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OPINTON AND ORDER IMPLEMENTING REFUNDS
ORDERED BY DECISION NO. 87838

g e —

On August 20, 1979 The Pacific Telephone and
Telegraph Company (Pacific) filed its Motion for Order
Approving Refumd Plan and Rate Reductions, which was
subsequently amended on October 15, 1979. General Telephone
Company of California (Gemeral) 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 motiom pursuant to Section 1708 of the
Public Utilities Code requesting the Commission to reopen
Decision No. 87838 to modify Ordering Paragraphs Nos. 7 and &
to permit Genmeral to collect prospectively, subject to refund,
rates at levels authorized in Decision No. 87505 (i.e., on a
test year period normalizatiom basis for accelerated
depreciation (AD) and investment tax eredit (TIC) less

an amount to reflect full flow-through for 1969 vintage plant
additions.

Respounses to Pacific's Motion for Approving. Ref:.md

Plan and Rate Reductions were f£iled by the Cities of
San Francisco, Los Angeles, and San Da’.ego (Cities), Toward
Utility Rate Normalizatiom (TURN), Independent Taxpayers Uniom
of California, and California Retailers Association (CrRA).
Reply to such responses was filed by Pacific on September 6, 1979.

TURN also filed on October 18, 1979 a Petition for Modification
of Decision No. 87838 and Immediate Implementations of Refumds
and Rate Reductions at 14 percent interest.
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" 'Pacific om October 5, 1979 filed its Supplemental
Memorandum of Points and Anthbrities in support of its . ,
Application for Rehearing, Modification and Stay‘of‘Dedision No. 90642
in Application No. 58223 requesting modification of the decision to
perxit Pacific to collect, sﬁbject_to refund, rates designed;td
re-establish Pacific's eligibility for AD and ITC. B

On October 10, 1979 the Commission in Decisioﬁ_No, 90919
stated: - '

"In view of the substantial differences among the
positions of the parties as to the appropriate
procedure for refimds and rate reductions pursuant
to Decision No. 87838, the Commission believes
brief further consideration of these issues to
be in order. TFor this purpose we will set a
prehezring conference and oral argument fox
October 22, 1979, before Administrative Law Judge
Tomita, The parties should be prepared to address
both the proper disposition of the refund and rate
reduction proposals centained in Pacific’s Motiom,
and whethexr fuzther hearings are necessary. If
the hearings are necessary, the parties should be
prepared to proceed immediately. The arguments of
the paxties nerein with regard to accelerated
depreciation and ITC, including Pacific's supplemental

zemorandum and zny responses thereto, will be considered.
2t that time.” B : o ;
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Oral arguments were heard onm October 22, 1979 at whick
time Pacific and General argued for additionmal kearings to
demonstrate the necessity for adoption of a S5-year refund plan and
even more compelling, the need for the Commission to take
appropriate action to presexve eligibility to take AD and ITC
in 1980 and the future. ‘ ‘

The staff, Cities, and TURN argued against fuxther
hearings as they alleged that anything less than 2 lump sum refund
would result in 3 further stay in implementing Decision No. 87838
which the companies sought in the various courts and ultimately
failed to achieve. It was further argued that failure to order
rate reductions would result in a disincentive for Pacific and
Gereral to win tke tax case before the IRS and the courts. TURN
further argued that interest on the refumds should be reassessed
at the prime rate from the time of initial overcollection..

CRA objected to Pacific’'s refund proposal as not being
consistent with Section 453.5 of the Public Utilities Code and
requested additional hearings to develop a refund plan which would
be consistent with Section 453.5. California Intercomnect
Association (CIA) concuxred witk CRA's arguments but suggested that
the proposal to set the iInterest rate at prime w=ates, as sﬁggested
by some of tke other pazties, was too modest. |
| Upon cornclusion of the arguments, the Adninistrative law
Judge ordered further hearings to be held commencing October 24, 1979
on the issues of the need for 2 multi-year refimd plan as opposed to
3 lump sun plan and any new evidence relating to changed circumstances
that would justify a change in the rate reduction oxders in Decision
No. 87838, Based on further arzuments by various parties to- this
proceeding it was agreed that evidence in this proceeding would be
phased into two parts with the initial phase to cover the refund™
issue and the second phase to cover the rate reduction issue.
Although the Admimistrative law Judge initizlly ruled not to admit
any further evidemce on alternate refumd plans, on Novexzber 23, 1979

dpo
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a ruling was Issued which ordered additional evidence be
received to ensure a refimd plan which would be In cempliance
with Section 453.5 of the Public Utilities Code.
Hearings on the refund ph:.se were keld on Cetober 24,
© 25,and 29th, 1979 and submitted subject to receipt of comcurrent
briefs on November 7, 1979. EHearings on the rate reduction phase
were held on November §, 13, and 14, 1979 and submitted subject
to receipt of concurrent opening briefs due oz November 27, 1979,
and reply briefs om December 3, 1979. EHearings on the reopened
refund phase were held on December 4, and 5, 1979,and subm:tcted
subject to £i h’.ng of concurrent briefs om December i, ;.9"’9.-
We axe now ready fox decisicn. '
Svzovsis of Opinion ‘ .
This opinion and order implements the refunds oxdered by
Decision No. 87838 resuliing froz the overcollections of revenues.
basec on the difference in revenue reguirexments between rat es set
or. the z=ethod oF accouniting adopted in Decision No. 7758k and
the methods of mormalization adopted in Decision No. 8‘7838. The
method adopted iz Decision No. 77984 was iavalidated by th
ifornia Suprexme Court because it was unnecessazily "ha:sn"
t0 ratepayers, anc necause the Commission did not comsider
ternatives. 2atepayers will receive Interest on the gross
azornts to be refunded as Lfollows: COn amounts thkat accoted
prior to teday 7 percent per amnum, and on amounts due
after this order at the Commercial Paper Rate (both rates to be
applied compounded momthly). Iz order to provide a reasomable:
timely vefind period ro customers, while minimizing the effect on
the cash flow and financial integrity of the utilities, ref:mds
will be made im installments. The decision reguires '°ac::’.‘ic and
General to commence making refunds for the period of overcollection’
ending the date of this decision in two imstallments and in the
form of bill credits to current customers and by check to certain
prior customers of Pacific and Genexal. Both utilities request £ive
years in which to make refunds. TInitfal refunds are to commence 120
days after the effective date of this order, with i maximm payment
of $35 per customer. Any wunpaid balance due on the refunds will be
nade one year after the date of the inirial distriduticn.
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Refunds to residential customers of Pacific and General
are limited to curremt customers (those who were customers of _
Pacific or General as of the date of this decision) and are based
on each customer's curreat recurring menthly excha'ngé charges.
Evidence shows that it is not practicable to make refu:nds to

rior residential customers who are no longer served, in that. 'che
tize and expense required would be ..r.orc‘. nate. It & Tici-
sated, that the inditial distribution wil 1 represent tlae t.ot.al
refund cdue for approxizately 75 percent of the residenti
customers. For busizess customers refunds will be zade o a_" curr en"
and prior customers of Pacific ard for all current axd cem
prior custemers of Gezeral. Prior W izess customers “ece:.ve
refunds because there are fewer as compared <o residential cz.stome::s;
the larger amounts involved 'jus‘cify the ad:.‘f.::is‘:.:‘a.ﬁive expe;sc.
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The spreading of the refumds into two instailmeixts is
intended to alleviate the cash flow problems of the two companies
ané at the sxme time Teturn imitially the full refund to the. bulk:
of the companies' customers; Pacific's total refund will amount
to approximately $363 mill:.on—/ at October 29, 1979 plus add:'.t:.onal
interast wtil the date of refumd. Gemeral will refumd the princ:.pal
amount of $86 million Z-/plus additional interest tmt:’.l the date
of refumd.

On the issue of rate. reductions, the Commission fi.nds that
based om the preseant record it would be in the public interest to
place a cap om Pacific and Gemeral's potent:.al tax lz.ability estimated
to be over Sl billiomn for Pacific and approximately $391 million for.
General as of year end 1979, by providing that henceforward rates will
be set on full normalization subject to refunds pending the ocutcome of
litigation with the IRS concerning the modified normalization methods
required by a 1977 Commission decision. Although the Cam:'.ss:.on is
convinced that its ratemaking methods not only comply with the mandate
of the California Supreme Court but also with the eligibilitcy
conditions of the Internal Revenue Code, the financizl commumity
to whom the utilities must look for additicmal capital exacts a price
for the growing amount of potential tax liability which will only be
settled in the distant future. Our action will help to keep the cost
for additional capital as low as possible, which will benc.f:.z: the
utilities' ratepayers as well as shareholders. When ehgfb:.ln.:y is
affirmed, refunds with accumilated interest for the penod from this
date until that affirmation will be ordered, and rates will thence=
forward be set in accordance with Decisiom Ne. 87838. Should |
eligibility be denied, the Commissicn will umdertake adoptz’.‘én of a
method of accounting which will both imsure eligibility and allow
refunding of overcollections c¢omsistent with the orders of the
California Supreme Court. Futherzore, iz order to protect the interests
of the ratepayers we will require that the interest rate on refunds
effective as of the date of this decision reflect the prime commercial
paper Interest rates adopted i.n.Deci.‘s:’.cn No. 91269 inm OII 56.

1/ gﬁtﬁg?/zgofo be apnrox_mately $381 million including interxest as

2 Estn?ated to be approximately $111 aillion :ncluding :’.nterest as o
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Pacific's Position R
Pacific's Treasurer Robert H. Joses testified for- the

company in support of its prmsél to spread the refunds oxdered |

by Decision No. 87838 over a five-year period. Mr. Joses testified

that recent developments have resulted in a serious deterioration’

in the company's finanecial condition such that its very ability

to continue the financing of its essential ongoing operaticms is

in grave jeopardy. These developments were described as follows:

1. The Internal Revenue Service has issued a
notice of deficiency for 1974.

2. Both major bomd rating agenc:.es have reduced
the ratings on Pacific’'s outstanding debt to
single A. Mr. Joses estimated that umder
current conditions the difference between "AAA"
rated issues and "A" rated issues is about 120 basis
points and the difference between an "A" rated issue
and a "BBB" rated issue was now 80 basis points or

higher. Mr. Joses further explained thatpghould
Pacific be further downgraded to a '""BBB" rating,

it may not be able to raise the capital it requires,
and, in severely depressed markets Pacific may not
- be able to raise capital at all. =

§ e e s — o—— ._-.-.-—-—-——
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3. Pacific’'s post-tax Interest coverage for the twelve
months ended August 31, 1979 was 1.78 compared to
a 2.02 times coverage for the same periocd ended
August 31, 1978. The estimated post-tax coverage
for 1980 drops to 1.3 times If a2 luxmp sum refund is-
ordered, vhile under a2 five-year refund plan the
coverage is 1.32. o

4. While Pacific's current dividend, viewed by many as
inadequate, is $1.40 per share, earnings per share
for 1980 have been estimated at only 8l cents per =~
share if a one-time refumd is ordered and_ a slightly ‘
higher 87 cents per share if a five-year refund ~ ‘
plan is adopted. ‘ '

Mr. Joses comcluded that absent adequate rate relief the sbove
developments would make it mext to impossible for Pacific to
raise the capital it needs to meet its comstruction budget at
unreasonable costs, much less at reasonable costs.

