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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Rulemaking on the Commission’s Own Motion into
Universal Setvice and to Comply with the Mandates R.95-01-020
of Assembly Bill 3643. (Filed January 24, 1995)

Investigation on the Commission’s Own Motion into 1.95-01-021
Universal Service and to Comply with the Mandates (Filed January 24, 1995)
of Assembly Bill 3643.

INTERIM OPINION APPROVING TRUST AGREEMENTS AND
INVESTMENT OBJECTIVES FOR THE CALIFORNIA HIGH COST FUND-B
AND THE CALIFORNIA TELECONNECT FUND

This decision approves, with modifications, the proposed trust agreements for
the California High Cost Fund-B»(CHCF-B) and the California Teleconnect Fund (CTF)
submitted by the Interim Administrative Committee for the CHCF-B and CTF
(Committee).! This decision also approves the Committee’s proposed investment

objectives for the CHCF-B and CTF.

}. Background
in Decision (D.) 96-10-066, the California Public Utilities Commission

(Commission) created the CHCF-B to fund the provision of affordable telephone service
to residential customers located in high-cost areas served by the five largest local
exchange carriers in California. Decision 96-10-066 also established the CTF to fund the
deployment of advanced telecommunications services to schools, libraries, and other
designated organizations. The CHCF-B and CTF are financed by Commission-

determined surcharges on all end users of intra-state telecommunications services.

' The approved trust agecements are contained in Attachments A and B to this decision.
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I Resolution- T-16071 issued on August 1, 1997, the Commission directed the
Com:mttee to meet with the IRS for the purpose of securing tax-exempt status for the
CHCF-B and CTF. Resolution T-16071 also instructed the Committee, following its
meeting with the IRS, to submit a motion in this proceeding regarding the steps the
Commission should take to implement the CHCF-B and CTF.

The Committee met with the IRS on August 19, 1997, and in compliance with
Resolution T-16071, the Committec ~ubmitted a motion on Octobe. 2, 1997, which

recommended that the Commission issue a decision taking the foli . ng actions:

(1) Direct the Committee to seek private letter rulings from the IRS « - ating 11x-exempt
status to the CHCF-B and CTF; (2} Approv:- i Committee’s propc - - trust agreements
for the CHCF-B and CTF; (3) Approve the Committee’s proposed investment obje<tives
for the monies held by the CHCF-B and CTF; (4) Approve the Committee’s proposed
charters for the CHCF-B and CTF; and (5) Provide clarification and further direction on

a number of operational and oversight issues. There were no responsés filed regarding

the portion of the Committee’s motion pertaining - - ust agreements and investment
objectives for the CHCF-B and CTF!

In D.98-01-023 the Commiission directed the Committee to seek private letter
rulings from the IRS granting tax-exempt status to the CHCF-B and CTE. Today's
decision addresses the Commiltee’s requested approval of its proposed trust
agreements and investment objectives for the CHCF-B and CTF. A subsequent
Commission decision will address all other matters contained in the Committee’s

motion.

! The only response to the Committee’s m>. -7 was filed by the Cellular Carriers Association of California
(CCAQ). Inits response, CCAC recommi: - icd that the Comu: . sion take various aclions pertaining to
interest earned on CHCF-B and CTF surcharge revenues. CCAC'’s recommendations were addressed by
the Commisslon in D.93-01-023.

? To date there has been no formal IRS action on this matter.
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. Proposed Trust Agreements for the CHCF-B and CTF
We have reviewed the proposed trust agreements* and find they conform

to our general principles and requirements for such agreements.’ In particular,
the proposed agreements clearly establish that the Commission retains ultimate
authority and control over the Committee, the trustee, and the funds held by the
trusts. Furthermore, the proposed agreements are substantially similar to the
trust agreements we adopted in 1.98-02-040 for the California Board for Energy
Efficiency (CBEE) and the Low-Income Governing Board (LIGB), and thus reflect

our preference that Commission-approved trust agreements use common,

uniform provisions whenever possible. Therefore, except as noted below, we

shall approve the proposed trust agreements for the CHCF-B and CTE.*

Our first modification to the proposed trust agreements concerns the designation
of trustors. According to the Commiliee, oblaining tax-exempt status for the CHCF-B
and CTF is contingent upon the Commission being in clear control of the Committee.
To demonstrate this control, the Committee drafted the trust agreements to name the
Commissioners as the trustors.

It is not necessary to designate the Commissioners as trustors in order to
demonstrate our control over the Commiltee; the proposed trust agreements are
already quite clear about our having complete control over the Committee. Moreover,
in D.98-02-040 we directed the CBEE and LIGB to sign lrust agreements on the basis
that establishment of trusts and oversight of trustees are administrative functions that
should be performed by these Boards. Therefore, consistent with our practice for

previously established Boards and trusts, we modify the proposed trust agreements to

! The proposed trust agreements are attached to the Conumittee’s motion.

* Resolution T-16071, issued on August 1, 1997, approved “in principle” the trust agreements for the
CHCF-B and the CTF, subject to further Commission review.

¢ By this decision we merely adopt the proposed trust agreements. We do not authorize the Committee to
establish bank accounts or trusts for the CHCF-B and CTF at this time.




R.95-01-020, 1.95-01-021 ALJ/TIM/mrj ¥

designate the members of the Committee” as the trustors and signatories. In ditecting
the Committee members to be the trustors and signatories, it is our understanding that
the Commission retains sufficient control over the Committee and the trusts to receive
federal tax-exempt status for the CHCF-B and CTFE. If the Committee has compelling

information that naming the Committee’s members as trustors will not satisfy IRS

requirements for tax-exempt status, the Committee should bring this issue before us for

further consideration.

The Committee states that the proposed trust agreements may occasionally need
to be amended in order to maintain tax-exempt status. When amendments become
necessary, the Committee recommends that the Executive Director should be given
authority to approve ministerial changes on behalf of the Commission, while the
Commission should retain authority over all substantive changes. We agree with the
Commiittee’s recommendations. Accordingly, the Committee should seek approval for
ministerial anvendments by letter requests submitted to the Execulive Director. Each
request should describe the proposed amendment and explain the need for the
amendment. The Committee should ¢ause notice of its letter requests to appear in the
Commission’s Daily Calendar.’ Pollowing the receipt of a letter request, the Executive
Director should consult with the Legal Division, if appropriate, and approve or
disapprove the proposed ministerial amendment in a written response to the
Committee.

