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Decision No. 911.15 DEC is 1919 -----
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the AP?lication 
of !he Pacific Telephone and 
Telegraph Company, a corporation, 
for telephone service rate 
increases to cover increased 
costs in providing telephone 
service. 

Investigation on the Commission's 
own motion into the rates, tolls, 
rules,. cbarges-: - operations, costs, 
separations, inter-company 
settlements, contracts, service, 
and facilities of !HE PACIFIC 
TEI.EPRONE ~'"D TELEGRAPH COt1?ANY, ) 
a California corporation; and of ) 
all the telephone corporations ) 
listed in Appendix A, attached ) 
hereto. ) 

Application No. 55492 
(Filed February 13-, 1975; 

amended April 19, 1975 and 
.January 16, 1976) 

case No-. 10001 
(Filed November 12, 1975) 

SUPPLEMENTARY OPINION AND ORDER 
---r,License Contract Issues) 

Decision No. 90362 in the license contract phase of 
this proceeding, issued .June 5, 1979, disposed of all license 
contract issues and determined that for ratemaking purposes, the 
license contract expense account of The Pacific Telephone and 
Telegraph Company (pacific) should be reduced from $40,219,000 
to $32,606,000 for the test year in this proceeding. Such an 
adjustment was found to convert into a gross revenue reduction 
of $5,817,000 based on the adopted test year results for' 
Application No. 55492 • ... 
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Our main rate order in this proceeding for the test 
year in Applieation No. 55492 was Decision No. 88232 dated 
December 13,1977,. (83 CPUC 149). The rates allowedbeeame 
effective on December 23, 1977, subject to refund should we 
determine a rate reduction in order at the conclusion of our 
license contract investigation. 

Since we have decided that Applieation No. 55492 
rates should be reduced in the gross annual amount of $5-,817,000 
from the date they went into effect,. we must calculate the rc-fund 
to be made and determine its method of distribution. 

The license contract decision (No. 90362) specifically. 
provided for Pacific to file a proposed refund plan and a pro .. ".,,~ 

posed rate adjustment plan, with an opportunity for' other parties 
to respond with plans of their own or to comment on Pacific's 
proposals. 
Prospective Rate Adjustment 

Pacific initially filed and served upon the parties a 
proposed rate design which reduced toll rates. Continental Telephone 
Company of California (Continental) and General Telephone Company 
of California (General) both protested a rate reduction plan which 
would negatively affect toll settlement revenues among companies. 
The Administrative Law Judge direeted Pacific to file an alternate 
plan for our consideration which would have no effect on toll 
settlement revenues. In response, Pacific made a filing served 
upon the parties which explained that the rate reductions could 
be achieved by a "negative surcharge applied against each customer's 
basic exchange billing." 

For future reference in such matters,. we will state that 
it is our normal policy to adopt rate reduction plans which. have 
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no negative impact on other companies. However,. in this case 
a prospective rate reduction is no longer necessary because we 
have now issued Decision No. 90919 in Pacific's Application No.. 
58223 (dated October 10, 1979, and effective on that date) and 
the rates set in that decision went into effect on October 30,. 
1979. 
Refunds 

Pacific proposes a refund plan (with interest) calculated 
froe December 23, 1977, (the effective date of the rates. authorized 
in Decision No. 88232) to the effective date of the rates authorized 
in this decision and applied as an adjustment to. each current 
residential and business exchange service account's billing amount 
in proportion to their current monthly billing for exchange lines 
and trunks as defined in the applicable tariffs. 

The staff, in its filed comments, indicates that it has 
no objection to Pacific's proposal. 

The california Interconnect Association (Interconnect) 
and ComPath propose an altemate plan in which funds would be 
made available for another license contract investigation and 
to remedy alleged service deficiencies.. Toward Utility Rate 
Normalization (TURN) concurs in principle,. favoring the use of 
some of the amount for a license contract investigation. 

We consider another full-scale license contract investi­
gation premature at this time. But, in any event, the funds. 
involved belong either to Pacific or to the ratepayers of Pa~i£ic, 
not to the State of California.; Additionally, the California 
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Supreme Court has recently held that PublicUt1lities Code 
Section 453.5, concerning refunds, does not permit us to divert 
refund sums into balancing accounts, even assuming that the 
purpose of such an account is otherwise lawful. (California 
Manufacturers Association v PUC (1979) 24 Cal 3d 836.)£.1 Clearly, 
to follow the suggestion of ComPath and Interconnect would violate 
the court's interpretation of Section 453..5. We believe this is 
true of any interest involved as well as the principal sum. 