' . Mr. Joses testified that under a2 lump sum plan short-
term borrowings would reach $694 million by December 31, 1979 and
exceed $1 billion, an umprecedented level, in February 1980
assuming that refunds are made in December 1979. Assuming a
S5-year refund scenario, Pacific’'s short-term borrowings were
estimated to be $447 milliorn at December 31, 1979 and $750 milliom
in February, 1980 before equity and long-texrm debt offerings
planned in March 1980 of apprcximately $645 million would reduce
short-term borrowings. Witness Joses testified om the necessity
to alleviate the serious cash flow problem that would be created
by 2 lump sum refund oxder especially in i\ight: of Pacific's current
poor financial ratios and Pacific's comntinuing need to gb} to the
security market for substantial additional financing in 1980 and
future years. Mr. Joses also testified that Commission actiom =
which would authorize refunding over a 5-year perfod would be
looked wpon as a favorable factor by the financial market In
appraising Pacific's security offerings both long- and short-
term. R
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Pacific also offered witness Richard W. Lambourne
to testify on the present condition of the financial markets
and the uncertainties that exist with respect 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's
ability to have a successful common stock offering unless
significant rate relief brings earnings back well above the |
current dividend rate and, without a successful sale of “comon,‘
financing by an even higher amount of debt would be necessary
with negative results om Pacific's debt rating and ability to
finance both short-term and long-term. It was Mr. Lambourne s
opinion that it was advisable to spread the refund over a
period of years and thereby lessen the curreat cash flow a::id'"
financing problems of Pacific. . =

Mr. David M. Craig, Assistant Vice President—Capital and
Expense budget testified on Pacific's comstruction budget of
$2,238 million for 1979 and $2,374 million for 1980. He explained
that Pacific's budgets are comstrained budgets and for 1979 was
$60 million below the engineering tested levels and for 1980 \'
$250 million below emgineering tested levels. He also testified
that Pacific was now reviewing a further $150 million reduction
in the 1980 construction budget as well as an alternate reduction
of $50 million to build up a comstruction contingency fund to
provide for unexpected service demands and wforecasted price
Increases. Such reductions would further strip Pacific's
modernization program and introduce additiomal serv:{ce risk to

a level Pacific comsiders uuwise

Py SN RS g AR S Y
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At the reopened hearings on December 4 and 5, 1979,
John Dennis, Assistant Vice-President Regulatory Planning for
Pacific testified as to the various alternmatives available to
allocate the refund between the resident{al and business classes,
the cost of making refunds to current customers as well as to
current and prior custemers, the feasibility of making refunds
umder varicus refund options, and a revised refumd proposal.

Mr. Dennis testified that although Pacific had records available
to develop total historical billings to the residential and
business classes by basic exchange service billings,reéurring
exchange charge. billings and total intrastate billings for

the refund period, its records did not permit it'tofdevelop'
total intrastate billings or total basic exchange billings

for the refund period by Individual customers. .

" Exhibit R~27 sponsored by Mr. Dennis shows that billings
to the business class for basic exchange service for the period
August 1974 through October 1979 represented 33.4 percent of
the total $2,979,000,000 basic exchange service billings made
during the period compared to 66.6 percent for the residentfal
class. TUsing recurring exchange charges, 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
c¢lasses. Based on total intrastate billings for the perioed,
billings to the businmess class represented 56.6 percent of the
$16,031,000,000 total for the period compared to 43.4 percent
for the residential classes. :

Exhibit No. R-27 also shcw3 that based on October 1979
billings the business class was respousible for 35.2 percent of
the total basic exchange service billings for the month 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 imtrastate
billings compared to 43.3 percent for the residential class.

-1l
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Table 2 of Exhibit R-27 shows ;he allocations
of refunds to the r_esidential and business classes based on
three historical billing options and three current dilling options.

Percent Distribution  Resulting Refund Amounts
- - - 3(000)
Business Residence = 3usiness - " Residence

Based ¢n Historical Billing

l. Basic Exchange Reverues ULd . 6b.6h  $121,39L
2. Recurring Exchange Revemes 55.9 L1 . 203,167
3. Total Intrastate Revemues 56.6 L34 205,73

Sased on Current Billing 10/79 | N

1. Basic Exchange Revemues 35.2 6.8 127,933 -

2. Recurring Exchange Revemues  57.4 . L2.6 . 208,619 S

3. Total Intrastate Revemues 56.7 43-3 06,07 - 157,373

Pacific recommends that the refumd amount be. proportionately
allocated to the residential and business classes on the basis of
historical recurring exchange charges since it believes that such
an allocation would represent anm equitable pro rata aliocation.
Pacific demomstrates that an allocation based on recurring 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.-di'stributiorn,to {ndividual customers on the basis of
total intrastate billings, it would be consistent to make an -
allocation and distribution using recurring exchange charges.
For residential customers Pacific recommends the
refunds be distributed to all current customers using each customer's
current recurring exchange charges as the proportional factor
with no distribution to prior residential customers. It also
proposes .that such refimds be made by billing credits to the
—____customer’s_current account.- Pacific justiffes restricting refumds to

current residential customers since the costs involved in making
refunds to prior residential customers would be both costly and
largely umsuccessful. It estimates the costs fuvolved in maldng _

oo=12-
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refunds to prior residemtial custowmers to be approximately
$24.4 million if checks are issved and nearly $22 million
i1f refund request forms are malled ocut. Pacific further
contends that appro:dmateiy 50 pexcent of the refund checks or -
refund request forms would be returnmed in the initial mailing.
As further justification Pacific contends that Pacific  and
General currently provide telephonme service to approximately
97 percent of the total telephones In California and therefore
nearly all past and present customers would be receiving refunds
under its revised refund proposal contained in Table 6- of Exhibit R-27.
Only customers who have moved out of state or int'o non-Pacific or
General service areas would not receive a refumd.

For business customers Pacific recommends that refumds
to both past and current customers be made on the basls of
historical recuzring exchange charges billed. While Paecific
anticipates it will have some problems in mking refinds 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 residemtial customers. As a
consequence the costs involved in making refumds to prior business
customers Is estimated to be roughly 1/10 of the cost of making
refunds to prior residential customers and while large, are considered
not unduly burdemseme comsidering the size of the refunds involved.

Pacific also states in its brief that since Sectiom 453.5
permits the Commission to authorize a refumd plan for resideatisl
and other small customers to be based oo current usage, it would
support a proposal by the staff that refumds to small business
customers 21so be limited to cment{ customers thereby appreciably

reducing 1ts expenses and also reducing the amount subject. to escheat.
Pacific suggests the use of a $25 figure as the average’ mcrnt:hly

recurring exchange billable amomt to separate small. from 1a.rge
business customers.
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Pacific contends that its refumd ﬁlanyis in
compliance with Section 453.5 of the Public Utilities Code
and recommends that refunds be made over a five-year period
since such extended refumd period would place comsiderably
less burden on Pacific's financing requirements.
General's Position !

Richard L. Ohlson, Vice President-Revenue Requirements
testified on General's proposed refumd plan to be made over a
five-year period. Mr. Ohlson testified that in preparing its
refund proposal a primary consideration was to minimize the
£inancial 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 comstruction program
for the five-year period ending with 1975 averaged approximately
$172 million per year and Iincreased to $234 milliom iIm 1976,
$317 million in 1977, $479 million in 1978 and is estimated to
be $540 million in 1979. Gemeral anticipates that this rate of
growth will continue and that its comstruction budget will
average $750 million per year for the five-year period commencing
with 1980. General estimates that its f£inancing program will
average more than $300 million per year for the £ive-year period
of which spproximately $200 million per year will be in the form
of long-term debt. | ‘

Mr. Ohlson expressed his comcern with General's
single "A" debt rating which was downgraded from an A+ rating
by Standard & Poor's_at the time of General's last debt issue,
and the possibility of further downgrading if Genmeral's pretax
interest coverage continues to decline. General's pretax interest
coverage for the 12 months ending August 1979 was 2.64, and it is
anticipating a 2.3 times coverage for 1980 before the impact of any
refunds. Mr. Ohlson added that a 2.2 pretax coverage would be
the low end of the scale for an "A" rated company and any
downgrad:’.ng of its securities may make it impossible for General

to finance its construction program and refunds na period of capital
shortages.

14
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General's refund plan proposes to make refunds to all
current customers on the basis of a percentage of the recuxring
exchange charges appearing om the customers' monthly bills. At
the reopened proceedings on December 4 and 5, 1979, Gemeral did
not revise its original refimd proposal nor submit a new plan
as Pacific did. General in its brief dated December 11, 1979
did indicate that,while it still believes its original refumnd
proposal is fair and in compliance with Secticm 453.5 of the
Public Utilities Code, it would support a modified plan based on:

1. Allocating the total refund amount between business
and residential customers based on the proportion of the total
recurring exchange charges billed to each class of service
for the period Jamuary 1, 1973 to December 31, 1979;

2. Allocating the residential portion of the refumd
in the manner proposed by Pacific and the staff, f.e., to
current customers only as a proportion of their current recurring
exchange billing;

3. Making refunds to current business customers and to
prior business customers who have disconnected service since
January 1, 1979 on the basis of their cuxrrent recurring exchange

' billing, but with the refund amounts received by each such
customer weighted to reflect the nmumber of momths that the
customer has been in continuocus sexvice duxing the refund period.