If the Committee proposes a substantive amendment, it should cause notice of
the proposed amendment to appear in the Daily Calendar along with instructions on

how to submit written comments within 30 days. Following the e>.piration of the

? The signatories as trustors should be the members of the Administrative Committee(s), interim of
permanent, for the CHCF and CTF at the lime the trust agseements are signed.

* The Committee does not need to solicit comments in the Daily Calendar regarding proposed ministerial
changes. Further, the Committee does not need to post notice in Daily Calendar of typographical and
other changes to trust agreements which are clearly minor and nonsubstatnive in nature.

* The Executive Director shall have the discretion to direct the Committee to treat proposed ministerial
changes as substantive changes.
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comment period, the Director of the Telecommunications Division shall prepare for our
consideration a resolution recommending whether or not to adopt the proposed
amendment(s). Any approved changes to the trust agreements, whether ministerial or
substantive, shall be executed by the Commiittee on behalf of the Commission.

Our second modification is to Article 6.2 of each trust document which allows
the trustee to resign after giving 60 déys written notice. We believe a longer notification
period is warranted since we may not be able to obtain a new trustee in only 60 days.
Accordingly, we modify the trust agreemenits so that the trustee must give 120 days of
notice before resigning.

Our next modification of the proposed trust agreements concerns the
audits of the CHCF-B and CTF. As currently drafted, Article Nine of each trust
document calls for an annual audit of the financial statements and transactions of
the trusts. We modify this provision to clarify that the annual audit shall be paid
for with funds from the trusts. We also modify the trust agreements to state that
the scope of the audit to be paid for with trust funds shall include the following:

(1) Whether expense reimbursements and per diem amounts paid to Commiittee
members were made in accordance with Commission policy; (2) Whether goods
and services paid for with CHCF-B and CTE monies were actually provided, and
whether payments for goods and services were made in accordance with
contractual terms and conditions; and (3) Whether entilies receiving the monies
from the CHCEF-B and CTF have full, complete, and valid support for their claims
submitted to the Funds.”

With respect to the remainder of the proposed trust agreements, we make minor

modifications for the purpose of clarifying our c¢ontrot over the Committee and /or the

" The examination of whether claims to the CHCF-B and CTF are adequately suppérted should be
peiformed once every three years. If the triennial audit uncovers claims that lack adequate support, the
Committee should seek reimbursement of the unsupported amounts, plus interest equal to an annuat
rate of 10%.
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funds governed by the agreements. We also make numerous non-substantive changes
so that the text of the CHCF-B and CTF trusts, to the extent practical, conforms with a
more standardized format adopted for the CBEE and LIGB trusts in D.98-02-040. Our

revisions to the proposed trust agreentents are shown in Attachments A and B.

lil. Investment Objectives for the CHCF-B and CTF

The Commiittee proposes that the Commission adopt a policy requiring that
monies held by the CHCF-B and the CTF be invested with the objectives of safety of
principle, liquidity, and yield. To achieve these Obj.éctives, the Committee recommends

that monies held by the CHCF-B and the CTF be placed only in specified types of
investments, such as certificates of deposits, money market mutual funds, and direct
obligations of the federal government.

We agree with the general objectives of Committee’s proposed investment
policy, with the highest pﬁority being safety of principal. However, we shall not
specify the specific types of investments which may be best suited to accomplishing our
adopted investment objectives. Rather, the Committee should determine the

appropriate inveéstments consistent with the terms of Article 7.2 of each trust agreement.

Findings of Fact
1. The proposed trust agreements for the CHCF-B and CTF conform to the

Commiission’s general principles and requirements for trust agreements.

2. The proposed trust agreements contain provisions which clearly establish that
that the Commission has ultimate authority and control over the Committee, the
trustee, and the funds held by the trusts.

3. The proposed trust agreements for the CHCF-B and CTF are similar to the trust
agreements adopted in D.98-02-040 for the CBEE and the LIGB.

4. Establishment of trusts and interaction with trustees are administrative functions
of the Commiittee.

5. In D.98-02-040, the members of the CBEE and LIGB were designated as the

trustors and signatories on the CBEE and LIGB trust documents.
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6. The proposed trust agreements may need to be amended from time to time.

7. The proposed trust agreements allow the trustee to resign after 60 days of notice.

8. If a trustee resigns, the Commission may need more than 60 days to obtain a
replacement trustee. : -

9. The proposed trust agreements do not state ivhether audits of the trusts will be
paid for with ntonies held by the trusts. Nor do the proposed trust agreements provide
detail regarding the scope of the audits to be funded with monies from the trusts.

10. The Committee’s proposed investment objectives for the trusts are safety of
principal, liquidity, and yield.

11. The trust agreements adopted by this decision are for the administrative
convenience of the Commission. The Commission shall at all times have full and

complete control over the funds held by the trusts.

Conclusions of Law
1. Commission-approved trusts agreements should use common, uniform trust

provisions whenever possible. 2t

2. The proposed trust agreemients for the CHCF-B and CTF should be medified, to
the extent practical, to be consistent with the trust agreements that the Commission
approved for the CBEE and LIGB in D.98-02-040.

3. The proposed trust agreements should be modified to: (a) name the Commiittee
members as the trustors and signatories to the documents; (b) require the trustee to
provide the Commission with 120 days of written notice prior to resigning; (c) clarify
that the annual audit of the CHCF-B and CTF shall be paid for with funds from the
trusts; (d) specify the scope of the audits that will be paid for with funds from the trusts;
and (e) to incorporate the minor and/or nonsubstantive modifications shown in
Attachments A and B of this decision.

4. The Execulive Director should have authority to approve ministerial changes to
the CHCF-B and CTF trust agreements, while all substantive changes to the trust

agreement should be approved by the Commission.
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5. Changes to the trust agrcements that have been approved by the Executive
Director or the Commission should be executed by the Committee on behalf of the
Commission.

