
", 

• • 
9:1337 

Decision No. F;B 1319&0 --------
BEFORE !HE PUBLIC L~ILIT!ES CO~w.crSSIO~ OF THE STATE OF 

;!'.1~;;' 

In ~he Ma~tc: of the Applic3~ion of ) 
THE PACIFIC TELEPHO:\E A..\"D TELEGRAPS ) 
CO}~~~~~ a co:por3tion~ for ~uthoriey ) 
to increase ee=t~in i~trastate r~tes ) 
~nd charges ~p?lic~ble to telephone ) 
se:vices f'-!rnished within the State 
of California .. 

And Related Matters. ~ 

(Re T~ Reserve ~tter$) ~ 

~ 

Application,No-. 53587 
(,Filed september 19,. 1972) 

Application No~ 5'1.774 
App-lic4tion" No.. , SS.2l4'" 

case No:,.' 9503." -, 
case<No~9802' , 
Case:,No., 9832'" 

Applica:tion,No:~,51904 
Ap'Pl~cat:tonNo,~-539,'3~ 

ca$e,No,~ 9100" 
case No;.. 9504 ' 
Case No ... , 9578 

(See Decision No .. 87838 for appearances .. ) 

Additional A~pearanees 

io:alter J .. Sleeth and Gerald H. Genard~ for The 
Pacific Telephone and Telegraph Company~ applicant. 

Kenneth K. Okel~ Attorney at Law~ for General 
Telephone Company of California~ respondent. 

George A12:nost~ City Attorney, and Leonard L. Snaider,. 
Deputy City Attorney, for the City of San Francisco; 
Ann ~urphy, Glenn I.. Moss~ and Edward M. Goebel, 
Attorneys at I.aw~ for TURN; Edward J ... Perez~ DePuty 
City Attorney ~ and Thomas C. Bonaventura,. Senior 
Assistant City Attorney, for the City of los Angeles.; 
Brobeck, Phleger & Harrison, by Gordon E. Davis and 
Willia."'Il H ... Booth, Attorneys at: Law, for California 
Retailers Association;, Willia"'ll L. Knecht~ Attorney 
at: ~, for california Interconnect Association; 
Graham and James, by Boris H. takusta~ David J. 
Marchant and Thomas J ... MacBride, Jr. Attorneys 
at Law, for California Hotel ana Motel AsSocl.ation; and 
Frederick W. Brav, Attorney at Law, for te~al 
ASsistance to the Elderly, Inc., ~~terested parties. 

James D. Pretti, Robert: C ... Moeek, and Ermet J ... Maeario, 
tor the Commissl.on st3t!. 

-1-



,. • " 

A. 53587 et al.. rr 

OPINION AND ORDER. IMPLEMENTING REFUNDS 
ORDERED BY DECISION NO. 87838 

• ',; ,-', .. ,.', . 

On August 20. 1979 The Pacific Telephone and 
Telegraph Company (Pacific)' filed its Motion for Order 
Approving Renrnd Plan and Rate Reductions. which was 
subsequently amended on. October 15. 1979. General Telephone 
Company of California (General) filed its refund', plan by 

letter dated August 22. 1979 and its rate reduction proposals 
by Advice Letters Nos. 4470 and 4471 also dated August 22,. 1979. 
General also filed a motion pursuant· to Section 1708 0'£ the 
Public Utilities cOde requesting the Commission t~ reopen 
Decision No. 87838: to modify Ordering Paragraphs Nos .. 7 and 8 
to pexmit General to collect prospectively. subject to: refund. 
rates at levels authorized in Decision No. 87505 (i.e.... on a 
test year period normalization basis for accelerated 
depreciation (AD) and investment tax credit (!'Ie) less 
an amount to reflect full flow-through for 1969 vintage p-lant 
additions. 

Responses to Pacific's Motion for Approving Refund 
Plan and Rate Reductions were filed by ,the Cities, of 
S.a.n Francisco» Los. Angeles, and San Diego· (Cities), 'tOW'ard~ 
Utility Rate Normalization ('I'OIm), Independent Taxpayers Union 
of California. and California Retailers Association (eRA.) .. 

Reply to such responses was filed by Pacific ou September 6" 1979' .. 
'!'URN also filed on October 18, 1979 a Petition for Modification 
of Decision No. 87838 and Immediate Implementations of Refunds 
and Rate Reductions at 14 percent inte:est. 
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Pacific on October 5~ 1979 filed its Supplemental 
Memorandum of Points and Authorities in support of its, 
Application for Rehearing~ Modification and Stay' of Dec~ision No-. 90642 
in Application No. 58223 requesting mO<Iification of the decision to

per.:rit Ptlcific to collect~ subject ,1:0 refund~ rates designed to,' 
re-establish Pacific's eligioility for AD and IIC. 

stated: 
On oeeober 10> 1979 the Cotm:rission in DeCision, No. 90919 

fTIn view of the Sl.lbsumtial differences aQong the 
positions of the parties as to the appropriate 
proeedte=e for reftmds,~d rate reduetions pursuant 
to Decision No. 87S3S~ the Co==ission believes 
brief further consideration of these issues to-
be in ~der. For this purpose we will set a 
prehearing conferenee and oral al:gu::lent for 
October 2~ 1979, before Adm;nistrative taw Judge 
Tomita. ~ne parties should be prepared to address 
both the proper disposition of the refund and rate 
reduction proposals contained in Pacific's Motion> 
and whe1:he: r.rt:her hearings a:re necessary. If 
the hearings are necessa:y, the pa:t:ies should oe 
prepared to proceed immedia:ely. !he argacents of 
the parties he:e~ with :ega:d to accelerated 
depreciation and ITC, ineluding Pacific's ~lemental 
:ncl:lOrandu::. and Q.y responses thereto, will be considered 
at that time. ft 

.,~ 

" 

" 
.~, ... 
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Oral arguments were heard on October 22~ 1979 at which 
time Pacific and General argued for additional he~:rings to 
demonserate the necessity for adO?tion ofa 5-year refund plan and 
even more cocpell:t.ng, the need for. the Cocmission to- take 

appropriate action to preserve eligibility to take AD and IIC 
in 1980 and tile futt:re. 

!he staff, Cities~ and '!'O'Ro.'"{ argued against fux'Cher 
hearings as they alleged that anything less than a lump sum reflmd 
would result in a farther stay in l:1plecenting Decision No-. 87S3S 
which the cat:pa1lies sought in the various courts and ultimately 
failed to achieve. It was ftc:ther ar~ed that: faiiw:e to order 
ratereduc:tions would result in a disincentive for Pacific and 
General to win the tax ease before the IRS and the cou.-t:s. 'IURI.'1 

further argued that interest on the refcnds . should be· reassessed 

at the prl:le rate from the ti:1e of 1n1~;~1.:~~eollection •. 
CRA objected to Pacific's refund proposal as not being 

consi.stent with Section 453.5 of the Public Utilities CoGe and 
requested additional hearings. to develop a refund plan' which would 

be consistent with Section 453.5. California ~te:connect:. 
Associa~ion (CIA) conca:red with.CRA's argucents but suggested ~t 
the proposal to set the interest rate at p:riQe =ates, as saggested 
by SOJ:le of the other pa:ties, was too modest. 

Upon cot:.elusion of the arguments, the Ad:n.,"'n; sttative taw 

Judge ordered further hearings to be held commencing October 24, 1979 
ou the issues of the need for a :Ulti-year refund plan as opposed to 
a lu:xp Sttt:l plan and any new evidence relating to changed ci:rca:cstances 
that: would justify a change in the rate reduction orders in Decision 
No. 87833. Based on further 2%gtcents by various ?atties to·· thl.s 
proceeding it was agreed that evidence i:l this proceeding would be 
phased intO' 1:wO parts with the initial phase to:eover the %efund' 
issue and the second phase to' cove~ the rate reduction issue .. 
Although the A~~;~jst=ative law Judge initially =aled not to adcit 

any ft:%ther evidence on alte...-:late reftmd ?lans, on November 23, 1979' 
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a ruling was issued which ordered add1eional evidence be 

received to ensure a :efund plan which would be in compliance 

with Section 453.5 of the Public Utilities Code. 
Hearings on ehe refund phzse ~ere held ~ October 24~ 

" ,25 ,and 29til, 1979' aud submitted subject to- receipt of couc:un:ent 
briefs on November 7, 1979. Hearings 0'0. the rate reduction phase 

. were held 0'0. November 8, 13,. and 14, 1979 and submieted subject 
to receipt of coneu:rrent openmg briefs due 011 November 27" 1979,. 
and reply briefs on December 3, ,,1979.. Hearings on the reopened 
refund pbase we=e held on December 4, and 5,. 1979,and submitted 
subject: t:o fi-ting of conca:r:rent brie:~ on December 11,. 1979'.<' 

We are 'now-ready fo: decisien. 
Svno~sis of Ooinion 

Th:ts opitd.ou a:d. oree::- i::ple::.e:.~ 'the :e!'~d.s ordered. by 

Dee!sion No. S7SJ8 =es~~~g!'rom ~e overcollec~io:s o! revecues 
based on the d~!erence ~ reve~ue re~~re:ects betwee~ rates set 
on the :.e'Cho<:. o! accocti:lg adoptee. i::l Decision No. 779SJ. and. 
the :ethoc.s o!' no::alizatiol:. adoptee:. in Deeision No .. S7S3S. 'l'!le 
:nethod ad.opted i::. Decision No.. 779Sr:. was i:lva.lidao:ee by tl:.e, 
C.aJ.i.!"or.na Supre::e Co'Cr't:. because it ·NaS u:u:.eeessa...-:'ly "'ha.'""Sh"' 
to ratepayers, anc! because -:he Cocmission did :.ot coz:.sic.e:
alternatives.' Ratepayers will receive ~terest. 0:' the g=oss 
amoUIl::S 'to be re!'u::.dec.. as !'ollows: On aco't:::ts ~ha.t aec~eC: 

prior to 't.OC.ay 7 pe:-ce:.o: per aIlIJ.U:, and. on a:1o'C.:.ts dt:e 

a£~er this order a~ ~he Commercial Paper Ra~e (both rates tO,be 
&~plied eompounded:onChly). In order to provide a reasona~le' 
timely re£uc.d period to customers, while minimizing the effect on 
the cash flew and financial in1:egriey of l:he utilities,. refunds 
will be made in installments. The decision re~res ?acifi~ and 
General to commence mald.ng refurlds for the period of overeol1ectiot1' 
ending the date of this decision in two insta1l:c.euts and in t:he 

£0= of bill eredies to. eu:rx:ent customers and by check ~o eertain 
prior castomers of Pacific .an.d Cene:ral. Both utilit ies l:'e<tUest five 
years ill which ~o make :eftmds. Initial reftmds are 1:.1> cOtCmence 120 

days. after the effective date of this order, with., a maximum paym.en~ 
of ,$35 per customer. Any ~l.a ~ba"l ance due em. 'C!:.e =efunds will he 

macieone year after the ciate .of the initial distribution .. 
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". . . 
Refunds to resident1.a.l e:ustomers of Pacific and General 

are ltmite<l to <:ur.I:ent c:u.stomers (those who were customers' of 
Pacific or General as of the date of thiS decision) and are based 
on each customer's eur.rent recurring: monthly excb.3.nge charges ... 
Evidence shows that it is not practicable to make "refunds to 

, .' ... . 
p:-l.or re~ic.ential custome:-s who a:e no longer serveC.~ ill that the 
ti:le a.:::.c. expense :-e~reC. woulc. be inordinate. !t is antici
patec..that the i:itial distribution ~ll represent the total 

" " 

reiu:d due for approxi=ately 75 percent o£ the resic.ential 
customers. For busi::.ess customersre!t:nc.s ·~ll be ::lac.e to all cur:-ent 
and prior custO::lers of Pacific a:<i £or all cu.-rent and certai=. 
prior customers of General. P::'i.or busi::.ess customers receive:: 
refunds because there are fe~r as compared to residential customers; 
the large:-- amoUllts i:lv.olvec.· just:i.£y the ad"~"":istrative expenSe. 
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The spreading of the refunds 1nt~ ewo instal~ents is 

intended to alleviate the cash fl?W problems of the twO' companies 
and at the: sz:e -tixne' :-etur:t initially the full refund' to- ehe bulk' 

of the companies r customers; Pa.eific r.s total refund; will, &nount, 

to approximately $363 million.!l at Oetober 29'~ 1979 plus additional 

interl~st tlntil the date ef refund. General w11lrefundthe -principal 
amount of $86 million 11 'Plus additiona~ interest: until the- date -

of reftznd. 
On the issue of rate .. reductions,. the Commission f1nds that 

based oa. 'the present: record it would be in the pub~lic: interest to 

'Plaee a ca? on Pacific and General's potential tax liab:tlit:y est1:nated 
to be over $1 billion for Pacific and approximately $391.million for 
General as of year end' 1979 7 by providing that: hencefo~ard rates will 
be set on full normalization subJect to refunds pending the outcome ef , 
lit:iga~ion with the IRS concerning the modified normalization methods 
re~ired by a 1977 Commission deeis~on. Although the Commission is 

convinced that its ratemald,ng, methods not only comply with the mandate 

of .the California: SUpreme Court but also with the eligibility 
conditions of the Internal R.evenue Co<Ie, the financ:ta:l ce:mm:nity 
to whom the utilities must look for additional capital exacts a' price 
fer the S;rowing amount of potential taX liabilit:y which will only be 
settled in the distant future. Our action will help to' kee~ the cost 
for additional capital as low a.s possible ~ Which will bellO-fit: the 

, j'JO. 

utilit:::es r ratepayers as well as shareholders. When eli:g:tbility is 

affi.rmed,: reftmds with acc:umulated interest for the'pedO<f from this 

.. date Ulltil that affir:n.a.tion will be orde:,ed 7 and rates will thence

forward be set in accordance with Decision No., 87838'~ Should 
eligibility be denied~. the Commission will undertake adoption 0'£ a 
method of accounting which will both insure eligibility and allow 
refunding of overcollections.consistent with the orders O'fehe 

Caliiornia Supreme Court.. Futher.nore, i::t order to protect: the. interests . -
of the ratepayers we will require that the interest rate on r~5.mds, 
effective as of the date of this decision reflect the prl:ne c~erc::tal 
paper interest: rates adopeed .-m. :O~<?~~on No. 91269' i:t OIl 56,_ 

1/ Estlma.ted to be ap-oroximately $381 millioninclud1ng.1nterest: as 
- of 1/3l/80.. . 
1/ Est~te7d to be approxi:aately $lllmillion including interest as of 1/31 SO. . 
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...... ---............. . 