General's information systems Director Loretta Lancaster
testified that Gemeral was able to develop estimated total billings
for recurring exchange charges by residential and business cla.sses
for the period Januaxry 1, 1973 through December 31, 1979. She also
testified that it would take eight weeks to develop compa.rable data
on the. basis of basic exchange charges and three to six months
on the basis of total intrastate cha:ges.
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Using recurring exchange charges as a basis of
allocation, the residential class would receive 48 percént- of
total refumds and the business class 52 percent. Witness
Lancaster further testified that If refunds are based strictly
on historical billing records it would take 10-18 months-for .
data processing and 24 months for full implementation of the refunds.
Should refimds be restricted to current customers based on. current
billings but with refunds proportioned to the number of months of
sexvice, the data processing time was estimated to take 7-10 months
with full implementation of the refimds requiring 12 to 14 months.
However, if refimds are restricted to current customers based on
current month's basic or recurring exchange charge it was estimated
that data processing time would take 1% months with full
implementation of the refimds to customers in approximately &4 to &
months. If total current month's intrastate billing is used as a
base, it was estimated that there may be some addzt:’.onal ti:ne
required to process current toll informationm.

Patricla Jones, Service Manager~Customer Services testified
on the estimated cost and time required to make refunds 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 months and full. mplementatioﬁ of
the refund plan in 24 months under a lump sum refumd order. If
refunds were made only to current customers based on current
recurring exchange charges, Gemeral estimates it would cost
$116,000 with initial refunds distributed in 4 months and full
implementation in & months.
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Staff Position

The staff in fits initial brief on the refund issue
stated that Pacific and General have failed to prove that am
extended refund period is necessary. The staff 'argued that the
Comission must comsider the interest of ratepayers in arriving
at a decision to extend or not extend the refund period and,
should an extended refund period be authorized,an interest
rate more realistic than the 7 percent rate currently being
acerued should be used. The staff also agreed with CRA that
refunds must comply with Sectiom 453.5 of the Public Urilities COde.

In the reopened proceedings held on December 4, and 5, 1979
staff witness Ermet- Macario set forth the followi_ng refund pla:n
objectives:

Must comply with Public Utﬂit:’.es Code Sect::t.on 453.5.
Must be practicable.

~ Should result in equitable and prompt distribution
of refunds to customers.

Should be economical. _
Should have least adverse impact on ut:’.lity"s
finameing.

Mr. Macario offered a proposed refumd plan which would :
apportion the total refund amount to business and Tesidentlal categories
on the basis of actual or estimated cumulative historical recurring
monthly exchange billings for each of the two classes. He.
recommended that refunds to residential customers be made to
each current customer proportiomate to the individual customer's
current recurring moothly exchange service bill. For business
customers he proposed that each cuxrrent and former customer
receive a refimd proportionate to each customer's total recurring
monthly exchange service billing for the refumnd period.
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Based on the additiomal evidence presented by General,
Mr. Macario modified his refumd proposal for Gemeral's business .
customers by recommending that the distribution to General's
business customers be made to current customers and prior
customers who received service from Jamuwary 1, 1979
and to weight the refimds by the months of service during the
refund period. Mr. Macario indicated that Gemeral would be
able to extract information needed for weighting purposes from
other files and therefore ~this should not be overly burdensome: =

In reccmniend:’.ng‘ that refunds to residential customexs
be restricted to current customers, Mr. Macario testified that
the number of residential customers and the turnover of such
customers would make wefimds to prior residential customers -
expensive and largely umsuccessful. EHe also testified that the
average refund to a residential customer would be approximately
$24 per customer and should the Commission authorize an extended
period refund plan but require that refimds up to $25.00 per
customer be paid in the initfal distribution, approximately
75 pexcent of the residential customers would get their total
refund in the initial distribution ‘thereby reducing the cost
of subsequent distributions.

Cities' Position '

The Cities in their r brief filed November 7, 1979~ t*gk_e‘ T
the position that a one=time refund should be oxdered by the
Comission and that there is no £inancial justification for
spreading the refunds over a period of years. The Cities
further argue that should the Commission authorize any deferral
of refunds, it must exact a promise from Pacific and General »
that they would promise not to challenge making 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 determining the total payments tmder
the refund plan. The Cities further suggest that the Commission
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should adopt an interest policy of pri:ne rate plus a’ reasonable
percent as a disincentive for the use of involuntary capi.tal
contributions from ratepayers.

" © . _Althouzh the Cities did participate in the
cross-examination .of the witnesses in the recpened proceedings
held o December &4 and 5, 1979 the Cities did not file a brief.
on the various refund plan proposa.ls offered. 'I.n evidence in the
proceeding.

California Retailers Association's Position

CRA. opposed the original refund plams of ?acific
since the plans were based solely on basic exchange billings
and not on total billings or total intrastate billings and also
since refunds would be calculated on current customers |
billings and not or billings during the per:!.od when the
excessive rates were being paid. CRA argued that the distribution
of refunds is governed by Sectiom 453.5 of the Public TUtilities
Code and that Pacific’'s plans £iled on Awgust 20, 1979 did not
comply with Section 453.5. CRA renewed its request that the
record be reopened to permit it to demonstrate that refunds based
on current exchange b:.lli.ngs wauld result In disproportionate refm:ds
to various customers.

In its final brief £iled on December 11 1979 after the
reopened proceedings of December 4 and 5, 1979 CRA supports the
use of total recurring exchange billings for the refumd period as
the basis for allocation of the refumd pot between the residemtial
and business classes and the further distribution of such refunds
to the residential customers on the basis of current recm:r:’.ng
exchange charges, with refunds to current and prior business
customers to be based om the recurring exchange charges billed
since the 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 Sectiom 453.5 and that it would result i.n an

"equitable pro rata' distribution of the refunds.




-

A.53587 et al. rr

CRA also states In its brief that while it favors
immediate refimds, it is cognizant of the present financial
condition of Pacific and therefore has no objection to the
staff proposal for initial distribution of the residential
refmds within 120 days with refunds to business customers spread
over 2 to 5 years with reasonable interest provisions for any
delay in refunds.. o :

- With respect to General's refund proposal CRA believes
General's cost estimates are overstated and could be substantially
reduced. CRA points out that 2 substantial portion of the costs
could be eliminated if refunds are made by bill c¢redits to '
current customers with checks to certain former customers and also
if refunds to residemtial and other small users were made only
to current customers based on current usaée. CRA believes that
Genmeral could make a refund distribution on a substantially similar
basis to that proposed by Pacific without incurring excessive costs.
As an alternative CRA recommends that refunds be based on current
billings with a weighting for the number of months of sexrvice.
California Hotel and Motel Association's (CHMA) Position

CEMA in its brief filed November 7, 1979 requested that
the proceedings on the refimd plan be reopened to receive additional
evidence to establish an "equitable pro rata basis" for making |
refunds and to demomstrate the dramatic impact the various bases
of refunds have on the allocatiocn of refumds between the residential
and business classes. _ ' |

In its brief following reopening of the proceeding om
December 4 and 5, 1979, CHMA takes the position that refunds
based on basic exchange rates violate the mandated basis for
refunds. Although CHMA believes that, Ideally, refumds should be
both allocated and distributed on the basis of total iIntrastate
billings both to the residential and business classes during the
refund period it acknowledges that such information is mot available
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for Pacific and would be both costly and time consuming to
develop for Gemeral. It recommends as a minfmum that the =
refumd plan should be based on individual recurring monthly
exchange service billings after an Initial allocation of
the total refund to the residemtial 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 refund period and that such refumds
must be made on the basis of total billings or if mot total
billings then on the basis of monthly recurring charges. It
also argues for immediate lump sum refunds; however, should
the Commission authorize deferred refimd paymeants the utilities
should be required to accrue interest om such deferral at the
{nstallment payment rate of 18 percent per anmum.
TORN's Position

- TURN In its brief of November 7, 1979 and December 11, 1979

supports the adoption of Pacific's refund plan f£iled on August 20, 1979
based on basic exchange charges because it compotts with Decision

o ——

No. 87838 “and Sectiom 453.5 Of the Public Utilfties Code and is_
capable of immediate Implementatiom. It also takes the positionm
that Decision No. 87838 should be modified to provide interest at
prime rate instead of the 7 percent rate.

TURN. in support of its position states that "rate refunds”™
refers to overcollections for the period of time prior to the
effective date of Dec:'.s:f.on No. 87838 and "rate reductions"
refers to overcollections for the time after the effective date
of Decision No. 87838. TURN argues that no specific distribution
formula is designated in Decision No. 87838 for the period of time
covered by "rate refunds"™ whereas a specific distribution formula
1s desigpated for rate reductions in Decision No. 87838.
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TURN argues that Decision No. 87838 became effective
on October 3, 1977, 20 days after issuance of the original decision
and the fact that the decision was thereafter stayed is of no
legal consequence. TURN argues that the distribution formula of
Decision No. 87838 was rightfully subject to direct attack om
rehearing and appeal; hovever, mo direct attack was made and the
distribution formula is now final and must be implemented.

TURN argues that since no methodology was ordered for
rate refunds prior to Decision No. 87838, they are properly the
subject of the current proceedings; however, for the period
subsequent to Decision No. 87838 TURN argues that rate reductioms
were ordered for all curremt subscribers by applying a wmifora
proportional reduction in the recurring basic exchange primary.
service rates. It was TURN's opinion that adoption of any
other distxibution methodology would be iIn comtravention of
Decision No. 87838 and would constitute retroactive ratemaking.

TURN agrees that "rate refunds" ordered in Decision No.
87838 for the period prior to the effective date of Decisiom No.
87838 are subject to Section 453.5 of the Public Utilities Code.
TURN points out that the Commission in Decision No. 90423 made
a reasoned anmalysis of the application of Sectiom 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 trumks. TURN further argues that distribution of refimds
in proportion to basic exchange rates would be administratively more
convenient and If 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 author:.zed
by Decision No. 90423. :

TORN also takes the position that it Is practicable to
make refunds to prior customers as well as current customers aand
that provisions must be made to locate prior customers who have

noved cut of state or relocated into non-Pa.cific or non-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 period?
2. Does the refund plan conform with Section 453.5
of the Public Utilities Code.
. Both Pacific and General witnmesses testified that
an extended reﬁmdcperiod was mecessary to alleviate the burden
on the respective eminancmg requirements over the mext  sS
several years because of the continuing increasing need to attract
funds to meet its growing construction requirements. Both

_Pacific"s and General's finan“ﬁmtnesses expressed concern

with their existing single "A" bond rat:'.ngs and the threat

of further downrating if the coverage ratios and finamcial
ratios of the respective companies do not improve. Pacific's
witness Joses further testified that If Pacific could mot sell

{ts common stock and long-term debt issues and was ::eqﬁired‘ to

g0 too beavily into short-term borrowings it could also lose its~
Commexcial Paper Ratings. ‘

It is obvious from a2 comparison of the various exhibits
offered into evidence in this proceeding that Pacific's finameial
situvation is relatively more critical than Gemeral'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 f£low for both companies.

