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Decision _84 ___ 04 ___ 1_04 

BEFOR~ THE POBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Al'plication ) 
of THE PACIFIC TELEPHONE AND ) 
TELEGRAPH COMPANY, a corporation, ) 
for authority to increase certain ) 
intrastate rat~s and charges ) 
applicable to' 'celephone services ) 
furnished. within the State of ) 
California due' to .increased ) 
depreciation expen~e" ) 

----------------------------) ) 
In the Matter of the Application ) 
of THE PACIFIC TELEPHONE AND ) 
TELEGRAPH COMPANY, a corporation, ) 
for authority to ,increase certain ) 
interstate rates and charges ) 
applicable to telephone services ) 
furnished. within the State of ) 
California. ) 

-----------------------------) ) 
Investigation on the Commission's ) 
own motion into the rates, tolls, ) 
rules, charges, operations, costs, ) 
separations, inter-company settle- ) 
ments, contracts, service, and ) 
facilities of THE PACIFIC ) 
TELEPHONE AND TELEGRAPH COMPANY, ) 
a California corporation; and of ) 
all the telephone corporations ) 
listed in Appendix A, attached. ) 
hereto. ) 

-----------------------------) ) 
In the Matter of the Application ) 
of THE PACIFIC TELEPHONE AND ) 
TELEGRAPH COMPANY, a corporation, ) 
for authority to' adopt intrastate ) 
access charge tariffs applicable ) 
to telephone services furnished ) 
vithin the State of California. ) 

------------------------------) 
1 

" Application 82-11-01 
(Filed. November 4, 1982) 

, I . 

Appli~ation 83-01-22 
(Filed Jan-Jary 11, 1983) 

OIl 83-04-02 
(Filed April 20,1983) 

Application 83-06-65 
(Filed June 30, 1983) 
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A.82-11-01, A.83-01-22, O'II 83-04-02 et al. L/AKM:lz 

TELEPHONE ANSWERING SERVICES 
OF CALIFORN,IA, 

Complainant, 
. vs. 

TH.E PACIFIC TELEPHONE AND: 
TELEGRAPH COMPANY, 

Defendant. 

) 
) , 

) 
) 
) 
) 
) 
) 
) 
) 
) 

----------------------------, ) 
In the Matter of the Suspension and 
Investigation on the Commission's 
own motion o~ the tariff schedules 
to offer interLATA telecommunica
tions serviees filed unc1er Ac1vice' 
Letter 1 of AT&T Communicat1ons .. 

) 
) 
) 
) 
) 
) 

------------------------------) ) 
In the Matter of the Suspension and ) 
Inves.tiga tion on the Commis,s1on' s ) 
own motion of tariffs to reflect ) 
corporate divestiture and the 'tariff) 
Information Management System filed ) 
under Advice Letter 14641 of The ) 
Pacific Telephone and Telegraph ) 
Company. ) 

---------------------------, 

Case 82-"0-09 .. 
(Filed,Oetobe~ 28, 1982) 

(I&S) Case 83-11-06 
(Filed November 22, 1983), 

(I&S) Case 83-11-01 . 
(Filed November 22,. 1'983) 

ORDER MODIFYING DECISION 83-12-02S , 
AND DENYING REHEARING ' 

On December 1, 1983" the CommisSion issued Deeision (D.) 
83-12-025, which authorizec1 a $445,450,000 interim general rate 

, 
increase to the Pacific Telephone and Telegra~h'Company, now 
Pacific Bell (Pacific), to be collected through a 10.30% surcharge 
on present rates.. The American Telephone and Telegraph Company . , 

(AT&T) and Toward Utility Rate Normalization (TURN)'have riled 
applications tor rehearing of this decision.. Vie ,have earefully 
considered all of· the allegations raised. in these ap~11eat1ons, 
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A.82-'1-07, A.83-01~22', OIl 83-04-02' et al., L/AKM:lz 

and. are of the opinion that sufficient'groundS for granting 
rehearing have not been ShOWIl. However, our further re .. riew has 
led us to mooify several areas of the d',ecision, as indicated 
below, to more clearly express ,our rationale and. intent~ 

We first note that AT&T's application 'also seeks 
" 

rehearing of D.83-12-024, wherein we authorized Pacific to 
establish and collect access oharges from long-dis,tanee carriers 
for the provision of exchange access service enabling placement of 
intrastate toll calls. 'We will treat Al',~'!'s application 'in 
conneotion with our disposition of the o,ther applications. and 
petitions protesting D.83-12-024, and do not address it in,this 
ord.er. 