6. The investment objectives for funds held by the CHCF-Band CT; irusts should
be safety of principal, liquidity, and yield. Safety of pfinc‘ipal should : - e highest
priority when investing monies held by the CHCE-B and CTF trusts.

7. Inorder for the Committee to proceed expeditiously in making the CHCF-B and
CTF fully operational, this order should be effective today.

8. Ti-» Committee’s - roposed investment objeclives are reasnnable.

INTERIM ORDER

IT IS ORDERED t

1. The trust égr‘eemt- - the California High Cost Fund-B (CHCF-B) ¢ontained i
Attachment Aofthise:  adopted. 7

. thetrust agreerr. - cor the California Teleconnect Fund (CTF) contained in
Attachments B of this u..ier is adopted.

3. The Interim and Permanent Administrative Committees for the CHCF-B and CTF
(Committee) shall scek approval for ministerial amendments to the trust agreements
adopted herein by submitting letter requests to the Exocutive Director t+ ¢ California
Publi¢ Utilities Commission (Commission). Each request shall describe the prop: - -
amendment and explain the need for the amendment.

4. The Commiltee shall cause notice of proposed ministerialame:  .ents to appear
in the Commission’s Daily Calendaa.

5. The Executive Director may approve all ministerial changes to the trust
agreements adopted by this order. Ministerial changes to the trust agr.ements
approved by the Executive Director shall be executed by Commiittee on behalf of the

Commission.
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6. All substantive changes to the trust agteements adopted by thls order require the
approval of the Commission. Substantive changes to the trust agreements approved by
the Commission shall be executed by the Committee on behalf of the Commission.

7. The Committee shall cause notice'of the proposed subs_;tanti\"e amendments to the
CHCF-B and CTF trusts to appear in the Commission’s Daily Calendar along with
instructions on how to submit written comments to the Director of thé' Commission’s
Telecommunications Division wnthm 30 days of the notnCe appearmg in the Daily
Calendar. Followmg the eXplratlon of the commerit penod the Director of the

Telecommunications Dmsnon shall’ prepare for the Commission’s consideration a

resolutton on whether to adopt the substantive amendment(s).

8. The primary investment objective for monies held by the CHCEF-B and CTF shall

be safety of principal. Secondary objectives shall be liquidity and yield.
This order is effective tod ay.
Dated March 12, 1998, at San Francisco, California.

RICHARD A. BILAS
President
P. GREGORY CONLON
JESSIE J. KNIGHT, JR.
HENRY M. DUQUE
JOSIAH L. NEEPER
Commissioners
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ATTACHMENT A

Trust Agreemv‘eht for the Califo’mié High Cost Fund-B
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CALIFORNIA HIGH COST FUND-B TRUST AGREEMENT"

The CALIFORNIA PUBLIC UTILITIES COMM(SS[ON ("CPUC"), in exercising
its governmental authority, has designated the Interim and Permanent Administrative
Commiittees for the California High Cost Fund-B (Administrative Committee) to carry
out administrative functions necessary is-hereby-entering-into-this TRUSF
AGREEMENT-for the purpose of detegating-authority-to receive, distribute and invest
CALIFORNIA HIGH COST FUND-B monies to a third party. NOW THEREFORE, the
'CALIFORNIA HIGH COST FUND-B TRUST AGREEMENT is entered into by and
between the CPUE by-its-Administrative Committee as Trustor and

as Trustee.

ARTICLE ONE
Introduction

1.1 Control of Funds. This agreement is for administrative convenience only; the

CaliforniaPublic Utilities-Commission{“the CPUC*) controls the funds governed by

this agreementinstrument.
1.2 Purpose of Agrcement. The Legislature of the State of California has, in

Scctions728-and 739.3(c) of the Public Utilities Code, mandated that the CPUC develop

and implement a suitable program to promote the goals of universal telephone service

throughout the Stat@iind—foﬁmanrdiqmﬁtﬁnmwﬂhargwml

independent-telephone-corporations: To help achieve the goal of universal service, the
CPUC in By-Decision 96-10-066,as-amended; the CPUCcreated extended-its program-to

includeafund;the California High Cost Fund-B (CHCE-B);thatwil to provide the
source of for-payments to any designated carriers of last resort (COLRs) to subsidize
service to subscribers in high cost areas of the State. The funding for the CHCF-B ¢omes

" Additions made to the Administrative Committee’s proposed trust agreement are indicated
by double underline. Deletions are indicated in strikethrough.
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from a CPUC-determined witltbe by means-of surcharge on all end users of intrastate
telecommunications servicesarrend-usersurcharge;as-determined-by the CPUC for
telecommunicationsservices represented by-atine itenvon-the end-user’sbill. The
CPUC has ordered that an interim Administrative Committee (“Committee-be
appointed to oversee the administration of CHCF-B until a permanent Administrative

Committee is in place. The term “Committee” as used throughout this document shall
refer to both the interin Administrative Commiittee and the permanent Administrative
Commiltee. The Commiittee hereby enters into this Trust Agreement to fulfill its duties
under California Publi¢ Utilities Code section 739.3(c) and Decision 96-10-066, as
amended, regarding the creation and implementation of CHCF-B.

1.3 Composition of the Committee. The interim Committee shall consist of the
following three (3) members: Michael C. Amato, Rufus G. Thayer, jr. and David M.
Shantz. The permanent Committee shall be composed of up to six (6) members who
may be appointed or removed at any time by the CPUC. Notice of any suchchange in

Committeec membership will be provided in writing to the Trustee. The Trustee shali be
subject to the control and direction of the Commiittee, but if any disagreement arises

between the CPUC and the Commiittee concerning the Trust, the Trustee shall actin

accordance with the written direction given by the CPUC.

1.4 Beneficiaries. The Trust is ultimately for the benefit of telecommunications
customers in high cost areas as designated by the CPUC for the purpose of promoting
the goal of universal telephone service. Such benefit shall be accomplished by means of
transfer payments from out-efthe Trust account-to certain COLRs as designated by the
CPUC.

