy service, several 
utilities i.n:::u..rred extraordinary aM substantial costs for rrt2terials am. 
suWlies am for payroll, ~luding overtUre. 'Ite damage, sore of MUch 
b3carre afPd..OOnt only as the utilities return::rl to oonnal operations, arrl 
t.te related costs were unforeseeable. 

After the !.aM Prieta earth:)uake, pacific Gls aOO Electric Carpony, San 
Jose Water Carpmy, arrl California Water Service Carpony requested 
aut.OOrity to establish accounts to ra:x>rd all costs associated with the 
eart.h}uake, an:J subsequently to recover 1;.h:)se costs fnm their cust.arers. 
~ Camrlssion res~ by surveying all regulated utilities in the 
atfected area, detennining which ones ~re irrpacted, an::l aut:h:)rizing all of 
th::>se that had sut tered eart.h}uake damlge and i.rcun:OO extraordinary costs 
to establish such accounts. ~ recorded rurounts in each util ity's account 
~re to be recoverro in rates only after furtOOr Ccmnission action to 
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<k>tennine tmir reasonablemss. 'Ihe Ccmnission subsequently detennl.ood 
that only costs iocurred after tOO accounts "-'3re auth:>rizro "-'3re 
recoverable bacause to do othetwise W)Uld have constitute::f retroactive 
rataraking • 

'lhe regulatory constraints in{::osOO by the retroactive rataraking 
prohibition can result in an i.n3quity. Utilities that react imoodiately to 
repair damage will in::ur costs that lMy rx:>t be recoverable in rates. In 
contrast, utilities that decide to wait for tOO Connission to aut.rorize a 
narorairltJn account b3fore initiating ~irs airl arergen:::y services could 
record tOOir entire costs for repairs, replacarent or restoration, thus 
preserving tha p::>Ssibility of recovering tJ-ose costs in rates. 

¥.aking available a pre-€Stablished I'fHTl)rarrllIn account ... herein a utility 
could inToodiately record disaster related costs \oWCUld minimize this 
inequity. 'Ib be equitable ard as effective as p::>Ssible, fNery utility 
w:JUld have to l:e given autrority to pre-establish such an account ard to 
enter into it all costs resulting fran declared disasters. Slrce rrany 
hurrlreds of utilities could I:e affectE:d, \o.-e believe that it is awropriate 
for tOO Carrnission to establish soch accounts on a geooric basis. 

'!he Ccmnission's blanket autinrization to establish catastrophic event 
rraroran::nxn accounts will ensure that all fOtentially affected utilities are 
given the IMXirrun iocentive to restore service irrrrediatelyard ca!pletely 
after declared disasters. BEcause the intent of such accoonts 1s to 
capture for consideration for later recovery only th::>se costs associated 
with truly unusual, catastrophic events such as the l£:.ma Prieta earth:}uake, 
their use will be restricted to events declared disasters by C<lT{€tent 
state or federal auth:>rities. Otffir events rot so officially designated 
are outside tOO scq:e an1 intent of this autrority an1 will rot te 
considerEd for rec<:Nery \.l.J'rler this rrechanism. 

~ costs eligible for entry into soch a rrarorardtm account are th::>se 
oocessary fort (a) restoring utility service to custcrrers; (b) repairing, 
replacing or restoring darMged utility facilities; am (c) emplying with 
<pverrIrent ageTi..y orders resulting fran declared disasters. In cd:lltion to 
di.J:ect expenses, utilities could also b:Jok capital-related costs such as 
depreciation aM return on capitalized adiitions. \o,h=ther such costs are 
ultimltely recoverable in rates \oDJld w .... "ait a Carmission fin:iing of their 
rea.sonableress. 

It 1s inp:>rtant to stress that autIDrizing the recording of costs 
associated with a disaster sh:x.tld rot be construed as a prejud;Jrent of the 
awropriateness of recovery of anyarrounts so accurulated. '1he p.1rp)OO of 
tha camussion' s auth:>rizing rrarorardtEn accounts in anticipation is to 
ensure that these utilities are rot p:recluded by the retroactive ratEmlk.i.ng 
prohibition fn::m recovering the extraordinary ad:Utional costs they lM.y 
in:;ur .imra:Uately after a disaster rut before the Catmission can act to 
auth:>rize such acccAl11ts. 

