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This decision makes a modification: .·tc>.~the': :r:::u'lesxadopted~·:~ 
.... • ". __ ~ -' • .,.' • ". '. • ...... '," ...... ('- ',,, '.- ~ ... .',' , • .., - '"'"I . • " r ., ,'''''' 

in Decision: ~CO.) 8'8'';''07~022 for ;the California'H;tgh Cost' Fund"·'" .; .. -."::: 
.•. ".~.,. ','~ •. ~'" \ •.. /-::'.'1 .... , ... :'::,,;.""'~ t '''',I': .... .::..>:~. 

(CHCF). The.:nodi.f~~a:t~~n limits_,a_._utility_~.S .. CHCF.fund.i~9, __ ;C?.:.._.~ .... ",_._,.~ 
amounts which produce rates of :return ... no, higher than those. most ., . 

,~< '.. ," .' • ',",.'. ,I ... ·. .' I j '... ~.., • "') -' .• )/ .:." ':, , • '''I . II. ,"' ... , :. 

recently'authori-ied ·by<the Commission. .. ,':: . .... ..; . , .... , , . ; :.' .. ::!:. ..' 

I. BAckground':. 1 ,;. 'T ,L', ~,.: , 

... ,', ..-. ~ ",' 
" , . , 

.' • i "., f:') - ~. , ,"', 

The CHCF (adopted inD.SS-06-11S) provides relief 'tothe ' . 
• -. --~ - •••.•.••. ~ ", •.• ",_"",~, -',"y .... "-·c.",.,.· .. " .. " ... _ ....... " ... ",~_.'_~"","N-

state's small- and medium-sized local exchange .:telephone, ~~mpanies, ....• 
" , " • " ',. ,",' " •.. ' , .• ' 1,./ .'., '. '~ ... ' ...... ' ... " ., ,,,. '". """ \ 

(LEes or utilities) for losses .due to, :;requlatory "changes: .. ': .. .:.::, . ':'~.',:';:.«:. 
Specifi(;aliy~we ··anticipated that"LECs'''loeal 'rates 'co\ilCl' riiie' ,,': .: .. /.: 

. , . . , .• ,~ .: ". " . -' ... ". .;',I;.r', ,." .. ~, '"' ~ i-' I~;', "r"" .:_. ,:r. 
because of reductions in access charges .. :.,:CHCF ·ru-les>.were.,·modif.ied~,<, 
in 0.88-07-022. . . ". "'. ".:':'~:':': .. :,r,.: ... " ",::,' 

In 0.90-12-080, we resporiCieCit:o LECs' peti·tions·-£or···· e 
furthe,:r mOd'ifi~atfonof. CHCF rules. The petitions asked us to· 
suspend the "phase-down'· of CHCF funding. For utilities that do 
not in.i:eiat~'a.general.rate ease, the phase-clown limits funding to 
SO% of amounts for which the utilities would otherwise,:qualj:fy .. .in ,."':, 

1991 and SO\:6::fthose. amounts in 1992. No funds would be available 
in subs~ent years until and ~nless the utility filed a general 

. - ... ..~ 

rate .caseapplica·tion. 0.90-12-080 denied the LECs; petitions. It 
furthe~ found'"that the 'CHCF rules have inadvertently permitted 
small~,anc1mec1ium-sized LEeS to draw from the fund. even' when their 

earnings' exceeded 'thos~ a~thorized,.by .. the Commis.~.i~n •.... ".~.!,"~~::,l.~.:"O.~O." .. 
initiated our reconsideration of CHCF rules in light of the 
stated purpose "of,. the fund;.: '. .. ,-;. ,"":, ;'" ::::":,~r:/, <"'1:::::. 

Two days of hearings were held on the matter during which 
Citizens Otilitiee.·Company:_of California:-: (COCC):I' Rose~ille/~,:, 

Telephone Company (Roseville), Winterhaven Telephone Company 
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(Winterhaven)"" M&T,. and theDiV'ision',of',Ratepaye~ "Ad...,oca,tes (ORA.) 
presented",w.i.tnesses. 

.. . ' ~, '. 
II. Position, of the Partie, t'j".<" " ~,. , 

A. .Local <Exchange"Companies " .. '~"'.~' ',)' '-: ... ,.:, t· .,.-, .. "" .\'. ,.~,,~;o~,:-

The state's small LECs"submittedbriefe' on,CHCF' funding,: ' . . 
for companies earning .inexcessof,authori.zed:returns'.:',A ,j:oint .. 
brief was filed .by Calaveras. Telephone- Company,- ,California-Oregon., . 
Telephone Company, ,Ducor Telephone Company, For.esthill'I'elephone 
Company, Happy Valley Telephone Company, Hornitos Telophone 
Company, The Ponderosa Telephone Company, .. The- Volcano Telephone 
Company, and. Winterhaven. Another joint· brief was . filed by .:' 

CP National" Evan$- Telephone Company, GTE .west Coast: Incorporated,. 
KermAn Telephone Company, Pinnacles Telephon& Company, Sierra· 
Telephone Company, Inc., The Siskiyou 'Telephone Company,i.'and .'.'­
Tuolumne- Telephone Company. Roseville. and ,CUCC ,41.sg.·filed briefs,. 

All these small LEes.' object to, changes .. in the rules which 
would limit their funding. Roseville arques that the proposal-to 
reduce. funding would deny the procedural.and substantive' ," 
protections af·forded to LECs' by' a rate :proceeding. ,:Itarques that ... 
the proposal would complicate the requlatory process, ,without 
resolving the Commission'S concerns 'about earnings. levels.:: High, 
earnings, according to the small .. LECs, are.a result ofrate.,design 
rather than of CHCF fund.ing. They believe the phase-down,· ... : 
provisions in the existing . rules tend·-to prevent excessive earnings 
by redueing funding:over a three-year period.,. 