1.5 Effective Date. This agreement shall be effective immediately upon
exccution by all bethrparties-and-sibsequentapproval by the CPUC-or-its-Executive
Birector.
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ARTICLETWO
Establishment of Trust

2.1 Trust Assets. At the direction of the CPUC, the Comniittee hereby

establishes a trust for; (a) The-CPUC has-established-the CHCE-B-as-a-fund-for-the
receipt of any and all monies ¢ollected and remitted to the CHCF-B which-are from-time

to-time-charged-by California telecommunications service providers as a result of
CHCF-B surcharges authorized setby the CPUwaS‘ttaﬁHerBecmon%l-B-%&—as
amem&ed—and—coﬂeded—and—:emﬂed—t&&e@ié%—by—s&dtpmwdm for-(b) the

receipt of any other money or property remitted to the thisCHCF-B as ordered by the
CPUC, and () fer-the receipt of any income earned attributable to the CHCF-Bthereto.

Such receipts of principal and income earned thereon shall comprise the assets of the
Trust. The Trustee shall hold, administer and distribute the Trust assels as provided in

this Trust Agreement.
2.2 Acceptance of Trust. The Trustee hereby accepts the Trust subject to all of

the terms and conditions of this Trust Agreement.
2.3 Remittances to the Trust. Remittances to the Trust shall be made to the

Trustee by service provideré at such times and in such amounts as the CPUC shall from

time to time determine. The Trustee shall be responsible only for sums actually

received by it as Trustee under this Trust Agreement and shall not have any duty or

right to dispute any amount jt pays to-bepaid-by-it-pursuant to this Trust Agreement or
to collect any sums from CHCF-B providers.

ARTICLE THREE

Distributions

3.1 Purpose of Distributions. At the written direction of the Committec and

subject to Section 3.3 herein, the Trustee shall make distributions from the Trust for the

following purposes:

(a) Payments as authorized by the CPUC, or the Committee as
authorized by the CPUC, to COLRs that qualify for CHCF-B

support.
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(b) Payment of reasonable administrative costs incurred by or on
behalf of the Commiittee in the performance of its duties.

(c) Reimbursement or direct payment of reasonable expenses incurced

by the Committee or any other party as ordered by the CPUC for
administration of the Fund.

3.2 Time of Distributions. Distributions from the Trust shall be made not more

often than once per month unless the Committee or the CPUC specifically directs
otherwise. After CPUC approval of the Committee’s budget, rReimbursement from the

Trust to Committec members, and to consultants and support service providers under

contract with the Comumittee, from-the Frustshall be made on a monthly basis unless a

longer time frame (e.g., quarterly) is specified in contracts with consultants and service

providers. In the event of a delay in the CPUC’s approval of a new annual budget for

the Committee, reimbursements should ¢ontinue to be made in accordance with the

niost recent C["UC;apbfoved budget.

3.3 Non-liability of Trustee. The Trustee shall incur no liability for the acts,

omissions, or defaults of any of its agents (other than its officers or employees) or
depository selected with reasonable care. The Trustee shall incur no liability for any
distribution it mtakes according to the written directions of the Committee or CPUC, nor
for action upon any written direction or document it believes in good faith to be
genuine. The Trustee shall not be responsible for the adequacy of the Trust assets to
discharge any and all of its obligations. Any payment by the Trustee may be made by
mailing its check to the address furnished by the Committee by electronically

transferring funds to the payee.

ARTICLE FOUR

Amendment, Revocation, and Termination:

Distribution Upon Termination

4.1 This Trust Agreement may be terminated, revoked, or amended at any time

pursuant to the CPUC’s written direction.

A-4
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4.2t Upon any revocation or termination pursuant to the CPUC’s a-written
direction-of the CPUC, the assets of the Trust shall be distributed by the Trustee as and
when directed by the CPUC or the Commiittee in accordance with the CPUC's direction
of the CPUE. Until final distribution of the Trust assets, the Trustee shall continue to
have all the powers provided under this Trust Agreement as are necessary and

expedient for the orderty liquidation and distribution of the assets of the Trust.

ARTICLE FIVE

Powers and Duties of the Committee

5.1 Administrative Powers and Duties of the Committee. The Committee shall

address and resolve any questions regarding receipt or collection of remittances by the

CHCF-B or payment of amounts by the CHCF-B. In administering the CHCF-B, t¥he

Commiittee shall act exclusively in accordance with its Charter and for the benefit of the
Beneficiaries, the set of which may change from time to time as directed by the CPUC.

For example, aActions of the Committee shall be taken by majority vote and shall be

recorded in minutes, copies of which shall be provided to the CPUC and to the Trustee
upon their its-request. In performing their duties under this Trust Agreement, the

members of the Committee shall at all times be subject to the CPUC’s direction, contro},
and approval-ef the €CRUE. The CPUC shall have the power to conclusively decide any

question involving the Trust.

ARTICLE SIX

Provisions Regarding Trustee

6.1 The CPUC shall approve the Trustee appointed by the Committee. The

Trustee shall hold all assets of the Trust and receive all income of the Trust as directed
by the Committee. The Trustee shall maintain or cause to be maintained the records of
Trust activity. After the end of each month and each fiscal year of the Trust (as
established by the Committee), the Trustee shall prepare repoits as provided in Article
Nine showing how the Trust funds are invested property-of the Trustis-invested-and

A-5
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the receipts and disbursements of the Trust for the preceding period, and ghall furnish
copies of such reports statements-to the Committee and the CPUC.
6.2 Resignation or Removal of Tiustee. Subject to Paragraph 6.3, the Trustee

may resign at any time upon the giving of onc hundred and tiventy (120) si:ty-€68)-days
written notice to the Committee. The Committee may remove the Trustee at any time

upon the giving of sixly (60) days written notice to the Trustee.

6.3 Successor Trustee. Upon the resignation or removal of the Trustee, the

Committee shall appoint a successor Trustee or Trustees, subject to CPUC approval.

The resignation or removal shall become effective upon acceptance of the appointment
by a successor Trustee unless otherwise agreed between the Committee and the Trustee.
Any successor Trustee shall have the same rights, powers, and duties as it would have
had as an original Trustee.

64 Own Acts and Omissions. All rights, powers, authority, immunity and

discretion herein granted or conferred upon the original Trustee shall survive to and
may be exercised or applied in the same manner and to the same extent by or for any
successor Trustee that may at any lime be acting hereunder. Each Trustee shall be

responsible only for its own acts or omissions. A successor Trustee shall not be

required to audit or investigate the acts or administration of any predecessor unless

otherwise directed by the Committee or by the CPUC.