'lte Cormission will exami.re closely all costs roc-orded in a utility's 
Cdtast.rophlC event rrarorarrlt.Jn ~t before allcwing their r:ecc:Ner.Y in 
cust:a"lers' rates. Mil Ie costs 1n:::urred for repairs rray ~ll 00 
sign! ficant, trey lM.y rot N3CeSsarily all be prq:erly rocoverable fran 
ratepayers. Recovery lM.y be limited by consideration of ~ extent to 
"'hlch losses are covered by insurarce, the level of loss already ruUt into 
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existing rates, arrl rossihly otOOr factors relevant to the particular 
utility and event. Before autOOrizi.ng rec<:Nery frem custarers of any 
costs, the Ccmnission will examine 10N th=y relate to the overall costs 
currentlyautOOrlzed for these typ?s of repairs. '!he costs recorded in the 
account will rnt be recoveral?le in rates with::xIt a request by the affected 
utility, a sbJwing of their :reasonableness, ani awroval by the Carrnlssion. 
Such a request rrust be m3de by a fOnM1 awlication specifically for that 
puJX)Se, by i.rx:lusion in a s\.lh;eguent 9=neral rate case or oth9r 
ratesetting awlication, or, for utilities eligible to request geooral rate 
in::reases by advice letter as specified in General Order 96-A, Section VI, 
by filing an advice letter request with an afPropriate sh:Jwing. As with 
any rate i..ocrease ~t, the Ccmnission staff will review the basis for 
tOO in::rease request ard make a recam-errlation to tie Carmission as to tie 
aIrCWlt in the account to be recovered in rates. 

~ause recovery in rates is rot guaranteed by the creation of m3r0rarrltIn 
accounts ard parties WJUld have an O{lX>rtunity to review any such costs in 
the future, it is awropriate to autOOrize p.ililic utilities to establish 
such rraroraOOtm accounts prosrectively witrout hearing. 

Consistent with the Carmission's usual practice for naroran::ftJn accounts, 
each energy utility desiring to avail itself of a Catast.rqni.c Event 
M:mJrarrltBn Account (~) will be required to file ard IMke effective on 
thirty days' ootice an advice letter with tariff sheets reflecting its 
establistrTent. Telecx:rmunicatioos, water and otler utilities ~ch d:> rot 
ioclude such accounts in their tariffs will be required to infonn the 
Director of Ccmnission Advisory ani Cmplian::e Division (CND) in advan::e 
in writing of the effective date such an account is to be established. • 
Consistent with the plllX)Se of rraroran:bn accoonts, n:J utility will be 
all~ to II"dke entries into its ffi.!A for costs in:::urred before its 
estahlishrent. 

sb:::uld a declared disaster occur, each affected \!tUity which has 
previously establisOOd a CEMA w:JUld be require.i to infonn ~ Cormission' s 
Executive Director by letter within 30 days after ~ catastrophic event, 
if fOSsible, if it res started rooking costs in tre ffi.!A. Costs lx:xJked. in 
connection with events \o.hlch e<r.petent state or federal autroritles d:> J):}t 
subsequently officially declare to be disasters ~ld rnt be eligible for 
later arrortization in rates. Copies of tOO letter sh::luld be mailed to t1e 
Director of CNJ) arrl the CN:D braoch chief for that irdustry. '!he letter 
sl-ould specify the declarOO disaster, date, tiJre, location, service area 
affected, inpact on the utility's facilities, ard an estirrate of the 
extraordinary costs expected to be irv::urred, with expense am capital itans 
sh::h.'l1 separately. 

As part of CACD's developrent of this proposal, it held infoDMI 
discussions with tOO Joint ~rgy Tariff Review O:mnittee which is carp:>sed 
of representatives of the regulated enerw utilities with CNl> ~rw 
Braoch providing an infoDMI rrarber. '!he utilities all irrlicated stxoog 
sUfPJrt tor the CEY.l\ as described in this resolution. 1tey also, ~r, 
SU<J99Sted characterizing the rrechanism as a halaocing account rat1er than a 
rrarorardtrn account b3cause they believe that this sign! ficantl y affects tOO 
way it l'My be presented in their finaooial statarents. In esseoce, 
hllaocing account treat:m?nt ~ld provide a presurption of rocovery 
sufficient to enable untested CE1-'A arrounts to l:e reflected as in:::are on 
their ircare statments am current assets on their balaoce shoots. 
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CJICD observes that th9re is a substantial dlfferen:::e be~n an 
established, active regulatory balaocing account such as tte Energy Cost 
Mjustrrent Clause (0CllC) or the Electric Revenue hijustmmt ~hanism 
(ERA!i) am 1:.00 prq:osed roochanism for catastrq:hlc events. FCICs, ERAMs 
aM other active bal~lng accounts are the subjects of stardard requlatory 
reviews aM usually harrlle only the differeoces be~ projocted aIrl 
actual results in a future period. 'Ih¥ also adiress the rrost significant 
of all of the utilities' h.lsiness risks. <»'A, in contrast, lMy rever be 
used; the full scope am content of what IMy he derned prudent for ret:xNery 
are quite llJlkrp..,n an::I it would l::e PraMture to preswe or inply that th3re 
is assurance of full recovery of any or all costs in:::luded in the account. 