The small LECsobject,' to ~ a '-means. test ~,:,as ,proposed;:;by- .. ':' 
ORA and AT&T. They argue that ORA's proposal would viola~e the· 
prohibition on retroaetive ratemaking because the ORA would base a 
forecast on past recorded data. COCC eomments that AT&T'S proposal 
is quite complex, and recommends that if the Commission adopts some 
sort of means test, DRA's methodology be used. 

- 3 .... -~, -
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, The<'small' LECS :alsc>'arquethat ,the '.proposed, :z:ul:e""changes .. , 
would deny the utilities an opportunity to .be heard,,.::in:violation',;· 

of the PUblie Utilities Code. 
B. ,':' 

ORA supports the development of a means test to l~it 
support from the CHCF for LECs which earn -in:,excess::-o£"rtl,utho'rized 
returns.· ORA·objects to the- LECs.:":,characterizat,ion·of CHCF support 
as an "'entitlement ot with the status of an: authorized' rate,. 'ORA ,,:") 
states'that CHCFrevenuesare, not rates and'that':'a'.uti'l'ity should· 
not be permitted to draw from' the' fund' ,as-' a permanent part: 0'£" its. 

rate design. 
ORA proposes that the utilities submit,. . with'their ' ' ,', 

, ... ', 
, 1 ...... 1 

., , ~ 

.. -,-..1 

applications for funding ,'sevenmonths cof, recorded.' earnings,. , 'The"';," 
revenue requ'irement would be,adjue-ted for 'known regulatory changes..,"' 
ORA also asks the Commission' to clarify"'that the" phase-down" will· 
be reinitiated' ,after a utility's' general rate case appl.ication·'is 
resolved. Otherwise, according to ORA:, the utility would have no 
incentive to initiate a general rate case proceed~nq~ . 

c. ~ ',",,' ,.,. 

AT&T supports a 'change' incthe CHCF':ru'les to limitLEC' 

funcling. AT&T comments that the 'CHeF, '.whieh is intended to (protect'· 
utility ratepayers, should. not produce earnings.in~exeess.'of·.thos&' 
authorized by'the Commission. It concurs with ORA"s:,view:that'·the' 
phase-down described in the ruleswould..be'reinitiated:a-fter each' 
general rate ea:5e. ' " '" 

AT&T"8 ' proposed" method:for·· :forecasting. ·:future :·earn.ings 'IOof (~. 

utilities seeking CHCF funding is similar to' that usec:l',:,in: attri'tion,; 
proceeclings and ,aecorciing,to.A'l'&'l"", relies· on' . readily. :ava.i:lable 
infoxmation. ':."',",;, .",;,~ ,': ~<'/,:":.',:,;.:~ 

- 4··",,-r ' .. , 
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-Thepurp¢sc of·:tbe CHCF,as 'setfo;rth·:iri. :D.:8:5-0:0--115, is 
"to assure' that ITC (Independent, Telephone' Company): exchange' .rates."'::' 
remain W'ithin 'a -reasonable range, 'of , Pacific's exchange ".rates . in ,--.," 
comparable-neighboring exchanges ..... ' :':0 .8:5-06-115·, provided., ,that' ' •. , , < 

funding 'Would '00 considered "only after" a revenue" reCj\lirement has' -
been determined.(forthe ITCs) which'should "weed :out'·.:.imprudently;-: '.' 
incurred:'costs..... To that end,. O_'~S-O&-115required ',rate- case ~ " 

review as a ,prerequisite ,to CHCF'fundinq'in order-to":prevent::,the 
utilities . from· 'drawing unneces'sarily<from the.' fund • .: . ,~ , . ..' 

~ • J .'~....., '" 

,1'\'" 

A later decision; D·.:'88:-07-022,recogn.tzed',.that-:the" , 
Commission "could not process the rate filings of "aJ:J;·;·,the ,ITCs 
(local exchange companies): at once~'" '·With··that'~,:in:~m.incl;·,:'~ 

D.88-01-022' permitte<i the ;utilities, to draw' fro11\."the:·'fund:'based:,:on'­
revenue reductions associated with:'certain regulatory ,changes : {such : 
as recluct'ionsin access charges to interexchange: icarX'iers)~;:and::: ~" 

without rate ,case review. The decisionanticipated:that the:' :: 

potential .for abuse -of the fund would'be' o,ffset bY""encouragin<],: ,', 

timely rate review by (Sic). each LEe .... '" We therefore:":'estab1'ished a'" 
phase-down of 'funding over 'a' three-year period. "This:; goaJ:;::o-f ,' ... ' ," .. : 
cneoura9ing time-ly rato' review, ,however, has. notboen mQt'.: Nono of, 
the utilities. 'recei ving,CHCF . funding have' propos'ed' .. ~a; ::general: rate, 
case over the past three years and none appear ready to do ~ so :'" 
before -the, phase-down" is -complete at ; ,the end,· of '·19:9 2l;~ . :-.;-: -­

Notwithstanding ollrstated:~intent,we.:may yet be required (,to , ',:, ':"',. 
process the rate<filings of'allCHCF:pareicipants'at ,once'.':when CHCF" 

funding is eliminated at the ,end of 19'92:.', """, , , , .. ~ 
·Theel'iminat1on·of the ·requ'irement;,.'for ':the util'it.teS':'to.~, ~" 

initiate rate review'has had',unintendectef·fects.: '::'Some·:utilities: ~.:~' 
'Which have drawn' from the fund;have'realized -rates of :return:', : ..... 
substantially higher than those authori'zed'~'ThefundS"have not: ':' 

been used to keep local rates down, as intended; to the contrary, 

- 5 ...... ~·' e"," 
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interLATA toll rates are probably::::hiqher'.as a result of draws from 
the fund because interLATA rates support the fund. 