~ 

Computation of Interest on Refunds 
Pacific's original refund proposal included interest 

at 7 percent per annum. TURN criticizes such a rate as artifically 
low, stating that the current prime rate was 12 percent,!! and- that 
in 1978, an amendment to Article 15 of the California Constitution 
was ratified ~hich increased the maximum rate of interest for 
judgments. The pertinent paragraphs of Article 15, Section 1, 
read: 

"The rate of interest upon a judgment rendered 
in any court of this state shall be set by 
the Legislature at not more than 10 percent 
per c.nnum.Such ra te may be variable and. 
based on ~~~erest rates charged by federal 
agencies or economic institutions, or both. 

"In the absence of the setting of such rate 
by the Legislature, the rate of interest on 
any judgment rendered in any court of the 
sta te shall be 7 perce:at per annum. If 
Since TU'R.~ filed its comments, the people of the state 

have enacted Proposition 2, effective November 7, 1979. The above 
quoted provisions remain unchanged, however. The Legislature 
bas not acted to raise the "judgment" rate of interest above 7 
percent. 

11 ComPath and Interconnect filed. their proposal with us one day 
prior to the court's decision. 

~I Since TURN filed its brief the rate has continued to increase. 
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1.]e ngrec tM: 7 percent may be too low an in-terest 

in tOday's m.:lrkee. We ha.ve repeatedly seated that we are 
not a "court", and that our decisions arc not "judgments". 

Howcv~r. we do not wish to .:lpp1y a new and higher i.ntc:rest rate 

, ", 
I" ;~ ,,:' ~" .. " 

.-­
,',' 

selectively. ~ncl we feel thnt we do not have the~proper inform.:l.tion> _,:' 

0:1 this record to decide what any new rate should be. We .will,. .. 
there fo:.-e, order this refund made wi th an in teres t :.-a te 0·£ 7 

percent per annum, compounded monthly. TURN and o-ther parties 

.:lre assured that we will consider our general policy regarding­
in~eres~ ra~es promptly. 

Attornel Fee Quest~ 

Without rna.king a specific request for an attorney fcc, 
TUR..'\ requests th.."lt we Itre-t.lintt 25 percent of the ac~rued interes .. t 
£0:'- payment of "ices and costs". No sut'lm'laeion of cl.limed fees 
.:md cos ts is ?rese-n ted. ' 

"."".' ;, 
,. . 

-, -

J"!- " . . 
• I' 

'." ~., 

In 
the Supreme 

.-. - .-~,~:~~~.~ 
TUR..~ v PUC (_ Cal 3d __ , S.F. 23868, December 6.J:97:$) (J:: 

Court held, re~ard:i.n~ ?revious issues raised in this . ..j:: 
, -. 'f,'Oj' 

very ?roceedin~, that we may not award attorney fees in ratem3k:i.n~ 

r.'l3tters. As we pointed out in Decision No. 90362, su?r.:l. che 
license contract investigation, initiated by the Commission. is 
sim?ly part or the ratemakin~ issues in this ?:eneral p-roeeeding. 
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However, th~ issue raised ·here is no't attorn:ey 
fees themselves but whether we may seC aside refund monies 

anticipating an at:torn.ey fee award. As we un.de'l:stAt"Id· the 

Suprt.!nle Court's recent interpret:ation of Public Utilities 

Co<lc Section 453.5. we ca.."'lno·e "retain'" refund monies ~ regardless 

of whether we are to u.se a "balancing account'" or . some' other 
• . i' 

device. (See discussion) above ~ of Calito·rniaM3nu'facturers 

Association v PUC.) Therefore, regardless o.f how one is to" . 
characterize the license cont:z::act p-hase of chis· pro(:·eed·ing.' (as: 
a "ratemaking 'O'l . .r::tter" err otherwise). we canno't take the, action 

': ""',', ~\l reques'Cs. " t 

Findings of Fact 
- .\.,.. ...... 

L !he total "refund ~alculation", includinginterest. 

at 7 p.ercent per annum, and the "re?orting requireme:nts" p'I'o''jX)s.ed 

in Pacific's ori~inal refund prop.osal arc reasonAble. 