REFUND ISSUE 

Pacific's Position " 

Pacific's Treasurer Robert R. Joses testified for· the 
company in support of its proposal to spread therefandsordered 
by Decision No. 87838- over a five-year period~ Mr. Joses testified 
that recent developments have resulted in a serious deteriorat:Lon' 
in the company's fiil.ancial condition such that its very ability 

to continue the f1na.ucing of its essential ongoing operations is 
in grave jeopardy. '!'hese developments were described as. follows: 

1. The Internal Revenue Serl1'ice has issued a . 
notice of deficiency for 1974. 

2. 

- .- •. - - .~->-.- _. --_ •. -- -~ . 

Both major bond rating agencies have reduced 
the ratings on Pac1£ic Ys outstand~ debt to 
single A. Mr .. Joses estimated that under 
current conditions the difference bet:W'een "AAA." 
rated issues and "A" rated issues is about 120 basis 
points and the difference bet:W'een an "An rated issue 
and a "BBE" rated issue was nOW' 80 basis points or 
higher. Mr. Joses further explained that should 
Pacific be further downgraded to a "BBB" rat!ug~ 
it may not be able to raise the capital it requ1res~ 
and ~ in severely depressed markets Pacific may not 
be able to raise capital at all.. " " . _ ... _____ . __ ... 
...... •... ~-- .... , , - .. --.--.-,--... ----.- .. ~-- .. " 

r 

,; ' .... r.:---..... 

, . 

-8-



·' .. • 
A.S3587 et a1. rr 

3. Pacific's post-tax interest coverage for the twelve 
'1ll0'0.ths ended Augast 31,. 1979 was 1.78 compared to 
a 2.02 t:tmes coverage. for the same period ended 
klgust 31~ 1978-. The estimated post-tax coverage 
for 1980 drops to 1.3 tbles if a l~: sum refund' is' 
ordered,. ~hile uc.der 'a five-year refand plan the 
coverage is 1.32. " 

4. While Pacific's eu:rrent dividend,. viewed by many as 
inadequate,. is $1.40 per share,. earnings per share 
for 1980 ~e_been .. estimated a:e_only_S:l.~c.en1:s.pe; ..... , .. _. __ 
share if.a_OIle:-time .. refund. is .ordered,and'_.4 slightly 
higher 87 cents per share if a five-year refund . '" --_ .... 
plan is adopted. . 

Mr. .loses concluded that absent ade<:raate rate relief the above 
developments would make it next to impossible for Pacifie to 
raise the capital it needs 'to meet its construction' budget 41: 
unreasonable costs, much less at reasonab~e costs. 

, Mr • .loses testified that under a lump- sum plan short
term. borrow:ings would reach $694 million by December 31,. 1979 and 
exceed $1 billion, an tmprecedented level,. in February 1980 
assuming that rebds are made in December 1979. AsSl:m1ng a 
5-year re:fo:c.d sCe%la%'io,. Pacific:' s short-term borrow:ings were 
estima1:ed to be $447 million at December 31,. 1979 and $750 million 
in February,. 1980 before equity and long-ter.m debt offerings 
planned 1n March 1980 of approximately $645 million would reduce 
short-term borrow.Lngs.. Witnes.s .loses tes1:ified on the necessiey 
to alleviate the serlous cash flow problem that would be created 
by 4 lump S'CIm refund order especially in light of Pacific's current 
poor financial ra1:10s and Pacific's continuing need' to go to- the 
securlt:y market for substantial additional financing 1n 1980 and, 
future years. Mr .. .:roses also teseified 1:hat Commission action 
which would authorize refunding over a 5-year period would be 

looked upon .as a fav'orable :factor by the financ13.l ma:rket ~ 
appraiSing Pacific's security offer1ngs both long- and short-
term. 
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Paeifie also offered Witness Richard W.. Lambourne 
to testify on the presene condition of· the f1n.aneial markets 
and the uncertainties tbatexist with respeet to the outlook 
in 1980. He also testified on the prospect of Pacific's ability 
to attract sufficient capital to meet Pacific's construction 
needs and refund requirements. He also questioned Pacific r s 
ability to have a successful c~on stock offering unless 
significant rate relief brings earnings back well above the 
~ent dividend rate and, vithout a successful sale of comm~ 
finaneing by an even higher amOllllt of debt would be necessary 

with negative results on Pacific's debt rating and ability to· 
finance boeh short-te:m and long-tem... It was Mr. La:mbourne' s . 
opinion that it was advisable to spread· the refund over a 
period of years and thereby lessen the current cash. flow and 
ffnanc~ problems of Pacific •. 

Mr. David M.. Craig~ Assis1:ant Vice President-capital and 
Expense budget testified on Pacific's CotlStruct:!;ou'budget of 
$2~238 million for 1979 and $2~374 million for 1980.. He explained 
that Pacific's budgets are constrained: budgets and·, for 1979" was 
$60 million below the engineering tested .levels and' for 1980 , 
$250 million bel~ engineering tested levels.. He also testified 
that Pacific was now reviewing & farther $150 million reduction 
in the 1980 construction budget as well as an alternate reduction 
of $50 million to build up a construction contingency!: fund> to 
provide for unexpected service demands and unforecasted price 
increases. Such reductions would further strip· Pacific's 
modernization program and introduce additional service risk to' 
a level Pacific considers unwise. '. . 

-------------'------"-' . ~ --. "' ---.~~--.--........ ---.. _ .... ~~':._, .. ,.-' -- . .,..._....----_.< .. ....---'-. 
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At the reopened hearings on December 4 and 5> 1979>, 
John Dennis~ Assistant Vice-President Regulatory Pl.a:nn1ngf~r 
Paeifie testified as to the various alternatives available to 
alloca.te the refund between the residential and' business. elasses ~ 
the cost of making refunds to current customers as well as to 
current and prior customers~ the feasibility of ,making refunds 
under various refund options.. and a revised' re~d proposal .. 
Mr. Dennis testified that although Paeifie had records available 
to develop total historical billings to the residential and 
business classes by basie exchange serviee b1llfngs.recurrtng 
exchange charge. bill:tngs and total intrastate billings for 
the refund period. its records did not permit it to develop 
total intrastate billings or total basie exchange" billings 
for the refund period by individual customers .. 

. Exhibit &-27 sponsored by Mr. Dennis shows, that billings 

to the business class for basic exehange service for the period 
August 1974 through October 1979 represented 33.4 percent of 
the total $2.979.000~OOO basic exchange se~ce billings ~de 
during. the period compared to 66.5 percent for the residential 
class. Using recurring. exchange eharges. billings to· the 
business class represented 55 .. 9 'percent of the $6.181.000,000 
total for the period, compared to 44 .. 1 percent for the residential 
classes.. Based on total intrastate billings for the period. 
billings to the business class represented 5&.6 percent of the 
$16~03l~OOO.000 total for the period compared t~43.4 percent 
for theres1dential classes. 

Exhibit No. R-27 also, ShOWlS that' based on Oc:ober 1979 
billings the business. class was responsible for 35,.2 percent of 
th~ total basic.exchange service billings for the ~onth compared 
to 64 .. 8 percent for the residential class. 57.4 percent of total 
recurring exchange charge billings compared to. 42.6 percent for 
the residential class. and 56.7 percent of total intrastate. 
billings compared to 43 .. 3 percent for tbe residential class. 

-ll-
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Table 2 of Exhibit R-27 shows the allocaeions 
of reftmds to the residential and business classes based on. 

three historical billing options and· three current billing options. 

l?ereent. D1stribu.U011· Resul.t.i:cg.ae~ ~t.s 

$(000). 

Bo.siness Residence Bo.s1ness Resid.ence 

Based. on Bistorl.ea:L W":i rig 

1. Basie Exc:ha:cge Reve=.es '34-4f. 66.&% $l2l.39l $242.056-. 
2- RecarriJ:lg Exc:ha:cge Reverlues 55'!"9 44-1 2:)~167' l60~' 
3. Total Intrastate Reve:nles ,6 .. 6 4.3.4- 205.711. 151.730-' 

Based. 011 C:lrre11t .aD1ing 10/79' 
1. SasieExcllange Revenues. 35.2 ~S 127.933 ' 235~5l4.. 
2. RecarriJ:lg Exc:ha:cge Revelmes 57-4 4.2.5 208:~619' 154,.828: 
3. Total Int.rastate Revenc.es. 56.7 4.;3·3 206.074.' l57.m· 

Pacific recommends that the refund, amount be', proportionately 
allocated eo the. res1cent:tal-_~<.i=~~4!~ __ cl~~!._on t§.e· ~a.··~f ..... ___ _ 
historical recurring exchange charges since it believes that such 
an allocation would represent an equitable pro rata allocation. 
Pacific demonstrates that an allocation based' on recurr~ exchange 
charges. produces a ratio quite similar to an allocation based on' 
total intrastate billings and since it does not have the records 
to make a distribution to individual customers on the basis of 

total intrastate bi~li.ngs:J it. would' be cO':lsistent to make an 

alloeation and. distribution using rec:ur.ring exchange charges: 
For residential customers Pacific recommends the 

refunds be distributed to all current customers using each customer's 
cur.rent recurring exchange eharges as the- proportional' factor 
with no distribution to prior residential customers. It also 
proposes. that such refunds be made by billing. credits to· the 

____ ~~~~_S_~~1:~~~5~~-:· Pacific justifies restricting ref=cls to: 
current resident:tal customers since the costs involved' in m.ald.ng 

refmlds to prior residential customers would be both costly and 
largely unsucce~_ful,: ,It est1J:cates the costs :tn~olved' in ~g .. ' _____ ,_. 
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,refunds to prior residential eus.tomers to be approx:tm.ately 
$24.4 million if checks are issued and nearly $22 milliO'Q. 

1£ -refund' request forms are ma1led: out... Pacific further 
contends that approxiJDately 50 percent of the refund' checks or 
reftmd request foxms would be returned in the :initial maU:t:o.g. 
As further justi£:tea1:ion Pacific contends that Pacific and 
General currently provide telephone service toapproxtmately 
97 percent of the total telephones 1n California and therefore 
nearly all past and present customers would be receiving refunds 
under its·revisedrefand proposal contafned in Table 6~ofExh!bit R-27. 
Only customers who have moved out of state or into non-Pacific or 
General service areas woaldnot receive a refund. 

For business costomersPacific recommends that: refunds 
to both past and car.rent cus;omers be made on the bast s of 
historical recurring exchange charges billed. Yh.1le Pacific 
anticipates it will have some problems. in maldng refunds to prior, 
business customers ~ it believes that --it would be practicable 
to make refunds to prior business customers, since the numbers 
involved are much smaller than for residential customers... As a 
consequence the costs involved in ma.king refunds to prior business 
customers 18 estimated to be roughly 1/10' of the cost of ma.king 
refunds to prior residential customers and while large-~ are conSidered 
not 1.m.duly burdensome considering the size of the refunds involved • ' 

Pacific also states in its brief that since Section 453.5 
pemits the Commission to authorize a refund plan for reside:ttial 
and other small customers to be based on current usage ~ :i.t would' 
support a proposal by the sea.££ t:b.a.'1 refunds to small business 
customers also be ltmited to earrent customers thereby appreciably 

reducing its expenses and also reducing the amount 'subJect: to escheat. 
Pacific suggests the use of a $25 figure as the average'montbly 

. ;r 

reC'C%ring exchange billable amoant: to separate small from large 
business custoners. 
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Pacific contends that its refund p1anis fn 
compliance with Section 453.5 of the Public Utilities Code 

and recommends that refac.ds be made over a five-year period' 

since such extended refund period would place considerably 
less burden on Pacific's finac.c:tng requirements. 
General's Position 

Richard L. Ohlson. Vice President-Revenue Requirements 
testified on General's proposed refund plan to be made· over a 

five-year period. Mr. Ohlson testified that in preparing its 
reftmd proposal a primary conSideration was to m:[nim!ze the 

·financial impact of the refunds· on General in view 'of its 
growing construction program and the size of external financing. 

forecasted for the future. General's. construction program 
for the five-year period end~ with 1975'averaged approximately 
$172 million per year and increased to $234 million in 1976. 

$317 million in 1977 ~ $479 million in 1978 and is estimated' to 

be $540 million in 1979. General anticipates that this rate of 

growth will continue and that its constntction' budget will 
average $750 million per year for the five-year period commencing 
with 1980. General estimates that its financing. program will 

average more than $300 million per year for the five-year . period 

of which ~proxilnately $200 million per year will be :£n'the form 
of 1ang-te:m debt. 

Mr. Ohlson expressed his concern with General." s 
single "A" debt rating which. was downgraded from an A+ rating 
by Standard & ~:Poo:J;_" s a~. ~~e_t1me_of .. General~·-s. last".debt _isa,....-:ge-.·_-_-_ .. -_.-.. _-.-.-... _-... -, .-.. _. 
and the possibility of farther downgradfng if General's pretax 

interest coverage continues to decline. General's pretax interest 

coverage for the 12 months ending August 1979 was Z.64;t and it is 
anticipatfng a 2.3 t~s coverage for 1980 before the fmpact of any 
refcnds. Mr. Ohlsen added that a 2.2 pretax coverage would be 
the low end of the scale for an. "Aft rated company and' any 

downgrading of its seearities ~make it fmpossible for General 
to fina:D.ce its construction program and refunds :tIl a period of capital 
shortages. 

-14-
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General's refund plan proposes to make refunds to-all 

cur.rent customers on the basis of a percentage of the reC'U%'rlng 
exchange charges appea.rl.ng. on the C\lStQDlers r monthly bills. At 

the reopened proceedings on December 4 and 5, 1979, General __ did' 

not revise its original refund proposal nor submit a new plan. 
as Pacific did.' General in its brief dated December II, 1979 
did indicate that, while it still believes its original' refund" 
proposal is fair and in compl1a.n~e w:tth Section 453.'> of the 
Public Utilities Code, it would support a modified: plan based on: 

l~ Allocating the total rebd .a:mount between business 
and reSidential customers based on the proportion of the total 
recurring exchange charges billed to each class of serrlce 

for the period January 1, 1973 to December 31, 1979;. 
2. Allocating the residential portion of the refund 

in the manner proposed by Pacific and the staff, i'.e .. , to-
current customers only as a proportion of their current recurrl.ng 
exchange billing; 

3. Mald.ng ref=ds to current business customers and to
prior business customers who- have discOtlllected: service since 
January 1,1979 on the basis of their eur.t:'ent recurring exchange 
billing, but w:tth the reflmd am.ounts received by each such 
customer weighted to reflect the number of months that the 
customer has been in continuous service during the refund period .. 

