ALY/JBW/f.s e
Mailed™"

Decision 91-09-074 Septembexr 25, 1991 SEP 2 6 1991
BEFORE‘THE'PUBLIC”UTILITIES'COMMISSION“OF“THE“STATE OF“CALIFORNIA*”
Petltron of W;nterhaven Telephone o L
Company- to modify Resolution T=14029 )
that was issued pursuant to. .. e f = L
D.88-07-022 in A.85-01-034 regardlng ). (Frled Aprll 4, 1991
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1990 revenue requirements’ from-the"
California High Cost Fund (CHCF).- -
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w;nterhaven Telephone Company (Wlnterhaven), 2 Calrfornla
corporation, by Decision (D y 88 06 023 rssued June 8 1988 was ;fff
granted a certificate of publlc conven;ence and necessrty to e
operate as a telephone corporatron.' D. 88 06 023 also approved an ‘f'
agreement between Wrntorhaven and Pacrfrc Bell (PacBell) whnroby |
wWinterhaven would acqurre PacBell s local telephone exchange ln o
Winterhaven, Calrfornla. Thls exchange covers 73 square mlles in
Imperlal County ln the extreme southeastern corner of Calrfornra
across the Colorado Rrver from Yuma, Arlzona, and as of 0ctober 31,
1990 sexves approxrmately 1,196 subscrlbers. ‘
Followrng cap;tallzatlon, Wlnterhaven became a wholly-‘_ f
owned subsrdlary of Natlonal Telephone and Telegraph Company : o
(Natlonal), a Delaware Corporatron (D 88— 06 023) By D 89 101045
issued OCtober 26, 1989, Telephone and Data Systems, Inc. (TDS), an
Iowa Corporation, through its wholly-owned subsrdrary TDS " o
Acquisition Corp. (Acquisition Corp.) was ‘authorized to’ acqurre o
control of National. TDS is a diversified telecommunications
company serving selected local markets with 78 telephone companies
in 27 states. By D.91-04-005 issued April 10, 1991, TDS
Telecommunications. Corpoxation (TDS Telecom), a Delaware.
corporation and wholly-owned subsrdrary of TDST'was authorlzed to
acqulre control of Wlnterhaven through asszgnment of all shares of
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capital stock.  The-reason- for this.acquisition-was: the:; internal. . -
realignment of TDS which involved movmng all of TDS’s telephone
company subs;dlaxles to TDS Telecom, segregatmng the operatlng
telephone companlea from’ the non-telephone; companles.d”e*‘ipvw

Before the PacBell-Winterhaven agreement Winterhaven.
lacked its own central office switching facilities which were®
provided by a central office in Yuma, Arizona. The Yumd Office was
owned and operated by Mountain_‘Bell.l However, growth and
increasing demand in the winterhaven exchange required construction

of additional plant facilities, not feasible at the Mountamn Bell -
Yuma office. To obtain these needed central orflce and toll o
connectlon facilities as well as addltlonal local exchange
distribution plant, considerable capltal was requlred.:l'r ”“"‘“”'p
w;nterhaven, as a telephone company would be ellglble for low cost
financing under Rural Electr;flcat;on Admlnlstratlon procedures.(‘“'
As a subsxdlary of National, Wlnterhaven would have aocess to the a
expertise and plannlng needed to obtaln such flnanc;ng. ,

The PacBoll-W1nterhaven agreement prov;ded that PacBoll
would maintain its exlstlng settlement arrangements wzth Mountaln _
Bell, be;ng reimbursed by W1nterhaven for amounts pald and that 90
days after cutover of a new Wlnterhaven central offlce, or by
December 31, 1989 (whlchover was earllcr) Wznterhaven would no-.
longexr partlc1pate in any lntraotate LnterLATA settlement pools.
Pursuant to this provision of the Comm1551on approved agreement
Winterhaven’s partlc;patlon in the lntrastate lnterLAmA settlement
pools ended on September 30, 1989.\ -

1 Prior to divestiture of the Bell Systenm,- such- Cross*statef'
boundary serving arrangements -were common and.did.not-require -
special expense and revenue sharmng agreements between the
operating Bell companies in adjacent states, due to'their common -
ownership. Since divestiture, however, PacBell has no common
ownership with Mountain Bell.
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. . The. Caleornxauﬂlgh Cost .Fund (CHCF). adopted.by:. T