Although we are concermed with the pressing f:’.nanc:.ng
problems of Pacific, in particular, and also Gemeral, we are al.so
coucerned in returning the court-ordered refunds to the customers
as expediticusly as possible. While we are of the opinion that
the companies should be granted some leeway to lightem the' burden
of making lump swn refunds,we do not believe a five-year refund period 5
is justified. We are, however, of the opinion that a Gwo—year For )
refund period will sigmifieantliy alleviate the cash flow probdlems =S
of Pacific and Genmeral and wmder ocur adopted refumd plans“still
result in expeditious refumds be:.ng made to the bulk of 1 the

¢ M A 1y gt S e

customers of the two companies.

-23-
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Discussion

-+ The two maia Issues ou the re‘und pb.ase are:
' 1. Is there a need for am extended refund period?

2. Does the refund plan conform with Sectiom 453.5
of the Public Utilities Code.

Both Pacific and Geperal witmesses testified that
an extended refund period was necessary to alleviate the buxden
on the respective companies'financing requirements over the next
several years because of the continuing Increasing meed to attract
funds to meet its growing comstruction requirements. Both
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Pacific's and General's financial Witnesses expressed “éomcern_

with their existing single "A" bond ratings and the threat

of further downrating 1f the coverage ratios_and financial ™~ ___': =
ratios of the respective companies do not Improve. Pacific's
witness Joses further testified that if Pacific coxld not sell

its common stock and long-term debt Issues and was required to

— e ——— ——

go teco beavily into short-term borrowings it could alsc lose ity
Commercial Paper Ratings. -
It is obvious from a comparison of the var:'.ous exhz.b:.ts
offered into evidence in this proceeding that Pacific's financial
sitvation 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 eaxrnings, it does have an important
impact on tke cash flow for both companies. ‘ .
Although we are concerzed with the pressing financing
problems of Pacific, in particular, and also Gemeral, we are also
concerned in returning the court-ordered refunds to the customers
as expeditiously as possible. While we are of the opin:’.on ‘that
the companies should be granted some leeway to lightem the burden
of making lump swm refunds,we do mot believe a five~year refund period
is justified. We are, however, of the cpinion that a two- phase
refund period will alleviate the cask £low problexs
of Pacific and Gemeral and wnder our adopted refimd plans still

result in expeditiocus refunds being made to. the tulk of the
__customers of the two companies.

e - - .
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.The. primary concern about any refund plan we' may
authorize .is whether such plan comforms to Sectiom 453.5 of
the Public Utilities Code. While refimd plans have been
authorized by the Coumission subsequent to the enactument
of Section 453.5 in 1977, we now bave the benefit of the
interpretations of Section 453.5 wade by the California Supreme
Couxt In its decision In California Manufacturers Associlation
v Public Utilities Commission (1979) 24 Cal 3d 836. The parties
are in gemeral agreement that the refumd plan must conform to
Section 453.5, although TURN takes the position that the refunds
relating to overcollections for the peried subsequent to
Decision No. 87838 should follow the formula established by
Decision No. 87838 with respect to rate reductioms, that 1is rate
reductions should be made by proﬁ:»ortional reduction of recurring
basic exchange charges. TURN 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 Decisfon No. 87838 and Instead the customers would have received
proportionate rate reductions in recuxrring basic exchange ,c‘harges.
The staff and certain other interested parties contend that
Section 453.5 does not provide for such distinction and that all
refunds must comply with the requirements of Section 453.5. We
agree with the latter position.

Section 453.5 sets forth as a basic requirement that
when the Commission orders rate refunds to be distributed, such
refunds must be made on an “equitable pro rata basis" without
regard to whether the customer is classified as a residential,
commexrcial, industrial, or any other type entity. The section
defines "equitable pro rata basis" to mean in proportion to the
amount originally paid for the uwtility sexrvice involved, or in
proportion to the amomnt of such utility service actually received. -
The Section also requires that refumds be made to all cuxremt. - |
customers, and, when practicable to prior customers. 4n exception
is provided in the case of residential customers and other small
customers, for whom refunds may be based on current usage.
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The allocation of the total refumd between the
residential and business classes in proportion to the gross
intrastate billings made to each class In the refumd period
would appear to be an equitable pro rata allocation and In
conformance with Section 453.5. However,the evidence in this
proceeding indicates that such informatiom is not readily
available for Generazl and would require substantial additional
time and cost to develop. Moreover, the record Indicates that .
an allocation based on recurring exchange charges would produce
a similar end result wmlike an allocation based on basic exchange
charges. We will therefore adopt as reasonable an allocatiom
of refunds to the residential and business classes baSeda on
 recurring exchange charges. |

' While Pacific indicated that it would be able to make
refunds to Iindividual 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 particular prior residemtial customers because of the large
aubers involved. Moreover, Pacific indicates that it would be
wmsuccessful in locating a substantial number of prior customers in
that it estimates 50 percent of the refunds made to prior customers
will be returned for lack of a forwarding address. ~

General indicates that it would have similar problems
in locating prn’.or‘ customers, but In addition would require 10 to
" 18 months of data processing work to develop the data necessary
to make refimds on a historical basis. Testimony in this
proceeding also shows that a substantial portion of Gemeral's
costs Involved in making refimds could be eliminated by not
making refimds to a substantial number of prior customers and
thereby reduce the number of checks that have to be issued and

i o ma okt S TR WA
PR . -
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While we believe that it is desirable to make refunds
to all customers om & historical basis,.it appears £rom the evidence
in this proceeding it would mot be practicable to make refunds to
prior residential customers of Pacific and Gemeral. In the case
of Genmeral we are also of the opiniom that it would not be
practicable to make refumds to all prior business customexrs.
However, we believe that a compromise proposal suggested by the
staff that Gemeral make refunds to all current business customers
and prior business customers who were customers om or after
Janwary 1, 1979 with refumds based on curreat ::ecu:ring exchange
charges, but weighted to reflect the mumber of nonths of continuous
sexvice each such customer has received dtx::t.ng the refund period
would be reasomable. :

While we are comcermed that it i'.s not pract:’.cable to
wmake zefmds to all customers (both current a:nd pnor) based on
exchange billings, we note that 97 percemt of the telephone
customers in California are served either by Pacific or General
and will be receiving refunds. Only those few customers who moved
out of state or Inte those areas of California not served by
Pacific or Gemeral or those custemers who no longer :ake telepbone
service will mot share iz the refunds. \

In our adopted refund plans set forth in Appendix A and
B3, we will permit Pacific aund General to make refunds in two
ammual payments with the maximm Initial payment to current
customers to be limired to$35.00  for both business and residential
customers. This figure is seledted in view of ocur concern that most
customers should receive the full refund to which they are entitled
..as prcmp:ly?' as pcss:’.ble and our, wmcertainty as to the pz:ecise scmber
“Who would. recoive.their Fall rafumd at the $25.C0 imirial refund
level discussed by the staff witness. We anticipate that for
approximately 75 percent of the residential customers the initial
payment will represent the total refunds due.
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The various parties proposed various interest rates
ranging from the 7 percent interest rate curxently being accrued
on the overcollections to as high as 18 percent charged for retail
credit transactioms.

We take official notice of Decision No. 91269 in OIX No. 56,
dated January 29, 1980, wherein we oxdered the application of an
interest rate In excess of 7 percent per anmm to balancing account
accruals. The method of determining an applicable interest rate
in tbat decision, which applies on funds owed between utilities
and ratepayers (depending on how recorded enexrgy-related expeuse
matches billing factor revemues), is equaliy suitable wmder the
circumstances presented herein. Accordingly, we will direct that
the interest rate to be applied to the amounts to be refunded shall
be the Federal Reserve Board Commercial Paper Rate 3-Month Prime,
published monthly in Federal Reserve Board Statistical Release G-13,
with interest compounded monthly. That rate realistically reflects
money market conditions and strikes a reasonable balance between the
interests of ratepayers and the utilities.

Prior decisiomns in these proceedings indicated interest
on the funds held subject to refund would be 7 percent per amnum.

.We do not believe it reasonable to retroactively modify the applicable
interest rate on which the utilities and interested parties have

generally relied. Accordingly, the Cormercial Paper Rate adopted

herein will apply only to all sums collected subject to refimd from

the effective date of the following order. Both utilities contend

the statutory 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 ratemaking matters and do Dot isswe
judgments for damages as do the courts who are governed by Civil

Code provisions.
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Adopted Refimd Plan - Pacific’

We will authorize Pacific to implement a refwmd plan
quite similar to its proposed plan shown in Table 6 of Exhibit R-27,
modified to provide for a two-step refimd with a maximm initial
payment to both residential and business customers of $35.00. (See
Appendix A). The imitial distribution shall be made within 120 days
after the effective date of this decision with the second and final
payment to be made ome year after the inftial distributica. o
Refunds will be im the form of billing credits. Refunds to prior
business customers will also be made in full jby check  withim ™" ™ ™™

L I e )

T TTT120 days_after the effective date of this dec;'.s:{.cn.__All cuxrent _
T T T Zustomers who discontinue service will Feceive a fimdl bill Sredit
_.plus a _check if the unre: .pmgefu?dé,?__ba“lance,_ exceeds the _final bill,.,‘ S
Based on data im Exhibit R-27, of the $363 million =
refundable by Pacific for the period August 1974 through October 29,
1979, $203 million will go to business customers and $160 milliom
to residential customers based om an allocation using total recurring
exchange' charges billed to tke respective classes. The average
refund to a residential customer will be approxmatelygszﬁ‘.oo, but
will vary for each customer according to his cuxrent memth's
recurring exchange charge. Refumds for Pacific will be required
for overcollections to the effective date of this order Curfemt _  °

e ———
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customers are customers who were receiving Se se::vice _on the effective ™
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3/ Refimds are estimated to be approximately $381 m:x.llion
- at Januwary 31, 1980.
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Refund Plan - General

We will require General to follow a modified refmd
plan which was advocated by the staff -and which General states
it could- support Iin its brief dated December 11, 1979. The

modified refund plan is contained in Appendix B and is sxmmari.zed
belaw.