The utili ties -present severa:l arguments:" against '-.. changing 
the CHeF ru:les.. Roseville states' that· the ~~CHCF replaces,; on.a 
"'revenue. neutral;basis, '" revenues lost . due '.toregulatory ... actions.·.'· .' 
It states that ""one goal ·o;f·the·.CHCF is,·to:ensure-that"LECs,:would.:.;.' 
not.be harmed.or,·benefited by either cost.'responsibility :.shifts· or .. 
the· cap.;-on local; rates •. N Howevor,. :Rosevil'J;e cites no·' Commission ' .. ".,' 
decision or other document which-states .·that . a 'goal of the~ CHeF :is 
to insure tbatregulatory actions .. are ~:"revenue neutral" ·~.to. the ,.' 
LEes. 'While the effect of the .CHeF .may, have been,to.·retain .', ', ..... 
"revonuo neutrality , .. N this' is not i ts.g,W. Its.· goal' is to in~urc 

stable local·.exchange rates ... 
COCC· characterizes the 'CHCFas~ an entitlements cprogram.·-" 

for '.the LECs.. .TheLECs state that the. Commission"cannot ch:an9'e -.... 
tundingrules without, tullovidentiary: hearings. bocauso -LECs will·,,',,, 
not otherwise have. an opportunity to realize their· authorized· ,rates 
of return.. The .~;fund . is not. an .. entitlements program, however. ,',,:,,. ','. 
Moreover, the'purpose of .the .fund:.,was:.not to protect.the util-ities', 
but to-'protect their ratepayers. · ... ·:As:set forth in D'.S5-06-1'lS. and··­
D. 88-07 -022 ,.the Commission· designed:the . fund-,to prevent~'local ,- . , .' .. , 
telephone rates from rising: to levels. which.' cou·ld :j·eopard:i:ze ;:our . :, . ; . 
goal. of makinqtelephone serv·ice 'avai-labl:e to as .many·Californians,,·' : 
as possible •• " • , •• '''-, 'T' 

Fund.inq'recipients' argue tha.t· ·limi tin9 .. their ·~aws ',froltb ; . 
the CHCFwould .deny them an· ·opportunity·to make .their ,--authorized ... '.' i 

rates of·. return, contrary to ·:the'PUblic Utilities 'Cocle.,~.: We' " .'>y;, 

disaqree. Limi tinq CHeF fundinq to amounts which;would :notal:low ~a.< 
utility· to exceed. its.authorized:.rate'ot:·return would· not"'deny the 
'Utility an opportunity~:o- earn·its.·authorizedrate;of,,:,,return •. :.Nor .:.: 
would it deny the utilities an·-cpportunity to .raise revenues.,:: An'.:·N 

LEC that believes its. revenues·may .. be .insutficient::to:re.al:ize·:a .. ;.'",; 
" ' "..,' -.: ~-
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reasonable _:Xe1:urn ·:may file -.a general rate :::application.::, Whil~~" -; ;;' ::.:~ 
formal-eonsid.eration ,'of· such. filings-.. ,may place a: burden. on .~<i'):·:"':':=· 

Commission 'resources,'it _.is. :among~:.the;Comxn1ssion~s:primar:Y ,-,: :,: ~_-' ", 
obligations •. , . The avoidance- of ~ general, rAte ease, ,review.;is not 'a .. 
sound reason .for~ continuing,_,CHCF funding which is'othe:rwise.,.'y, ' .. :~ 

unjustifiec1_ .' ':' ",-" ~ .. ~.~:..~ ':;',' :>:;~ ,""<' .. ~ 

The 'record in:thisproceeding"contains no. evidence ox:::; ,., 
ar9'Ulnent-which convinces us' to-. retain'. the;existinq CHCF"rules •. ,<;We,',: 

will modify the rules set forth in:_OI.88-07-022·so:'that,the.,~ 
utilities'may collect from· the CHCF using .:their authorized:;rates:,of.; 
returns' as a' baseline.. 1'he'.,LECs·may collect only:up ,to 8.0%-;:of the,-; .. 
permitted funding levels in': 1991 and>up'_to<: 50,%, in 1992 ;.even:",if,the­
LEe would. need -higher levels. in:,ord.er to.' reaeh, authorized.'~rates of, .. 
return. - ,I 

. . ," . ' 
Win-eerhaven, ,Roseville, AT&-r-, and CUCC recommend·!that"·if ,', 

the Commission considers thei'r,rates of, return: in"determining,,' ... 
their funding;. i t,should- use estimated' returns~' ;forthe·comi:nq:::year'r~· 
rather than: recent past-returns. AT&T': proposes.:,; a'·· foward-lookinq.· ... ·;.::, 
methodology'.and, compares its.proposAl.,tO'.the attrit·ion~" filings 'of '." 
Pacific- Bell "and GTE California," Inc. (GTEC}::prior:to thee-adoption':1 
of our new regulatory-framework :inD.8.9-l0-0'31. DRA"-proposes,:a," ..... 
somewhat,modif:ted proposal which ~ases .funding':. levels on.· .. seven,; _ ..... ,', 
months of past recorded data. ",' -,. 