Our first modification concerns.' the' subject of 
underutilized plant. We have d.ecided. n~t to change our 
determination that 'Pacific may continue to earn 50~ of the return 
applicable to that plant; however, upon further consideration, we 
do not feel it appropriate that Pacific $hould file for relief 
from this penalty between general rate cases. We will modify our 
discussion and finding accordingly. 

Secondly, we are persuad.ed. that as a policy matter we 
should reverse our d.ecision to eliminate the imputation of a 6% 
cost to $82 million of PaCific's common equity. While 
insignificant from a rate of return perspective, our earlier 
decision to impute this cost wa~ done for the explicit purpose of 
protecting PacifiC'S ratepayer!! from having to absorb a cost 
Pacific incurred solely because of the way it .chose to reorgan1ze 

, , , 

with AT&T. While the onset of.c1ive!!titurc might set the, 
appropriate stage for d.iscontinuing this imputation, D.S3-12-025 
was to assess the "business as usual" situation. For these 
reasons, we will continue the imputation for the present, bu,t will 
consid.er the issue further in Phase 2 • 

3 
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A.82-11-07, A.83-01-22, OII 83-04-02etal. L/AKM:lz 

We finally address TURN's contention that we have 
-, 

improperly disregarded the decrease in the Calif6'~nia Corporation 
Franchise Tax (CCFT) rate applicable to ,:Pacific as of January 1, 
1984 •• We disagree with this contention. ,It is true that'the 
Commission has on several occasions provided for yearly tax. 
adjustments to be made between general rate cases, or set rates 
subject to refund' pending determination of the correct tax to be 
applied where fed'eral tax laws had undergone a major 
modification,. We do, not dispute the argument that we have the 
authority to have done the same in the J)resent s1tua,tion. 
However, for reasons already stated in D~83-'2-02S, we do not 
consider such a course to 'be necessary or desirable. 

The basiC pr1nc1ple underlying our rate setting authority 
is that of test-year ratemaking. Under that principle, it is not 
'appropriate to go beyond the, test year to adjust either revenues 
or expenses except in exceptional Circumstances. This case 
presents one of those circumstances; namely, divest1ture,of 

* 

Pacific from AT&T. In order to ena'ble consideration'of,what were 
predicted to 'be divestiture-related financial impacts 0: 
substantial magnitude, we divided, the rate caseioto pre- and post
divestiture phases. 

In theory, financial impacts caused by divestiture, were 
not to be considered until the post-divestiture phase." In 
practice, our knowledge that divestiture was pending was a factor 
in Phase 1, to the extent, that it influenced c'ertain' value 
judgments to 'be made -- the 'best example of this 'being our rate of 
return determination. But where ~peeific item~ or expen$e or 
revenue were concerned, we have tried to carefully separate pre
and post-divestiture effeets, to 'be consistent with the test-year 
ratemaking concept and the important exception neceSSitated in 
this case by divezt1ture • 
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A.82-11-07, A.83-01-22, 0II 83-04-02 et al. L/AKM:lz 

We think our treatment of the CCFT rate satisfies the 
a~ove. The correct application of the decreased rate is being 
cons1dered 1n Phase 2' and w11l be applied ~eginning .w1ththe 
decis:Lon in that Phase, expected. this May. If the alternative had 
~een to postpone its application unt11a dec'ision in Pacific's 
next general rate application, we might well have decid:ed to· 
provide for an earlier adjustment.. But ~y provid'ing ,fOr, its 
consideration in Phase 2', we have in effect accomplished the· same 
result. 

follows: 
1. 

IT IS THEREFORE ORDERED that D.83-12-025· is modified as 

The sentence,~eginning on the last line of page 123 .nd 
i 

continued on page 12~ is changed to read: 

"We will consider a normal rate of return on 
this plant if, in the, course of future general 
rate application proceedings, PT&T can' show 
that it is in use." 