2. Another full license contract investigation of the 
scope conducted in this proceeding an~. culminating in Decis.ion 
~o. 90362 dated June 5. 1979~' is premature. '.: ~'.'" 
Conclusions of L~w 

1. We should ",dope PAcific's refund calculacion submitted 
in its initial filing of the subject ~ includin.': the calculatiotl 
of in :e:::'est ~ and the reporting requi~ements .• · 

2. We cannot retain sums' i:O be refunded in .. this p.roceeding. 
or the interest on such sums, in b.:llancing accoun·t:s, or by the 
use of any method or device which subs·1:il:utes for a balanc1;ng 

.3.ccount ~ fot' the purposes recommended by ComPach" In·tercon.ncc·t ~" 
or TU&.~. . , 

-'. 
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IT IS ORDERED ~ha~: 

1. The POlcific Tele'Phone Olnd Tele~ra'Ph Company shall 

refund that amount calculated ac'cording to the ref~nd plan 

atta~hed to this decision as Appendix A,. for the pe'riod 

December 23. 1977. to the effective d..:ttC' of the r.:l,tes au,tho.rizeQ 

i.n Decision No. 90919 (October 30 .. 1979). based' upon a reduction 
in gross revenue requiremen t 0 f $5,817,000 for the' tes~ year in· 
A'Pplication No. 55492 (which amounts to a principal S\..'m. o,f 

$12,027,000 'Plus interest at seven percent pe'r"annum comp,oun'ded 
~ , 

:nonthly). 

2. 
closed. 

The license contract pna'se of this p·roc:eeding is 

The effee~ive da~e of 
.:lfter the date hereof. 

Da ted O'EC 1 8 1919 
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APPENDIX A 
Page 1 of 2 

(REFUND PLAN) 

• 

This refund is based on a reduction in the gross revenue 
requirement for the adopted test year in Application No. 55492 
of $5,817,000 due to lieense contraet expenses whieh were allowed 
subject to refund :'n Deeision No. 88232 and subsequently disallowed 
in Decision No. 90362. 

A. REFUND APPLICATION 
The refund amount, including interest, calculated for the 
period December 23,1977, to the effective date of the tariffs 
authorized by Decision No. 9091:9 will be applied as an 
adjus~ent to each current residential and business exchange 
service account's billing amount in proportion to their 
current monthly billing for exchange lines and trunks as 
defined in CPUC Tariff Schedules 4-T, 9-T, 13-T, 34-T, lOO-T, 
l12-T, 117-T, l2l-T, and 125-T. Refunds will be applied to 
eligible customer accounts within 120 days after the effective 
date of the refund order. 

B. REFUND CAI.CUIATION 

1. Total Basic Refund: $12,027,000 ($5.817 million per year from 
December 23, 1977, to the effective date of the tariffs 
authorized by Decision No. 90919). 

2. Interest 
Interest at the rate of 7 percent per annum will be applied' 
to the total basic refund amount using an averaging con­
vention as expressed in the following formula: 

Total 
Interest· Basic x Annual Interest Rate x Number of 
Amount Refund 12 Months Retained 

Where: Number of Months Retained - A + :s 
~ 

And: A - Whole months between December 23, 1977, and the 
effective date of the tariffs authorized by 
Decision No. 90919 .. 

B - Whole months between the effective date of the 
tariffs authorized by Decision No. 90919 and the 
ref~'Qapplication date. 
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3. IndividU8.l Refund 

APPENDIX A 
Page 2 of 2 
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Individual refunds will be calculated as follows: 

.... ~ ," 

" "Account's Current Total Basic- Refund + Interest 
Individual ~Monthly Exchange x Total Monthly Exchange Line 
Refund Line & Trunk Billing & Trunk Billing for All 

Accounts. 

C. REPORTING REQUIREMENTS 
,) 

" 
The Pacific Telephone and Telegraph Company will file a refund"" " 
report with the Commission within 90 days of completion of the 
refunds. Th~ report will contain the following information: 
1. The total basic refundable amounts plus interest due customers. 
2. The total amount credited on bills either initially or through 

adjustment. t 

3. The amount of expense incurred in making. refunds and accounts 
charged therewith. 

' ... 