General's information systems' DirectorI.oretta Lancaster 
testified that General was able to develop est:f.mated: total billings 
for rec:un:'ing exchange charges by residential and, business classes 
for the period January 1, 1973 through December 31,. 1979'. She also 

testified that it would take eight weeks to develop" comparable eata 
on the.. basis of basic exchange charges and thre~ to six months 
on the basis of total intrastate charges. 

-15-
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Using recurring: ,exchange charges. as a basis of 

allocation" the resi.dential class would receive 48 percent of 
total refcnds and the business class 52 percent. Witness 
Lancaster further testified that if refa:c.ds are based- strictly 

on historical billing records it would tak~ 10-18: lDOUtha ··for _ ... 
data processing. and 24 mon'Chs for full implem.entat1on of the re£,mds .. 
Should refunds be restricted to current customers based on· current 

bill~ but with reftmds propor:=ioned t.o the' number of months of 
service, the data processing time was estimated to take 7~10 months 
with full lIttplementation of the reftmds requiri:ng 12 to 14 mouths. 
However" if reftm.ds· are :restricted to ecr.rent customers based on 
current mouth's basic or recarrtng exchange charge it was esctmated 
that data processing time would- 1:ake 11£ months wi.th full 
implementation of the refunds to customers in appro:!dmate1y 4 to' 6-
months.. If total current ~~~h,..s·~~~~~t~_r;i!I:::~~~s_~e~ __ B.;S __ a __ _ 

base" it was estimated that there may be soce additional_time 
required to process current toll information. 

Pa'tricia Jones, Service Manager-Custome:r Services testified 
on the estimated cost and time required to- make renmds under various 
assumptions. Witness Jones testified that the cost of making 
refunds· to all customers on a historical billing. basis would be 

approximately $9 .. 7 million dollars with initial distribution of 
refund checks being made in 20 mouths and full. implementation of 
the refund plan ~ 24 months under a lump sum refund order. If 
reftmds were made only to earrent customers. based on current 
recurring exchange charges" General estimates it would' cost 
$116,000 wi.th :£niti.al refunds distributed in 4 months and full 
implementation in 6 months. 

-16-

_ ... -.---_. -----, .. _--_. __ . -_ ... -.. _. __ .... _-_ ... - "'w-' ... .n __ ~ __ ." '" ." .-~_" .. __ • ____ ' ... '. --., ---. -~.-..,--- ....... -, ... -------, .,.,. - .• y .,.----••• ,._ .......... , .-



• • 
A.53SS7 et a1. rr 

Seaff Position 
The staff in its :!nit1.a.l brief on the refund issue 

stated that Pacific and General have failed to prove that an 
extended refund period is necessary. '!he s1:a£f 'argued that the 
Coamissioll UlU$t consider the interest: of ratepayers in arriving. 
at a decision to exz:end or not extend the refund period and~ 
should an extended refund period be auehorized'.an interest 
rate more realistic than the 7 percent: rate currently being 
accrued should be used. '!he staff also agreed with eRA. that 
refunds must comply with Section 453.5 of 'the Publ:(,c Uti.lities Code. 

In the reopened proceedings held on December 4~ and 5, 1919 
staff witness Ermet- Macario set forth the following refund plan. 

objectives: ", 
1. Must comply with Public Utilities Code Section 453.5. 
2. Mast be practicable. 
3 •... Shoald result in equitable, and prompt distribution 

of refunds to customers. 

4. Should·be economical .. 
5. Should have least: adverse impact on utility's 

financing .. 

Mr •. Macario' offered a proposed refund plan which wottld 

a-pportion the total refund amount to business and ";,~.~~~~.;'~!_.~~~g~!:.!e:s~ 
on the basis of actual or estimated cumulative historical recarr~ 
monthly exchange billings for each of the ~o classes. He 
recommended that refunds to residential customers be made to 
each current customer proportionate to the individual customer's 
cur.rent recurring monthly exchange service bill. For 'business 
customers he proposed that each current ana former customer 
receive a refund proportionate to each customer's total recurring 
monthly exchange, service billing for the refund period:. 
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Based on the additional evidence presented: by General, 

Mr. Ma,cario modified his refund proposal for General ',s business 
customers by recoamending that the distribution to General's 
business cust:omers be made to current customers and prior 
customers who' received service from J'anuary 1, 1979 -"'--------. 

and to weight the refunds by the months of service during ~e 
refund period. Mr.. Maeario indicated that General would be 
able to extract information needed for weightfng ~oses froc 
other files and therefore ""tlliSShOUI"oll:ot/je-overIy-burdensome;------ -_ .. _-------.-_._-_. -------_.,---

In recommending that refunds ~o residential customers 
be restricted to current cust:omers, Mr. Macario testified that 
the number of residential customers and the turnover of' such 

customers would make refunds to prior residential eustomers 
expensive and largely unsuccessful. He also testified that the 

average refund to a residential customer would be approximately 

$24 per cust:omer and should the Comadssion authorize an extended 
period refund plan but require that, ref\mds up to $25.00 per 
customer be paid in ,the initial distribution,. approx:l:ma.tely 
7S percent of the residential, customers would get their total 

refund in the initial distribution thereby reducfng the cost 
of subseqo.ent distributions .. 

Cit1es'Pos1tion 

'!he Cities in ~~:tr .bX'ief=f.:tle~~.N5N~~_.?~ :;~~taJ.te .. _____ _ 
the position that a ~e-t1me, refund should be ordered by the 
Commission and that there is no financial justification for 
spreading the reftmds. (Rer a period of years. The Cities, 

further argue that should the Commission authorize any deferral 
of refml<!$~ it must exact a promise from PacifiC and General, 

that they would promise not to challenge ma.ldng such deferred 
refund in the future. The Cities also advocate the usage of 
the prime rate after December 31, 1977 as the appropriate 
interest rate to be used in detem:i.ning. the total payments uc.der 
the re:fmJ.d plau. The Cities :further suggest that the Coamission 
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should adopt an intereS1: pol1cyof prime rate plus a'reasonable 
percent as a disincentive for the use of involuntary capital 
contributions from ratepayers • 
. - -.. _~ ..... Althou2h the Cities did participate in the 

cross-exan'd'Oation . of the ntnesses in the reopened proceedings 
held oc De~ember 4 and 5~ 1979 the Cities did· not file & brief 
on the various refund plan proposals offered in evidence in the 
proceeding. 

California Retailers Association l' s Position 
eRA. opposed the original reftmcf plans of Pacific 

since 1:he plans were based solely on basic exchange billings 
and not on total bUlings or total intrastate billings and' also 
since refcnds· would be calctr.l.a.ted on ~ent customers 
billings and not 0'1l billings during. the period· when the 
excessive rates were being paid.. eRA. argued that the distribution 
of refunds is governed by Section 453.5 of the Public Utilities 
Code and tha-e Pacific's plans filed on Angast 20, 1979 did not 
comply nth Section 453.5. . CRA renewed: its reques1: that the 
record be reopened to pe%mit it to demonstrate that refunds based 
on current exchange billings would result in disproportionate reftmds 
to various' customers. 

In its final brief filed on Decemberll, 1979' after the 
reopened proceedings of Deeember 4 and' 5~ 1979 eRA. supports the 
use of total recar.ting exchange billfags for the refund period as 
the basis for allocation of the refund pot between the residential 
and business classes and the further distribution of such. re:fuo.ds 
to the resident:ta.l customers on the basis of current rec:Un:!:ng. 
exchange charges 7 with reftmds to current and prior business 
eastcnners to be based on the rec:ur.dng exchange charges billed 
since 1:he start of the refund period. CRA argues that Pacific's 
revised refund plan set forth in Table 6 of Exhibit 27 meets the 
requirement of Section 453.5 and that it would result in an 
"equitable pro ratafr distribution of the refunds_ 

-19-



• 
A.S3587 et 41. rr 

.. 

eRA. also states in its brief that while it favors 
immediate refunds ~ it is cognizant of the present financial 
condition of Pacific and therefore has no objection t~ the 

), .... 

staff proposal for initial distribution of 1:he residential 
reftm.ds witb.1n 120 days with ref1:tnds to business customers spread 
over 2 to 5 years with rea.soc.able interest provisions for. any 
delay in refunds·. 

With respect to General's refUnd proposal CRAbelieves 
General's cost estimates are overstated and could be subseant1ally 
reduced. eRA points out that a substantial portion of the costs 
could be eliminated if refunds are made by bill credits t~ 
eurrent customers with checks to certain' former customers and also 
if reftz:o.ds to resident1.al. and o1:b.er small users were made only 

to current customers based on current usage. eRA. believes that 
General coald make a rebd distribution on a substantially similar 
basis to that propose<l by Pacific without :£.n.c:urring excessive costs-. 
As an. altema;tive eRA. recommends that refunds be based on current 
billings with &. weighting for the xxamber of months of service ~ 
California Rotel and Motel Assoc:iation' s (cmtA.) Position 

CBMA. in its brief filed November 7 ~ 1979 requested that 
the proceedings on the refund plan be reopened ~ receive additional 
evidence to establish an "equitable pro rata basis" for maldIlg. 

refunds and to demonst:rate the drSlllatic impaet the various bases 
of refunds have on ~he allocation of refunds between ~he res1denttal 
and business classes. 

In its brief following reopening of the proceeding on 
December 4 and 5, 1979, CBMA. takes the pos1~ion tha~ refunds 
based on basic exchange rates viola~e the mandat~d basis for 
reftmds. Al~hough CHMA believes that ~ ideally ~ refunds should be 

both allocated and distributed on the basis of total intrastate 
billi:ags both to the residential .and business classes during: 1:b.e 
refund period it acknowledges that such information is not. available 
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for Pacific and would be both costly and time consum:tDg to 

develop for General. It recommends as a m.in:tm:lm that the 

refund plan should be based on individual recurring monthly 
exchange service bi11fngs after an initial allocation of 
the toul reflmd to eb.e residential class and to- the bUsiness 
class on the basis of total intrastate billings for the 
respective classes .. 

California Interconnect Association's (CIA) Position 
CIA in its brief dated November 7 ~ 1979 takes the 

position that refunds must be made to those customers who were 
taking service during the reftmd: period and" that such refunds 
must be made on the basis of total b1Uuigs or if not total 
billings then on the basis of monthly recurring charges.. It 

also argues for immediate lump sum refunds; however ~ should 
the Commission authorize deferred refund payments the utilities 
should be requ::Lred to accrue interest 00: such dcfenal at the 
~lnsta.ll:ment payment rate of 18 percent per annum .. 
T'C'RN,cs Position 

TORN in its brief of November 7 ~ 1979' and December ll~ 1979 
supports the adoption of Pacific's refmld plan filed on Augast 20 It 1979 
based on basic excb.arige charges because it comports with Decision 
No. 87838 ana~Sectl:on 1iS3.5of"t:tii-pUb11c.-pt111t:LeS'cOde and7 U-_ _ ___-... __ • ______ -#0 .... __ ... ... ~.. ..- - .,,'" •• __ _ 

capable of immed:ta te implementation. It also- takes the position 
that Decision No. 87838 should be modified to provide interest at 
prfme rate instead of the 7 percent rate .. 

TORN in. support of its position states that "rate refu:c.ds" 
refers to o:ve~cofle~t~i.~_ for the period of time prior to- the 
effective date of Decision No-. 87838 and "rate reductions I, .. 
refers to overcollections for the time after the effective date 
of Decision No. 87838. TO'RN argues that no specific distribution 
formula is designated in Decision No. 8.7838- for the period of ti'llle 
covered by "rate refunds" whereas a specific distribution for.nula. 
is designated for rate reductions in Decision No.. S-7S3S .... 
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'tURN argues that Decision No. 87838 became effective 
on October 3-~ 1977 ~ 20 days after issuance of the orig1l1a1 decision 
and the fact that the decision was thereafter stayed is of· no 
legal cousequeuce. TORN argues that the distribution foDnUla of 
Decision No. 87838 was rightfully subject to direct at+".ack on 
rehearing and appeal; h01ever ~ no direet attack was made and- the 
distribution formol.a is. now final and must be implemented. 

'!URN argues that since no methodology was ordered for 
rate refunds prior to Decision No. 87838~ they are properly ~e 
subject of the current proceediugs; however,. for the- period 
subsequent to Decision No. 87838- TtJ:RN argues that rate reductions 
were ordered for all current subscribers by applyfn& a uniform 
proportional reduction in the recurr!ng basic exchange primary 
service rates. It was 'I'O'RN's opinion that adoption of any 

other distribu1:ion. methodology would be in contravention of 
Decision No. 8783S and would constitute retroactive rat~_ 

TORN agrees that "rate refunds',' ordered in Decision No. 
87838 for the· period prior to· the effective date of Decision No. 
87838 are subject to Section- 453-.5 of the Public Utilities Code. 
'l"CRN points out that the Commission in Decision. No.. 90423 made 
a reasoned analysis of the application. of Sec~ion 453.5 and 
authorized a refund plan similar to Pacific's August 20~ 1979 
plan based on a customer's- current monthly billing for exchange 
lines and trunks. 'J:O'R.,.~ ,further argues that distribution of refUnds 
in proportion to basic exchange rates would be administratively more 

convenient and 1£ ordered for the prior period would be .in. accord 
with the distribution formula required for the period subsequent 
to- Decision No. 87838 and would be similar to the plan authorized 
by Decision No. 90423. 