".,0 '. ',., 

·We.decline·to· adopt'apurely forward-looking,estimate of 
future year returns·' calculatedus.i'D,q an:attrition-t:ype-:methodo109'Y'-~ .:­
sueh as· that -proposed..· by AT&T :.::. We~a9'l=ee that aforwarcl-lookin9:::-_ .; 
estimate"may be conceptually-reasonable .. ,.Al.though.AX&T:~s·:proposal~,:-:: 

is thoughtful and~.conceptually ,consi.s.tent'with::.attrition of,fset':.,::·:.;· 
methodologies we have·used,.-~we agree wl.th·the-~.utilities .. that: such·:a.~ 
methodology would be complex and controversial:. -,It),would. require 
estimates of inflation,. productivity, the- ,.effects'xof ,anticipated,~ 
regulatory changes, and possibly other indices .• :'.:;' 'l'hesc~ es:timates -. ,; . 
could, . require costly hearings . and,.. use ',reSOllXces: which, would~ be: ". ::: : 

- 7 .. -' . 
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better spent' on:.qeneral i : rate: eases:. ", ',':On balance,,: ;:,we ;'do:::not 'b~ieve"::: 
that such an' exercise would. be':'worthwhile';consi'derinq":.the :amounts',: ':<; 

at stake, especially 'inliqht':,ot'the::phase-doWn ,ot::tunding:-:tor, :'::,:"/,':,' 
utilities. which have not initiatec:1"rate"'reviews~" Instead,.:\we,:will /" 
use recorded ,financial data as a, C]Uide tor' CHCF" funding. ',::ORA' s :~., , 
proposed means test provides a reasonable guide for estimating ,:;.,' , :. 
funding el'i9ib1lity for tho ,upcoming-year and. ,is comparable to the 
method we used',to determine Pacific-Be'll's and':GTEC's Wstart-up: ":, 
revenue requirement inI.87-11~033,~.' We .will adopt.ORA's proposal. '" 
beeausa·itallows· us to retain a simple."method of·allocating-.·funds '~ 

while taking into, consideration utility.: earnings.. 'As, ,ORA suggests f-'" 
its 'means test ,WOUld not be -used. in the first, year after:.,a qenera:l" ".' 
rate ease'decision, }:)ut would·: apply ,in.: subsequent".years.,' ,~ :,." ,:. '.' 

ORA's proposal would not violate the prOhibition on,:' .' 
retroactive'ratemaking. First~ usinq.recorded,informatiorl' to 
estimate future revenue' requirements' does:' not in. i tselt '. represent· 
retroactive" ratemaking • In general,. rate: . ease proceedings~' the 
commission COlDlnonly uses. recorded information. to determine :;,' . 
reasonable future costs •. Second,'. and' more important,:ORA':s' .', 
proposal woulCl not change' past or present utility.'rates. , : The":, " 

',., . . ' 
.' ,. , 

methodoloqy ·torms: the basis. for changing .... ~·revenues •. ,Tho ,-. 
revenue source isa fund, 'not a rate,~ and i,t is:,'not,even . .'supported . 
by the rates of small LECs." -, " ' v· .,' ", ,. 

We' also,' agree' with AT&T""and, ORA;:· ,that . we:. should, reconsider 
the ~und'ing 'annually: that· is, funding·granted,inone-year,_,sbould :':". 
not be automatically flowed tb.rough:i to- ·future:years. ... 'Althou9h~ .~.- ,.'; 
rates are not· ,'adj usted between ·:formal· rate: ireviews,:"caCF'-:,support. ::.~,\ 
should be.. That support should not be: used ·toJkeep>utility.:.· :,<1.' .,' 

earnings at levels which exceed those authorized"by the: Commission.,:~,: 
The use' of past recorded data .c:ould,~ provide.:.the-.. -LECs·with:-­

an incentive to spend beyond authorized, levels in: order to qualify' 
tor funding· ;at the'designated 'level., ' ,We.,will,not,increase-(";:: .:, ~_ ,,"',,-, . 

utilities' revenues,' in hopes ,that: they .will ,spend~. less. '.~; General '. 'Y~, 

- S- -' ·-
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rate ease reviews point up unusual spending patterns ,:and,.:we .. ,w:i:l·l ::-.~ , '" 
look unfavorably on anyev.idenee,that a" util:ity:\has.:spenti~funds 
inappropriately .. '; Moreover, the" CHCF" phaso-down"provides.' ::that " ' . 
utilities will receive progressively lessfundinq between: irate, 
eases.. Any incentive to,overspend would therefore 'be::~short-lived. 
Given the historic high earnings of several utilities, the 
potential benefits of the rule changes'will outweigh'any' 
liabilities. 

The LECs argue that the intent of the rules is to. 
eliminate' the:phase-down'a'ftera qeneral·'rate"ease dec:Lsion is' 
reached .. ' , We disagree." The CHCF phase-down is. to be ,reinitiated: 
upon resolution of a goneralrate case. ,Otherwise, " the '.utilities. 
would have' no need to file subsequent general~ rate 'case" ,': 
applieations, filings which arethe,primary'purpose"of': the:' :pbase-' ";, 
down. " , 

Finally, we comment that Winterhaven, a eurrent recipient" 
of CHeF revenues, 'does not, have' an· authorized:' rate"of .. "return upon 
wh.ich to base CHCF funding .. · 'Winterhaven has never-had: . a ,general 
rate case proeeeding,. althouqh one ,is- ant'ieipated:in the near::- '. ",-
future.. Its draw from the CHCF is re'latively ,small'.- 'Onti·):- -", 
Winterhaven's 'first general: rate ease is: -resolved:, we-will ~limit· 
its drawf·rom the CHeF to amounts which produee' a rate"~of ·return'nc> 
greater than the highestauthorizec:1' rate of return, for a California, . 
LEC. ' ",:, /'<' , " ." .' :,: ,:'.:" "::; 

" . ," '",,' 
. . . ._, 'H''''r ,. " " ", j. " • ~ '. ' 

'.) - ',,~, ~ / "., •• : :::.::, 1.1 .~: :0, 

i~;' ':...': :: .. :" ; :: ,;,. 

, '. 
',.-1 . 