2. The last paragraph on page 145'is changed to read: 

"It is, true that the impact of the 6% 
imputation could easily be absorbed into our 
rate o·f return determination, considering the 
relative lack of preCision in making that 
determination. It is also desira~le that PT&T 
should embark upon divestiture as cleanly as 
possible. However, regardless o,f these 
factors, the 6% imputation was done for the 
very important reason of protecting PT&T's rate
rayers from the burden of a cost the Commission 
decided was more equitably borne by the ' 
shareholders. We do not see sufficient reason, 
to eliminate that imputation today, although we 
will review the matter again in Phase 2, along 
with numerous other divestiture issues." 

3. Finding of Fact 8 is changed to, read: . 

"A reasonable rate of return to be app,lied to 
PT&T'~ California intrastate rate base is 
12.64%." 

5 
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A.82-11-07, A.83-01-22, OIl 83-04-02 et ale L/AKM:lz 

4. Finding of Fact 9 is changed to read: 

"A 12.6.4% return on that portion of PT&T's 
capitalization ascribe~ to the California 
intrastate rate base adopted in this decision 
would yield approximately 16.0% on California 
ascribed common equity." 

5. Find.ing of Faet 10 is ehanged. to read:, 

"PT&T's rates subject to the jurisdiction of 
this Commission should be increased by 
$373,110,000, w'hich increase, excluding the 
underutilized plant adjustment, should produce 
a '2.6.4% rate o,f return on PT&T' s California 
intrastate rate base tor the e~timated. test 
year 1983'." 

6. Finding of Fact 1 1 is changed to read:' 

"A 12.64 % rate of return on California 
intrastate rate base would provide an interest 
coverage of 4.27 times before taxez on income, 
and 2.72 times after taxes." 

7. Finding of, Fact 26a is added to read: 

"It is appropriate to' review Pacific's tax 
liability under the applicable pos.t divestiture' 
CCFT rate in the second pba~e ot this 
proceeding." 

8. Finding' of Fact 32 is changed to read': 

"In its next general rate case, PT&T may apply 
to have the rate of return on the underutilized 
plant ehanged, based on the usage of that 
plant." 

9. Finding of Fact 37 i~ changed to read: 

"The imputation of a 6% co~t to' $8:2 million of 
common equity required by D.82-05-007 ~hould be 
eontirl\~ed. " 

6 
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A.82-11-07, A.83-01-22, OII 8'3-04-02 et ale L/AKM:lz 

10. Finding of Fact 38 should be changed to read: 

"On a recast three basis, gross revenues 
should be increased by $434,116,000 after 
adjustment for underutilized plant~" 

". Conclusion of Law' shoulc1 be changed to reac1: 

"Based' on the foregoing findings o,f fact and 
under PU Code §§ 451 and 454, the Commission 
should grant PT&T the authority to apply 
surcharge~ to its present rates as provided in 
the following order to enable PT&T to earn 
additional revenues of $373,'10,000." 

12. Conclusion of Law 3 should be changed to read: 

13. 

14. 

"The, above $373,110,000 increase is in 
ad.d.1tion to the $61,006,000 previously 
authorized in D.83-08~031." 

Ordering Paragraph 3 is changed to read: 

"PT&T and the staff should continue to impute 
a 6% cost to $82 million of common equity as 
required by D.82-05-077." 

New Ordering Paragraph 4 1$ ad.ded to read: 

"The 1984 test year revenue requirement 
adopted in Phase 2 of the PT&T rate ,case will 
be reduced by the product of (1) the reduction 
in 1983 test year revenue requirement resulting 
from Ordering Paragraph 3, multiplied,by (2') 
the ratio of the number of days in 1983 during 
which the Phase 1 rates are in effect to the 
total number of days in the test year." 

This order is effective today. 
Dated APR 18'1984 , at San Francisco, California. 
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L/AICM:lz EX-5, 

Decision S4 04 104 APR 1 8 1984 
. 1"'\"'" r\ ' .' : '. ~"~"'" 

\ID~~~~w\}&.l.~.· 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIfORNIA'., , 

In the Matter ofthe~Application 
of THE PACIFIC TELEPHONE AND 
TELEGRAPH COMPANY, a corporation, 
for authority to increase certain 
intrastate rates and charges 
ap'p11cable' to telephone services 
furnished within the State of 
California due to'inereased 
de])reciation expense. 