TORN also takes the poSition that it is practicable to 
make reftmds to prior customers as well as- current customers and 
that provisions must be made to locate prior castomers who have 
moved out of state or relocated into non-Pacific or uon-General 
service areas. 
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Discussion 

The two· main issues on the refund phase are: 
1.. Is there a need for an extended refund, pertod! 
2.· Does the refund plan conform with Sect!ou453.5 

of the PUblic Utilities Code. 
Both Pacific and General wit:nesses testifie<J. that 

an extended refuc.cl period ;w-as )necessary to alleviate the burden 
~~~ . 

on the respective ~;;1!i' ~!naneing.re~ement$ .. ever the next 
several years because of the continuing inereasing need to attract 
funds to meet its growing. construction requirements. Both 

------- ----------.. ~acifi~.~_an~=(;en.e_;.a_r~s._f~~~..I_ ~.~~s~~s. _~~e.~~eTC?~~e..~:_ __ _ 
with their exi.sting single "A" bond ratings and the· threat' 
of further downrating. if the coverage ~t~i~s~~-ffiUmc!iI~--=
ratios of the respective companies do not tmprove. Pacific's 
witness .roses further testified that 1£ Pacific could not sell 
its common stock and long-te:rm debt issues and was required- to 
go ~oo -lieiVilY1ntO:SllOrt:-=term.-'60rr~~ -i:::;_j=oiiJ~~.~~s.? 1~Sf:. !ts-___ _ 
Comoercial Paper Ratings. 

It is obvious from a comparison of the various exhibits 
offered into eviden~e in this proceeding that Pacific r s financial 

situation is relatively more critical than General's. While 
it is true that a multi-year refund' plan does not significantly 
improve the coverage ratios or earnings ~ it does have an important 
impact on the cash floW for bo1:h. companies. 

Although we are concerned nth the pressing. financing 
problems of Pacifie" in partieala.r, and also General, we are also 
concerned in returning the court-ordered refunds to the customers 
as expeditiously as possible. While we are of the opinion that 

the companies shcald be granted some leeway to lighten the'burden 

of m.aldng l'lJm? $1;lIll refunds,we do not believe a ,~;~ve-,year re~~_:P,e~~_;";S 
is justified. We are, however, of the opinion that a .t;wo.-year "7"-..oQ"C' t~ 

refund period will a igrtioiieefttl, alleviate the cash flow problems .:.s 
of Pacific and General and-under our adopted' refund plans still 
result in expeditious reftmds being made to' the Ji.Ulk ~oCtb::'-e-__ -_--~ __ -._-,-,,~-__ ~-_-_

.. _. customers _.oC~ ,. tw~ ~Ciij)iiUes-; 
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Discussien 
"!he two- mai:o. issues - 00. 1:l:.e refund phase are:-

1.. Is there a need for an extended refund period? 
2. Does 'Che refund plan conform with Section 453.5 

of the Public Utilities Code.-
Both Pacific and General witnesses testified that 

an extended reftmd period was necessary to. alleviate the burden 
on the respective companies' financing requirements over the next 
several years beea~e ~f the conttaaing increasing need' to attract 

fands to meet 11:5 g:ow1.ng co'tlS'O:Uctiou requirements-. Both 

~·-·-·-Pac1f1~,'s -~d _~er~l~s:.~~;a.I W1.;ne,ss~~ ~:i::es;sed:~-~<;erii=-__ 
with their existing. single "A" bond -ratings and the threat . 

of further down:ati:l.g 1£ the coverage ri:e~·~~· ~~, ~;~~.f!!~':"'.===
ratios of the respective companies do not lm'prove.. Pacific's 

witness Joses fu:rt:b.er testified that if Pacific could not sell 
its common stock and laag-te:m debt issues and was reqai:ed to 
go ~oo ):leavllZ:tnto·-sliOrt=ti%iirOO'iE:~ ~~ ... ~~~~~ !~~~~S4¥":[_t:_s_-' __ _ 
C<:mmercial- Paper Ratings. 

It is obvious from a comparison of the various e.~bits 
offered into evidence in this p.,roc:eedillg,that Pacific's financial 

situation is relatively I:lore c:ritic:a.l than General's.... While 
it is true tbat a mt:tlti-year refu::1d plau does not s-igX,.if1cantly 

improve the coverage ratios or ea.:uings-,. it does have an important 
l:a:pact on tb.e cash flow for both companies. 

Alihough we are conc:eced with the presslng financing 
problems of Pacific ~ in particular~, and also General~ we are also· 
concerned in re1:u.%ning the C:OUl:'1:-ordered refo;c.ds to-. the customers 
as expeditiottSly as possible. w'1rl.le we .are of the op,1nion'that 

the c~ies should be granted some leeway to- lighten the burden 

of making lumP sam refuc.ds,we do :lot believe af~~~ye~_~~~d .. ~_~~~ __ .. : 
is justified.. We are~ however;, of the opiniou that a t'Wo· phase 
re'fand period ~ll alleviate th~ cas~ flow probl~ 

of Pacific and General and ~der our adopted re~d plans still 
result in expeditiousreftmds being :nade to. the bulk ofthe-------

-Customers-of clie twoCOiiOiUies: . . . 
" - .. - .. .. 
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. !he, primary' concern about 'any reftmd'plan 'We', may , 
authorize ,is whether such plan conforms to Section 4S~.S of' 
the Public Utilities Code .. While reflmd pl.a.ns have been 

authorized by the Cotmnissiou subsequent to the enactment 
of Section 453.5 :f'.n 1977', we uow have the benefit of the 
interpretations of Section 453.5 made by the California Supreme 
Court in its decision in California Manufacturers Association 

v Public Utilities Commission (1979) 24 Cal 3d 836. The parties 

are :t:c. general agreement that the refund plan mast conform to·. 
Section 453.5, although TURN takes the poSition tba~· the refunds 
relating to overeolleetions for ~he period subsequent to, 
Decision No. ~7838 should follow the fo:mula established by 
Decision No.. 87838 with :respect to rate red'Uetions~. that is rate 
reductions should be made by proPortional reduction of reeurrfng 

basic excba.nge charges.. TORN argues that had Decision No. 87838 

been placed into- effect with no staying: of the decision , there' 
would be no refunds for overcollections for the period subsequent -' ' 

to Decision No. 87838 and !nstead the euStomers
u 

would have received 
proportionate rate reductions in recurring basic exchange charges. 
the staff and certa:f'.nother interested' parties contend, that - , Section 453.5 does not provide for suehdistfnction and that all 
refunds must comply with the requirenents of Section 453.5-•. We 

agree wi.th the lat~er pos1.tion~ 

Section 453~5 sets forth as, a basic requ1i-ement that 

when the Commission orders rate refunds to be distribute<3., such 
refunds must be made on .an '~equitab1epro rata basis" without 
regard to· whether the customer is classified as a residential, 
commercial, industrial,or any other type entity. '!'he section 
defines "equitable pro ra.ta basis" to mean in proportion to. the 
alnOtrllt orig:i:nally paid for the utility se:vice ilxvolved, or in 
proportion to the amoaut of such utility service actually received •. 
'I'b.e Section also, requires that reftmds be made to all C'tlX'%'ent, . 

east:omers., a:c.d, when practicable to prior customers. .An exception 

is provided tn the case of residential costomers and" other small 

customers, for whom re:5mds may be based on current usage. 
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The allocation of 'the total reftmd between the 
residential and bus:t:o.ess classes in proport1outo the gross 
intrasta1:e billings made to each class in the refund period 
would: appear to· be an equitable pro rata allocation and 1n 

conformance with Section 453.5.. However~ the evidence:tn· this 

proceedi1:lg :i.ndic:atesthat such :i'.n.formation is not readily 

available for Genera.l and would require substantial additional 

time and. cost to develop. Moreover ~ the record indicates that 
an allocation. based on recur:n.ng exchange charges would· produce 
a st=!lar end resalt unlike an allocation based on basic exchange 
charges.. We will therefore adopt as reasonable au allocation 
of refrmds to the resident:ta.l and business classes based on 

recurring exchcmge charges. 
While Pacific indicated that it'would be able to'make 

refunds to indi.vidual customers on a historical basis using 

recurring exchange charges as a basis of distribution. it would 
be extremely expensive to attempt to make refunds to prior customers 
and in pare1cttlar prior residential customers because of the large 
tI:am.bers involved.. Morec:wer ~ Pacific ind1cates that it would be 

unsuccessful in locating a substantial number of prior customers in 
that it estfmates 50 percent 'of the refunds made to prior castomers 
will be returned for lack of a forwarding; address. 

General indicates that it would have similar problems 
in locating prior eustomers~ but in addition would require 10 to: 
18 months of data processing work to develop' the data necessary 
to' make reftmds on a historical basis. TeS1:l.mOllY in: this 

proceeding also shows that a substantial portion of General's 
costs fnvolved fn mak1ng refunds could be eliminated by not 
mak1ng reftmds to a substantial number of prior customers and 
thereby reduce the 1ltImber of checks t.ba1: have to be isStted: and 
processed when retarned. . ---... - ---~- .. -.. -- ... - .... -~-, .... _--"-,- ...... ...--.- ---:o------~'-.- .. ---.. ----.- ---- ----... -.". -... 
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While we believe tha:t: it is desirable to make refunds 
to all customers on a,' historical basis ~ . it: a:ppears from the evidence' 
in d:ds proceeding it would not: be practicable to make refunds to 
prior residential customers of Pacific and General. In the case 
of General we are also, of the opinion that it would not: be 

practicable ~o make refands to all prior business castc:ers_ 
liowever:. we beli.eve that a cc:mPrcm.ise proposal suggested by the 
staff that General make reftmds to all cu:rreut bus·l%1ess customers 
and prior business customers who were customers on· or after 
Januaxy 1, 1979 with re~ds based on cu:z:'ret1t recu:rr1.ng exchange 
c:harges~ but weighted to' reflect the number of months ofeouttaaous 
service 'each such customer has received during tbe reftmd period,.. 
would be rea.son.a.ble: 

Wh1le we are concerned that it is', not practicable to 
make refunds to' all customers (both earrent:.a;ncJ: prior) based on . . 
exchange bill:tn~ we note that 97 pereent: of the telephone 
customers in California are served d.ther by Pacific or <kneral 
and· will be reeeivU:.g refunds. Only those few customers who moved 
out of· state or intO' those areas of California not ser.red by 

Pacific or General or those customers who no' longer t:ake telephone 
service will not sha%e l.:l. Qe refunds. 

In our adopted refar:.d plans set forth. in Appendix A and 
B, we will -pe::nit Pacific and General to :n.a.ke refunds in 1:Wo

atmUal paymen1:S w:r.~ the maxlmum mitial payment to etc:rent: 
CtlStomers to' be llmi:~ed to$35 .. 00· for both. business and residential 
customers. '!his figUre is seleet:ed in view of' our eoncem that most" 
customers sbculd receive the fUll refund to wb.1ch they' are entitled 

.. as prOCl'?tly as posSible,. and O!l%" •. ~certa1::tty as eo t1le. preeu.e. tl'Cmber 
-":"'-';;'ho ·wouTd:~~!.",.ro_ t::ei:' ftz.ll ~bd :It: Qe $25.00 initial ref=.d 

level diseassed by the seaff netess. We anticipa1:e that for 
approxfmately 75 percent: of the residential customers the' initial 
payment will represe:t: the total refunds due .. 
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The various parties proposed various interest rates 
rang:ing from 'the 7 percent interest rate currently being accrued 
on the overcollectiona. to· as high as 18 percent charged, for re1:a11 
credit transactions. 

We take official notice of Decision No·. 91269 in OII No. ;6~ 

dated January 29 ~ 1980, wherein we ordered: the app1:tcat1on of an. 
interest rate in excess of 7 perc.ent per amrum to balancing accoa:o.t 
accruals. The method of determining an applicable interest rate 
in that decision,. which applies on' funds owed. between utilities 
and rate~ers (dependfng ~ h~ recorded· energy-related ~~e 

matches billing factor revenues), is e~ly suitable under the 
eir~tanees presented herein. According:ly~ we will diree't that 
the interes't rate to be applied to the amounts to be reft.mded shall 

be the Federal Reserve Board CoDmerc:t.al Paper Rate 3-Month Prime, 
published monthly in Federal Reserve Bo.ard Statistical Release G-13, 

with interest compounded monthly. That rate realistically. refle~ts 

money market conditions and stt1kes a. reasonable balance between· the 
interests of ratepayers .and the utilities. 

Prior decisions in these proceedings indicated interest 
on the funds- helel subj eet to refund would be 7 percent per a:m:am •. 

. We do not believe it reasonable to retroactivelymod1fy the applicable 
interest rate on which the utilities and interested parties have 
generally relied. Accordingly. the Camnercia.l P 4tter Rate adopted 
herein will apply only to all sums collected subj ect to· refund' from 
the effective date of the following. order. Both utilities contend 
the staeutory interest rate set forth in the Civil Code (7 percent 
per annum) must be applicable. However, we set interest rates in-
our quasi-legislative capacity in ratemaldng matters and, do .;l.~~ ~.sttf! __ ._ 
judgments for damages as do the courts who are governed by Civil 
Code provisions. 
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Adopted Refund Plan - Pacific' 

We' will authorize Pacific to implement a refund plan 
qaite Sl:m:Oar to its proposed plan shown in Table 6 of Exhibit R-27 ~ 
modified to provide for a two-step re£tmd with a maximI.1m :tD.1tial 
payment to both residential and bus1ness customers of $3S.00. (See 

Appendix A). '!he initial distributiou shall be made within 120 days 

after the effective date of this. decision with the secoucl and final 
payment to be made one year after the initial, distribution. 