D. 85—06-115 on June .12, 1985, was established.to.assure. that, B
independent telephone company (ITC) exchange: rates rema;n,w1th1n A
reasonable range of,PacBell’s~exchange_rates,inﬁeompa:able
neighboring--.__exchanges.2 - It is-designed to mitigate the. effects .
of certain,regulatory.changes‘onethewlocalJrates of utilities: in. ...
rural and high-cost areas of the state. “PacBell administexs. the. -
fund which is obtained from access.charges paid by interexchange: ..
carriers. Total statewide funding requirements arxe determined each
year by PacBell based on the funding requirements identified.in the-
advice letters filed by each.rural and small metropolitan.exchange,
telephone company to implement the. tariff necessary-to. collect on.a
#flow through” basis the settlement effects revenue impact. e
specified for such company (see Paxragraphs A and Ja-:.n,AppendJ.:ac.A.tc:»j
D.91=05-016 issued May 8, 1991). Each exchange carrier remits..
monthly to PacBell for the CHCF that portien of the.carrier,, common _
line charges collected from.- the CHCF access charge increment, and .
Pacific makes disbursements monthly,;ofeach”reeipiemo,loee;rgm
exchange carrier from the fund. .. I

, D.85-06-115 provided that rundlng ror 2 local telephone =
company would be considered “only after. a. revenue. requirement has .
been determined (for the.company). wh;eh,wouldﬁ'weed,out{u L IR
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2 PacBell's rural subscr;bers bene:;t from a substantlal degree -
of rate averaging in the setting of exchange rates in PacBell’s
service area. -In D.89=-06-115, the: Commission determined: that the"
same principle of rate averaging could be.applied to provide relief-
to small and medium-sized local exchange telephone compan;e* for
losses due to - regulatory changes. By this determination’a portion
of residential local exchange revenue requirements would not-be met
from higher exchange rates, but would instead come from the CHCF,
thus maintaining exchange rates within a- range of- comparability:
with PacBell’s exchange rates in similar neighboring exchanges. . ...
The benef;cxarles of the CHCF therefore are not the independent
telephone companies, which receive- no-greater ‘income’, " but: . rather’
their rural ratepayers.
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" imprudently incurred costs.” -“Accordingly, rate'case‘review was
required  as” a prerequisite to- CHCF support to prevent wtilities <.
from drawing unnecessarily from the- fund. LT T ST

A later decision; D.88-07-022 issued July 8," 1988,
established a phase-down of CHCF support for lecal exchange'’ L
companies which had not filed general rate’ casenapplmcatxons-under“”
which 80% of funding would be-available in 1991 and“50% of funding™
would be available in 1992, with funding eliminated in 1993  for - -
companiez that had not initiated a general rate case proceeding.
D.91~05-016 issued May 8, 1991, limited funding to levels not 'to  *
exceed a company’s most recenty authorized rate of return. -The
decision noted that Winterhaven, then receiving CHCF' revenues, dld :
not have an authorized rate of return upon ‘which- to base- CHCF
funding. Accordingly, the decision provided that until  ~ °
Winterhaven’s first general rate case is resolved, Winterhaven’s
CHCF draw would be limited to an amount which would- produce” a’rate =
of return no greater than the hlghest authorlzed rate of return fori
a California local exchange company.’ B RTINS

On October 1, 19389, in compliance with Appendix'B of
D.88-07-022 which required each local exchange company to- file an
advice letter incorporating the net settlement effect upon it of "
regqulatory changes ordered by the Commission and the Federal
Communications Commission, Winterhaven filed its Advice Letter 10,
followed on November 13, 1989 by Supplemental Advice Letter 10Aa
reflecting updated information. These resulted in a determination. .
of net settlement from the 1990 CHCF of-S$7, 449 for- W;nterhaven, as,
set forth- in the. Appendlx A Summary of the 1990 CHCF author;zed by :
Commxss;on Resolutlon No._T-14029 adopted December 18, 1989.,

On February 4, 1991, Winterhaven- submxtted Advice o
Letter 19 by which it requested a change to its 1990 CHCF Trevenue 37
requirements, .. statxng that because at. the time of flllng (wh;ch had'
to be  submitted by October 1, 1989 the day after its partlclpatmon;
in the intrastate interLATA . settlements pools. ended) 1t could not
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1nclude the 1ntrastate ampacts of changlng from settlements to
blll-and-keep access. Thus there was ne hlstorlcal data available'
on traffac, separatlons, and access at the tlme of filings T
W1nterhaven's modlflcataon reflects a 1990 revenue requlrenent of
$228,182 from the CHCF. S