) 
) 
) 
) 
) 
) 
) 
) 
) 

----------------------------) ) 
In the Matter of the Ap])lication ) 
of THE PACIFIC TELEPHONE AND ) 
TELEGRAPH COMPANY, a corporation, ) 
for authority to increase certain ) 
interstate rates and charges 1~ 
apPlicable. to telephone services ) 
furnished within the State of ) 
California. ) 

~ ) 
. I ) 

Investigation on the Commiss~nts ) 
own motion into the rates~t'llS' ) 
rules, charges, operations, cos,ts,) 
separations, inter-company settle-) 
ments, contracts, serVice, and ) 
facili ties of" 'IHE PACIFIC ) 
TELEPHONE AND TELEGRAPH OOMP'ANY, ) 
a California corporatiron~ and of ) 
all the telephone corpo at ions ) 
listed in Appendix A, tached ) 
hereto. ) 

---------------------+----------) 
In the Hatter of the/APPlication ~ 
of THE PACIFIC TELE,HONE AND ) 
TELEGRAPH COMPANY~a corporation, ) 
for authority to adopt intrastate ) 
access charge tariffs applicable ) 
to telephone services furnished ) 
within the S,tate of California.. ) 

----------------------------) 
, 

" 
/' 

APputation 82-:11-07 
(File/d November 41, 198'2') 

~ Appl~cation 83-01-22 
(Filed January 17, , 983:) 

'. ,i , , . 

OIl 83-04-02' 
(Filed April 20, 1983) 

Application 83-06-65 
(Filec1 June 30, , 983:) 

" 
,) 

',. 

, .' . 

I, 

'. 
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A.82-"-01, A.83-0'~22, .011 83-0l+-02 et al. L/AXM:lz 

TELEPHONE ANSWERING SERVICES 
OF CALIFORNIA, 

Complainant, 

) 
) 
) 
) 
) 

THE'PACIFIC TELEPHONE AND 
TELEGRAPH COMPANY, 

) 
) 
) 
) 
) 
) 

Case ,82'':''0-091 ' 
(F11edOctober' 28',; .' 1982) , 

Defendant. 

-----------------------------, 
ORDER MODIFYING DECISION 83-12-025 

AND DENYING REHEARING 

I . 
,I. 

/"" 

On December 1, 1983, the Commiss·ion issued Decisio~.) 
83-'2-025" which authorized a $l+l+5 ,l+50, 000 1nterim sene.ral' rate 

. ~' 
increase to the Pacif1c Telephone and Telegraph Co~ny, now 
Pacific Bell (Pacific), to be collecte~ through ~0.36% surcbarge 
on present ~ates. ,The American Telephone and -.z(legraPh Company, . 
(AT&T) and Toward Utility Rate Normalization;(TURN) bave filed', " 

'. / 
applications for rehearing of tbis dec·isiOC'. We have carefuily 
considered all of the alle.gations ra~se in tbese applications, 
and are of the opin1on that sufficient groun<:1s for granting, 

rehearing have not been shown. Howe er, our'furtber review has / . 

led us to modify several areas of '9le deCiSion, as indicated 
below, to more clearly express ou-l rationale and intent,. 

We first note tbat AT&T;/S applicat,ion also seeks 
rehearing of D.8:3-12-024, wberein we autborized Pacific to 

I 
establish and collect access charges from long-d'is,tance carriers 

/ " 

for tbe provision of exchangre access servic~.,: enabling. placement or 
:intrastate, toll calls. We will treat AT&T's app11cat1on in ' 
connection witb our disposition of the other app11cat1onsand· 

petitions protesting D.83-12-02l+"and do-not address it 1n'th1s 
" 

order. '. 

