PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY AND RESOLUTION F-625
COMPLIANCE DIVISION October 12, 1989
Accounting & Financée Branch

RESOLUTION
CHANGES IN GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

STATEMENTS OF FINANCIAL ACCOUNTING STANDARDS 90 - 97.
DECISION 87-12-063 DATED DECEMBER 22, 1987,

SUMMARY

By Decision 87-12-063 the Comnission adopted the Federal .
communications Commissiéon’s (FCC) Part 32, Uniform System of =
Accounts for Telephoné Companies (USOA). This decision dirécted
that subséquent changes to Generally Acceptéd Accounting o
Principlés (GAAP) bé addrésséd in the Comnmission’s Resélution process

instéad of béing automatically adopted. ‘
The recént GAAP changés consist of thé Stateménts of Financial =~
Accounting Standards (SFASs) 90 - 97 as issuéd by thé Financial:
 Accounting Standards Board (FASB): Thé Commission Advisory and = -
Compliancé bivision (CACD) and thé Division of Rateépayér Advocatés
(DRA) have analyzed thé proposéd changes and the impact studiés :
providéad by thé major téléephone corporations. The following SFASs -
will bée adopted for intrastate teléphone accounting and ratémaking
purposes:t : '

SFAS 90 - Régulated Enterprises - Accounting for Abandonménts

and Disallowances of Plant Costs

SFAS 94 - Consolidation of all Majority-owned Subsidiaries

SFAS 95 - Statément of Cash Flows

The following SFASs wi}i not be adopted for intrastate teléphone
- accounting and ratemaking purposés as these Statements do
. not affect the regulated teléephone utilities:

SFAS 91 - Accounting for Nongéfundébie Fées and Costs’
Associated with Originating or Acquiring Loans
and Initial Direct Costs of Leases S

SFAS 92 - Régulated Enterprises - Accounting for Phasé-In
Plans

SFAS 93 - Recognition of bepréciation by Not-for-Profit
organizations
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SFAS 97 - Accountin? and Reporting by Insurancé Enterprises
~ for cCertailn Long-Duration Contracts and for
Realizéd Galns and Lossés from thée Sale of
Investments

The followin? Statément will also not be adopted for regulated .
telephone utilities as the FASB has announced its intention to delay
the effective date of the Statementt -

SFAS 96 - Accounting for Income Taxes

BACKGROUND

In Febfuér{ of 1987, thé Commission issued an order instituting
investigation to detérminé whéther the FCC’!s Part 32, USOA should be.
adopteéd for the reégulated teléphone cormpanies. Part 32 was thé FCé!s
response to the existing USOA (Parts 31 and 33) which the FCC believed
was archaic and incapablé of providing for changes in a complex

technological and économic énvironment.

In Decembér of 1987, the Commission issued Décision 87-12-063 =
which adoptéd the FCC’s Part 32, USOA. This decision directéd that
subséquént changés to GAAP should not bé routinély adopted; instead,
theseé changés should bé addressed in thé Commission’s Resolution
process. »

ordering Paragraph 12 of the Décision t?quired_that éach 6f the major
telephone utilitiés provide the Commission with revenue impact studies
regarding subsequent GAAP changeés., Pacific Bell, GTE of California,
Contel of California, Citizéns Utilitiés of california, and A.T.& T.
Comnunications of California weré instructeéd to submit their impact
studies within 90 days of the FASB accounting pronéuncément. -

Betwéen April and September of 1988, the major télephone utilities
responded and provided thé Commission with theéir asséssments of thé
revenue requiremént impacts steémming from thé recént GAAP changes.

Thesé GAAP changes consistéd of thé SFASs 90 - 97 which were not in-

effect at the time Decision 87-12-063 was adopted.

In August of 1988, the DRA proceéded to analyze thé SFASs 90 through
97 and éxaminé thé résponsés from the télephone utilities, - In o
November of 1988, thé DRA submitted a report on its findings. Based
upon thé DRA’s analysis, the CACD has prepared this resolution.

DISCUSSION

SFAS 90 - Regulatéd Enterprises - Accounting for

. Abandonménts and Disallowances of Plant Costs L
SFAS 90 amends SFAS 71 - Accounting for the Effécts of cCértain Types
of Regulation. The purpose of SFAS 90 is to appropriately réfléct the
impact of the régulator’s actions on the utility’s external financial
statements. SFAS 90 requirés that futuré révenue éxpectéd to result
from a regulatory decision allowing recovery from the ratepayers for
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thé cost of an abandonéd plant, be récorded at its présent value whén
such aban?énment becones probable. All disallowéd plant costs aré to
be recognized as a loss. SFAS 90 also reguires that an allowance for
funds used during construction bé capitalizéed only if it is probabile
that it will beé included for ratemaking purposes,

SFAS 91 - Accounting for Nonréfundable Fees and Costs Associated with
originating or Acquiring Loans and Initial Direct costs of
Leases -

SFAS 91 applies to all typeées of lenders including nonfinancial

institutions. It requirés lenders to recégnize loan orlgination fees

over the lifé of thé l1loan as an adjustment to the loan’s yield.