“on February 25, 1991 AE&T cOmmunn.cat:.one ot Callrornla
(AT&T) protested on the grounds that grantlng the request would
constitute retroactive ratemaklng and constitute a troubllng i
precedent. AT&T noted that Wlnterhaven in Advice Letters 10 and’
10A had not stated it was leavxng the settlements pools or requzred
addltlonal time to collect the data needed to produce a more : ‘
appropriate estimate of 1990 needs occas;oned by the change.'
Finally, AT&T stated ‘that any retroactlve grant should requlre a"“
petition to modlty Resolutlon No. T-l4029. . R

 on april 2, 1991, ‘Winterhaven filed Appllcatlon SR
91— 04-005, its Petxtaon to Modlfy Resolutlon T-14029 (wrthdrawang -
its Advice Letter 19 on April 5, 1991) In its pe‘t:ltlon, . h
Wlnterhaven repeated the history loadlng up to its new central _
office, and stated that the regulatory changes ordered by ‘the
Commission in D.88-06-023 caused settlements effects for
Wlnterhaven in 1990 follow1ng 1ts departure from the settlements‘ -
pools. Based on historical data on traffic, separatlons, ‘and "
access now avallable, Wlnterhaven sought to update lts 1990 'CHCF
revenue requlrement, and attached a worksheet supportlng thls
request.

Notlce of Wlnterhavon’s appllcatron appeared on the
Commission’ s Daily Calendar ‘of May's 1991. No' protests have been
recelved and there is no need for a publlc hear;ng. ”} S “

. v : -
" 'The‘comml ssion shares the concern of" AT&T that no R
precedent be established for retroactlve fundlng ot CHCF revenue
requirements merely because a local exchange company may obtaln"**
more accurate or actual data to justlfy such a request, R
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partlcularly 1£ that company earned a low rate of returnt_“wg note,

however, as establlshed in D. 91 05-016 that fundlng from the CHCF

is not ratemaklng and doe ‘not result in any rate changes.w The
first question presented here, then, is whether speclal m“ .
circumstances merit granting Winterhaven’s fundlnq request."ns
dlscussed below, we conclude ‘that the unlqne facts of thls Case do
warrant an exceptlon justlfyzng authorlzatlon of the requested h
funding.

. | In D. 88—06 023, when we authorlzed Wlnterhaven to operate
in Imperlal County, we also noted that by December 31, 1989 or ’f
90 days after its cutover .and transrer of operatlons to a projected
new central orflce in Callrornla, whxchever occurred earller,j o
W1nterhaven would not be partlclpatang an any lntrastate 1nterLATA
settlement pools. Thus its only settlement lmpacts as a new
Callfornla local exchange ‘company in CHCF would be net 1nterstate
expense adjustments. Since lts 1990 CHCF orecast had to be L
submitted by October 1, 1989, its only known lmpact by that l; :
submassxon date was the $7,449 forecast based on 1ts net 1nterstate
expense adjustments. As of that October 1, 1989 date, o ‘
Winterhaven’s new central oftlce had been in servxce less than four
months, and as yet there was no hlstoracal data obtalned on A
traffmc, separatzons, and access. , _

AT&T argues that nowhere in Advmce Letter lo or lOA dld |
Winterhaven indicate that it was leavxng ‘the settlement pools ln
1990 or that lt requlred more tlme beyond October L, 1989 to
collect data o produce a more approprlate estlmate or lts 1990
CHCF necds based on its departure Scptember 30, 1989 fxom the "
intrastate interLATA settlement pools.A But the agreement between
w;nterhaven ~and PacBell set forth in Appllcatlon 88-04-045 and
approved by D.88-06-023 provmded that by Decembcr 31 1989 or
poss;bly earlier, WLnterhaven was to leave any lntrastate 1nterLAmA
settlement pocls. Thus there was no concealment or fallure to S
disclose. Winterhaven did what it was requlred to do, submitted
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the data it had “and as a result Resolutlon No.’ T-l4029 was 1ssued
in tlmely fashlon on December 18, 1989 authorlzlng 1990 cﬁék
revenue requlrements for 20 1ocal exchange carriers lncludlng
Winterhaven’s net settlemont errect for 1990 or ms nus $7 '449. f‘lr

' Subsequently, W1nterhaven ascertained’ that the regulatoryi
changes ordered by the Commxsszon in D.88~06-023 caused settiements
effects for Wznterhaven in 1990 ;n the amount of $228 182.‘ The
compenents which make up this revzsed CHCF revenue requlrement for
1990 are set forth in a revzsed worksheet 1ncluded in Al 91-04-005
as Exhlbxt 1. w;nterhaven also shows that this mod;f;cat;on can be
nade without any increase in the anrements on the carr;cr common ”
line access element used to fund the CHCF. The 3228 182 rundlng R
for Wlnterhaven could be made from the ex;stzng Sl 146 582 1990
CHCF' surplus reported by the admxn;strator of the CHCF on March 5,
1991 (see Exh;bzt 2 to A.91-04-005).