2 



A.82-1 1-07, A.83-0t:-22, ,.OII 83-04-02 et al. L/AltK:'lz 

.• Our first modification concerns the su'bject of I: 

• 

• 

underutilized plant.. We have decided not to· changeour., 
determination that Pacific may continue to earn 50% of the return: 
applicable to that plant; however, upon further consideration, ve' 
do not teel it appropriate that Pacific should file tor relier 
from this penalty between general rate cases. We will mOdify our 
discussion and finding accordingly .. 

Secondly, we are persuaded that as. a policy matter we,' 

should reverse our decision to' eliminate the imputation of a 6% 
cost to $82 million of Pacific'S common equity. While 

insignificant from a rate of return perspective, our earlie,r' 
, , / 

dec~sion to impute this cost was done for the eXPlici;rpurpose or 
pro'cecting Pacific's ratepayers from having to abso~ ,a cost 
Pacific incurred solely because of the way 'it Cho/e to reorganizE.~ 
wi th AT&T.. While the onset Of, divesti'ture mi¥ set ,the' '. 
appropriate stage fordiscont1nu1ng this imp' ation, D.83-'2-025,' 
was to assess the "business as usual" sit For these ... 
reasons, we will continue the 1mputatio tor the present', 'but ,will 
consider the issue further in Phase 2 .. 

We finally address TURN's c ntent10n that we have 

improperly disregarded tbe decr-easrin, the California Corporation' 
Franchise Tax (CCFT) rate applicali.J.;e to Pacific as of 'January 1, 

1984. We disagree with this ctn ention. It is true that the :. 
Commission has on several occas ons provided for yearly tax ':;;" 
adjustments to be made ,between general rate cases,' or set rates '~' 

su'bject to refund, pending de7e~m1nat10n of the correct, tax to be! ' 
applied where federal tax laws bad undergone a major 

! , 
modification. We do not cU . .spute the argument that we have the 

authority to have done the/same in the present situation. 

However, for reasons, already stated in D.83-12-02S, we dO not 

consider such a, course to be necessary or desirable. 
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A.82-1'-07~ A.83-01-~2, ~!I 83-04-02 et al. L/AKM:lz 
" 

The basic principle underlying our rate setting authority' 
is that of test-year ratemaking~ 'Onder' that principle, "it is not 
appropriate to go beyond the test year to adjust either revenues 
or expenses except in exceptional circumstances. This case 
presents one of those circumstances; namely, divestiture or 
Pacific from AT&T. In order to, enable consideration of what were 
predicted to be divestiture-related financial impacts or 
subs:tantial magnitude, we d'ivided the rate case into pre- and post
divestiture phases. 

In theory, finanCial impacts caused by 
not to 'oe considered until the post-divestiture 

divestitUre were 
Phas~In 
'/ 

practice, our knowledge that divestiture waspen~g was a factor 
, ,/ 

in Phase 1, to the extent that it 1nrluenced~erta1n value 
judgments to be made -- the 'oest example 0;;thiS being our rate or 
return determination. But where speciri;Vitems of expense or 
revenue were concerned, we have tried ~ car~fully separate pre
and post-divestiture effects, to be,clns1stent with, the, test~~ear 
ratemaking concept and the import/an exception necessitated in 
this case by divestiture. , 

We think our treatment of the CCFT rate satisfies the 
above. The correct ap1>licati0o/0r the d.ecreased· rate is: be,ing 
considered in Phase 2 and will(be applied: beginning with the 

t 
decision in that Phase, expec;t,ed this May. If the alternative had 

• 'oeen to postpone its applic~tion until a decision in Pacific's 
, j 

next general rate applicat~on, we might well have decided to 
provi~e for an earlier 
consideration in Phase 
result • 

I 

adj,ustment. But by providing for its 
/ 2,!we have in effect accomplished the same 

~ 
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, . '" ,EX-S 

A .. 82-11-07, A.83-01-22, OIl 83-04-:02 etal. L/AKM:lz 

IT IS THEREFORE ORDERED that D.83-12-025 is modified as 
follows: . 

1. The sentence beginning on the last line of page 123 and 
continued on page 124' is changed to read: 

2. 

4 .. 

5. 

~We will consider a normal rate of return on. 
this plant if, in t.he course of futur'e general 
rate application proceedings, P1&T can show 
that it ii in use.~ 

The last paragraph on page 145 is ,changed. to reac1: / 
. / ..... 