6.5 Successor to Corporate Business. Reference herein to the Trustee shall

include any corporation or association that may become a successor Trustee or any

successor corporation which may succeed to a corporate Trustee’s business.

ARTICE SEVEN

Trustee’s Powers

7.1 General Powers. Subject to the investment policy described in Section 7.2, in

administering the Trust, the Trustee shall have all of the powers and discretion

conferred upon Trustees by California law.




R.95-01-020, 1.95-01-021 AL}/TIM/mij

7.2. Investment Policy. In accordance with its Charter, and subject to approval

by the CPUC, the Committee, with the possible assistance of an appropiriate financial

consultant, -shall determine from time to time an investment policy and method
consistent with the objectives of the Fund, implement-the investment-policy-for the fund
as-determined-by-the CPUE-taking into consideration the Fund’s short-term and long-
term financial needs. The Committee shall advise the Trustee of this investment policy
and method, which shall be implemented by the Trustee in conformity with the

Commitiee’s instructions. banking-procedures-thatshatt-be-disclosed-to-the Committee:

7.3 Standard of Care. In catfying out each of its responsibilities under this Trust

Agreement, lherTr‘ustee shall exercise the care, skill, prudenc‘e, and diligence under the
circumstances then prevailing that a prudent person acting in a similar capacity and
familiar with such matters would use. o

74. Limitation on Trustee’s Power. The Trustee shall be subject to the control

and direction of the Committee, but if any disagreement arises between the CPUC and

the Committee concerning the Trust, the Trustee shall act in accordance with the

CPUC’s written directiongivenby-the CRUC.

ARTICLE EIGHT

Compensation of Trustee and Expenses

8.1 Compensation of Trustee. The Trustee and any agents it reasonably employs

shall be entitled to reasonable compensation for services under this Trust Agreement
and for any extraordinary services at a rate to be agreed upon from time to time
between the Trustee and Commiittee.

8.2 Expenses. The Trustee shatl be reimbursed for reasonable expenses incurred
on behalf of the Trust after written approval by the Committee.

8.3 Limitations on Fees and Costs. The amount of fees and costs to be paid toor

at the request of the Trustee for services under this Trust Agreement shall be limited to

that fixed amount contained in a wrilten tetter-agreement between the Trustee and the

Commiltee,
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84 Allocation :f xpense to Principal or Income. The Trustee shall charge its

compensation and expenses to the Trust's principal or income as agr. - :{ upon from

time to time belween the Trustee and the Commiitiee.

ARTICLE NINE
Books, Records, -and Reports, and Audits

9.1 Books and Records. The Truste¢ shall keep a¢curate books and records

reflecting investments, receipts, and disbursements of the ‘i rust. The books and records
shall be open to inspection at all reasonable times by the CPUC, and-the Committee, or
by thetheirdesignated representatives of the CPUC and /o1 the Committee.

9.2 Daily Reports. The Trustee shall submlt daily receipt actmty reporls to the

designated representative of ti:: Committee.

9.3 Monthly Reports. Not niore than ten (10) business days after the end of each
month, the Trus .- shall submit to the designated represéntative of the CPUC and to
the designated representative of the Committee (for distribuition to cach Committee
member) reports ror such month setting forth the following intormation:

(a)  Monthly bank statements;
(b)  Theamount of funds disbursed Pisbursementof-funds to each COLR

beneficiary;

(c) Purchases, sales, redemptions, or exchanges of all securities and other
finan¢; 'l instruments;

Rece:pt of all interest or other income on invested assets;
()  Other disbursements;

(D Asset list showing market values, cost and approximate annual income of
all holdings;

(g) Such olher information as the Committee or the CPUC may require from
timet- o,

9.4 Annual Ry -orts. ~“the-Frustee shalprovider Wivithin sixty (60) ten{16)-days

after the close of each fiscal year, the Trustee shall provide to the CPUC and the

Comnittee detailed financial statements that show all of the Trust's revenues,
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disbursements to beneficiaries, administrative and other expenses, assets, and
liabilities.anannualreconciliation-statement-summarizing Frustactivity:

9.5. Annual Audit. The Trustee shall disburse sufficient funds to pay for The
Committee shall-arrangefor-an annual audit of the financial statements and

transactions of the Trust and its distributions. The Committee shall contract with an

independent auditor to carry out the annual audit. The scope of the annual audit shall

include: (a) whether amounts paid to Committee members for expense reimbursements

and per diem were made in accordance with CPUC policies and supported with

adequate documentation; (b) whether goods and services paid for with monies from _the

CHCF-B were actually provided, and whether gaymehts for goods and services were
made in accordance with ¢ontractual terms énd conditions: {¢) on a triennial basis,
examine whether the entities receiving monies from the CHCF-B have full, complete,
and valid support for their ¢laims submitted to the Fund; and (d) Fhe-audit shall
containsuch other detail as may be reéuésted by the CPUC or the Commiittee. The

Trustee shall assist and cooperale in any reasonable manner to achieve the timely

completion of the annual audit. The Committee shall provide the CPUC and the

Trustee with copies of the annual audit report.

ARHECEETEN
. fment R " L Ferminat i
10:1—This-Frust Agreementmay-be terminated; revoked oramended-at-any-time
v ten-direction-of the CPUC,

ARTICLE TEN ELEVEN

Miscellaneous

1011 Accounting Method.

(@) The Committee shall designate the Trust’s fiscal yearshaltbe-designated

by-the Committee.

(b)  Theaccounting for annual reports shall use generally accepted accounting
principles.
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10+.2 Request for Instructions. The Trustee may atany time seek written

instructions from the Committee or the CPUC on any matter.