Refunds will be in the form of bill1:ig credits. Refunds, to' prior' 
business customers will also be made in full Cby'·cne.ck--wi.th!xi .... _., •. -,~-

~ __ ._ ••• ___ ,;1_ • _______ " _._ 

:"_ '~ --:-iio =da~_.a;te;-:J:ne-:e£f~e~J'ye_ (ta~ __ oi_th:~_ die;."i1OD.~ AlJ::cu-r.ren.t..- -_.- - -
, ."- --CitstomerswllO-dlscout:1mie semce -Will reCeive. &"fiiii!-i:>1101-credit --- ---_ .. -----..+--.... - -.---.-.- ---- .. .,.---- .. ----.... --- .~ + .... --~.+~ "' 
- --- ___ plus_ &.~he~~~~:;:~S;::~;7 ~;~:e~;6;~1::tr:~ ----

refundable by Pac:t::f.e for the period August 1974 through October 29~ 
1979 ~ $203. :lillion will go to" business customers and $l60 o::.llion . 
to- residential customers based on an allocation using total reeu:r:;-i:l.g '-
exchange charges billed to the respective elasses_ The' average , 
refund to a residential customer will be a?proXicately $24.00~ but 
will vary for each customer accord'bg to his er.:z::r::ent month r s 
reearri:ng excbange charge. Reftmds for Pacific will be reqtlired 
for overcollections to- the-effec-tiVe-· aat:e-of-t:K1S-':"oraer :-·Cur.rene-~" -, . ._.- ...... - _._- ..... - -_ ....... _, .""" .- - .... _ ............. --.-

'. 

----c::ustoai"en-are-euStemers,Wb.o, were receiVing ser.71ee-on-the "effective---._ .... _._ ........ ___ . ___ .. _ ........ __ ._ .. , __ .• __ . __ -______ ~_ .. __ ' ~ ___ .,. ~._"T_" _..... _'" _ .... _. __ 
oate -of "thU-cree:rs1"ou";- , -----:-------_._"-'-'-' -------~'--. ------'---'-' --'." _ ..... ""' - -'-'-' -- - --- "--

.. .... _. ,,_ ..... _-- ... __ . __ ._ ...... _. _ .. _ ........ ,. 

3i Refwds are est:i.mated to ~ approxl:nately ,$381 million 
- at J.m.uary 31, 1980. ' , 
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Refund Plan - General 
We will require General to follow .a modified reftmd 

plan which was advocated by the sta.£fand which General states 
it cO't2.lo· support in its brief dated December II ~ 1979'. '!he 
modified refcnd plau is eontamed in Appendix :s and is snmmarized 
below: 

, 'I.,. 

1. 'I'b.e total refund for the refund period· January l~. 1973 
-'-totlie effec£!ve '<rate or -eEfs oroer, for Generar~be'fore-acc'rUecr----" .. _.- ~ - .... _- ... ~ __ ... _.L .. *_ -_ .. _------..... _-- - -_ .. - .---- ... -----"".---.- ..... 4'---' ... ---

interest was estimated' to be approXimately $86m11l1on.- . 
Allocation of such amount based on total recw:r1ng exchange, 

charges for the :reftmd period would resalt :tn $41 million to 

the residential class and $45 million to the business class .. 
2. Refunds to the residential class will be !!lace in a way 

. -_ ~.: sim.iiS.r~'.·to ,~eb4.t_£o~':~ac,ifi~~s _r.es.i4ent1:ii. '~tomers, 'a.na._ldii:::'bi:·~ase'd'" -
ot!. current :-eeurring-exel!:.:m:ge ehargeS'" l.i::dted· to' a ::ta:d.::mm payment 
of $35.00 i:l the initial distribution with 'payment to 'be made within 
l20 days after the effective date of this order~ 

3.. For business customers General wi.ll make 

refunds to all corrent business customers and those which ~e 
discontinued ser7ice since January l~ 1979,·' Such refunos·wiIl 

'. . 

be based on re~ exchange c!la:'ges weighted for the number 
of mouths each customer was in conti.nuous service during the 
re£c:o.d period. 

4 .. All refTmds to current customers will be in 
the for.n of bill credits. 

5. All refund.s to prior eustomers wi.ll be by check. 
6. All, refr.mds in excess of $35.00 for current 

, . 

customers wi.ll be paid in tTNo steps, an initial ref'tlnd credit, 
of' $35.00 within 120 days after the effective date of tb.is deeis ion 
.md th~ balance to be credited one year after the initial cistribution. 

7. Current customers are customers who, were' =ecei~~g 
service from General on the effee.t:ive date of. this decision •. 

4/ Re&ds are esejmated to be· approXimately $,111 million at. 
- Ja:tJ.WJ.ry 31, 1980 iucluciing interest to that date .. 
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RA'l'E REDUCTION ISSUE 

General's Position 

General offered two ~1:O.esses~ Mr. John :s. .. Jones~ Jr. 
and Mr. Robert: L. Giff1n~ to testify on the impact' of disallowance 
of intrastate deferred taxes and inves1:ment tax credit and 1:he 

reestablisbment of eligibility ,in 1980.. Mr. Jones of, the legal 
£i%m of Covington & Burl:tng 1:eseifi.ed 1:hat he representee;' General 
in the presentation of a, Ruling' Request to the Internal Revenue 

Service (IRS) based on the "averaged' .Annual Adjustment" (AAA) method 
of determining tax expense for accelerated depreciation and, the 

"Annual Adjustment"(AA) method of determinhlg investment tax credits 

as set forth ixi. Decision No. 87838. W:i.1:O.ess Jones stated that: 

although these proceecings are being. conducted to implement, 

Dec1.sion No. ~7838~ no court bas yet spo~en on whether, the AAA 
method or AA method will deprive the Cal1forn:La. telephone companies 

of accelerated depreciation a:nd/or the investment credit.. He 

further testi£iec!' that as long as General was eollecting rates on 
a normalization basis ~ its eligibility for accelerated depreciation 
and iavestment tax credit was preserved until a decision was 

actually put into effect ordertngre£unds £rom these rates. He believes 
once refunds are made~. there is no way under present law in which 

eligibility for the ~ars affected can be preserved or restored 
if the court: detendnes a.t some future date that Decision NO'. 87838 
is, inconsistent with el:tgibi11ty~ 

Mr .. Jones stated" that once reftm.ds are made for prior 
years ~ eligibility for those years will be irretrievably lost 
if the AAA and AA methods U'e found not to' satisfy tax requirements. 
However ~ it would be possible to protect eligibility for future 
years and still offer ratepayers a refund if it is determined 
that the AAA and AA methods do not cause a loss of eligib:tliey 
1£ General is permitted to collect rates on .a noxmalization 
basis subject to reftmd .. 
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Mr. J'ones also testUied on: the procedures available to 
Gene:al should the IRS challenge General r s tax :returns. ·Mr. .jones 

testified. that at the conclusion of an audit;, the ms fi%st . issues 
a "30-day letter" wllich is the basis for an ineernal appeal.. If 

that appeal does 'not resolve the iSSue;, the IRS 1:heu issues 4 
"90-day letterU asserting a deficiency in tax.. General Telephone 

and Electronics Corporatioll:t Genera.l' s parent, mus'C tben decide 
whether to contes'C the proposed def:l.cieney in the :United States 

, . 
Tax Court or pay the proposed deficienCY:t. claim a refund 7 and sue 
in the United States District Coa:rt or in 'Che Cottrt of Claims. 
Appeals from rlther the Tax Court or the District Cou:rt wo~lC! go to 
the Second C:i.reuit Court of Appeals asstzming suit is filed in 
New York or Com::t.cctictrt ~wb.ereas decisions ~f the Court of Cla.:tms are 

reviewable only by the United States Supreme Court on peti'Cion 

for cer'Ciorari.. The same would be true for any decisioll. of the 

Second C1rc:ui.t.: "Court of Appeals... In the ease of Genera.l,. Mr.;. J'ones 
estimated that it would take a minimum of four years and possibly 

six. or seven years before a final judicial dete:rminationof the tax 
eligl.bility issue could be obu:iJled. 

Mr. Giffin;, Vice President-Controller of General 'Cestified 
as 'Co the estimated tax liability and accrued interest tha'C will 
result if deferred taxes and investment tax el1~ib:r.l:r.ty are. dis
allowed £:rom 1970 through. ~984 and the ,:reduced dollar loss if , 
eligibility for these tax benefits can be res'Core<f commencing in 1980 .. 
Exhibit &-22 shows tha.'C the estimated tax loss for General, should 
eligibility be lost through 1984, would be over $1 billionwb.c:reas 
the potential tax liability inelucIing interest can be redaeecI. to, 
$513 million if General is able to res'Core el1g1bility for }J) and 
nc in 1980.· 

Mr.. Giffin 'Cest:tfied that should General lose eligibility· 
far AD and' rIC through 1984:t' 'Che c:om.pany will be placed :tn. . .a 
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financially untenable position aud doubted tbeability of the 
company to obtain $1 billion. in additional financing. to pay the 
back taxes and interest. He strongly urged tbattbe Commission 

hold the rate redactions ordered in Decision No. &783& in abeyance 

peuding resolution of the tax issue and further that the Commission 

should do ev~ within its power to reestablish elig1b!11~ 
at the earliest possible date. 

------ceneraJ::...st:a:tes-aeverarrea:son:s-why-ehe-C'oIDad:Snon-shoulct--=-· ---------- ..... --------~"---.--.------... ---,----
-- . notil.1:ow !ts £a.X"l"!il):cr:(tY-to.-rem.·!n-1n~bo-£oranother-£ow:'"""1::o--
_=~.~~~~ ... ___ ~ are--the (fe'f~c1~-&SS!!~fi1rlev1:;:ect:::i:-:i:b=Y:':'-,:b::i:e:====:'" =-- US. aga.ins_t~~~c1f~~ o£.:~9 ;000;000 -wh!ch-'was-att~buted-eo-the-=:--

alleged ineligibility of Pacific because of the r.a.tesetting formulas 
used in Decision No. 87838, the IRS letter adv:i.sing General ,that 

simila.r treatment will be accorded General's tax return" and 
finally the impact of an additional $500 million of potent:La.l back 
taxes by 1984 in addition to the $500 million of back taxes and 

interest for the period prior to 1980 on General's financial 
position and. i.ts ability to provid.e service to its customers. 
General further argues that should the CQmmi.ssioc. fail tc> take any 

action to preserve eligibility and. gamble that its ratesetting 
formUlas preserve eligibility ~ General and its ratepayers will be 

the losers if the Commission loses that gamble. 
Pacific's Position 

Pac:tf1c in thi.s proceeding as well as in Application 
No. S822~ requested. that Pacific be pexmitted. to collect,,, subject 

to, refund> rates that are indisputably consistent with. eligibil:i.ty 
for AD and.rDCand that are explicitly designed to reestabliSh 

Pacific's eligibility !f Decision No. &7838:. is later found to. be 
inconsistent with. eligibility. 

In support of its position Pacific argues that: 
1. 'Ib.e Commission in Dec~siO'Q. No. 87838 recogtdzedtbat 

federal tax benefits were an important source of financing for 
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Pac1fic~ that loss of eligibility would create stagger:ing problems~ 
and that eligibility should be. preserved. 

2.. S:£.nee Decision No. 87838 has been put into effect and 

refunds for 'Che period August 1974 through October 1979 will be 
made, pacific's eligibility for tax benefits under Deeis:ton No.. 87838-
will be fally tested. '.the IRS has served a deficiency letter' on 

Pacific and over a billion dol.la.rs pf potential back tax 11abil:tty 
for 1974-1979 are now at risk. 

S. 'Ib.is enormoas risk~ coupled with present market conditions 
and the growiDg. demand for telephone service in California, b.as put 

Pacific in a precarious financial condition.. Its present "Aft bond 
ratings probably cannot be maintained absent. sUbstantial rate relief 
and Pacific r s ability' to finance its needed const:uc:tion is nOW' :r.n 
doubt. 

4. In view of Pacific's precarious. financial Situation,. it is 
not wise to risk eligibility over an even loager period nor add to

the already enormous potential back tax liability .. 
5. '.the telephone rates that wen'!: into effect on October 30,. 

1979 were based on normalization and ratable flow-through, and 
probably reestablish Pacific's eligibility for the tax benefits. 
7hese rates therefore constitute a first step in limiting,Pacific's 
potential back 1:aX liability to the sum acctlmnlated for the period 
August 1974 to October 1979. 

6. EligibUity can be made more certain if the Commission 
explicitly states that the AAA and AA methods will be applied to 
present rates and refuncls ordered~ only if and when litigation. with 
the IRS. establishes that these methods will preserve eligibUity 
for ~ benefits. 

7. A proper refund proviSion should permit Pacific's 
financial statements to show the deferred' tax liability that accraes 
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ill cotmectiou. wit:h normalization after October 30, 1979 as .a ' 
deferral, witi:toat: the. ClCC::t:al of inte:est due Qe 'C'nl':t:ed S'Cates 

on the taxes. 'Ibis eb.ange in t:he £inanc1.a.l 'statements will 

significantly help the key "times int:erest coverage" indicator 
.and thas improve the prospects of attracting iuves'C:nent. 

8. Ca.:e t:aken by the Commissiou to minimi ze further risk of 
injury from a loss of tax. eUgibilit:y wi.ll be seen by prospective 

investors as an important and positive sign. 
In support of its position Pacific f s financial witness 

Mr. .loses, T:reasm'er, testified on Pacific r s 'bleak f:tDalleial 
pict'IXJ:e if the AliA .and AA for:tlUl.as were put: into effect ouan 

." ....-..-- ... -
ongoing basis. and eligibility were lost. Mr • .Joses _test,ifi~-aS:~o 

. ~:- ~:-Paei:fic' s 'groWing. capit:.a.l,_b~~ge_~_~~~!_?~~l:?~e.;s_ M~f .• f\md#i$t such 
, .. _l~e~, b~dgets .. an~ ,~bat_.the~ ?Ote;ltial. loss _~f, tax benefi_t:s-,would_,AAv~ __ . 

on such financing. requiremeut:s. 
Mr.' J'oses further testified tl:l.at: Pacific has hired 

special tax c~unsel to help Pacific secure a favorable ru.llng on 
its deficiency' litigat:iou with the IRS.. Counsel: for Pacific suted 
for t:he record: t:bat Pacific will be directing eb.e litigation with 

the IRS on the deficiency notice with full 'C¢USeUt of Amer~can 

'!elephone and Telegraph. Company (Pa&T): '!his statemellt: is somewhat 

contradictory of General's,wi~ss Jones' testtmony that: the tax

paying parent wou.ld be expected. to- litigate tile matter. Pacific's 

counsel stated that it knows it bas the authority to direct tbe 
litigatiotl_ Mr.. .Joses fc:r1:her testified that if ra't:es are eontin~d 