~It is true that the impact of the 6% . /: 
imputation could easily be absorbec1 into our/ • : 
rate of return determination, considering ~~e 
relative lack or precision in making tha 
determination. It is also desirable t t PT&! 
should embark upon divestiture as cle 1y as 
possible. However, regardless of t se 
factors, the 6% imputation was don for the 
very important reason of p,rotect~g PT&!' srate
rayers from the burden of a cost!' the Commission 
decided was more equ~tably bor;fe by the ' 
sha1:"eholders. ~le do not see rufficient reason 
to eliminate that imputat1o~today, although we 
will review the matter a~!~ in Phase 2, along 
with numerous other dives,,_ture issues.~ . , 

Finc1ing of Fact 8 is Ch~ged to read: . 

~A reasonable rate of return to be applied to 
PT&!'s ~a1irornia i,n1astate rate base is 
12 .. 6~%. 

Finding of Fact 9 is changed ~o read: 

"A '2.64% return on/that portion; of PT&!'s 
capita11zatio~ ~sdribed to the California 
intrastate rate ~ase ac10pted in this c1eeision 
would yield approXimately '6.0% on California 
ascribed eommon/e~uitY." 

, \ 

Finding of 'Fact 10 is changed to read: 

~PT&T's rates'subject to the Jurisdiction of 
this CommiSSion shoulc1 be increased by 
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A.82-11-07, A.83-01-22, OIl' 83-04-:,02 et al. L/AKM:lz, 

$373,110;000, which increase, excluding the 
underuti11zed plant adjustment, should pr6duce 
a 12'.64,% ,rate of return on P'l'&'l"s California 
intrastate rate base for the estimated test' 
year 1983,." 

6. Finding of Fact 11 is changed' to read: 

~A 12.64 % rate of return on California 
intrastate rate base would prov1de.:,an'interest 
coverage of 4.36 times before taxe~ on 1ncome,./' 
and 2.73 times after taxes.~, 'X:'" 

7. Finding of Fact 26a is added to read: 

~It is appropriate to reviewPacifi6' tax 
liability-under the al'plicable post/divestiture 
CCF! rate in the second phase '~/f t11is> 
proceeding." • 

8.. Finding ,of Fact 32 is changedjt'o read: 

"In its next general rate cafe, P!&'l' may apply 
to have the rate of re.turn/on the und'erut1lized 
plant changed, based, on t):le usage of that 
plant .. " ' /,:, 

9.. Finding o,f Fact 37 is Qhanged to read: 
. I 

"The imputation of, a 6f. cost to $82 m1l~ion or 
common equity" required. by D.8:2'-05-007 should' be 
continued'." '-, I 

10. Fin(iing of Fact 38thoUld. be changed to, read: 

"On a recast three )basis, gross, revenues 
should be 1ncreas,ed by $434,116,000 after 
adjustment for,utiderut1lized plant .. " 

I : , 
1'.. Conclusion of Law 1 should be changed; to read: 

: 
I, , 

"Based on the forego1t1g, !"1nd1ngs or fact' and 
under PU Code /§§ 451 ;,~nd 454, the Commission 
should grant P'I&! the authority to apply 
surcharges to! its present. rates as prov1<1ed1n, 
the following order' to enable P'I'&! to earn" 
additional revenuei of $373,1'0,000."· 
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• t. 

.~ 

.' 

12.. Conclusion of Lc~w 3 sh:ou1d 'be changed to read : ' 

13. 

~The a'bove.$313,110,OOO increase is1n' 
addition to the $61,006,000 previously. 
authorized. in D~83-08-03·1." 

Ordering Paragraph 3 is ,changed to read: ' 

~Pl'&l' and the staff should continue to/impute 
a 6% cos.t to $82 million of C7omon "qui tyas 
required, by,D.82-05-071'." . 

This order is effective today . . 

Dated APR is 1984 San Francisco, California. 
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LEONI~J) M. GR:MES'.. .ToR. 
?rt:l::;io.en':. 

V:::CTOR·CttLVO, . 
, FR'ISC!Li:lA C.' CR.u~ " 

DON,ALl> Y:::AL, , 
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