1. The total refnmd for the refumd period Ja.nuary 1, 1973
fo the efféctive date of Chis order, for Geperal before accrued ™~
interest was estimated to be approximately $86 million.a[

Allocation of such amount based on total recurring exchange .
charges for the refimd period would result im $41 milliom to
the residential class and $45 million to the business class.
2. Refunds to the residentizl class will be made in a way
. similar to trhat_for Pacific's xzesidential customers and will be based -
on current *ecur-ing exchange charges limited %o a Daxizum payment
of $35.00 in the initial distribution with payment to be made within
120 days aftexr the effective date of this oxrder.

3. For business customers General will make
refimds to all current business custowmers and those which have
discontinued service since January 1, 1979. ' Such refunds will
be based om recurring exchange charges we:’.ghted for the number
of months each customer was iz continuous service during the
refund period. - |

4. All refimds to current customers will be in
the form of bill credits.

5. All refumds to prior customers will be by check.

6. All refunds in excess of $35.00 for cuxrent
customers will be paid Im two steps, an imitial refund credit
of $35.00 within 120 days after the effective date of this decision
and the balance to be credited cme year after the inirial distribution.

7. Current customers are customers who were receiving
service from Gene*al cn the effective date of this decision.

4] Refunds are estimated £o be approximately $1ll milliom at.
Javuwary 31, 1980 including interest to that date.

-29-
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RATE REDUCTION ISSUE

General's Position |

General offered two witnesses, Mr. Jobhn B. Jomes, Jr.
and Mr. Robert L. Giffin, to testify on the impact of disallowance
of intrastate deferred taxes and investment tax credit and the
reestablishment of eligibility in 1980. Mr. Jomes of the legal
f£irm of Covington & Burling testified that he represented General
in the presentation of a Ruling Request to the Internal Revenue
Service (IRS) based on the "averaged Amnual Adjustment” (AAA) method
of determining tax expense for accelerated depreciation and the
"Annual Adjustment”(AA) method of determining investment tax credits
as set forth in Decision No. 87838. Witness Jomes stated that
although these proceedings are being conducted to implement.
Decision No. 87838, no court has yet spoken on whether the AAA o
method or AA method will deprive the California telephome companies
of accelerated depreciation and/or the investment credit. He
further testified that as long as General was collecting rates on
a normalization basis, its eligibility for accelerated depreciation
and investment tax credit was preserved until a decision was
actually put Into effect ordering refunds from these rates. He believes
once refunds are made, there is no way under present law in whick
eligibility for the years affected can be preserved or restored
if the court determines at some future date that Decision No. 87838
is. inconsistent with eligibilicy.

Mr. Jones stated that once refunds are made for prior
years, eligibility for those years will be irretrievably lost
if the AAA and AA methods are found not to satisfy tax requirements.:
However, it would be possible to protect eligibiiity 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 el:’.g:’.b:’.l:’.ty

if General is permitted to collect rates on 2 normalization
basis subfect to refund.
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Mr. Jomes also testified on the procedures available to
Genezal should the IRS challenge Gemeral's tax retwns. Mr. Jones
testified that at the conclusion of an gudit, the IRS first issues
a "30-day letter™ which Is the basis for an internal appeal. If
that appeal does not resolve the issue, the IRS then issues &
"90-day letter' asserting a deficiency in tax. General Telepbone
and Electronics Corporation, General's parent, must then decide
whether to contest the proposed deficiency in the United States
Tax Court or pay the proposed deficmency, claim a refund, and sue
in the United States District Court or in the Court of Claims.
Appeals from either the Tax Court or the District Cowxrt would go to
the Second Circuit Court of Appeals assuming sult is filed in
New York or Commecticut, whereas decisions of the Court of Claims are
reviewable only by the United States Supreme Court on petition
for certiorari. The same would be txue for any decision of the
Second Circuit: Court of Appeals. In the case of Gemeral, Mr. Jones
estimated that it would take a wminimum of fouxr years and possibly
six or seven years before a final judic:'.al determination of the tax
eligibility issue could be obtained.

Mr. GLiffin, Vice President-Contxroller of General testified
as to the estimated tax liability and accrued interest that will
result if deferred taxes and investment tax eligibility are dis~
allowed from 1970 through 1984 and the reduced dollar loss if

eligibilicy for these tax benefits can be restored commencing in 1980 .

Exhibit R-22 shows that the estimated tax loss for Gemeral,skould
eligibility be lost through 1984 would be over $1 billion whereas
the potential tax liability including interest can be reduced to
$513 million if Genmeral is able to restore eligibility for AD and
ITC in 1980.

Mr. Giffin testified that should Gemeral lose elig:!bility
for AD and ITC tbar:ough 1984, the company will be placed in a
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financially untenable position and doubted the ability of the
company to obtain $1 billion in additional financing to pay the
back taxes and interest. He strongly urged that the Commission
hold the rate reductions ordered in Decision No. 87838 in abeyance
pending resolution of the tax issue and further that the Commission

should do everything within its powexr to reestablish eligibility
at the earliest possible date.

T rot allow {ts_tax 1ﬁb£I£t3r'to remain—in-Timbo—for-another—four o

__seven_years. They are the deficiency assessment—levied by the

——

_____,___IRS_. against Pacific_of $89,000,000 which was~attributed to the™

alleged ineligibility of Pacific because of the ratesetting formulas
used in Decision No. 87838, the IRS letter advising Genmexal that
similar treatment will be accorded Germeral's tax return, and
finally the impact of an additiomal $500 million of potential 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 its ability to provide service to its customers.
General furthexr argues that should the Commission fail to 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

Pacific in this proceeding as well as in Application
No. 58223 requested that Pacific be permitted to collect, subject
to refund, rates that are indisputably consistent with eligibility
for AD and ITC and that are explicitly designed to reestablisk
Pacific's eligibility if Decision No. 87838 is later foumd to be
inconsistent with eligibility. '

In support of its position Pacific argues that. _

1. The Commission in Decision No. 87838 recognized that

fedexal tax bemefits were an important source of financing for

.32_..'
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Pacific, that loss of eligibility would create staggeri:ig problems,
and that eligibility should be preserved.

2. Since Decision No. 87838 has been put into effect and
refunds for the period August 1974 through October 1979 will be
made, Pacific's eligibility for tax bemefits upnder Decision No. 87838
will be fully tested. The IRS has served a deficiency letter om
Pacific and over a billicn dollars of potential back tax liability
for 1974-1979 are now at risk. |

3. This enormous risk, coupled with present market conditions
and the growing demand for telephone service in Califormia, has put
Pacific in a precarious fimancial condition. Its present "A'" bond
ratings probably cannot be maintained absent. substantial rate relief
and Pacific's ability to finance its needed comstruction is now in
doubt. |

4. In view of Pacific's precarious fimancial sitwation, it is
not wise to risk eligibility over am even longer period nor add to
the already enormous potential back tax liability.

5. The telephone rates that went into effect om October 30,
1979 were based on normalization and ratable flow-through, and
probably reestablish Pacific’s eligibility for the tax bemefits.
These rates therefore constitute a fixrst step in limiting Pacific's
potential back tax liability to the sum accmnulated for the period
August 1974 to October 1979. ‘

6. Eligibility can be made more certain if the Commission
explicitly states that the AAA and AA methods will be applied to
present rates and refunds ordered, ouly if and when litigation with
the IRS establishes that these methods will preserve eligibility
for tax benefits. ,

7. A propexr refund provision should perm.t Pacific's _
finanecial statewents to show the deferred tax liability that accrues
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in comnection with normalization after October 30, 1979 as a
deferral, without the acczwal of imtewest due the Umited States
on the taxes. This change in the finaneial statements will
s:’.gnificéntly belp the key "times interest coverage" indicator
and thus improve the prospects of attracting investment.

8. Care taken by the Commission to minimize further risk of
injury from a loss of tax eligibilicy will be seen by p:osPect:.ve
{gvestors as an important and positive sign- -

In support of its position Pacific’s f:tnanc:‘.a.l witness
Mr. Joses, Treasurer, testified on Pacific's bleak financial '
picture if the AAA and AA formulas were put into effect om an

ongoing basis.and eligibility were lost. Mr. Joses _test‘ifieg'ig-ér

. —

 Pacifit's growing_capital budgets and the problems of fundinz such

__laxrge budgets and what the potential loss of tax benef:its would have _

ou such financing. requirements.
Mr. Joses further testified that I’acif:.c has h:i.red
special tax cpun.sel to help Pacific secure a favorable ruling om
its deficiency litigation with the IRS. Counsel for Pacific stated
for the record that Pacific will be directing the litigation with
the IRS on the deficiemcy notice with full comsent of American
Telephone and Telegraph Company (AT&T) : This statement is somewhat
contradictory of Gemeral's witness Jomes' testimony that the tax-
paying pareant would be 'etpected to litigate the matter. Pacific: s
counsel stated that it kuows it has the authority to direct the
litigation. Mr. Joses fuxrther testified that if rares are continued
to be set on 2 full mormalization basis and a Savorable eligibility
verdict is obtained, Pacific would refumd the difference between
" the AAA and AA rates over full mormalization rates ou a I.xi:np sum
basis if the company has ..he financial viability to do so..
gtaff Position .
The staff takes the position that Pac:.f:.c and Gepnexal
have not Jusx::.fzed their proposal to continue rates oo a full
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normalization basis subject to refund and therefore reduc‘.::téﬁs-'

should be oxdexed comsistent with the mandate of the California

Supreme Court in City of Los Angeles v Public Utilities Commission

(1975) 15 C 3d 680 and the order of the Commission in Decision

No. 87838. |

The staff contends that Decision No. 87838 Is finmal as

Gezeral and Pacific umsuccessfully sought rebeariag before this
- Commission, imd TaALEIAL Feviey before the CALLSSriLA Supteme Coe; T
and federal courts, including the United States Supreme Court onm

several occasions. o |

In their various appeals General and Pacific wged a
stay of the operation of Decision No. 87838 umtil the var:f.‘oizs tax
questions associated with the proceedings were f:;’.nally settled
before the IRS. 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 that they do
zot imvolve this Commission's ratemaking authority. The staff
further argues that this important distinction was made clear ia
City of Los Angeles v Public Utilities Commission, supra, | ,
which led to Decision No. 87838, hopefully the final resolutionm of
the matter. . | :

The staff argues that Pacific's and Genmeral's witnesses
bave testified that in order to retaim eligibility to take IIC,
the Commission's order comtiauing rates om the (ptiom 2 method’
provided in Internal Revenue Code Sectiom 46(f) must be a £inal
deternination. However, the staff alleges Pacific's witness-offered-—

N R
—— A ——— .~

. ho.analysis oo what would comstitute such”a “final-determination’

o

iThin the Reaming of the STatuce, aud Gemeral's wimess was—alsi—laliing’

- RETR W e e ima puemee N o .