CACD also rotes that urrler generally accepted accounting prirciples the 
utilities have the option of reflecting CEMi\ am::unts on their finaocial 
statarents through b:x>king p:.tential rBCOVerables as deferred debits, 
longer tenn assets "'hlch lack the detailed procedures ani assuraoces of the 
active regulatory bal~lng accounts. 03ferred debit account treat::Jrent 
provides the oprortunity to recover reasonable costs ",hlch ~d othexwise 
be lost forever with:lut the advan:;e awrova1 of the CEMA Jll3Chanisrn. 

'Ite utilities' desire to characterize CEXA as a bal~ing account, thus 
allCMing than to in:: lude it in their in:xlre stat:.Ettalts with iJrplications of 
guaranteed rBCOVery absent Carmission action to the contrary, is 
un::1erstarrlable. Jb.;Iever, our intent in establishing the CD'A nechanism is 
to resolve the problen of tirrely obtaining a O::mn.ission order following a 
catastrophic event to record costs which would otherwise be lost doe to the 
retroactive rataMking prohibition. 'Itv3 CEMi\ rrechanism requires only that 
the utility link its costs to a declaration of a disaster in order to make 
entries. 'Ihis is a far less rig:m:JUs test than any FX:.N; or ERAM am aryues 
5 tn>ngl y for CEMA 's characteriza tion as a rrarorardtIn 3CC(:W)t. 

FIND.rn:;s t 

1. FollCMing the lara Prieta earth::}uake of 1989, t:.tose utilities which 
imrediately iocurred substantial costs to restore service, repair, replace 
or restore darreged facilities, arrl carply with resulting q:::MlllTI"ent agarcy 
orders fOllI'rl that the retroactive ra t.€m3klng prohibition kept them fran 
recovering a fOrtion of trose costs 'Iorhlch were ircurrecI prior to tre 
Ccmnlssion I s authorization of a rraroranitrn account. 

2. By auth:>rizing utilities to establish Catastrophic EVent M;m)rardtIn 
kcounts in advaoce to accurulate such costs, tOO Carmission can t:arOVe a 
p)tential disi.rcentive to utilities' prcrrpt response to future declared 
disasters. 

3. A catastrophic event sh::luld be defi.rro as ~ "'hlch results in the 
official d3claration of a disaster by carpetent state or federal auth:>rity • 
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4 • la::ause recovery in rates is J¥)t guaranteed by the creation of aM 
b:x:lking into rrarorardun accounts aM parties \oOJld have an OftX>rtunity to 
review the costs iocluded in th2ro in the future, it is afPropriate to 
authorize pUblic utilities, except oommon carriers and toll bridge 
coq:orations, to establish catastrophic Event fuTOrardIn kcamts 
prospectively wit:taIt hearing. 

5. Each eoorgy utility desiring to avail itself of a Catastrophic Event 
M:m::>ra.rrllxn kcount sOCwuld be required to file am rrake effective on thirty 
days' ootice an advice letter with propJSed tariff sheets reflecting its 
establislTrent. Telecamunications, "-'ater aM othrr utilities which 00 oot 
irclude such accounts in ~ir tariffs sh::)uld be required to infonn the 
Director of CJD) in advaoce in writing of tOO effoctive date such an 
account is to be established. Consistent with ~ p1r'f05e of rraroran::hm 
accounts, 00 utility slo1ld te allo.m to make entries into its 
Catastrophic Event »:m:>ran::ft.rn Account for costs iocurred before its 
establislTrent. 

6. SOCwuld a declared disaster occur, each affectOO utility \oi'hich has 
previously established a Catastrophic Event JoBrorarrltIn h:::ccunt sh:Juld be 
required to inform tOO Executive Director by letter within 30 days after 
the catast.ro{h.ic event, if possible, if it has started b:x:lking costs in tie 
CEMA. Costs lxx>ked in C'OJlreCtion with events \o.hlch oarpetent state or 
federal .auth:>rities do oot subsequently officially declare to be disasters 
sh::>uld oot be eligible for later a..'TOrtization in rates. Copies of the 
letter slolld be nailed to the Director of CA(]) an::J the C1CD braoch chief 
for that in::Iustry. ~ letter sh:Juld specify the declared disaster, date, 
tiIre, location, service area affocted, inpact on the utility's facilities, 
arrl an estinate of the extraordinary costs expectOO to be in:urred, with 
costs due to expense arrl capital itans s}o..n separately. 