• ," '. 't,' .', " '.,,~. . ") 

~ ".' d-, _...... "I" 
'OJ' .' -. ,- ,", 
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Fj,ndings, of· Fact.:"", '., ;"<:"":,:~ ... ;;, .. ,;:':'::': ::;.,",,: : ... ~ .. ~:'..:.<. \"',,,":' ':;.,:. :~\:",,'; 

1 •. The,',CHeF was adopted.. in·,O.S.S-.0,6-1'J.,S,~to miti:qatec,the.c:·" "~" 

effects .. of ·certain·regulatory;.changes, on the';local: rates.:~of.~ i.:, 

utilities in·. rural and high-cost ',areas of: the etate •. '~ .~'... .:' . 
. 2. .The. CHeF is·' funded' .from revenuesi.:col1ected·for i.nterLATA ': 

toll rates. ' • ) • ~.,! r " .' . r I "j.. ~ ,',.' : r: I,' ';', 

3. 0.90-12-080 .setin.motion:·,a, review.of .. CHCFrules which. '<',~ 
permit CHCF support to utilities that make in excess of autho:i:zed .. 
rates of return.· ,," ,-, . , 

4. D.,85-.06-115, required,· rate- case.::review .ae.a ·:prorequisite 
to CHCF support in .. ·orcier to prevent the uti'lities ',from drawing· :. 
unnecessarily from the fund. 0·.8-8-0·7:-022' modified .·.CHeF rules' to 
eliminate the requirement . that util.ities.; :initiate a rate 'case .. 
review before cirawing' from the: :funcion-:the:basis:,that .. the'·,·'.· 
Commission could not process the many anticipated general rate 
cases. 

5. ·0 .. 88-07-022 established a phase-down of CHCF. support'for .. 
utilities which .hav~ not fi:led.. g<M\eral,rate Ca8et applicatione, under·,.. 
which 80·% .of funding. would beava'ilable::in199l .and50,%..;of: f,unding··~ 
would be ~:vailable in 1992.; Funding wou:J=d· be e'liminated: in 1993-, 
for utilities .that had not ',initiated a general rate :case' ,'.',;, 
proceeding. The phase-down offundin9':,wd3 intended ,to encourage 
utili:ties to file general rate· case· applications..:. 0 • ',~' • 

6. Some utilities which have drawn from the CHCF have 
realized rates of return in excess of those authorized. 

7. An LEC which anticipates unacceptably low returns may 
initiate general rate case proceedings. 

8. Changing the CHCF rules to limit 'funding amounts which 
produce no more than a utility'S authorized rate of return will not 
deny the utility an opportunity to earn its authorized rate of 
return. 

9. Forecasting utility returns using an attrition-type 
methodology could be complex and controversial. 



1.87-11-033 et 0.1. ALJ!KIM!j£t .. '", •• ',' ".". T" 

\ --.' . , ..... 

. : lO"., Using_ recently'·recorded.:.·.:data ~as-,.a .bas-eline. for.:;:; . \. 
determining .eligibility :£or·,CHCF .. :.support :wou·ld :be:':relat-i.vely;,s-impl&c. 
and' non-controversial." '.:: :'. ;~ ·"'-:"I·' ".: .. ;' ;',-';:,". ':::::'.::, .. :.' .•.... ; .•. 

11.' .' Because' the purpose of, :theCHCF . is' to" protect: local' : .• , .. ; • ' : 
rates, automatically renewing, CBCF'funding':'each year.,serves.·;,no"·.,~~ 
purpose..:.,'· \~ . . . , , 'r"'. c', :,. '-/ \,'.:. . ,': .. "" '-"j.": ::<' ", "'~ ~., ':1 :::'\(1:".: 

12. ' 'The purpose of, the' CHCF . phase-down. is ,t~ :encourage ',the­
LEes to file general rate applications. In order to fulfill this 
objective, the phase-down must ·be.re,initiated after each general 
rate application is resolved. 

13. Winterhaven· does' not . have an;authorized:trate:::of·,.:return 
because .::it has never had a general ,rate ·case review;;;',i ,".'.:: .. >;'.',; ,,,: 

, , 
" 

Conclusions of Law". ,.. ,,,' "'. ,:::":;::::: .:"'; : .. :-

1. Limiting, CHCF support to amounte which permit the utility 
, ' ,.,' J' " I," 

to earn up to its author,ized' rate ,,~freturn does not:, yiolate- the 
.. . .. " " ,', ...... '. 

prohibition against retroactivera temaking_ " . " ,"; , 
2. Limiting CHCF,supportto .amounts whi'cl'(',wou'l:d permit the 

, • ' ~. ..' .' •••• • ...' , I 

utility to earn up to it~ authorized rat~,of return does not 
contravene a utility's right to seek rate relief ~';" .' 

3. The Commission should:modify CHCF rules, to ,limit. CHeF 
'. ' .. '. . . .. ).. 

support to amounts,which would' provide:, . based: on' ,a.forecast, no 
,', • • • ' I •. ," • 

more than a utility's authorized rate of, return using- a "means 
test" as proposed by ORA. . The means ',te's;t should. app~y seven months 
of most-recently record:ed, data on rate-. of, return :asa basis for 

d.etermining appropriate ,funding levels . for,' 'the 'utility. 
4. The Commission 'should clarify itsrulest~provide that 

CHeF support should not be.automatically.renewed each. year and that 
I • , .1 , .~ , , .,. '" c, - '. , ... • £, . • 

all requests for CHCF support should be:'subj.ect .. to:·the means test 
in annual submittals to be' filed" o'n' October i ~ . -H <> 

". I J' '.. I' 

S. The Commission should clarify its rules to provide that 
the phase-dOwn of.CHCF support will be.reinitiated":the year after 

• .'", ."' ' • • ,I",' ••• , \,'. 

resolution of a general rate ,caee • .-"; .' ,,,.,' .. ,', " 
•• j , ,1:. : ", I • .'., .} ... ::.1 
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6. . Using the means :test ·pro,posed·<by'·:DRA.,:.: ;W±n.terhaven should 
be eligible" for·CHCF sapportin:"amoanta .. which \woulct;~permit':~~:: ':;""; ,;.,. 
Winterhaven to earn up to the prevailing highes.t: -.authorized~j ':rate" of " 
return for a California· LECuntilsuch> time as. the' Commission' " 
authorizes. a rate . of return·for.Win.t-erhaven.. :" ":.'.',. .... ::' -" .< ,. : •. '. , 

7. Because some LECs may file for increased CHCF support'in ;, .. 
the near' future; this decis:ion.' should: be 'made effective ,today~'.' 