to be set: ou a. full nor:na.l.izatiou basis atl<i a favorable eligibility 
verdict is obtained., ?acific woul.d refu:c.d the di£ference- between 

.. , 

. the AAA and AA. rates ove: full nor::oa.lization rate~ on a lump SUllt, 

basis if the cQ1llpany has the financial v:i:ability to do so-. 
St:.a.ff Position 

'I1le staff takes the posi'Cio:n tbatPacific and General 
have not: ju.st:ified t:heiJ: proposal to cont:i:l.oerates oua full 
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normalization. basis subjeet to reft::Qd a:c.d therefore reductions 

should be ordered consistent with the mandate of the california 
Supreme Court in City of, Los Angeles v Public 'Utilities Ccamliss10n 

(1975) 15C 3d 680 and the order of, the Cca:md.ssion in Decision 
No. 87838. 

'!be staff contends tbat Decision No. 87838 is final as 
General and Pacific unsuccessfully sought rehearing before t~s 

. Commissionand'-fUCl1ciil-rmwbifore-the car!fomia- S#reme-c:ourt"'---;) - .... j. --... - ' .. _.. _. -_ .. _--- .-...--.-~--. ..-.-....----. 
and federal courts:p lncluding the United States Supre-me Court 00. 

several occasious. 
In their various appeals General and: Pacific urged a' 

stay of the operation of Decision No. 87838, until the various tax 

questi9us associated witn the proeeedingswere finally settled 
before the lES. The staff points out that the Commission took the 

position in these matters that these latter tax questions are a 

matter between General and Pacific and the IRS, and tha:t they do 
not involve this eomm.ssion' s- rat:ema.ki:.:lg. authority. '!he staff 
further argues tha:!: Chis i:1portant distinction was t:ade clear in 
Citv of Los Angeles v Public Utilities Commission,. SU'pra', 

which led to Decision No. 87838,. hopefully the final :esolutiou of 
tbe- ma;tt:er. 

The sta££ argues that Pacific's and General's witnesses 
have testified that in order to retain eligibility to take Il'C:p. 

the Commission r s order continuing rates 0t1. the CPtiOtl 2 method' 
provided in Interr:.a.l Revenue Code Section 46(;E) tIlUSt be a final .. 

.. ~-h-dte "---ti~HOWeVer -:"aie stafr.a:neges7aetfic''-S''witness-o£fered--. 

......... 

_ .... _ ... __ e;z:m.;[:c..a. .• _ . _ _ ,. __ " '.' .. _ .. _. , __ " ' ,_. ,., ,_ ., 
- -'--anal;~is on w1iat wOUl-d c::cnst!'tiiee-sueh-a -H'f1nardet:erminat:ioa:'-'~----. ______ ,no._ y,:s". _._ ._ •• ____ .,.-••. __ .• '- .• _ .. ____ .. ,_ ._ .•• ____ ,. __ '_0 w. 

,. _ .. witb.iU·tp.e_.1;U~;ng_o~~e_s~~~e,.~·~e~~~~~~~~~~.:~~king 
in any substantive rationale for the opir-;on that au order continuing 

rates subject to- refund was a fiI:al <ie'Cer.nination. 
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lhe 'staff argues. that Pacific: and General cannot say 
with assurance gr based on authority that: el:tgibility would be 

preserved during the suc:c:eedixtg ye.a:r:s in which they would, have ra1:es 

set on normalization subject to refund 7 nor can th~ say tbattbe 
Bell Normalization method will preserve eligibility at all. In 

weighing Pacific's and General's. request the staff contends the 

Commission must consider the following, cO'sts and effects, of an 
order to cocttaae rates based on normalization: 

1. The order is sought pending eventual resolution of the 
tax deficiency assessed for four months of 1974 which could take 

six or seven yeus for' a final resolution during which rates would 

be collected on a Bell Normalization basis. 
2. 'l'he amounts of tax deferrals and lIC accrued during this 

period would be substantial amounting. to approximately $522.2 million 

at a 9.73 percent rate of return for Pacific: through. 1984 and 
$192 million for General. 

S. In view of the substantial reftmds involved> Pacific: and 
General will make no assurance to the Commissiontbat they will be 

fitlanc1allyable or willing to make any refunds, in the future. 
-:--rU?ther-GeiieraI -ando"Pac:tf:tc-lUght-v"e):y-wel"l,-ask" far-an -acId:f.1:iozra-l--.,.-----_.. -<._~ ___ .~________ _, __ , Sf _ 

_ _ .-~,.--.i!Ve~~-re~<r)~ .. ________ _ 

4.. During the foU%" to seven years in wh:Lcb. rates are collected 
subject to reftmd and an additional five years over which. the 
companies may request refunds be paid> Pacific and General would, 
accrue interest -Ora1:J:e:asct-~rcenC;-Wh1ch-woul:d-represenr-a-heavy _~ .......... _ ... ______ .'" ____ . .,. ____ ··_10 

cost-to-tl2e ratepayers .. - ~-.-~ ..... - ...... -'-
S. The proposed Bell Normalization method of itself caunot 

be said: with certainty to preserve eligibility .. 
the staff concludes that the rationale offered by Pacific 

and General that a normal:i.zation order will preserve eligibility is 
tenuous at best and outweighed' by the economic burdens and uneer~ 

tainties to the ratepayers. '!'here fore ,. the staff recommends that 

1)ro~~,tiv:e _ra~ .. r.ed~tiOl1S _be. ~.E~-E~" __ 

-36-



• A.53537 et al. rr '. .." 

Cities' Position 
'the Cities argue that prospectively rates be set CD. & full 

flow-through basis as it was consistent with eligibility and secondly, 
my resulting loss of el1g1b11i~ would· be essentially ·compelle<l by 

the managerial imprudence and obstinacy of the telel>hone c~ies~ 
going back to- not electing fall flow-tb:roagh as did· most other 
California utilities and/or not seeking legislation that woalcl enable .----them to elect flow-through. '!he Cities . .argue that the :'IRS-iff1l:me~!:l:--__ _ 
the Ccmmission t s full £low-through method: for 'the years 1970-1973 and . 
through Atlgast 16 ~ 1974 by not leVying any defiCiency assesaments but 

made an assessment for the methodology used' after August 1&. 1974 based 
on t:he Commission's nomalization 1Dethodology. The- Cities.ugue that 
Pacific and General willfully refused to take AD between 1954 and 1969~ 
willfully soUght legUlation Ulat could eause loss of eligibili~ ~ 
willfully askea the IRS to declare themselves ineligible for ehe 
benefits of AI>~ and made no effort .to work for a legislative change 
that would l>reserve or restore eligibility. Cities argue that AX6X's 
and General 'tel~bone. and Eleceronic Company's (Gr&E) natiouw:tde 
f1naD.ei.al interest demand inell.gibility and this course has been 
followed consistently ana will contiDue to be followed" .. 

Cities s-pecify the following reasons for rejection of 
Pacific's and General's proposals to collect revenues 'on a Bell 
NC)malizatio'll basis subj ect to' refund: 

1_ Collect:ion subject to re~d pend1ng federal 4p-peal has 

previously.been rejected by the Commission and coarts 0t2; various 

occasions .. 
2.. Pacific' a proposal will not: ensure eligibility .. 

3... Collection of rates subject 1:0 reftmd provides an extreme 
incentive for the coarpan1es to seek ineligibility.. . 

Sboald the Commission pe~it collection of rates subject 
to refund pend~ federal adjudieations~ Cities argue that such 
orders must have the following safeguards for the consumers: 

1.. The Commission mast retain flexibility to reset rates on 
tm.y basis it finds reasonable after a federal tax adj.udication .. 
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2 ... !be Comcrl.ssio:2. must e.nstlre that the c~es will 
absclw:ely :efund all moneys collected subject to'. refund. 

3. ~ £t.mds should carry with 1:b.em a specified interest 
rate or interest formala. 

4. !he atilities and their pa%ellts mast: pledge active 

cooperation in retaining eligibili~ and :estoring fie.a.ncial . 
integrity as a c?ndition of any COUlClissiou oreer. Pa.rents must: 

(a) Provide equity capital to- Pacific and Gene:al 

. " 

on the same basis as t:o all othe: system~rati:lg. 

compatdes .. 
(b) Actively support their California st:b-sidiary 

effores to retain eli~!)ility via litigation4ud 

by providing assistance in sponsoriIlg legislation 

to enable the subsidiary 'Co retain eligibility • 
. Cities recOtrl%I:end,. to insure g.ood faith support by 

the pa:en:ts, rates shoald be reset OIl flow-through 

1£ the parents fail to support the subsidiaries as 
i:1dicated or if ineligibility resu.lts·. 

5. Reduction in rat:es of :::etm:n since the cOt:panies profess 
ti1at such. action 'WOuld be beneficial .. 

'I"ORN'S Position 
TORN ta~s the position that setting rates 00: a full 

normalization basis subjec~ to refund if the Comcission's ~or=alization 
f~s are fo~d not to violate IRS Code provisions would ~ther 

encourage Pacific and General to continue to se-ek ineligibility since '. 
full norzalization-basec rates are sabstsn;ially hig~er than rates 
based on the Commissio~'s methodology. Since Pacific is· but one of 
19 affiliates of K!&1: and Generalis but one of 14 affiliates of G'!&E, 

the national implicat:ions of the t:ax :ruling on t:l:le C~ssion r ~ AAA 
and Ai:;. £or.:lUlas ::ust: not: be ignored. If li'Cigation is handled by 
'Cbe p.azent corporations, 'I'O'RN doubts th.at the corporate interests: .. · 

of the parents would be ~u: aside for the ~terest of the Calif~ia 
sttbsiciiaries. 
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TURN also argues that it would be illegal to set 
telephone rates on a Bell Normalization basis since Ordering 
Paragraph No. 4 of Decision No. 87838 states that the AAA and AA 
tax methodologies . wrahiII be-~~r:recrto-a~fu:t:are-ra:r:~,:a-of 
Pacific and General and also would be contrary to prior Supreme 
Court Cases:JSa.n Francisc'o v PUC (1971) 6C 3d 119-.127 regarding 

normalization "notw:tths.tautl_1;lg:.,th~t federal tax statute" • 
. __ ..... --- ,-- -~':: .. -. __ ~iso argues that the re~~~-t~-:-~i~·;1~-o~d~;--·----· 

, .. 
setting rates on a Bell Normalization. ~.as:ts subject: to final 

ral:tng on the IRS deficiency assessment will not be f:t:a.al 

until a final determination is rendered on the deficiency 

assessment. 'I'herefore:J TtTR.N: believes prospective eligibility' 
.... . _._wO'!-1l~::. d~t~ .,f~Ol!t,-the . time of-·t~e- 'finalrul~ on the.IRS. 

deficiency as~-;~~t ~d' n~t &an:' the . date of a' COz,;;:i:'ssiou 
order setthlg. rates subj ect to seme ~tw:e event. 

'----------_ .. _---... _+. -- -- ....... - .. ,- .... -.~---~. -' .. ... ~ . 
. ----~------. .. .. , .. -............ -..... .. 

Diseussion 
. . -.. ' , 

Pacifie and General argue that changed" circumstances 

since the issuance of Decision No. 8.7838 justify'the- Commission's 

reconsideration of Ordering Paragraph 8 requiring rate. 

reouctions to set fatare rates on the AAA and AA normalization 
methodologies. The chaXlged circumstances are, the Notice of 
Deficiency Pacific received from the IRS on September 27:J- 1979" 
relating to the use of AD and rrc in 1974,au IRS letter indicating 
that it will apply the IRS ru:ling. on General's tax return as to' 

M> and nC:J' and the enor:nous risks that Pacific and General. will 
face 1.£ eligibility t:o use M>. and nc for 1980 and fut1Jre years 

is lost .. 
Although TORN and other parties .airee that Decision 

No. 87838 is fioal:J only 'IUR.N takes the position that the 
Commission is preeluded !~om setttng rates prospectively on a 
full uormalizaCiou basis after ordering in Decision No.. 87838 
that all future rates would be set using the AAA and AA formulas. 

-39-
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lle are not moved by 'I'O'RN':s- argument since. the Commission has often. 

adopted new ratemakthgmethodologies or modified existing rat~g 
methodologies in the past. What is essential is that we consider in 
light of the present record whether it would be in the-public: interes-t . . 
either to pe~it Pacific and General to continue collecting rates on 
a full uo:malization basis or to. place into effect the ratereduetions 

ordered in Decisiou No~ 87838 .. 

lle do· not believe it to be in the best interests. of 

either the utilities or their ratepayers to all~ the ?Otential 

tax liability to continue to increase beyond today t s total •.. 
Pacific and General have both undertaken significant capital 

exp.ans ion programs 1:; order to meet the grow"i:lg·· demand- for modem 
communication services. These plans, of course, .require 1:he· . 
infusion· of large amounts of eapital, which, in today'·sT.Darke1:, 

are increasingly cos1:1y. 
While we are convinced that our ratemakillg· methods. not 

only comply with the mandates of the' california Supreme:Court but 

also the eligibility conditions of the Internal RevenaeCode,. the' 

financial coa:mn.mity to whom the utilities must go in the pursuit of 
capital is influenced by the growing. amount of potential tax, liability 
which will only be finally settled' on some uncertain date in the 

perhaps. distant ftrture. We note that Pacific's estimated further 

liability for the years 1980-1983, for example, is over. $1 ... 6 billion 
includi:o.g interest, and for General $365 million befo·re interest for· 
the period 1980-1984. 'rhus, in: order to 'keep' the cos.t. for additional 

capital as low as p<)ssible" which of course,. inures to' the benefit 
of the utilities" ratepayers as well as shareholders, and. at the 
same time insure that the ratepayers will be made-whole when litigation 

regarding consistency of our AAA and AA methodologies c:omp-ly with the 
eligibility conditions of the Int:ernal Revenue Code 1$ conc1uded~, we 

will set rates prospectively using Bell or full normalizatioumeehods 

subject to refund upon completion of tlle· extensive litigation. 

-40-

..... .,.- '_.,- .-- ----+_ .. 



• A.S3SS7 et 41. rr 

~o do other..rise ~ t:::is j'c:o.e""'-'C:e exposes the ccmpJl.:lies. 

to a !~~r pote~tial ~ liability of nearly $2 billio~, 

from wlti.ch Cal.iforni~ ratepayers, ~~ gai;l. ,no' ,'1Q.van-:aqe,.. a...~~ 
for which the companies will e~ ~e ratepayers are liable. 

:his amounts to neecUess risk. A failure to recog:Uze the 

unce~-a~-ties'of litigation coul~ lead to unnecessarily harsh 