- -

PR I

in any substantive rationale for the opinion that an order continuing
rates subject to refund was a fical determinmation.
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The staff argues that Pacific and Genexal cannot say
with assurance or based om authority that eligibility would be
preserved during the succeeding years in which they would have rates
set on normalization subject to refumd, nor can they say that the
Bell Normalization method will preserve eligibility at all. In
weighing Pacific's and General's request the staff contends the
Commission must cousider the following costs and effects of an
ordexr to continue rates based onm normalization:

1. 7The order is sought peﬁding'eventual resolution of the
tax deficiency assessed for four months of 1974 which could take
six or seven years for a fimal resolution during which rates would
be collected on & Bell Normalization basis.

2. The amounts of tax deferrals and ITC accrued during this
period would be substantial amounting to approximately $522.2 million
at & 9.73 percent rate of return for Pacific through 1984 and
$192 million for General. |

' 3. 1In view of the substantial refunds involved, Pacific and
General will make no assurance to the Commission that they will be
finanecially able or willing to make any refunds inm the future.
_Further General and Paciffc might vexy well ask for an- addiﬁml—:

five-year refimd plsn.

4. During the four to seven years in which xates are collected'
subject to refund and an additionmal five years over which the

companies may request refunds be paid, Pacific and General would
accrue interest Of 4 at"Icast“T’percmt“‘which*wouId'“represent"rheavy

cost Co ¢l ~the ratepayers.

5. The proposed Bell Normalization method of itself cannot
be said with certainty to preserve eligibility.

The staff concludes that the rationale offered by Pacific
and Gemeral that a normalization order will preserve eligibility is
tenuous at best and outweighed by the ecomomic burdens zod uncex-
tainties to the ratepayers. Therefore, the staff rec:omends that
prospective rate reductions be ordered now.

-36-
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Cities' Position

The Cities argue that prospectively rates be set on a full
flow-through basis as it was consistent with eligibility and secondly,
any resulting loss of eligibility would be essentially compelled by
the managerial imprudence and obstinacy of the telephone companies,
going back to not electing full flow-through as Jdid most other
California utilities and/or not seeking legi{slation that would enable
them to elect flow-through. The Cities argue that the IRS affirmed
the Comnission's full flow-through method for :he ‘years 1970-1973 and
through August 16, 1974 by not levying any deficiency assessments but
made an assessment for the methodology used after August 16, 1974 based
on the Commission's normalization methodology. The Cities argue that
Pacific and General willfully refused to take AD between 1954 and 1969,
willfully sought legislation that could cause loss of eligibility,
willfully asked the IRS to declare themselves imeligible for the
benefits of AD, and made no effort to work for a legislative change
that would preserve or restore eligibility. Cities argue that AT&T's
and General Telephone and Electronic Company's (GT&E) naticawide ‘
financial interest demand ineligibility and this course bas been
followed consistently and will continue to be followed.

Cities specify the following reasons for rejection of
Pacific's and Gemeral's proposals to ¢ollect revenues on a Bell
Normalization basis subject to refund:

1. Collection subject to refund pending federal appeal has
previously been rejected by the Commission and courts om various
occasions.

2. Pacific's proposal will not ensure eligibility.

3. Collection of rates subject to refimd provides an extreme
incentive for the companies to seek ineligibilicy. . ,

Should the Commission permit collection of rates subject
to refund pending federal adjudications, Cities argue that such
orders must have the following safeguards for the consumers:

1. The Commission must retain flexibility to reset rates om
any basis it finds reasonable after a federal tax adjudication.

-37-
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2. - The Commxission wust ensuxe that the companies will
absolutely refund all moneys collected subject to refund.

3. The funds sbould ca:ry'with them a specified interest
rate or interest formmla.

4. The urilities and their pa:entsumst pledge active
cooperation in retaining eligibility and restoring fimancial
integz;ty as a condition of amy Commission oxder. Pazents must:

(a) Provide equity capital to Pacific and Genmeral
on the same basis as to all other system=ocperating
' companies. |
(b) Actively support their Californiaz subsidiary
efforts to retain eligibility via litigation and
by providing assistance in spomsoring legislation
to enable the subsidiary to retain eligibilicty.
" Cities recomrend, to insure good f£aith support by
the parents, rates should be Teset on flow-through

i£ the parents £fail to support the subsidiaries as
indicated or if ineligibility results. |
5. Reductiom in rates of return since the coupanies profess
that such action would be benmeficial.
TURN'S Positiom

TURN takes the position that setting rates om a full
normalization basis subject to refund if the Comxission's normalization
formulas are foumd not to vielate IRS Code provisions would further

" encourage Pacific and Gemeral to continue to seek imeligibility since
full normalization-based rates aze substantially higher than rates
based on the Commission’s methodology. Since Pacific is but one of
19 affiliates of ATST and Genmeral is but ome of 14 affiliates of GTEE,
the naticmal implicatioms of the tax ruling om the Commission’s AAA
and AA formulas must not be igmored. If litigatiom is handled by
the parent corporations, TURN doubts that the corporate interests’

of the parents would be put aszde for the interest of the Calafornia
subsidiaries.

-38- -




A.53587 et al. rr |

TURN also argues that it would be illegal to set
telephoué rates on a Bell Normalization basis since Ordering
Paragraph No. 4 of Decision No. 87838 states that the AAA and AA
tax methodologies ."'m-i]iprfe'd'-" to all future rateg'of—
Pacific and General and also would be contrary to prior Supreme
Court Cases,San Framcisco v PUC (1971) 6C 3d 119,127 regarding
) normalization "notwithstanding' the: federal tax statute";

R e S ot — e a - n

" TORN also argues that the reauested Coum:.ss:'.on order
setting rates on a Bell Notmalfzation basis subject to £inal
ruling on the IRS deficiency assessment will not be final
uwntil a final determination is rendered on the deficiency
assessment. Therefore, TURN believes prospective eligibility -

... would.date from-the time of-the final ruling on the IRS.

-

deficiency assessment and not from the date of a Comission
order setting rates subg ect to some future event.

e e R e
w .
+

D:[sc-ussion ‘

Pacific and General argue that changed circumstances
since the issuance of Decision No. 87838 justify the Commission's
reconsideration of Ordering Paragraph 8 requiring rate
reductions to set future rates om the AAA and AA normalization
methodologles. The changed circumstances are. the Notice of
Deficiency Pacific received from the IRS on September 27, 1979
relating to the use of AD and ITC iIn 1974,an IRS letter indicating
that it will apply the IRS ruling on General's tax return as to-
AD and IIC, and the enormous risks that Pacific and General will

face If eligibility to use AD and IIC for 1980 and future yea.rs
1s lost.

Although TURN and other parties agree that Dec:!’.sion '
No. 87838 is final, only TURN takes the position that the
Commission is precluded from setting rates prospectively om a
full normalization basis after ordering in Decision No. 87838
- that all future rates would be set using the AAA and AA formulas.
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We are not moved by 'J.'U'RN's argument since the Comm:‘.ssion has often
adopted new ra.temak:’.ng methodologies or mod:.fied ex:.st:.ng ra.temak...ng
nethodologies in the past. What is essential is that we consider :Ln
light of the present record whether it would be in the publ:’.c interest
either to pemit Pacific and Gemeral to comtinue collecting rates on
a full normalization basis or to. place im:o effect the ra.te reduct:’.ons
ordered {n Decision No. 87838. :

We do not believe it to be in t:he best :Lnterests af
either the utilities or their ratepayers to allow the potential
tax liability to continue to Increase beyond today's total.
Pacific and General have both undertaken significant capita.i
expansiocn programs in order to meet the growing demand for modern
commmication services. These plans, of course, require the
infusion of large amounts of capital, which in today s market
are increasingly costly.

While we are convinced that our ratemaking methods not
cnly comply with the mandates of the California Supme Court but
also the eligibility comnditions of the Internal Revenue Code, the*
financial commumity to whom the utilities must go in the pursuit of
capital is influenced by the grewing amount of potential tax liability
which will only be £inally settled on some wmcertain date in the |
perhaps distant future. We note that Pacific's estimated further
liability for the years 1980-1983, for example, is over $1.6 billion
inecluding interest, and for Gemeral $365 million before interest for
the period 1980-1984. Thus, in order to 'keep'the cost.for"'ad'di‘t‘iqné.l :
capital as low as possible, which of course, inures to the bepefit
of the utilities' ratepayers as well as shareholders, and at the _
same time insure that the ratepayers will be made whole when litigatiom
regarding consistency of our AAA and AA methodologies cemply with the
eligibility conditions of the Internal Revemue Code I3 concluded, we
will set rates prospect:.vely using Bell or full nomalz.zatz’.an met:hods
subject to refund upon completion of the extensive l t:‘.gation. \




To do otherwise at this JURCTXTe exposes the companies
o a further potential tax liability of nearly §2 billioz,
from whick Califernia ratepayers cas gain no~advan age, anc
for which the companies will claiz the Tatepayers are liadble
This amounts 4o needless risk. A failure to ecogn;ze the
uncer<ainties of litigation could lead to Lnnecessaﬁ‘ly ha:sh
conseguences. The current situation can be likened to ;‘
variation on ?uss‘aa Rouleste: a trigger is being pulled, and
the Commission caznot say for sure whether there are any
bullets iz the c¢ylinder, or in what . chamber a pullet nay
lie. What the Commissioz can do is aveid as much damage
as possible if the gun should go off. Tre way'to éo =his
is to shield from damage ir the form of unnecessary federal
tax liability as much as it is practicable to shield. The
‘Commission thezefore commivs itself to 20t apply the Aéxdnipﬁ“
methods oz a prospective basis uwatil eligibility unce'ta, =ies
are resolved, at which time refunds with accumuﬁate& rest
at the formula arzived at iz QII 56, cnr:e“tTj exceedzng
13- percent, will be ordered in the method applied om an
ongoing basis, subject, however, to the following observations.
Adoption of the AA and AAA methods was orxdered pursuant
to decisions of the Califorxmia Supreme Court, Citv of Saz Trancisco
v. 2CC, 6 C3& 119 (1971). City of Los Anceles v. PUC (I), 7 €3
331 (1972), Cizy of Zos Anceles v. 2CC (II), 15 €3& €84 (1975).
The courrt zeld irn Citv of San Francisco that Commission Decision
No. 77984 was iavalid hecause of the fallure of the Commission
o consider alternatives to the full nermalization method, whick
was Zound o he lhars:k to the ratepayer. AnORS :hé_alte:- wives
that the Coumt orxdered the Commission =0 ¢oasider at that tixme,
azé iz Citv of Zos Anceles v. PUC (IT), were applﬁcaticn of
the "izputed flow-through” method adopted iz 1568 in Commission
Decision No. 74917, a=d the 4A and AAA methods ordered in Decisionm
No. 87838. S | R
Sizmce the Commission contintes €O act pursuant €
those Supreme Couz: cecisions, Lt is ixport
our actions ~ axd those of Pacific ané General
the lancuage of the cours.

»
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Throuthut the pe:zod since adopt;on of Internal
Revenue Qode Sections 46 (£f) a=d 167 (1), the Commission ‘has
'attehptedfté ﬁr&se:ve Pacific's and General's eligibility for
accelerated depreciation and the investment tax credit. Decisions
77984, 78851, 83162, 87838. In the first three of those
Decisions, the Commission granted ‘ulllnbrmalizat‘on. In. the
case of each of those decisions, as noted above, the cAl;‘ornla
Supreme Court annulled the Commission's treatment oI income
tax expense. In Decision No. 87838, we adopted the‘AA”and;AAA-”
method suggested by the Court in Citv of Los Angeles (II).

It is important to observe - and for the companies
£0 recognize - that the Commissioﬁ's.appfecia:ion of the
importance of eligibility is based upon practicality and.
not upon the due proéess clacse. In Citv 0f San Francisco,
the Court explicitly held that loss of eligibility and
requiz low-through of tax bezefdits i.e. imputed flow-'
througk would not be "a denial of due process” because oL

"Pacific's cornduct” which was ctaracterized as "merudent"

Iz today granting noz;a*;.a.-on rates subject to
zefund, tke Commission *ecognizes the flexibility it retains
wader tke holdizngs ¢f the California Supreme Couxt. IR
oﬁtcome of litigation can never be certain until a Sinal E

ruling takes effect. I£, as the Commission expects, AA and
AAD are eventuwally held comsistexnt with eligibility, then
the difference between the :o:maliza*‘ n rates g:anted,toéay
ané. the rates as they would be uwader AA anéd AAA will be
refunded with accumulated interest, and the rates thence-
Zoward will be set by the AA and AAA methods.

Some parties aave expressed the fear that oux
ozder tocay provides an incentive Zor Pacific and General
to undermize the case for eligibility iz the hope of then
gaining £xll mormalization on-a permanent basis. We believe
chis feax tas been substantially mitigated by the vass
sums: whick ere already at risk. Sensitive %o this legitimate
fear, however, the Commission zoday asfirms that loss of -
eligibility under An and AAA does not necessarily imply

-
doe -

permazexnt adoption of full conventioral normalizati
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£ el:.g:.bzl:.tv is- lost undexr tb.e AA a.nd AAA meuods ‘

several courses remain open to the Commission other than adoption
of conventioral normalization. Firxrst, it is l:'.kély‘ that the
Commission would inftiate the consideration of addi tional
alternatives to full normalization which would aveid the
extreme positions - full normalization and _mputed "’low-‘
thraugh -~ which the Supreme Court keld harsh <o ratepaye::s
and utilities, respectively. The orders.of sthe Ca.l:._oma‘
Supreme Court &id mot limit the Commission to consideration
of one altexpative. The Commission, zaturally, does. ot
welcome the prospect of additional vears of d:.spute such
as bas attended litigation of issues raised by Decision No.
873838. The companies caxn khelp avoid suck a prc’spect through
ardent efforts to retain eligibility under Decision :\Id. 87838

) The Commissioz is most comcerned by the past actions
©f Paciiic whick serve not to presexve the eligibility wf;ich
it clains is so vital to its financial health, but which tmdermine

£ eligibility. Iz public statements and press rel e_.a.sés, and’
in appearances in legislative forums, represextatives:of -
‘Pacifiic and its parent have claimed that the normalization
rules of Decision No. 87838 denied Pacific its eligibility
They have oftexn relied upon IS private letter rulings e.nd
deficiency notices, which are not binding upon . couxts of.
law, o support their claims. At every opportunity Pacific
and its parent have opposed legislation which would have.
insured an end to the eligikilisy isste and wouid_ be .
consistent with the law of Califormia. And in seekisg a:
IRS ruling on eligibility under the AA. and AAA normaliz o::.
methods, Pacific took the position that the Commission's
orders bad made it ineligible. Theyv took this position
despite briefs Ziled in the Commission proceedings by
inter alia,the Secretary of Defense, supporting the
Ah and AAR mettods, and despilte independent law review commentaries
supcort:.ng eligibility under AA axd AAA.

The companies should be aware that the Commission
could at amy time oxder current Tate-setting tndex AX a..c’. AAA
even be‘o-e & £inal =zling on the el..g:.b...l TY quest zion. S‘L..C""
action cou...d be taken. if.the Commissioz found thas the compa::....es :

were 2Ot making a good faish effo'-*- iz seeking o “et""".neligib:'.l*
. -4 0c~

———
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In judging whether the good faith effort {s undertaken,
the Commission will look te the follow:x.ng. The willingness bf the .
companies and spec:.al counsel té report to the Commission om the
progress of litigation; the willingness of the companies to support
the Commissionm as full partner and intervenor in the litigatiom;
and the degree to which actions of special counsel and oirersiéht:‘
of special cowmsel are undertaken independent of those elements
of Pacific which continue to claim that eligibilicy is lost mder
Decision No. 87838. : : :
Although certain parties have advocated the use of flow-

through since the IRS did not levy a deficiency assessment for
the years 1970-1973 and Jamuary 1, 1974 through August.l6, 1974,
when rates were set on the basis of flew-through, we are not
convinced that flow-through is a viable alternative for Pacific and
General. We view the IRS fallure to assess a deficienéy for the
periods when rates were based on flow-through as entirely incounsistent
with the deficiency assessment begimning August 16, 1974, Howev_ef, '
the failure to assess a deficiency wntil August 16, 1974 merely:
strongly confirms our opinion that our more comservative ASA and AA
adjustments must comply with the Iaternal Reveuue Code.
Findings of Fact on Rate Reduction Issue

1. Pacific has been served a Deficiency Letter by the
IRS for 1974 in the amowmt of approximately $89 million due to
the methods of normalization adopted in Decision No. 87838.

2. Gemeral has been advised by the IRS that s:‘milar _
treatoent will be accorded Genmeral's tax returns.

3. Pacific and Gemeral have stated on the record :hat
they will vigorously challenge the IRS determinatioms.

4. It is estimated that it may take from four to seven
years before there is final judicial resolution as to whether

the AAA and AA methods used in Decisicm No- 87838 are accept:able
nomalizatian methods. -
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5, Pacific and General are confronz:ed with substancial
potential back tax liabilities of approximately $1 ‘b:'.llion |
and $390 million, respectively,for 1979 and prior years ,a.nd
$1.250 billion and $378 milliom,respectively,for 1980-83..
6. Pacific and Gemeral estimate & continmuing: growth of __
customers in the 1980's. Pacific estimates comstruction ,
budgets for 1980 of $2.4 billiom, for 1981 of $2.7 billion,and
for 1982 of $3.0 billicu. Gemeral's comstruction budget
estimates for 1980, 1981,and 1983 are $610 million, $675 milliom,
and $748 million,respectively. ‘ ' |
7. Pacific and General estimate that their external
financing vequirements will be cor-eswnd:f.ngly large in the 1980" s.
Pacific estimates $1.2 billien of externmal financmg in 1980
and General estimates that its financing will average wozre than
$300 million per year for the period 1980~84. &
8. Both Pacific and General have s:.ngle A debt ratings
and expresg comcern at about maz.nta:.m‘.ng their ratings :
9. The Inrermal Revenue Code or regulations z require a subsequent
determination consistent with the eligibility conditioms in

Section 46(£) be put into effect to reestablish eligib:.h"y.,
~= =°10T ~Uhder Turtedt ecomomic conditicdd, LY is reascuable

o place a cap. on Pacific and Genmeral's potential tax liability
by providing that henceforward rates will be set om full
normalization subject to refumds pending the cutcome of liz:igation
with the IRS concerning- the AAA and AA methods. :

11.  The IRS failure to assess a deficiency for the years
1970-1973 and January 1, 1974 to August 16, 1974 confirms that the
Commission's more couservative ratemalcing methods: comply with
the IRS Code. :
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Findiggs “of Fact’ -“Rate Refunds

1. If lump sum refumd is ordered, Pacific and Gemeral will
be confronted with severe cash flow problems considering the
magnitude of external fimancing both companies must seek in 1980
and future years to finance their —needed comstruction programs:

2. The five-year extended refund period sought by Pacific
and General is too long and imposes an unfair burden on the
ratepayers. :

3. A two-step refund will substantially alleviate the cash
flow problems of Pacific and Gemeral but will result_in
reasonably expeditious refunds 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. :

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

6. Refunds to prior residential customers of Pacific and
General will be extxemely costly, time-consuming,and usuccessful
because the current addresses of such pr:f.or customers are frequently
not available.

7. Refunds to prior business 'customers of Pacific are
practicable because the aumber of business customers is substantially
less than the number of residential customers. '

8. Refunds to all prior business customers of General are not

_practicable because it would take 10 to 18 months ‘and substantial
_._cost _to accomplish the data processing « wor}c_a}jggﬁg_ to {el?‘gop tlie,..._,_.._-_
_...necessary data.

N ——
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9. General can make refunds to business_customers

—_._Who were customers on or_ after January 1, 1979 and bas

other records to determine the number of months of continuous -
service each business customer had during the refund period. |

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

1l. Most prior customers of General and Pacific are current:
customers of Pacific and Gemexal.

12, 1If refunds for residential customers axe restricted to
current customers, only those prior custowmers who are currently in
non~-Pacific or Gemeral service areas, customers who bave moved out -
of state, or customers who bave become deceased or are no longer taking
any telephone service will mot share in the residential refunds.

13. It is not practicable to make refunds to all prior resi-~
dential custowers since the costs and time iavolved do not warrant
such an effort and will be substantially wmsuccessful.

14. It is practicable to make refunds to all current and prior
business customers of Pacific as the records are readily available
to make such a distribution whereas it would not be practicable to
make refunds to all prior business customers of Gemeral as it would
require the processing of 17,000 reels of tapes to extract similar
information for General's business customers.

15. It would be reasomable to require General to make refunds
to all business customers of Gemeral who were customers as of
January 1, 1979 and to make refunds proportional to the number of
months of continuous service. .

16. It is reasonmable to compute refunds to Paca‘,ficv s 'business
customers in proportion to historic recurring exchange charges‘ :
billed to each business customer during the refund pe:::.od whereas

-
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for Gemeral's business customers refumds would be proportionate
to current recurxring exchange billing weighted to reflect number
of months of continuous service.

17. It is reasomable to make refunds in the form of bill
credits to current customers and by checks to prior customers to:
(1) avoid the considerable cost of issuing and processing checks,
and the handling of & mumbexr of returned checks, and (2) avoid
the possibility of checks being stolen, misplaced by customers,
or confused with bill stuffer material often discaxrded.

18. It is reasonable to require Pacific and Gemeral to file
reports showing the refunds distributed within 90 days after each
distribution date and & final report as to any wnrefunded balances
for further distribution at some future time. ,

19. Interest on refumnds can and should be set prospectively
at the same levels set in Decision No. 91269.

Conclusions of Law ‘

1. The refund plans authorized for Pacific and General as
shoun in Appendices A and B are reascnable plans that comform to
the requirements of Public Utilities Code Section 453.5.

2. Pacific and General should be authorized to continue
collecting rates based on a full normalization basis wntil there is
legal resolution on whether the AAA and AA methods are acceptable
normalization methods.

3. Pacific's rates set in Decisicns Nos. 90919 and 911.21
should be based on 2 full normalization basis, subject to refumd.

4. General's rates should be established on the basis set
forth in Decision No. 87505, less an amount to reflect full flow-
through for 1969 vintage plant additions, and as filed im Advice
Letter No. 4471. | -

5. In order to expediticusly proceed with the refund plan

adopted herein, the following order should be effective the date.
of signature.
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IT 1S ORDERED that:

1. Within one hundred twenty days after the effective ‘
date of this order, The Pacific Telephone and Telegraph Company
shall refund the overcollection in rates for the refund‘period
Auvgust 1974 to the date of this decision of approxxmutely $38l
million, plus additiomal interest to payment dates pursuant to the
refund plan attached hereto.as Appendix A.

2. Within one hundred twenty days after the effectxve dace
of this order, General Telephone Company of California shall
commence refunding the overcollection in rates for the refund
period January 1, 1973 to the date of this decision of approximately
$111 million plus additional interest to payment dates pursuant o
refund plan attached hereto as Appendix B.

3. The Pacific Telephone and Telegraph Ccmpany and General
Telephone Ceompany of California shall inform each recipient of a
refund either by transmittal letter or notation‘onvthe bill or
check reflecting the refund that: "This refund is pursuant to
an order of the California Public Utilities Commission."”

4. Decisions Nos. 90642, 90919, and 91121 in.Applxéation
No. 58223 which establish rates onm a full normalization basis,
subject to refund, shall be revised as follows: |

"The rates established shall be subject to refund

on further order of the Commission after completion

of litigation with the IRS concernxng the AAA and AA

zethods. It is the Commission's intent, as expressed :
in Decision No. 87838, that elxgibzlz*y be presexved.” b////

5. General Telephone Company of Califormia iIs

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 sechedules with rates,
charges, and conditions establxshed on the basis set forth in
Decision No. 87505, less an amount.co.reflect £ull £low-throuzh

for 1969 vintage plant additioms, (See Advice Le;ter 4471); dn€ shall
be effective upon filing. : . o ‘
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6. Interest on amomits subject to refimd shall be
computed by applying the rate of 7 percent per armum to the
date of this order, hereafter the rate will be the Federal
Reserve Board Commercial Paper Rate 3-Month Prime, published
monthly in Federal Reserve Board Statistical Release 6-13'
both rates will be applied with monthly compou:nding

7. Any motion not heretofore ruled on in these
proceedings is denied. '

The effective date of tb.;s order is the d.a.te hereof .

Da.ted 1’5& 12 3989' B , at San Francisco,

Califomm

/’0‘” / Z fies:.dent
I

_L//Comm:uss'e::s‘ \
G SN

e L
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Refund Plan For The Pacific Telephone and Telegraph Company
To Disburse Funds As Qrdered 3y Decision No. 87838 )

/

Apportionment

a. The actual billing amounts for recurriﬁg exchange charges
for the residential and business classes will be computed for
the full refund pexriod.

b. TUsing the actual billing amouwnts from (a) above, the total
amount of the refumd which has been fixed will be propor-
tionately allocated to the residential and.business.cigsses
on the basis of recurring exchange charges.

Distriburion

a. The refund amount for the residerntial accounts will be
distributed to cuxrent customers on an equitable Pro rata
basis, using each customer’s cuxrrent recurring monthly
exchange charges as the proportional factor. Current
CUStomers Zean customexs who were receiving sexvice om_ .
the effective date of this decisicn. 4
For business customers, the refund amount will be distributed
on the basis of historical billing records to all customers
connected since the start of the period for refund. The
total billed amount for recurring exchange charges for the
customez's £ull . comnection pericd will be used as the
proportional £actor. In the case of business customers,
both current and former customers will receive refunds.

Mapner of Refund
a. Current customers - by bill credit.

D. Current customers who discontinue service - by £imal bill
credit plus check if refund balance exceeds £imal bill.

€. TFormer customers - by ckeck.

Timing

3. Refunds will be made in two steps. Initial distribution
will provide for full refund but no more than$35 within
120 days of the effective date of this order, to all
current business and residential customers. Balance due

will be refunded one year from the date of faitial .
distxibution. : ‘ S
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b. Refunds to business customers who are not current customers,
and to residential customers who discontinued service after.
the effective date of this decision and who are not current
customers, will receive full refunds within 120 days of the
effective date of this orxder. - ‘ o .

. e ERE e Sl emrhh

- ST Refmd Period

Refunds will be for the perfod from August 17, 1974 when:
rates under Decision No. 83162 went into effect through

the effective date of this decision plus applicable interest
to refund date. -

Interest Rates
Interest on wnrefimded balance will be continued at the rate .
of 7 percent per ammum to the effective date of this decision

and at the Commercial Paper Rate (3 months prime) effective
after the date of this decision.

Reporting Requirements

Pacific Telephone will file a report with the Commission within
90 days of the completicn of each distribution. The report
will contain the following informatiom: v

The total basic amounts plus interest due customers.

The total amount credited om bills either initially or
through adjustments. ‘ :

The total amount of drafts issuved. :
The total amount of drafts returned as wmdeliverable.

The total amomt of drafts outstanding and an estimate of
the portion whichk will never be presented for payment. .

The total amount which remains wmdisbursed (a-b—¢id+e (portiom)).

The amount 0f expeunse incurred to implement this Plan and
the accownts charged therewith.

Other Requirements

a. Pacific Telephone ILs no longer required to maintain records
relating to charges authorized by Decisions Nos. 83162 and
85287 for the period from August 17, 1974 to October 29,
1979 and Decisioms Nos. 9064%, 909l§; and 91121 zages to
the dare of this decision. i

No attormey's fees for any intervemor shall be paid in
comnection with the refunds. : ' S
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Refund Plan For Gemeral 'relephone Company of California
To Disbuxrse Funds As Ordered By Decision No. 87838

Apportionment

a. The actual billing amounts for recurring 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

_ anount of the refund which has been fixed will be propor-
tionately allocated to the residential and business classes
on the basis of recurring exchange charges.

Distribution

a. The refund amount for the resident:.al accounts will be
distxibuted to current customers on an equitable pro rata
basis, using each customer's current recurring monthly
exchange charges as the proportional factor. Current
CusStomers mean custowers who werxe receiving sexrvice on
the effective date of this decision.™

For business custcwmers, the refund will be made to current
customers and to prior business customers who have dis-
connected sexrvice since January 1, 1979 on the basis of
their current monthly recuxrring e.xcbange. billing*, but
with the refund amounts received by each customer we:’.ghted
to reflect the number of months that the customer bhas been
in continuous service during the refimd pexriod.

Manner of Refund
a. Current customers =~ by bill credit.

b. Current customers who discontinue service - 'by £final bill
credit, plus check if refund balance exceeds final bill.

c. Former customexrs - by check.

.For prior Business customers who have discomnected sexvice simce
. Janwary 1, 1979 on the.basis of their last monthly- recm.-:ing
-+ exchange bﬂling _
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4. Timing

8. Refunds will be made in two steps. Initial distributiom
will provide for full refimd tut no more than $35 within
120 days after the effective date of this order to all
‘current business and residential customers. Balance due
will be refunded ome year from the date of iInitial
distribution.

Refunds to residential customers who discontinued sexrvice
after the effective date of this decision and who are

not current customers will receive full refunds wi:h:.n 120
days of the effective date of this order. : .
Business customers who discontinued service on or a.fter
Jancary 1, 1979 will receive full refumds within 120 days
after the effective date of this order.

Refund Period - Refumds will be for the period Jamwary 1973
to the effective date of this decision. Although the refund
period commences with December 15871, the Commission in

Decision No. 87838 recognized certain credits and rate
reductions made by Gemeral as a2 result of the a:mulment of
Decisionr No. 78851 of Pac:[fic.

Interest Rates

Interest on the unrefimded balance will be continued to accrue
at the rate of 7 percent per amnum to the effective date of this

decision and at the 3-month . Prime Commercial Paper Rate as of the
effective date of this decisicn. |

Reporting quuirements

General will file a report with the Commission within 90 days of
the completion of each distribution. The report will ccntain
the following information: '

a. 7Tbe total basic amounts plus interest due customers.

b. The total amount credited or bills either initially or
through adjustwents.

¢. The total amount of dra.fts issued. ‘
d. The total amount of drafts returnmed as undeliverable.

e. The totzl amount of drafts ocutstanding and an estimate
of the portiomn which will never be presented for payment.
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The total amount which remains undisbursed
(a-b-c+d+e (portiom)).

The amount of expense incurred to implement this Plan
and the accounts charged therewith.

Other Requirements

a.

General is no longer required to maintain records relating
to charges authorized by Decisions Nos. 79367, 83779, and
87505 for the period from January 1979 to the effective
date of this decision. Records for Decision No. 87505

:il}.s?ave to be maintained from the effective date of this
ec on. :

No attorney'’'s fees for any intervemor shall be paid in
comnection with the refunds or rate reductions. _