' ....... ," ·t'-' " .. ' ." ... c"" ",.r. '" .' 
. ," .... ,I.:. ",.J ... , ,t ~ ... " • \, " 

OR D R,E •. : ,;,.:". 

IT' IS ORDERED :that. the r\l'l:esauthorized,··for .,'., ' . 
implementation of ,the Cali £0 rni'a· ":'HigA 'Cost Fund' (CHeF') : is': modi.fied::,>c;: 
as set forth below and in Appendix A of this order:l'~ ~~ .:-;,.,..... -' .. <',"-;. 

1. CHCF support will,permit~:the' uti;lities to ,":_, 
earn up to their.authorized rat,es of 
return. The basis for "calculatingthe . 
amoant of CHeF which would allow the, . . . ',' 
utility. to earn up to its authorized rate ',. . 
of return shall be the most recent 7 months' e 
of recorded data'on·' the uti1ity's rate- o£!',-' 
return; 

2' • Eligibility 'for a'll. CHCF a.apport.shall ~be 
contingent upon a ,finding ,that .forecasted 
earnings shall not exceed'the utili'ty"'s' 
authorized rate ofreturn, .. 'based, on '? 
months of recent recorded data. 
Eligibility mast' be established'each time 
the utility seeks-additional CHCF funding 
and, for funding granted ,in past years, 
pursuant to an ad,vice letter filed' .' 
October 1 of each funding year; 

3. . The phase-down of' CHCFfunding shall be' 
reini tiated after a. neW,l:'evenue requ.trement .~: 
for the utility ,is adopted .in the general, 
rate ease 'review; , .. 

.... , I. 

4. In seeting. CHeF support" any utili:ty. which 
does not have an authorized rate of return ' 
shall apply the highest : rate . of return; ., 
authorized for a local exchange company by 
the Commission until the Commission 
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establishes a rate of return for that 
utility. 

This order is effective tOday. 
Dated May 8, 1991, at San Francisco, California. 

PATRICIA M.. ECKERT 
President 

c. MITCHELL WILK 
JOHN B-. OHANIAN 
DANIEL Wln. FESSLER 
NORMAN O. SH'OMWAY 

Commissioners 

I CamFY »fAT T'H!S DECISION 
WAS APPROVED BY THE .A.aov:; 

COMMJSS:ONERS TODAY 

ik~······ 
Ni J. ~L~ E~O<:ufrvQ Oirocior 

p~ .". 
~;:. " " . 

• I 

- 13 -



I.87-11-033 et ala ALJ/KIM/jft 
," 
"'t ,.,"" ...... "," • : 

APPENDIX· :X,~; '; ", ': 
Pagel' " 

lmp1emeDt«tion of the Ce'lifoX'!'lioXntX'ostllte: }11gb,' Cost: ::rund .. 
,'-' . 

A. 1988 Settlements Effes;j;8 . And Ref Pilin!m '. ,', . 

Each rural and small metropolitan' exchange-;.telephone 
company shall' file an advice letter" implementing, the tariffs­
necossary to collect on a "flow-through"' baeie th0"sett'lement 
effects revenue im~ct specified fors.uch company in . the:'; . 
foregoing opinion. Such advice letter'tariff filings:shall become 
effective concurrently with implementation of the 'rev'i'sed Pacific 
Bell rate design set forth in this decfsion. 

Such advice letters' shall calculate the .imp'act"of· each . 
company's net settlements effects upon its present:level :of local 
exchange revenues and shall additionally describe:·the'rate' design 
necessary to adjust present local exchange revenue levels:to: e reflect the' specified settlemerits effects' impact.. The::eompany"s, 
average local exchange rates contained in: any rate design .. proposed' 
by such advice 'letter filings shall" not exceed, the t'arget' ·J:e-ve1:of 
150~ of comparable California urban-rates,' a standard-to '!:>e' 
measured generally by a' target R':'l flat rate of '$8 ~35· "monthly. 
Presently authorized rates' 'shall- not; ·however, be redueed"to.·this.'·· 
target level by operation 'of this mechanism . An.y·proposal:s· :foran 
exception to this rule shall be' addressed separately to the;~'" 
Commission; The l5oO%- level' of··· comparable: California.. u:ban rates 
shall constitute a benchmark against which. -specific' 'company;yxate' 
designs are measured rather 'than a rigid' :requirement that. .. each'rate 
design: element be set at 1500%-'0'£' ·the .underlying urbanxate::::. .... ~,._· .' " ". , ,'" 

Those companies with a·revised:' 'local" exchange.:. revenue -. . ,. 
requirement (the sum of the present level' of local"exchange._ . 
revenues- and the net positive' and' .negative settlements. effects for 
such company herein specified·) 'which···caMotbe met.from·:'the<local"·· 
exchange rate designs incorporating the -·lS0·%:' 'thl:esho,ld:' shall be 
eligible to receive the balance of their revised local exchanqe 
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revenue. requirement from the HeF, and, ;each. suchcompa1'lY,~.siadv:ice 
,. '... •• ,.,. ••••• ,,~ ... • ,. ", •• ~ .... ' • ., ••••• - _,' "0' ',. ,. _ 

letter shall set forth calculations of its HeF funding requirements 
for the year 1988, adjusted for the par~ia~ ,yea:c: ... _.~omp~~~~_with 
revised local exchange· revenue requirements which- c.an be, .~et from 
rate design adjustments contained in their advice, le.tters: s~ll not 
receive HC~ funding during 1988. 
B. Annual Settlements Effects and Her Ad1!l8'tJDent$.-. 