SFAS 92 ~ Regulated Enterpriseées - Accounting for Phase-In Plans .
SFAS 92 is another amendment to SFAS 71 - Accounting for thé Effects
of Certain Types of Regulation. SFAS 92 requirés thé capitalization
of allowable costs deferréd undér a phase-in plan related to plants
constructed or substantially constructed prior to January 1, 1988.

SFAS 93 - Recognition of Depreclation by Not-for-Profit
organizations

SFAS 93 requirés that not- for—proflt organlzatlons recognize

depreciation in general-purpose éxternal f1nancia1 statements.

SFAS 94 - consolidation of all HaJOrity-Owned Subsidiatles L
SFAS 94 is an amendment to Accounting Réséarch Bulletin (ARB) No. 51,
Consolidated Financial Statements, th related Améndménts to ARB No.
43, Chapter 12 Foxelgn Operatlons and Forelgn Exchange. It requlres
the consolldation of all- ma)orlty-OWned sub51dlar1es 1n géenéeral- :
purpose financial statenents even if these subsidiariés have "non- .
honoqenous" operations, a largée minority interest or are in a foreign
locat1on.

SFAS 95 - Statement of Cash Flows

SFAS 95 superseédés Accountlng Pr1n01p1es Board (APB) 0p1n10n 19,
Reporting Changeés in F1nanc1a1 P051t10n. SFAS 95 fequlres that a
staterent of cash flows bé included in a full set of financial s
statements instéad 6f the statément of changes in financial p051t10n.

SFAS 96 - Accounting for Income TaxXes

SFAS 96 supérsédés APB Opinion No. 11. This Statemént changes the
focus of the deferred tax calculation from the inconé stateméent . -
(Deferréd Method) to the balance sheet (Liability Method) . . FASB has
recently announcéd thelr intention to further delay the effective date
of SFAS 96. For this reason, considération of adoption is deferred,
herein.

SFAS 97 - Accounting and Reportlng by Insurance Enterprlses

for Certain Long-Duratlon Contracts and for

Reallzed Gains and Lossés from the Sale of Investments
SFAS 97 establishes accountlng standards for cértain long-duration -
contracts issuéd by insurance énteérprises.
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FINDINGS OF FACT

(1) SFAS 90 is applicable to thé regulated telephone utility
industry. Although noné of the major télephone utilities presently has
any abandoneéd plant which falls within the scopé of this Statement, an
abandonment or disallowance may occur in thé future,

(2) SFAS 91 is princi¥ally directed at lending institutions and
does not apply to régulated telephone utilities,

(3) SFAS 92 will not affect regulated telephoné utility companies,
Noné of the major teélephone utilities curréntly has the plant or the
phase-in plan spécifiéd in this statement. _ .

(4) SFAS 93 pertains to not-for-profit entitiés: this Statement
does not apply to régulateéd telephoné utility companies: '

(5) SFAS 94 applies to and afféects régulated teléphone utilities,
This Statement has only éxternal financial réporting implications. 1t
will not impact revenue requiréments and will not be detrimental to
the ratepayers. ' ' -

(6) SFAS 95 appliés to and affects regulated telephone utilitieés: as
with SFAS 94, this stateément is solély a néw disclosurée réquirément.
This Statemeéent will not impact revenue requiréments and will not be
detrimental to the ratepayers. - S o

(7) SFAS 96 appliés to and affects regulatéd teléphone utilities.
SFAS 96 is to be efféctivé for financial statements for fiscal years
beginning after Décember 15, 1989, Howéver, the FASB récently issuéd
a press reléase announcing théir intention to délay the application of

SFAS 96 for a minimum of niné months.

(8) SFAS 97 specifically rélatés to the insurancé industry and doéés
not apply to regulated télephone utilities.

IT IS ORDERED THAT

(1) The following SFASs will be adopted for intrastate télephone
accounting and ratemaking purposes:! :

SFAS 90 - Regulatéd Entérprises - Accounting for
Abandonnents and Disallowances of Plant Costs

SFAS 94 - consolidation of all Majority-Owned Subsidiaries

SFAS 95 - Statement of cash Flows

(2) The following SFASs will not be adopted at this time for
intrastate telephone accounting and ratemaking purposes:
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Accounting for Nonrefundable Fees and Costs r
associated with Originating or Acquiring Loans and
Initial bireéect Costs of lLeases

Regulated Enterprises - Accounting for Phase in
Plans ‘

Recognition of Depreciation by Not-for-Profit
Organizations

Accounting for Income TaXés

Accounting and Reporting by Insurance Enterprises
for cértain Long-Duration Contracts and for
Realized Gains and losses from the sale of
Investments . '

Y

(3) This resolution is effective tbday.

I certify that this Resolution was adopted by: the: Public Utilitles
CommiSSLOn at its regular meeting on October 12, 195? . The followlng
- comnmissioners approvéd it: | - ‘\sxl

GnFMTCHEU_VWU(f'f
- President
FREDERICK R. DUDA
STANLEY W. HULE‘IT
JOHN 8. OHANIAN
PATRICIA M. ECKERT

’ Commissioners .
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