The questmon next arises whether this 5228 182 fundlng
would be’ w;than the lrmlts establlshed by D. 91-05 016,7wh1ch
decision modified the rules adopted in D. 88-07-022 to llmlt a |
ut;l;ty s CHCF tundlng to amounts whlch produce rate of return no
higher than those most recently author;zed by the COmmlssmon."As”
Winterhbaven has had no rate proceedlng, D.91-05-016 provmded that
it would be eligible for CHCF support in amounts which would permlt
it to earn up to the preva;l;ng h;ghest authorlzed rate of return
for a California local exchange company until such time as’ the Ce
Commission authorizes a rate of return’ for Wxnterhaven.'f

The Commission’s Telecommunacatxons Branch of the
Advisory and Compliance D1v1slon (Branch) en June 29 1990 reported
on the intrastate rates of return for all 20 mndependent local
exchange companles involved in the CHCF . Foresthlll Telephone‘“
Company with a last authorlzed rate of return of 13%, authorazod 1n
1983 by Resolution No. T-10692, was the h;ghest authorlzed rate. E
Apply;ng this 13% rate to the December 31, 1990 net telephone plant
investment by Winterhaven of $3,513,485 we determ;ne that’ the :
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resultlng 5456 793 exceeds the $228 182 fundlng sought byA; o
W1nterhaven. "'?”\;
Accordlngly, we wmll authoraze a modmf;catzon to the':f o
Append;x A Summary of the 1990 CHCF ot Resolut;on No T-14029 tolﬁfg
provide a net settlement ef:ect for the ut;l;ty of $228 182. o
Einﬂingﬁ_gl_ﬁﬂss e
l. WLnterhaven is an lndependent Calxrornla local“exchange
company subject to the jurxsdlctzon of this CommquLOn._‘ e
. 2. Pursuant to the requmroments or Appendix B or L‘”'H ‘
D.88~07-022, in October of 1990, W1nterhaven submitted its adv;ce :
letter (subsequently modified) which set forth its 1990 net o
settlement ‘effect and request for 1990 CHCF support.,, L
3. WLnterhaven was included in the 1990 CHCF Revenue mw’@,ﬁjf
Requirement net. settlement effects, Appendix A of Resolutlon No. . .
T-14029 issued December 18, 1989. o
4. With a new Calzrornxa central offmce, and no avallable
h;stor;cal data on trafflc, separat;ons, and acces s, the ormginal_w_
1989 £f£iling. on 1990 requlrements whxoh had to be submltted by j“
October 1, 1989 (the day after Winterhaven’s part;cmpatzon in thew;:
settlements pools ended). could not include the lntrastate lmpactsffi
of changlng rrom settlements to blll-and-keep access, however, thlo:
data now exlsts. L
5.” Based on thzs later acqulred data, w;nterhaven seeks to .
update its 1990 CHCF revenue requxrements to reflect settlement -
effects in 1990 caused by regulatory changes ordered by the
commission in D.88- 06-023. o
6., The updated CHCF 1990 revenue regulrement o: $228 182 14 .
,upported by the worksheet attached to ‘the applmcatlon as . .
Exhibit 1. , wmlr: e
7. The $228,182 revenue requlrement ;s thhxn the llmlt .
prescrlbed for, Wlnterhaven in D.91-05-016. . e ’fﬁlf
”8.“ The $228 182 fund;ng for w;nterhaven can be madeﬂfrom L”A:
‘exlstlng 1990 CHCF surplus.m S
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conclusions of Taw |

1. Reselution No. T=14029 issued December 18, 1989 should be
medified to reflect substitution of this decision number for the
Winterhaven Advice Letter Number in Appendix A to the Resolution,
and to indicate a Net Settlement Effect of $228,182 for the
utility.

2. A public hearing is not necessary.

OQRDER

IT XS ORDERED that Resolution No. T=14029 issued
December 18, 1989 is modified to reflect that the 1990 revenue
requirements from the California High Cost Fund for Winterhaven
Telephone Company are $228,182.

This order becomes effective 30 days from today.

Dated September 25, 1991, at San Francisce, California.

PATRICIA M. ECKERT
President
JOHN B. OHANIAN
DANIEL Wm. FESSLER
- NORMAN D. SHUMWAY
Commissioners

I abstain.

/s/ G. Mitchell Wilk
Commissioner
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