10+.3. Indemnification. The frust shall indemnify and hold harmless the
members of the Committee and their successors, against all liabilities, demands, claims,

actions, losses, taxes, and expenses (including reasonable attorney’s fees) arising out of

the Committee members’ acts or omissions in the administration of the Trust, to-act

withresy« ttoth- -urposesofthe Frustexcept in the case of Committee member’s
willful rui. conduct, gross negligence, fraud, or illegal acts. Torpurpeses-of this-Frust

3o thee

10+.4 Diversion of Assets Prohibitc.d. Exceptas mv. be required by order of the

CPUC, the Committee is responsible for directing the Trustee in a manner so that no
portion of the assets or income of the Trust shall be diverted to purposes other ihan to
provide for the purposes described in Article 3.1, or EPEEauthorized-fundstorthe
Benefici -« :2s- or-for reasonable expenses of administering the Trust, and to provide
CPUC - .horized funds to the Beneficiaries of the Trust.

145 Applicable Law. All questions conce ~ing the vali.:ty, interpretation, and
adminictration of this T:ust Agreement shall be g vemed by t}.:: laws of the State of

California, regardless of the domicile of any Trustee or Beneficiary.
104.6 Severability Claus: fanypr - of this Trust .~ -rcement © ‘walid,

that provision shall be disregarded, and : -under of this Trust Agrec::: -utshall be

consirued as if the invalid provision had not been included.

10t.7 Counterparts. This document may be executed in counterparts.
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IN WITNESS WHEREOF, the Trustor and Trustee hereby execute this Agreement on
, 1998.

TRUSTOR:
The Members of the Administrative Committee
for the California High Cost Fund-B

Committee Member Richard-A-Bilas; President

Committee Member P-GfegOfyGfm}on;
= == =

Committee Member Jessie J-Knight;Jr- -
S ommissicner

Commiittee Member Henry-M-Buque;
Commissioner

Committee Member fostaht-Neeper;
c e

TRUSTEE:
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ATTACHMENT B

Trust Agreement for the California Teleconnect Fund
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CALIFORNIA TELECONNECT FUND TRUST AGREEMENT"

The CALIFORNIA PUBLIC UTILITIES COMMISSION ("CPUC"), in exercising
its governmental authority, has designated the Interim and Permanent Administrative
Committees for the California Teleconniect Fund (Administrative Commitlee) to carry
out administrative functions necessary is hereby-entering-into-this FRUSF
AGREEMENT for the purpose-of delegatingatithority-to receive, distribute, and invest
CALIFORNIA TELECONNECT FUND monies to a third party. NOW THEREFORE,
the CALIFORNIA TELECONNECT FUND TRUST AGREEMENT is entered into By
and between the EPYE by-its-Administrative Committee as Trustor and

as Trustee.

ARTICLE ONE
Introduction
1.1 Control of Funds. This agreement is for administrative convenience only; the

California-Public Utilities Commission{“CPUCZ) controls the funds governed by this

instrumentagreement.
1.2 Purpose of Agreement. The CPUC in 1996 issued Decision No. 96-10-066, as

amended, ordering the creation of the California Teleconnect Fund (the “CTF”)as a
means of reimbursing telecommunications service providers for providing discounted
rates to qualifying schools, libraries, hospitals, health clinics, and community based
organizations as determined by the CPUC. The CTF is funded by a surcharge, as
determined by the CPUC, on end users’ bills for telecommunications services beginning
as of February 1, 1997. The CPUC has ordered that an interim Administrative
Committee ("Commiitee”) be appointed to oversee the administration ebligatiens-of the
CTF until a permanent Commiittee is in place. The term “Commiittee” as used

" Additions made to the Administrative Comniittee’s proposed tiust agreement are indicated
by double underline. Deletions are indicated in strikethrough.
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throughout this document shall refer to both the interim Administrative Committee and

the permanent Administrative Committee. The Committee hereby creates and

establishes this agreement to fulfill its duties under California Public Utilities Code

section 739.3 and Decision 96-10-066, as amended, regarding the creation and
implementation of CTF.

1.3 Composition of the Committeée. The interim Commitice shall consist of the
following three (3) members: Michael C. Amato, Rufus G. Thayer, Jr. and David M.
Shantz. The permanent Committee shall be composed of up to six (6) members who
~ may be appointed or removed at any time by the CPUC. Notice of any stehchange in
Committee membership will be provided in writing to the Trustee. The Trustee shall be
subject to the ¢control and direction of the Committee, but if any disagreement arises

between the CPUC and the Committee concerning the Trust, the Trustee shall act in

accordance with the written direction given by the CPUC.

1.4 Beneficiaries. The Trust is ultimately for the benefit of qualifying schools,
libraries, hospitals, health clinics, and community based organizations. Such benefit
shall be accomplished by means of transfer payments from ewt-ofthe Trust to
telecommunications service providers who provide discounted rates to the above

named beneficiaries.
1.5 Effective Date. This agreement shall be effective immediately upon

execution by all both-parties-and-subsequentapproval by the CPUCor-its-Executive
Birector.

ARTICLETWO
Establishment of Trust

2.1 Trust Assets. At the direction of the CPUC, the Commiitee hereby

establishes a trust for: {a) The CPUC has-established-the CTHas-a fund-for-the receipt of
any and all monies collected and remitted to the CTE which-are-from-time to-time

remitted-by California telecommunications service providers as a result of CTF
surcharges authorized set-by the CPUC-pursuant-to-BDecision96-18-066, as-amended;
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and-collectedand-remitted-to-the CFF by-such-providers, for-(b) the receipt of any other
money or property remitted to the this-CTF as ordered by the CPUC, and (c) forthe
receipt of any income earned aliributable to the CTE thereto. Such receipts of principal
and income eamed thereon shall comprise the assets of the Trust. The Trustee shall
hold, administer and d.istribute the Trust assels as provided in this Trust Agreeméht.
2.2 Acceptance of Trust. The Trustee hereby accepts the Trust subject to all of

the terms and conditions of this Trust Agreement.
2.3 Reinittances to the Trust.- Remittances to the Trust shall be made to the

Trustee by service providers at such times and in such amounts as the CPUC shall from
 time to time determine. The Trustee shall be responsible only for sums actually |
received by it as Trustee unider this Trust Agfeément and shall not have any dutyor - -
right to dispute any amount it pays to-be-paid-pursuant to this Trust Agreement of to

- collect any sums from CTF protfiders.