cons~e::lces. T~e cu..-:ellt situation can :oe likened to a 
variation on Rc.ssia::. Roulette: a trigge:: is being puJ.led, a:ld 

t::o.e COm::n.iSSiOll c.a.:not say for sure whether there are any 
:bullets i::. the cylinder,.. or in .N'h4 t . eh"mber a. bullet may 

lie. What the Co~ssio:c. can eo is a:v-oie 4S much d!m.at;e 

as poss~le if ~e gun sbould go off. T:e way to ~o t::s 

is to shield from ~ge ~ the fo~ of o~~eeessa--y federal 

tax liability as ::ro.ch.. as it is practicable to- sllield. -::='e 
CoI:lI:dssiO:l the:efore coI::::lits itse1: to ::lot apply the AA.!Ind AAA.. 

metiloes 0::' a prospee--..i ve J:ja'sisu::.til eli9'~il±ty u:::.certai:::""'-i.es 
are resolvee.,.. a:: . ..th..i,Q.ti::te. ·refw:ds with. ace:mulated ~terest 

at the !o~a a::ived at ~ OIX S&~ ~=e~tiy exceed~ 
13\ "Perc:ent~ will be ordered in the method 41)1>lied' on an 

'. 

~oi:c.~ basis p subject:,. however,.. to thefollCMi.:::ut ooservat:ions. 

Adcpt:1ou of the M and AM metllo<Is was ordered pursuant: 

to c.ecisio::.s of ~ec.al': f.or""'..ia Supre:le Coo.r:l' Cit:v of S~ F:a::.cisco 

v. PUC; 6 C3d 119 (l9il). CitT of Los Acgeles v. POC (!), 7 C~ 

331 (1972), Ci-:y 0: :.os A::.c:eles v. pte (:Z), 15 C3cl; 684 (1975) .. 

~~e c:o~ ~e1e 1: Citv 0: Sa~ Franciseo -~~t co=:ission Deeis~on 
~o. 77984 was ~valie because of the :~lure 0: t:~e Cocoission 

-N'aS :ou:.c. ':0 ~ "'~-s:c. to the :atepaye::.. Among -:he aJ.te=atives 
~~at ~e Co~-t oreeree. tbe Commission eo consider 4t: ~t ti=e, 

a::.e i:. City of :.os A::.<;eles v'. ?1JC (II), ·~:e a?plication. 0: 
ee .. i=p~ee !low":"t::'-o.ugJ:." m.e':!:.od adoptes :.::. 1968 i::. Coll:Ilission 

Oeeisio:l ~o. i4917,.. a::.6.' the M .a::.d MA :nethods ordered in Decision 
No .. 87338. 

t:!:.ose Supreme Cott:t eee:"s:"o:c.s, ,it' is i::r?o::::""'..a::t to exa:ni::.e 

o~ ae-~o--s - a:e t=ose 0: ?~ei:ie a:d Ge:e=al - ~ lig~t· of 

'the la.=.qua~e of ~e cot::":. -----
-40.,,-
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~hrouqhout the period since adoption of Internal 
Revenue COde Sections 46 (f) a::.d 1&7. (1), the Commission has . ". . '. ( . " 

attempted to presel:Ve Pacific's and General's eligibility for 
accelerated ~epreciation and the ~vest:entt~ credit. Decisions 

77984, 78SS1, 83162, 8783S. In the first three of tho~ 
Oecis:ions,. the Commission granted. full· nor:n.alization.. In· .. the 

case of each of those decisions, as :lote<! above, the ca.li::oci.a 
Supreme cou..-t 4Il!lulled the Commission's treatment of i:l.ccme 
tax. expe:o..se. In Decision No.. 878:lS:, we adopted. the AA and.;..;..A 
method suggested by the Court i:l City of Los Angeles (!I). 

It is ~portant to obse--ve - and for the companies 

to recogni:e - that the Co~ssionrs: apprecia.tion of the 
.i:nporta:lce of elig~ili t":{ is ba.sed upon pra.C'ticali ty and 

:lot upon ~e due process clause. In City of San F::-a.:o.cisco, 
the Co~-t explicitly held that loss of eligibility and 
:eqc.i=ee flow-through. of tax bene:'::' ts i .. e.. impu.ted" flow- . 

th:ough 'WOule not be "a c.enial of dee ?roees.s" beeause o! 

"?acific's conduct" whic1:l. was ch..aracteri:ed as "imprudent ... 

In today granting no~li%ation rates. subject to
:ef'l::lc., t!:e Comoissio::. recog:U.%e5 the flexibility it retains 
U.:lder the !lold;:' -gs 0:: the Califo:::::ua S\:.?reme' Court.. ':!le 
outcome 0:: litigatio:l ea:. never be ce=tu:c. u:ltil a final 

:uli:lg taXes effec:. If, as t=.e Co::cission expects, AA anc. 
~ are ev~tually !lelc. consistent with elig~ility,. then 
~e ci~fe:~ce ~~~ee~ ~e :o~i=ation =ates gr~ted today 

ane. t!le rates as t!:.ey woule. be =e.er AA lCa AAA will be 

:e~u:cee .~~ ac~a~ee i:c.terest, ane ~e rates the~ce-

foware will be ut by the AA and AM methods. 
SOme par-..ies have expressee. t!le :ea= that oer 

order today proviees an ~ce::.tive for ?aci:ic ~d General 

to unc.e=.:i.:.e the case :0: eligibility i:l the !lope of tb.en 

gai~S =~~ :.o::::nal.i:ation 0::1." a j?er.:ta:lent ~asis. We believe 
-:-.... .;s fear 

~;~hich a=e already at risk. Sensitive to t:is le~it~te 

fea:,. ~owever; the Cocmissio::l. ~oeay a:fi--=s ~t loss of 

eligibility =e.er AA a:e. ~ aoes :ot necessarily ~ply." 

per:na:.e:.t ac.option of f':ll conventional ::.o::tali%a tio::.. 

.. 
\ 
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. 
If e~iqibilltY is . lost. lmd.er tlle AA and AAA. :nethods 

several .:curses- 'rema in open to the COmmission' otbei' "than ad~p1:iOtl 

of conventional no:t:tlalization. First, it is likely that. the 

commissio~would ~tiate the consiee:ation of ~dditional 

alte-""llatives to full no::::naliza.tion which would avoid ~e 

extreme posit;ons - ~ull no~i%ation ana i=puted fl~~ 
tb:ouqh- which the Supreme COurt held harsh. to ratepayers 

and utilities, respeeeively- 'the orders ,o:;=.the <:ali!ornia 

SupreQe Court did. not limit the Commission to' consideration 
of one alte--native. The Commissio:c.,. natu:ally, c'oes~".:o.ot> 

welcome 'the prospect of ae.Qj.ti.o::.al. yea:s of <!ispute such 

as has a.ttended li-eigation, of issues raised by Decision No. 

87838. ~e eompa:ies can ~elp. avoid sue~ a prospect tll=oaqh 

a.,:,c,e.tl.t ef':orts to retAin eliqiJ:>ility under Decision ~o. 87838·. 

:he Commissio:c. is most concerned· by ehe past actions 

of ?acifie which serve nOt to prese:ve the elig~ility whieh 

it clai::ls is so vital to its :i:la.:lcial health,. but wb.ieh:i1ll1de:onine 
that eliq~ility. In public sta::.e:nents and press releases,. and 

in appea:a.:o.ces in legislative fort:::l.S, representatives::of 

Pacific and its pa:ent have "el~ed ~t ~e no~li=ation 
:ules of Decisio~ Yo. S7S3S d~ed Pacific its eligibility. 

They have of~en relied ~?On IRS private letter rul~gs and 
deficiency notices,. which are not: binding U'pOtl .. court:s of 
law,. to suppo::t t:.eir cl~.. A.t eve..""Y opportunity Pacific 
and. its pa:ent l:ave opposec. leqislatio::. which would have 
i:su:ed an end to ce eliqi:ility isst:e a:d would. be 

consistent W'i~ t::.e law o! cali:o=ia. .A:le in seeki:lg a:l 

IRS ruling on eligibili:ty und.er' the AA a:ld' MA. no:::aali::atio:c. 

::.et:::.ods,. ?aci!'ic took ee pesi tion that t:::.e COmx::U.SSiOll' s 
ord.ers had :n.acie it i::.eliq~le. 't:'ey took '!-O,S s position' 

ciespite briefs !ilee ~ the Co=mission proeeee:.:S's by 
i:l.te: alia.,.'·-:l':.e Sec=eta....-y o! Defe::.se-, suppor-...i::.q the 

" 

AA a:c.e ~. :net!::.ocis,.. and despi'tC! independenl: laW' review- eomm.ent:a.ries 

STlpport~ .... q eliq~ili ty Clde: AA cd. ..i\.i\A. 

The co:::tp.an.ies sb.ould be awa:e ~'-:.at the CotrC:l.i.ssion 

could at any ti::l.e oree: ettr=ent =ate-setti=.q =ee: AA a.::.d· ;..:;v.., 

even before a f::.:al :ul~q on ~e elig~ility ques~on_ Sue~ 

ac~on coule be ~~ if~tlle Commissio::. :ound. that the eomp~es 

'. " 

,. , 
' .. 

I ' .. 
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In judg1%1g. whether the good faith effort is ~derta.k.en,. 

the Commission. will look· to the following: '!he willingness of ~he 
eompanies and' 'special caa:i:tsel to report to- the "Commissiao: on the 
progxess of litigation; 1:he nllingness of the companies. to- su-ppor1: 
che Co=mission as fall partner and intervenor in the litigation; 

, 

and the degree to which actions of special counsel an~ oversight 

of special counsel are undertaken iudependent ·of those' elements 

of Pacifie which continue to claim tbateligibility is lose un.der 

Decision No. 87838. 
Although certain parties have advoe.ated the U3e of f1ow

through since the IRS did not levy a deficiency assessment for 
1:b.e years 1910-1973 and .Ja::lua.ry l~' 1974 through August~16~ 1974,. 
when rates were set en the basis of flOW'-through,. we are not 
convi.need tbat flow-through is a viable alternative for Pacific: and 
General. We vieo;.r the IRS failure to assess a deficiency for· ~e 
periods when rates were based or:. flow-tbrough .as entirely ineonsistent 
with the defieiency assessment beg.inning August 16-~ 1974. However,' 
the failure to assess a deficiency until August 16·, 1974 merely 

strongly coufims our opinion that our more couse:vative AAA and AA 

adjustments must c~ly with.the Internal Revenue Code. 
Finding:> of Fact on R.a1:e Reel-action Issue 

1. Pacific has been se:ved a Deficiency Letter by the 
IRS for 1974 in the amount· of approxlmately $89 million due to· 
the methodS of. norma.liza1:ion adopted in Decision No. 81838; 

Z. General has been advised by the IRS that similar 
treatment W"ill be accorded General's tax rettxms. 

3. Pacific and General have stated on the record that 

they will vigorously challenge the IRS determinations. 
4.. It is estimated that it may take from faur to seven 

years before there is final judicia.l res.olution .as 1:<> whether 
the AM and AA methods u.sed in Decision No.. 87838 are ac:c:ept:aole 

nor.malizatioa methods. 
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s. Pacific and General are confronted: with' subs'tantial ., 
potential' back tax liabilities of approximately $1 billion 

3Xld $390 mil1io~respeetively,for 1979 andprlor years. and· 
$1.250 billion and $378 m111ion~respectively~£0~ 1980-83. 

6. Pacific and General estimate .a--egp."t.gUiiii~g,:.~~';;f."':'_-:· __ 
customers in the 1980' s. Pacific est:i:::lates construction 
budgets for 1980 of $2.4 billion~ -for 1981 of $2.7' billion, and 

for 1982 of $3-.0 billion. General "s construction budget 
est1mates for 1980, 1981,and 1983 are $6·10 million, $675 million,t 

and $748 million, respectively. 
7 • Pacific and General estimate that their external 

financing :eq:uirements. will be .eorrespondingly large· i:l. the 1980's. 
Pacific estimates $1.2 billion 'of exte=nal financing. :in 1980 
and General est~t~s that its financing w11l, average ~ore th3n 
$300 million per year for the period 1980-84.. : . 

8. Both Pacific and General hav,e single A. debt ratings 
and express concer.:l. about maintaining their, ratings. 

9. The ~te:rnal-Reven~ C~e-or reguiat:ions~~e a subsequen1:" 

dete~ination consistent ~th the eligibtlity conditi~us in . 
Section 46(£) be put into· effect to reestablish .e-ligib!li~. . ... , 
-.- _.1.0': -rrrlder ·'Ctzrienceconoml.C· cOnditions, It('u reasOnable 
to- ~laee a. cap, on Pac:1f:r.c aud.General· $' potential, tax liability 

by providing that henceforward· rates· will be set, on full 
uormalization subject to refunds· pending the outcome of litigation 
with the IRS eonee~ing~ the' AM. and M methods ~ 

11. - The IRS failure to- assess a deficiency for the years 
, 

1970-1973 and Jantta%'Y l~ 1974 to-August 16, 1974 con£1ms- that the 
Commission ts more conservat:1ve rate.ma.king. :nethod$' coarply with 

the IRS Co<le. . 

.. 
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1. If lump sum refund is ordered~ Pacific and General will 
be confronted with severe cash flow problems considering the 
magc.i~e of external fiI:l.a.ncing both companies. must seek in 1980 
and future years to finance their _l!.~eG~StrW:-t1ca.-~~~ams',-.----

2. !he five-year extended refund period sought by Pacific 
and General is too long and. imposes an unfa.uburden on the 
ratepayers. 

3. A two-step refund will substantially alleviate the cash. 

flow problems of Pacific and General-=~1:..YiJl:r_es~~t_:tit 
---..;;::.--

reasonably expeditious re~ds to the ratepayers. 

4. Section 453.5· of the' Public Utilities Code sets forth 
the-legal requirements any refunds ordered by this' Commission must 
satisfy. 

5. Allocation of the refund between the residential and 
business classes in. proportion to the total recurring exchange 
billing for the two classes for the refund period represents an 
equitable pro rata basis .. 

6: Ref=.ds to prior residential customers of Pacific, and 

General will be extremely costly,. time-eonsumi,ng.and· unsuccessful 
becal.lSe the current addresses of such prior customers are frequently 
not available. 

7 • Re~ds to prior basiness customers of Paci£ic are 
practicable because the number of business customers is substant1ally 
less than the number. __ of residential customers., 

8.. Reftmds to all prior business customers of General are not 
. practicable because it would take 10 to 18. mouths ~£!UEstBT£t!!.~--,,-_,_-_ -_-. ~-. 
. cost to- acccmpI:G11""~d&t&proce8s!lig,-wOrk-arone-tc>-deveT01>-tlie 

=;~~;~~~U~.=_-=.-··-·- .-.-.. --~- ----, "----- .. -.- .. -.-- - --.~-.----
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9. General :e&n .. m8xce 'r~f\lnds to, business customers -. . . - -" --. . .=:.=======---
__ ~~~~~_~J:_~S-OD-_,_-~r-_--af-,· t~ .JantUl:t:Y_l~ ~~Z:9 an(()4s~ ______ _ 

otber records 1:0 determine the number of months of continuous . 

service each business customer bad during. the refund' period. 

10. General and Pacific provide telephone service to 97 percent 
of the telephone customers in California. 

11. Most prior customers of -General and Pacific: are current 
customers of Pacific: and. General. 

12.. If refunds for residential customers are restricted' to 
current customers, only those prior customers who are currently in 
non-Pacific or General service areas> customers who:, ,.~ve moved_ ~ut·., 
of state, or customers who have become deceased or are no longer t:ald.:ng 

any telephone service will not share in the residential refunds .. 
13. It is not practicable to make refund.s to all prior resi

dential custome:s since the 'costs and tUDe involved do not warrant 
such an effort and will be substantially 'IlnSuccessful .. 

14. It is practicable to make refunds to· all current and· prior 
business customers of Pacific as the recorcis are readily available 
to make such. a distribution whereas it wou.ld not be practicable to' 

make refunds to all prior business customers of General as it wow.d 
require the processing of 17,000 reels of tapes t~ extract similar 