7 • ~ costs recorded in the account sh:Juld only be recoverable in rates 
foll~ing a request by the affocted utility, a SOCMing of their 
reasonableness, aM awrova1 by tie O:mnission. Soch a request shJuld be 
Irade by a fomal awlication specifically for that p.trpOSe, by ~lusion 
with a subsequent general rate case or other ratesetting request l or, for 
utilities eligible to request general rate iocreases by advice letter as 
specified in ~reral Order 96-A, Section VI, by filing an advice letter 
request with an awropriate sh:::Ming. 

'lHEREI'O<E, IT IS <e:ERED thatt 

1. Each regulated pUblic utility as defirro in Section 216 of tha Public 
Utilities Code, except carrron carriers ard toll bridge corpJratioos, is 
auth:>rized to establish a catastrophic Event loaror.m:ftn Accoont arrl to 
record tharein its costs of I (a) restoring utility services to its 
custarers; (b) repairing, replacing or restoring damaged utility 
facilities; aM ec) emplying with g:r.rermental agercy orders in connection 
with events declared disasters by CClT'{:etent state or federal auth::>rity. 
Each eoorgy utility desiring to establish a catastrophic Event M3r0rardn 
kcount shall file to becare effoctive on thirty days' ootice an advice 
letter with prop:>Sed tariff sh::ets reflecting its establislIrent. Each 
other utility \o.hlch <beg oot irclude such ac:c«mts in its tariffs shall 
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1nfonTI the Dit'eCtor of COltnission Mvisory ani O:npli~ Division lil 
advarce in "''riting of the effoctive date such an account is to be 
establistro. tb utility shall make entries into its catastJ:qlhic Event 
J.nrorarrlun Account for costs iocun:ed prior to its establislm:mt. 

2. StoJld a dEclartrl disaster o:xur, each affected utility which has 
previously established a catastrophic Event furorard.in kcount shall, if 
{OSsible, infonn the Executive Director by letter within 30 days after tte 
catastrophic event if it has started b::;.oking costs in the catastrophic 
Event »:norarrllm kcount. Costs lx:x>ked in COf'lJ'l9ction with events which 
COl{letent state or federal authorities d:> rot s~ntly officially 
declare to be disasters shall rot be eligible for later amJrtization in 
rates tlmJugh tOO catastrophic Event M::=m:>rarrltin kco.mt rrechanism. Copies 
of the letter shall be IMiled to the Director of the Ccmni.ssion Mvisory 
ani catpliaoce Division arrl the camussion Advisory ani catpliaoce Division 
bran:::h chief for that iIrlustry. ~ letter shall sp3Cify tOO declared 
disaster, date, ti.rre, location, service area affected, inpact on the 
utllityts facilities, ard an estim3te of the extraoroi..nary costs expecte:::l 
to be in::urredJ with costs due to expense ani capital itans sh:Ml 
separately. 

3. 'lhe costs recorded in a utility's catastrophic Event M:m>rardtn Account 
may be recovered lil rates only after a request by the affected utility, a 
sh:wing of their reasonabl~s I am approval by the Ccmnission. Such a 
request !My be m:lde by a fOrIMl application specifically for that p.lllX)Se, 
by i.J¥::lusion with a s~nt C]eOOral rate case or other ratesettinq 
request, or, for utilities eli9ible to reqoost general rate i..r'creases by 
advice letter as sp3Cified in Geooral O'l:'OOr 96-A, Section VI, by filing an 
advice letter request with an awropriate sh:Ming. Am:::mlts which ~ 
Ccmnission d.:es rot fird reasonable shall rot be lmluded in rates. 

'Jba effective date of this Pesolution is today. 

I certify that this Resolution \or'aS a<bpte:l by ~ Public Utilities 
Ccmnission at its t:e9Ular rreeting on July 24, 1991. 'I1le follCMing 
O:nmissi~rs awro .... ed it t 

PAtRICIA M. ECKERT 
Pmident 

G. MITCHEll WllK 
JOHN 8. OHANIAN 

DANIEl Wm. ffSSlfR 
NORMAN D. SHUMWAY 

Commi"ioMN 
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