In each succeeding year, each rural ._and small _ 
metropolitan company shall file with the Commission.anad\l'ic~ 
letter incorporating the net settlements· ef.fectsupon. -such; company 
of regulatory-changes ordered by the. Commission and the·Federal 

" , .... ", 

Communications Commission (~CC)·. These advice, le~ter filings.will 
include the previously authorized annual fil,ingsfor int~rLATA SPF 

to SLU shifts set forth in .o.85-,06-1l5 as -well as all other ... . . ' .. 

regulatory changes of industry-wide effec,t such as changes.in . 
levels of interstate high cost funding,. interstate NTS aSSignment, , 
other FCC-ordered changes. in separations and _ accounting,me,thodol,09Y., 
and Commission-orderod chang0ssuchas rate changes affect,ing 
access charges, intraLATA toll or EAS settlements revenues r 

. - - !' ." 

interLA'!'Aseparations shifts and the effects,of other Commission 
decisions which increase or decrease settlements revenues or cost 
'. '< " 

assignments. '" , . . , , 
Utilities sholl· pe eligible for' support froID··the fund in 

amounts which are forecasted-to result in earnings Dot to exceed 
Authorized rates of return estimAted using seven months of most. 
recently reco;ded financial data. Funding levels from past years 
shall pe subject to this limitation in each succeeding year. For 
purposes of determininq.,.amounts for which a utility; may be_ 

eligible, utilities which do not~ave an autho;i*ed rate of return 
$h~l1apply·the hAghest rate of return authori;ed Qy the COmmission. 
for a local exchange compMY;. , , ":: ;,-:. 
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Each company shAll' 'file :an,;'advice 'l'etter,~ :by>October 1 of 
each year (commencing October., 1, i/ :1;9 8'.s·)~1 . set tinq.forth: ·the ':net '.~':' ::,..:;' ." 

incre~se or decrease- from these factors upon, that' portion.: ·:of>::its. ;; " 
revenue requirement which mus,t.:be met· from" its 10caJ;/excnange-<rate" 
design. 'The. advice letter and supporting, workpapers.· shAll),41so,~set'" 
forth proposed"revisions tothe'company',s local exChange'''r4te'' 
design ·to .. compensate for the, net positive or neq~tive settlements. 
effects. while maintaining the overa1J:'ratedesiqn within: the' 150%" 
guidelines. as most recently, defined by Commission, decision· and '. ' 
further calculating any resultant . increases , or decreases.in;,the.-' 
company's·RCF funding requirements.: :the f i 1 ina sha 11 include· 
most recent'seven months of ';ecorded: data' ,regarding theuti'l:i:ty"s ' 
x:ate Of return. The advice,'letter shall .be, reviewed ,by, .the,' 
Commission Advisory and Compliance Division '(CACD) 'and': e incorporated, .. : as' approved,in'Commission,resolutions..to take·effect· 
:by January~l of the year following filing. ' 'The CACDstaff'sha11· , ; , 
coordinate'the ad.viceletterfi1'ingprocess, each ·year,:with,all<>·· 
local exchange companies-through: appropriate, proeedures-~" ,". ',Y 

c. Hct FundinCLand Administration, " ,'" '.', 

The'RCF funding process,shall,beadminis.tered/ by, IPacific ' 
Bell (Pacific),. and the HCF shaIlfunction'as '''':separate fund·,'.·:, 
rather than; as. a' pool.. HCFfunding :shall:be~provided; l:>y',a uniform" 
incremental amount on the carrier common line charge (CCLC):.'lof 'all 
local exchange company interLAT'A'access tariffs __ 'Concurrently;with- ~:; 

this decS.sion and in each s.ucceeding', year, Pacific ,shall <determine 
the total sutewide HCF, funding requirement' based: on, the '£und.ing· , 
requirements identified in the . ad.vice letters' described'"in: 
(1) paragraph A for 19~ss., and,.(2l paragraph.: S for succeeding :years.,. ;, 
and shall coordinate the filing of' 'appropriate ','advice.: letter·': 
modifications to allCaliforn'ia.:exchange'carrier access charge' 
tariff,s.- 'to'qenerate the calculated level of ReF 'revenue' ... 'r:. 
requ.irement. :' :: , ..... ~' . '. 
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:.',.The .BCF. funclinqincrement ,shall' .be~aclj.usted; each 
January 1 to, implement the' :annuaJ:: ;rev.i.s.i;ons:,,·to'., HCF: ~£und.tn9:' ... ,';' ," -~ .. ,' 
requirements.' . The-- HCF access chuge; increment" may. "al:so·· ;..be~ (adjusted-' .. 
not more- often than quarterly. . during any: .year where: revision:. is., 

required .to compensate for·. anyovercollection; .or unclercollect.ion, of ' 
the then-current Commission authori-zecl,. fund, revenue -requirement,. '. 
including aclj.ustments caused by variation' in .actual .and':proj,ected- . 
usage used in clevelopinq., the HCF.CCL,. increment: and adjustments; .. ~ ~.: 

caused. .by any mid-year changes ·inthe funding'revenue,:requirement 
due to decisions in pending. rate proceed:ings or-any other;.decis.ions: 
of the Commission affecting the' HCF. fundi-ng ,level." '; IAny 'end-o"f:-year -. 
HeF fund resiclual amount (positiveor'"Oegative),shallbe'.netted: 
with the succeeding year's HCF:prospective'·funding:'requ:i:%,ement~:· 

HCF funding adjustments' shall be. coordinated, by'" Pacific:, 
in conjunction with other local ,exchange~ companies 'and the:CACD:" 
staff. Each exchange carrier shall remit monthly to Paci:f±c-for, , 
the HeF that portion of ·the CCLCs ,co1:1ected from· the: HCF":access:,:,':' 
charge increment,_ and, Pacific"shall, make disbursements ,monthly, from. 
the fund to each recipient local exchange' carr.i:er.~,'Pacific:'.:'shal:l 
not separately 'account for any incremental administrative 'costs 
incurred· by it- in administering the HCF- fU'nd, bu.t rather it'; shall 
treat'such costs as 'aciditionalexpenses of administering:, the access:, : 
charge poot., , . , '. ,.' ,.,,"_ '. 
D. Rate PrQceeciings and Funding Leyell!f. '" '~",' . <". .' 