'ARTICLE THREE

. Distributions

3.1 Purpose of Distributions. At the written direction of the Committee and
subject to Section 3.3 herein, the Trustee shall make distributions from the Trust for the

following purposes:

(a)  Payments as authorized by the CPUC, or the Committee as -
authorized by the CPUC, to telecommunications providers serving
beneficiaries that qualify for CTF support.

(b)  Payment of reasonable administrative costs incurred by or on
behalf of the Committee in the performance of its duties.

{c) Reimbursement or direct payment of reasonable expenses incurred

by the Commiltee or any other party as ordered by the CPUC for
administration of the Fund.

3.2 Time of Distributions. Distributions from the Trust shall be made not more

often than once per month unless the Committee or the CPUC specifically directs
otherwise. After CPUC approval of the Commilttee’s budgel, rReimbursement from the
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Trust to Committec members, and to consultants and support service providers under
contract with the Commiittee, from-the Frustshall be made on a monthly basis unless a
longer time frame (e.g., quarterly) is specified in ¢ontracts with consultants and service
Droviders In the event of a delay in the CPUC’s approval of a new annual bud dget for

the Committee, reimbursements should c¢ontinue to be made in accordance wnth the

most recent CPUC-approved budget

3.3 Nm-habnlutv of Trustee. The Trustee shall incur no hablhty for the acts,
omissions, or defaults of any of its agents (other than its officers or employees) or
depbsitbfy selected with reasonable care. The Trustée shall incur no Hability for any
distribution it'makl-ces accol'ding to the \\?ritt'en'directiohs 6f-the Committee or CPUC, nor

for action upon any written ditection or document it behe\'es in good faith to be
genuine. The Trustee shall not be respons;ble for the adequacy of the Trust assets to
discharge any and all of its obhgatmns Any payment by the Trustee may be made by
mallmg its check to the address furnished by the Comnittee by electronically

| transfemng funds to the payee.

ARTICLE FOUR
Amendment, Revocation, and Termination;
Distribution Upon Termination

4.1 This Trust Agreement may be terminated, revoked, of amended at any time

pursuant to the CPUC’s written direction.

4.21 Upon any revocation or termination pursuant to the CPUC’s awritten
direction-of the-CPHE, the assets of the Trust shall be distributed by the Trustee as and
when directed by the CPUC or the Commiittee in accordance with the CPUC’s direction
otthe- CPUC. Until final distribution of the Trust assets, the Trustee shall continue to
have all the powers provided under this Trust Agreement as are necéssary and
expedient for the orderly liquidation and distribution of the assets of the Trust.
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ARTICLBFIVE

Powers and Duties of the Commiittee --

5.1 Adminis!r‘alive Powers and Duties of the Committee. The Committee shall

address and resolve any questions regarding receipt or collection of remittances by the
CTF or payment of amounts by the CT F In admmisterm&he CTF, tFhe Committee

shall act exclusively in aCCordanCe with its Charter and for the behefit of the
Beneficiaries, the set of which may chaﬁge from ume to time as difected by the C PUC.
For example, aActions of the Committee shall be taken by ma]onty vote and shall be
recorded in minutes, copies of which shall be prowded to the CPUC and to the Trustee
upon their its-request. In perfOrming lhélr duties under this Trust Agréement, the ~

members of the Comm:ltee shall at all tnmes be sub;ect to the CPUC’s ditection, conteol,
and approvalﬁﬂheePHe The CPUC shall have the power to concluswely decide any

quesllbn involving lhe Trust.

ARTICLE SIX
Provisions Réga‘rding Trustée
6.1 The CPUC shall approve Ihe Trustee am)omted by the Commnttee The
Trustee shall hold all assets of the Trust and receiw: all income of the Trust as directed

by the Commiitee. The Trustee shall maintain or cause to be maintained the records of
Trust activity. Aftér the end of each month and each fiscal year of the Trust {as
established by the Committee), the Trustee shall prepare reports as provided in Article
Nine showing how the Trust funds are invested property-of the Frustisinvested-and
the receipts and disbursements of the Trust for the preceding period, and M_fumlsh
coples of such repotrts statements-to the Committee and the CPUC.

6.2 Resignation or Removal of Trustee. Subject to Paragraph 6.3, the Trustee
may resign at any lime upon the giving of one hundred and twenty (120) sixty-{t0)-days

written notice to the Committee. The Committee may remove the Trustee at any time

“upon the giving of sixty (60) days wiilten notice to the Trustee,
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6.3 Successor Trustee. Upon the resignation or removat of the Trustee, the

Committee shall ap;» -int a successor Trustee or Trustees,subject to CI’ T ap;:;oval.
The resignation or removal shall become effective upon acceptance of the appointment
by a successor Trustee unless otherwise agreed between the Committee and the Trustee,
Any successor Trustee shall have the same rights, powers, and duties as it would have
had as an original Trustee.

6.4 Own Acts and Omissions. All rights, powers, authority, immunity and

discretion herein granted or conferred upon the original Trustee shall survive to and

may be exercised or applied in the same manner and to the same extent by or for any

successor Trustee that may at any time be acting hereunder. Each Trustee shall be
responsible only for its own acts or omissions. A successor Trustee shall not be
required to audit or investigate the acts or administration of any predecessor unless
~ othenwise directed by the Committee or by the CPUC.,

6.5 Successor to Corporate Business. Reference herein to the Trustee shall

include any corporation or association that may become a successor Trustee or any

successor corporation which may succeed to a corporate Trustee’s business.

ARTICE SEVEN

Trustee’s Powers

7.1 General Powers. Subject to the investment ¢ licy described i: * »clion 7.2, in

administering the Trus!. the Trustee shall have all of the powers and disciction
conferred upon Trustevs by California law.