ic.£ormation for General's business customers. 

15... It would be reasonable to require General to make refunds 
to all business customers of General who werecustome:s as of 
January 1, 1979 and to make re£unds proportional· to the number of 
months of continuous service. 

16. It is reasonable to- compute re:flm.ds to~ Pacific's business 

customers in proportion. t~ historic recurring excba.nge charges 
billed to each basiness customer during the refu:c.d period " •. whereas 

-
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for General t s business c:uatomers reftmds would be· proportionate 
to current recurring exchange billing weighted to reflect Il'Cmber 
of mouths of coa:tinuoas service. 

17.. It is re&841:1&ble ~·make refunds in the form· of bill 
credits to current customers and· by checks to prior customers to: 
(1) avoid the conaiderable eoat. of 1ssuing and process1ng checks, 
and the handling. of & number of returned cheeks, and· (2) avoid' 

the possibility of cheeks being stolen, m.ispLaced by customers, 
or confused with bill staffer materlal often discarded. 

13. It is reasccable t~ require Pacific and General t~ file 
reports showing the refunds distributed within 90 days after each 
distribae:LOIl date and a final report as to any unrefanded balances 
for further distribution at some future time,," 

19.. Interest on refmlds ean and should be set prospectively 
at the same levels set in Decision NO'. 91269 .. 
Conclusions of Law 

1.. The rebd plans authorized for Pacific and General as 
shown in Appendices A .and :g are reasonable plans that conform eo 
the requirements of Public Utilities Code Section 453-.5. 

2. Pacific and General should be autbor1zed to cont:tnue 
collecting rates based on a full uO%m&lization basis until there is 
legal resolution on whether the M.A and AI.. methods are acceptable 
normalization methods. 

3. Paci£ic t s raees set in Decisions Nos.. 90919' and 91121 
should be based on a full normalization basis, subject to- refund. 

4. General's rates shoald be eseabl:Lshed on the basis set 
forth in Decision No. 87505. less an amount to reflect ful1flow-
1:hrough for 1969 vintage, plaut additions. ancr. as filed· in Advice 
Letter No.. 4471. 

5. In order to expeditiously proceed with the refund: plan 
adopted herein" the following order should be effective the date 
of signature. 
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IT IS ORDERED that: 

1~ Wi'thin one hundred twenty days- after the effective 
date of t~is order, The Pacific Tele-phone o'lnd Telegraph Company 
shall refund the overco.llection in rates for the refund period 
August 1974 to the date of this decision' of approximntely $381 
million, plus ~dditional interest to payment dates?ursuant to the 
refund plan attached hereto.as Appendix A. 

2. Within one htmdred twenty days after the effective date' 
of this order, General Telephone Company of Calitornia shall 
cOtm:lence refunding the overcol lect ion in rates for ehe' refund 
period January- 1,1973 to.'the date of this decision of 8,1>proximat:ely 
$111 million plus .ildditional interest to payment dates pursuant to 

, 

refund plan attached hereto. as Appendix B~ , 
3. The Pacifie Telephone and Telegraph Company and General 

Telephone Com'Pany o.f California sh:lll, intorm each recipient, of a 
refund either by transcittal letter or notation on the ~111 or 
check reflecting the refund that: "This refund is pursuant to. . , 

an order of the California Public Utilities Commission." 
4. Decisions Nos .. 90642, 909'19" and 91121 in Application 

No. 58223 which establish rates, on a full n0rm41ization basis, 
subject: to ref~o, shall be revised as fo.l1ows: 

"The rates established shall be subject to refund 
on further order of the Commission after com~letion 
of litigation with the IRS' concerning the AAA and AA 
:lethods. It is the Cocmission's intent, as eX'?'ressed 
in Decision No. 87838, that eligibility be preserved." 

5.. General Telephone Company of Galiforn'ia· is 
directed to file with this Commission within five days after the 
effective date of this order and in conformity with the provisions 
of General Order No. 96-A, revised tariff schedules with r~'tes, 
charges, and conditions established on the basis set forth in'. 
Decision No. 87505, less an amount;. to reflect full flow-throu~h 
for 1969 vintage plant additions, (See Advice I..e.tter 4471» .aud shall 
be effective upon filing • 
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6. Interest era amounts subject t~ refund shall be 

computed by a'Pplying the ra.te of 7 percent per .mnum t~ the' 
date of this order ~bereafter the rate will be the Federal 

Reserve Board Commercial Paper Rate ~Mouth Prime, published 
monthly fn Federal Reserve Board Statistical Release ~l~; 
both rates will be 4l>plied with monthly com-pound1ng. 

7. Any motion not heretofore ruled on in. these 
l>roceedings is denied. 

'Ihe effective date of this order is the date hereof _ 

Dated" , "EB.1Z 198(, ' at San Francisco., 
California.. ' 



·' A .. 53587 et al... eclrr * 
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. . 

Refund Plan For The Pacific Telepb.one and Telegraph. Company' 
1'0 Disburse Ft:nds. As· Ordered By Deeisio'O. No. 87838~ .. 

1.. Apportionment 

a.. The aetual billing a.mounts for recur.r:ing exchange charges 
for the residential aua bUs1ness.' classes will be cOIllpu:cec! for 
the full refund period. 

boo Using the actual bUl~ amounts from. (a) above, the total 
a~unt of the reftmd which has been fixed will be propor
tiOllately allocated to-the residential and. business. classes 
on the basis of recurring exchange charges. 

2.. Distribution 

aoo The refund a'mOa:c.t: for the resi~et:.tial accounts will be 
distributed to current customers on an e~uita~le pro rata 
basis, USing each custocer's current recurring monthly 
exchange charges as the proportional factor.. Current: 

--_:.~~.omef·J:~S: ~~tl. :3:~~O.!M!f~~~;~b~ ~eri-ei_r~cei~;_~~m.~_e_~n_. __ __ ----=='e_!...=..~t.ve Q.&te.£.. ____ :_u_c:~~ s on.. , _______ _ 

b.. For business customers~. the refund a'Clou:c.t will be distributed 
0'0. the basis of historical billing records to all customers 
cotUlected since tb.e start of the period· for refunc... The 
total billed a~oune for reclJrl:ing exchange charges for the 
custome: 's full ,cocnec-cion period will be used as the 
proport:ional fac:eoroo In tbe case of business customers, 
both current and for=er customers~ll :eceive refunds. 

3.. Manner of Refund 

a. Current: customers - by bill credit. 
boo Current customers wb.o discontinue· se::vi.ce - by final bill 

credit plus check if reftmd balance exceeds final bill. 
c. For:ner cus'Cocers - by' cl:eek_ 

4. Timing 

aoo Refu:c.ds will be made in two steps. Initial distribution 
will provide for full :'er.md but 0.0 more than $35, within 
120 days of the effective date of this orde:r,. to all 
Cur.::'etl.t business and resioentia.l customers.. Balance due 
will be refunded one year from the date of· init:ial:· 
ciist:::ibutionoo 

- .. --.~, .. -. ---_. 
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b. Refunds. to business eustOC1ers who- are not cur.r
d 

ent ~'tomfers~ 
and to residential customers who discontinue serv~ce a ter 
the effective d.a.te of this decis ion and who ue not· current 
customers w5all rece:Lve full refunds witb.i:a. ,120 days of the 
effective~date of this order.. . . 

• ' - _. __ • _ ••• ,#_r.~ , 

·-~RefiiilcPertoa 

Refaxtdswill be for the period from August 17 ~ 1974 when ' 
rates under Decision No. 83162 went into effect through 
the effective elate of this decisioc. plus applicable interest 
to refund date. 

6,. I:a.terest Rates 

Interest on 1mrefunded bala::c.ce will be continued at the rate 
of 7 -percent t>er anaum~-the-e'f£ective date of this decision 
and at the Commercial Paper'Rate -(3 months prime) effective 
after the date of this decision. . 

7.. Reporting Reauirements 
Pa.cifi.c 'telephone will file a report with the Commission within 
90 days of the completion of each distribution.. The report 
wil1eoneam 1:he following :infomation: 
a. The total basic amounts plus interest due customers_ 
b. 'I'be total amount c:edited on bills either initially or 

through adjust:me::z.ts. " '. 

c. The total amount of drafts issued. 
d.. the total amount of drafts reew:tied as \Uldeliverable. 

e. The total a:rn0'allt: of drafts outstanding and an est mate of 
the po~1ou wh.ich will never be presented for payment. 

f. The total count which remains undisbursed' (a.-b-c+d+e (portion»_ 
gO' The a:macnt of exp.ense incurred to implement this Plan and 

the ~eounts charged therewith. 
8. Other ~i:reme:o.t:.s 

a. Pacific Telephoae is no longer required to :aintaln records 
rela.ting to charges authorized by Decisions Nos. 83162 and 
85287 for the period £rom August 17 1974 to Oe'!:ober 29, 
1979 and Decisiot1S Nos .. 90642~ 90919 7 and 91l2l :ates to' 
t:he date of this decision. . . 

b. No attorney's fees for any intervenor sQall be paid· in 
eonueetion with the reft:m.ds. . . :: . 
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Refund Plan For General 'Ie.lephone Cot1lp8.llY of· Califonda 
Xo Disburse Funds As Ordered By Decision No. 87838· 

1. Apportionment 

. - . 

4. 'Ihe actual bUling amounts for re~ur.r1ng exchange charges 
for the residential and business classes will be computed for' 
the full refund period. 

b. Using the actual billing amounts from (a) above, the total 
amount of the refund which has been fixed wi.ll be propor
tionately allocated to the res"iClential and bUsiness classes 
on the basis of recurring exchat18e charges. 

2. Distribution 
a.. The refund amount for the residential accounts will be 

distributed to current customers on an equitable pro- rata 
basis, using each. customer's Cttrretl.1: recw:ring monthly 
exchange cbarges as the proportional factor. Ctc:rent 
customers mean customers who were receiving service on 

.------:t1ie eff""eet!Ve<Iate ort1i:Cs-oec!S:Len .. --_-:....-. __ ._- --.. -----.. --- ------------
b. For bUSiness customers, the refund will be made to current 

custO'\lleX'S and to prior business customers who have dis
connected service since January 1, 1979' on the basis of 
their cu:rrent monthly recUJ:'ring exchange billing*', but 
with. the refu:o.d amounts received by each customer weighted 
to reflect the number of months that the customer has been 
in continuous service du:ring the refund period. 

3·. Manner of Refund 
a. Current customers - by bill credit~ 
b.. Current customers who discontinue service - by final bill 

o=edit, plus check if refund balance exceeds final. bill ... 
c. Former customers - by check. 

* .. F.or prior -DUsiness customers whO.' have 'di.sconnected- ~c~-slnce 
J'cu;J.~·.1~- 1'979' on the~ basis' of their !.asr·mo'O.~y'recur.dng 

.' . excb.a1:lge b:Ulitlg. . 

---'-'-- -~--.--.- ... -.. "'--" ... --- .-.-. , .. -- --_. __ .... __ ._------- --_._ ••....... __ -._-----_ .. _ .... --.----...... . 
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&. Refunds will be :ade in t;wo stel's.. Initial dis'tributiou 
willl'rovide for full refund but no more than$3S within 
120 days after the effective date of this order to all 

'earrent business and residential customers. Balance due 
will be refunded one year from the date of initial 
distribu1:1on. 

b.. Refands 1:0 residential' c:ttStomers whO. discontinued service 
after the effective date of this decision and: who are 
not em-rent CtlStomers will receive full reftmds within 120 
days of the effective date of this order.. . . " 
'Dasiness customers who discontinued service on or after 
:Jaarr:.ary l~ 1979 will receive fall refunds within 120 days· 
after the effective date of this order. 

S. Refund Period - Refunds will be for the pe:.:iexf Ja.nu.ary 1973 
to the effective date of this decision. Al1:hough the refund 
-period commences with December 1971, the Commission in ' 
Decision No. 87838- recognized certain credits and- rate 
reductions made by General as a result of the annulm.ent' of 
Decision No. 7885l of Pacific. 

6. Interest Rates, 

Interest on the ~efim.ded balance will be continued to accrue 
at the rate of 7 'Percent per .mmum to .the effective date of 1:his 
decision and at the 3~ont:h.: Pri.me Commercial Paper bte as of the 
effective date of 1:b.is deeisicm. 

7. ReportiDg Requirements 

General will file a. report with the Comrnis.sioa. within· 90 days of 
the c:~let:ton of each distribtrtion. 'the report will c01lea1n • ~ 
1:he following infomat:ion: 
&. !he total basic amounts plus intereS1: due CttStcmers., .. 
b. '!he total amount credited' on bills ei1:her initially or 

t:broagh adjustments. 
c. The total amount of drafts issued. 
d. '!he total .a:mau:o.t of drafts returned as undeliverable .. 
e. !be total amount of drafts oatstanding and an' estimate 

of the portion which will never, be: presented for pa,ment* 

. •• _ ., __ ~._ .. ______ '" ___ ,T __ "'_' .'_,.. _.~ __ ~ .... __ ~· ____ .'T" __ , _____ .. -"_-_ • ___ ' 
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f. The total amount which remains undisbursed 
(a-b-c+d+e (portion)). 

• 

g. The amount of expense 1nc::arrec1 to implement this . Plan 
and the accounts charged therewith. 

8. Other Requirements 

a. General is no lOnger required to· maintain records relating 
to charges authorized by Decisions Nos. 79367. 8:>779'. and 
87505 for the period from .January 1979 to· the effective 
date of this. decision.' Records for Decision No. S,7505-
will have to be maintained from the effective date of this 
decision. 

b. No- attorney t s fees for any intervenor shall be paid- .in 
coanection with the refunds or rate reductions • 

.' 

.... , ~ .. 
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