HeF'. £unding: shall. continue, at., 100% of the Commission .. :. 
authorized· ..funding, requirement for.: the' years l'9'8"a ,and."198'9'. The:' _" 
HCF support· level for, .those local.. exchange companies, 'which: .have: .not / : 
initiated a- general· rate proceeding, either. under . General,,: , -:. ~-. . ..' 
Order 96-A.' or by a general rate~.case, application,: by., December.' 3l, 
1990, shall .be red.uced during, the'year 199'1, so', that .suchl·a: .. company."· 
shall receive only. ,80% of the' amount 0'£' ,fundsthatwouldr,otherwise: :,. 
be paid to it from the HCF during 1991. The HCF funding level "for" -', 
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those companies not initiating rate proceedings by December 31, 
1991, shall be further reduced to 50% of the funding requirement 
during the year 1992, and HCF funding for those companies which 
have not initiated rate proceedings by Oecember 31, 1992, shall 
termi.nate entirely in 1993. A company's initiation of a general 
rate proceeding prior to the end of 1990 shall freeze its funding 
level at 100\ during the pendency of its rate proceeding. A 
company's initiation of a general rate proeeeding during 1991 shall 
freeze its 80% funding level during the pendency of its rate 
proceeding, and a company's initiation of a rate proceeding during 
1992 shall similarly freeze its funding at the 50% level pending 
its rate decision. 

The issuance of a Commission decision or resolution in a 
general rate proceeding of an independent company will have the 

4It effect of a ~fresh start" for that company under the HeF plan. 
Speeilically, the phase-down of funding §haJ.l.be rtiDiliatecL tM 
year following a decision in a vtiljty's general rate p;geeeding. 
The company's rate case decision will s.pecify its new local 
exchange rate design and state whether the company is to receive 
HCF support as part of its newly adopted revenue requirement and 
rate design. In years following the decision in the general rate 
proceeding, the company will continue to file annual advice letters 
refleeting net incremental changes of the type described in 
paragraph B and corresponding adjustments in its local exchange 
rate design and HCF funding amounts. 

(END OF APPENDIX A) 
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Additional Appearances 

Respondents: Kim C. Mahoney, for CP National, D. C. Willi~ms, 
for Evans Telephone Company; Messrs. Davis, Young', Beek & 
Mendelson, by Sheila A. Brytoco, Attorney at Law, for S91e group 
of 12 independents LECs; Iim~hy J. McC~11i9n, for GTE 
California Incorporated; ~il Quiglex, for Pacific Bell; and 
Messrs. Thelen, Marrin, Johnson & Bridg'es, by Artdrew Mulitz, 
Attorney at Law, for Citizens Utilities of California. 

Interested Parties: Steven J. Anderson, for Centrex User Group of 
Northern California; ~ ApplebY, for Security Pacific 
Automation Company; Stephen P. Bowen, Attorney at Law, for MCl 
Telecommunications Corporation; Robe;t B;al, for Bittel 
Telecommunications Corporation; Roger R. Bruhn, for Lockheed 
Missiles & Space Company; Peter A. Casciato, Attorney at Law, 
for Cable & Wireless Communications, Inc.; ~aul Fadelli, for 
Senator Herschel Rosenthal; ~~, for County of Los 
Angeles; Michael A. Morris, Janice F. Hill, and Willi~ M. 
Winter, Attorneys at Law, for California Cable Television 
Association; ;KuiS;hi Qkurnu;:~., for the Division of Consumer 
Advocacy, State of Hawaii; ~rxx A. Ro~, for California 
Telephone Association; Louise Renne, City Attorney, by 
Leona:t'd k._Snaisiex, Deputy City Attorney, for the City and 
County of San Francisco; Nancy Thompson, for Barakat, Howard & 
Chamberlin; Messrs. Wilkie, Farr & Gallagher, by 'l'heodo;e C" 
Whiteho9§e, Attorney at Law, for The Dun & Bradstreet 
Corporation and the Reuben H. Oonnelley Corporation; ~ 
F¢uRion, Attorney at Law, for Tymnet, McDonnell Douglas Network 
Systems Company; NOrman T. Stout, for Northern Telecom, Inc.; 
Gold, Marks, Ring- & pepper, by Less.ing Golg, Attorney at Law, 
for Western Burglar & Fire Alarm Association; ~er...h. Howley 
and Messrs. Blumenfeld, Cohen & Waitzkin, by Jetlery BlVmenfelg, 
Attorney at L4w, for CENTEX Telemanagement, Inc.; C. Kingston 
~, for Pacific Rim Group; Roger L. Conkling, for the 
University of Portland; Fred~i~R' Glynn, Ill, for Ranger 
Telecommunications; Messrs. Graham & .J~es, .by Rachelle B. 
~~, for California Payphone Association; James K. Hahn, City 
Attorney, by Edw~~.~~, Asst. City Attorney, for City of 
Los Angeles; and Edwc.;d Duncan, W.illi9m Victor, and Sidney J.. •• 
~; for themselves. 

Division of Ratepayer Advocates: HelenJM. Mickiewicz, Attorney at 
Law, and Te:rry L. Murrax. 

(END OF APPENDIX B) 