7.2. Investment Policy. In accordance with its Charter, and subject to approval
by the CPUC, the Commiittee, with the possible assistance of an appropriate financial
consultant, -shall determine from time to time an investment policy and mt',ihg
consistent with the objectives of the Fund, implementthe-investmentpoticyforthe fund
as-determined-by-the- CPuIC taking into considelation the Futr “'s short-term and long-
term financial needs. The Committee shall advise the Trustee of this investment policy
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and method, which shall be implemented by the Trustee in conformity with the

Commitiee’s instructions. banking procedures-that shallbe disclosed-to the Commiittee:

7.3 Standard of Care. In carrying out each of its responsibilities under this Trust

Agreement, the Trustee shall exercise the care, skill, prudence, and diligence under the
circumstances then prevailing that a prudent person acting in a similar capacity and

familiar with such matters would use.
7.4. Limitation on Trustee’s Power. The Trustee shall be subject to the control

and direction of the Committee, but if any disagreement arises between the CPUC and

the Committee concemning the Trust, the Trustee shall act in accordance with the

CPUC’s written direction-givenby-the- CPUC.

ARTICLE EIGHT

Compensation of Trustee and Expenses

‘8.1 Compensation of Trustee. The Trustee and any agents it reasonably employs

shall be entitled to reasonable compensation for services under this Trust Agreement
and for any exiraordinary services at a rate to be agreed upon from time to tinie
between the Trustee and Committee,

8.2 Expenses. The Trustee shall be reimbursed for reasonable expenses incurred

on 8.3 Limitations on Fees and Costs. The amount of fees and costs to be paid to or at

the request of the Trustee for services under this Trust Agreement shall be limited to

that fixed amount contained in a written tetter-agreement between the Trustee and the

Committee.
8.4 Allocation of Expense to Principal or Income. The Trustee shall charge its

compensation and expenses to the Trust's principal or income as agreed upon from

time to time between the Trustee and the Committee.

ARTICLE NINE
Books, Records, -and Reports, and Audits
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9.1 Books and Records. The Trustee shall keep accurate books and records

reflecting investments, receipts, and disbursements of the Trust. The books and tecords

shall be open to inspection at all reasonable times by the CPUC, and-the Commiittee, or

by thetheir designated representatives of the CPUC and/or the Commitice.
9.2 Daily Reports. The Trus! - shall submit daily receipt activity reports to the

designated representative of the Coiamittee.
9.3 Monthly Reporis. Not more than ten (10) business days after the end «++ cach
month, the Trustee shall submit to the designated r’epreseht_ative of the CPUC and to

the designated representative of the Committee (for distribution to each Committee
member) reports for such month setting forth the following information:
(a)  Monthly bank statements;
(®)  Theamount of fnds disbursed Pisbursernentof-funds to each carrier
()  Purchases, salés, 1ilemptions, - exchanges of all sccurities a1 er
financial instruments;

Receipt of all interest or other income on invested assets;

()  Other disbursements;

(D  Assetlist showing market values, cost and approximate annual income of
all koldings;

(g)  Such other information as the Committee or the CPUC may are from
time to time.

9.4 Annual Repots. “the-Trusteeshallprovide; Wwithin sixty (6 (16)days

after the close of each fiscal year, the Trustee shall provide to the CPUC a::.: the

Committee detailed financial statements that show all of the Trust's reyenues,

disbursements to beneficiaries, administrative and other expenses, assets, and

liabilities an-anmual-reconcilintionstatement-summarizing Frust-activitys
9,5. Annual Audit. The Trustec shall disburse sufficient funds to  pay for The

Commitite shattarrange for-an annual audit of the financial statements and
transactions of the Trust and {ts distributions. The Comumittce shall contract with an

independent auditor to carry out the annual audit. The s¢ope of the annual audit shall
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include: (a) whether amounts paid to Commitiee members for expense reimbursements

and pez diem were made in accordance with CPUC policies and supported with
adequate documentation; (b) whether goods and services paid for with monies from the

CTEwere actually provided, and whether payments for goods and services were made

in accordance with contractual terms and conditions: {c) on a triennial basis, examine

whether the entities receiving monies from the CTE have full, complete, and valid
support for their claims submitted to the Fund: and (d) The-audit shatitontainsuch
other detail as may be requestéd by the CPUC or the Committee. The Trustee shall

assist and cooperate in any reasonable manner to achieve the timely c‘oinpletion of the

annual audit. The Committee shall provide the CPUC and the Trustee with copies of

the annual audit report.

! l IIR |t Lz lT l‘|.
10-1—This T s : be-terminated; revoked rended-at .

ARTICLE TEN ELEVEN

Miscellaneous

10.1 Accounting Method.
(a)  The Comniittee shall designate the Trust’s fiscal year.

(b)  The accounting for annual reports shall use generally accepted accounting
principles.

10.2 Request for Instructions. The Trustee may at any time seek written

instructions from the Committee or the CPUC on any matter.
10.3. Indemnification. The Trust shall indemnify and hold harmless the

members of the Committee and their successors, against all liabilities, demands, claims,

actions, losses, taxes, and expenses (including reasonable attorney’s fees) arising out of
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the Committee members’ acts or omissions in the administration of the Trust, except in
the case of Committee member’s willful misconduct, gross 'negligence, fraud, or illegal

acts.

10.4 Diversion of Assets Prohibited. Except as may be required by order of the

CPUC, the Commiittee is responsible for directing the Trustee in a manner so that no
portion of the assets or income of the Trust shall bé'div‘erted to purposes other than to
provide for the purposes described in Article 3.1, or for reasonable expenses of
administering the Trust, and to p1. - *:}e CPUC authorized funds to the Beneficiaries of
the Trust.

10.5 Applicable Law. All questions concerning the validity, intery:zetation, anc.
administration of this Trust Agreement siiall be governed by the laws o the State of
California, regatiless of the domicile of any Trustee or Beneficiary.

10.6 Severability Clause. If any provision of this Trust Agreement is invalid, that

provision shall be disregarded, and the remainder of this Trust Agreement shall be
construed as if the invalid provision had not been included.

10.7 Countery.«s1s. This document may be executed in counterparts.
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IN WITNESS WHEREOF, the Trustor and Trustee hereby execute this Agreement on
, 1998.
TRUSTOR:

The Members of the Administrative ,
Committee for the California Teleconnect Fund

Committee Member Richard-A-Bilas, President

Committee Member P-Gregory-Conton;
ommissioner

‘Committee Member JessieJ-KnightJrs;

e LA -

Taew -

Commiltee Meimber Henry M-Buqte;
cominillce M |

Conmmittee Member Josinh-b-Neeper;
S

TRUSTEE:




