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THIRD INTERI!1 OPINION 

I.. SUMMARY OP DECISION 

Ey o~r interim decision in Dece~ber 1983 we authorized the 
veneral Telephone Company ot California (General) increased surcharge 
rc, tes to realize add i ti on$,l ann\lal -;even".;.e o'f $150.5 million. 
Today's decision, issued aftp.r hearines on General's test year 1984 

revenue requirement have been completed, finds Gener,g,l has jus'ti:f'iee 

$,nother $4.3 mi11ion. ThilS, the 'total rate increase authorized in 
this rate proceedine is $154.8 million. General originally requested 
s. rate increase of $348 milli o"n, but following o'U.r staff's analysis 
General reduced its request to $208 million. Our decision 
reallocates the eXisting 21.3% billing surcharge on local exchange 
service rates, and the 131 surcharge on local calling area toll 
rates, into set rates for telephone services. Following is a 
comparison of monthly local exchange service rates showine the base 
rate before the surcharges imposed in 198; and 1984, the rates with 
the 2i .3% s~rcharee imposed starting Jan".;.ary j, 1984, and the final 
rates adopted today: 
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Present and Adopted Easic Exchan~e Serviee Rates 

Ease Rate 'f, 
With Existing Increase 

Los Angeles !1etropoli tan Base 21.;% S':.!rcha.rge Over 
Extended Area Exchan~es Rate A'o'Olied Adopted Base Ra'te 

:Business 
1-party meas~red service S 7.20 $ 8.73 S 9.10 26~ PEX line-measured 7.20 8.73 9.10 26 
Suburban-4-party flat 

26 rate* 14.60 17.71 18.45 
Semi-p~blic coin station 17.50 21.23 26.45 51 

Residence** 
1-party flat rate 7.7; 9.40 9.75 26 1-party measured 2.80 3.30 5.25 

(incl"J.des 30 (18.0~ sur- e incl-J.des (re-
S-min. u:'li ts charge) $3.00 of structur~d : 
of iJ.Se) local cs.ll-

ing usage) 
S~burban 4-party 

26 flat rate· 6.90 8.37 8.70 
Non-Metro Area Exchan~es 
twitho~t local measured 
service capability) 

BUSiness 
1-party flat rate 17.20 20 .. 86 21.70 26 
PEX line-flat rate 25 .. 95 31.48 32.70 26 
Suburban 4-party flat 

26 rate'" 14.60 17.71 18.45 
Semi-public coin station 17.50 21.2; 26.45 51 

Residence"""" 
1-party flat rate 7.75 9.40 9.75 26 
2-party flat rate* 6.90 8.37 8 .. 70 26 
Suburban 4-party flat 

6.90 8.;7 8.70 26 rate .... 

*Party-line service will 'be phased. Oilt. As ~J.Stoll1ers are 
regraeed to single-line 
single-line rates. 

service they will be assessed monthly 

**Lifeline service is 50~ of the otherwise applicable rate. However, 
where measured service is offered there is a usage allow~~ce of 30 
untimed local calls, excess local calls are cha.rged for as follows: 
;1-40 calls at 10¢ per call, and each call over 40 at 15¢ • 
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We conclude that while overall General's telephone service 
has improved, and shows encouraging promise for still further 
improvement, there are customers in some arees that have clearly 
received inadequate service, and are entitled to refunds on a portion 
of their recurring monthly charges going back to J~~uary 1, 1984. 
Those are customers (totaling about ;0,000) served by General's 
following central offices: Malibu, Zuma, Top~~ga, Oce~~ Park, 
Muscoy, Perris, and Los Alamos. Further, in view of such 
longstanding service difficulties in General's Kenwood exchange, 
those customers will receive similar refunds as well as a one-year 
deferral of today's rate increase as recompense for receiving poor 
service. Although there were some customers who complained o! poor 
service in other areas, the evidence presented did not substantiate 
imposing penalties. 

Starting in 1985 General may start charging customers 25¢ 
for calls to directory assistance for numbers within their area code; 
however, each month residential customers may make five calls without 
charge, while business customers can make two. This is the same 
charging progra: recently authorized for Pacific Bell. Our evidence 
shows that the average customer calls for local area numbers about 
five times per month, so on average m~~y c~tomers will not be 
impacted by the new charge per call. Many custo~ers speaking at our 
public hearings opposed the charge plan, apparently believing 
director.1 assistance is somehow "free~ today. However today, on 
average, directory assistance costs about S1.26 per month for each 
access line; customers may think directory assistance is tree because 
today's costs are rolled into their rates. The adopted charge plan 
is intended to more directly recover these costs ~rom those who cause 
them: the frequent users of directory assistance. In '985 ~~d 
thereafter the revenue from the charge program and the expense 
savings caused by overall less use of directory assistance will be 
used to offset other cost forces and keep all customers' monthly 
rates as low as possible • 
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The charge for a local coin telephone call, unchanged since 
the early 19505, is increased to 20¢ or, for convenience, a quarter. 
~he present 6¢ charge per 5-minute unit of local usage, where General 
has local measured service, is increased to 7¢. An optional 
unpublished directory listing will now cost 60¢ per month. The late 
payment penalty charge on overdue custo:er accounts is raised ~ro~ 
.8% per month to '.5%, ~~d the returned check charge is $10. 
Optional Touch Calling service is raised from 65¢ per month to $1 for 
residential and $1.20 for business customers. These increases are 
adopted to assess costs on those who essentially cause them, and the 
increased revenues help defray inereases on all monthly rates. 

We are eliminating the monthly additive incre:ents paid for 
basic exchange service by customers in less populated areas of 
General's eXChanges, and in conjunction we are phasing out perty line 
service. General now has the facilities to provide Single line 
service in most areas. With the elimination of monthly mileage and 
special rate area incre~ents the withdrawal of party line service has 
a small impact on customers; many undoubtedly subscribed to party 
line service because under the previous rate program it was a means 
of either avoiding, or paying substa:tially soaller, monthly ~ileaee 
rates. These changes mean that General's customers in less populated 
areas can have ~~ inherently higher grade of service (e.g., single 
line service accommodates a wide range o! customer-owned telephone 
sets and op~ional enh~~cements available with Touch Calling). 

We are ordering General to ~ile tari£!s with sale prices 
for the many categories of complex multiline ter.oinal equipment it 
now leases (used by bUSiness customers) and to reprice telephone 
instruments used for Single line (e.g. residential) service. This is 
to offer customers the option of purchasing their proven in-place 
leased equipment. Also, we are directing General to inform its 
customers that in '986 rotary dial telephone sets can be used to 
obtain equal access to competing long distance carriers. We think 
customers, in weighing whet~er to bU1 their in-place dial sets, 

~. should be aware these sets are not obsolete. 
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~he monthly rental rates ~or in-place single line telephone 
sets, key system sets a.~d PEls are increased to generally recognize 
higher monthly costs. For exacple, the standard rotary instrument 
goes ~rom $1.15 to S1.50/month, while the p~sh b~tton instrument goes 
from $1.70 to $2.15/month. 

We are a~thorizing rates today which will at!ord General a 
reasonable opport~~ity to realize a 12.74~ ret~rn on its 
undepreciated rate base, which is slightly lower than the last 
a~thorized return. The driving forces behind the increase in 
General's reven~e req~irement are not related to the Eell System's 
recent bre~~p, rather they are increased operating costs and pl~~t 
investment. 

We are red~cing General's reven~e requirement by $6 million 
beca~se it has not clearly demonstrated the prudency of its estimated 
expenditures ~¢r new digital central ottice switching equipment 
p~rchased from its affiliate, Automatic ElectriC, prior to our now 
required competitive bidding program • 

General is directed to start taking steps to form a fully 
separated corporate s~bsidiary to market unregulated terminal 
eq~ipment. We take this step because it is simply the best approach , 
for ensuring, as time goes by, that General's ~~stomers do not 
subsidize a GTE corporate facily vent~re into a highly competitive 
·~re~~ated marketplace. 

II. PROCEDURAt HISTORY 

A preheering conference was held on Au~~st 12, 1983 before 
Commissioner Vial and Administrative Law Judge (ALJ) Alderson. 
Hearings commenced on October ;, 1983 and largely concluded on 
Januar,y 20, 1984, with certain remaining issues addressed during 
April 1984. Fifty-two days of hearing were held. Opening briefs 
were tiled on February 22 and reply briefs on March 5, 1984. 
Supplemental briers on the limited topics subject to hearings in 
April were ~iled on April 24, 1984 • 

- 6 -
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Our interim Decision (D.) 8;-12-067 issued December 22, 
1983 allowed General to increase its rates to generate $150.5 million 
in gross revenue, through surcharges ot 1;~ on intraLATA toll, and 
2'.3~ on almost all other services. 

III. PUBLIC INPUT 

Following are the locations where hearings were h~ld 
specifioally to receive public input, and the number of customers 
making statements: Los Gatos (18), Santa Monica (59), S~~ta Barbara 
(27), San Leandro (24), West Covina (33), San Bernardino (28), Indio 
(21), Long Beach (28), and Novato (7). From the 245 customers' 
statecents, plus the correspondence received and the petitions 
submitted, we have some insight into the thinking of General's 
C"olstomers a.bo':lt General, telephone rates, and the reg-ollato:-y 
process. Our s"J.mmation of some of the thinking repeatedly expressed 
by customers is: 

1. General is probably not doing everything it 
can to hold down its costs. Many large 
companies and local governments are 
struggling to hold down costs, but is 
General? 

2. An increase in rates should only follow after 
good service is provided. Many customers 
think General's overall service is less th~~ 
that provided by Pacific Bell. 

3· General continually hoodwinks this Commission 
to get rate increases by promiSing to 
modernize and provide bette~ serVice, and 
then not following through. 

4. If General needs a 15~ inc~ea$e in revenues 
why does it want to raise some rates (e.g. 
basic service) by almost 100~; why should not 
all rates be increased by 15~? 

5~ If General had competition, and not a 
monopoly on providing telephone service, it 
would probably operate more efficiently, 
provide better service ~~d, in overall terms, 
treat custooers better • 

- 7 -
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6. The poor~ elaerly, ana shut-ins must have 
affordable flat rate service because they are 
less mobile and rely heavily on a telephone 
line with the outside world. LikeWise, low 
cost flat rate service is essential for local 
vol~~teer and comm~~ity organization 
activities because many calls are made from 
resiaences. 

Other aspects of public input relating to telephone service 
and rate design will be separately discussed in those respective 
sections of this opinion. Overall, although most customers were not 
familiar with the nuances end technicalities of ratemaking, they 
addressed leeiti~ate concerns and issues. Particularly sobering is 
the skeptiCism many customers hold about the effectiveness of 
regulation to ensure the publie is charged reasonable rates, and 
whether the publie is getting full value and protection from the 
regulatory process. 

IV. GENERAL'S PRESENT OPERATIONS A1~ A 
COMPARISON WITH OTHER TEtEPHO~~ UTILITIES 

General is wholly owned by General Telephone and 
Electronics (GTE) and is the second largest telephone utility in 
California. Whereas Pacific Bell has ~~ average of about 300 
subscribers per square mile in its service territo~, General has 
about 375, making it the :ost metropolitan utility. Ey comparison, 
Continental Telephone Company, the third largest in California, has 
about 12 subscribers per square mile in its service territory. 

Because, among other reasons, we heard from a fair number 
of General's eustomers attending our hearings that they did not think 
General is operating very efficiently compared to other utilities, We 
have compiled the following cost data tor the three largest telephone 
utilities: 

- 8 -



• 

• 

• 

A.e~-07-02 et al • ALJ/jt 

198'3 Recorded 

Telephone 
Utility 

Pacific Eell 
Maintenance 
Traffic 
Commercial 
Gen. Office Salaries & Exp. 
Average Rate Base 

General 
Maintenance 
Traffic 
Commercial 
Gen. Office Salaries & Exp. 
Average Rate Base 

Continental 
Maintenance 
Traffic 
Commercial 
Gen. Office Salaries & Exp. 
Average Rate Base 

Annual Expense/ 
Rete Ease 

(SOOO oI:li"t"ted) 

S 2,"5,;0; 
395,908 
805,514 

1,;49,782 
1;,201,815 

472,718 
94,455 

179,549 
;08,449 

;,;;1 ,346 

;6,454 
16,170 
11,624 
;0,846 

;58,;84 

Annual Cost 
and Rate Baae 

Per Access :tine 

S 200.56 
37.54 
76.37 

127.98 
1,276.37 

186.55 
;7.27 
70.86 

121.72 
1,;14.62 

197.18 
82.92 
59.60 

158.17 
1,837.69 

Note: This data was cOI:lpiled by our Revenue Requirements 
Division from utility filed ~~ual reports. For 
comparison purposes 1983 recorded data is used 
instead of 1984 estiI:lated because Pacific :Sell's 1984 
expenses decline due to divestiture (e.g. transfer 
of toll offices, embedded terminal equipI:lent, etc.). 
The recent breakup of the Eell Sy$~eI:l means that General is 

now the largest telephone utility in California wholly owned by a 
vertically integrated holding company. Affiliated GTE family 
companies dealt with by General are: 

1. GTE Service Corporation (assistance in 
telephone operations). 

2. GTE Laboratories, Inc. (research ~~d 
development). 

3. GTE Automatic Electric (manufacturer-product 
supplier) • 
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4. GTE Data Services, Inc. (data processing 
service). 
General Telephone Directory Company (sale 
preparation of directories). 

Ratemaking adjustments directed at affiliated company transactione· 
proposed by staff, to which General assented for purpose of this 
proceeding, are addressed later. 

V. OUALITY OF SERVICE 

The quality of a utility's service is an important 
consideration in ratemaking, for it goes to whether a utility is 
meeting its franchised obligation to prov!de adequate service ~~d 
give full value to customers tor the rates received. This has been 
~~ issue of particular concern with General going back to the '960s, 
and staff in this proceeding recommends penalties relating to certain 
areas where it concludes there is inadequate service. 
A. Staff's Position 

EXhibit 51 contains staff's recommendations. Its witness, 
McCarroll, modified his originally distributed testimony by 
subsequently deleting some recommended penalties and adding others. 
In addition to addressing overall network access line service, 
staff's witness Singh addressed General's private line alarm 
service. Private line service is somewhat unique and staff's 
recommendations directed at that service will oe addressed in the 
rate design discussion on private lines. 

McCarroll conclud~s from reviewing service measurements 
reported by General, the results of st~f's customer surveys and his 
field investigation that by and large service has improved in many 
areas. The improvement results from a combination of things: 

1. tower employee force turnover due to the 
receSSion, anQ ending the previous "12-montn 
job rotation plan," have led to a higher 
level of employee expertise. 

2. The sloWQown in growth has allowed General to 
"catch its breath" and shift more attention 
from plant installation to central office 
maintenance and trouble shooting. 
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3. General is converting electromechanical 
central offices to electro~ic or digital, and 
there is a distinct correlation between 
modern switching equipment and tew~r customer 
trouble reports. 

4. Upgrading of step-by-step switches to better 
route toll calls throu~~ cen~ral offices and 
reduce call cut-offs. 

5. Old outside plant is being modernized. 
6. Automated equipment for trouble spotting ~~d 

coordination of repair activity is being 
installed. 

Our General Order (GO) 133 service measurement indices pose 
difficulty, according to McCarroll, when it comes to correlating 
technical performance into day-to-day customer experience and 
satisfaction. He notes that none of the measurements quantify 
transmission quality (e.g. static) or measure dead line occurrences 
caused outside a central office. Likewise, the dial service 
measurement does not capture trouble occurrences such as: 

1. A wrong number whose cause is undetermined. 
2. A busy signal when no one at the called end 

is on the line. 
3. The calling party hearing the called phone 

ringing when it is actually not ringing. 
4. Call attempts whe~ no dial tQne occurs. 

McCarroll shows that dial service indices for a central office ean be 
in the acceptable range under GO 1;3, while at the same time customer 
trouble reports exceed the acceptable range. The conclusion 
McCarroll reaches is that While some GO 133 measurements are useful 
in evaluating service, they should not be the sole criteria. He 
concludes that the most useful tool to measure the day-in-day-out 
experience by customers, of all GO 133 indices, is the compilation of 
customer trouble reports. McCarroll thinks this data is meaningful 
because it shows the extent that customers encounter enough of a 
problem to prompt them to call 611 (repair service) • 
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The new penalty McCarroll proposes is de~erral of a rate 
increase to customers in areas with consistently high levels of 
trouble reports. He analyzed trouble reports by central o~fiee an~ 
found seven central o~fices, serving about 2% of General's customers, 
that did not meet his l:linimum standards. He thinks ina.dequate 
service, which warrants a penalty, are: 

1. Central offices whose customer trouble 
reports have been at or above the GO 133 
standard level of 6.5 trouble reports per 100 
stations every l:lonth between July 1ge2 ane 
June 198~. 

2. Central offices whose average custol:ler 
trouble reports have been at or greater th~~ 
10.0 per 100 stations between July 1982 and 
June 198;. 

Applying those standards, following are the central offices 
which McCa:'ro11 found were not providing 2cceptable service (Exhibit 
51, Table 3-1 ): 

High-low range Average Number of 
Central of reports of last months below 
O~f"iee over 12 months 12 months GO '22 standard 

Malibu 13.5-9.2 12.2 13 
Zuma 19.8-8.3 1'3 .. 7 13 
T~panga 23.5-9.3 14.6 13 
Ocean Park 1;.3-9.9 12.2 13 
Muscoy 14.1-8·9 10.'3 13 
Perris 13.2-9.2 10.6 13 
Los Ala:os 15.6-7.1 10.9 13 

While Santa Monica did not meet McCarroll's standard, he does not 
include it for a penalty because service is markedly improving, which 
is borne out by staif's follow-up Santa Monica customer su:,ve.y 
showing 73% think service is good or better, cOl:lpared to the earlier 
58~ • 
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Staff did a mail survey of customers in coastal exchanges 
where five of the seven central offices with hi~~ trouble reports are 
located, and learned: 

1. 74-83% occasionally o~ frequently encounter line static. 
2. 32-71% " " 
3. 65-80% " " 

4. 61-70% " " 

Staff also surveyed customers 

" 
" 

" 

of 

" a dead line. 
do not have local calls 

go through. 
do not have toll calls 

go throue,h. 
General and 13 other 

California telephone utilities and its comparative results !ollow 
(Exhibit 51, Table 2-7): 
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Staff also presented a comparison of 1ge2 customer satisfaction 
survey results from surveys conducted by both General and Pacific 
Eell (EXhibit 51, table 2-5): 

(Solid portion of bar shows General's customers response.) 
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Finally staff surveyed Pacific Bell's customers in urban exchanges 
and found that 95-100% think service is adequate to eXcellent, in 
contrast to the 59-75~ range from its survey of customers in 
comparable General exchanges. Results from this and the other 
comparative surveys must be seriously considered in ratemaking, as 
required by PU Code § 728: 

~In determining and fixing rates for a telephone 
corporation pursuant to this section or pursuant 
to Section 455, or in deter~ining whether or not 
a proposed rate increase is justified pursuant to 
Section 4;4, the commission shall, among other 
things, take into consideration any evidence 
offered concerning the quality of the particula.r 
telephone corporation's services as compared with 
that of telephone corporations in adjacent 
territory, and the permissible rates for 
comparable service charged by telephone 
corporations in adjacent territor,y.~ 
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After preparing his exhibit and initially testifying 
McCarroll added customers served by three central offices in the Los 
Gatos area to those who should receive a rate increase deferral. He 
said that while those central of~ices did not meet his technical 
quantitieatio~ of inadequate service, he would nevertheless include 
them. He was swayed by customers testity1ng at our Los Gatos hearing 
that m~~y have either given up calling 611, to report trouble, or are 
perhaps intimidated about calling due to ~eneral's practice of 
initially telling customers if the trouble turns out to be caused by 
customer-owned terminal equipment a $55 charge will be assessed 
(General changed this practice in early 1984). Trouble reports for 
these three central offices were in a range from 4.7 to 9.5 during 
the first six months of 1983. 

McCarrOll treats the Kenwood exch~~ge differently and 
recommends delaying any rate increase for one year rather than six 
months. The Kenwood exchange has ~~deniably had service problems • 
McCarroll concludes the central office switch installed in 1971 was 
relatively novel ~~d untested, ~~d customers unfairly had to endure 
for years until General finally reacted by putting in a different 
switch in October 1983. He thinks the new switch will be a vast 
i=;:ovement, but notes it is of a technology that is being phased 
out. He questions the long-term cost-benetit ot General's decision. 
Sonoma Co~~ty Supervisor Adams, speaking at our Novato hearing, 
thinks the "new" switch may well turn out to be a costly freak that 
will end up hard to maintain, ultimately repeating another woe!'il 
cycle of poor service to Kenwood. He supported McCarroll's 
recommendation that any rate increase be deterred tor one year as 
some recompense to long-suffering Kenwood customers. Peter Gruchawka 
also spoke and presented a petition trom 170 Kenwood customers. Be 
said service remains poor, in contrast to Adams who said there had 
been a great and hopefully lasting improvement. Gruchawka also 
challenged General's switch selection logie. He asked for a rate 
increase deferral and a 15-year "rebate" tor poor past service • 
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E. Victor's Position 
Victor, an individual representing himself, testified in 

Los Angeles, sponsoring Exhibit 93. He concludes from his experience 
as a single customer that General's overall service is lacking. He 
thinks General's personnel are not responsive to customers' proble~s 
and that they lack overall sensitivity. It is apparent that Victor 
has had numerous billing questions over the past few years, and he 
has received the personal attention of many of General's customer 
relations representatives right up to the vice' president level. He 
also concludes General's pl~~t construction is too costly and 
inefficient based on an incident near his reSidence, where some work 
done for General by a contractor apparently had to be at least 
~artially redone. Victor recommends that no rate increase be granted 
until General demonstrates a changed and more positive attitude. 

While we regret Victor has had such a personally 
. disappointing experience dealing with General, his evidence does not 
~ clearly show General was unresponsive. We cannot, by inductive 

logiC, conclude even if all Victor's claims rel~.ting to the service 
he received were shown to be valid, that most other customers 
routinely have the same experience. 

• 

C. General's Position 
General believes its service has improved ~~d it is 

~resently satisfactory. It presented two witnesses, Shultz on 
switching on network service, and Gasser on other GO 133 service 
indices and General's customer satisfaction surveys. 

Schultz testified that upgrading electromechanical switches 
and conversion to electronic switches is resulting in better network
truriking service. He pOints to both General's service measurements 
and a rise in the percent of customers satisfied with local dial 
service and direct distance/toll dialing as shown by General's Tel
eel customer survey. 

Gasser testified that technological innovations are 
steadily improving operator services. With respect to monthly 
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trouble reports/100 stations, Gasser's Exhibit 32 shows improvement 
from an overall annual average of 7.1 in 1979 to 6.4 in 1982, with 
the first nine months of 198; showing an average of 6.2. These 
results are a total company average, whereas staff's McCarroll 
stressed trouble report data for certain central offices. Gasser 
shows that held orders, or customers waiting for service to be 
installed, have declined dramatically Since 1979. 

Gasser pOints to mechanized trouble testing, computerized 
trouble recordkeeping p ~~d better coordination of repair crew 
resources as steps that will further reduce customer trouble reports. 

General gauges c~stomer satis!action by results !rom the 
Tel-eel telephone survey conducted from Indiana for all GTE operating 
companies by Walker Research p and Gasser was extensively cross
examined by staff, TURN, and Vietor about the survey's format and 
mechanics. Be shows overall that the percent o! satisfied customers, 
companywide, is close to General's objective. Repair service 
satisfaction however most notab~y lags from General's objective of 
92%. In 1983 General has averaged 88%, down from 1982's average of 
90.25%. 

General's rebuttal testimony to Y.cCarroll's recommendations 
was li~ited to McCarroll's decision to include the three tos Gatos 
area central offices to his list of customers who should receive a 
rate increase deferral. General's tos Gatos Division ~~~ager, 
Oliver p sponsored Exhibit 105. It shows trouble reports are within 
an acceptable range under GO 1;;, and are steadily declining despite 
General's newspaper ads placed in the area encouraging customers to 
call 611 if they have service problems. In brief, General disagrees 
that Los Gatos area customers have given up calling 611, and believes 
that if anything these customers have been stimulated to call 611 due 
to General's media campaign. Oliver said General was reViewing its 
procedure "of initially advising all 611 callers about the pot~ntial 
for a charge if trOUble is ultimately traced to a customer-owned 
instrument, and he expected a change. Ultimately General did change 
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its practice. Finally, Oliver cites local non-General conducted 
surveys showing an improvement in customer satisfaction. 
D. Discussion 

We tind that on a companywide view General's service has 
improved, and it appears reasonable to expect further improvement. 
But while a companywide view is useful tor ~~ overall broad analysis 
of what most customers are experiencing, we agree with McCarroll that 
the indicator that best captures daY-in-day-out service experience ot 
customers is reported trouble or 611 calls initiated by custo~ers. 
McCarroll's approach of devising a penalty that aftords relief to 
those customers experiencing conSistently inadequate service is 
equitable. It is an approach we recently adopted tor Continental 
Telephone Company (D.82-12-045 issued in A.82-01-01). McCarroll's 
trouble report index ~~derlying his penalty recommendations is 
reasonable. Whenever conSistently more than1 1~ or more customers 
call 611 during a month it e~~, we think, be conclusively presumed 
customers are experiencing an unacceptable degree of aggravation and 
actual service difficulty. 

General believes McCarroll's proposed penalties (rate 
increase deferrals) must be rejected because ~they amount to 
retroactive ratemaking." We disagree. His proposal is a variation 
of other types o~ prospective penalties imposed for substandard 
service that existed shortly before hearings started in rate 
proceedings (e.g. p overall rate of return penalties). Following 
General's logic to its extreme, we would literally have to have 
evidence on the results of service presented and fully tested tor the 
period right up to the date we issued a deCiSion, which is of course 

1 GO 133 was revised during the course of hearings, by D.83-'1-o62, 
eo that trouble reports are now reported per 100 active access 
lines. There are always more stations, due to extensions, etc., than 
access lines. Thus, when viewed in terms of trouble reports per '00 
access lines or customers, McCarroll's criteria of 10 trouble reports 
per 100 stations means actually something more than 1~ of customers 
when reporting trouble. 
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impossible. Legally we are not foreclosed from being able to adopt 
McCarroll's recommendation. 

Our reliance o~ McCarroll's customer trouble report 
approach to analyzing the adequacy of service does not mean the 
service measurements and reporting requirements adopted in our last 
deciSion are flawed. Rather, it me~~s, as McCarroll pOinted out, 
trying to measure and quantify on some objective basis what 
constitutes adequate service is an evolving endeavor. This is 
because there are m~~y facets to what is termed "telephone serVice," 
and there is a multitude of possible causes for chronic service 
difficulties. General states that McCarroll's approach is unfair 
because while he criticizes relying on other GO 1~; measurements 
which are taken by ~he utility, he goes to the other extreme of 
relying on a measurement that is "self-reported by customers." But 
General misses McCarroll's point, which is that other indices by 
their nature, regardless of who takes them, are not nearly as likely 
to capture and quantify customers' service difficulties. 
Unfortunately, we lack and may never have the conceptually perfect 
overall service measurement. Drawing conclusions about service 
quality requires informed judgment based on a nUQber of different yet 
interrelated factors. 

General's reliance on total company ~o 133 measurement 
results is encouraging that service is improving overall p but we do 
not find it a persuasive response to the specific plight of customers 
served by the seven central offices listed by McCarroll. We cannot 
place much weight on General's Tel-Cel survey results because: 
(1) Gasser could only very generally describe the survey's mechanics; 
(2) the survey samples are too small to produce results that c~~ be 
afforded weight tor our purposes; and (3) the Tel-eel survey res'ilts 
were averaged companywide, which can gloss over specific or isolated 
prolonged trouble areas. 

Despite the findings of staff's surveys that General's 
customers are not as satisfied with their service as customers who 
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are served by other California utilities, we think there is 
encouragement that things are getting better. ~ewer customers 
appeared at our hearings tor public input with details about 
prolonged aggravated trouble, and it appears General's service 
improves dramatically with central office modernization (althou&~ we 
note customers served by smaller utilities usi~g only older 
electromechanical switching appear more satisfied with their 
service). The technological i~~ovations to be instituted thro~ghout 
General's service territory c~~ only improve things; however, we 
think companywide dedication and committment to providing good 
service, from the very top down to the newest craft worker or 
operator, is the pivotal factor. 

It is clear from customers' comments that they are 
frustrated because General has proceeded at a slower modernization 
pace th~~ Pacific Bell. In essence they ask: what have been GTE's 
priorities and where have dollars from past rate increases gone? two 
of our staff's witnesses, Strahl and McCarroll, pOint out General's 
central office conversion program has gone at a slower pace than it 
had to, primarily due to General's and/or the GTE corporate family's 
deCision to use only Automatic Electric manufactured equipment. This 
is discussed more later. 

While we will adopt McCarroll's recommended penalty tor 
seven central offices, we will not adopt it for three Los Gatos 
central offices of Mountain, Montebello, and Blossom Hill. While he 
was swayed from testimony in Los Gatos that many customers have given 
up calling 611, we c~~ find no basis to believe General's customers 
in Los Gatos, in aggregate, will have any different 611 calling 
patterns or practices than those in, for exaople, Malibu or Topanga. 
Trying to second guess customer thinking and psychology by region, 
and to rely on our guessing as a basis for deciding whether to impose 
a penalty, is too subjective. Just as we adopt McCarroll's 
recommended penalty directed at seven central offices becs.use of his 
standard is quantifiable and objective, we reject the di~ferent 
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approach he applied to the Los Gatos central oftice because it is not 
based on a coneistent qu~~ti!iable etandard. 

Staft's recommendation to keep in place the service 
measurement reporting program ordered in General's last rate 
decision, which can trigger a surcredit, will be adopted with staft's 
proposed modifications. The modifications to the previously ordered 
prograc are: 

1. Instead of reporting customer trouble reports 
and dial service indices on all central 
offices General will be required to report on 
only the 43 listed on pages 1-6 of EXhibit 
51 • 

2. A surcredit of $3.80, rather than $1.40, 
shall apply to each access line served by a 
central office when in 2 o~ any ; consecutive 
months customer trouble reports per 100 lines 
is 10 or more and likewise, but not 
necessarily within the same two months, the 
dial service index is less than 97%. 

3. General can discontinue submitting quarterly 
reports of the 17 indices m~~dated in 
D.92366. 

These modifications will streamline General's reporting and eliminate 
its filing data that is no longer useful, and make the surcredit 
trigger tied to trouble reports per 100 stations more lenient in the 
sense its goes from eight to ten (however, 10 is consistent with the 
,enalty adopted in this opinion). But the surcredit trigger works if 
the adopted indices are exceeded any two of three consecutive months, 
instead of two of three months within a given quarter, and the 
potential surcredit amount increases. We will delegate removal of 
central offices from the eurcredit penalty program to our stat! when 
the measurements for both indices for a particular central office are 
within the GO 1;; reporting level for at least six consecutive months. 

Having adopted staff's recommended penalty of a rate 
increa.se deferral for customers served by seven cent.ral offices, when 
should tbe increase deferral time period start running? The options 
are from January 1, 1984, when the partial increase was gr~~ted to 
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when the rates authorized by this decision became e!!ective p or trom 
today (we made the partial increase subject to refund to preserve the 
option). On balance, we conclude retunds are sppropriate p primarily 
because J~~uary 1, 1984 ~~til today's new rates are e!!ective is a 
period in closer proximity to the months of unacceptably hi~~ trouble 
reports upon which the penalty is directly premised. Our interim 
decision made rates for these customers' "recurring monthly charges" 
subject to refund, and imposed a 21.3% surcharge. Rowever p 34.8~ of 
the overall $202,948,000 revenue requirement spread to produce the 
total 2'·3~ surcharge on basic exchange service was related to an 

earlier surcharge for 1983 attrition (Appendix A to D.83-12-067). 
Thus, 6,.2% of the 21.3~ surcharge shall be refunded. 

We will treat the almost 1,000 Kenwood exchange customers 
differently, and order refunds and the prospective 12 month-rate 
increase deferral recommended by McCarroll. This step is taken 
because their service problems were so acute over such a prolonged 
period • 

We put General on notice that at our direction the 
Commission staff will continue to monitor the problems related to 
switching eqUipment in the Kenwood exchange. The necessity for sueh 
monitoring is underscored by the updated survey materials recently 
transmitted to the assigned Commissioner by Sonoma County Supervisor 
Adams. Supervisor Adams contacted 300 constituents in a follow-up 
s~rvey, to gather information about improvements in service follOwing 
General's replacement of central o!fic~ switching eqUipment in 
October 1983. In his June 22, 1984 letter to Commissioner Vial, 
Supervisor Adams enclosed 92 survey replies indicating that Xenwood 
exchange customers continue to complain of service problems (heavy 
statiC, busy signal when not in use p etc.), despite the recent change 
in central offiee switching equipment. In view of this response, 
Supervisor Adams reeommended that no rate increase be granted to 
General without the vast majority of these problems being permanently 
resolved. He also stated that the Comoission should penalize General 
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with a two-year deferral of rate relief, or alternatively, a one-year 
deferral with two months added tor each month General has not 
provided adequate service since the tem~orary switch was installed. 
Supervisor Adams' letter and its enclosures will be inserted in the 
correspondence file in this proceeding, for use by the staff and 
interested parties in further analyzing the Xenwood situation. 
Should staff's independent !ollow-u~ analysis reveal that the 
problecs outlined in Supervisor Adams' survey results are continUing 
in the magnitude reported, we will expect the stat! to present a 
recommendation in General's 1985 attrition proceeding regarding the 
appropriateness of extending the one-year rate increase deferral 
authorized in today's decision for Kenwood customers. 

General Will be allowed a maximum of 90 days to make the 
refunds, which can be made either by billing credit or check at 
General's election. 

At the direction of our ALJ, staff investigated the ease ot 
telephone access by customers to General's bUSiness offices, where 
billing questions are handled, and repair service. Several customers 
attending the hearings complained of receiving no ~~swer or long 
holding times. Staff's investigation found no acute problems, and it 
concludes new operating effiCiencies by General will result in better 
customer access • 
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VI. RATE OF RETURN 

The primary pOint ot contention raised by the rate ot 
return recommendations of General, staff, and City of Los Angeles 
(LA) is the cost of equity. We think the most accurate capsulation 
of how a reasonable re.te of return is d.etermined vas made by LA' e 
witness, Kroma.n: 

"The rate ot return process i~erently is one of 
exercising judgcent. Even those who use a 
formula, they have to exercise judgment as to 
what formula they vill use, and then they 
exercise judg=ent as to what n'~bers they will 
put into the formula- The entire process is one 
of judgce~t." (Tr. Vol. 23, p. 2221.) 
Following is our summary of the parties' positions and our 

analysis underlying the adopted rate of return. 
A. Return on Eouity 

General's Position 
General requests a return on equity ot 18~ to 19%. Three 

witnesses testified on its behalf: its Treasurer, O'Rourke; a ~irst 
Vice President with Dean Witte: Reynolds, Inc.'s Regulated Industries 
Finance Department, Hollister; and Dr. Vander Weide, a professor of 
finance from Duke University-

O'Rourke, as the other witnesses for General, believes 
investors are not convinced that interest rates will remain 

• relati vely low, from recent historics.l peaks, a:,.d that concern pl'J.$ 
r!ew risks faCing all telephone '.ltili ties c.ictates at least an 18~ 
return on equity, up trom the 16.5~ return on equity last found· 
reasonable for General in April 1982. The new risks cited are those 
posed by increasing competition, and how regulators may reaet to the 
dilemmas caused by more eompetition. It is harder to forecast demand 
and plant requirements with a market that may shift due to 
competition, according to O'Rourke, and this increased likelihood of 
either overbuilding, with resulting str~~ded investment, or 
underbuilding and having an acute shortage of plant. Much of the 
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uncertainty about local telephone utility revenues relating to the 
toll market alluded to by O'Rourke has been resolved tor intrastate 
service, but it remains with respect to interstate toll. The 
increasing re~~latory risk O'Rourke sees investors being concerned 
about comes primarily froc more and more pressure on re~~ators to 
keep rates as low as possible, perhaps at the expense of 
shareholders. Also, he thinks investors perceive the pace and 
responsiveness of the regulatory ratemaking process as too slow, and 
res~ts potentially inadequate. Finally, he cites discrepancies 
between authorized and recorded or realized returns as a factor, the 
fault of re~~lators, discouraging investors. O'Rourke selected data 
and applied three tests to arrive at his recommendation: The 
Discounted Cash Flow (DC!) method, the risk premi~ method, and a 
financial integrity test arriving at a pretax interest coverage to 
keep an "AN bond rating. While we are very faciliar With both the 
nCF and risk premi·~ methods, as disc~sed later, O'Rourke's 
financial integrity test disclosed that a return of equity of '6.5~ 
to 19.6% would be required to, under his assumptions, produce a ;-;-5 
pretax interest coverage ratio. 

Hollister stresses that the disparity between authorized 
and realizee ret~rns greatly concerns investors and it erodes 
Gene~al's financial integrity. He develops, in Exhibit 8, ditterent 
scenarios of fut~re financial integrity, and ratios of book to market 
value of General's stock, based on different returns of eq~ity. Re 
must, of course, deal with s~rrogate stock investors as General's 
stock is not publicly traded ~d is wholly owned by GTE. While 
noting the 17.4% ret~rn of equity gr~~ted Pacific Bell in 1961 was a 
step in the right direction, Hollister repeatedly stressed that 
utilities must realize a~thorized returns- ~o facilitate this he 
suggested balancing acco~t ratemaking for telephone utilities, and 
testified if General is not given balancing acco~t assistance to 
realize its authorized return, then 1~ or 2~ should be added to the 
18~-19~ return which would otherwise be reasonable. When asked, as a 
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utility stock analyst 7 how he determined if a utility's not realizing 
its authorized return is primarily the !ault ot its management or the 
re~latory commission, he conceded it was extremely difficult. He 
said business acumen and diligence by management could be a factor, 
but in his judgment most utility companies are well managed. 

Professor Vander Weide, who has extensively testified for 
utilities in rate proceedings, thinks investors' recent bout with 
high inflation and interest rates will at!ect their attitudes and 
expectations tor a long time. New risks, trom the investors' 
standpOint, cited by Vander Weide, are analogous to those listed by 
O'Rourke, but he suomarizes by saying that investors thinking o! a 
telecommunications company equity investment will, more and more, 
ir.stead invest in companies that are unregulated and which stand a 
better chance ot realizing higher returns. To arrive at his 
recommended return V~der Weide used the DCr and "spread test" 
method. The spread test method is studying cocparable yields to bond 
and stock investors over time, and projecting the spread or premi~ 
necessary to predict a future return necessary to attract equity 
investors. He concluded the equity investor expects a spread of 5-
6.5% over General's paid yiele On its bones, ~~d assucing ~ new 
bond yields of 1~-'~.25%, a return on equity ot at least 18~ resul~s. 

Staff's Position 
Staff, through its witness Mowrey, recommends a return on 

equity of 15-15.5%. Approaches used by Mowrey to arrive at his 
recommendation inel~de a DCF analysis, a risk premi\~ analYSiS, ~d 
conSidering the interest coverage various returns eould produce. 
Mowrey's risk premium and DCr analysis used, tor comparable 
companies, 20 selected electriC utilities (beeause General's 
w1~nesse$ used electric utilities in their respeetive analyses) and 
five publicly traded telephone companies relatively elose in size to 
General. Electric utilities, Mowrey notes, can be used for 
comparison purposes because, while the industr,y may have some 
different eharacteristics, they compete with tele~hone utilities for 
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equity investment. Mowrey's risk pre~ium analysis over 197;-S2~ 
using comparable company averages as a surrogate ~or General's stock 
price (since it's not publicly traded) produces a premium ot 2.65-
2.56~ if data from 1981-82 are excluded, and 2.22-1.82~ if they are 
not. He would exclude 1981-82 data because in those years bond 
yields hit extraordinary highs. Thus, he concludes that assumins 
General's new bonds will cost 1;~, a return On equity of about 15.6~ 
results. His DCF analysis shows that investors require total returns 
of about 15-15.5~. Interest coverages, including short-term debt in 
Genera.1's capital structure, that could result from the 15.25~ 
midpoint return recommended by Mowrey are 3.51 before taxes and 2.25 
after. If, as in prior deCisions, short-term debt is excluded ~rom 
the capital structure the pre-tax coverage becomes 3.72 and after tax 
it is 2.39. The 2.39 after tax coverage is, Mowrey concludes~ 
comparable to the average after tax coverage of 2.47 implied from our 
rate of return decisions for General from 1971-82. 

City ot Los Angeles 
Kroman recommends a 15.2~ return on equity. Much of his 

testimony addressed inherent subjectivity and shortcomings of USing 
the DCF and risk premium formulistic approaches to justify a return. 
Be thinks such approaches~ which seek to develop the expectations of 
lnvestors, are clothed in the language of scientific rationale~ yet 
are fraught with subjeetivity. The disparity of DCr results, for 
example, of General's witnesses ~~d Mowrey was mentioned to 
illustrate his point. Krom~~ thinks his 15.2~ return is fair because 
it recognizes General has a higher equity ratio and less 
corresponding risk th~~ when we last set its return at 16.5%, it 
reflects a climate ot lower interest and inflation rates, and it is 
commensurate with returns authorized for ftprinc1pal ft telephone 
utilities. Whereas Mowrey and General's witnesses used electric 
utilities in their analyses, Kroman does not. He believes electrie 
utilities are not comparable because they face more risk than 
telephone utilities due to developing nuclear plants and from having 
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a far greater portion of financial statement earnings coming ~rom 
funds used during construction in connection with power plant 
projects. He lists in Exhibit 81 the average returns on equity 
granted to Bell System companies in 1981-82, which is 14.75~; the 
corresponding average return granted GTE companies over the same 
period is 15.25%. Changes in the economic climate since our last 
rB~e decision to September 1983 (about the time General's rate ot 
return witnesses testified), which are both snapshots in time, was 
illustrated by Kroc~~ (Exhibit 81, Table 28): 

Prime Interest Rate 
Discount Rate 
Federal Funds Market Rate 
Three-month Treasury ~ills 
Six-month Treasury Bills 
Bankers Acceptance, 90 days 
Certificate of DepOSit, 6 months 
Small-saver Certificate Rate 
Money Market FUnds, 30-day Yield 
Moody's Corporate Bond Composite 
Yield on Newly Issued "A" 

30-year Utility Debt 
PIE RatiO, Moody's 24 Utilities 
Yield, Moody's 24 Utilities 
Inflation Rate (CP!) 

General's Rebuttal Showing 

16.5% 
12.0% 
16.8~ 

On or about 

1'.'99~ 
13.24;~ 
14.30~ 
14.10% 
14.30% 
13 .. 5% 
15·71% 

16.:3s' 
5·8 

11.91~' 
7.7% 

11 .. 0% 
8·5~ 
9.44~ 
9.28% 
9.53~ 
9.5~ 

10.1 'I.IjV 

10.65~ 
8.74~ 

13 .. 04% 

12·S75~ 
7-62 
10.66~ 
2.4% 

After the rate of return witneSSes initially testified we 
issued our deciSion in Pacific Bell's rate proceeding, granting it a 
16~ return on eqUity. In January, General's O'Rourke and Vander 
Weide gave rebuttal testimony which, as noted by staff counsel at the 
time, was largely in response to our decision, explaining why General 
has more risk than Pacific ~ell (Mowrey had testified risk to Pacific 
Bell and General, all things conSidered, is about the sace). 
O'Rourke cites General's lower bond ratings, Pacific Bell's being 
relieved of embedded and potentially pre~aturely obsolete terminal 
eqUipment, ane General's lower equity ratio as prime examples of 

• higher risk. 
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Both of General's r~buttal witnesses think Mowrey and 
Kroman, by not giving more weight to risks posed by competition, "are 
refusing to face up to the realities of today's rapidly changing 
telecommunications industry environment." 

O'Rourke thinks Mowrey's reliance on after tax interest 
coverage is misplaced, beca~se O'Rourke ~derstands that bond rating 
agencies disregard it as a potentially misle~ding measure of 
financial integrity, and look instead at expected and achieved pre
tax coverages. 
B. Discussion 

Extensive cross-examination was directed aeong the parties 
at each other's selection of co~parab1e comp~~ies, averaging periods, 
and other inputs used in connectiOn with the various formulistic
academic model approaches for deriving an equity return. ~romants 

testimony, Exhibit 80, highlights well our observations about the 
pitfalls of placing heavy reliance on quantitative analysis 
techniques, and it comports with our conclusions in D.S3-12-06e, 
issued December 22, 1983 in A.83-12-4B (Pacific Gas and Electric'. 

The DCF model requires a lot of judgment about input data. 
V~~der Weide, for example, used ten electric utilities and only three 
telephone utilities as comparable to General, and even assuming that 
selection process was perfect, the DCF analysis applied to the 
electric companies was a range of 15.1~ to 21.6~. That is 8 broad 
range. For the three telephone utilities it waS 16.2~ to 19.2%. 
O'Rourke used 23 comparable companies, all electric companies but for 
one telephone company, and that telephone company, Continental, was 
not one ot the three Vander Weide used. Finally, staff's Mowrey used 
yet another mix ot comparable companies. Once a group of com~arab1e 
comp~~ie$ is adopted, estimates of future sustainable dividend growth 
and the appropriate dividend yield must be derived, and the wit~es$es 
used varying a~proaches. To be brief, given the vagaries inherent 
with the DCF we cannot rely on it, although we note ot the three DCF 
models developed staft's seems the most objective • 

- 30 -



• 
A.83-07-02 et al. ALJ1jt 

Different inputs and approaches were used tor the risk 
premium analysis. The comparable cocpanies and historical periods 
used to arrive at a "spread" of eqUity yields over bonds are pivotal 
to the result. Utilities, of course, like a big spread and 
ratepayers, if the question were put to them, would prefer a small 
one. We think, generally, staff's model is more objective, except 
excluding cocpletely 1981-82 from the averaging period is too 
extreme. As ~eneral's witnesses all point out, investors have 
probably not forgotten the extreme volatility in interest rates over 
that period, and they may wonder for some time if it could recur. 
Mowrey's exclusion of 1981-82 recognizes that the realized premiums 
are probably an anomaly; however, if we were to adust staff's model, 
we are not sure what empirical assumptions we could use instead which 
wo~l~ give us enough comfort to rely on the risk premium model. The 
greatest inherent drawback with simply relying on the risk premi~ 
model is the tendency of those who propose it to use a long-term 

• 
average spread when interest rates are relatively low, and an 
extremely short-term average when they are high, thus producing 
returns that can fluctuate and which are reactive to short-term 

• 

conditions; whereas, in ratemaking we strive to arrive at a 
reasonable estimated cost of service, including'rate of return, as 
the basis of prospectively setting rates over a future period. 

The proposed use of interest coverage ratios as a basis of 
determining a resultant return on equity is also not convincing. 
While we are interested in considering, among other things, interest 
coverages in our deliberations, we note tbat interest coverage 
imputed or realized, before or after taxes, is just one of me~y 
factors the various bond rating agencies consider. If we were to 
place primary reliance on coverage ratiOS, ane what people tell us 
the rating agencies will require, we would essentially be abdicating 
our determination to a panel of rating agencies or, more likely, to 
experts telling us what they think the various rating agencies 
probably think • 
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What we primarily look to in arriving at a return are: 
Overall econo~ic conditions, the range of returns ~revailing tor 
comparable com~~~ies, and the relative risk inherent With the 
particular utility. Weighing these considerations we arrive at an 
equity return that c~~ fairly compensate investors and attract new 
capital. 

General's witnesses ane its brief extensively addressee its 
risk as ~~ equity investment. It contends that General c~~ot be 

aggregated with other companies to assess risk, and that on bal~~ce 
its risk today is about the same as in 1978. Staff and Xroman 
disagree. Staff counsel pOints out tha,t Exhibit 4, Standard & Poor's 
July 11, 1983 "Credit Analyses" that raised General from a EEB+ to an 

A bond rating, " ••• Could well serve as a succinct rationale" for 
staff's assessment. St~~dard & Poor's summary, from Exhibit 4, is: 

"Rationale: Ratings on General Telephone of 
Calitornia's first mortgage bonds are raised to 
'A' from 'EBE+', and on outstanding debentures 
and preferred stock to 'A-' from 'BBB'. The 
'A-2' commercial paper rating is affirmed. With 
the recent forgiveness of most of a potential 
5469 million tax liability by act of Congress, a 
very large financial ~~certainty has finally been 
resolved. Recent rate relief should help restore 
interest coverage to stronger levels, while lower 
interest rates and manaeement efforts to reduce 
high embedded debt costs and leverage should also 
prove beneficial. The company's parent, GTE 
Corp., provides support in the for~ o~ frequent 
common equity infusions. Although capital 
outl~ys still reoain high, improved depreciation 
has bolstered internal cash generation, 
curtailing the need for frequent debt 
financings. Outlays reflect an ~ggressive 
modernization program, which management hopes 
will continue to resolve service proble~s and 
enhance competitiveness. The company has 
recently met or exceeded all service levels 
established by the California Public Service 
[sic] Cocmission. Operations had been hampered 
by heavy growth demands in the past, but the 
recent recession reduced this pressure, providing 
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for concentration on electronic conversion and 
increases of outside plant margins. Although the 
recent final judgment, entered into by the 
Department of Justice and GTE Corp., requires 
that General Telephone of California and all GTE 
telephone operating companies establish exchange 
areas and provide equal access by the end of the 
decade, these requirements are not expected to 
burden financial well-being." 
Kroman's recommended equity return of 15.2% and staff's 

range, 15.00-15.50%, are ~uch closer to being reasonable than 
General's 18-19%. Just because telephone utilities do not have 
balanCing acco~~t ratemaking we cannot conclude, as Hollister does, 
they face more risk th~~ electric utilities; nOr can we conclude 
General is riskier than Pacific Eell only because General has a lower 
equity ratio. Also, in one sense General faces less risk than 
Pacific Eell because although being smaller, General has the 
finanCial security of a large parent; and this is not a one-way 
street only benefiting General, because the vertically integrated GTE 
corporate family has in General a market tor the many goods and 
services its affiliates offer. We cannot ig~ore this reality, and 
the mutual economic benefits that result for GTE's shareholders, as 
we derive a resonable return on equity. Telephone utilities are not 
subject to the commodity cost volatility energy utilities are, which 
led us to balancing account ratemaking for energy utilities, and they 
face ~ar less uncertainty connected with recovering plant 
construction costs. General's equity ratio is subject to its 
parent's control, and ~t would be ~~!air to reward it for a. 
relatively low equity ratio by correspondingly increaSing the 
return. Since the last rate increase, when we reviewed General's 
return, it has been settled that cash flow benefits ste~ing from tax 
deferral, tax credits, and the short-tax write-off period allowed by 
ACRS (five years on new plant) will largely accrue to General. 
Likewise, General faces small risk of having any stranded CPE 
investment as the adopted ).5 year average remaining life for station 
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apparatus used in connection with test year depreciation expense 
means about the time e~bedded CPE is deregulated~ probably in late 
1987, General will have had most of its capital investment returned. 
Any additional business climate risk for General, when 
counterbalanced against more opport~~ities on the horizon resulting 
trom structural changes in the telecommunications industry, is 
extremely hard to quantify. :n our view, the high end ot the staff's 
range adequately recognizes the difficulty o! precisely quantifying 
this business climate risk, particularly in view of our recent 
decision on intraLATA toll competition. 

Carefully weighing these conSiderations we conclude that a 
reasonable cost of equity is 15.50%. 
C. Cost of Debt~ Capital Structure, 

and Rate of Return 
Parties essentially agree on the cost of debt and the 

capital structure. We will adopt staff's estimated end of 1984 
capital structure and, aside trom common equity, we will adopt 
General's estimated cost factors. Wei&~ting costs to the year-end 
capital structure components we derive the authorized 12.74% rate of 
return to be applied to test year rate base: 

Component Ratio ~ 
Long-term Debt 48.1% 
Short-term Debt ~.~ 
Preferred Stock 5.4 
Common Equity 4;.3 

Total 100% 

Cost Factor 
11 .. 00 
10.00 
7.77 

15.50 

Weighted Cost 
5.29 

·32 
.42 

6.80 
12.74% 

We will authorize a 12.74% return on rate base, which is 
slightly less than the last authorized return ot 12.78% • 

- 34 -



• 

• 

• 

A.83-07-02 et ale ALJ/jt 

VII. ACCOUNTING CRANGES AND STAFF'S PROPOSED $4.3 
MILLION PENALTY FOR GENEP~LtS NON-COMPLIANCE 
WITH PRIOR COMY.ISSION DEC!SIONS 

A. Staff's Recommended Penalty 
Two staff aceoun~ant/auditors testified on the results of 

their audit of General's books and records (Exhibit 34, Chapters 4-6, 
and Exhibit 56). They made a nucber of recommendations, some of 
which were to be used by other staff members making recommendations 
on specific test year expense categories, and some of which are 
essentially proposed changes to the way General books or records 
costs and transactions (called accounting changes). Because the 
auditors believed some of the accounting changes now recommended had 
been ordered previously by this Comcission, and ignored by General, a 
$4.3 million penalty to General's revenue requirement is recommended. 

None of the accounting changes were clearly and expressly 
ordered, for prospective application, in the ordering paragraphs of 
the deCisions cited. Rather, a review o! the deCisions shows that in 
the body or text of the opinion test-year ratemaking adjustments were 
adopted that at least in part were premised on accoun~ing treatment 
proposed by staff auditors. Thus, tbe question becomes whether the 
accounting cha~ges under discussion were ordered for implementation 
oy General. Both auditors testified that other utilities, given the 
same type of direction, would have changed their accounting 
practices. They conclude General was "grossly negligent" for not 
complying. They testified that after a general rate decision is 
issued which adopts staff proposed adjustments premised On accounting 
changes there is, due to limited staff resources, no immediate staff 
follow-up to see that the utility understands it is to make changes 
in its accounting, and that those changes are implemented. 

We will not impose the penalty, altbough it was probably 
intended in the past decisions that the accounting changes be 
implemented. Some rOom for misunderstanding arguably existed, given 
the manner in which the accounting practices were dealt with in our 
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decisions. Our auditors were correct in bringing the matter to our 
attention, for we can understand their frustration at time seemingly 
wasted in making the same recommendation over and over in rate 
proceedings, only to have them "adopted" then ignored. Several steps 
can be taken to ameliorate this Situation: Fi:st, staff's eudit 
report should very clearly ~~d separately identity changes in"a 
utility'S accounting practices or memoranda record keeping that sta~! 
wants ordered tor prospective application; second, if accounting 
changes are directed, from staff's reading of our deCiSions, the 
auditors should notify the utility in writing and follow up to ensure 
accounting has changed. Finally, we will try to be more specific 
addressing the accounting recommendations of our auditors, 
particularly by covering them in the ordering paragraphs of our 
deciSions. 

We put General on notice, however, that if in future 
decisions we adopt ratemaking adjustments which stem from underlyine 
accounting changes, regardless of whether ordering paragraphs or text 
clearly direct a prospective change, the accou.~ting change will be 
conclusively presumed to be ordered. Unfortunately, given the many 
issues involved in a general rate proceeding, it is possible some 
will not get specifically addressed, and we think, given the 
expertise ot General's regulator,r and accounting departments, it can 
easily determine which adopted adjustments were premised on a 
different accounting treatment. 
B. Reco~ended Accounting Changes 

General does not record interest during construction (IDC) 
tor specific projects in its memorandum records for short-term 
construction work in progress, thus when the plant is ultimately 
retired there is no corresponding retirement of a portion of IDC. 
The result, statt contends, is that $6.~ million of memorandum IDC 
has built up since 1975 which should now be retired. General told 
staff that the IDC on Short-term projects is recorded separately ~r¢m 
the plant from which it is computed, so as pl~~t is retired there can 

- ~6 -



• 

• 

• 

A.8;-07-02 et al. ALJijt 

be no IDC retire~ent. The auditors propose a for~ula whereby IDC on 
the memorandum records would be retired at the same rate plant is 
retired. Staff's formula approach is reasonable and goes far towa:d 
keeping the IDC on memorandu: records substantially in line with the 
underlying pl~~t. General will be directed to retire 56.; million of 
IDC as of December ;1, 1982, and to apply staff's for~ula to retire 
IDC between then and now, and prospeetively. 

Staff auditors found about $4.6 million cbarged to 
materials and supplies which, as of the end of 1982, General had not 
been billed for by its suppliers. The auditor, McCarthy, believes if 
a vendor has not billed General within one year from the transaction 
"it is unlikely that a:y bill will be received or any payment will be 
made." Ber analysis is sou.~d. General will be ordered to exclude 
uninvoiced receipts more th~~ one year old from materials and . 
supplies for rstemaking purposes. Staff brought this up in two prior 
rate proceedings, and it is clearly time for the overstatement of 
materials and supplies to cease • 

General's ~aterials in progress of fabrication account 
records the cost of equipment fabricated by its employees, but staff 
found work orders inactive over 1~ years (totaling $156,000). It 
recommends that these inactive work orders, for projects General 
could not identify as completed or abandoned, be written off to 
extraordinary income charges. This recommendation is adopted, and we 
will direet General prospectively to write off all work or'ers that 
are inactive for one year to extraordina~ income charges, both on 
its books and for ratemaking purposes. 

A vendor billing discrepancies account i3 used by General 
to record vendor billings when payment has been made but the supplies 
have not been received. While General has a system so that most 
vendors are not paid until invoices are reconciled with purchase 
orders and tbe supplies are received, it is less Circumspect in 
dealing with billings from its affiliate, Automatic Electric. 
General will pay its affiliate before received supplies are 
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reconciled to a purchase order. Statf believes the resulting build
up of discrep~~cies due to ~eneral's method of paying its affiliate 
inflates working cash; so, it recommends a ~275,OOO adjustment to' 
working cash tor pre-1982 billing discrep~~cies because the changes 
could not be verified or substantiated, and that we order ~eneral to 
process payments to Automatic Electric the same as those to other non
affiliated vendors. This recommendation is reasonable, and we Will 
direct ~eneral to establish a purchase order verification system for 
making payment to affiliates within 90 days after today's order. 

Staff auditors found that in 1982 General received a $1.6 
million premium re!'~~d from its medical insurance carrier because o! 
favorable claim experience, and credited it below the line to 
miscellaneous income. They believe any future retunds should, 
instead, be a credit to the relief and pensions account. We will 
adopt staff's recommendation, noting however that the portion o~ any 
refund that c~~ be clearly allocated to u.~regulated operations may be 
credited below the line • 

General, the auditors believe, should comply with past 
CommiSSion deciSions, and usual aceou.~ting practices, and capitalize 
a portion of managerial salaries to construction. While doing this 
previously, General stopped in 1978. In addition to a ratemaking 
adjustment to realign expense and rate base in the test year, statf 
wants General ordered to continually allocate general office salaries 
of ftmanage:s and above ft to construction both on its books and for 
future ratemaking. This recommendation is reasonable and we will 
order the change. 

Staff's auditors found that General had been accruing IDe 
on work orders financed by customer ftadv~~ces in aid ot 
construction.~ Staff recommends that General be ordered to stop this 
practice, and to deduct the advances accc'unt balance from its rate 
base. These recommendations are logical and will be adopted. 

The auditors reco~end that General be ordered to 
reclassify the plant addi~ions made to a.ccommodate the 1984 Olympics 
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to the phys'ical property account "until definite pla..'"ls a.re developed 
for their future use." We will order the reclassifica.tion. It is 
consistent with the other ratemaking adjustments for 1984 Olympic& 
related expenditures recommended by statf and accepted by General. 
The test year adjustments are covered 1n the staff's test year 
results of operations and adopted. 

General proposes to reclassify $76 million of embedded 
company-used station apparatus and large PEls to Acco~'"lts 261 (office 
equipment) and 221 (central office eq~ipment), and to amortize $22.8 
million of "minor i tee" pla."l.t over five yea.rs. A.."l. order in an FCC 
docket is the basis for General's request. Our auditors point out 
that the FCC order General cites allowed new company eqUipment 
(installed after January 1, 198;) to be charged to different 
accounts, but left the issue about embedded equipment to subsequent 
deciSions. So, we will not allow this accounting change now. The 
$22.8 million five-year amortization relates to ar~ FCC order allowing 
the level ot minor item costs that can be expens~d to rise from $50 

to $200. Staff believes General's view of the FCC order allowing a 
five-year write-off of capitalized minor item expense (relating to 
company-used station apparatus) is too broad, because: (1) The ?CC 
said the expensing of capitalized investment should not be made to 
accounts with a "large investment~; (2) Station apparatus is not, 

,given its inherent interrelationship 'With common and switching 
equipment, a minor item such a tools and furniture, as contemplated 
by the FCC; and (;) General is not expensing items of station 
apparatus costing 5200 or less in other accounts (e.g. CPE). 

The FCC's final order addressing these accounting changes 
'Was issued November i, 198;. It set up a new account tor company
used station apparatus, called "other communications equipment~ 
(Account 262), but did not establish an amortization period. In view 
ot the FCC's order, and the rationale behind staff's recommendations, 
we will order the following: 

• 
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1. General shall include both embedded and new 
company official business telecomm~~ications 
equipment in new Account 262. 

2. General and othe~ telephone utilities will be 
authorized to expense minor items having a 
total cost of 5200 o~ less on an ongoing 
basis, starting J~~uary 1, 1983, and to 
amortize this category o~ previously 
capitalized invest~ent over five years. 
Comp&~y-used telephones that are pa~t of an 
intrasyste~ (e.g. with PBX, centrex or key 
systems) shall not be expensed. 

3. General's re~uest to reclassify company-used 
PEXs and station apparatus to furniture and 
office equip~ent, and central office 
equipment, is denied. 

4. General's request to amortize $22.8 million 
of co~pany-used station apparatus over five 
years is denied. 

When General prOposes re~aining lives for cocpany-used 
other communications equipment (new Account 262) it shall do so with 
a separate study recognizing the different and lighter use this 
equipment receives compared to when it is installed on customers' 
pre~ises. Also, in view of General's steady loss of centrex 
customers it appears logical that there could be unused centrex 
capacity, which would obviate the need for purchasing new P~Xs for 
~4t:acompany cocmunications system. When General submits its 
d~preciation studies in connection with Account 262 it shall include 
an ar.alysis of whether vacant centrex capacity could have more 
economically been used in lieu of new PBXs; if it turns out General 
bought new PEXs from its affiliates instead of using vacant centrex 
capacity, resulting in higher costs, we expect our staff to address 
the matter in the next rate proceeding. 

The auditors are critical about Ge~e~al's m3nagement, 
concluding from their investigation that m~~agement should do more 
thorough analysis before launching into new prog~ams. The example 
they Cite in Exhibit 56 involved General's endeavor over 1980-82 to 
find a system for computerizing customer information, which would 
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enable easier anc faster retrieval. A decision was reached in 1980 
to use a system, but apparently without careful analysis ot hardware, 
software, or ~ersonnel reqUirements. About 55 million was wasted 
because ultimately the initial system was dropped in 1982 and General 
started with another one. From the sta~f's engineers and General the 
auditors satisfied themselves that the costs related to the abandoned 
system were excluded from the test year estimates. This matter was 
raised by the auditors because they apparently w~~t us to order 
General's management to be more diligent and analytical when 
evaluating alternatives. However, we will not order management 
specifically to do that which we ~~d shareholders normally expect, 
which is to the extent possible to exercise due diligence to 
investigate and plan well to minimize costs. Enforcing such a broad 
order would be extremely che,llenging. Rather we will rely on our 
ratemaking process to consider management's operating efficiency and, 
of course, make ratemaking adjustments when it is not demonstrated 
estimated expenses are reasonable • 

VIII. RESULTS OF OPERATIONS -
S~1ARY OF EARNINGS 

Our ratemaking entails adopting an estimated results of 
operation for a utility that covers a prospective year of normal 
operation, called the test year. The task is definitely more 
challenging in times of fluctuating inflation. Fortunately inflation 
has recently subsided. We think it bears repeating that our adopted 
test year results of operation is intended to provide a utility, such 
as General, a reasonable opportunity to realize its authorized 
r.eturn. We cannot guarantee it will earn the authorized return. 
And, indeed, we should not guarantee it, for we would foster 
complacent uninnovative utility management. When our adopted test 
year summary of earnings is ultimately viewed in hindsight it would 
surprise us it General did not spend more in some areas than we 
estimated, and less in others. Eut that is ratemaking. We hope 
General can in fact spend less th~~ we estimate, through vigorous 
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management and innovation, because the benefits will accrue to both 
General and its ratepayers; in the short run General's profits can 
increase and in the long run the savings can be recognized in tuture 
ratesetting. 

General has essentially accepted the staff's estimated test 
year results of operations with the exception of certain rate base 
issues and rate of return. The resolution of the contested rate base 
issues can affect other co:ponents o~ the results of operations, most 
notably test year expense for depreciation and incoce taxes, and toll 
revenue which is subject to division with other telephone utilities. 
Our adopted results of operations table reflects all adjustments to 
the staff's estimate stem:ing from our resolution o! contested issues. 

Following is our adopted separated summary of earnings for 
the test year, which in addition to total intrastate results at 
present rates, shows a breakdown by the following classes of 
intrastate service: message toll, private line, and local exchange 
service • 
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The intrastate $~aty of earnings requires adj·~tment 
oeca~se of certain divestiture ef~ects, which is done in the 
following table. First, the adopted level of access charge revenue 
from intertATA carriers is broken out (this is.discussed more in the 
following section on revenues). Second, intrastate results of 
operations are adjusted for the additional expense General has 
because starting in 1984 it must pay AT&T or other carriers for its 
interLATA calls; prior to divestiture General did not pay for company 
business or "official toll" calls. The adopted increase in gross 
revenues is $154,837,000, which includes a reduction of 56,000,000 
because we are not convinced that General's expenditures for central 
office switching e~uipment (COSE) are re~.sonabl~ • 

• 
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The res~lting additional intrastate reven~e requirement for 
test year 1984 is: 

12.74% authorized return on rate base 
-9.57~ return at present rates 
3.17~ 

$2,646,700,000 
83,900,390 

x 1.917 
160,837,000 
-6,000,000 

$ 154,837,000 

(Rate Base) x 0.0317 = 
(net revenue req~irement) 
(net to gross multi~lier) 

COSE adj~tment (intrastate) 
gross intrastate reven~e requirement 

A. Revenues at Present Rates (Including 
Access and Late Payment Charge Reven~es) 

General will have total revenues of about $2,084,685,000 in 
the test year, of which $1,657,603,000 is intrastate revenue from 
rates set by this Commission (with the exception of yellow psge 
advertising which is dereg~lated). About 36~ of General's revenue 
will come from local service revenues, 57~ from toll service revenue 
diviSion (starting in 1984 a portion o~ this will come from access 
charges to interLATA carriers) and the balance, about 7~, from other 
sources. General will have about 2.6 million access lines in service 
in 1984. Initially General estimated $35.4 million less total 
revenue than staff, with most of the difference in intrastate toll 
revenue. Staff's estimates benefited !rom much later data and 
reflect the ~pt~rned economic climate. Two revenue issues warr~~t 
discussion: the level of General'S charge !or late bill payment and 
the test year revenue contribution from General's access charges to 
intrastate long distance carriers. 

Lete Payment Charge 
Level and Revenue 
We will not make the $2.9 million adjustment, made in our 

interim opinion, to reduce local service revenues due to the 
reduction in the amount of General's late payment charge in late 
198;, bec~~se we are authorizing General to reinstitute its original 

.18% per annum charge • 
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Interim D.83-12-067, which granted a partial increase, 
adjusted local revenues downward by S2.9 million due to General's use 
of a 10~ per annum late payment charge instead o! the 18~ previously 
used. Our D.83-10-088 in Bernsley v General ordered the change, 
pending review of whether a charge over 10% per annum violated 
California Usury Law. Staff and General agree that we can lawfully 
impose an 18~ per ~~nuo late payment charge. 

General's late payment charge is not a loan but a penalty 
for nonperformance or untimely payment of an obligation. The late 
payment charge is one of several incentives to encourage customers to 
pay their bills when due. Other incentives include disconnection and 

having to make a deposit prior to reeo~ection. Such an incentive 
for timely performance charge has been held not to be subject to the 
Usury Law; see, First American Title Insurance v Cook, (1970) 12 
Cal App 3d 592. 

Assumi~g in arguendo, however, that the Usury Law is 
applicable to General's proposed 18~ per annum late payment charge, 
this Co~ission, throu&~ the legislated statutory scheme tor utility 
regulation, has plenary powers conferred under the California 
Constitution on matters germane ~o public u~ility regulation, 
specifically including having the jurisdiction to set the rates and 
charges of utilities con!erred by PU Code § 728. As such, we may 
find reasonable an interest rate which exceeds that allowed by the 
Constitution's Usury Law; see SoCal Gas Co., (1974) 77 CPUC 293. 

About 20% of General's custome~s are ~espo~$ible for what 
i~ te~ms "unpaid live accounts," o~ accounts that are overdue but 
still receiving service. Such late paying customers can .exacerbate 
the need for short-term financing. Fu~ther, a cha~ge to encourage 
timely payment can ultimately reduce General's uneollectibles beca~se 
customers may stay more current with payments. Since redUCing the 
late payment charge from 18~ per annum to 10%, there has been an 
increase in unpaid live accounts. We conclude '8% per annum 1s a 
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reasonable late payment charge to discourage unpaid live accounts. 
Ultimately all ratepayers benefit from timely bill payment, because 
the cost of service can be minimized. 

Our Bernsley decision ordered General to modify its tariff 
rules to adopt a billing procedure so customers would know when 
payment had to be received to avoid the late payment charge. Exhibit 
97 explains the changes and gives an illustrative bill. Its bills 
now list the mailing date and the date paycent must be received 
(within 27 days). Quaintance admitted, however, that because of 
logistical snafus it is possible bills occasionally will not get 
mailed on the date printed on the bill. When asked whether in those 
instances the later postma:k date would be controlling Quaintance 
said the problem would arise infrequently, and General did not have a 
policy. We do not thir~ it is reasonable to expect General's billing 
department to know of the infrequent instances when the printed 
mailing date on the bill differs from the postmark date in 
determining if a late payment charge applies, but it is reasonable 
tor General's tariff to provide that if a customer demonstrates the 
bill's postmark date is later than the printed date, the postmark 
date is contrOlling. This will result in ur.iform treatment. 

Two parties took issue with a late payment cbaree: TURN 
and William Victor, representing himself. Victor thinks the ,e~ per 
annum rate is excessive because it well exceeds General's usual cost 
ot short-term borrowing. TURN points out correctly that the late 
payment charge is a penalty and not "interest." However, it later 
states if we apply 18~ we must then in fairness apply 3.n 1e~ interest 
rate to customer deposits instead of the currently paid 7~. A more 
enlightened approach, according to TURN, would be to give a discount 
to customers who pay promptly. Whether it is a discount for prompt 
payment or 18~ per ar~um on late p~ents, it still amounts to an 
incentive. Adjusting rates to administer monthly diseounting is not 
worth it; billing expense could increase to administer an incentive 
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for pro~pt payment, which should be tbe norm. TURN recommends 
quantifying the amount o! discount in the next rate proceeding. We 
will not embrace TURN's discounting alternative as, among other 
reasons, we do not have sufficient in!ormation about its specifics or 
the effect. TURN may pursue this issue in the next rate case. 

Access Charge Revenue from 
Intrastate Long Distance Carrie:z 
Controversy surrounds what we should adopt for test year 

revenue from interLATA carrier access cbarges. Our interim deCision 
establishing a partial rate increase for General accepted General's 
estimate made in 1983, that it would meet the original estimate of 
intrastate test year toll revenue. General said in 1983 that its 
access charges to intrastate interLATA carriers would offset the 
portion of toll service revenue it would no longer directly realize 
in 1984, or interLATA toll. The decision setting the principles or 
ground rules for developing access charges was issued on December 7, 
198; (D.83-12-024). The two GTE affiliated utilities, General and 
West Coast, were granted their requests to develop their own access 
charge tariff instead of concurring in Pacific Bell'S. General 
refiled its proposed access charges by advice letter, and we approved 
them for application starting January 1, 1984, but subject to turther 
review and re!~~d; and both General and West Coast were directed to 
demonstrate in these proceedings that their access charges were 
properly developed and reasonable (Resolutions T-10779 and T-10780). 

AT&T Communications Company ot California, Inc.'s (AT&T) 
opening brief filed in March indicated it th1r~s General's tariffed 
access charges were developed wrong and are unreasonable. In July 
1984 Phase II of the consolidated access charge proceedings goes to 
hearing. After coordination between ALJs and aSSigned CommiSSioners, 
an ALJ's Ruling was issued on March 5 which moved questions on the 
propriety and reasonableness of General's access charges into Phase 
II of the other proceedings. The estimated test year revenue 
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generation from the filed access charges was considered during the 
April hearings, with General, AT&T, and staff presenting evidence. 

Generalts Position 
The following page, compiled from Exhibits 40 and 123. 

shows the estimated revenue generation of General's access charges. 
The result is that with presently tariffed access charges and AT&~ 
lease payments on toll facilities there is a gain of $1,984,000 over 
originally esticated revenues • 
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1984 I~terLATA Access Charge Revenue 
Relationship to the Original Pre-divestiture 
Overall Estimate of :ntrastate Toll Revenue 

Original estimate of total intra
state toll (both inter and intraLATA) 
Less allocatee share of total 
uncollectible expense 
Net intrastate toll 
Portion of revenue from intraLATA 
toll estimated to flow to General 
from settlements 
Portion of toll revenue lost because 
General will not ha:.dle interLATA 
after January 1~ 1984 
General's October 1983 estimate of 
interI.ATA 9.ceess related rever..ue 

Lease of facilities to AT&T 
Access charges 

General's April 1984 estimate of 
interLATA access related revenue 

Lease of facilities to AT&T 
Access cha.:'ges 

Additional revenue from the 
common carrier line charge 
inc:'ease authorized on May 2, 
1984 by Resolution T-10816. 

Total 
Total test year toll and 
access related revenue 

IntraLATA toll 
Access-related revenue 
(Not including revenue from 
carriers other than AT&T) 
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$789~05'.000 

(16:762,000) 
772,289,,000 

526,5:34,000 

245,755,000 

42,698,000 
20;,057:000 
245,755,,000 

46,810.000 
186: 100,000 
232,910,000 

14,829,000 
247,7:39,000 

526,5~4,OOO 

247,7~9,OOO 

771..,27~,OOO 
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While General believes its access charges are correctly 
developed it is nevertheless concerned because they are subject to 
refund, and conceivably i~ AT&T prevails with its contentions in 
Phase II of the access charge proceedings General could be ordered to 
make refunds to AT&T and reduce its access charges prospectively. 
General thinks we should have some ~echenis~ so that if it must make 
refunds and reduce its access charges it can be ~ade whole both 
prospectively (by raising other rates) and back to Janua~ 1, 1984. 

AT&T's Position 
AX&X believes it will deconstrate General's access charges 

are unreasonable. Essentially it contends General simply ~sed an 
overall revenue objective approach, working backwards from there to 
develop its access charge rate components, which is contra~ to the 
criteria set by D.8;-12-024. General's Hascall testified that 
General's charges are cost based, and it is primarily coincidence 
that they will generate about the sace amount of revenue it would 
have realized from providig interLATA toll. AT&T's Sumpter testified 
that AT&T believes General's access charges are too high by about 
$100+ million (on an annual basis). Sumpter believes we should 
essentially assume no access charge revenue for purposes of setting 
General's 1984 revenue requirement. The driving force behind this 
recommendation is AT&T's concern that it will ultimately be harder 
for this Commission to direct refunds to AT&T if General's access 
charge revenue has been recognized in developing the 1984 revenue 
reqUirement. 

AT&T developed that General's estimate of 1984 access 
charge revenue does not include any revenue from AT&T's competing 
long distance carriers. General's Hascall explained General's 
efforts to pursue payment from other carriers, which first entails 
getting their traffiC volume breakdown by intraLATA, interLATA, and 
interstate; Hascall was not optimistiC about General's short-term 
collection efforts. General sent letters to nine carriers seeking 
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their traffic data. As of April 13 it reoeived one response, which 
was a denial. More recently, the Acoess Services Liaison Committee's 
status report filed on April 27, 1984 in A.8;-06-65 et a1. states 
that as of April 24 the only interLATA oarrie: billed by any of the 
looal exohange compar.ies was AT&T. 

Staff's Position 
The staff's witness, Marks, testified that she reviewed 

Hasoall's development of test year access charge revenue, and that it 
"is appropriate for inclusion in the development of an adopted 1984 

test year" (Exhibit 126). Further, if it turns out AT&T's 
oontentions are correct, she said we should make prospective rate 
adjustments anc not attempt any make-whole award as recompense to 
General going back to the start of 1984 if refunds back to then are 
ordered. Her rationale is essentially that we allowed General the 
option of filing its OWT. access charge tariff to accommodate its 

preference, and if it turns out General developed it incorrectly it 
would be unfair for all ratepayers to make General whole. Further, 
Marks said potential retroaotive recovery does not seem feasible 
because our orders in December 1983 neither established a balancing 
account nor made any reference to a make-whole mechanism to cover 
1984. 

Discussion 
We authorized General to file its own tariff at its 

behest. General is a large telephone utility. It accordingly has 
enough acumen an~ resourcefulness that it is reasonable to expect it 
could follow the guidelines in our D.83-12-024. Accordingly, our 
view is the same as Marks'. We will essentially adopt the estimate 
of access charge revenue in Exhibit 12;, but modified as discussed 
below. If Ge~eral's access charges are reduced we will concurrently 
issue another order in these proceedings to realign rates GO General 
is prospectively made whole. As no balancing account or retroactive 
recovery mechanism was established prior to Janusr.1 1, 1984 we are, 
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as Marks suggested, legally precluded ~rom awarding retroactive 
recovery, even i~ we were inclined as a policy matter to do so. 

AT&T's competitors, including General's a~~iliate GTE 
Sprint, were still not paying interLATA access charges at the time o! 
our April hearings. General's chOices are to either: (1) bill all 
their traffic at the higher intrastate access charge rate; 
(2) disco~~ect or terminate service; or (;) start suing ~or 
collection. However, General is being paid by the other carriers for 
all their traffic ~~der the charges for excha~ge network ~acilities 
for interstate access (ENFIA), but as it is interstate revenue it is 
not reflected in our adopted intrastate results of operations. 

Hascall could not quantify how much more intrastate access 
charge revenue could be owed General because it does not have the 
carriers' breakdown o~ minutes o~ use between inter-and-intrastate 
traffic. But he said assuming 25~ of their traffic was intrastate, 
General would realize, after a reduction in AT&T's share, another 
$600,000 ar~ual1y. We are concerned about the carriers not paying 
General. The revenue shortfall will be borne by intrastate 
ratepayers through higher baSic exchange rates. Troublesome also is 
that GTE Sprint, General's affiliate and a competitor of AT&T, is not 
paying; this gives GTE Sprint an unfair cost of service adv~~tage. 
Under these Circumstances, and because none of General's collected 
ENFIA revenues are apportioned to intrastate, we conclude it is 
reasonable to impute to General some additional access charge 
revenue. In a normal year of operation General should realize this 
revenue, and, of course, our estimated test year is designed to 
capture an estimated normal year's operating results; accordingly, 
from a ratemaking standpOint we must make some recognition of this 
collectible revenue. This is fair for intrastate ratepayers and it 
gives General more incentive to aggressively pursue collection from 
the carriers. We conclude conservatively ~hat an additional $500,000 
of revenue should be added to General's estimate of 1984 access 
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cha.rge revenue, bringing the total to $248,2;9,000. On June 30, 
1984, after Our hearings concluded, Resolution T-10843 was issued 
which ~ade minor revisions to General's access charges. The 
estimated reduction in revenue, perhaps $1.6 million~ shall be 
addressed in General's 1985 attrition tiling. 

FollOwing are adopted intrastate revenues: 

Local service 
Access charge revenue 
IntraLATA toll 
Misc. revenue 
Uncollectibles 

Total Interstate Revenue 

(Red Figure) 

B. Payroll Expense and Adjustment 

(SOOO omitted) 

$ 752,947 
248,239 
539,232 
143,310 
(21.284) 

$1,662,444 

In interim D.8;-12-067, which set General's revenue 

• 
requirement on the staft's estimated results ot operations, we 
adjusted operating expense to reflect General's more recent forecast 
o~ salary increases tor management employees. Rather than having 
each expense category adjusted for this change, we will, in our 
adopted summary ot earnings, reduce total expense by S8.1 million 
and, for the corresponding savings to capitalized construction, 
reduce rate base by $1.9 mill~on. 

The non-management or rank and tile work force received an 
annualized total wage increase of 9.41% in 198;, and will receive 
8.16% in 1984 and 7.12% in 1985. Some of General's customers 
speaking at our public hearings were skeptical about General's 
efforts to hold down costs, even bluntly asking what General is doing 
to keep costs dowr. in view of many industries awarding small, if any, 
wage increases given the slowing of inflation. There is no way ot 
knOwing whether General would have negotiated the same three-year 
wage agreement if it were not operating under the auspices o~ 
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regulation. Little justification was provided by General. It 
primarily indicated the terms of the agreement and seems to think 
that alone, particularly if our staff does not question the 
agreement, meets its burden of proof. We would have less concern if 
we were convinced General's operation, over three years, would 
experience productivity gains to substantially offset the higher wage 
costs. But we are not convinced. The total three-year wage and 
sa1a~ package, in direct wages alone, will exceed $164 oillion, and 
all we see in expense categories are growing estimates. Our goal in 
reviewing operating expe~se related to labor cost is not to directly 
impede the collective bargaining process, but we must give careful 
consideration to ensuring m~~agement is vigorously pursuing 
productivity increases. Thus, as discussed extensively in the 
section addreSSing an attrition allowance mechanism, we are 
critically concerned about giving management an incentive to achieve 
productivity gains so costs borne by ratepayers are minimized • 

General's Exhibits 20 and 21 are its shOwing on employee 
productivity and labor force estimate. Total labor force, or 
equivalent employees from 1979-84, is: 

Year 

1979 
1980 
, 981 
1982 
198:; (est) 
1984 (est) 

E~uivalent Em~loyees 

26,542 
27,597 
28,~83 
29,245 
27,659 
26,988 

(Red Figures) 

tf, Change From 
Prior Year 

While we will allow General's 1983-84 wage agreement to be 
tully reflected in our adopted summary of earnings, we will be 
keeping the magnitude of the increases and uncertainty about the 
prospect of substantially Offsetting productivity in mind, 
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.... pa~tieularly in add~essine the issue ot an att~ition allowanee vis-a
vis ensuring our ratemaking procedures reflect an incentive to 
encourage operating efficiency. 
C. Maintenance Expense 

After reviewing staff's showing General reduced its 
estimate of test year maintenance expense by about $15 million. and 
accepted staff's estimate of $489,809,000. 

General and staff believe the fruits of modernization and 
technological innovation are fully reflected in staff's estimate. 
TURN, from its cross-examination, takes issue With this, indicating 
concerns about whether staff's estimate fully reflects lower 
maintenance expense that flows from more mechaniza~ion and the 
conversion to electronic or digital qentral offices. 

Staff's witness, Hodges, testified that he 1nvestigated 
General's maintenance procedures and progracs. He generally reviewed 
recorded expense for past years, investigated General's maintenance 

• 
budget, and made productivity adjustments. For most categories, 
Hodges applied the S~ productivity gain expected of Bell System 
companies, believing there is every reason to expect the same gain 

• 

from General. Compared to Pacific ~ell, General is at the threshold 
of central office modernization, and there is every reason to expect 
at least a 5~ annual productivity gain. 

While we will adopt staft's maintenance expense estimate, 
we are curious why Continental Telephone Company in its A.~-12-57 
shows a deerease in total maintenance expense per acc~ss line, while 
the estimate we adopt for General is an increase. !n particular, 
General's expense for central o!f1ce maintenance is increasing by 
$24.8 ~illion over 1982 while Continental's decreased slightly over 
the same period. Maintenance is the expense category with the 
largest impact on results of operations, second to depreciation, ~d 
it is essential that test year estimates fully reflect productivity 
improvement. While we will rely on staff's estimate ~or this 
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proceeding, we war.t othe: facets of maintena.z:.ce expense ir..vestigs.ted 
in the next rate proceeding, particularly an analysis of the extent 
to which the impact of central office modernization is indeed 
reflected in overall maintenance expense and whether General's 
maintenance wo:k force has been reduced or reassigned in view of 
modernization. 

Another aspect of maintenance expense which concerns us is 
that staff did not, or could not in the time allowed, thoroughly 
investigate General's allocation or aSSignment of maintenar.ce (for 
terminal equipment) between regulated and deregulated activity. 
Thus, in short, we are left with General's asse:tion that it has 
correctly assigned costs. This issue, in the broader sense, will be 
discussed in a following section on staif's proposal to order a 
separate stand-alone subsidia~ for marketing and maintaining 
unregulated terminal eqUipment. 

Following is the breakdowr. of maintenance expense we 
• adopt: 

• 

Account 

602 
60:; 
604-
605 
606 
610 
612 

Catego::z 

Repairs of Outside Plant 
Test Desk Wo:-k 
Repairs of Central Office Equip. 
Repairs of Station Equipment 
Repairs of Euildings & Grounds 
Maintaining Tra.z:.smission Power 
Othe:- Maintenance Expense 

Total Maintenance Expense 

D. Traffic Expense 

Amount 
(000 omitted) 

$ 62,566 
39,605 

175,442 
181 ,190 
12,577 
14,796 
'2. 622 

489,809 

Whereas General initially estimated total company traffic 
expense of $105.4 million, it accepted staff's slightly lower 
estimate of $103.5 million. General shows a trend of traffic expense 
increasing annually less and less since 1979, and traffic expense as 
a percent of total operating expense is remaining about the same • 
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Staff assumed 291 fewer operators in 1984 than 198~ and~ despite an 
overall increase of 15% in toll call volume, a 4~ reduction in 
operator-assisted ealls. It is presuced by staff that General 
correctly allocated out traffic expense related to customer 
instruction for purchasers of deregulatee PEXs. 

TURN was generally eritical of staff's efforts at 
identifying ar.d giving full effect to productivity gains whieh could 
be coming from technological innovation. 

More is needed, we thir~, in estimating General's traffic 
expense than a trending review. Staff's witness, for example, 
trended growth in General's operator force and then applied a 51-
personnel reduction because the Bell Systee generally indicates such 
a productivity gain stemming from innovation. We note that General 
seems on the relative threshold. of traffic office automation, whereas 
Pacifie Eell is much further along. In view of this we are not sure 
it is adequate to simply apply today's Bell System productivity 
tactor to General's situation. A more careful analysis of recorded 
or historical traffic costs is in order as a starting pOint, 
particularly vis-a-vis other utilities, to determine the 
reasonableness of recorded costs before trending and i~puting 
possible prospective p~oductivity gains. Given our ado~ted directory 
assistance eha~ee plan, which will phase in over 1985, and the 
largest intra.state long distance ca~riers now charging for intrastate 
long distance directo~ aSSistance, the~e should be considerable 
calling volume repression. Also, when the FCC authorizes end user 
charges tor interstate long distance directory assistance calling 
there will be still fu~the~ repression. While we can review to some 
extent related 1985 and 1986 expense savings in connection with the 
attrition filings, an in-depth analysiS of such changes on General's 
traffic expense should be undertaken in the next rate proceeding • 
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E. Commercial Expense 
Background 

Commercial expense results for aetivities sucb as billing 
and collecting, taking eustomer service orders, marketing and sales 
(including advertising), regulatory affairs, and interco~pany 
relations and settlements. 

Test year commercial expense was originally estimated by 
General to be $201.3 million, but it late: accepted staff's estimate 
ot $195.6 millior.. Following is the recent history of General's 
commercial expenses: 

Year -
1979 
1980 

$ million 
106.5 
123.7' 

Percent Increase Over 
Previous Year 

16.1'; 
16.1 

1 981 1 41 .3 1 4 .. 2 
1982 170.3 20.6 
1983 (est.) 181.4 6.5 
1 984 ( est. ) 1 95 .6 7 .. ~ 

The breakdown of total commercial expense by catego~ which General 
and staff agree to i co -..... 

Account Category ($OOO~ 
640 Ger.eral Comme:c1al Administration 13,830 
642 Advert1sir:.g 4,6es 
643 Sales Expense 14,357 
644 Cor~ecting Company Relatior:.s 1,775 
645 Local Commercial Operations 9;,461 
648 Public Telephone CommiSSions 2,740 
649 Directory Expenses 64,804 
650 Other Comme:cial Expenses 24 

Total Co~ereial Expense 195,676 

We will adopt, as discussed below, $2 million less, 0: $19~,676,000, 

tor test year commerCial expense • 
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Staff's wit~ess, Eowa~d, was extensively c~oss-exa:i~~d by 
TURN, pa~ticula~ly o~ the depth of staff's investigation of 
comme~eial expense and Gene~al's allocation and/o~ assignment of a 
portior. of this expense to Gene~al's un~egulated ma~keting o~ 
custome~ premise O~ te~minal equipment. Components ot comme~cial 
expense most affected by an alloeation of expense are Accounts 640, 
Comme~cial Administ~ation, 64;, Marketing and Sales (encompassing 
General's 28 phone marts). Roward said he had not investigated 
General's assignment or allocation of expense to unregulated 
ope~ations but, rather, had looked at the g~owth in Gene~al's 
estimates as allocated by Ger.e~al. 

We are not comfortable with the level of test year 
commereial expense Gene~al and staff ag~ee to, and most of ou~ 
conce:n is. caused by questions sur:ounding expense a.llocation. Ou: 
ensuing analysis of the evidence add:esses cost allocation both as it 
affects commercial expense, with repe:cussions to: othe~ expense 
categories, and the later section of this opinion add~e3sing the 
question of whethe: Gene:al must ultimately have a sepa:ate stand
alone subsidia~y fo~ its un~egulated activity. Ma~keting activity, 
part of commercial expense, is p:obably the most visible a~ea 
affected by allocations. 

General's Estimated Commercial Ex~nse 
Unlike the la~gest telephone utility we regulate, Pacific 

Bell, General wa~ts to continue o!!e~ing ~~egulated te~minal 
eqUipment se~vices without a sepa~ate stand-alone subsidia~y. To 
continue as it has meanS ratemaking fo~ General entails ca~eful 
review of how its combined ~egulated and unregulated activities and 
costs a~e seg:egated. 

In p~epa~ing its enti~e estimated ~esults of ope~ations, 
Gene~al made eithe~ direet assigr~ents or allocations ot expenses to 
unregulated operations leaving, in theory, only estimated expenses 
!O~ regulated activities • 
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General's controller, Pertler, testified on how costs were 
assi~ed or allocated. He believes about 95~ of the costs for 
marketing, installing, and repairing unregulated multiline terminal 
equipment (e.g. Key Systems and P!Xs) can be directly assigned below 
the line, because General has a separate "division" for such 
activity; the remaining 5~ involves shared costs, and were allocated 
by the ratio of unregu13ted bUSiness to such things as total plant, 
commerCial, and accounting expense (Tr. Vol. 5 pp. 50B-5iO). • 
However, the breakout is not as sim~le when it comes to assigning and 
allocating costs to activity for ~arketing ~regulated single line 
terminal equipment. This is largely due to the combined activity of 
General's 28 phone 6arts. 

With respect to marketing ~regu1ated single line terminal 
equipment through phone marts, Pertler did not appear to have 
detailed kr.owledge of exactly how phone mart expense was derived and 
the test year effect of cost aSSignment or allocation. For example, 
he was not faciliar with the study done by General to allocate test 
year phone mart employee time to unregulated activity (~r. Vol. 5, 
p. 519), nor did he know how many total phone mart employees were 
assigned to unregulated activity or have a clear idea about employee 
functions (pp. 514-521). 

Further, the record shows that General markets embedded or 
regulated multiline terminal equipment (e.g. Key Sets and PBXs) 
without a tariff on what it ter=s "demand." It was appare~t t~om the 
testimony ot General's Borghi that General's m,iltiline marketing has 
all the appear~ce ot a potential conflict of interest. For example, 
it a multiline custome~ is about to change !~om in-place leased 
embedded eqUipment, he could be told of terms under which he could 
buy it, but possibly only afte~ he would not purchase General 9 $ new 
unregulated equipment (T~. Vol. 10, pp. 1003-1008). Obviously 
valuable sales leads to: selling unregulated equipment can stem f:om 
the interaction and sharing of information between the unregulated 
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and regulated sides of General'$ overall marketing operation. ROw 
this was recognized in estimates of 1984 expense allocation was 
unclear (Tr. Vol. 6, pp. 529-530). 

General also assigr.s and allocates to unregulated activity 
expenses for purposes of interuti1ity settlements of toll revenue, 
otherwise it would receive toll revenues based on expenses includi~g 
those for unregulated activities. While the method for allocating 
common costs is the same as that used to prepare its estimated 
results of operations, the other allocations :ight not be done the 
same (Tr. Vol. 6 p. 531). 

So~e review of how General's series of phone marts came 
into being is useful to understand how the expense allocation issue 
has evolved. Marina Del Rey received the !irst phone mart, a stand
alone center which was not part of the area's commercial office, in 
the late 1960$. Steadily the n~ber have increased to 28, and it 
seems General is now uncertain about establishing more. In 
localities where it does not have stand-alone phone marts General 
services customers who need face-to-face contact through "convenience 
centers," which are generally integrated with local business 
offices. But before phone marts and convenience centers General 
Simply had "public offices" that were integrated with its business 
offices, conSisting of a bill paying area and service counter (Tr. 
Vol. 6, pp. 556-558). This operation did not entail the rent expense 
for a stand-alone retail sto~e, as does the phone mart. Phone marte, 
set up as a place where customers must 80 with ce~tain needs related 
to Gene~al's regulated operations, are by nature an ideal place to 
channel customers and promote deregulated single line terminal 
equipment; it is the ultimate in customer traffic routing, with a 
total annual cost of about $24 million. We are lett with the strong 
impression that stand-alone phone marts may be good ~or selling 
unregulated terminal equipment, but that the resulting overall price 
for serving the needs of customers with regulated transactions may be 
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too stee~. We can only wonde~ whether if General had continued its 
use of a ~o~tion of the s~ace in its local office and commercial 
office facilities fo~ face-to-face customer contacts its overall 
costs for these essential contacts would be less. General, of 
cou~se, makes the point that its move towa~d phone marts occurred 
over time under the aus~ices of this Commission's regulato~ 
oversight. 

Staff's Analysis of General's Commercial Expense 
The staff's Howard was ~espor.sible for analyzing General's 

estimate of commercial expense (Exhibit 34, Chapter 10). He accepted 
all of General's allocations between regulated and ~reeu1ated 
activity without any investigation of the various activities and 
allocations, explaining that he had left the task of analyzing 
General's allocations to the Revenue Requi~ements Division's auditors. 

He adjusted advertiSing expenses by $904,000 to disallow 
General's contribution for national advertiSing campaigns, by its 
parent, as recommended by the staff's audito~s, because they do not 
di~ectly benefit General's ratepayers. Other than that adjustment, 
he accepted General's 1984 advertising estimate because it looked 
reasonable in ~elation to 1982 expenditures, with an increase from 
$4.8 million to $5.6 million. He did not analyze in any depth why. 
overall advertising expense or marketing expense is increasing for 
ratemaking ~ur~oses while more and more of General's ma.rketing and 
promotion are presumably directed toward selling unregulated 
equi~ment. Boweve~, he concluded, almost as an afterthought, that 
much of General's marketing and advertising ex~ense, beyond what 
General allocated, could be below the line because of the benefits 
that will directly or indirectly inure to its unregulated sales 
activity (Exhibit 34, Cha~ter 10-3). Howard did adjust Account 645, 
Local Commerc1al Ope~ations, by $3.8 million because his trending 
~roduced a lower estimate • 
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Discussion 
Fairly allocating expe~se and benefits between regulated 

utility activity and other operations, and reviewing the 
reasonableness of charges to utilities by affiliated companies, are 
high among the more challenging dilemmas faced in utility 
regulation. We are ~ot convinced from its showing that General has 
correctly assigned and allocated commerCial expense between its 
activities. However, even if we were convinced its cost allocations 
were technically correct, there remains a value to unregulated 
operations connected with its phone marts because of the systematic 
channel of customer traffic to phone marts. The customer service and 
marketir.g activity combined in phone marts concerns us, in 
ratemakir.g, from yet another standpOint, which is that essential face
to-face customer contact might cost less had General continued USing 
part of its existing local and commercial offices' space. The 
facilities could ha.ve been less elaborate and, in contrast to 
separate storefront locations, potentially less costly. Integrated 
marketing and service contact activity handled through phone marts is 
the GTE corporate family's marketing approach; and it is obviously of 
potential value to an integrated vertical services corporate 
structure, encompassing p~oduet development, manutactu:ing, and 
ma~keting of terminal equipment. 

Staff's Rowa.rd raises the ~oint that as much as ;O~ of 
General's adve~tising budget for 1984 could actually be for benefits 
primarily flowing to its unregulated sales endeavors. Likewise, he 
notes that much of marketing and sales expense (totalling $14.; 
million) could perhaps be allocated to UL~e~ated activity. 
However, he did not investigate enough to quantify these general 
observations into a ratemaking recommendation. As we discussed 
above, local commercial operations expense, even if phone mart 
expenses are perfectly assigned, would not reflect the value to 
unregulated sales stemming from a channeled flow of customers, with a 

• 
- 65 -



• 

• 

• 

A.83-07-02 et al. ALJ/jt 

variety of needs, to phone marts. Getting foot traffic into the 
proximate vicinity of any retailing activity, With the potential ~or 
foot traffic to t~rn into retail customers upon exposure to displays, 
is a pivotal challenge for any retailing business. General and/or 
GTE have arrived at an ideal solution from their standpOint. 
However, the solution may be better for GXE than General, because 
while GTE will wholesale Single line equipment to other retailers, 
General is left to only pursue sales through phone marts. Thus, GTE 
has pitted its operating subsidiaries to compete against other 
vendors of GTE manufactured or supplied equipment, but the 
subsidiaries confine themselves to marketing through phone marts. 

All terminal equipment not in General's embedded 1nvento~ 
as of January 1, '983 could be sold or leased On a deregulated 
baSis. Yet we notice advertiSing (Account 642) has gone from $4.$ 
million in 1982 to an estimated $;.6 million in 1984 (General 
subsequently accepted Howard's estimate of $4.7 million, which 
reflects the national advertising expense adjustment). Likewise 
sales expense (Account 643) declines sli~~tly over the same period 
from $17.9 to $14., million. We do not understa~d why these ex~nses 
should not be declining more with the promotion of newest state-of
the-art ter~inal eqUipment presumably falling on General's 
unregulated operation since 1981. 

Given overall uncertainty about the various aspects of 
General's commercial expense diseussed above, including levels of 
~xpense, allocations to unregulated operations, and the inherent 
value to unregulated operations stemming from integrated phone mart 
marketing, we will adopt $193,676,000 as test year commercial 
expense, which is $2 million less than the estimate General and 
Rovard agreed to. The reasonableness of a larger allowance Or 

estimate he.s not been demonstrated • 
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General Office Salaries and Expense, 
Other Operating Expe~se, ane Affiliated 
Company Adjustments 

General office salaries and expense are operating costs tor 
General's executive force and its law, accounting, treasury, 
perso~el, public relations, and other departments. These expenses 
are in Accounts 661 to 665. Other operating expenses (Accounts 068-
677) include operating costs not falling into other categories, such 
as insurance, employee fringe benefits, rents ane general services 
ane licenses (whicb includes payments to affiliated companies). 

General accepts staff's estimates which, generally, were 
lower than General's initial estimates. Also, General accepts 
staff's proposed ratemaking adjustments relating to General's 
payments to affiliated GTE companies. 

Following is a summary, by account, of the ado~ted expense: 
General Office Salaries and Ex~ense 

Account 
661 
662 
66) 
664 
665 

Adjustments: 

Desc:-i~tion 

Executive De:pt. 
Accounting Dept. 
Treasu:"y' Dept. 
Law Dept. 
Other salaries 

and expense 
Subtota.l 

Lobbying expense 
Good Government Club 

Total adopted 

(Red Figures) 

- 67 -

Amount 
S 2,896 
73,005 

1 ,,21 
1 ,021 

52 z965 
131,208 

('02) 
(15 ~ 

1,0,891 

(000 0l:1tted) 
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Othe: Ope:atin~ Expenses 
(Eefo:e Co~e:clal Expense Adjustment) 

Account 
668 
669 
671 
672 
674 

675 
677 

Desc:i-otion 
Insu:ance 
Accident & Da:age 
Ope:ating Rents 
Relief & Pensions 
Gene:al Se:vices 

& Licenses 
Othe: Expense 
Expense Cha:ged to 

Cox:.st:uction 
Subtotal 

Adjustcents: D~es, Donations 
and EEO costs 

Total adopted 

(Red Figu:es) 

-68-

Amount (000 Omitted) 
$ 1,259 

910 
21,269 

146,704 

31,228 
4,045· 

(1 Or 908) 

194,507 

(179) 
194,328 
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Account 674, General Services and License Expense, was 
estimated by sta~f to be 539.9 million, before adjustments, whereas 
General initially estimated expense of $44.9 million, then allocated 
$920,000 to its unregulated operations, resulting in about $43.9 
million. Both estimates reflect a lot of growth in this expense 
area, given that 1982 ~ecorded expense ~as about 526.9 million. 
Staff's estimate is based on its analysis of costs affiliates will 
most likely bill General for in the test year, a 6% escalation factor 
between 1983 and 1984, and changes in the GTE corporate family 
affecting expense. 

Starti~g with the 339.9 million estimate of general 
services and 

1 • 

4. 

5. 

license expense, staff made the following adjustments: 
31.6 million to GTE Service Corporation's 
billing because staff found Service 
Corporation's marketing de~artment could not 
segregate out the portion of its activity 
directed at unregulated operations. From 
analyzing project suc:aries staff determined 
51.6 million of marketing expense allocated 
to General primarily benefited ~nregulated 
operations. 
36.2 million of GTE Laboratories expense 
because staff ~ound some p~ojects and 
functions could not be shown to primarily 
benefit ratepayers (applying our guidelines 
in D.82-04-028). 
5355,000 of GTE's corporate communications 
and Washington, DC expense allocated to 
General because these overall activities 
"intermix" benefits to shareholders and 
ratepayers. 
$14,000 of expense eonnected with GTE's 
international treasury (because General has 
not used this service since 1~82 and has no 
plans to use it in the future), and the human 
resources group (because it prim~~ily relates 
to international operations). 
$438,000 connected with Service Corporation's 
billing for servieing fees, because if Quebec 
Telephone was billed on the same basis as 
other GTE units General's cost would be that 
amount less • 
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Staff applied our adopted Automatic Electric (AE) 
Adjustment, which is one measure to ensure ratepayers do not su!!er 
because of General's purchases ~rom its affiliated m~u!acturing and 
product distribution company. AE's income, related to General's 
purchases, was reduced ~d reflected in both ,the expense and rate 
base categories. The result is a $4.1 million reduction to rate base 
and $1.1 million to expenses. 

GTE Data Services (GTEDS) provides computer-related 
services to GTE telephone units, such as General; this includes data 
processing, development of computer systems, and leaSing computer 
equipments. Stair made no adjustment because it is estimated GTEDS' 
return in 1984 will be considerably less than that allowed General. 

General Telephone Directory Company, based in Illinois, 
provides directory related services such as selling yellow page 
advertising, compiling directo~ information, and having directories 
printed. Historically, we have an affiliate adjustment comparable to 
the AE Adjustment to ensure an affiliate is not used to realize a 
higher profit for providing services to the detriment of ratepayers. 
General and staff both developed an adjustment for 1984. Staff finds 
the Directory Company will earn a 26~ return from its business with 
General in 1984 and recommends a $4.; million expense adjustment 
(applying General's last authorized 12.78% rate of return, whereas 
General uses a 1;.78% return). For simplicity, in view of only a 
357,000 difference, we will adopt staff's adjustment as the return 
used in staff's computation is far closer to our adopted return. 
G. Operating Taxes (Other Than Income Tax) 

General and statf differ on ad valorem taxes because they 
differ on test year rate base; that is, the higher the adopted test 
year rate baSe, the higher are estimated property taxes. We will 
adopt staff's ad valorem tax estimate, subject to adjustment based on 
our resolution of the contested rate base issues • 
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Other operating tax expense are categories such as payroll 
and local taxes. General accepts staff's slightly lower estimates in 
these categories. 

Following is our adopted test year operating tax expense: 

Operatin~ Taxes 

(e.g. property tax and 
State and local taxes) 

Payroll Taxes 

A~ount 

(SOOO omi~ted) 

Total taxes other than ir.co~e 

549,626 
42 r353 

591,979 

E. Federal and State Income Tax 
Expense and the Net-to-Gross Multi~lier 

General is eligible for the tax benefits of accelerated 
cost recovery (dep:eciation) and investment tax credit because for 
ratemaking purposes tax expense is no~malizee. The EconoQic Recovery 
~ax Act of 1981 requires such normalization for eligibility. Most 
simply put, this means rate~aking tax expense is calculated ignoring 
the full impact of accele:ated depreciation and tax credit in 
arriving at test yea: income tax expense. However, California 
Co~poration Franchise Tax (CCFX) was dete:mined by flOwing through 
tax expense reductions stemming from accelerated depreciation. 

Staff pOints out in Chapter 12 of its Exhibit 34 that there 
are some questions stemming from the Tax Equity and Fiscal 
Responsibility Act (TErRA) of 1982 yet to be clearly addressed by 

treasu:y regulations, and the ultimate resolution could ultimately 
affect how ratemaking tax expense is derived. While we p:esently 
exclude inte~est during construction, which fo~ nontelephone 
utilities is called allowance !o~ funds used during const:uction~ as 
a deduction in the ratemaking tax expe~se calculatio~, ~EFRA could 
potentially be interp~eted to require a 10-year amo~tization of this 
expense in our calculation. Also, vhile we now make a deduction tor 
property taxes on const~ction p~ojeets, because the underlying land 
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is classified as plant held tor future use, TErRA could require 
capitalizing such taxes and a 10-year amortizing deduction. Absen~ 

any treasury regulation on this pOint being brought to OUr attention 
in this proceeding, and since eligibility for ~eneral to realize 
other tax benefits does not hinge on this determination, we Will, as 
staff recommends, continue with OUr usual tax expense calculation. 
Treasury regulations, if they are ultimately issued on these pOints, 
may be considered in the next general rate proceeding. 

The adopted level of test year income tax expense, based on 
our adopted revenue and other expense, is: 

State Inco~e Tax $;0,622,000 
Federal Inco:e Tax $89,618,000 
The net-to-gross multiplier is used to convert an 

additional net revenue requirement into the requisite gross revenue 
increase. We will use the 46f, federal income tax rate and the 
incremental CCFT rate of 1.83~ and ar. uccollectible rate of 1.61%, 
which equates into a net-to-gross multiplier of 1.917. Thus, for 
each $1,000 of new net revenue r~quirement $1,917 in gross revenue is 
needed. 

IX. RATE EASE AND DEPRECIATION EXPENSE 

Rate base, to which an authorized rate of return is applied 
to determine if net earnings at present rates are adequate, 1s 

comprised ot several components. Telephone plant in service at the 
start of the test year is determined, to that is added test year 
additions (which are weighted so, for exa~ple, plant that goes into 
service late in the test period does not earn a return trom the 
start). Added to test year plant in service is plant held fOr tuture 
use, an allowance for working cash, and materials and supplies. 
Finally, the total cumulative depreciation reserve, including test 
year depreCiation, is deducted, along with the reserve for deferred 
income tax, to produce a test year rate base • 
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~ A. Gene~al's Const~uction Budget 1983-84 

• 

• 

Ge~eral's annual construction ~rogram has gone from $170 
million i~ 1975 to $698 million in 1982. It estimates a $746 million 
construction budget in 1984. Baving 95~ of its central offices 
converted from electromechanical to digital equipment by 1991 is 
General's goal~ and for just this conversion program it est1mates 
spending $186 million in 198; and 5244 million in 1984. Staff 
accepted General's total estimated construction budget for 1983 and 
1984 with the followi~g adjustme~ts: 

1. 198;: S27.1 million is added because of 
higher estimated growth in telephone 
stations~ and $663,000 of general expense 
should be capitalized and added. 

2. 1984: $25.1 million is removed because 
growth in telephone stations will be less 
than General estimated; 56.9 million was 
removed because staff estimated a lower 
nonlabor escalation factor for 1984, and 
$72;~000 of capitalized general expense is 
added • 

Staff's adjustments are reasonable as they are based on more recent 
available data from which to forecast test year telephone stations 
and antiCipated construction costs, and we will adopt staff's 
respective estimates of total construction expenditures. 
E. End-of-year 1982 Telephone Plant In Service 

General and staff differ by $7.2 million on end of year 
1982 plant in service. This difference stems from the following: 
(1) a S6.~ million reduction to retire accrued IDe associated with 
retired projects (as recommended by staff's audit team); (2 ) an 
$87,000 reduction for special plant related to the 1984 Olympics 
which staff believes cannot be used for other purposes; (; ) a $1.; 
million reduction for the capitalized portion of General's 
extraordinary voluntary incentives separation allowance (VISA) costs 
in 1982. (The VISA program, to encourage early retirement by 
management employees, started in 1982, and expenses were not included 
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in General's test year showing); a~d (4) $482,000 was added to 
reflect the audit team's recommendation that a po:tion of managers' 
salaries should be allocated to construction. We have accepted the 
audit team's recommendation, and, aCCOrdingly. will adopt staff's end 
of year 1982 plant balance of $4,792,347. 

The adopted end of 1ge~ plant in service estimate is, in 
turn, the starting point for adding 1984 plant additions, and 
arriving at weighted average 1984 plant in service. We have already 
adopted gross construction budget estimates for both 1983 and 1984, 
and adjustments to 1982 telephone plant, which carry through with 
varying effects on estimates of telephone plant for the two 
successive years. ~he differences remaining' result from General's 
and staff's estimates of the breakdo~ of the construction budgets 
between telephone plant put into service and co~struction work in 
progress, and whether the central office conversions to digital 
switches will be On line in the time frames General originally 
estimated • 
c. Ratio of Test Year CWIP To Plant in Service 

Average year end CWIP balances (for Accour.t 100.2) were 
estimated by General and staff from a ratio of CWIP to plant in 
service. A ratio is developed for the major categories of plant. 
The difference between staff and General result from the ratio of end 
oi year CWIP to gross plant additions in the outside plant eateeo~. 
Following are the outside plant gross additions to year-end CWIP 
balances, upon which the different test year estimates hinge: 
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($ millior.s) 
A :s C 

Outside Plant Year ez:.d CWIP 
Year Gross Additions Balance Ra.tio -
1975 $ 27.7 $ 8 .. 9 32 .. ~ 
1976 3~.1 8.6 26.0 
1977 57·5 21.2 ;6.9 
, 978 87.0 36.8 42.3 
1979 115.8 6;.1 54.4 
1980 147.1 95.4 64.9 
1981 144.0 76 .. 3 53 .. 0 
1982 189.3 47.1 24.9 

Staff's witness, Shiu, developed his ratio by averagiz:.g the actual 
ratios of the past five years, 1978-82, resulting in a ratio ot 
46.8. Gez:.e:al used its 1982 ratio ot 24 .. 9, resultiz:.g, of course, iz:. 
a much higher estimate of outsiee pl~t in service.. Shiu's rationale 
is that to arrive at a normal ratio actual experiez:.ce over a number 
of years should be used to arrive at a ratio reasonably indicative ot 
the future. General's witz:.ess, Cecil, testified in rebuttal that we 
should apply just the 1982 ratio, because Gez:.eral has adopted some 
z:.ew administrative procedures to more timely close, on its books, 
outSide plant work orders.. Lack of the coz:.trols, he testified, 
caused the relatively high ratios iz:. 1979-81. Cecil, however, was 
not conversant about the z:.ew procedures or fa=iliar enou~~ with them 
to convince us that the 1982 ratio will necessarily be indicative ot 
the future; he also did z:.ot know what effect the new procedures would 
have had, if they had beez:. iz:. place, on ratios from 1975-81 .. An 
averaging approach, as recommended by Shiu, should be applied. 
However, given fairly wide year-to-year fluctuation in the ratios, we 
think it is more reasonable it. these circumstances to not limit an 
average to just five years, and we will use the eight years of 
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1975-82, resulting in an average ratio of 44.6~ for outside plant,2 
in contrast to staff's 46.8% ratio. 
D. Progress of General's Digital Switch 

Conversion Progr~ in 1983-84 
General estimates it will spene $140 million in 1983 to 

convert to 11 additional digital switches, and $204 million in 1984 
to add another 16. The switches are AE GTD-5 mOdels. Staff's 
investiga.tioI:. of the progress of Gene:-al' s scheduled conversions led 
its witness, Monson, to conclude there would be delays or schedule 
slippage, resulting in less plant being put into service in the time 
frame originally estimated by Gene:-al. Past delays stemmed, partly, 
from AE not giving timely delive:-y of softwa:-e to allow the switches 
to be operative. Statf adjusted General's switch cutover schedule by 
three months in both 1983 and 1984 to compensate expected delays, and 
adjusted end of year plant in service for both yea:-s acco:-dingly. 
Ar~ initial GTD-5 delive~ installationS and cutover problems 
occurring in 1982 and 1983 are, according to General, solved. Staff 

~ agreed to continue to monitor General's 1983 and early 1984 
conversion program progress, essentially giving General more time to 
prove its assertions that the conversion schedule could be kept, and 
further evidence was presented in April 1984. In April staff and 
G~neral further addressed this issue. While General had not put the 
new central office switches in service on the schedule it originally 
estimated, Monson concluded it had done better thaI:. he originally 
predicted. He raised his estimate and concluded in Exhibit 110 that 
General's original weighted plant in service estimate should be 
reduced by $15.6 million, which General accepted. 

TURN is skeptical about staff's acceptance of General's 
revised conversion schedule, pointing out that General's original 
schedule did not hold up and staff's Monson said he did not have time 

~ 2 ~he total ~rom Column B divided by the total o~ Column A. 
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to undertake further investigation of the issue in 1984. The 
alter~ative, suggested by TURN, to allocate risk between General and 
its ratepayers, is to review the actual conversion hie~o:y in early 
1985 and order re!~nds if General lags behind its estimated 
schedule. While Moeson did not undertake a detailed or field 
investigation in 1984, he said he reviewed General's revised schedule 
and found it reasonable, essentially exercising engineering 
judgment. Given the review o~ the issue, albeit not as exhaustive as 
TURN WQuld ~refer, we will acce~t Monson's recocmendation. Test year 
rate oase, and its various componen~$, is estimated, just as :evenue$ 
ar.d operating expenses in prospective rate setting. We know recorded 
experience in each of the results of o~erations components will 
probably not exactly coincide with our esti:ates, and we ~ind no 
compelling reason to treat this portion of the plant in service 
estimate any differently. Accordingly, we will not order General's 
rates s~bject to refund for further analysis of its conversion 
schedule. 

We are, however, making a $7.4 million adjustment to test 
year 1984 revenue re~ui~ement due not to slippage in the conversion 
schedule, b~t because of ou~ not being convinced that the estimated 
capitalized expenditures a~e reasonable. The $7.4 million adjustment 
is discussed late~ in this opinion. 
E. Mate~ials and Supplies 

Materials and Supplies (M&S) consists o~ items held in 
invento~y to facilitate maintenance, installation, and const~ction 
of telephone plant. General's estimated total Y~S will be $55.9 
million, and it p~oposes including that total amou:t di~ectly in rate 
ba3e. While staff's witness Monson does not take issue ~~th the 
amount Gene~al budgets fo~ M&S, he recommends including only 17.86% 
in rate base, or about $10 million. That ~epresents the portion 
assignable to repair and installation work, while the bal~ce will be 
used for both long- and short-te~m ¢onst~ction. His :ationale is 
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that the invento~y destined to~ const~uction should be in an aceount 
eligible to acc~ue interest du~ing eonst~uction, and should not, 
since it is nonope~ative, be di~ectly placed in rate base. Ot total 
MaS about 42% is destined fo~ sho~t-term const~uction in Account 
100.1 (such const~uction is included di~ectly in rate base), and 
about 40% will be used in connection with long-te~ eonstruction 
p:oojects that, of course, a.cc:ue IDC beto:e going into rate base. 

General objects prima.rily because it does not physically 
segregate its M&S inventory into the ultimate end use ca.tegories 
under discussion, and it thinks the accounting involved implementing 
Monson's p~oposal is, accordingly, too complex. Its rebuttal 
witness, CeCil, said it we were to adopt Monson's approach, it should 
be li~ited to just allocating Y~S to: long-term inte:est bearing CY1IP 
out of rate base. 

We will allocate 40.11~ of M&S to long-term const:uction in 
Account 100.2, and :emove the resulting $22.4 million from test yea: 

• 
rate base as Monson p:oposes, but the 42.03% associated with sho:t
term noninterest bea:ing con$t~ction, or 523., million, vill be 
included in :ate base. 'tle make this distinction because M8:S 

• 

associated with sho:t-term construction must be pa~t of rate base, as 
plant in this category never moves from bearing IDe into Account 
100.1. Rathe~, it is always in Account 100.1. Thus, our total 
adopted estimate of M&S is $;3., ~illion. 

The accounting proeedu:e General can !ollow to charge M&S 
inver-tory associated with Account 100.2, Lor.g-term Const:-uetion, to 
the plant account is a clearing a.ccount. General pOints out in 
Exhibit 98 that our treatment of M&S, and allocating a portion to 
Account 100.2, may 'be inconSistent among telephone utilities. We 
expect ou~ stat! to :eview this matte~ in subsequent rate proceedings 
for other utilities • 
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Depreciation Expense 
One tactor affecting test year depreciation expense is the 

amount of plant in service from which depreciation expense, 0: return 
ot capital, is calculated. In this proceeding that is the only 
difference between General and statf, and the test year plant in 
service differences have beet. reconciled a.bove. 

A new remaining lite approach was proposed by General for 
switching equipment put into service in 1984. and thereafter. It is 
called the remaining life unit depreciation (RLUD) method, and 
differs from the direct wei&~tine method of arriving at composite 
remaining lives. Staff accepts General's RLUD method; the RLUD or 
reciprocal weighting method was best explained and illustrated by 
General's witness Eush in Exhibit 41: 

"General's Electrocic Toll Switching Equipment 
account consists of three locations. Two of 
these are obsolete analog switches (ETS-4) 
scheduled for replacement, and one is the latest 
Western Electric digital toll s~~tch (4ESS) 
recently placed in service. The apprOXimate 
aoount in the account is tabulated below USing 
remaining lives based on Company construction 
plans. 

1982 Forecast Remaining 
Lite ~Yea::"sl Location Investmer..t Retiremer..t Date 

A (old) S15,000,000 1985 3 
B (old) 20,000,000 1984 2 
C (new) 25,000.000 2007 25 

"Our goal is to arrive at a composite remaining 
life for this account which will allow the most 
equitable-capital recovery during next year 
(1983). Sinc~ there are only three locations in 
this account, and assuming no salvage or reserve, 
intuitively the proper 1983 depreciation would be 
$16 million, that is, S5 million for location A 
($15 mil1ion/; years) plus 510 million for 
location E (S20 mi11ion/2 years) plus 51 million 
for location C ($25 million/25 years). This is 
the actual amount of capital to be consuced in 
1983 • 
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"Q. Based on you: example, what is the estimatec 
~ate of capital =ecove~y in 198; using a Di=ect 
Weighting p:ocedu:e? 

"A. To apply Di~ect Wei~~ting, in compositing the 
remaining lives, each location investment is 
multiplied by its :emaining life. These products 
are suc:ed and then divided by the total 
investment. 

Col. 1 Col. 2 Col. 3 = Col. 1 x Col. 2 

1982 
Locatior. Investment 

Remaining 
Life (Yea:-s) 

A $15,000,000 
:s 20,000,000 

c $~6:ggg!ggg 
710,000,000 SYRS = 11.8; 
$00,000,000 

:; 
2 

25 

yea:s cO:1posite 

Direct 
WeightinR ($ Years) 

45,000,000 
40,000,000 

625:000,000 
71~,OOO,oOO $YRS 

:emaining life 

"The account depreciation expense for 198; w~uld 
be the total investment divided by the composite 
expectancy, or $60 million/11.8; years which 
equals ~5.1 million. Comparing this figure to 
the $16 million actual capital consumed in 198; 
shows that, in this account, Direct Weighting 
forces Geceral to \t.."'lder-accrue by nearly $11 
million in 198;. This short-fall is then passed 
on to the tutu=e ratepayers. 

"Q. Using the same example, what is the estimated 
rate of capital =ecove=y unde: your p:oposed 
Reciprocal Weighting procedu=e? 

"A. Determining the !utu~e compOSite =emaining 
life by Recip=ocal Weighting (RLUD) is simila= to 
the p=evious approach, except each locationts 
investment is diVided (inve:sely weighted) by its 
~emaining life. The quotients are eum=ed a~d 
then divided into the total investment. 

Col. 1 Col. 2 COl. 2 = Col. 1 x Col. 2 

1982 or 
Location Investment 

Recai:c.1ng 
Life (Years) 

A $15,000,000 ; 
:e 20,000,000 2 
C 25 000,.000 25 

$60 ;06<5 , 0'00 
60,000 7 000 SYRS = ;.75 years com~os1te 

$16,?SOo,06o 
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"~he 1983 depreciation expense tor the total 
accour..t is calculated just as it was for Direct 
Weighting. i.e., the total investment divided by 
the composite remaicing life, or $60 million/3.75 
years which equals $16 million. Thus. ReCiprocal 
Weighting, applied yearly, allows recovery o! the 
exact amou.nt of the total account investment 
forecasted to be consu=ed." 
We will adopt the RLUD method tor the plant categories 

proposed by General. 
General proposed two other depreCiation methodoloB7 

changes, the equ.al life grou.p (ELG), and product life cycle (PLC) 
approache~. The ELG method was rejected by us in both General's last 
rate decision and, more recently, in D.83-0B-031 relating to Paci~ie 
Bell. Accordingly, OUr ALJ properly granted staff's motion to 
eliminate this issue. General withdrew its proposed product li~e 
cycll~ approach to deriving the remaining life of station appara.tus or 
customer premises equipment (CPE), which would have produced a 
remaining life of 2.75 years for this plant • 
determination that ;.57 years should be used. 

It accepted staff's 
Staff's remaining life 

results from the rate of actual retirements applied to the vintage 
and mix of General's embedded CPE. From the standpoint of potential 
stranded investment, this means in 3.5 years General's investment in 
embedded CPE will be recovered, thus its long-term exposure to mueh 
obsolete CPE stranded undepreciated invest~ent is virtually nil. ~he 

:acification of this average remaining life, whieh we will adopt, is . 
discussed further in the section of this opinion on Gene~al'g 
embedded CPE sales program. 

We will adopt test year depreciation expense of 
$4~5,272,OOO which is based on the test yea~ plant in ee~iee adopted 
in our analysis of rate base • 
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Adopted Test Year 1984 Rate Base 

Plant in Service 
(Weighted Average Net) 

Plant Held For Putu:e Use 
Materials ~d Supplies 
Working Cash 
Depreciation Reserve 
De~erree Tax Reserve 

Rate Ease before Adjust~ent 
Adjustments To Rate Ease 
E~"PIA (Total company) 
1968-69 Plow Through 
Automatic Electric Adj. 
pec Accounting Change 
RLUD Depreciation Method (198~) 

Total Adjustments 
Total Adopted Test Year Rate Base 

(Red Figures) 

Adopted Amount (SOOO) 

$5,478,354 
23 

33,500 
(94,208) 

(1,525,250) 
(549,568) 

$;,4;7,059 
Adjustments To Rate Ease 

o 
(7;1 ) 

(3,946) 
(851 ) 

( 1 ,084) 

(6,612) 

x. STAFF'S REeO~r.ENDATION ON A SEPAPATE 
STAND-ALONE SUBSIDIARY POR M~~KETING 
~~EGULATED CUSTOMER PREMISES BOUIP~~T (CPE) 

A. Background 
Our staff recommends, as the best means of ensuring 

General's unregulated CPE marketing endeavor is not subSidized by 
ratepayers, that we order General to torm a separate stand-alone 
corporate subsidiary. Its rationale is that structu:al separation 
will prove more effective than trying to deVise, perfect, and 
administer an accounting separation, analyzed in each rate 
proceeding, to ensure costs are charged correctly- In reaction to 
staff's proposal General proposes as an alternative torming separate 
divisions and following an accounting-cost allocation formula in 

- 82 -



• 

• 

• 

A.8)-07-02 et ale ALJ/jt' 

conjunction with ongoing monitoring by ou: Revenue Requirements 
Division. Staff thinks General's proposal is ott target from this 
Commission's directive in Resolution T-10597, issued on September 22, 
1982, which o~dered General to: 

"Develop and provide~ within 60 days of the 
effective date of the resolution, a plan fo~ 
establishing a separate CPE subsidiary and submit 
and present substantive testimony in its current 
NOI pertaining to this separable subsidiary 
plar •• " 

Establishing a separate subsidiary, in staff's view, means a separate 
corporate entity and structu~al separation; even i! some limited 
sharing of reSOurces is allowed between the new separate corporate 
entity and General, staff believes we will face far fewer 
complexities stemming from continuing to attempt accounting 
separation in subsequent rate proceedings. 
B. Staff's Position 

Staff's Exhibit 83 was sponsored by two aUditors, Johnson 
and Galvin. Johnson explains his conclusion that the results o! 
General's CPE sales activity is "unauditable." He points to 
General's changing accounting practices during 1982-83, which made it 
impossible to track the cost assignment of unregulated multiline CPE 
sales, and fo~nd "cost of service results for new CPE sales are not 
reasonably verifiable." Johnson's review was confined to recorded 
periods, and he did not attempt to review the reasonableness of 
General's allocation and assignment of prospective test year costs 
between regulated and unregulated operations. Finally, Johnson 
concluded some marketing agreements tor unregulated CPE between 
General and other GTE affiliates had or have te~s "patently 
unfavorable" to General, which are not in the best interests of 
General's ratepayers. Since the agreements concerned marketing 
unregulated eqUipment or services we need not address Johnson's 
concern, despite his conclUSion that they may be "devices by GTE to 
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divert revenues from Ger.e:al's CPE sales activities to ~egulated 
affiliates of General without compensato~y benefits to General." 

Galvin testifed that a "fully sepa~ate subsidia:y is the 
only app:oach that will substantially elieinate the potential cross
subsidization betweer. regulated aed un:eguleted operations" (Exhibit 
83, Chapter 2). A fully separate subsidiary is defined by Galvin as 
an entity with a sepa:ate co:po:ate strueture, operating faCilities, 
management, pe~sonnel, and financing. He would allow some limited 
sharing of "corporate oversight" facilities, but would confine it to 
officers and directors. Any mo~e extenSive sharing of resources 
WOUld, sccordir.g to GalVin, not eliminate "internal competition 
between regulated and unregulated ope~ations for financial funds, 
personnel, advertiSing and market share." Once the fully separate 
subsidiary is in place , Galvin believes Our ~egulatory scrutiny would 
be limited to reviewing any "sharing arrangements" fo~ facilities and 
personnel which are specifically authorized by this Commission. 
Galvin recommends that we allow General six months from today to set
up its separate subsidiary, leaving it to staff and General to 
resolve any issues about shared ~esources or faCilities, and if 
General dOes not comp17 to ~educe its authoriZed ~etu:n or equity by 
O.5~. He summarizes his conclusions leading him to that 
recommendation: 

"1. It is doubtful that Gene~al's ~egulated 
operation will benefit from the joint use of 
its assets and personnel with its unregulated 
CPE activities. This is supported by 
General's own statement that the ~resent 
value of the futUre benefit it would receive 
from the joint use of its assets and 
personnel in regulated and unregulated 
activities in comparison to establishing a 
sepa~ate subsidiary is ur~nown. 

"2. A tully separated subsidiary requirement will 
eliminate much o~ the inevitable 
controversies concerning cross-subsidization 
and proper cost allocations • 
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";. A fully sepa~ated sub~idia~y requirecent will 
greatly reduce the Commission ~esou~ces that 
will be ceeded to review these activities." 
(Exhibit 8;, p. 3-1.) 

C. General's Position 
Gene~al had two witnesses on this issue. Bo~ghi was the 

policy witcess acd Pe~tle~, whose testicony is also discussed under 
commercial expense, testified about test year assigncent and 
allocation of expense between ~egulated and unregulated ope~ations. 
As vice president - marketing, Borghi sponsored ]xhibits 74, 75, and 
76, and explained why General's sepa~ate divisions approach is 
~easonable. 

The separate diviSion st~ucture, instead of a fully 
separate subsidiary, is proposed by General despite the directive in 
Resolution T-10597, because (Exhibit 74): 

1. The FCC held in its second cocputer inquir,y 
deciSion that GTE was a nondo:inant car~ier 
and was not required to provide CPE through e 
separate subsidiary. «1980) 84 FCC 2d 50 • 
The FCC's deciSion was affirmed by the U.S. 
Court of Appeals, D.C. Circuit. 

2. General believes application of GTE 
establiShed nonregulated activities 
accounting guidelines (NAAGs), in eonjunction 
with integrated phone marts, is the only way 
it can compete in the Single line CP] 
market. Otherwise the marketing cay be 
uneconomic and Gene~al would cease. 

3. Gene~al's single line CPE marketing is 
premised on continUing a "one stop shopping 
coneept~ whe:e customers can pay o111s, o~de~ 
network se~vices, and buy phones. 

4. Costs to consumers ear. be reduced by 
integrated CPE sales conducted With joint 
facilities. 

5. Gene~al's separate division ~o~ multiline 
CPE, the BUSiness Te~c1nal Sales and Se~vice 
Division (BTSS), should be conducted jointly 
with Gene:al's continued o!fe~ing of 
~egulated or embedded CPE as a means of 
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ensuring protection o! the embedded base 
while accomplishing a smooth transition to 
the nonregulated bUSiness environment. 

In response to Galvin's recommendations, Borghi 
supplemented his original testimony. Exhibit 76 states that General, 
in order to alleviate staff's concerns, would move toward an 
organizational structure allowing it by 1985, to directly charge end 
assign ell revenues and costs for all unregulated CPE activities 
(except tor corporate oversight and "indispensable services"). For 
example, the phone marts' direct costs would all be initially 
assigned to the unregulated division, then this division would bill 
the re~~lated operations for any services rendered which benefit 
~egulated ope~ations. Space to: each of the 28 phone marts would be 
subleased to regulated operations. While "sales associates" in phone 
marts would handle unregulated and regulated transactions, a charge 
to the ~eg~lated operation would be made for each regulated 
transaction. Eorghi cites repeatedly that the mechanics and actual 
billings will be furnished to our stat! and can be reviewed On an 
ongoing basis. He concludes that General's proposed st:ucture, 
particularly keeping an integrated phone mart network, will benefit 
customers by avoiding duplicative costs and maintaining a system they 
hp.ve grown accustomed to. 

General's reply brief states that if we adopt staff's 
recommendation we must in fairness, given staff's distaste for any 

continuing "sharing arrangements," add~es$ the extent to which th~ 
sharing of facilities and resou~ces will be permitted. We should, 

• according to General, follow the approach of the FCC with respect to 
the regional Bell operating companies, which allowed: 

1. JOint billing for CPE ~p to 4 years a~te: 
divestiture. 

2. Referral of dial tone custome~s with CPE 
needs to the separate subsidiary, provided 
that they are in!ormee alternative eYE 
vendors exist • 
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;;. Joint installation anc maintenance tor 
residential and business single-line CPE. 

4. Administ~ative and support se:vices 
sha:ing. 

D. Discussion 
We cannot tir .. d that we are jurisdictionally fo:eclosed f:om 

ordering General to conduct unregulated CPE ma~ketine throu&~ a stand
alone separate subsidiary. The FCC orde: cited by General o:ee:ed 
only Eell System operating companies to torm sepa:ate subs1dia:ies, 
but the question relating to ~on-Bell or nondominant carrie:s was 
left open for State action (Paragraph 86): 

"Our decision does not fo:eclose state authorities 
trom establishing protections for the benetit of 
state ratepayers.. ~There this Co::mission has r~ot 
required separation, regulatory tools such as 
accounting requirements and structural separation 
are available to the states ir:. meet'ing"'tneir 
legitimate regulatory interest in insuring that 
an intrastate carrier's participation in 
unregulated activities is not at the expense of 
the commucications :atepayer." (Emphasis 
added.) 
General, in cross-examining GalVin, asked why any potential 

subsidization problems or issues should not be left to the courts to 
conSider in the context of antitrust litigation, as an alternative to 
~his Commission's o:dering structural co:porate changes to head of! 
possible cross-subsi~ization. We would be remiss and not fulfilling 
our obligation to General's ratepayers if we totally abrogated the 
policing of potential anticompetitive conduct to the antitrust laws. 
Further, under California law we must consider potential 
anticompetitive ramifications of our regulatory decisions (see NCPA v 
PUC (1971) 5 C ~d ;70). The perspective on our role, and the extent -to which we must be concerned, as articulated by GalVin, parallels 
the position that the U.S. Department of Justice has taker:. before the 
FCC on the question of separate subidiary requirements for Eell 
System companies (summarized by the FCC in Parag:aph 27 of its 
November 23, 1982 deciSion in CC Doeket 83-115): 
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"The Depa:t~ent of Justice co::ectly points out in 
comments that a limited definition of c:oss
subsidization, whe~e competitive costs a:e 
subsidized with monopoly ~evenues to :educe the 
p:ice cha:ged to: competitive p:oducts, is not 
the only type of cost-shifting with which we 
should be conce:ned. In Compute: II we we:e also 
conce~ned with othe: det:imental cost-shifting 
a::angments, which include situations whe:e costs 
that a:e common to :egulated and un:egulated 
ope:ations, such as whe:e the s~e pe:socnel 
ma:ket :egulated and ur.:egulated p:oducts and 
se:vices, a:e icp:ope:ly allocated between 
:egulated and ~n:egulated ope:ations. A fu:the: 
p:oblem a:ises whe:e all costs of are actiVity 
should be billed to un:e~llated ope:ations, such 
as adve:tising fo: specific un:egulated p:oducts 
0: se:v1ces. All of these cost-shifting 
techniques a:e ot conce:n to the Commission in 
fulfilling its duty to p:otect :atepaye:s f:om 
ove:cha:ges." 
Gene:al implies that we have the staff :esources to 

tho~oughly review its accounting and cost assig~ents both during and 
between its :ate p:oceed1ngs. We do not. This inherent resource 
limitation is an impo:tant facto: leading us to find st:uctural 
separation is necessa:y. The evidentia:y record in thiz proceeding 
demonst:ates that ou: staff finds a complete :eview ot General's cost 
allocation and assignment in all expense categories an overwhelming 
task. Exhibit 35 shows at least 26 expense categories affected by 

cost allocation. Ratemaking is challenging enough without 
!o:evermo:e in futu:e :ate p~oceedings devoting the ti~e and 
resou:ces, which we do not have to sta~t with, to exhaustively 
.ensuring no cros$-s~bsidization exists. Thus, Galvin's conclusions 
that a st~ucturally separate subsidiary will eliminate many of the 
"inevitable cont:ove~sies conce~ning c:oss-subsidization" and "reduce 
Commission resources that will be needed to review these activities" 
are, if anything, understatements • 
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Borghi's PQint that Gene~al'3 p~oposed use o~ un~egulated 
corporate divisions reporting to the marketing vice president will 
better ensure the embedded oase of CPE is protected (and regulated 
revenues enhanced) is unpersuasive. General, aa eiscussed in Interim 
D.83-12-067, now operates under a structure posing ~great potential 
for a conflict of interest." It c~~ stress sales of new unre~~ated 
CPE and leave the promotion, eithe~ by lease or sale, of embedded CPE 
to drift ~~ee~ benign neglect. And it has taken prodding by ~ to 
get General moving in the direction of selling in-place embedded 
CPE. The day is approaching, probably in late 1987, when the 
embedded CPE base will be deregulatee tor non-Bell comp~~ies. We 
cannot envision a better way for that CPE (with ancilla~ employees 
and resources) to then be segregated !o~ ratemaking purposes than for 
it to be 
value. 3 

now will 

t~ansferred to a sepa~ate subsidiary at fair market 
Thus, having a separate corporate subsidiary established 
ultimately result in a smQOth transition when embedded CPE 

is dere~~lated: there will be an in-place entity fo~ it ~~d related 
employees to be transferred to, and ratemak1ng can be materially 
easier. 

Another reason a sepa~ate subsidiary should be ordered 
which was not directly developed by tbe parties, but which 
nevertheless is important, is the potential problems General's 
existing structure poses !o~ the settlements process. When reporting 
monthly its costs of service !o~ intraLATA toll and othe~ revenue 
diVision with all telephone utilities General m~st now alloeate ~~d 
aSSign out costs for ·~re~~lated activities. If its re~~8ted costs 
o! service are overstated General will realize more than its due 
share of settlement revenue. We are not sure about the extent to 

3 This CPE should be transferred, or in essence sold y to the 
subsidiar,1 at fair market value because given the 3.5 years of 
remaining lite on this CPE used !o~ depreCiation expense it is likely 
that the net book value will be nil when the FCC dere~~lates it • 
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which other carriers have the inc11~atio~ o~ ~e$ou~ces to vigorously 
audit Gene~al'$ monthly settlement-pool submittals and take issue it 
they believe General's cost aesigncents are w~o~g, but it is in a:y 
event anothe~ potential dilec:a that can best be mitigated by 
General's having a separate subsidiary. 

A separate stand-alone CPE marketing Sub3idia~y, whether a 
subsidiary of General or its parent, GTE, will make future rate 
proceedings fa~ less complex, even if we allow some limited 
transitional ~esource sharing. Limited resource sharing between 
General and the new structurally sepa~ate subsidiary means the~e 
would be a cross-flow of billing between the two in some limited 
expense areas. This is far more preferable than General's proposal 
for quasi-separated operating divisions, for they would still entail 
detailed review of accounting and allocations over almost the entire 
spectrum of test year results of operations components. Given the 
evidentiary record before us we conclude it is in the public interest 
to act now, notWithstanding ou: recently issued OIl 84-0~-02, 
instituted to gather preliminary information f~om all telephone 
utilities so we could make some tentative recommendations to the 
Legislature (in response to Assembly Bill 2064 and amended PU Code 
§ 7902.5). Ultimately the regulatory questions posed by either 
integrated regulated and un:egulated operations or separate 
subsidiaries must be addressed on a ease-by-case baSis. We cannot 
say that ordering a separate corporate entity fo~ marketing 
unregulated CPE will solve forevermore all related ~egulato:y 
questions or issues, but we know that while they may be of a 
different nature there will be far fewer recurring in General rate 
proceedings. That is progress. 

We eonelude structural separation ot General's unregulated 
CPE sales, in contrast to further attempts at accounting or 
ratemaking separation, is in the best interests of ratepayers. 
Likewise, it is probably in the best interest ot General from the 
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stand~oint of avoiding ~otential entit~ust litigation. Sta~! 

recommends that we order the separate cor~orate subsidia~ and leave 
resolution on the natu~e and extent o! &ny inte~1m ~esou~ce sharing 
arrangements to it ane General. However, we ag~ee with General that 
we ,should not leave things so open ended, particularly as staf! and 
General have such dif!eri~g ideas on resource sharing. 
E. Guidelines and Pe~itted Resou~ce 

Sharing tor General's Separate Subsidiary 
We will require full complete corporate separation of 

resources devoted to un~egulated CPE sales, and no sharing of 
resou~ces and facilities,. except fo~: 

1. Corpo~ate oversight, officers and di~ecto~s 
o! the separate corporate subsidiary, their 
headquarte~s, and immediate support 
resources. 

2. Legal and accounting support to~ a maximum 
period of two years. 

3. Customer billing and phone mart facilities 
and resources until such time as emoedded 
Single line CPE is de~egu1ated. 

Costs tor corporate oversight and legal and accounting 
resources may be billed to the separate subs1dia~y. All direct phone 
mart costs shall, essentially, as Borghi proposed, be borne by the 
separate subsidiary; it, in turn, may bill General's regulated 
o~e:ations for the reasonable cost of services and facilities 
turnished that directly benefit regulated operatio~s. We will allow 
this sharing and billing o~ly until all single line CPE is 
deregulated, by that time we expect General to have established other 
locations for essential face-to-face cus~omer contact relating to 
network service and bill paying, which may mean a return to using 
local bUSiness or commercial office ~acilities, or extended use of 
the more modest facilities that General calls "convenience centers." 
This transition period is allowed because it would be unduly 
burdensome on Gene~al to make an overnight total shift in 
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operations. Likewise, costs for customer billing resources in 
connection with continued joint billing can be billed to the 
unregulated subsidiary until all CPE is deregulated; after that. the 
subsidiary, as any CPE vendor, must directly bill for CPE itself. 

We will not allow shared installation and r~pair resources 
in connection with unre~ated CPE because ~aintenance expense is 
such a large expense. category and meaningfully auditing expense 
allocation would be e herculean task. General already has a separate 
division for multiline CPE installation and repair~ and essentially 
expanding that work force by transferring the needed employees and 
support resources to deal with single line CPE will not be unduly 
burdensome. Requiring these chan&es now can only lead to an easier 
tranSition when embedded single-line CPE is also deregulated. Also. 
we do not want to go throu&~ yet another rate proceeding t~ing to 
determine a reasonable estimate of prospective maintenance expense 
when our staff does not have the resources to thoroughly investigate 
maintenance expense assigncent. Our resolution of this resource 
sharing issue 1s difterent than the FCC's approach for d~vested 
regional Bell operating companies, but ~he circucstances ~~rrant it. 
A pivotal consideration is that, unlike the Bell companies' 
situation, General is f~rther down the path of structural separatioc 
because it al=eady has a separate division for multiline CPE repair 
and installation. 

If Gene~al does not structure itsel~ as orde:ed within six 
months, and complete the physical separation within one year, we 
will, for :atemaking, assign all phone mart costs to ~regulated CPE 
operations, as it so materially benefits from the existi:g st:uct·a:e 
in terms of a traffic flow of potential custo=ers, and adjust 
General's test year 1984 revenue requirement and rates accordingly. 
Also, we will adjust do~wa:d, as p~oposed by staff, the authorized 
rate o~ return by reducing the cost of equity 0.5%. These 
adjustments will be made in connection with determining the 1985 

- 92 -



• 

•• 

• 

A.8;-07-02 et al. AL(J / jt . 

attrition year revenue requi~ement if General does not demonstrate a 
definite move toward compliance with our orde=, and they will be made 
in connection wih the 1986 attrition filing if Gene=el has not 
compiled. We trust General will understand ou: reasoning, and the 
long-term benefits the new structure offers it, and proceed ~th an 
orderly reorganization (as Pacific Telesis has done with CPE 
marketing). 

Finally, while staff contecplates that General would be the 
immediate holding company of the separate subsidiary, GTE itself 
could be the immediate holding company. At this junctu~e we will 
leave this deCision to General and/or its perent, GTE. 

XI. GE~1mAL'S SELECTION OF AUTm1ATIC ELECTRIC 
MA11r.FACTUREP SWITCHES AND MODIFICATIONS TO 
GENERAL'S COr.PETITlVE BIDDING PROCUREMENT PROGRAM 

We have ordered General to let its purchases of central 
office Switching e~uipment (COSE) out to competitive bid. Its 
:progra.: in response to that order he.s been found in 1982, by 
Resolution T-10642, to be reasonable, but it was the subject of 
further analYSis by staff's Strahl in this proceeding. It was 
Strahl's recommendation which led us to our ordering the competitive 
bidding reqUirement, which was ultimately upheld on review by the 
Ce.lifornia Suprece Court, (i 983) 34 C 3d 817. 

Strahl agrees with General that the competitive bidding 
guidelines should be modified to limit bids to three suppliers 
whenever General reaches the pOint that it has purchased switches o~ 
a given technology ~rom three s1lpp11e:'s. He explains tha'~ having a. 
switch technology supplied by more than th~ee vendors can cause 
General to have more training and parts inventory costs, which could, 
over time, more than offset any direct purchase price savings. Also, 
he believes individual switches which are identified as fttest ucits," 
to test new technology, should be able to be purchased without 
competitive bids. We accept his rationale and will order these 
ehanges • 
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Di~ectly ~elated to Gene~al's co~~etitive bid ~~og~am is 
St~ahl's ~ecommeneation that we o~de~ Gene~al to exclude in its "bid 
analysis" all cost !acto~s ~elating to switch com~atability with 
Gene~al's existine cent~alized elect~onic switch admin1st~ation and 
maintenance cente~s, known as PoCMS. ~otb Paci~ic ~ell and 
Continental Tele~hone Company have com~a~able RCMS ~~og~ams, but 
thei~ systems will inte~!ace vith Switches f~om all vendo~s. Having 
set up an RCMS ~~og~aQ compatible with o~y ~~ affiliated 
manu!actu~e~'s switch is, in light of othe~ options, un~easonable in 
St~ahl's view. If St~ahl's contentions a~e co~~ect, they highlight 
the p~oblems posed by a ve~tically 1nteg~ated telecommunications 
company and why we ~equi~ed competitive bidding. To eliminate this 
limiting !acto~ ~d possible ~~!ai~ advantage fo~ AE switches in 
evaluation studies, St~ahl ~ecommends that we o~de~ Gene~al to 
eliminate RCMS compatibility and associated costs such as those 
~elated to t~aining and pa~ts invento~y !~om its studies fo~ the 
cu~~ent host/remote digital level of technology. Gene~al's Mille~ 
testified in ~ebuttal, indicating Strahl is mistaken abo~t the 
capabilities of its RCMS systems. He said General uses two types of 
RCMS, one system manufactu~ed by AE and anothe~ by Weste~n Elect~ic, 
and that while the AE supplied RCMS can easily be made to be 
compatible with switches made by othe= vendo~s (e.g. No~the~n Telecom 
and Strombe~g Ca~lson), the Weste~n Elect=ic system cannot. 
General's point is that given the dive~sity o~ its RCMS syste~s a.~e 

capabilities it c~~ot be said any pa~ticula~ switch vendo~ is 
favored in the economic bid analysis ~eview. Ou~ ~ecord shows that 
the econo~ies of RCMS compatibility as a ¢onside~ation in bid 
analysis is extremely small ($17,125) in ~elation to the ave~aee cost 
of a new Switch, about $6 million. We conclude, given the facts 
presented by Gene~al, that its bid analysis conside~ations related to 
RCMS compatibility and costs do not unduly ~avor any ~a~ticula~ 
switch vendo~, and we will not adopt Strahl's ~ecommendation • 
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St~ahl pOints out that d~~ing the 16-month g~ace pe~iod we 
allowed Gene~al to gea~ up !o~ competitive COSE bidding it proeeeded 
to "firm up o~de~s tor a substantial number of GTD-5 digital sWitcbes 
from AE." These o~ders were placed befo~e the first cutover ot a GTD-
5 switch on Gene~al's system, which was in the Ear~ing central o!!iee 
during J~~e 1982. It turned out that GTD-5 switch had considerable 
problems, which we~e experienced by both General and other purchasers: 

1. It needed field augoentation because the 
original ve~sion did not have the capacity to 
handle the deSignated call volume. 

2. Pu~chasers were apparently misled by AE with 
respect to the GTD-5's efficacy. Featu:es or 
capabilities we~e promised before software 
~eleases we~e ready and available to 
accompany the GTD-5. 

3· While non-GTE companies eithe~ canceled 
cont~acts to pu~chase GTD-5 switches when its 
problems we~e appa~ent o~ pursued collecting 
daoages, Gene~al did neithe~. Gene~al, 
unlike other purchasers, had no liqUidated 
damages p~ovisions in its contracts to apply 
it the~e were delive~y delays or 
malfunctioning. 

4. General's G~D-5 switch at B~~ine was to 
handle 9,000 lines, but at the eventual 
cutover in June 1982p it could handle only 
1,700 lines and required an old step-by-step 
back-up switch. St~ahl thinks it is likely 
othe: GTD-5 installations may also :equire 
back-ups or else there could be massive 
outages. 

In view ot these developments St~ahl thinks we should put General on 
notice that ~~y ~~usual maintenance 0: pl~~t expense associated vith 
Gene:al's G~D-5 switches which purchased p~io~ to the usual "shakeout 
or trial pe:iod n should be disallowed to: :atemaking. Also, he 
recommends that any new GTD-5 switches that had to have a costly 
colocated back-up switch should ultimately be re~lected in an 
adjustment to rate base and maintenance expense, othe=wise ratepayers 
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will bea~ the additional costs caused by Gene~al ~h1ng to use an 
affiliate's p~oduct at any cost be!o~e it was iield-tested and p:oven 
fo~ the intended application. 

As a closely related subject. St~ahl concludes that in 
addition to General's more recent GTD-5 switch orders and those 
attendant problems, General has acted imp~udently in other aspects of 
its switch selection. Its pl~~ers made decisions to buy AE switches 
ove~ the years when the switches did not meet Gene:al's needs and had 
them installed in a~eas where larger switching capability was clea~ly 
required. He determined that Pacific Bell and Continental Telephone 
Company have histo~ically made switch pu~chase decisions only a!te~ 
tho~ough economic needs studies, while Gene:al has not. The added 
costs caused by not undertaking ~~ economic study and having 
colocated or dif!e~ent SWitches installed to meet demand because of 
this lack of pl~~ning shOUld, according to Strahl, be borne by 
stockholders. Ee w~~ts us to put General on notice that we expect it 
to perto~ economic studies in connection with switch selection, and 
to include clauses in its purchase contracts to protect ratepayers 
from added costs caused by COSE that does not turn out to meet 
Gene~alfs specifications. Both are approaches commonly used by other 
telephone utilities. The histo~y o! Gene~al's selection.p~ocess, 
illustrating the need for new p:ocedures, was set out by Strahl 
(Exhibit ;4, Chapte~ ~6): 

"1. In the early 1960s the Eell Syste~ (Western 
Electric) developed an elect~onic switch, the 
No. i-ESS, and put it into service beginning 
in 1965. The switch was (and is) capable of 
handling up to 30,000 lines in an urban 
envi~or~ent (heavy trat!ic loading). AE's 
answer to the i-ESS was a s~~tch called No. 1-
EAX, a machine with :otating drum system 
(rather than solid state) memory, capable of 
handling up to ;0,000 lines in an urban 
enVironment. The No. 1-EAX was put into 
ee~vice in 1972. In 1977, AE developed 
another electronic switeh, the No. 2-EAX. 
The new maehine was rated at 30,000 lines 
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with a No. 2A solid state p~oce$so~, and 
since it was a~chitectu~ally diffe~ent !:om 
the No. 1-EAX, it made the No. 1-EAX 
obsolete. The~e we~e no installations of new 
No. 1-EAX machines in Califo~nia a!te: 1978. 
Economical p~oduction o! new line additions 
fo~ the 1-EAX machines has been 
discontinued. Gene~a1 has 10 locations in 
Cali!o~nia with No. 1-EAX machines; all of 
these locations will now ~equi~e capping (no 
g:owth) with the g~o~~h shifted to ~~othe~ 
collocated machine, 0: will accommodate some 
g~owth it 1-EAX machines in othe~ locations 
a:e cannibalized. In eithe: case, ext~a 
costs will be incu::ed due to cost of removal 
and ~einstallation, cost of inte~machine 
trunks (to enable two collocated machines to 
comm~~icate with each othe~), and the cost of 
~pkeeping a p:oduct which is no longe: in 
p:oduction. 

"2. By the mid-1970s, Weste:n Elect:ic (WE) found 
it necessa~y to :eact to the needs of the 
Bell ope~ating companies for la:ge: 
elect:onic SWitches with mo:e !eatu:es. WE 
elected to p:olong ~~d extend the life of the 
olde~ 1-ESS switches by designing a new 
p~ocesso: which could be ret:ofitted to ~~ 
older 1-ESS machine, the:eby vastly enlarging 
its capacity ~~d features. The new 
contigu:ation (called 1A-ESS) c~~ accommodate 
60,000 lines in an urban envi:onment and can 
p:ovide featu:es such as enhanced 911, BESS, 
:emotes, ~~d even a special digital path fo~ 
customers in need of special data Switching. 
WE intends to provide additional software 
:eleases for the 1A-ESS and keep it updated 
and well-supported fo: at least anothe: 20 
years. The impact of this is that even 
though the:e will be no new 1-ESS 0: 1A-ESS 
machines installed in Califo:nia by Pacific 
Telephone afte: Janua:y 1, 1984, the Pacific 
Telephone ratepayers will not be bu:dened _ 
with obsolete eqUipment. 

"3. The No. 2-EAX with the 2A p~oeesso: of AE was 
originally (1977) ~ated at 30~OOO lines; but, 
as Gene:al found out, the rating was 
dependent upon the demand put on the 
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processor. This me~~s that the machine will 
serve 30~OOO lines in a low-call volume area; 
however~ as the call volume inc:eases, and as 
custom calling and othe~ ~eatures are loaded 
up on the p:oce$so~, the line capacity must 
be reduced or else service problems might 
a:ise. In ~~ urban enviror~ent the No. 2-EAX 
with a 2A p:ocesso: is only :ated fo: 20,000 
lines. AE'$ solution was to introduce a new 
p:ocessor called 2B in 1979 to :esolve some 
of the 2A shortcomings; ~~!ortunately, the 2B 
was also misrated, as it was represented as 
capable of carrying 50,000 lines, where in 
fact it c~~ only handle 30~000 in ~~ u:ban 
enviror~ent. A :etrofit !:om the 2A to the 
2B processo: costs arou.~d $,00,000 per 
location ~~d it extends the capacity of the 
machine by only 50~. 

"4. In the late 1970s, General's ple.!'lners 
specified No. 2-EAX machines for at least 29 
locations throughout Cali~ornia. In 15 of 
those locations, the No. 2-EAX was specified 
even though the projected near load of the 
central office exceeded ;0,000 lines, whieh 
means that obsolescence and capping were 
built into the design. Augmentation will be 
required, and indeed, in the case of quite a 
few offices such as Thousand Oaks, Palm 
Springs, Cucamonga, Rowland, ~~d Upland, GTD-
5 machines are currently being placed to 
augcent the No. 2-EAX ~aehines, with the 
consequence of increased costs due to 
intermachine t~unks, special training, and 
spa~e parts invento~y." 

Strahl's assessment is sound, a.~d his investigation of how other 
utilities assess switch needs and costs shows that General has 
proceeded over the years without the careful cost analysis behind its 
COSE decisions that we expect. St~abl said statf did not have time 
within the confines of this rate p:oceeding to do the detailed 
location-by-location study necessary to p:ecisely quantify excessive 
plant and current costs resulting from General's COSE selection • 
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It is apparent, both in view Qt Strahl's testimQny and that 
Qf Monson (addressing the progress of the COSE conversion program), 
that there is seriQus dQubt about the ~~~deney Qf General's 
expenditures in cQnnectiQn with installing bQth No. 2 EAX a.~d GTD-5 
COSE. Given this evidence we c~~nQt cQnelude that General has met 
its burden Qf ~r¢Of tQ justify the reasonableness Qf test year plant 
expenditures in connectiQn with the COSE cQnversion prQgram. Given 
this evidentiary de!iciency we cannQt adopt General's net test year 
plant costs fQr the COSE cQnversion prograo, totaling $;05 million. 
Our interic solutiQn is tQ allQW General a return on 9~ of 
capitalized test year expenditures, after retirements. The 530, 
million will stay in rate base until further order, but a return will 
nQt be recognized on S30.5 milliQn, which results in a reductiQn in 
intrastate test year revenue requirecent of 56 million. It should be 
noted the net loss tQ General will be about half of that amount as it 
will not pay taxes on that gross r~venue. 

Our staff shQu1d thorQughly investigate this matter and we 
will review it further in cQnnectiQn with General's attrition filing 
for 1986, when we will decide the extent of a.~y permanent ratemaking 
adjustment to rate base. Within six months froc today General shall 
submit the fQllowing information to aid our staff in its 
investigation: 

1. Copies of the cost studies or justification 
that existed prior to General's selecting 
No. 2 EAX COSE. 

2. CQpies of all cost studies or other econQmic 
justificat~on for eolocating new digital COSE 
next tQ No. 2 EAX switches. 

3. Quantification of the full incremental 
capitalized costs caused by colocated COSE, 
broken down by each central office 
location. 

Our final observation on these issues is that ordinarily we 
prefer nQt to impose our j~dgment on details of day-to-day utility 
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management; howeve~, Gene~al's COS~ seleetion p~oeess is an a~ea 
whe~e, given the ei~eumstacces, we have had no ehoiee. We expect ou: 
staff to closely monito~ Gene~al's competitive bidding p~og~am, as 
the evidence in this and the last ~ate p~oceeding shows Gene~al's 
selection p~oeess has been less than adequate to~ some time. Given 
the GTE co~porate f~ily's ve~tical integ~ation the~e a~e obviously 
potential conflicts of inte~ests that will continue. This wa~~ants 
ou~ continued close ove~sight. 

XII. ATTRITION: 1985 AND 1086 ( 

A. Backg:-ou."ld 
Du~ing the last 4-5 yea:s the:-e has been inc:easing 

inte:-est in "att:-ition allowances" fo: utilities to enable revenues 
to be inc~eased du:ing the yea: following the test yea:. The driving 
fOrces leading to va~ious methods of quantifying att~ition were 
inflation and wildly fluctuating inte:est ~ates. The debt cost 
component of utilities' capital struetu~e was relatively volatile • 

• We have almost ~eached the pOint whe:-e att~ition mechanisms, 
rega~dless of the level of inflation, a~e viewed by utilities as a 
right, ~~d we a:-e told the financial eo~unity expeets nothing less 
th~ a dolla~-fo~-dolla~ pass-th~ough of any and all additional costs 
th:ough rates. The d~"lge~ we ~u."l devising and administe:ing 
att~ition mech~"lisms is the potential disincentive for utilities to 
vigo~ously apply management acttcen to hold down ope~atine costs. The 
distinction between having Califo:nians pay utility ~ates based on 
reasonable costs of se~vice as compa:ed to costs-plus is ve~y real. 
Ou: underlying goal in app~oaching the attrition p~oposals of Gene:al 
and staff is to balance anticipated cost increases against the need 
to ensu:e Gene:al has a meaningful incentive to minimize its costs. 

• 

As discussed late: the issue of assumed p~oductivity during 
attrition years is pa~ticu1a:ly c~iticel with telephone utilities. 
They, unlike ene~gy utilities, provide a se~viee that is extremely 
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labo~ intensive, and the continuing ma~ch of technology and 
innovation means the~e a~e efficiencies that can directly reduce 
labo~-~elated ~~d other costs per access line, while resulting in 
better service. If there is to be any er~or in antieipating tutu:e 
productivity it is, we think, more preferable to err on the side ot 
estimating more productivity gain. We prefer to instill management 
with the incentive to maximize effieiency, rather than to adopt 
conservative productivity facto~s which could lessen its incentive. 
B. Two Attrition Years: 1985 ~~d 1986 

Staff's McVicar proposed a comprehensive methodology for 
addressing operational att~ition in both 1985 and 1986. He stressed 
that his proposal in Exhibit 113 was designed with an uppermost 
concern being to as much as possible have a prequanti!ied easy to 
administer approach. Interested parties, he stressed, would probably 
find any methOdology which left a lot of input determinations in 1985-
86 to resolution by staff and General both u.~fair and u.~palatable. 
If many elements are left to staff review and judgment, entailing 
review and reconciliation based on work papers supporting an advice 
letter, McVicar thinks that the attrition filing reviews will evolve 
into ~mini-:ate cases,~ and if it is ~~ ex pa~te process it may not 
be fair. He stresses that the need fo~ two attrition years results 
::vQ staff lacking the resources to process ~ate cases for both 
G~neral and Pacific Bell with 1986 test years. TURN made a 
continuing objection to the :eceipt of eVidence on p~oposals !o~ two 
att~itlon yea~s, pointing out such p:oposals reflect a majo~ policy 
shift not contemplated by our Rate Case Pl~~. However, that Plan is 
not inviolate and can, when good cause is shown, be deViated from 
(See Rule 87). While not disputing this point, the teno~ of 
General's testimony is that it is disg~untled because its NOla are 
conSistently ~slipped~ in defe~ence to PacifiC Bell's. We ag~ee with 
McVica~'s observation that it is highly desirable to have Paeifie 
Bell and General tender NOls with alternate test years. Atter 
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McVica~ testified we issued Resolution ALJ-~5~ on June 6, 1984. It 
changed the NOI tiling schedule to~ majo~ utilities, and set 1987 as 
the next test yea~ to~ Ge~e~al. Thus, we will devise an approach ~or 
two att~ition yea~s. General and staff differ on how attrition 
allowances should be ~~ocessed to~ 1985-86, and on the extent to 
which recent actual data and/or analysis should be used in connection 
with attrition advice lette~ filings (which are normally handled ex 
parte). 
C. Ope~ational Attrition 

Staff's McVicar pro~osed a comprehensive approach for 
calculating the 1985 and 1986 attrition allowances, and General 
essentially reacted with some specific modifications. McVicar'S 
proposal is attached as Appendix A (1; ~ages). One factor 
speci!jcally not encompassed by his proposal is the revenue and 
ex~ense savings effect of local directo~y assistance charging in both 
years; as discussed later under rate deSign, General can phase in the 
adopted charge plan over 1985 • 
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P:oductivity Facto: Fo~ Labo~ 
and Related Ove~head Ex~ense . 

While McVicar proposes to use 5~ fo~ productivity 
increases4 in 1985 ~~d 1986, General's Cecil thinks this element ot 
the att~it1on allowance should be left open for :esolut1on between 
General and staff each year. Cecil's rationale is that over the past 
five years the annual average labor productivity gain bas been 1.1~ 
and McVicar's assumption could be too optimistic. McVicar explained 
tbat a study prepared by General at staff's re~uest showed that 
General :ealized a 6% gain in 198, over 1982, and Cecil ad~itted on 
cross-examination that General's own figures indicate that the 1982 

gain was 7.2%. Central to McVicar's conclusion is that given its 
modernization prog~ams General should start conSistently realizing 
productivity gains from year to year of ~oughly the s~e magnitude 
Pacific Eell realized in recent years. We cannot leave this matter 
open-ended at this pOint, for staff and General to repeatedly 
negotiate over the next two years p because this issue is inherently 
too controversial for ex parte treatment. We conclude McVicar's 
assumption is well reasoned, and we will adopt a 5% factor, exclUSive 
of additional incremental gains from local directory aSSistance 
charging, for use in 1ge5 and 1986. This gives General's management 
a realistic target to achieve and ~~ incentive. 

Revenues and Local Directory 
Assistance Charging 
While McVicar proposes simply using ~~~ual revenue growth 

over the preceding 60 months in connection with the 1985 and 1986 
attrition filings, General thinks there could be too much revenue 
volatility because of: (1) declining local se~ice revenues from 

4 The productivity factor ~elates to labor cost per aceess line, 
after adjusting out the growth in lines and the awarded wage and 

• salary increases. 
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l~azed CPE; (2) division of intraLATA toll revenue uncertainty; and 
(3) outstanding ~uestions on access charge revenue from interLATA 
ca.rriers. General recommends an ann~al reassessment of revenue 
growth. 

General's situation differs from Pacific Bell's in that in 
1985 General will have a new local directory aSSistance charge plan 
in plsce and it still has embedded CPt, which we are encouraeing it 
to sell. These factors, plus the relative uncertainty surrounding 
its ~.ccess charge revenue, mean we must allOW for a current 
consideration of these forces on revenues in 1985 and 1986. The 
fairest and most open way to do this is to hold limited hearings in 
connection with the advice letter attrition filings. We will allow a 

more current view of some revenue factors: 
1. Changes in local service revenues directly 

attributed to CPE, local directory assistance 
charging, Z~! extenSion, and lifeline 
service. 

2. Changes in toll revenue attributable to the 
final intraLATA toll settlements agreement. 

3. Access charge revenue from interLATA 
carriers. 

We will ·also review the means of estimating system growth 
and overall changes in revenues. 

vfuile we will ap,ly expense savings from directory 
assistance charging of at least the amo~~ts quanti~ied in the section 
of this opinion on that subject, we will allow parties to make 
showines on whether there will be incremental traffic expense 
~eductions exceeding that estimated by General; this is because 38 

discussed later, staff haz not reviewed or analyzed General's 
estimated 1985-86 expense savings from local directory assistance 
charging. Also, the advent of end-u~er directory aS$i~tance charges 
for interstate and intrastate long distance calls will undoubtedly 
further repress directory assistance calling and expenses. Our 
adopted approach affords General some flexibility with rQspect to 
revenue uncertainty each year, but in exchange for using more current 
revenue growth data • 
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Ad Valorem Tax 
Rather than use adopted 1984 ratios of assessed valuation 

to the net book val~e of assets, General thinks it is fair to 
incorporate any changed assessment ratios adopted by the State Eoard 
of Eq~alization. Ordinarily this is known each May, and the ratio 
has changed over 1981-8;. Any s~ch change c~~ be easily quantified 
in the attrition filing, so we will adopt General's recommendation. 

Materials, Rents, and 
Services and Rate Ease 
After he~rings concluded in these proceedings we analyzed, 

in the recent Pacific Bell decision, D.84-06-111, staff's proposed 
method of deriving attrition year changes in materials, rents, ~~d 
services, and rate base (among other categories). We are concerned 
abo~t the validity of staff's methodolcgies for these items 
(see D.84-06-111, pp. 55-58). We will be holding hearines this fall 
in connection with the attrition mechanism for Pacific Eell, and we 
think it is logical to simultaneo~sly consider these matters as th~J 
apply to General's 1985 ~~d 1986 attrition filings. Accordingly, we 
will hold joint hearings on attrition for Pacific Bell and General, 
althou&~ the scope of iss~es to consider vary to some extent between 
the two utilities •. 

In these further hearings, parties should not present any 
attrition calculations basee on t~ends using moneta~y data ~~adjusted 
for inflationary factors. While we reco&~ize that industry character
istics may warrant so:ewhat different attrition mechanisms for telephone 
utilities compared to energy ~tilities,' parties sho~ld consider the 
consistency of their attrition proposals for General and Pacific Bell 
with the attrition methodologies w~ ha.ve adopted tor energy ~tilities. 

Depreciation Expense/Res~rve 
General believes McVicar's methodology must allow for 

reflecting any Commission approved depreciation represcription in 
attrition year reven~e requirement. McVicar said he wo~ld not object 
to thie, so lone as the depreCiation changes had been properly 
ratified by this Commission. 

General's Bush also proposed that what he terms ~technical 
~pdates" be reflected in the attrition filings. This would be, trom 
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his view, fine tuning of adopted depreciation elements p adjusted ~¢r 
updated survivor curves, etc. p as resolved between General and 
eta!f. We do not have the etat! resources to undertake comprehensive 
depreciation represcription review in connection with both 1985 ana 
1986. We will allow General to propose only technical updating in 
connection with 1985, and if the technical updating is approved by ~ 
before the October 1 attrition advice letter filing the revenue 
requirement effect on 1985 will be recognized. A represcription 
review may be proposed by General. in 1985 in connection with the 1986 
attrition year. 

Conclusion-Operational Attrition 
We will adopt McVicar's approach in Appendix A with the 

exception of the specific ch~~ges adopted above with respect to: 
(1) revenues; (2) directory aSSistance expense reduction; (3) ad 
valorem taxes; (4) depreciation represcription and updating; 
(5) materials, rents, and services; and (6) rate base. 

FinanCial Attrition 
General's original attrition proposal for 1985, testified 

to by Hascall p did not make any allowance for fin~~cial attrition. 
In reaction to staff's proposal for two attrition years General 
revised its showing and addressed financial attrition. Essentially 
General wants an opportunity to seek an increase in the adopted cost 
of equity if "conditions" change. Also, it w~~ts its authorized rate 
of return to be applied during 1985 and 1986 to be adj~ted to 
reflect any increase in the ratiO of equity in its capital 
structure. Staff's Mowrey testified that if interest rates climb to 
16% tor long-term debt then his projection tor General's refinancing 
of outstanding high cost debt issues may not be realized, whicb could 
erode interest coverage. In brief, he said it debt cost conditions 
drastically change in either direction we should have some process to 
reconsider and possibly revise the adopted eapital structure costs. 
He disagrees that the rate of return sh¢uld automatically be 
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recomputed to reflect ~~y increase in the equity ratio 7 stating that 
while it is true that by holding the rate of return constant in 1985-
80 the resulting return on equity will decrease somewhat as the 
equity ratio and the weighted cost of equity increase, it would be 
offset by less overall risk fro~: (1) having more equity and (2) an 
improved interest coverage ratio. General's O'Rourke responds to 
Mowrey's view of declining risk resulting from a. higher equity ratio: 
"Even if financial risk were to decline to soce lower leve1 7 investor 
perception of our bUSiness risk will be greater in 1985 and 1986 than 
in 1984 and will more than offset ~~y minimal decrease in financial 
risk" (Exhibit 120, p. 9). 

O'Rourke· recommends that we allow General to propose a 
higher return on equity in 1985 or 1986 if any of the following 
occurs: 

1. General does not obtain an "A" rating from 
'both Moody's and S&P 'by Octo'ber 1, 1985; 

2. Regulatory or legislative changes occu: which 
in General's opinion threaten its revenue 
streams as forecasted in this proceeding, and 
therefore signific~~tly increase its 
perceived bUSiness risk; 

3. Expected 1986 "A" bond interest rates as 
forecasted by DRI or UCLA Or Chase 
Econometrics or Wharton, on or after 
October 1, 1985, rise to a level higher than 
200 oasis points below the return on equity 
authorized by the Commission in this case" 
(E~~ibit 120 7 pp. 16-17). 

Discussion - Financial Attrition 
We will not adopt any of the trigger pOint criteria for 

reopening the cost of equity issue. Fi~st, tying a reconSideration 
to rating agency activity as of a date certain is subjeet to too many 
vagaries, and besides it places too much emphasis on ~ating agency 
determinations and thei~ timing. Second, as discussed above, we will 
be reviewing fo~ each attrition year the operational attrition 
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factors which could most materially affect General's "revenue 
streams." Given that review in connection with operational attrition 
we can directly address factors affecting revenues. This mitigates 
any need to reconsider the cost of equity. rinallyp we suspect at 
least one out of the four economic ~orecasting entities will have a 
more dismal debt cost forecast than the others p and besides we are 
adopting today a return on equity to apply over time p irrespective of . 
short-term fluctuations in debt costs or economic conditions. 
Accordingly~ we will not use any forecast in 1985 of economic 
conditions in 1986 as a basis for triggering a reconsideration of the 
cost of capital. 

Our adopted test year capital structure is that estimeted 
at the ~ of 1984, so by its very nature it'is ~~ average capital 
structure over 1984-85. Thus, there is no neee to readjust General's 
rate of return based on any additional equity infUSion expected in 
1985; that has already been recognized in adopting today's authorized 
rate of return. But 1986 is a different matter. While we think 
Mowrey is technically correct that all things being equal a higher 
equity ratio in 1986 me~~s less overall risk, which O'Rourke 
technically concedes, we are not convinced, as O'Rourke points out, 
that debt investors will necessarily view things with the same level 
of sophistication. This is particUlarly true as we are for the first . 
time requiring two attrition years. We are hopeful that General will 
achieve the 47.4~ equity ratiO in 1986 which O'Rourke projects, and 
not adjusting rate of return to reflect such an equity ratiO could be 
a disincentive to General's parent and sole stockholder to infuse 
equity. Thus, we will allow the rate of return to apply in 1986 to 
be adjusted to reflect a maximum equity ratio of 47.4% if General's 
1986 attrition filing is convincing that it will achieve such a 
higher equity ratio in 1986. We set O'Rourke's estimate as a limit 
because we do not want the overall rate of :etu:n automatieally 
driven up because General's parent may decide in 1985 that the best 
ava1lable investment happens to be General • 

- 108 -



• 

• 

• 

A.S3-07-02 et al. ALJ/jt . 

Other than the possible adjust~ent to the 1986 rate of 
return if General's equity ratio rises, we will not reconsider the 
cost of capital or debt in connection with the attrition filings. 
~oday's adopted capital structure costs are consciously adopted with 
an expectation that over time they are reasonable. Our approach to 
financial attrition gives General both soce certainty and incentive, 
and when viewed in co~~ection with the operational attrition 
mech~~ism, we think our overall approach to attrition affords General 
an opportunity to do well. 
E. Rate DeSign tor Spreading Revenue 

Re~uirement Ch~~ges from Attrition 
Filings and/or the !n~low o~ 
Additional Settlement Revenue 

Only General had a recommendation on how to spread 
additional 1985 and 1986 revenue re~uirement. Quaint~~ce testified 
that General w~~ts the option to propose specific rate cha~ges, but 
he is not certain which rates it would propose tor adjustment, 
particularly as he testified before today's decision was issued • 
However, he said the overall priority would probably be to price 
private line service at cost, based on General's cost estimtes, as 
well as service connection charges. After that, General would spread 
any increase on basic access line and local service usage rates. 
Short-haul toll rates could, he thinks, warr~t a reduction depending 
on competitive forces, ~~d he said it is foreseeable General might 
propose such a reduction. We heve difficulty ~~derstanding the 
mechanics of a toll reduction by an advice letter filing, given the 
potential settlement revenue reductions for other utilities that 
would occur by reducing the u.~iform statewide int~aLA~A toll rates. 
General's proposal clearly leaves rate design too open-ended and 
would invite almost with certainty p~otests ~~e the need fo~ 
prot~aeted hearings. Although Quaint~~ce's app~oach is theoretically 
perfect, it lite~ally defeats the purpose of an attrition ~iling, 
where the scope of any hea~ings, if they must be held, should be 
tightly restricted • 
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• vre ShOilld esta.blish now how General' e rates in 1985 and 

• 

• 

1986 will be a,djustee so all parties can pla.n p..ccordingly, and 
questions on rate design d~ not arise either in connection with the 
attrition filings or from a potential inflow o~ settlement revenue 
from the next Pacific Bell rat~ proceeding, which could have a 
decision in late 1985 based on a 1986 test year. Our goal is to have 
a straishtforward approach that is easy to explain, while also fairly 
apportioning revenue reqilirement changes. Any rate increases 
resillting in a cum~lative change in revenue requirement for 1985 
and/or 1986, from that adopted today, which do not exceed S50 million 
shall be made through a uniform surcharge on all intrastate services, 
except message toll, ORTS, WATS, OeMS, ZUM, inter-exchange private 
lines, directory advertising and local calls paid for in coin at pay 
stations. Likewise, any redilctions occurring before the cumulative 
revenue requirement hes increased by S50 million will be made by a 
silrcredit on these rates. When, at any time, the cumulative revenile 
increase exceeds S50 million the total c~ulative surcharge revenue 
requirement shall be respread and the new surcharge applied equally 
on all intrastate exchange services on a bill-and-keep basis. Eill-
and-keep means the surcharge on toll calle will be retained by 

General and not submitted for ~evenue division with other utilities. 
Thereafter, any reduction will be made ~~i!ormly to the uniform 

surcharge on essentially all intrastate eervices. 
F. Attrition Advice Letter Filinp, 

~nd Processin~ Procedure -
General shall file its attrition advice letter filine ~o 

later than October 1 in 1984 a.nd 1985, CO::ll'lete with l'repa.red 
testimony. Simultaneo~sly the filing shall be served on all 
appeara~ces in this proceeding. It shall submit a draft filing to 
the Revenue Requirements Division by September 1. The filed advice 
letter shall clearly show how each results of operations component 
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was de~ived'in compli~~ce with ou: adopted att~it1on mechanism, and 
it shall include billing base data upon which a billing su~cha~ge can 
be compu~ed !o~ the p~ospect1ve yea~. Gene~al's wo~k pape~s 

suppo~ting its att~ition advice lette~s shall be !u~nished to any 

pa~ty requesting the~. The date for the limited hea~ing on the 198, 
att~ition tiling will be announced. 

XI!!. GE1~RALtS SALES PROGR~~S POR EMBEDDED 
CUSTOMER PRE}!!SES EQUIPMENT (CPE) 

A. Back~~ound 

Gene~a1, as discussed extensively earlie~, sells new single 
and multiline CPE on a de~egulated basis. It also ha~ what is te~ed 
embedded CPE which is still ~~de~ ou~ ~egulat1on. Ultimately, this 
embedded CPE will be deregulated, but we are not sure when. ~he FCC 
~eleased a notice of proposed ~ulemaking on Ju.~e 21, 198; (CC Docket 
81-89;) which p~oposed that the embedded CPE of non-Eell companiez be 
deregulated no late~ than the end ot 1987. The FCC has not issued ~~ 
o~de~ on this issue. 

We have al~eady directed a sales program for General's 
embedded single-line CPE.' After finding General was very 
spo~adically selling multiline CPE by negotiation, without a ta~if!, 
we directed it to file a p~oposed multiline sales p~og~am in these 
proceedings. The proposal was filed and, as Exhibit 119, was 

conside~ed in the Ap~il hea~ings. 
It tu:ns out that given the vintage-cix of Gene~al's 

embedded CPE it has an average remaining life for depreciation 
purposes of ;.5 years. This means about tbe tice it is likely to be 
deregulated General will have subst~~tially ~ecove~ed its eapital 
investment th~ough depreciation expense, bo~ne by all ~atepayers. 

5 Resolution T-10651, as modified by D.83-06-090 on June 29, 198; 
• in A.8~-05-12. 
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• :s. Ge!'le:-al 's Sales Plan 

•• 

• 

Gene:-al's sales pl~~ oove:-s the !olloVing catego:-ies of in
place 0:- invento:-ied multili!'le CPE: 

1. Model 17A and 10A2 key systecs and auxilia:-y 
equip~ent (inoluding single-line CPE). 

2. Non-expandable dial PEXs: Leich 40 and 80 
syste::s. 

3. Vintage P3Xs (o~~ual ~~d oo:-dless): AI 320-
SXS, AE 301-SXS, S-C 800 and 400A, and AE GTX 
400. 

4. Telephone answe:-ing se:-vioe co:-dboa~ds. 
5. Speoial asseeblies. 

Newer mo:-e state-of-the-art eleot:-onio P3Xs (GTD-120, Role and 
Poous) a:-e not covered with set p:ices as existing ta:-ift sche~ules 
al:-eady allow custooe:-s ~~th those i~-place systems to make a payo!! 
and :-eceive owne:-ship. 

The p:-oposed sales p:-ices we:e calculated with the 
following oooponents: 

1. The ~~it's dep:-eciated 0:- ave:-age net book 
value (at the end of 1982). 

2. Facto:-s fo~ adoinist:ative and wa::~~ty costs 
(coinciding with the 90-day wa:-:-~~ty te::). 

3. Sales t:-a~saction costs. 
4. A :etu~n on sales applied to iteos sold i:-oo 

invento::-y - a 43% ma:-kup on some i tee,s. 
With these p:ices and its p:-oposed te~s Gene:-al estimates that 
th:-ough 1985 it oay sell 278 in-place key systems and S2 PEX systems. 

Gene:-al will notify all multiline custooe:-s within 90 days 
of the availability of ~ultiline CPE fo: pu:-chaae and the ove:all 
terms. Inte:-ested custoce:s will be contacted by ~ultiline CPE sales 
:-epresentatives and a specific price quote ~ill be developed. 
Quaintance testified that the ~a:-keting fo:-ce making these eontacts 
will be sepa:-ate froQ the employee fo:-ce that sells new 0: 

un:egulated CPE, which potentially competes With embedded CPE. 
Ove:all, the terms and sales p~og:am'e specifics closely parallel 
those approved in 1983 fo:- Pac1~ic Bell's e~?edded cultiline CPt • 
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Staf~'s ~~alysis 

The Comm~~ications Division reviewed General's proposal. 
Its witness, Eetts, recommended we order a sales program tracki~g 
system like that ordered for Pacific Eell in D.83-09-024. Also, 
Betts asked that we order General to provide staff, within 90 days, a 
pricing comparison of embedded key systems and General's comparable 
new or unregulated key systems. He said this comparison would enable 
staff to evaluate whether prices for embedded CPE should be 
periodically lowered to make it competitive. 
D. Discussion 

General's Quaintance acknowledged that given the average 
3·5-year remaining life of all embedded CPE (single and m"altiline), 
which on average enables recovery of the now undepreciated investment 
by about the time this CPE could be deregulated, General now has 
little economic incentive to sell it. Little risk of stranded CPE 
investment faces General. When asked whether the sales prices should 

• 
be recomputed and lowered each year in view of this short remaining 
life, he said they could be if that is the approach this Commission 
prefers. 

General computed initial sales prices ~y USing average net 
book value at the end of 1982. ~hi$ is too high. ~he average net 
book value for 19846 should be used initially as the program will 
start in 1984. Accordingly, we will order General to recalculate the 
net book value components of the sales prices. ~he sales prices of 
the electronic PBXs (G~D-120, Rolm and Focus) shall be determined by 
the same approach adopted for other multiline CPE, with the prices 
tariffed, and customers allowed the informed option of purchasing 
either under the price f'orm?lla in their contract or the tariffed 
sales price, whichever is lower. 

6 Calculated by adding the particular CPE plant eategor~'s average 
end of 1983 regu.lato:-y net book value with the end of 1984 net book 

~ value and dividing by 2. 
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We think it is ~air to order ~he sales p~iee :eealculated 
and refiled in J~~e of 1985 ~~d 1986 based on the ave:age regulato:,r 
net book value of the multiline CPE for each of those years. No 
other price component shall be changed. Fu:ther, we will order 
Gene~al to each year simultaneously recompute the net book value 
component of its single-line CPE on the same basis and aleo ~ile 
lower sales prices for 1984; it shall do this when i~s ~ariffs for 
the multiline sales program a:e to be filed, or 30 days a!~er today. 

We think the 43% ma:kup on key system CPE sold from 
inventory is excessive. General offered no rationale for such a 
mar~p. The eqUipment in inventory has been refurbished, so its 
sales price should be higher by some increment. Given our 
evidentiary record we conclude this markup should be limited to 25%, 
which is the markup applied by General to other inventoried multiline 
CPE. 

While General proposes a one-time lucp sum payment from 
mul~iline CPE purchasers, Quaintance said ~~ installment payment 
option might make purchasing more attractive to customers. We will 
order General to offer ~~ optional installment payment plan on 
purchases over $1 ,000, with a maximu: of six months to pay, at the 
same interest rate we are adopting for General's short-te~ debt (1~ 
pe::- a.~n·Il.m). 

No other points on multiline CPE sales terms o~ p~ices 
requi~e diSCUSSion, and aside ~rom the specific changes to the 
multiline sales program discussed above, it is approved. Gene~alts 

single-line CPE prices shall be ::-evised as discussed above. 
OU~ interim order directed all negotiated sales of 

multiline CPE after Dece~be~ 22, 1983 to be subject to downwa:d ~rice 
revision ~~d custome~ refund depending on the out~ome in this 
decision. Within 60 days after filing tariffs with the 1984 prices 
ordered by this decision General shall make a eompliance filing in 
these proceedings showing the results of its repricing as a~plied to 
the negotiated sales, and demonst~ating that refunds, if due, were 
made • 
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We will o~de~ the sales t~acking data filed as ~eco~mended 
by Betts, but in view of the ~~nual book value p~ice adjustment 
o~dered we do not think it is necessa~y to also orde~ General to !ile 
the p~ice comparison data (on embedded and unregulated key syst~s). 
This is because pe~iodic price ~evisions contemplated by Betts will 
be made automatically-

Quaintance testified that custome~ ~esponse to General's 
sales p~ogram fo~ in-place single line C?E has been ve~y sluggish. 
Ou~ ordering single line CPE repriced based on ave~age 1984 net book 
value, and repriced again in 1985 and 1986, may stimulate sales. 
Roweverp we believe coupled with this a great inducement to 
residential custome~s to purchase would be increased custome~ 
awareness that the in-place CPE can be purchased. This c~~ best be 
accomplished by requiring General to separately itemize on monthly 
reSidential bills the lease charge for the CPE, refe~enced to a sho~t 
notice also on the bill that it is available fo~ pu~chase by a 
th~ough-the-mail t~~~saction. We will allow Gene~al 60 days to sta~t 
this itemization. Coupled with p~ices set on mo~e cu~~ent net book 
value, itemization can only inc~ease interest in the sales program, 
with any additional costs to General being nil. .Finally, many 
customers may be under the impression that a rotary dial set is 
obsolete in that it c~~not now, without a p·~se.converte~p be used to 
access all long d~stance ca~riers; however, with the advent of ~equal 
access~ in 1986 ~otary sets c~~ be used (although General and GTE are 
not bound by the MFJ which settled Bell System divestiture, it is 
unde~taking to provide equal access). Unless customers are apprised 
of this they may elect not to purchase their in-place embedded ~ota~ 
dial sets because they are not fully informed. In view of our 
ordered repricing of embedded single line CPE, and our concern about 
custome~ awa~eness about the use of rotary dial sets to obtain equal 
long distance access in 1986, we will order General to send 
residential custome~s a bill insert notice within 120 days that lists 
the revised sales prices and clearly informs them of dial set equal 
access capability that will come to most areas in 1986 • 
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XIV. GENERAL'S FEMALE/MINORITY BUSINESS E~~ER?RISE 
(F/MEE) PROGRAM ~~ PROPOSALS FOR IMPROVED 
TELEPH01~ SERVICE TO THE RA~~ICAPPED 

A. Gene~al's Fecale/Mino~ity 
Business Ente~p~ise Prograc 

Exhibit A-1 to General's application succa~izes its e!fo~ts 
in the a~ea of af!i~mative action for female/mino~ity business 
ente~p:ise (r/MEE) development. Its ~epo~t ~~s ~equ!:ed by 
D.82-12-101. 

The incremental cost of its program was $'3',50~ in 1982. 
General "establishes ~ough dollar objectives fo~ pu~chases in 
catego~ies in which expe:ience s~ows the~e is a significant 
availability of F/~rnEs." Fo~ illust~ative purposes, General p~ovides 
its 198; goals: 

Unde~gro~~d construction $ ;,000,000 
P~inted forms 150,000 
Office supplies 150,000 
Building construction 800,000 
Janito~ial - landscaping 1,500,000 
Building maintenance 200,000 
Vehicle fleet p~oducts 400,000 
Equipment rehabilitation 400,000 
Outside plant 15,000 
Tools - test equipment 700,000 
Equipment leaSing 2,,00,000 
SWitching related work 450,000 
Miseellaneous 1ooz:000 

Total $10,215,000 
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Following a~e the reco~ded F/MBE expenditure results for 
1978-82, and the estimated 1ge~ expenditu~ez: 

Purchaeins Statistics 

Total Company-wide Acou.~ts Disbursed 
Amounts Dizou:sed to: to P/MBEs fo~ 

Year Goods and Services Goods and Services 
1978 $421,398,000 $ ;,286,120 
1979 529,996,000 5,285,~22 

1980 562,558,000 4,991,;11 
1981 545,962,000 7,838,16; 
1982 612,;45,000 15,927,935 
1983 (est) N/A 10,215,000 

Staff's witness Low sponso~ed Exhibit 55, which concludes 
that while Gene:al has complied with D.82-12-101, a ditte~ent !ormet 
for reporting data would aid in standa~d repo~ting and p~ogreso 
evaluation. General accepts sta!f's recommended reporting format, 
and it will start using it in 1985. However, in D.84-06-101, ou: 
recent deciSion :n the Pacific Bell gene~al rate case, we considered 
the repo~ting format recommended by staff and concluded that greater 
specificity was needed. We required Pacific Eell to repo~ts its 
F/MBE data according to the ethnic classifications used by agencies 
of the State of California ~~d to break out total contract 
expenditures and F/MEE contracts for each category in which $5 
million of business o~ more was done in a prior year. We also 
required Pacific Bell to establish P/MBE goals for 1966 and to file 
semiannual reports as a means of tracking the company's progress. 
Pacific ~ell was di~ected to meet with minority group representatives 
in implementing our deciSion. We would like General to follow a 
similar procedure and will direct it to do so in our order • 
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Proposals for Improved Telephone 
Service to the H~~dicaE~ed 

~en Rockwell and Ann Peterson testified on behalf of the 
Access California Advisory Committee, which is a citizen's adv1so~ 
committee for San Eernardino Co~~ty. They recommended a number of 
telephone services and practices to aid the disabled. Rockwell 
sponsored Exhibit 79, and General prepared Exhibit 106 in response. 
Rockwell requests that we establish: 

1. Free phone service for the disabled. 
2. Expansion of local calling areas. 
3. Specialized yellow page directory assistance 

(to assist the blind locating a particular 
type of business). 

4. Provision of loaner TDDs at local phone marts 
so the customer ca.~ have a TDD while his unit 
is being repaired. 

5. Mobile pay phones in hospitals and rest homes 
(many rest homes in partic'~ar will not pay 
for wiring in $e~i-pub11c pay phone outlets 
to faCilitate a mobile phone). 

6. Direct TDD plug-in capability at pay stations 
to reduce background noise interference. 

7. Better GTE phones, co~parable to Western 
Electric's sets, to give more so~~d 
amplification. 

8. Discounted toll rates for all disabled and 
TDD users, with even greater intraLATA toll 
discounts. 

9. A chOice of TDD colors. 
Proposals for discounted intrastate toll rates for the 

disabled and/or TDD users we:e recently addressed in PaCific Eell's 
rate decision, whe:e similar recommendations were made by other 
parties, which vas the proper forum as unifo:m statewide toll rates 
were set in that proceeding. Likewise, tree 0: reduced price basic 
service was the subject of our OIl 83-11-0" to implement universal 
tele~hone sevice. General indicates options for go-between 
assistance in co~~ection with directory yellow ~age searches for the 
handicapped are under study. We have no jurisdictions over rest 
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homes, and thei~ appa~ent balking at having wi~ing installed to 
facilitate mobile public pay stations is, in OU= view, a matte= !o= 
those who regulate thei~ facilities and ee~v1ee. Single line 
telephone instruments are now available f~om so many sources, an~ we 
think those who tind GTE sets inadequate can select trom another 
vendor; so we will not o=de= Gene~al to ups=ade its inst=uments. We 
will also not order General to stock TDD instr~ent$ in a va:iety of 
colors. The TDD program is subsidized to benetit the handicapped, 
and we think funds can be more usefully used to promote the 
availability of TDDs th~~ to~ expanding instrument eolo=s. 

Rockwell's request tor tree calling between S~~ Bernardino 
and Redlands was analyzed by General. There are no optional 
discounted toll services (e.g. OeMS or ORTS) available now in these 
areas, and General finds the selt-contained nature of the two cities 
makes such optional service inappropriate. The long-r~~ge solution, 
according to General, is a restructu~e of these exchanges in 
connection with implementing tully measured local se=vice, Which it 
will be proposing in the future. We do not have enough evidence to 
support redrawing exchange boundaries in the area or to o~der OCMS or 
ORTS. 

General notes that it is following the results of Pacific 
Bell's trial study of equipping pay stations with jacks so TDDe can 
be directly plugged in. Also, it is considering installing longer 
headset cords and a lower shelf in pay stations so headsets ~ay ~ore 
firmly be connected to TDDs. This could result in less background 
noise. Given the conSideration underway on this matter, we think it 
is prematu:e to issue an order. 

We will requi~e General to keep at least two exchange or 
loaner TDDs at its phone marts and/o= convenience centers so TDD 
users bringing in a TDD tor repai= can leave with a TDD. General's 
practice is to ship a replacement TDD within 1-2 days. Keeping at 
least two TDDs in stock at phone marts is a very small inconvenienee 

- 119 -



• 

• 

• 

A.S3-07-02 et al. ALJ/jt 

to General while it may turn out to be a great convenience for 
hearing-im~aired TDD users, who deserve an opport~ity to use the 
telphone network at all times. 

D. AA~D~I~ 

The adopted increased gross revenue requirement trom this 
proceeding is $154,837,000 ($160,837,000 minus the $6 million COSE 
adjustment). In addition we a~e eliminating $45.9 million in 
surcharge billing revenue connected with General's 198~ attrition 
allow~~ce (the 552.4 million increase in billings is, in this final 
decision, convertee tro: a pre-to-post settlements basis and, 
accordingly becomes $45.9 million). Today's decision will set 
discrete rates and eliminate the present billing surcharges of 21.3% 
on local exchange service and 13f, on intraLATA toll. 

General again raises its request for a s~ecial surcharge 
over the balance of 1984 to retroactively recover any difference in 
test year revenue requirement adopted in today's decision over that 
adopted in our interim D.83-12-067. We clearly explained why 
General's request could not legally be gr~~ted in D.8;-12-067 and we 
denied the req~est. General did not appeel that decision. It now 
offers the same are~ents. This matter has been conclusively 
settled, and we do not appreciate having it raised again. 

We have the latitude to adopt rate changes other than those 
specifically proposed by parties where the evidence supports our 
conclusions, particularly as we have consolidated our overall 
investigation into General's rates with tbese proceedings, 
O!I 83-08-02. 
A. Summary Table ~! Adopted Additional 

Revenue by Source from Adopted Rate Chan~es 
Following is a summary o! the net revenue (a!ter settlement 

'loss) generated by our adopted rate ch~~ges: 
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Generated b Ado~ted Rates 
otlit'ted) 

(Eracketed numbers are negative) 

General's 
Tariff 

Schedule Dezcrintion 

A-1 Basic Exchanp,e Service 

A-2 

A-3 

A-4 

A-5 

A-6 

Resldence 
Business 
Semi-Public Coin 

(tlonthly rate) 

Measured Local Service Units 
Increase from 6¢ to 7¢. 

Touch Calling Service 
Increase charge. 

Reservation of 
Telephone Number 

Increase charge. 

Verification/lnterru~t Servic~ 
Increase charees. 

Increments for 
Special Rate Areas a~d Zones 

Eliminated. 

Datatel Service 
Increase rates. 

Electronic Business 
System Service 

Increase access ~ine rate. 

Mileage Rates - except 
d~dicated facilities and FEX 

E.l.1:inated. 

Services for the nMeic2.-o'Oec. 
Increase charge. 

PBX Service 
Dlrect lnward dialing 
service rate changes. 
Centrex - increase access 
line rate • 
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Dollar 
Increase 

$ 40,.696.8 
16,.639.4 

1,.;8;.5 

6,.989.0 

6,.110.0 

125.2 

408.5 

(242.1) 

;70.0 

;00.4 

(2,019.2) 

12.5 

285.1 

119· 7 

• 

~ Revenue 
Cha.!'lge on 
Eillinp'$ 

26.,'1-
26.3 

51 .1 

16.7 

63.2 

150.2 

219·0 

(100.0) 

10.; 

26.4 

(100.0) 

10.0 

26.0 
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General's 
Tariff 

Schedule 

A-12 

A-13 

A-i 5 a.."l'td 
15a 

A-16 and 
23 

A-17 and 
33 

A-19 

A-21 

A-24 

A-31 

A-34 

A-38 

Descri'Otion 

Farmer Line Service and FEX 
Rates increasea 21%. 

Joint User Service 
Discontinue - move to A-1. 

Su'Oplemental Services (CPE) 
lncrease monthly rates 
and certain non-recurring 
charges. 

Emer~ency Reportin~ Service 
Increase rates. 

Special Billing lhuiber and 
Interexchan~e Receiving 

Increase ro.tes. 

Foreign Exchange Service 
Increase certain rates 
and measured ~it rate .. 

Coin Station Service 
Increase local call to 20¢. 

Telephone Answerin~ Service 
Increase rates. 

Line ExtenSion 
Increase rate to $1.75/foot. 

Push-button or Key-set 
Telephone Service 

Increase certain rate~. 

Billin~ Surchar~e 1rom 1983 
Eliminated. tpost 
settlements ba3is) 

A-41 Service Connection, Move 
and Cha.."l'tge, and Repair 
Visit Char~es 

B-4 and 
3-5 

Increase rates. 

ORTS ocr~s 
ncreases adopted in 

D.84-06-i11 • 
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Dollar 
Increase 

$' 0·3 

109·1 

6,828.1 

17.5 

:;,182.5 

9,546.0 

179.8 

594.8 

2,218.0 

(45,870.2) 

23,174.1 

~ ReVen"ole 
Change on 
Billin~s 

21.0% 

10,.0 

15.0 

10 .. 0 

24.4 

25.2 

72.2 

10.0 

250.0 

10.0 

(100.0) 

59.6 

(Included belOW '~der 
D.84-06-111 settlement 
revenue) 
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• General's 
~a.ri:r! 

Sche'dule 

D-1 

D-3 

B-1 

G-1 thru 
7, and 
G-9,13, 

• 
18,22, 
and 26 

H-1 

'D« R 

• 

Description 

Directory Listing Service 
Increase charges for un
published n~ber and for 
additional listings. 

Directory Assistance Charges 

S ecial Asse~blies (CPE 
ncrease rates as proposed 

but with a 5~ cap ~or 1984, 
with an additional maxi~uc 
increase o! 50% over today's 
existing rate where appli
cable in 1985. Incorporates 
arrange~ents ~ormerly under 
contract into tariffs. 

Returned Check Charge 
Increase rate to $10. 

~otal settlement revenue 
flowing to General from rate 
changes, etc. in D.84-06-'1'. 

Settlement flow from Paci~ic 
to General resulting from 
today's adopted revenue 
requirement. 

Total: 
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Dollar 
Increase 

$ 2,553-9 

~ Revenu.e 
Change in 
:Billings 

84.0% 

(No 1984 revenue effect) 

756.2 

29·0 

(!ncluded below in 
total settlement 
revenue effect) 

610.4 100.0 

77,123.0 N/A 

(400.0) 'N/A 

$154,837 .. 0 
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E. Terminal ~uipment 
Gene~al p~oposes, with some exceptions (e.g. PEXs), 

increasing eustomer premises equipment (ePE) reeurring or monthly 
rates by 6.5~ ~~d nonrecur~ing rates by 13%. This is CPE still unde~ 
reg~ation, called embedded CPE, but which will ultimately be 
de~egulated. These amounts a~e derived not from eost studies, but by 
applying the consumer price index (CPI), and limiting inc~eases to 
mitigate custome~s' switehing to other suppliers, thereby eroding the 
revenue base. 

We eonclude a slightly higher minimum increase tor 
reeurring charges is appropriate, and instead of the 6.5~ General and 
statf propose, we will adopt 10%, whieh is close to General's 
original proposal of a 9% increase. C?E recurring charges have been 
subjeet to an 18.03% su:charge during most of 1983, and a 21.3~ 
surcharge since January 1,1984. Thus, even adopting a 1~'increase 
is a reduetion trom the present sureharged rates. A 10~ increase 
will, we think, be a better balanee between ensu:ing CP! rates 
eontribute their tair share to revenue requirement reeovery, yet not 
priCing them so high that the revenue base is unduly eroded. As the 
minimum recurring eharge inerease was derived by essentially a value 
of service analysis, we have the latitude to adopt a higher inerease, 
particula.rly in view of General's tariffed sales plan for in-place 
CPE (while General has had a tariffed sales plar~ for single-line CPE 
during most of 1983, today's opinion orders a sales plan tor 
multiline CPE). We will adopt General's 13~ increase ~or 
non~ecu:rine charges (e.g. installation, move, and ehanges, etc.) as 
we conelude from Exhibit 44 that it is more cost based than the 
inerease proposed for monthly charges. 

We will address CPE rates below by eategories, and we adopt 
staff's overall recommendation that, for !11 items or serviees where 
increases are based on a percentage, rates and eharges should be 
rounded to the nearest 5¢ and $1, respeetively • 
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Datatel Se~vice (Schedule A-2) 
Datatel service is CPE to facilitate data t~ansmission. 

Gene~al ~roposes a 6.5% recurring and 13% nonrecurring charge 
increase. Sta~f agrees. While we will adopt the 13% nonrecu:ring 
charge increase, we will increase recurring rates by 1~ instead of 
6.5~, as discussed above. These increases will generate revenues of 
5370,000 in the test year. 

Supplemental Services (Schedules A-15 and 15a) 
This category includes single-line telephone instruments 

and ancillary eqUipment best termed as enhancements for single-line 
inst:ume~ts (e.g. answe:ing devices, headsets, louder bells, etc.). 
Staff notes that General proposes increases of 1.7% to 30% for single
line instrucents, and staff thinks the minimum increase sho~d be 
6.5% as proposed for most other CPE. Consistent with ou: overall 
approach to CPE rates we will adopt a 10% minimum increase fo: all 
items in these sched~les, and allow the proposed increases exceeding 
10% where proposed by General. Staff's Betts thinks there will be 
repression in demand for supplemental services CPt caused by the 
proposed rate increases, as does General, but he determines that in 
addition to revenue reduction there will be a 51.7 million saving in 
maintenance expense that is not reflect~d in General's showing. 
General's only response on this pOint, in rebuttal Exhibit 100, is 
that ~cost savings resulting from units removed from service, 
assuming that they exist, do not affect General's proposed rate 
design.~ General misses the point. It did not, in response to 
Betts' testimony, show specifically that the ~epression was accountee 
for in its test year maintenance expense estimates, so we must adjust 
tor the cost savings in calculating the ~~ual revenue effect o~ the 
adopted increases to Schedules A-15 end 15a. The annual revenue 
produced by the adopted inc~eases, with Eetts' adjustment, is 
$6,828,100 • 
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E~e~gency Repo~ting and Call Receiving 
Systems (Schedules A-16 and 23) 
EmergencJ reporting systecs a~e used, !o~ example, for 

roadside service. Call ~eceiving systems a~e used to route and 
dist=ibute incoming calls. We will increase these ~ecurring rates by 
10~, and consistent with other terminal equipment categories, impose 
a 13~ increase on nonrecurring charges. This results in additionsl 
~evenues of 38,400. 

Telephone Answering 
Se~vices (Schedule A-2~) 
This eqUipment is used by telephone ~~swering services and 

the only rates subject to dispute were those proposed by General for 
its cord-type "attendant positions." Aside from this attendant 
pOSition, we will inc~ease all recurring rates in Schedule A-24 by 

10%, and nonrecurring rates by 13%, except for the exceptions General 
lists in Exhibit 59, pages 30-32. The proposed rates listed in those 
exceptions will be adopted since they align prices for this terminal 
eqUipment close: to rates in othe~ schedules for cocparable items and 
services. 

Rates for the cord-board attendant pOSitions have 
conSistently engendered differences. General p~oposes to inc~ease 
the present installation charge of 3665 to $5,310, and the monthly 
charge from $133 to $295. Both the Telephone Answering Se~ices of 
California (TASC) and staff think this increase is excessive, 
pointing out that in the last rate proceeding General estimated 20.5 
hou~s of installation time ~~d no rehabilitation expense for this 
CPE, but it now states 75.5 hours are required ~or installation and 
$2,509 is needed ~or rehabilitation. General states that TASC 
criticized its last cost study because it was pre~ised on 
installation labo~ estimates y whereas its current study is based on 
historical data. Eetts thinks we should only raise monthly rates by 
6.5~ and nonrecurring charges by 13~ because he has reservations 
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about General's cost study, and he is concerned that General may want 
to price this older vintage cPt high to encourage sales of new 
~~regulated CPE alte~n8tives. Under ~resent rates there are 17 unite 
in service and General estimated 12 additional refurbished units now 
in inventory could be installed. However, under General's proposed 
rates, there would be repression among the 17 installed units and no 
"inward movement" of rehabilitated units now in inventory. Over the 
last two years about 89 units have been retired by General. 

The CPE at issue 1s not state of the art and in several 
years it will be deregulated. Answering se~ices that want to keep 
this CPE over the long term should seriously consider buying it from 
General. Even assuming General's latest cost study is reliable, the 
increases proposed would be the death blow to this CPE. In the broad 
view there is very little revenue generated by these remaining cord
board ~ositions, which are in the twilight of their market life, and 

we conclude staff's approach is reasonable. Stat! also makes 
recommendations about re~1ne~ents to General's cost study methodology 
tor its next cost study; while they appear reasonable, we will not 
order them because with deregulation on the horizon, we do not think 
continued efforts at cost studies and further litigation about this 
CPE's ~ates are worth tbe time and cost involved. Answe~ing se~vices 

should, howeve~, realize that when this ePE is de~e~~atee General 
will very likely raise the rates substantially. They should start 
now planning accordingly (these cordboa~ds are available for purchase 
under the sales program discussed elsewbere in this o~1nion). We 
will ado~t a 10% increase on recurring and 13% on nonreeu~~ing 
cha~ges, instead o! the increases General proposes. There is no need 
to address the staff's issue about the level of associated cost 
savings stemming from ~epression at General's much higher p~oposed 
rates because we are adopting staft's rate approach. 

Xhe revenue generated by the adopted inereasee in Schedule 
A-24 rates is $179,800 • 
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Key-set o~ P"~h Eutton Te1e~hones (Schedule A-j4) 
General propose's a new and more unbundled ~ate structure 

tor new key-set installations, keeping the existing structure tor 1n
place systems, and increasing monthly rates under the present 
structure by 6.5% and nonrecurring rates by '3~. Staff believes that 
all customers, new or old, should be subject to the same rate 
structure for the same service. Staf! prefers the new st~~cture. 
However, staff thinks General's cost studies inflate nonrecurring 
charges, which can exacerbate repression. This could cause a loss in 
revenue and lead to more stranded investment Which, ~til this CPE is 
dere~~lated, would be borne by ratepayers. PriCing embedded key-sets 
too high ca."" of course" potentially benefit Ge:'lera1 's unregulated 
marketing of new systems. Staff's proposed Schedule A-34 rates are 
more reasonable and will apply uniformly to all key-set customers, 
except that monthly charges will be increased by 10%. 

Statf estimates ite proposed key-set rates will generate 
55·54 million in new revenue, but due to repreSSion in new demand 
c~JSed by higher rates there will be a decrease in installation 
charge revenue of $;.;2 million, resulting in a $2.22 million net 
revenue increase with our adopted rates. 

Special Service Arran~ements (Schedule E-1) 
These are relatively novel one-of-a-kind installations to 

meet specific customer needs and applications. Some of these rates 
were adjusted in the last rate proceeding, but some were overlooked, 
and others, formerly ~de. contract, have not bee~ adjusted ~or man~ 
years. Those rates adjusted in 1982 would, under General's proposal, 
be adjusted by 6.5~ and the others would be adjusted by applying CPI 
increases from the time they were set or last adj"JSted to tOday. 
Staff thinks the time ~~d expense necessa~ to prepare a cost st~dy 
for the many and various special instal1~tions is prohibitive. It 
agrees with General's CPI cost indexing approach. Many of the 
proposed increases, particularly for special installations formerly 
under contract, result in almost doubling rates • 
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Xhe sudden ~~d significa.~t increases posed by General's 
approach stems from its inattention to many of these rates, and 
although the CPI cost indexing approach may be a reasonable way to 
realign Schedule E-1 rates closer to today's costs y we think in 
fairness, these customers should not bear the sudden and ~robab1y 

unplanned for increases of the potential magnitude General proposes. 
We think a fair approach is to limit all Schedule E-1 rates 

to a maxim~ increas~ of 50% now and to allow another maximum of 50% 
increase over existing rates one year later (or a total increase of 
no more than 100% from existing rates). General shall notify 
affected customers of the pending second step of the increase within 
90 days from today. Also y all of these customers shall be notified 
that they may purchase the in-place CPE from General and told who 
they can contact at General to receive a price. The increased 
monthly rates for Schedule E-1, with the adopted 100~ cap, will 
generate revenue of S713 y 400. The total increase, although spread 
over two years for some installations, will be combined for purposes 
of compiling the test year revenue generated by the new rates; we do 
this because the revenue from the second year increase is very small, 
and because we are having to step these increases because of 

General's past inattentiveness to keeping many of these rates 
relatively current. 

CPE for Private Line, Speaker Microphone, Private 
Line Xeletypewriter, Data Xransmission Cha.~~els, 
Loudspeaker Paging ~~d Intercom Services (Schedules 
G1. G-2 r G-3, G-4 r G-12t a.~d G-18) 
General proposes, as for many other CPE items, a 6.5~ 

increase in recurring charges and 13% for nonrecurring charges, 
except for certain items which should have rates consistent with 
directly comparable items listed in other schedules. Statf agrees. 
General's approach is adopted, except that consistent with other CPE, 
we vill raise recurring charges by 10~. Xhese revised rates will 
generate an estimated $756,200 in 1984 • 
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C. Ret~~ned Check Cha~~e (Schec~le D & R) 
Gene~al now cha~ges S5 fo~ a ~et~rned check and wants to 

raise it to 510, which wo~le g~ne~ate an additional 5610,400 in 
revenue. Staff thinks it should be raised to 57.50 consistent with 
the cha~ge of "certain other independent telephone companies." While 
Gene~al did not show that a $10 charge eq~aled its out-o:-pocket 
costs when ~eceiving a bad check, there is considerable 
administrative time involved in rectifying things and adj~ting 
billing records. The 510 bad check charge will, in addition to 
recovering costs involved, be an incentive to customers to avoid the 
incidence of bad checks, which can, in turn, lower overall bill 
collecting costs. TURN opposes an inc~ease, stating that while it 
"does not support subsidies for 'deadbeats,' proper costs ~or 
serVices o~ght to underlie charges •••• " It notes that Pacific Eell 
only requested an increase from $5.25 to S6. The S10 charge, even if 
it exceeds General's costs, will help defray increases to residually 
priced baSic access line service. We will approve the 510 charge. 
D. Line Extension Charge (Schedule A-21) 

Line extenSion charges apply to individual rural ~~d 
suburban customers beyond exch~~ge base rate areas who req~ire a line 
extension beyond the free footage allowance. Presently General 
charges S50 for the first 100' or any part of the first 100', and 50¢ 
for each additional foot. It proposes to charge $;00 and $; 
respectively, a 500% increase. This would generate $1.4 ~illion of 
new reven~e. 

Staff's witness Betts notes that the p~oposed S3/toot 
charge will recove~ only abo~t 56~ of General's estimated cost~, b~t 
he thinks the 146~ increase in costs Since 1981 claimed by General is 
excessive and way beyond the estimated impact of inflation under 
assumptions used elsewhere by General to update costs. Applying 
General's "implicit price deflator" method Betts finds coats have 
increased by only 26~. Ris alternative is to adopt PaCific Eell's 
present $110/1.10 charge • 
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Pacific Bell's line extension cha~ges have not been 
inc~eased since 1975~ and even then they we~e not set at its full 
cost. We want these one-time eha~ges to tai~ly eontribute to se~v1ee 
extension costs, and we are not convinced Pacific Bell's existing 
cha~ges should necessa~ily be applicable. They are out of date. 
Under these circttmstanees, we believe $175 and $1.75 per ~oot a~e 
reasonable charges. These increases will generate 5594,800 in 1984 
revenue. 

E. Service Connection, Move and Ch~~ e, 
and Re air Cha~ es (Schedule A-41 

General p~oposes significant ine~ease in these eha~ges, 
which apply when residential and business se~vice is orde~ed 
(different cha~ges apply fo~ CPE ~epai~ visits, pickup, and 
prewiring). 

Following are proposed and adopted charges for installation 
of an access line (for non-key-set service): 

Present 

Residence 
Initial SerVice Order $11.00 
Central Offiee Work 11.00 
Premises Visit Charge 
Premises !nterio~ Wiring 

25.00 

per eonnecting point 20 .. 00 

Total 567.00 

:Business 
Initial SerVice Order 525.00 
Central Offiee Work 16.00 
Premises Visit Cha~ge 
Premises Interior Wiring 

:;0 .. 00 

per conneeting point 22.00 

Total $93.00 

Pro.;eosee. 
General Como. Div. 

S 25.00 
25.00 
35.00 

;5 .. 00 

$16.50 
16.50 
:;0.00 

;5·00 

Ado'Ot~d 

$ 20.00 
20 .. 00 
35.00 

;5·00· 

$120.00(79%)* S98.00(46~)· $1'0.00 

S 50.00 
30.00 
35.00 

$ 30.00 
:;0.00 
30.00 

s 30.00 
30.00 
35.00 

25.00 32·00 22.00 
$150.00(61%)* $125.00(34~)* $1:;0.00 

~ inerease over present rates 
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General's proposed charges were developed using the cost ctudy 
procedures ordered by D.93728 in 1982. Staff recommends smaller 
incr~ases ~o hold aggregate increases below 50~ ~or service order and 
central office work. We adopt higher charges than recommended by 
staff to bring the charges closer to cost. Premises visit and inside 
wiring charges should be set at full cost, partic~arly Since most 
existing structures have already been wired for phone service (new 
structures are usually prewired), and customers have the option of 
installing their own inside wiring. The premises visit has become a 
relative luxury in most instances, and probably accommodates a 
preference rather than a neceSSity. However, the impact on new 
residential customers from the initial service order, even without a 
premises visit, concerns us. To mitigate this economiC impact we 
will order General to collect all initial service establishment 
charges for single-line residential service in equal amo~~ts over the 
first three billing periods (this is conceptually consistent with 
Pacific Eell's Schedule 36-T). While, as an alternative, we could 
allow payment over three months at the customer's option with an 
interest charge, we think unifo~ly is better since all new customers 
may not be advised of the option. Further, as this modest extension 
of credit is over such a short period, it is too bothersome to select 
and impose a separate interest charge. 

The initial service order and central office work charges 
shall be the same if service is established at a phone mart. 
However, customers picking up their instruments would, by not 
necessitating a premises visit by General, have a lowe: total charge 
for establishing service: $40 for a residential customer and 560 tor 
the business customer. 

General now charges $10 for a premises visit to repair a 
modularized single-line telephone set that it leases. It wants to 
raise the rate to $40. Staff thinks the rate should be ~5 to cover 
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the cost of a preoises visit. Custome:s who take thei: leased 
inst:uments to a phone ma:t or other eent:al points ean, of cou:se, 
avoid the charge. We will autho:ize a $35 p:emises instrument :e~a1: 
visit. This substantially inc:eased rate will drastically :epress 
requests for premises repair visits, and reduce maintenance expenses 
b1 $1,;65,000. 

Finally, General's Schedule A-41 lists an S8 charge for 
installing each phone, $10 for a modula: conversion, and $12 to move 
each instrument. These charges apply in addition to those !or the 
premises visit and any wiring wo:k. The installation and inst~ent 
move charges, added to other applicable charges, are excessive for 
single-line p:emises activity. For exacple, once the premises visit 
is made, the cost for simply plugging in (or installing) an 
instrument is de minimus. We will retain but not inc:ease the 
modular conversion charge ($5 residence and $6 for business) because 
the incremental cost for modula: conversion in connection with a 
premises visit, fo: which there is a separate cha:ge, is small • 

Other than the :ates discussed above in this section, we 
will approve General's recommended increases. The test yea: :evenue, 
including expense savings from repreSSion, from our revised Schedule 
A-41 rates is S2,,174,000. 
F. Verification/lnte:rupt Cha:ge (Schedule A-1) 

These charges apply when an ope~ator, at a customer's 
request, interrupts a conversation 0: verifies that a line is in 
service. In addition to increasing it from 25¢ to 75¢, General 
p:oposes amending its tariff so these charges would also apply to 
requests from customers at public and se~i-public coin phones. Sta~f 

recommends an increase to 50¢ for both services because that is the 
increase it recommended for PaCific Bell. The cha:ge tor ve:ifying 
that an access line is operative is waived if the operator finds the 
line is out of order • 
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In ou~ recent Pacific Eell aecision we authorized the 
increase for ousy line verification to 50¢, but allowed a $1 charge 
for inter~upt service. We founa inte~rupt service is more costly to 
provide, and a premium service for which those requesting it should 
recognize as being very labor intensive and costly to p~ovide. 
Accordingly, we will autho~ize a $1 char€e for General's interrupt 
service, and 50¢ fo~ verification. Also, we will approve General's 
proposal to make the charges for these services applicable to callers 
from all coin telephones. These revised rates will generate $408,500 
of new revenue. 
G. Directory Listing Service (Schedule D-1) 

A directory listing in a customer's local directory is 
free. Charges apply for additional listings in other directories. 
For an additio~al bUSiness listing, for example, General proposes the 
existing $1 charge be raised to $1.50. Staf~ thinks only a 15% 
increase should apply as these charges are not cost based. TURN 
agrees with staff. The steepest increase General proposes is going 
from 30¢ to $1/month for "nonpublished listing service." Staff would 
increase this charge to 'S¢. Whereas General's increases would 
generate S,., million, staff's would generate $.51 million. 

Additional directory listings fall in the category of a 
nonessential accommodation for customers, and in the spirit of 
priCing nonessential services on a value of service basis to reduce 
pressure on baSic exchange services, we will adopt General's 
additional listing increases. 

Nonpublished service, however, warrants separate 
discussion. Presently about 3~ of residential customers have 
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nonpublished di~ecto~y listings.7 Gene~al's Quaintance said the 
proposed $1/month charge was not cost based, but that 
administratively its e~ployees had to follow diffe:ent proeedu:es in 
processing nonpublished service requests. Be views the service as a 
luxury, and one that should be priced to generate revenue. 
Nonpublished numbe~s also generate calls for directory assistance and 
affect those overall costs. Custo~ers can be listed and avoid the 
charge, yet not list their full name or address. Generally speaking, 
we view "complete" nonlisting, or having an unpublishee nttcber, as a 
relative luxury. The instance where a nonpublished number is 
essential is when the~e has been ~~ unfortunate history of harassing 
calls. While in most instances a nonpublished number may be a luxu:y 
or optional preference, there are u.~doubtedly others where customers 
are nonpublished to minimize chances of haraSSing or obscene ca~ls. 
Some may hold jobs which by thei~ nature make them targets for 
harassing calls, others may have experienced harassing calls and 
still others, particularly those who may live alone, may ga.in some 
sense of security in having a nonpublisbed number. I~ we knew how to 
design criteria and an expedient administrative procedure so those 
who needed a nonpublished number could have it without charge, we 
wO'Jld be inclined to price this service high as a relative luxury tor 
the remaining customers who are nonpublished by preference and/or tor 
convenience. But in the final analysis determining which customers 
need a nonpublished number comes down to a case-by-case ~~alysis and 
subjective judgment. Weighing the above factors, we conclude a 
60¢/month charge is reasonable, but we temper this 100% increase by 
requiring that General allow customers 90 days trom today to convert 
trom a nonpublished number without the usual charge for a record 
change. 

7 A nonpublished number means it is both not published in a 
directory and not listed with directory aSSistance (DA) or 411; in 
contrast, an-"unlisted number~ is not published but is listed With 
DA. While there is an existing charge tor a non~ubli6hed number 
there i~ no charge for an unlisted number. 
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The new ~even~e gene~ated by these increases in 
Sched~le D-1 rates is 52,555,000. 
H. Joint User Service (Sched~le A-1~) 

General proposes to eliminate jOint user service, which is 
a service allowing combined billing for a nttCber of services. This 
is ~~ ~~tiq~ated service according to General, which is costly to 
adQinister. Of the 4,640 c~stomers with jOint user service, about 
50~ are expected to elect re~~ar exchange access line service if 
joint user service is withdrawn p ~es~tine in about 5200,000 of 
additional reve~ue. Eetts agrees that this service should be 
withdrawn because it was instituted many years ago before custo:ers 
could own their own ePEe Also, given the advent of measured local 
business service, the jOint user's mo~thly bill c~~~ot allocate 
charges between stations and segregate which one made what calls. He 
thinks jOint user se~vice c~eates more potential administrative 
problems for both General ~~d its customers tha.~ its worth • 

We will allow this service to be withdrawn, but direct 
General to ~rovide affected customers notice that they C~~ regrade to 
reg~lar acccess line service w1tho~t the otherwise applicable 
charges. This free regrade is fair since it is our action a.~d not 
c~stomers' which prompts the need to regrade their service. 
I. Special Eilling Number and Interexchange 

Receiving Services (Schedules A-17 ~~d 33) 
Staf! !i~ds that General overlooked proposing inc~eases ~or 

these optional services, and staff proposes a 25~ increase for 
Schedule A-17 and 20% for Schedule A-33. Combined these increases 
will generate $17,500. We agree that these rates should be increased 
consistent with most other rate increases-
J. Reservation of Telephone N~ber (Schedule A-1) 

While General proposed increaSing the monthly charge tor 
reserving a phone n~ber from $2 to $5, it proposed the increase only 
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for residential custome~s. Staf! thinks the inc~ease should s~ply to 
business custome~s also. Also~ staff thinks Gene~al u.~airly 
excludes any cost savings ca~ed by repression in calculating revenue 
generation. We will adopt staff's recommendations, resulting in 
S125,2oo in new net revenue. 
x. Charge for To~ch Calling Service 

Touch Calling service is General's corollary to Pacific 
Eell's touch tone. In the last rate proceeding we reduced this 
monthly charge from 51 for business c·~tomers ~~d 75¢ for residential 
customers to a common 65¢. Now General w~~ts to entirely eliminate 
the charge, which 40% of subscribers now pay, resulting in a revenue 
loss of about 57.; million. Betts concludes that while the line 
charge for Touch Calling could eventually be eliminated, we should 
not conSider such a step u.~til existing uncertainty about FCC-imposed 
access charges is resolved. While ~ouch Calling results in some cost 
savings beeause switch holding times while dialing are reduced, it is 
nevertheless in the broader perspective a premi~ nonessential 
service that faCilitates what are termed space-age enhancements for 
basic telephone service. TURN agrees with General's proposal to 
eliminate the charge, calling the existing 65¢ charge "higher basic 
charges ·~~der a deceptive label." 

Pacific Bell's charges for this service are $1.70 tor 
b~siness and $'1.20 for residence lines. It proposed retaining the 
charge, with its witness Evans pointing out in Exhibit 527 (sponsored 
in A.83-01-22 et al. in which General and ~URN were parties), that 
these charges are revenue generators, well in excess of costs, which 
serve two purposes: to support the availability of relatively low
cost basic exchange service for those who do not need or want 
enhancement, and because the charges are a contribution from those 
who w~~t enhanced services to partially defray the capital cost of 
new technology central offiee equipment which facilitates them. We 
disagree with TURN that Touch Calling is an element of "basic 
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service." Rather, it is the optional threshold service needed for a 
host of other optional enhancecents and capabilities. In the present 
climate of the telecommunications ind~tr.y ~~d re~~ato~ ch~ge we 
find Pacific Bell's rationale sound, and we think there should be a 
closer relationship between the To~ch Calling charges of Pacific Bell 
and General (particularly as they serve in a cont1~~ous major 
metropolitan area). There~ore we will adopt a monthly charge of $1 
for residential and $'.20 for business c~tomers with Touch Calling 
service. Achieving full parity with Pacific Bell's charges at this 
time, partic~larly for business rates, could res~lt in a too drastic 
increase that may trigger a movement to convert back to eial 
in3t~~ents. This increase will res~lt in new reven~e o! 56.1 
million. 
L. Centrex and Electronic 

B~siness System Service (BESS) 
(Schedules A-, and A-6) 

General proposed no increase to Centrex ~~d RESS rates 
beca~se it is a declining service, and an increase would accelerate 
migration ~~d strand central office investment. Staff proposes 
increases. For example, each additional station line over the first 
40 wo~ld increase fro~ 57.20 to $11.90. The customer access line 
charge was imposed by the PCC, going from 52 in 1984 on existing 
lines to $4 in 1986. Any additional increase imposed by us on 
Centrex rate components other th~~ the access line rate element wo~d 
be counterproductive from m~~y perspectives, and wo~d not generate 
any meaningful or stable new reven~es. We will only increase the 
access line components of these rates by the same percentage as other 
access line rates for business customers • 
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M. Forei~n Exchan~e Se~vice (Schedule A-19) 
Po~eign Exchange Se~vice (PEX), along with private line 

ee~vices, was included for both restructuring and repricing by 
General. We are not, as discussed in the section or private line 
services, adopting General's restructure. Staff illustrates the 
impact of General's proposal on total monthly charges for an average 
pEX customer who has rEX to a contiguous exchange provided wholly by 
General (Exhibit 96, page 2-28). The business FEX rate would go from 
$32 monthly to $101 and the residential ~ate from $17 to $102, ~~ 
increase in recurring rates of 216~ ~~d 499~ tor business and 
residentia.l custome~s, ~espectively. Staff's Betts concludes the 
magnitudes of General's increases would cause repression that would 
decrease annual revenues by about $20 million, with this loss in 
revenue probably shifting to residually priced basic excha.~ge service 
rates. 

Eetts' alternative is to increase all existing rEX rate 
elements the same proportional amount that basic access lines are 
increased, but with no inc~ease in the mileage rate elements, and ~~ 
increase in the FEX message unit from 9¢ to 10¢. 

General's Quaintance testified that FEX is a physical 
extension of dial tone over dedicated facilities between central 
offices and, as SUCh, allows circumvention of the toll network 
through facilities that are very costly to provide. He thinks FEX is 
highly subsidized and therefore a lur~ry the general body of 
ratepayers can ill afford. While he cites the present FEX rate 
structure as encouraging FEX subscriptions, with 31,461 PEX services 
as of December 1982, staff finds that from mid-1980 to May 1983 
General has lost 30~ of residential FEX services and 5~ of its 
bUSiness services. 

FEX is a toll bypass rate structure that has evolved over 
many years. It results in a "toll discount" for large calling volume 

, . - 139 -



• 

• 

• 

A.83-07-02 et a1. ALJ/jt 

users; however, with the extension of ZUM and ongoing efforts to 
redraw exchange boundaries, we think ?EX is a declining service. 
Drastic increases or restructuring at this time would be necdless17 
disruptive to the thousands of existing FEX customers. 

The following is a listing o~ the present rates applicable 
to intra-eempany FIX services based on the average mileage of two 1/4-
mile increments without usage charges: 

Business (measured rEX) 

Local FEX access 
Mileage (~-mile increments) 

Residential 
Local FEX access 

Increment 
Mileage (*-mile increments) 

$25·00 
7.00 

s 7.75 (re~~ar flat rate 
access line rate) 

2.25 
7.00 

We accept staff's recommendation to not increase the 
mileage rate component, and we will, as it recommends, increase the 
local FEX access component by the same percentage that b·~iness and 
residential access line rates are increased. However, to align 
residential monthly FEX rates closer to those for business ~tomers, 
we will increase the residential increment additive from $2.25 to 
$5.00. The rates for a unit of local rEX usage, where it is 
measured, will be raised by 1¢, as proposed by sta~!, from 9¢ to 10¢. 

Nonrecurring charges for FEX service consist of a $100 
charge for all FEX access lines, pl~ the applicable service 
connection charges in Schedule A-41. We will raise the $100 FEX 
connection charge to $175, which is closer to Pacific Bell's charge. 
Schedule A-41 charges are dis~JSsed above • 
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The revised Schedule A-19 rates will generate aaaitional 
revenue of $3.2 million. 
N. Local Directory Assistance Charge Plan 

Until recently PU Code § 776 prohibited any DA charge plan 
'::hat did not provide 20 free calls monthly;. however, that Section had 
a sunset prOvision and it was repealed e~!ective April 1, 1983 (1978 . 
Statutes, Chapter 1381 p. 4574). Unlike PaCific !ell, General has 
not had a local DA charge prograo. It proposes one to be implemented 
throughout 1985. Its plan closely parallels PaCific Bell's initial 
charge pl~~, but cueto~ers would have a five free ealls a month 
allowance, with a 25¢ charge for each DA call over that. The only 
business service not receiving a five-call allow~~ce would be 
individual centrex lines which would receive one call. Those exempt 
from charges include: 

1. Residential customers with impairments 
limiting their use of directories. 

2. Eusinesses where the proprietor ~~d all 
re~~ar employees have impairments limiting 
directory 'U.Se. 

3. Lines in hospitals for patients' use. 
4. Calls from coin telephones directly to DA. 
Staff's witness Sh~~tz urges 'U.S not to approve a DA eherge 

plan in this proceeding, recommending instead that we direct General 
to file a separate application. His rationale is that General did 
not, with its NOI, submit all the data req~ired by our OII 83-0~-o2. 
On this pOint General responds that the OII was issued after it 
prepared its NOI, and it subsequently supplemented its rate design 
showing by supplying the data Shantz found lacking. Shantz testi~ied 
that he did n~t review General's supplemental showing, Exhibit 60, 
even though it was distributed several m~nths before his rate design 
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report was released. The data Sh~~tz found lacking in General's 
initial subcitts.l fall u.~der the categories of esti~ated revenu~ 
generation ~~d cost savings. Further, Sh~~tz thinks General's DA 
charging progra: sho~d be identical to ?acific Bell's. 

General noticed c~tomers of its DA charge plan, and many 
attending our hearings opposed the idea. Many think DA is now free, 
that a five-call allow~~ce is too small, and they expressed concern 
about the feasibility of getting and storing current directories 
covering their local calling area. TURN also opposes DA cbarging of 
any form. !t thinks those few customers who "abuse" DA by 
extraordinarily large calling vol~es c~~ be identified ~~d charged, 
without adopting a charge plan for all customers. 

General estimates that in 1984 DA cost per accesz line will 
be $1.26, and 85% of DA calls will be from customers to obtain 
n~bers within their area code. Obviously DA is not free, but 
customers are not aware of the cost because it is now rolled into the 
basic access line rate. In 1986, the first full year of DA charging, 
General estimates that under its proposal, the total vol~e of DA 

calls will drop to about 110 million from 1984's estimated vol·~e of 
14; million, resulting in a gross monthly cost of 67¢ per access 
line, compared to today's cost of about $1.26. It estimates at least 
$7.8 million in revenue during 1986 froe the charge plan and an 
operator force reduction of 281. Capitalized cost to install the 
needed measuring eqUipment totals $;.2 million. The average access 
line makes 4.7 calls for local DA each month. 

We conclude that it would be cou.~terproductive to req~ire 

further review of this matter in a separate application. DA charging 
is a signi!ic~~t means o! reducing operating costs and, ultimately, 
minimizing rate increases. It is a iair.me~~s of placing a good 
portion of incremental cost ~or using DA on those who place a great 
demand on the service • 
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With the overall public concern about the rising cost o~ 
basic access line service, a DA charge plan should be welcomed by the 
fully informed average customer. Much of the customers' animosity 
toward DA charging comes, we think, from their misconception that DA 
is now "free." When publicizing the phase-in of its charge plan 
General should clearly point out the now "hidden" but passed on cost 
of local DA per access line, and explain that there will be cost 
savings from charging that accrue to benefit all customers. 
Genera.l's Quaintance testified that 2~ of customers make 80~ of 
local DA calls, and the largest users of DA tend to be business 
customers. This, coupled with the experience of the average access 
line calling for local DA about five times a month, means u.~der 

General's proposed five-call allowance the vast majority of General's 
residential customers will usually not be charged for DA. 

We will adopt the same local DA charge plan recently 
approved for Pacific Eell, which allows a free call monthly allowance 
of five for reSidential and two for business customers_ Customers 
will be allowed to ask for up to three numbers during each DA call. 
Centrex lines will be given a one-call allowance, and General's 
proposed exemptions will be adopted, except we will, consistent with 
Pacific Bell's DA charge conditions, not exempt hospitals, motels, 
and hotels. Also, General's Schedule D-3 shall reflect the impact of 
the current LATA structure. 

Directory availability within local calling areas is 
important to customers as directory use is one significant step 
customers c~~ take to minimize DA calling; another measure they can 
take is to keep a list of repeatedly or periodically called numbers. 
Quaintance testified that it is General's practice to provide 
customers free copies, upon request, of any directories covering 
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their local calling area. 8 This seems to conflict with the 
experience of some c~stomer$ who attended o~r hearings. Also, 
information in General's directories co~ld be easily taken to be in 
conflict with Quaintance's ~der3tandin~: "Directories for other 
cities are available by calling yo~r Eusiness Office and may be 
secured at an additional charge." General's tariffs shall reflect 
the free directory availability policy and the informative paragraph 
in directories sbo~ld be changed so that it is clear additional 
directories covering customers' local calling area are free upon 
req~est, and can be either picked up or mailed. If experience shows 
that General cannot timely provide additional requested local area 
directories we will modify its DA charge plan to provide free 
unlimited DA service to c~stomers who ask for, b~t cannot be 
provided, the local directories. 

There is no test year reven~e effect from the adopted DA 
charge plan, but in 1985 the revenue and expense savings will be at 

• 
least 57.7 million and in 1986 it becomes $16.6 million.9 

The longer term sol~tion for DA access, partic~arly by 
heavy DA ~sers s~ch as some b~sinesses, is direct access to General's 
computerized DA data base. Customers, for example, could have a 
terminal, maybe no larger th~~ a TDD, to gain DA access. This 

8 The local calling area is essentially the ZUM calling area, and 
not the customer's entire area code zone. 

9 We have computed cost savings of 5~.9 and 58.8 million for 1985 
and 1986, respectively by pricing out the ~orce reduction With 
average wages pl'~ a 50~ loading for fringes and overheads. ~hese 
amounts assumed a five free call allowance for all customers, whereas 
we are allowing b~siness c~tomers two, and are low. The incremental 
revenue and expense savings will be reviewed in the att~ition offset 

~tilingS tor 1985 and 1986. 
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approach reduces the operator force involved with DA and is being 
implemented in France (Telecommunications, March 1980, p. 70). A 
similar system could reduce DA costs generally, reduce the chargee 
for necessarily heavy DA users, and provide a market for a new piece 
of CPE. We urge our staif to pursue this concept with General ~~d 
other telephone utilities as it may hold promise as the eventual DA 
solution from many perspectives. 
O. Monthly Subu:-ban Milea.ge and SpeCial 

Rate Area Increments (Schedules A-1 and A-4) 
General assesses monthly ~mileage rates," with a charge for 

each 1/4 mile a customer is beyond the "base rate area" within an 
exchange (Schedule A-4). Presently the charge is $1.50 per 1/4 mile 
ior single-p~rty service ~~d $1 fO:- 2-party service. 10 Both :-ates 
would go to $2 under Gene:al' s proposs.l. A :elated of!shoot of these 
mileage rates are discounted mileage-based or incremental monthly 
charges for deSignated ~$pecia1 rate areas~ (Schedule A-1). These 
are areas beyond the more densely pop~lated base rate area, but where 
a pocket of customers live that makes the vicinity :elatively more 
populated pe: square mile than where only st:aight mileage :ates 
apply. A reSidential custome:, for example, fortunate enough to be 
in a special :ate area between 1-3/4 to 3-1/2 miles beyond the base 
~~te bo~dary now pays an increment of $) per month, whereas the 
customer not in a special rate area, but the same distance from the 
base rate boundary, pays between $9 and $21. The final refinement in 
this program of incremental monthly charges based on population 
density are a series of special rate area "zones," now in 11 
exchanges, which are roughly concentric a:eas su::ounding the base 
rate area line. 

10 Pacific Bell's corresponding mileage :ate inc:ements are only 
65¢ and 35¢, reepectlvely • 
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Staff recommends no increases to these density rates, 
stating that ot the major utilities having variations of these rates 
General's are already the highest, and that the present $1.50 per 1/4 
increment (or $6/mile) is well above General's stated average cost 
for a local loop of $4.72/mile. Also, we note that with the present 
charges tor General's premises visits to repair CPE there is 
repression in demand for such visits ~~d, in ~~ral areas, long 
drives. With the advent of changes such as customer-owned CPE, do-it
yourself inSide wiring maintenance and improved outSide plant 
technology (e.g. lower maintenance subscriber cable and improved 
carrier technology), all occurring since denSity rates were initially 
adopted, there is less ongOing incremental cost associated with 
serving these suburban-rural customers. 

Some of the customers attending our hearing in IndiO raised 
questions about General's mileage rates, including the rationale for 
these rates, how long they must pay them and General's pop~ation 
density review process. Letters from customers, primarily in the 
desert regions, have complained about the economic impact of existing 
mileage rates and General's proposed increases. They point out 
customers may pay $30-40 per month exclusive of any usage or CPE 
charges. The only way customers can avoid these monthly mileage 
increments is to elect tour-party service, which is exempt from 
mileage rates; General, however, is proposing to freeze four-party 
service to existing customers and eventually eliminate it~ 

The population density criteria ~or aeministe~ing this rate 
program and the procedure for determining density (e.g. who does it 
and how) are not in General's tarif!s. The criteria we~e adopted in 
a 1969 decision, which ~eferred to an exhibit in the proceeding. 
General explained the density c~itera as ~ollows: 

"Where an area contiguous to an existing base rate 
area has exceeded a density of 100 establishments 
per squa~e mile, but not exceeding 150 per square 
miles, the utilities may expand the base rate 
area to include such additional ter~itory-
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"Whe~e the density of s~ch conti~~ous a~ea exceeds 
150 establishments pe~ sq~~e mile, the utility 
shall p~omptly p~oceed to include such territory 
within the base ~ate a~ea. 

"In portions of the exchange a~ea ~emote f~om the 
existing base ~ate a~ea, the ~tility may 
establish special ~ate a~eas in those po~tions 
whe~e the density exceeds 100 establishments pe~ 
sq~a~e mile with a minim~ of the establishments 
and shall do so where the density exceeds '50 
establishments pe~ squa~e mile with a minimum of 
150 establishments. 

"Additionally, such ~emote a~eas shall be 
conve~ted to base ~ate a~eas when the density 
the~ein exceeds ;00 establishments pe~ squa~e 
mile. 

"In lieu of the fo~egoing a~rangements the company 
may elect a plan to p~ovide urban se~vices in 
zones throughout the exchan~e." (TR vol. 38, 
pp. 3858-9, emphasis added.) 
The c~iteria leave General a lot of ~oom for discretion. 

Fo~ example, if a squa~e mile adjoining the base rate area has 99 
establishments, mileage rates m·~t apply; if the~e are finally found 
to be 100 to 150 establishments, General may elect to add it to the 
exchange's base ~ate a~ea. Likewise, customers in a squa~e mile not 
contiguous to the base rate a~ea may be included in a special ~ate 
area 1! Gene~al determines there a~e 100 establishments and it elects 
to carve out a special ~ate area to ~eceive lower monthly rates; but 
it does not have to set up a special ~ate area until the~e a~e 150 
establishments. 

General's Quaintance testified that it is General's eoal to 
annually resu~vey pop·~ation density to realign the base rate area 
boundaries and set special rate area boundaries. This is left to 
local exchange m~~agers. One apparent conflict of interest in 
utility initiated and conducted su:veys is that an increase in 
population density can only trigger a reduction in rates and 
revenues. The methods exchange managers use to survey potentially 
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affected a~eas we~e not explained. It was developed f~om stat! 
counsel's cross-examination that General has no tope down review o~ 
imposed sched~e to ensure those surveys are methodically always done 
every year. Staff has comp~ted tor us that present sub~rban mileage 
and special rate area increment rates generate about $2.; mil110n 
annually. Quaintance could not quantify the incremental 
administrative costs assoc1ated with these rates caused by customer 
inquiries, complaints, and resurveys. Population dens1ty rates, he 
concludes, should be retained to not burden urban ratepayers with 
higher costs of service associated with rural areas. This is in 
contrast to Continental Telephone Company, which is proposing in its 
pending A.S3-12-57 to eliminate such monthly rate increments. 

These rate increments are closely akin, in structure and 
underlying rationale, to the density or zone monthly customer charges 
that once applied to electric utility customers. For example, 
Pacific Gas and Electric Company's monthly service rates were higher 
in Ukiah than in San Francisco. In the mid-1970s we eliminated such 
rate zones as a me~~s of reducing customer confusion and also 
because, on balance, the incremental rural-to-urban ~ixed cost of 
service subsidy had become relatively small in relation to the 
overall cost of energy. Our thinking on this issue today, and the 
balance between theoretical ratemaking perfection and pragmatiC 
conSiderations, is essentially the same as in 1969: 

"Rate making 1s never a mathematical application 
of a theoretical principle. In the utility field 
the~e are always customers who are served at less 
than cost, and, if the overall retu:n to the 
utility is reasonable, there are those who are 
served at more than cost. No one has been able 
to devise and apply a practical system of eost 
accounting in this field to car~y o~t the cost of 
service principle literally; and if it were done, 
it would result in such an elaborate and 
complicated schedule of rates that the public 
could not understand it and few could apply it. 
It may be true that any system of rate making 
which ignores the cost of service as a standard 
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invites attack, b~t p~actically. rate making is 
always a comp~omise between what wo~ld be charged 
if certain principles of cost allocation were 
adhered to and the practieal necessity that a 
rate st~uetu~e sho~d be easily understood and 
simply a~plied." (69 CPUC 601-682.) (Emphasis 
addea.) 
We believe the many problems inherent in General's 

administration of these population density based monthly rates, as 
well as periodically trying to accurately ~~~~ify any sub~rban area 
cost of service differential, o~tweigh any benefits from maintaining 
these rates. The revenue requirement shift is small and Gene~al will 
undoubtedly realize some expense savings from not attempting to 
administe~ the program. Aside f~om b~inging needed rate SimpliCity, 
eliminating these rates can only increase the affected public's faith 
that rates are set on an understandable, nonarbit~ary and reasonable 
basis. For example, several c~stomers, in their letters, asked why 
they were "penalized" in r~ral areas throu&~ monthly telephone rates 
based on population criteria b~t not for electric service provided by 
Southern California Edison. O~r deCision to eliminate General's 
mileage and special rate increments in connection with basic local 
exchange access service is specific to this utility and the 
cire·~$tanees presented in this proceeding. 

While we are mindf~l that ?acific Pell has population based 
zone and mileage rate increments, we note that its circumstances 
differ from General's. Compared to General, it serves a less densely 
pop·~ated service ter~itory (with ;00 customers per average square 
mile, compared to General's ;75), and its existing mileage rete 
charges are significantly less than General's. General is by that 
meas~re the most urban of California's local exchange ~tilities, 
which is why the revenue shift from eliminating these monthly rate 
increments is relatively small. Statf suggests attempting in the 
next rate proceeding an extensive revamping of General's rate area 
increments into zone ratesp But we conclude it is preferable to 
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eliminate population density based ~ate increments fo~ this utility 
rather than attempt further refinements; this is because such 
revamping would be several years away, which given the present rate 
levels is too long. Also on balance, with the stagge~ing numbe~ of 
pressing matters in teleco~m'~ications re~~ation, we think the~e are 
and will be far more critical matters for our staf! to study and 
address. ~~r decision today is not intended to be a commentary on 
Pacific Bell's existir.g zone rate increment program, or Continental 
Telephone Company's pending p~oposal to eliminate its monthly 
population density rate increments. 

General will, of cou~se, still study and maintain its 
exchanges' base rate,area boundaries as line extension ~~es and 
charges will still apply to customers initially ordering service in 
suburban areas of exchanges. We do not believe maintaining charges 
tor a one-time customer contribution to extend service, based on a~ea 
population density, is necessarily inconsistent with our decision to 
eliminate the recurring monthly basic exchange service rate 
increments. This is because an order for new service should, in 
connection with the preliminary engineering study, prompt a review of 
whether the custo~e~ wanting initial service is in a base rate area. 
In cont~ast, once custome~s in s~burban areas have !acilities 
installed mileage or special rate area monthly inc~ements now 
continue, potentially fo~ many years, until General conducts a survey 
that finally finds they should cease. The ongoing application of 
these monthly rate increments to present customers, and the attendant 
administrative dilemmas, concerns us much more than the case-by-case 
one-time review of the base rate area bounda~ in connection with 
periodic individual service extension orders. 

Eliminating these rates (only suburban mileage and special 
rate area increments) will result in $2.3 million less revenue. This 
small reven~e shift is put into perspective in view of Quaintance's 
general r~e of thumb that for each $1 million spread on ~esidential 
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access line rates they inerease by about 3¢/conth. The reverr~e shi!t 
etfect on other customers' access line rates is de minimus. 

Our determination on this issue directly affects our 
treatment ot 2-party and suburban area 4-party rates, as discussed in 
the next section. Mileage rates a.~d party line service have evolved 
to the point they are integrally related. 
P. General's Proposal to Withdraw 

or Freeze 4-party Surburba.~ Service 
and to Restrict 2-party Service 

General nOW ot!ers party line business and residential 
service in what are termed suburban areas, or areas within exchanges 
that are beyond the base rate boundary, as discussed in the preceding 
section. The existing services and rates are: 

Los Angeles Metropolitan Extended Area Bxch~~ges: 
Suburban bUSiness (4-party) flat rate 
Suburban residence (4-party) flat rate 

Non-metropolitan Exchanges: 
Suburb~~ business (4-party) flat rate 
Residential single-party tlat rate 
Residential 2-party flat rate 
Residential suburb~~ (4-party) flat rate 

(Note: Suburban service, with up to 4 parties, 
is not subject to monthly mileage rate 
incre::ents or special rate area charges.) 

$14.60 
6.90 

Initially, General proposed to change its offerings as 
follows: (1) customers in base ra~e or special rate areas with any 
party line service would be converted to single line service; 
(2) all suburban or 4-party service would be withdrawn, and 
(3) customers outside the exchange base rate or a special rate area 
could opt for single line or 2-party service, and monthly mileage 
increments would apply to both. By vithdrawing mileage-rate-exempt 4-
party suburban service, the greatest impact on customers now having 
that service would be from the n,ew imposition of mileage rates. (~he 

structure of existing mileage rate increments are discussed above.) 
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• However, in response to ~URN'3 pointing out that General tailed to 
notify these potentially affected customers of the impact of the 
proposed changes (e.g. the impact of mileage rates applying on 
customers taken off 4-party service), General modif1ed its proposal 
so that 4-party service would be frozen to ex1sting customers. 
Several reasons for phasing out suburban serv1ce were given by 
General: (1) The number has declined to ~~ of total services, (2) 
new service offerings such as touch-calling, call-forwarding, and 
call-waiting, etc. are not compatible with party line service, (;) 
much of the new ePE available to customers will not work on party 
lines, anc (4) 62% of 4-party line customers are now on a line by 
themselves. Also, customer connections and ter~nations on party 
lines c~~ot be ~de at the central office, rather they necessitate a 
costly premises viSit, and diagnosing trouble on a party line is much 
more involved and costly. Staff agrees that suburban or 4-party 
service should be withdrawn, but suggests waiting until the next rate 

• 

case where the question could be considered in conjunction with a 
compre~ensive rate banding proposal. 

The rates for 4-party and 2-party residential service are 
now the same in non-metropolitan areas. Undoubtedly, the driving 
reason motivating most customers who have selected suburban 4-party 
service, and who put up with a lesser grade of service fro~ the 
standpoints of convenience and privacy, is to avoid the potentially 
high monthly mileage incre:ents that would othe~ise apply.11 
Having 4-party service is the only means !or customers outside the 
base rate area to avoid monthly mileage or special rate area changes. 

11 For example, at present mileage rates a customer within a 
suburban area, and 5 miles beyond the base rate area boundary, would 
pay $;0 monthly in addition to the monthly single-line access rate, 

~and an additional $20 if he had 2-party service. 
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General o:fered good reasons for phasing out its party line 
service. Historically, in the early days of telephony, party line 
service was a means of extending service into ~~ral areas while 
minimizing the capitalized outside plant investment per customer. 
However, General has reached the point where single line service e~~ 
now be provided throughout most of its nonmetropolitan exchanges, 
with conversions ~~de within six months, while only six exchanges 
would be converted as late as 19S7-88. As noted above, enough cable 
pair capacity exists that most four-party customers are today 
actually on a single line receiving one-party service. In a real 
sense, at least for General, party line service is obsolete. Raving 
decided to eliminate monthly mileage a.~d special rate increments tor 
c~stomers beyond exchanges' base rate areas, the need to keep party 
line service essentially vanishes; 4-party service eXisted, trom the 
custocer's perspective, as a means of having telephone serVice, 
albeit a lesser grade, in exchange for their not having to pay 
monthly mileage rate increments. Likewise, 2-party service enabled 
customers who did not want the inconvenience of 4-party service, but 
who could pay mileage rates, a means of having lower total monthly 
mileage rate increments than if single line service was selected 
(e.g. $1.00/1/4 mile per month for 2-party service versus $1.50 tor 
single party service). We think most 2-yarty customers selected that 
service because ot monthly mileage rate considerations a.~d not 
because the monthly 2-party rate, standing alone, was 85¢/month less 
than single line service • 
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Eliminating the mileage ~~d special rate area increments 
means customers with party line service can begin being regraded to 

single line service without the specter of either being subject to 
mileage rates for the fist time or, in the case ot 2-party customers, 
being subject to higher mileage rates. They can have a better grade 
of service with only a small rate impact. In one sense all customers 
are bearing the cost of existing plant facilities that could be used 
to provide single line service because those facilities are in rate 
base, ~~d by eliminating mileage rates we have removed the economic 
impediment to those who elected party lin~ service which has 
prevented full use of General's cable facilities already in rate 
base. If we start the phase-out of all party line service, with no 
charge to customers for the regrade, the only increase is for 
eXisting 2-party customers who are within base rate areas, and not 
subject to mileage charges, who selected the service to save 
85¢!month. Those who made this selection out of economic necessity 
now have rate relief throu&~ the universal telephone service program. 

General's proposal to freeze 4-party service to only 
existing customers contemplated, of course, keeping mileage rates. 
But that would place us in the u.~tenable posit1on of approving a rate 
structure where "gr~~d!athered" customers would pay either lower or 
no mileage charges, while new ones would pay such charges at the 
single line rate. That would, in short order, lead to new customers' 
animosity and complaints about discriminatory rates. Our similar 
approach for some of Continental ~elephone Company's exchanges, where 
party line service was frozen, led us to ultimately lift the freeze 
(Resolution T-10811, approved March 21, 1984). 

On bala,nce, for the above reasons, we will ord~r the phased 
elimination of all party line service, with no regrade charges to 
atfected customers. We must, ot course, set revised rates ~or both· 
2-and 4-party line service ~hat will apply until customers are 
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regraded. The estimated increased revenue from the upgrading to 
single line service will be $306,000, which partially offsets the 
revenue shift caused by eli~inating mileage and speCial rate area 
increments. We have the latitude to order these rate changes given 
our evidentiary record and the investigation consolidated with these 
proceedings, OIl 83-08-02-
Q. Withdrawal of Toll Station Service in 

The Gaviota and EiVista Exch~~ges 
General filed Advice Letter 4853 in February 1984, which 

re~uested authority to withdraw "toll station" and foreign exchange 
(FEX) service in its Gaviota exchange, and replace it with remote 
exchange rates. Our Com~unications Division tentatively proposed 
approval of General's proposal, but ultimately at our meeting of 
March 21, 1984 the proposed resolution was withdrawn from our agenda 
so the issue could be taken up in the April hearings. General 
resubmitted its proposal by Advice Letter 4862 on March 20, and alao 
proposed comparable treatment !or another exchange, HiVista. In its 
latest proposal General dropped i~s request to also withdraw rrl 
service in Gaviota. 

The nearest large town to Gaviota is Santa Barbara (26 
miles away) and for HiVista it is Lancaster (about 20 miles aw~). 
Ge~eral's Quaintance thou&~t Gaviota area cu3tomers were all invitee 
to an informal comcunity meeting in early 1984 where a presentation 
on General's proposal was made, but he was not certain. Letters were 
sent specifically noticing Gaviota customers of the proposal and our 
April 10 hearing date on March 23, and to RiVista customers on 
March 30. There are 119 customers in HiVista and 53 in Gav1ota. 
While Gaviota was characterized as having primarilY well-to-do 
customers, liVing on Hollister Ranch parcels, less is known about 
RiVista. When Quaintance testified, on April 12, we had received 7 
letters of protest, most from HiVista. These customers complained of 
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the economic hardship General's proposal would cause. Since then 4 
c~stomers in Gaviota have objected, while one who could no longer 
afford optional rEX supports General's proposal because the rates 
would be less th~~ tor FEX. 

While Gaviota is served from ~~ existing central o!!ice 
that can provide local meas~red service, HiVista is not. ~hus, 

General proposes a speCial nonoptional local measured service in 
Gaviota but tlat rate service in EiVista. Following is General's 
rate structures that would replace S7.50/~onth toll stations: 

Gaviota HiVista 
Residential 

Slng.1.e line $ 70.00 $57·50 
Two-party '1r/A 23.00 
Four-party N/A 17.00 

BUSiness 
Single line 100.00 8:;.00 
Semipublic coin 

station 1;8·50 138.50 
U$a~e Char.ges 5¢ tor 1st minute N/A (!lat 

of local call, 2¢ rate) 
each add'l. minute 

The toll station service that would be withdrawn is 
relatively unusual; the only other place General now otters it is in 
San ~abriel Canyon. No existing monthly ~ileage rate increments 
apply; however, each call (even a local exch~ge call) is billed at 
the toll rate (the 8-16 mile rate is the minimum charge per eall, 
regardless' of the call's distance). Although each toll station 
service call has to be manually routed throu~~ an operator, the U$~ 
ftoperator assisted ft premi·~ charge per call is not applied. 
Quaintance testified that toll station service is provided on a party 
line~ with as many as ten custome~s or stations on a line. Obvi~usly 

toll station service is very labor-intensive. General will save ~~ 
estimated $504,000 a-~ually it it c~~ withdraw toll station service 
in connection With its tra!tic department's modernization and 
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consolidation prog~am. If the se~vice is ~etained an additional 
plant investment of $169,000 will be needed fo~ t~unk1ng facilities 
to ~oute these operato~ assisted calls from Gaviota and RiVista to 
the Thousand Oaks traffic office. General q~antified a $504,000 
ann'~l expense savings in connection with withdrawing this toll 
sta~ion service in these exchanges, which res"Jlts f~om not having to 
staff the Thousand Oaks traffic office with ope~ato~s to handle calls 
origina.ting from toll stations. There is no ne'\II' incremental 
switching or central ol'fice investcent needed to serve these a~eas if 
toll station service is withdrawn. General's rationale for the 
relatively high proposed monthly rates is that the ~e=oteness of 
these c~sto=ers res"Jlts in an extraordinary outside plant investment 
per customer; th~ the name for the proposed service: "remote 
exchange service." 

Over the years some c"JStomers in these areas converted from 
toll station to FEX service, but Quaintance testified that the sharp 
increase in the mileage component of the FEX rete struct"J:e in 1982 
has caused m~~y to shift back to toll station service. C~tome:s 

with FEX in Gaviota may pay as m~ch as S400/month to~ service, b~t 
they can save on toll charges and have the convenience of single
party se~vice. Histo~ically, custome~z in most of General's remote 
areas received ~eg~ar exchange se~vice b~t have been s~bject to 
m~leage ratec, "~less they elected 4-party service. Wben asked why 
General did not propose withdrawing toll station service and simply 
replacing it with the usual rate structure, where mileage ~ates would 
apply depending on the grade of service the c~stome~ elected, 
~intance said that approach was conside~ed but rejected beca~e of 
the extreme remoteness of these small "pockets" of c~stomers. He 
stressed ths.t any impact of the proposed rates on the t~uly needy 
wo·~d be mitigated by the Moore Universal Service subsidy . 
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Staff cO'~sel made a statement that etaf! sup~ort$ 
General's proposed withdrawal of toll station se~iee and its 
replacement with special remote exehange rates. Eowever~ beeause 
staff was concerned about the potential rate impact or going from a 
basic monthly charge of $7.50 to $70 in Gaviota~ staff recommended 
that Gaviota customers also have optional 2- or 4-party rates as 
General proposes for those in HiVista. In response ~~intance 
testified that the in-place Santa Barbara central office which wowld 
prov1~e the new oerv1ee~ it toll 8tation 8erviee is W1thdrawn~ cannot 
provide party line service (it is too advanced). 

The following page is from our excha~ge area map, showing 
the location of these exchanges • 
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~URN's b~ief states Gene~al's p~oposed exchange se~vice 
rate increase for those customers taken o~t toll station service 
(667~ in HiVista and 833% in Gaviota) is unacceptable, and that 
"General's assertion that the 5~ subSidy provided by the Moore ~ill 
absolves us of concerns is callous." Given the small number of 
customers affected, ~URN believes General's proposal has only a 
minimal impact on overall revenues and, as such, these a~fected 
"customers deserve to be shielded from more extreme increases." 

We conclude that General's proposal to eliminate toll 
station service in these areas is sound because substantial recA~~ing 
expense savings in excess of 5500,000 annually will acc~ue to the 
benefit of all ratepayers everywhere on its netwo~k. Howeve~, the 
replacement service, special remote exchang.e service rates, will not 
be authorized because: (1) Separate exchange service rates !o~ these 
areas, with ~elatively few customers, creates yet more access line 
rate structure complexity, and goes against our policy that the 
structure of residential basic exchange telephone service should be 
kept as simple, AJr.iform, and comprehensible as possible; (2) We do 
not want to establish yet another category of basic exchange rate 
treatment for geographic areas (see the preceding discussion on 
suburban service and mileage rates.); (3) Any incrementally higher 
cost of serving these customers will be substantially, i~ not 
entirely, offset over ti~e by the S,OO,OOO+ recurring annual expense 
savings resulting from withdrawing the toll station service which has 
historically served these areas; (4) Finite cost of service analysis 
could in theory probably show actual costs to provide local exchange 
service which vary between all exchanges, on General's or any 

telephone utility's system; however, translating such cost ot service 
vari~~ces directly into exchange rates is not in the p~blie interest 
~rom the standpoint of having generally uniform and understandable 
rate structA.1res for residential service • 
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General will be ordered to withdraw toll station service in 
these areas ~~d o~~er the applicable basic exchange rates offered 
elsewhere on its system. The estimated test year revenue impact, not 
netted with recurring annual expense savings from eliminating toll 
station service, is between S50,000 and S70,000.12 The $504,000 
annual traffic department expense savings is presumably reflected in 
our adopted test year traffic expense estimate, which encompasses 
ongoing impacts of modernization and productivity improvements. 
R. Optional ReSidence Telephone Service (ORTS) 

~~d Optional Calling Measured Service (OCMS) 
(Schedules B-4 and 5) 

General states that ORTS ~d OCMS are ~toll substitute 
services," and it proposes a restr~cturing of these rates that would 
result in increases of 165-274~. It would use 100~ of current toll 
rates to calculate the call allow~~ce, and calls exceeding the 
allowance would be billed at 75% of the applicable toll rate. These 
charges would generate, under General's estimate, $24 million in 
revenues. Staff notes that since General and some other utilities 
otter ORTS and OCMS through concurrence in Pacific Bell's tariffs, 
and the level of these rates affect the statewide division of 
intraLATA toll revenue, these rates should be tL~iform1y set in the 
Pacific Bell proceeding, A.8;-01-22 et e1. General agrees with 
staff's observations, but, nevertheless, w~~ts its recommendations 
adopted. TURN thinks both staff ~~d General beg the broader question 
about the need for a "metropolit~~ rate pl~ft that offers, for a 

12 The exact revenue impact has been difficult tor our statt to 
quantify because present revenues based on toll station service 
includes both the monthly charge ane usage charges (which are all 
toll calls); further the amount of overall reven~e reduction depends 
on the level of adopted exchange service rates that replace existing 

• toll station service. 
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premium flat rate charge, wider calling areas. It wants us to order 
Pacific Bell ~~d General to start developing wide area calling 
proposals, and states that in the meantime "!urther erosion of 
existing ORTS/OCMS must be halted." 

The adopted ORTS/OCMS rates in the Pacific Bell proceeding 
shall also apply to General. Similar points have been raised by T~ 
in that tor'~ and, as an industrywide approach is needed to 
restructure these charges or replace them ~~th optional wide area 
calling programs, we will issue any orders for studies in that 
proceeding. 

Based on the charges for ORTS/OCMS adopted in the PaCific 
Bell proceeding, General will realize increased revenue, which is 
rolled into the message toll ~~d ZUM revenue ch~~ges described later. 
S. Farmer line Service (Schedule A-12) 

and Parmer Line rEX (Schedule A-20) 
Farmer line service allows connection of customer-provided 

lines and facilities with General's network. Traditionally, these 
facilities were put in by customers in very ~~ral areas as a me~~s of 
obtaining affordable telephone service, hence, the name farmer line 
was applied. General provides this service in about l' localities, 
and it is not an exp~~ding service. While General proposed no 
increases, staff proposes increases of about 60~ which wo~d generate 
$1,500 in new annual revenue. These customers were not noticed that 
their rates were subject to increase in this proceeding. Still soce 
increase should come as no auprise to them and they have been subject 
to the existing 21.3% surcharge resulting tro6 our interim decision. 
Under these circumstances, we think it is reasonable to simply 
increase Farmer line rates by 21%, which will generate only $;47 in 
new revenue • 
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T. Monthly Direct Inward Dialing Rates 
and Case 82-10-08 (Schedule A-6) 

Case 82-10-08, consolidated with these proceedings, was 
filed by Telephone Answering Services of Ca.lifornia (TASC), alleging 
General's rates for direct inward dialing (DID) service are 
unreasonable. By interim D.83-06-091 we denied a motion to dismiSS 
and clarified what the scope of evidence could be. 

DID service routes the last four digits of a called n~ber 
directly to an end user through one of General's central offices. 
For example, a telephone answering service can be set up to receive 
calls for 100 customers or numbers over "~~swering lineS,"" and 
DID can route the calls for 100 customers between the central office 
and answering service over 10 loop or trunk lines, obViating the need 
for 100 separate loops. This reduction in otherwise needed separate 
loops is an economy tor all concerned. Customers that could use DID 
service, aside from answering services, are radiO common carriers and 
business with l~rge PEXs (pages 24-25 of TASC's opening brief 
succinctly explain how DID service operates and other applications). 

13 An answering line goes from a central office directly to an 
answering service; there is no line to a second location to serve the 
ultimate end user. The other answering service arr~~gement is 
"secretarial line" line service, where a loop goes ~rom the eentral 
office to both the answering service and the customer. Under the 
secretarial line arrangement, for example, if the customer does not 
answer on the fourth ring the answering service c~~ (a phone will 
ring at both locations). 
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The ave~age holding times and 1~equency 01 calls to DID 
num'be~s determine the ratio 01 DID trunks 0:- loops to num'be:-e. The 
longer the hqlding times and mo~e 1:-equent the calls the more trunks 
are needed. The essence of TASC's contention is that p~esent DID 
rates are for numbe~s only, whe~eas it should be segregated 0:

"'U.."l.bundlee." so there is a ni.U:l'be~ charge and a tr"J.nk termination 
charge, which would allow DID customers to pay fo:- only the t~s 
they need and select. ~ASC pOints to unb~dled DID rate str"~ct~es 
in 12 othe~ ju:-isdictions tor Bell System companies, but it tinds 
General has not done a cost study to enable us to u.~bundle the 
p:-esently aggregated rates. As an alte~native to now attempting an 
unbundling, TASC u~ges us to set DID numbe~ :-ates based on a cost 
study General prepared relating to its p:-oviding DID service to radio 
common carrie:-s (RCC). That study, Exhibit 45, found difterent costs 
tor ditte:-ent types of car:-ie:-s, based on ditferent average holding 
times: tone paging RCCs have an average 10-second call holding time 
and a DID n~ber cost of 42¢, tone and voice RCC paging have a 30-
second holding time and a $1.25 cost, and mobile voice RCCs have a 50-
second holding time and a cost of $2.07. ~ASC and General disagree 
on the ave~age holding time of TAS calls. TASC presented Exhibit 89 
showing, from a national study, it is close to 30 seconds; Quaintance 
testified that f~oo his pe~sonal experience ot calling ~eople with 
answe~ing services that he is sometimes put on hold, otten res~lting 
in a holding time of one min~te o~ more. Quaintance was queztioned 
at length abo~t his personal experience conclusion, and he conceded 
Gene~al did not do a stildy. The~e is now only one TAS served 'by 
General that has DID se:-vice • 
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~e~eral's present and proposed monthly rates for tariffed 
DID n·~bers'4 are: 

Quantity 
First 200 numbers 

Present Rates 

Each 100 numbers over 200 

Proyosed Rates 
First 100 numbers 
Each 100 numbers over 100 

Charge 
5330/100 numbers 

57-75/100 numbers 

s~)o 

200/100 n~bers 

TASC has demonstrated that the cost per n~ber of providing DID 
service to a TAS was about $1.25 per month in 1982, ~~d adjusted by 
the 6.5% inflation impact adjustment applied elsewhere by General the 
1984 cost becomes $1.35. This means General's present rate to TAS 
customers for the first 100-200 numbers is too high, but the 57~ 
charge for each additional number is too low. We will adopt a 
$135/month charge for all groups of 100 DID n~bers for TAS 
application. However, General's proposed rates for other 
applications, (e.g. PEls), where there are longer average call 
holding times, are reasonable. We will adopt General's proposals for 
nonrecurring charges relating to DID service; they Were not 
contested. Today's solution to monthly DID nuober rates is interim 
in the sense that ultimately these rates should be unbundled, 
establishing a separate number and tru.~ charge, which would allow 
the customer to order and pay for the ratio of tr~ks to DID numbers 
needed for his particular use. We will direct' General to propose an 
unbundling in the next rate proceeding. 

The test year revenue generated by the revised DID rates is 
$285,OOO~ 

14 ~h1s service is extended to utility RCCs also, as discussed in 
interim D.8~-06-091, but by intercarrier agree~ents and not under the 
tariff rate. 
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U. Dedicated Facility Ch~~~els/?~ivate 
Line Loops; Rates ~~d Q~lity of 
Service; (Sched~les G-1 through 7, 
ane 0-13,18,22, ~~d 26) 

General proposes both increases ~~d a broad restructuring 
of recurring and nonrecurring charges tor these services, which 
include various types of private line loops. These facilities a~e 
used for alarm CirCUits, answering service lines, and !vreign 
exchange se~vice. Its proposals engendered intense opposition from 
the following: Sonitrol Ala~~ Companies ~~d American Protection 
Industries (Sonitrol), Western Eurglar and Fire Alarm Association 
(WEFA), and TASC; staff does not accept G~ne~al's restructuring or 
the u.~derlyine cost st~dy, but recocmends that most of these rate 
components should be increased proportiona.lly with increases tor 
basic access line service, with no increase to applicable mileage 
rates. As ~~ alternative to the comprehensive ~estructuring, our ALJ 
di~ected General to present a repricing which he thought would be 
based on the present rate structure. However, the alternative 
proposal nevertheless contained so:e restructuring; and Since it was 
also premised on the same cost study which was so intensely 
litigated, it satisfied none of the other parties. 

The stated goal of General's ~estructuring is ffto simplify 
the current multit~ee of dedicated facility ch~~el (e.g. private 
line) tariffs by charging the same rate per mile per month for each 
line regardless of use, with additional charges only where 
'conditioning' or 'enhanCing' of the facility ,is required by the 
cU$to~er" (General's opening erief, p. 151). This conceptual pricing 
approach, termed ~a-loop is s-loop,~ vas, as other parties point out, 
rejected in o~r recent D.83-04-012, which established private line 
costing methodologies. General's response is that it did not apply 
our pricing ~~idelines beca~e its NOI was tendered be~ore June 30, 
1983 and, by our order, it did not have to use the new pricing 
approaches. Other parties point out that General actively 
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participated in our private line costing proceeding, ~~d the 
"committee" meetings leading to a consensus, and it sho~d have known 
better than to plunge ahead with such a radically divergent approach 
tor tbis proceeding. 

General selected Quainta.~ce, wbo did not conduct its cost 
study, to sponso~ its res~lts. Because he did not conduct the cost 
study, the reasons tor ~any of the study's ~~derlying assumptions and 
approaches could not be cogently or convincingly explained. In 
summary, and to save extensive discussion, so much doubt has been 
cast on General's cost study that we c~~ot rely on it. Also, while 
some restructuring of these co:plex tari~!s would be deSirable, we 
cannot conclude General's app~oacb would be an i:provement. 

Staf! proposed increasing monthly rates by tbe same 
percentage that basic exchange service rates a~e inc~eased, with the 
exception of no increase tor services billed on a mileege basis; 
while nonrecurring charges would be increased the same percentage as 
service connection charges in Schedule A-41. Under these para:eters, 
based on our adopted baSic exchange and service con.~ection charges 
the increases are 26% tor monthly rates and 59.6~ tor nonrecurring 
charges. Although Sonitrol, WBFA, ~~d TASC would prefer our rolling 
the existing 2'.3~ su~charge into ~resent rates, they ultimately 
contend increases ot over 50% would be excessive. However, no party 
directly took issue with staff's proposee increases, obviously 
because the economic impact would be fa~ less th~~ General's proposed 
rates, so we will adopt them. Foreign exchange service rates, which 
were included in General'e restructuring y are discussed separately in 
this opinion. 

The other alternative we have considered is to direct 
General to adopt the rates for these services which were just 
authorized tor Pacific Bell. PaCific Bell did gene~ally follow o~r 
costing methodology and the ev1dentiar.y record in that proceeding, 
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whe~e all these sace pa~t1es pa~tic1pated, is !a~ bette~ !o~ p~~poees 
ot setting the va~ious components ot these ~ates. We will not do 
that at this junctu~e, although the idea has appeal from tbe 
standpoint ot consistency ~~d as we think General's aggregate costs 
should be about the same. However, it is an app~oach we may take in 
the next proceeding it we a~e again faced witn dilemmas like those 
posed by this evidentiary ~eco~d. 

The~e a~e CPE technologies ma~keted which use ala~m-~adio 
activated automatiC dialing devices to send ~~ ala~ message ove~ 
customers' re~~lar exch~~ge access loops, obviating' the need for 
separate alarm loops. Although routine or daily circuit tests ca.~~ot 
be conducted trom a central pOint to verify that such CPE ala~ 
systems are operative, if ala~ loop rates are priced too high such 
unre~~lated CPE, which is sure to be marketed by telephone utilities 
or their affiliates, could become ve~ attractive alternatives. The 
migration that could result would leave General with stranded ala~ 
loop investment. Likewise, eventual use of cable TV facilities for 
alarm loops could lead to stranded telephone utility loop 
investment. These conSiderations, among othe~s, must be weighed as 
we ~eview these rates in future proceedings. 

Quality of Private Line 
Alarm Service 
In October 1982 we adopted General Order (GO) 152 which set 

standards for private line alarm se~ice. Se~ice indices O~ 

measurements are held orders, met installation commitments, 
installation and service c~stomer trouble reports, and repair 
response. Singh conducted staff's service investigation, a.~d he 
tound overall Gene~al has made steady progress 1mp~oving all indices 
since 1982. He made a spot telephone survey of alarm comp~~1es and 
learned they all find General's repair response time too slow when 
trouble was reported outSide normal business ho~rs. Singh's good 
news was that they all believed General's ~esponse time and 
cooperation has ~improved remarkably." 
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The GO 152 measured aspects of service shows General is 
having problems meeting, or getting above the repo~ting level. and 
into the standard service range indices ~or keeping installation 
commitments and repair response ~ime. Singh concludes General i8 

taking steps that will improve me~ting installation commitments, and 
will presumably get into the standard range where 90% of commitments 
are met. General has p~ogressed to whe~e it is very close to the 
standard range of having only ~ of repair responses take more than 
48 hours, but it is not as close to meeting the sta~dard range of 6 
or fewer response hours on average per trouble report. It has moved 
from almost 30 to 12 hours within 9 months. Singh believes more 
training for General's repair force working on private lines, along 
with improving testing facilities, can further improve repair 
response time. 

Singh wants us to order General to improve employee 
training, assign more trained repairmen to evening and weekend 
shifts, and ~o meet our GO 152 standard service r~~ges by the "end of 
1983." The training and work force allocation issues seem to 
overlap. For example, better training and test facilities may res~t 
in no need for more weekend and evening employees. General has 
regrouped or otherwise taken encouraging steps to dramatically 
lmprove service, and while Singh's diagnosis may be correct, we think 
it is preferable to let General continue to decide how to meet the 
standard range of our service indices. Rather than now order General 
to meet the standard ranges for all indices by a time certain, we put 
General on notice that if it is still conSistently !a~ling below any 
of the standard ranges at the time of its next rate proceeding we 
will then institute a surcredit-penalty program as an incentive. 
That measure will hopefully not be necessary. Our staff should again 
report on private line alarm service in the next rate proceeding. 

One of WBFA's witnesses, Willie, testified that from his 
alarm company's experience in 1983 he concludes General's service 
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~emains poo~ and below GO 152 standa~ds. Accordingly, ~FA ~rges us 
to consiaer Gene~al's service per!or~ance in deciding whether a rate 
increase for alarm service 1s justified. Willie's data is not nearly 
as encouraging as that summarized by staff's Singh. Willie applied 
GO 152 criteria to his company's experience in two exchanges from 
July through December 198;, but he could not recall, for examyle, the 
number of installations orde~ed each month upon which the pereent ot 
~et commitments were calc~ated. Overall, he was not ver,r familiar 
with the survey's details. Th~ we will rely far more on staff's . 
conclusions about the direction service quality is headed. Willie's 
testimony corroborates Singh's on the conclusion that General has 
further to go in improving its service to the alarm industry. 
Hopefully, Willie's experience is relatively isolated. It WBFA wants 
to challenge the adequacy of service in General's next rate 
proceeding it should compile more comprehensive data upon which we 
could rely in drawing conclusions. 
v. General's Experiment with Non-optional 

Local Measured Service in Orange 
County Exchanges 

Gene~al proposes an experiment with non-optional measured 
local service in its R~tington Beach and Westminste~ exchanges, both 
in Orange County. If approved the experiment wo~d start in 1985, 
after General has installed eno~gh central office call meas~ring 
eq~ipment. General calls this usage sensitive service (USS), which 
is structured ve~ simila~ly to toll a~d zone ~sage meas~rement 
(ZUM). It is now time to test the waterp so to speak p and gauge 
public acceptance of USS, according to General, and the only means of 
doing so is a limited non-optional experiment. The exact impact on 
residential bills has not been estimated, but generally heavy ~ses 
may pay more while light or off-peak ~ses will pay less. Staff 
supports the experiment, but recommends some modifications. TURN is 
flatly opposed to USS, calling it part of a "grand plann p along With 
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ZUM, to steadily degrade flat rate service by providing residential 
customers less and less for h1~~er cnarges. Stat! is sharply 
criticized by TURN for accepting and, from ~URN's view, being ~~ 
accomplice to General's "grand plan." Almost all of the customers 
speaking at our public hearings that addressed the USS eonce~t were 
opposed to it. Most indicated they felt unlimited local calling was 
a right, and that measuring and timing these calls would have a 
disastrous chilling effect on vital intra-comm~~ity communication. 

Specifies of General's USS Pro~sal 
General's proposed USS rates are not cost-based. Rather, 

they were designed to give incentives encouraging off-peak local 
calling. Unlike ZUM rates which have three elements (length of call, 
distance, and time-or-occurrence), overall USS ~as fo~r: a "set-~p" 
charge per call, a dUration charge, distance or zone modifiers, and 
time-of-occurrence. ~hese are the proposed terms and charges: 
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~ Monthly Access Rates 
Residence 

~ 

~ 

Basic 
S~burban (1-party only) 

Targeted Lifeline (Moore 
Bill proposal) 

Business 
Basic 
Suburban (1-party only) 

Usage Rates 

$ 7.00 
7.00 + applicable mileage 

rate inc:-ements 
3.50 - $2.00 usage allowance 

14.00 
14.00 + applicable mileage 

:-ate inc:-e:oents 

Set-up and eu:-ation charges for 
ane three distance zones: 

three time pe:-iods 

Period A: Weekdays 
Period B: (Disco~~t = 25%) 

Weekdays 
Period C: (Discou.~t = 50~) 

Weekdays 

8:01 a.m. - 5:00 p.m. 

5:01 p.m. - 11:00 p.m. 

11:01 p.m. - 8:00 a.m. and all 
hou:-s 0:- weekends 
and holidays 

Z01~ 1 (Less Than 8 Miles) 

Tice Period 
A 
:e 
C 

ZO~~ 2 (More 

Time Period 
A 
B 
C 

COl:lpletee Call 
Set-~'O 

SO.o;o 
0 .. 0225 
0.015 

Tha."t 8 B':lt Less 
Cocpleted Call 

Set-up 
$0.060 
0.04; 
0.0;0 

Per Minute or F:-action 
D-.l:"stion 

$0.020 
0.015 
0.010 

Tha."t 12 Miles) 
Per Minute or Fraction 

D-.lration 
$0.040 
O.O~O 
0.020 

ZONE; (More Than 12 But Less Than 16 Miles 

Time Period 
A 
B 
C 

Completed Call 
Set-u'O 
$0.090 

0.075 
0 .. 045 
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Certainly, an alternative to this USS ~ate st~uctu~e wo~d 
be to simply impose ZUN Zone 1 cha:-ges "!or all custome~s in these 
exchanges, which staff suggests. But Gene~al believes any concept~l 
eonsistency advanta.~ges from simply imposing the ZUM Zone 1 st~~cture 

are outweighed by the more preCise usage-cost ca"~ing rate elements 
of USS. 

The experience of USS which Ge~e~al plans to study, throu~~ 
initial pre-USS and follow-up post-USS implementation studies, is 
explained by General (Exhibit 60, pp. 10-11): 

ftln addition to testing the validity of usage 
data, eustomer reaction to USS can be gauged. An 
independent market research f1~ will conduct 
tests to measure customer acceptance of USS in 
the Huntington Beach and Westminster exchanges. 
A questionnaire will be fo~arded to this select 
group of customers to measure the following: 

(1) Custome~ perception of the importance of 
the telephone; 

(2) Expectations of post-converSion USS 
telephone; 

(;) Estimates of local calling patte~ns; 
(4) Estimated repreSSion o~ stimulation from 

the implementation of measured se~vice 
ra.tes; 

(5) Customer evaluation of the fai~ness of 
meas"~red ~ates; 

(6) Customer p~e!erence tor measured vers~s 
flat-rate charges; 

(7) The dollar value the customer wo~d 
assign to measured ve~sus flat-~ate 
service; 

(8) Estimates of usage With respect to other 
hO"llseholds; 

(9) Detailed demographic information 
regarding the areas su~veyed. The 
sample population utilized in this study 
will include, but not be limited to: 
(1) the elderly, (2) low income 
households, and (~) the h~~dicapped • 
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A~~~oximately six months afte~ USS has been 
implemented, a second su~vey will be conducted. 
This second su~vey is extreoely impo~tant since 
past studies have demonstrated that customers may 
tend to overestioate their local usage and 
therefore register a negative bias toward USS 
prior to actual implementation of the service." 
In addition to public awareness programs befo~e USS starts 

in these two exchanges, General proposes "dual billing" in only one 
of the exchanges for two months before USS starts. The dual billing 
may enable customers to adapt more readily to USS; whe~her it does 
would be studied by General. 

Staff's USS Proposal 
Staff's Sh~~tz testified that General's long-r~~ee goal is 

to implement USS throughout its system by 1991, when it is sched"Jled 
to have all electronic central offices that can facilitate one minute 
local call measurement. Staff thinks a USS experiment is desirable, 
and notes that Continental Telephone Company's limited USS program 
demonstrates widespread customer acceptance of USS. But according to 
staff General's proposed USS rate structure should more closely 
parallel ZUM, with comparable off-peak disco"~~ts, othe~ise sta!! 
thinks there could ,be custome~ backlash and bias against USS. Staff 
thinks we should endorse the USS experiment, but with the following 
directives (Exhibit 96, pp. 2-47): 

"1 • 

"2. 

All baSic exchange access lines will be 
offered on a measured basis with no usage 
allowance included in the oonthly basic 
exchange acce,ss line :"ate. 
Usage charges as set forth in Schedule Cal. 
F.U.C No. 6-T of The Pacific Telephone ~~d 
Telegraph Company shall apply to calls 
originating in the trial eXChanges on routes 
of 0 to anc. including 16 miles' (,ZUM rate 
struct"J.re) • 
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"3· The basic exchange access line monthly rates 
applicable ~~der USS shall be established at 
levels which will res~lt in no ch~~ge in 
aggregate c~stomer billing in the trial 
exchanges for usage (local, message toll and 
message toll related) and access lines based 
on the rates for usage (local ~~d message 
toll) and access lines in effect at the time 
of implementation of USS in the trial 
exchanges .. 

"4. No repression 0:" stimillation in ilSage sha.ll 
be :"eflected in the development of the USS 
exchange access line monthly rates .. 

"5· The basic exchange access line monthly rates 
to be applicable ·~der USS shall be developed 
in consilltation with the Commission staft 
based On the pe:"ameters discussed herein and 
shall be filed by advice letter 90 days prior 
to the reqilested effective date of silch 
rates. Silch advice letter shall be silbject 
to authorization by ~he Commission by 
resolution action. 

"6. COincident with the filing of an advice 
letter reqilesting implementation of USS in 
the trial eXChanges, General shall file 
doc~entation which shows the development of 
the basic exchange access line rates to be 
applicable under USS. Silch doc·~entation 
should be developed in consultation with the 
Commission staff, shall be made pUblic, and 
ShOilld be provided to all parties of record 
in A.83-07-02. 

"7. Beginning a minimilm of 90 days prior to the 
implementation of USS~ eaeh c~sto~er in the 
trial exchanges shall receive monthly notice 
of the forthcocig USS implementation. Dual 
Billing should be conSidered as app:"opriate 
cilstome: notice. 

"8. Any request for expansion of USS beyond the 
trial exchanges shall be by formal 
application or as a part of a major rate 
application. The Gen~ral Order No. 96-A 
advice letter process should not be utilized 
as the method for reqilesting exp~~sion of ~SS 
beyond the trial exchanges • 
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"9. General shall collect, analyze, and report to 
the Com:ission on a semiann~al basis all 
pertinent data gained ~rom act~l experience 
with the USS pl~~ in the trial exchanges. 
The ~ormat and specific items to be set forth 
in the semlann~al reports shall be developed 
in cons~ltation with the Commission sta~f. 
Semi~~~ual reports shall be ~iled for period 
ending J~e 30 and December 31 of each year. 
Such reports shall be filed within sixty ~ays 
after the end o~ each period." 

TURN's Position 
TURN's witness, Richardson, thinks the proposed USS 

experiment is premature and would ~fairly subject customers to a 
~~inea pig trial. As General has not based USS on actual marginal 
costs of local calling, hOW, TURN asks, c~~ we proceed with a USS 
trial and redistribute the reven~e burden among local exchange 
c~stomers? Richardson's Exhibit 107 lists a nucber of costing 
studies that should be undertaken in conjunction with demographic 
impact ~~alysis before USS is seriously considered. Witho~t such 
data he thinks we risk taking ~~ ill in!ormed and grave step, all to 
the detriment of affected customers. 

Discussion 
We will not authorize the proposed experiment with non

~~~rational or mandatory local measured service. This is not bec~~e 
w~ do not think it wo~d be usef~ to study different approaches to 
residential measured service, but because we think there are other 
and more preferable ways to analyze the probable impact on 
customers. For example, General may analyze customer billings, once 
it has the central office eqUipment installed in these exchanges, ~~d 
compare billings ·~der existing rates to what they would be under 
either USS or some other measured service rate structure. While such 
studies will not show how customers actually adapt under USS, or how 
they change calling habits, they would show the initial impact 
assuming no change, which in itself could be very useful 
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information. We believe the mandatory aspect of General's 
experiment r when weighed against the probable customer confusion and 

ill will, is undesirable. 
Another consideration in our ref~al to authorize an 

experiment leading potentially to an extension of mandato~ 
residential meas~red service is the lack of any clear cost 
justification. Por exacple r the need tor USS as a means of shifting 
local calling off peak, and mitigating marginal local exchange costs, 
has substantially. lessened in recent years. New technology digital 
central offices are "non-blocking" compared to older tecbnologies; 
that is, whe:-ea.s olo.er switches woilld start blocking when 8-1 ~ of 
the lines were in use, digital switches can internally handle 100~. 
The subsc:-iber's local loop must be installed in any event, but 
reo.ucing the growth in local on-peak traffic could minimize 
intercentral office t~~ing requirements where more tban one central 
office serves a local exchange. 

USS is not a means of matching actual local call cost 
recovery with time-o!-occurrence. General has r as TURN's Richardson 
points out, no cost studies on the marginal costs of an on-peak local 
call vis-a.-vis an off-peak call. Rather, it is a pricing approach 
which charges c·~tomers for local calls very similarly to the 
traditional toll sched~le, which is a pricing approach many ~stome~s 
have accepted. Whether USS o~ any meas~red service is simply a 
revenue generating device as alleged by TURN, or a tair means of 
charging customers based on their individual usage v¢l·~e as claimed 
by General, may ultimately boil down to point of view. However, 
u.~til we are presented with clear cost justification for mandatory 
local meas~red service r we believe it is preferable for meas-Jred 
service to continue to be ~~ option to tlet rate service. As long as 
local measured service is option customers c~~ ·~timately, through 
their election, decide whieh service is the most tair given their 
needs • 
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We will order General to study the probable impact of USS 
in the two exchanges, through billing comparison analyses. In 
particular, we think some analysis of different types of UZS rate 
structures would be very useful, and we will order General to st~dy 
the following USS rate structures: (1) call measurement and timing 
24 hours a oay, (2) measurement and timing during the peak and semi
peak period, and (3) measurement and timing only durine the peak 
period. We want the hybrid combined me~s~red and flat rate studied 
because having ~~easured and untimed calling periods for customers 
may mitigate the impact of USS on those involved with local community 
volunteer organizations, "neighborhood watch" programs and the 
elderly or shut-ins ~ho depend so heavily on the telephone network. 
These were the groups and individuals which spoke so strongly aga.1nst 
USS at our public hearings. Their common theme was that there must 
be unmeasured and untimed local calling. Allowing unmeasured local 
calls in off-peak periods may strike a fair balance, and allow 
residential customers a reasonable opportunity to substantially avoid 
local timing under USS if they mostly call durine off-peak periods. 
The potential impacts of the three USS rate structures which are to 
be analyzed must i~clude. 

1. The rate imps.ct on residential customers 
broken down by lOW, moderate, and upper 
income, as well as by age and size of 
household. 

2. How USS could be structured to provide low 
and moderate income families with effective 
options for reducing their telephone costs 
consistent with their usage needs, (e.g. 
periods when usage is at no extra charge). 

General should work closely with our staff in devising both the 
hypothetical USS rate structures and the billing study methodology. 
The study results shall be submitted by the end of 1986. 
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w .. Coin Telephone-Local Coin Ch8~ge 
(Schedules A-1 and A-21) 

Gene~al wants to ~aise the local coin telephone call from 
10¢ to 25¢, which would come ~a~ close~ to cove~1ng costs. ~he 

revenue inc~ease, combining semi-~ublic ~~d ~ublic COin stations, 
will be $8.6 million.. Sta!f thinks the 10¢ cha~ge $ho·~d be raised, 
but set consistent with whateve~ change 1s adopted fo~ Pacific Bell. 
TURN opposes the inc~ease, pointing out it is ~~ essential se~ice 
fo~ reporting emergencies and the low income population that cannot . 
affo~d monthly phone service. The coin ~ate increase drew a mixed 
~eaction from custome~s attending our hea~ings. General is modifying 
coin phones so that the operato~ and 911 (emergency reporting) c~~ be 
~eached without a coin. To avoid needless customer confusion the 
local COin ~ate should. be '~~ifo~, so we accept sta~f's 
recommendation that General's rate be set the same as Pac1fic Bell's, 
which is 20¢ or, for convenience, one quarter. The new revenue 
generated will be $9.5 million • 
X. Monthly Semi-Public Coin 

Telephone Rates (Schedul~ A-1 ) 
General proposes increasing monthly semi-public COin 

telephone rates from $17.50 to $45.45, or about 150%. It unbundles 
the now combined monthly rate into an access line element and an 
inst~~ent charge, concluding that the monthly inst~~ent charge 
component sho~d be $30. There a~e about 12,500 semi-publiC 
stations. Staff notes that the 6% repression in these stations that 
General estimates would result f~om a 150~ monthly ~ate increase 1s 
not reflected as an ~~ua1 expense savings, which staff quantifies a 
$650,000. But more impo~tantly, staff thinks General's coin station 
cost study that derived the proposed $45.45 monthly rate is flawed. 
General did not consider coin station revenue from toll calls while 
assign1ng all costs to local coin service. ?~rther, certainly some 
o~ the expense to these stations and lines sho~d be ass~gned to 
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interstate in the course of costing the service. All coin stations 
requi~e more ongoing labor intensive attention and mainten~~ce tha~ 
other local exchange services, b~t General's coin station cost study 
in Exhibit 60 does not clearly recognize that semi-public stations 
require less maintenance than public stations beca~e they are 
usually enclosed within a b~iness' premises. ~hey are subject to 
less v~~dalism, which reduces a n~ber of expenses relating to these 
stations compared to public coin stations. The relationship ot semi
p~blic station costs to those of p~blic stations wa~ not fully 
explained by General. 

Staff recommends that we increase monthly rates for semi
public station by the same percentage as other exchange access line 
rates, b~t that ass·~es the existing ditference between the b~iness 
measured access line rate and the sec i-public coin station rate ot 
about $10 fairly retlects the added costs of providing semi-public 
coin station service. We are not fully convinced it does. As a 
means of ens~ring this labor intensive service is not ·~duly 
subsidized, and priced closer to the cost ot providing it, we will 
increase the $emi-p~~lic coin station rate by 20% more than the 
increase imposed on the bUSiness meas~red service local exchange 
rate. This will res~lt in a rate of $27.70 pe~ month, which 
generates $1.6 million of additional revenue. 
Y. Local Meas~red Rate Service

Units o~ Use (Schedule A-1) 
Presently, General has mandatory local measured service for 

business customers within Los Angeles extended area metropolitan 
exchanges, and optional reSidential measured service in these areas. 
These measured local services are assessee units or usage rates on 
local calls in increments of 5 minutes. The charge is now $.06 per 
unit or a fraction. General and staff both propose raiSing this to 
$.07, which we will approve • 
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Z. Extention of ZUM Zone 1 Capability 
Gene~al's Bove~i sp¢nso~ed Exhibit 47, which addressed the 

cost of installing cent~al office equip~ent to sta~t full scale ZUM 
Zone 1 meas~rement in the extendea Los A.~geles area and Los Gatos 
during 1986. ZUM tieing differs fro~ General's existing local 
measured service in that ZUM tices calls in one-minute increments and 
provides off-peak p~ice disco~~ts. ~his report vas required by 

D.82-06-054. While General has ZUM Zone 2 ~~d ~ capability, Zone 1 

timing capability (0-8 miles) does not now exist in. these areas. 
Boveri testified that it is logical and certainly most economical to 
extend Zm1 Zone 1 implementation in connection vith General'S ongoing 
phased prog~am of conve~ting central offices to digital switches, 
which will be completed in 1991. Staff agrees. It wOM~d be too 
costly and wasteful to modify existing older switches for this timing 
capability when they will ultimately be replaced anyway with switches 
that c~~ meas~~e local ZUM Zone 1 calls in one-cinute increments. 
AA. Zone Usage Measu~ement (ZUM) Rates 

and the ExtenSion of ZUM in Connection 
With Exchan~e Bo·~dary Realignment 

General ~~d some other utilities join in Pacitic Bell's Zm! 
tariff, both because ZUM rate uniformity is deSirable to aid 
customers' 'Understanding and to compensa.te for etfects on 
interuti11ty settlement revenue. These rates were recently adjusted 
in the Pacific Bell proceeding, A.83-01-22. Likewise, exchange 
"reappo~tionment" affecting General's customers was addressed in that 
proceeding, as General's proposed changes ~~d the effects on overall 
ZUM reviews was part of an "industry proposal" made by several 
utilities. The following General excba.~ges were split into 2 to 4 
new exchanges: Covina, Downey, Ontario, Pomona, and Whittier. This 
splitting or reapportionment was due to pop~lation growth and 
evolving changes in customers' "c~mm~~1t1es ot interest." The 
incremental costs associated with General's implementing ZUM, as well 
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as the revenues, will pri~a~ily occu~ in 1985 ~~d can be addressed in 
General's 1985 att~ition filing. 
EE. Estimated Settlement Revenue Effects From 

the decision for Pacific Eell in A.82-01-22 
The division of revenue or settlement process among 

utilities covers several areas: intraLATA message toll, intraLATA 
private line toll, extended area service and ZUM. Adjusting rates 
for diffe~ent utilities in a close time frace means the~e are 
literally cross-flows of settlement revenue from these services. 
From the rates adopted in A.82-01-22 we have calc'~ated the following 
test year revenue effect for General: 

IntraLATA message toll* 
IntreLATA private line 
Extended area service program 
ZUM settlecent 

(Note: estimated ZUM settlement 
revenue was u.~derestimated bv 
52·9 million in D.84-06-111.; 

Total 

$38.4 million 
12.6 million 
11.6 million 
14.5 million 

$77.1 million 

*Includes effect of revised ORTS & OeMS rates. 

This revenue source reduces the new revenue revised rates must 
generate. 
~C. Basic Exchan~e Service Rates 

Both General and staff essentially approach these rates by 
reSidual pricing, which means they are the last rates set after all 
other rates have been adjusted. This section addresses excha-~ge 
service rates not previously covered. 

General contends basic exch~~ge service rates are 
subsidized, but we have no evidence of that proposition. As much as 
anything, its assumption is based on intuition ~~d conventional 
wisdom. We have not been presented with any detailed allocation or 
assignment of costs between the many serviee categories which wo~d 
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support General's contention. Our traditional results of operations 
broken down by major categories of service, contained earlier in this 
op1n1on~ does not s~pport General's contention. It shows basic 
exchange service, compared to toll, is not s~bsidized. 

The difference between General ~d staff's proposed basic 
exchange rates is pricarily due to the revenue requirement they 
ass-~ed would be spread. The rate str~cture tor optional reSidential 
local measured service is the only area of conceptual difference, 
with General proposing essentially a monthly access' line rate with no 
usage allow~~ce, whereas staff wo-Jld continue the present 30-unit 
allow~~ce. General's local call measurement differs trom Pacific 
Bell's. Whereas PacifiC Eell now applies ZUM timing, in one-minute 
increments with the rate varying by time of occurrence and distance, 
General still times in 5-cinute increments. The adopted charge for 
each 5 minutes, or any fraction of 5 minutes, is 7¢, irrespective of 
time of occ~rrence. However, when the local call distance exceeds 8 
miles, or reaches into ZUM Zone 2 or 3, General applies the saQe ZUM 
rates as Pacific Eell for those zones. Until General completes its 
central office modernization program it Will continue to time local 0-
8 mile calls differently than those over 8 miles. General and 
Pacific Eell offer ~esidential mea$~~ed $e~vice in co~ti~~o-JS areas 
in the extended Los Angeles metropolitan area p and we think a more 
comparable rate str~ct~re for both can only enhance overall 
residential c~stomer understanding of o~tional measured eerviee. We 
recently continued a ·~age allowance as part of the monthly meas~ed 
service rate for Pacific Eell p and we conclude the sace structure is 
also suited for General's metropolitan service area. The adopted 
residential meas~red rate vill include an allowa.~ce for ~ of local 
usa8e, that can apply to Zone 1 calls (billed in 5-minute increments 
at 7¢) as well as ZUM Zone 2 and 3 calls. This may make measured 
serVice more attractive, particularly to customers who make loeal 
calls beyond 8 miles • 

- 1$3 



A.83-07-02 et ale ALJ/jt 

• General's Universal Lifeline Telephone Service (lifeline) 
rate will be 50% of the optional local measured serviee rate in areas 
where General e~~ provide measured service, and 50~ of the flat rate 
in areas where it does not provide local measured service. However, 
where the qualifying lifeline customer is placed on measured service, 
the loeal calling allowance will not be $; of local calling (within 
ZU!1 Zones 1 through ;), b':.4t instead an allowance of 30 untimed loeal 
(ZUM Zone 1) calls; calls over that monthly allowanee will be billed 
as follOWS: ,1-40 calls at 10¢ per call, and all calls over 40 at 
15¢ each. All lifeline customers will receive the 75¢ monthly credit 
for maintaining a telephone set and a 50~ discount on multi-element 
service connection charges. These are the rates and terms in 
General's Schedule A-22, filed in compli~~ce with our recent deCiSion 
instituting .lifeline. On J~y 1,1984 Sched':.4le A-22 became effective. 

Presently where General offers optional residential 
measured service, about 2.2% of customers have elected it. With the 

• publicity and notices about the new lifeline serVice, we expect more 
than 2.2% will elect lifeline. For General the switching of ser/ices 
means those on flat rate service converting to measured service 
lifeline will cause a decrease i~ revenue, but this revenue drop will 
be offset to some degree by the new usage charges of 10¢ and 1S¢ per 
call when the lifeline customers exceed their ,0 tree call 

• 

allow~~ce. In the recent Pacific Bell deciSion, we did not attempt 
an estimated quantification of the net effect in connection with 
determining the revenue generation !rom its new rates. We !elt we 
would be estimating in the dark with too many unknowns. We are in 
the same position today with General. By the time General makes its 
1985 attrition advice letter filing later this year, it Will have 
some actual experience with lifeline, and we can be in a far better 
position to then estimate the lifeline "take rate" and the amount of 
local calling the lifeline ~~tomers make over the 30 call 
allowance. Accordingly, we will allow General to propose an 
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adj~$tment to local service reven~es in its attrition advice letter 
filing for any incremental net reven~e charge ca~sed by customers 
electing lifeline. 

The following page shows the present and adopted basic 
exchange se~vice rates: 
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Present and Ado~ted Basic Exchanse Service Rates 

:Base Rate ~ 
With Existing Increase 

Los Angeles Metropolitan :Base 21.3~ Surcharge Over 
Extended Area Exchanges Rate A'O'Olied Ado'Cted • Base Rate 

:Business 
1-party measured service $ 7.20 $ 8.7; $ 9.10 
PBX line-measuree 7.20 8.7'5 9 .. 10 
SUb"olrban-4-p8.rty !lat 

rate* 14 .. 60 17 .. 71 18 .. 45 
Semi-public coin station 17·50 21.2; 26.45 

Residence""*' 
1-party flat rate 7.75 9.40 9.75 
1-party measured 2.80 :;.:;0 5.25 

(incl"lldes :;0 (18.0~ sur- ( incl"lldes 
S-min. units charge) 5;.00 of 
of "Ilse) local call-

ing usage) 
Suburban 4-party 

6 .. 90 flat rate*' 8.;7 8.70 
Non-Metro Area Exchan~es 
(w~thout ~oc~ measure a 
service capability) 

BUSiness 
1-party flat rate 17.20 20.86 21.70 
PBX line-flat rate 25·95 ;1.48 32.70 
Suburban 4-party flat 

!'"ate* 14.60 17 .. 71 18.45 
Semi-public coin station 17.50 21.2; 26.45 

Residence** 
1-party flat rate 7.75 9.40 .9 .. 75 
2-party flat rate"" 6.90 8.;7 8.70 
Suburban 4-party flat 

rate· 6.90 8.;7 8.70 

*Party-line service will be phased out. As customers are 
regraded to single-line service they will be assessed monthly 
single-line rates. 

26~ 
26 

26 
51 

26 

(re-
str.J.ctured 

26 

26 
26 

26 
51 

26 
26 

26 

**Lifeline service is 50% of the otherwise applicable rate. However, 
where measured service is offered there is a usage allowance o~ :;0 
untimed local calls, excess local calls are charged for as follows: 
31-40 calls at 10¢ per call, and each call over 40 at 15¢ • 
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Traditionally we have allowed a period after local basic 
exchange service rates are inc~eased and/or restructured tor 
customers to regrade or switch to a different basic service without 
the usual charge. We will direct General to allow residential 
customers to convert witho~t charge over the first 90 days after 
today's revised rates are in et~ect. 
DD. Settlement Effect of Today's 

Rate Increase on Pacific Eell 
We have calculated the effect of today's ~ate changes on 

Pacific Bell. The result is a gain for Pacific Bell in billing 
revenue of $11.4 million. Accordingly, as Pacific Bell is a 
respondent to orI 83-08-02, we will direct it to change its existing 
.41~ negative s~rcharge on local eXChange service to a negative 1.1~ 
surcharge. 

The effect on settlements for other smaller telephone 
utilities is extremely small and we will not order them to ~ke rate 
adjilstments • 
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Findings of Fact 
Service 

1. More than 10% of General's c~tooe~s served by seven 
central offices have reported tro~ble, on an average basis, during 
each month over the period from July 1982 through June 1983. 

2. Monthly trouble reports per 100 stations or access lines 
are a solid ineicator o! a multitude ot access line service problems 
encountered by customers on a day-in-day-out basis. 

3. Although on a total company aggregated basis General's 
service has improved and is improving, customers served by seven 
central offices, and those on the Kenwood exchange, were and may 
still be receiving inadequate service. 

4. General's customers are not as satisfiee with the telephone 
service they receive as customers served by other California 
telephone utilities. 

Revenue Reouirement . 

, .. A return on General's common eqUity of 15.50~ will afford 
it a reasonable opportunity to attract new capital and adequately 
compensate its shareholder; combined with the adopted year-end 
capital structure and other cost factors, the resulting 12.74~ ret~~ 
on rate base is just and reasonable. 

6. The ongoing accounting changes recommended by staff's 
auditors, as discussed in this opinion, will result in General's 
books of acco~t being more acc~rate. 

7. General can realize additional intrastate access charge 
revenue from long distance carriers other than A~&~. It is presently 
receiving some compensation ~rom such carriers from ENFIA. 

8. ~he adopted summary ot earnings represents a reasonable 
estimated level of revenues at present rates, operating expenses and 
rate base. 

9. General's allocation and/or aSSignment of advertising and 
commercial expense between its re~~latee and unre~~ated CPE 
marketing was not investigated by steff • 
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10. Ass·~ing General correctly assigned all costs relating to 
its 28 phone marts between re~~atee and unre~~lated activities, the 
routing of custome:s needing face-to-face contact to phone marts, in 
lieu of using other facilities, provides valuable toot traffic tor 
General's ·~~re~~lated single-line CPE sales. 

11. The ratio of year-end CWIP to gross plant additions has 
varied from 32.3% in 1975 to 24.9~ in 1982, going as high as 64.~. 
In view of such fluctuations a normal test year ratio should be 
developed from an average ratio over those eight years. 

12. It has not been demonstrated that all General's capitalized 
expenditures in connection with installing GTD-5 COSE are reasonable, 
particularly in view of GTD-5 suitability problems and the need to 
colocate bac~~p COSE. 

13. About 40.11~ of General's total materials and supplies will 
be used in connection with lone-term interest bearing construction, 
and under these Circumstances that amount of materials ~~d supplies 
should not be directly included in rate base. 

14. An 18% per annum la~e payment charge on overdue bills will 
encourage timely payment performance by customers. 

Se~arate CPE Marketing Subsidiary 
15. General now leases embedded CPE under re~~lated rates ~~d 

terms, and markets ·~re~~lated new CPE (both single end multiline). 
16. Attempting an allocation of expenses related to un~e~~ated 

and reg~lated CPE marketing, installation, and maintenance, when 
resources are shared, is an extremely time-consuming endeavor., and it 
is one which is beyond the resources of this CommiSSion to undertake 
in each rate proceeding for General. 

17. A physical corporate segregation of unre~~ated ePE 
marketing, installation, and maintenance thro~&~ a st~~d-alone 
separate s~bsidiary, with limited resource sharing, will, in contrast 
to attempted accounting separation, result in more certainty that 
there is not cross subsidization by ratepayers or unregulated 
competitive operations • 
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Switch Procurement 
18. General ordered GTD-5 central office switches, before . 

competitive bidding, which were not fully proven for the intended 
applications. General did not pursue foreseeable damages from its 
affiliated supplier caused by delivery delays and collocated switch 
a."J.gmenta. tion. 

Embedded CPE Sales 
19. The average remaining life of General's station apparatus 

(or CPE) adopted for ratemaking is 3.57 years. 
20. The net book value component of embedded CPE sales prices, 

for both multi and single-line CPE, will more currently reflect net 
book value if the average 1984 net book value is used. 

21. Adjusting sales prices in 1985 and 1986 based on the CPE's 
average net book value in those years will result in sales prices 
more reflective of the remaining net book value. 

22. A six-month installment payment program for sales over 
$1,000, applying an interest rate of 10~ per annU3m, can make the 
purchase of multiline CPE more attractive to customers. 

Attrition Mechanism 1985-86 
23. The following factors potentially impacting General's 

reven"lles in 1985 and 1986 are subject to significant variation: 
(1) Local service revenues attributable to embedded CPE, directory 
assistance charging and ZUM extension, (2) access charge revenue from 
interLATA carriers, and (3) intraLATA toll revenue from settlements. 
On the expense side, the incremental expense savings !rom local and 
long distance directory assistance charging has not been precisely 

qil8.."'l.tified. 
24. Unless adj~ted, General's authorized return on rate base 

will fall in 1986 if it achieves the projected 47.4~ equity ratio. 
25. For ease of administration and fairness eny adjust~ents in 

rates due to attrition filings or additional settlement revenues 
should be made by a '~iform billing surcharge on all local exchange 
service rates, including usage • 
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Rate Desi~n 
26. Some of the ~ates in Sched~e E-1, special assemblies, have 

not been adjusted fo~ years due to General's inattention, and 
increases of over 50% at one time are potentially disruptive ~o~ 
these affected customers. 

27. A returned oheck charge, albeit one that may exceed 
General's costs, is an incentive for customers to pay on time. 

28. A DA charge plan will significantly reduce the vol·~e of DA 
calls and operating expense, and res·~t in heavy D~ users directly 
bearing more of the incremental cost ca~ed by their use. 

29. Xhe information printed in General's directories can be 
construed by customers to mean that additional local calling area 
directories are only available tor ~~ additional charge. 

30. If General's DA charge plan parallels Paoific ~ll's most 
of California's telephone subscribers will be treated equa~ly, which 
can minicize oustomer confusion stemming from otherwise different 
free oa1l allowances • 

31. The estimate of revenue generation and expense reduction in 
1985 and 1986 from the adopted DA charge plan has not been analyzed 
by staff. 

32. Charging for local directory assistance calls allows those 
who use the service to more directly support it. The average 
custome~ on General's system makes 4.7 calls to local directory 
assistance eaoh month. 

33. General's existing mileage and special rate area proer~ 
was adopted before many of the recent changes in the 
telecomm·~ications ind~stry, incl~ding o~stocer ownership and 
maintenance of CPE and higher technology outSide plant. 

34. In order for customers in suburban exchanges to be properly 
assessed under the existing mileage and special rate area program 
there m~st be complete assurance the accurate population or 
"establishment" density pe~ square mile surveys are accurate ~~d 
conducted annually • 
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• 35. Eliminating Qonthly basic access line :liles.ge and special 
rate area charges will result in a simpler basic exchange service 
tariff str~cture. 

• 

• 

36. PartY-line service, compared to single-line service, is a 
lesser gra.de of service fTom the standpoints of: privacy, 
limitations on the type of CPE tho.t ore compa.tible and the 
availability of enhanced services. In most exchanges having party
line service General has the cable paiT capacity to offer $ingl~-line 
service. 

37. Many existing party-line c~$tomer$ pay the slightly lower 
monthly rate but, given General's plant capacity, are on underfilled 
party-line circuits. 

38. The primary ~otive of customers now having party-line 
service is to either pay lower or no monthly mileage or specia~ rate 
area increments. 

39· General's private-line alarm loop s~rvice has' improved and 
by the next rate proceeding it can meet G.O. 152 service standards • 

40. The average call to a TAS has a holding time of about 30 
seconds, and g1 yen that h,::')ld1ne time Gene:-al' s cost is about 
$1 ·35/month per DID number. 

41. Gene:-al's cost st~dy underlying its p:-oposed p:-ivate-line 
or dedicated facilities rates did not follow the methodology adopted 
in D.83-04-012. 

42. As a res~lt of withdrawing toll station service in Gaviota 
and HiVista General can avoid a $176,000 investment in trunking lines 
between these areas a!ld its Thousand Oaks traffic office., and save 
$S04,000 annually in operator costs. 

43· An experiment i~plementing nonoptional residential local 
measured service is not the Only means of studying probable c~stome:
impact of different forms of measured service. 

44. Pacific Bell will realize an e$ti~ated $11.1 million 1n 
additional annual revenue resulting from today's adopted ~evenue 
re~uirement for General, which means that Pacific Eell's eXisting 
billing surcharge should be revised to a negative 1.12%. / 
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Concl~sions of L~w 
1. In view of the inadequate ze~vice received by some of 

General's customers it is reasonable to mitigate the impact on the~ 
from the increased revenue requirement found ~easonable in these 
proceedings. 

2. General's proposed 18% per ~~~um late payment charge is a 
penalty to enco~rage ticely bill payment by customers, and is not 
subject to California's Usury Law. Even if the charge did violate 
the Us~ry Law this Commission, thro~gh a~thority delegated by the 
Lesislat~re, has the plenary a~thority to authorize the charge. 

3. If General does not for~ a separate corporate s~bsidiary 
for marketing unregulated CPE, as ordered below, it is reasonable to 
impose a .5~ downward adj~stment to its authorized return on equity, 
and aSSign all phone mart costs to unregulated operations, and reduce 
its rates. 

4. TASC has demonstrated that a reasonable rate for DID 
se:-vice provided 'by Gene:-al to a. TAS is $1.35 per month/number. 

~ 5· The adopted attrition allowance mechanism, procedure, and 

• 

rate design formula will result in just and :-easonable rates in 1985 
and 1986. 

6. The revised rates authorized in the following order and in 
Appendix B are just ~~d reasonable. 

THIRD INTERIM ORDER 

IT IS ORDERED that: 
1. This order is final with recpect to the General Telephone 

Com~any· of Califo:-nia's (General) test year 1984 revenue 
requirement. While consolidated C.82-10-0e is clo8ed by this order, 
A.8)-07-02 and OI! 83-08-02 remain open to consider: General·s 1985 
attrition filing, staff's recommendations on means of reducing 
uncollectibles, and any ~rospective rate adjustments in the event 
General's access charges for inter!'ATA ca,rriers are 3,djueted as a 
:-esult of further orders in A.83-01-22 et al. (access charge 
proceedings) • 
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2. The ~elief ~equested in C.82-10-08 is g~anted to the extent 
reflected i~ today's adopted rates; in all othe~ respects it is 
denied. 

,. General shall continue to be subject to Ordering Pa~agraph8 
7, 8, ~~d 9 of D.82-04-028. However, those paragraphs 7 and 9 are 
modified to read as follows: 

"7. Atter today General shall collect data on 
customer trouble reports per 100 lines and dial 
service indices on a central-office-~y-centra1-
office baSis for the following central o~ices: 
Baldwin Park, Azuza, Sie:::-ra Mad:::-e, Coachella,. La 
Puente, Elsinore Main, Perris, S~~ City, 
Cla:-emont, Los Se:-:-a.."'l.os, Pomona, ~a.."'l.."'l.ing, f>!uscoy, 
San Be:-ns.:-dino , Sepulveda, Malib".l, Z'l.4ma, Del Rey, 
Ma:- Vista, Ocean Park. Sunset, San Fe:-nando, 
Santa Ea:-bara, Bur.dy Santa Monica, Palisades, 
Sa..~ta Monica, Bel Ai:-, Bundy, University, West 
Los Angeles, Westwood, Norwalk, La~~a Beach, 
Market, Uptown, California, Long ~each Main, El 
Nido, Manhattan, Redondo, Whittier South, Blossom. 
Hill, Montebello, MO';l."'l.tain • 

"9. A $u:-c:-edit of $,.80 a line shall be imposed tor 
each line in a central office whe:-e in two of 
th:::-ee consecutive months the custome:- trouble 
reports pe:- 100 lines are at least 10.0 and in 
two of the three months including utility-owned 
te:-minal eqUipment reports (not necessarily the 
same two months) the dial $e~ice index is less 
th~~ 97.0~. General may petition the Commission 
staff to be relieved of the penalty in 
D.B2-04-028~ on a central office basis when 
measurements for both indices are within G.O. 177 
reporting level for at least 6 .consec~tive 
months." 

4. General may discontinue s~bmitting to the Commission the 
quarte:-ly reports req~ired by Ordering Paragraph 3 of D.92,66, which 
consisted of 17 indices. 

5. General's customers served by the following central offices 
shall be ret'tUlded.7 by billing credit or check y 65.2% 0'£ the 
applicable 21.3% s~reharge on their recurring basic exchange charges 
between January 1, , 984 and the date the new rates authorized today 
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are effective: 
and Los Alamos. 

Malibu, Zuma, Topanga, Ocean Park, Muscoy, Pe~ris, 
These refil.."lds shall be me.de wi thin 90 days. 

Customers in the Kenwood exchange shall receive the same refund, and 
they shall not be subject to any increases in recurring rates, as 
authorized by this order, until 12 months from the date the revised 
rates authorized by this order for all other customers become 
effective. 

6. General's Rule 10 shall be modified to provide that if a 
customer shows a billing postmark that is later than the bill's 
printed mailing date, that postmark date is cont~ol11ng in 
determining whether the late paycent charge applies. Other than that 
change, General's proposed 18~/~"lum late payment charge is 
authorized. 

7. General's competitive bidding pl~"l for central office 
switching eqUipment, adopted by Resolution T-10642, is modi~ied as 
follows: (a) General 1s authorized to limit the receipt of 
competitive bids for central office switching eqUipment (COSE) to 
three vendors once it has purchased switches of a given technological 
level ~r family from three different vendors; and (b) a single test 
unit of COSE representing new technology may be p~chased without 
seeking competitive bids. 

Within six months fro~ today General shall submit the 
following information to aid our staff in its investigation of COSE 
expenditures: 

a. Copies o~ the cost st~dies or justification 
that existed prior to General's selecting 
No. 2 EAX COSE. 

b. Copies of all cost studies or other economic 
justification for colocating new digital COSE 
next to No. 2 EAX switches. 

c. Quantification of the full inc~emental 
capitalized costs caused by colocated COSE, 
broken down by each central office 
location • 
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8. General shall, within 90 days, make the following ch~~ges 
in its books ~~d acco~~ts, either di~ectly or thro~gh the use of 
memor~~da accounts (and staff shall tollow up to ensure compliance): 

a. IDe on short-term construction projects, now in 
memoranda acco~~ts, shall be reti~ed at 
approximately the same ~ate the pla.~t itself is 
retired .. 

b. Uninvoiced receipts more than one year old shall 
be excluded from materials and s~pplies (both for 
bookkeeping and ratemaking). 

c. Work o~de~s in the in-prog~ess o! fabrication 
account thst are over one year old shall be 
w~itten off to extraordinary income charges (both 
for bookkeeping a.~d ratemak1ng). 

d. General shall process its paycents to a!!iliatee 
vendors in the sa~e manner as those to 
~onaffiliated vendors, and institute a common 
purchase order verification system. 

e. 

f .. 

g. 

h. 

Premi°Jm ref·~ds from General's medical insurance 
carriers shell be charged as a credit to the 
relief and pensions acco~~t; however, any portion 
of such refunds that can clearly be assigned to 
unre~Jlated operations may be credited below the 
line .. 
General shall, on an ongoing baSiS, assign a 
portion of general office salaries of "managers 
and above" to construction. 
General shs.ll reclassify a.ll embedded and new 
company official bUSiness telecomm~~ications 
eqUipment to new Account 262.. Its request to 
reclassify this equipment to other accounts and 
write off company-used station apparatus over 
five years is denied. 
General shall cease accruing IDe on advances in 
aid of construction, and on an ongOing basis 
red~ce its plant account by the bal~~ce in the 
adv~~ces account .. 
All plant additions related to the 1984 Olympics 
shall be reclassified from plant in service to 
the miscellaneous physical property account after 
the 1984 Olympics until de~in1te pl~~s are 
developed for their use. 

- 196 -

, 



• 

• 

• 

A.83-07-02 et ale ALJ/jt 

When proposing depreciation lives for company-~sed comm·~1cation3 
eq~ipment in Acco~~t 262, General shall s~bmit a separate st~dy which 
recognizes the specialized and lighter use this eq~ipment receives, 
and which incl~des a detailed analysis on whether as ~~ alternative 
to p~rchasing new PEXs it co~ld have used vacant centrex capacity. 

9. General and all other telephone ~tilities are authorized to 
expense minor items, going back to Jan~ary 1, 198;, having a total 
cost of $200 or less. 

10. Within six months from today General shall form a separate 
corporate s~bsidiary for marketing, installing, and maintaining all 
~re~~lated CPE, ~~d within one year it shall have f~ly segregated 
its facilities ~~d reso~rces between the ~re~~lated subsidia~ and 

, 

re~~lated operations. The only reso~rces that c~~ be shared between 
ree~ated operations and the unre~Jlated s~bsidiary are: 

a. Corporate officers ~~d directors; incl~ding their 
'immediate s~pport personnel and headquarters. 

b. Legal and accounting support, b·~t for a maximu:: 
of two years. 

c. Custome~ billing tor integ~ated u.~re~~ated CPE 
billing along with network services. Billing 
expense can be allocated to the unre~~lated 
subsidia~ u.~til embedded CPE is dere~Jlated, 
thereafter it shall be billed separately. 

e. Phone mart direct expense shall be directly 
charged to the u.~re~~lated subsidiary. but a 
portion directly benefiting re~Jlated operations 
may be billed to them. This arr~~eement shall 
only continue u.~til embedded CPE i3 deregJlated, 
and after that CPE sales shall not be conducted 
at locations where customers go for face-to-face 
transaction in connection with regJlated 
services. 

1'. Within 30 days froe today General shall file tariffs 
governing its sale of in-place and from inventory embedded customer 
premises eqUipment (CPE) as proposed in Exhibit 119, and implement 
the program on the timetable and with the te~s as proposed, b~t with 
tbe following modifications: 
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a. ~he ave~age net book val~e to~ the ePE shall be 
computed using the average 1984 ~ema1n1ng 
~e~~lato~y net book value. 

b. The 43% ret~rn on sales or ~ro~it mark-up on 
"~rom-invento~y" m~tiline e?E shall be ~educed 
to 25%. 

c. For p~~chases in excess ot $1 ,000 General shall 
ofter an optional six-month installment plan, 
with simple inte~est of 10% per an.~um. 

12. The sales price for newer electronic ?BXs (GTD-120, Role 
and Foc~s) shall be either the tariffed sales price.or the optional 
p~rchase price according to the existing contract, whichever is 
lowest. 

1~. DUring June of both 1985 ~~d 1986 General shall file 
revised tariffs with prices for both Single and m~tiline CPE which 
reflect the incremental change from USing average 1985 and 1986 net 
book value~ respectively, for those years. No other sales price 
components shall be adj~ted. Within 60 days from today General 
shall start separately itemizing on residential bills the recurring 
monthly charges for leased CPE. 

14. General shall revise its tariffs to reflect revised sales 
prices fo~ single-line CPE within 30 days, recalculating net book 
value based on 1984 average net book value. 

15. General shall retain its complete workpapers underlying the 
development of all embedded CPE sales prices, as directed by this 
order, for five yea~s, and the workpapers shall be available ~or 
inspection by the public. 

16. In June of both 1985 and 1986 General shall file a report 
with the Evaluation and Compliance Division detailing the res~ts of 
its embedded single and m~ltiline CPE sales programs, including the 
types and qu~~tities sold, the present "take," a.~d the net gain or 
loss. 

17. Within 90 days General shall make a compliance filing with 
the Docket Office, and give notice of the tiling to all appearanees, 
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showing the res~lts of e~bedded m~tiline CPE sales p~ice adjustments 
to customers who bo~ght such CPE u.~der negotiation after December 22, 
1983 (see Ordering Paragraph 1 of interim D.83-12-067). 

18. Within 120 days General shall include a b111 insert notice 
to all residential customers advising them of the terms for 
purchasing e~bedded single-line CPE and the revised 1984 prices. 
This notice shall also clearly explain that starting in 1986 dial 
sets, in ~ost localities, can be used to obtain equal access among 
competing long dista.~ce carriers. 

19. General is authorized to implement a local d1reeto~ 
assistance charge pl~~ with the free call allowance and charges 
adopted tor Pacific Bell. The adopted conditions for General's 
proposed Sched~le D-3 shall be applicable, and custo~ers shall be 
allowed to receive up to three n~bers per local directo~ assistance 
call. General's tariffs shall provide that c~stomers may, upon 
req~est, receive one copy of ~~y additional local calling area 
directories. The additional copies may be either picked up or 
mailed, at the customer'S election. General shall clarify the 
information printed in its directories to reflect that additional 
local calling area directories are available at no charge. This 
chanee shall be eade over the forthcoming dlrector.1 publishing cycle 
starting 90 days from today. 

20. For the sole purpose of gathering critical information and 
conducting essential consumer impact studies regarding measured 
service, General shall study the potential impact of the three 
hypothetical USS rate struct~res as o~tlined in today's decision. It 
shall work with our statf in devising the hypothetical 'rates to 
ensure they are realistic and res~lt in no ove~all ~evenue shift or 
change within the study areas. General's study shall be filed with 
our staff by the end of 1986, and made available to anr party 
requesting it. Specifically, the study shall address: 

a. The rate impact on residential customers 
broken down by low, moderate, ~~d up~er 
income, as well as by age and size of 
household. 
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b. How USS co~ld be structured to provide low 
and moderate income families with effective 
options for reducing their telephone coats 
conSistent with their usage needs. 

21. Limited hearings shall be held in connection with the 
attrition filings tor both 1985 ~~d 1986. General shall make an 
advice letter filing no later than October 1 in both 1984 and 1985, 
to be served on all appearances, for rate adjustments based on the 
attrition mech~~ism in Appendix A, b~t with the following 
modifications: 

a. In connection with the filing made for 1985, 
General, staff, and other parties may submit 
proposals on methodologies for deriving the 
following: (1) changes in materials, rents, and 
services, (2) changes in rate base, (;) changes 
in the normalized reven~es. The adopted 
methodologies shall be used for the 1986 
filing. 

b. The ~~~l changes in reven~es shall be adjusted 
for: (1) quantifiable changes directly 
attributable to CPt revenues\ (2) local directory 
assistance call charging, (;) intraLATA toll 
revenue, (4) access charge revenue from interLATA 
carriers, (5) net revenues from extending ZUM, 
and (6) net revenue change trom 1 FR customers 
converting to MLS lifeline. 

c. The a~~ual traffic expense savings !ro~ directo~ 
assistance call repreSSion shall be applied. 

d. Adopted changes to the assessment ratios used to 
de~lve ad valorem tax shall be applied. 

e. General may propose only technical updating in 
connection with 1985's aepreciation expense, and 
for 1986 it may p~opose only changes adopted in 
represcription review. 

f. General's authorized return on rate base for 1986 
may be adjusted, based on today's adopted cost 
components, if it demonst~ates it will achieve a 
higher equity ratio (up to 47.4~) in 1986; all 
cost factors will be held constant. 

g. If General, in connection with each attrition 
filing, does not clearly demonstrate compliance 
with our order to form a separate corporate 

- 200 -



• 

• 

• 

A.S3-07-02 et al. ALJ/jt 

s~bsidiaTY for marketing tL~re~~ated CPE its 
revenue requiTe~ent will be adjusted downward by: 
asigning all costs connected with phone marts to 
unre~~lated operations~ a.~d reducing the 
authorized return on equity by .5%. 

h. The prudency of General's COSE expenditures in 
connection with both No. 2 EAX ~~d GTD-5 COSt 
shall be reviewed and addressed by sta!t in 
hearings on General's filing tor 1986. 

General shall submit a draft of its ~ro~osed advice letter to the 
Revenue Requirements Division by September 1 of each year. The filed 
advice letter shall be accompanied by prepared testimony, and it 
shall clearly set out how results of operations components were 
derived consistent with this order. It shall be accompanied by 8 

surcharge rate design consistent with the criteria adopted in today~$ 
decision. General shall serve a copy of the advice letters and 
prepared testimony on all appearances in these proceedings, and 
copies of its workpapers shall be furnished to parties requesting 
them. The limited hearings on General's 1985 attrition tiling will 
be held in conjunction with those on PacifiC Bell's. 

22. General shall keep at least two loaner TDDs in each phone 
mart and convenience center to loa.~ to customers whose TDDs must be 
kept for repair. 

23. Before J~~uary 1, 1985~ General shall file a report with 
this Commission stating its Female/Minority ]usiness Enterprise goals 
for calendar years 1985 ~~d 1986. Commencing in 1985~ on March' and 
October 1 of each ye~r, General shall file a report on the progress 
made by its F/MBE program. The March 1 report shall cover program 
activity ~roc July 1 thro~gh December 31 o! the prev10·~ year ~~d the 
October 1 report shall cover activity from January 1 throu&~ 

June 30. The semiannual reports shall present F/MBE data according 
to the ethnic classifications used by agencies of the State of 
,California and by contract categories in which $2 million of business 
or more was done in the prior year. General shall meet and con~er 
with minority group representatives in preparing their goals and 
reporting procedures • 
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24. General m~y file revised tariffs, in compliance with 
Ge~eral Order 96-A, not sooner than 15 days after this order is 
effective, which: (a) fully contain the rate3 and conditions set out 
in Appendix B, and (b) concurrently eliminates the eXisting 21.; and 
13% surcharges. The revised rates shall become effective five days 
after filine and shall only apply to service provided on or after 
their effective date. General's tariffed sales prices for culti and 
single-line CPE shall be effective five days after filing. 

v 

25. General's revised rates for local COin station calls, 1 
contained in General's Advice Letter No. 4886, are effective today. 

26. Pacific Bell shall file revised tariffs, in compliance with ~ 
Genera.l Order 96-A, to increase its negative si.:.:"charge on local 
exchange service rates to a negative 1.12%. It shall file its 
revised tariffs within 10 days after this order is effect1ve, ~~d 
they shall apply to all service rendered on or after the date 
General's reVised rates are effective. 

27. A.83-07-02 and OIr 83-08-02 re~ai~ opBn. Consolidated ~ 
C.82-10-0e is closed, with relief grantee to the extent reflected in 
today's authorized rates. 

This ord?T is effective toeay. 
Dated July 18, 1984, at San Prancisco, California. 

LEm~ ARD M. GR IMES, JR. 
PT~sident 

VICTOR CALVO 
PRISCILLA C. GREW 
Do~rALD VIAL 
vTILLIAM T. :BAGLEY 

Commissioners 

/ 
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Appwt.Ux A 

(Pap 1 at 13) 

~AFP"S PROPOSED Mttf.[CJ> FOR 1985 and 1286 AuR;UON' 

AdYJZ3't;,U. or Staff'. PrQmcd Mnhod ().rer 'Prwv1298 Mtth¢ 

~ine. expetlM cocapo-uenta 1:0 more properly u.aoeiate expe%:M8 1d.th 
•• C&l.at101l rate.: . 

- Plm.fie. tha old LabOr C'Jd &elated OIerhead ~t 
\lbich previously inc:~ a large pi.ce of m&teri.a1s 
only eleue<! CD .tabor percentages, not labor-pnerated.. 

- Lumps all nonlabor together into Ma.ter1w, ~tII and s.:vic •• 
(HR&S).. Tl:w DW MR&S eaupa-utnt \lQUld 1ncl.ude the mate%'1&ls 
portion of the previous Labor component, 'pm. the 014 Ma.ter1&ls 
and Other ExpenN. cCCl:pOrlenta. 

- Combines the old Payroll Taxes ccmporwnt v.Lth tabor Ci4 I.eor 
Overlwad., .:tnce they previously took W Hm8 esc:&lation 
rat. cryway .. 

"!be proposed cowponenta \IQ,1ld be consistent v.L'th thou propoMd tor Pad.:t:1c:. 

Incorporat.s base year adjuatment for the La.bor and Labor CNube. eC&po-~ .. 
Autcaat1e&l.ly 1neotpOr&tes baH yea:r adjuatment of 't!» f1r.t &ttrit1on yeu 
'When determining r.he Mccmd. attr1 tioa. yeu for all ecxu:poolnts.. (Ban ywu 
adju.tment of 1984 noalabor DOt possible as show by exb1b1.t 36, 'but :L8 
CtCIIIAtic&l.1y included far the MC:ODd &ttrl1!1on yeu)oo 

bv1 ••• the .M Valorem Tax ccmpoo.tn't to eliminate effect of growth of the 
Deterred Tax a. •• rw. 

Rellttes Pl.cr.t-1n-Serv1ce growth 1:0 growth 1n access l1ne. cd. messag.. :tILtbe%' 
than a ~ growth in gro •• conauuc:t1oc .~=re ... 

P.l&t:e. grovtb. of to-be .. xpen.Nd porUoc or Mater.tala aM Suppl1 •• to eae&l&tion 
of the MR&S c<UpODInt rather than tbt gro.. CODSt%'IJct:f.on .xpend1 'tUrea , 
eor:si.tent 14th the dAte1.1on to remove the M&S :Nl&1:e<1 1:0 C07lS'trUCt1C111. 

Delet •• the wrld.l2g cuh ec::apor.ntoo Vo:ictrJg cuh is 1:00 mrpredictable aD:! tbe 
method too eCllpl.ex for simple •• C&l&t1on; aomt expenM ~&M. 1:Cid 'to 
1nCreaM wrldtlg cub, wb1la othaza 1:eM to cS.e:. ... it, far example .. 

Calculat •• the Def.rm Tax :a.Arr.re eClllpOOlft1t bottcma-up ua1ng f1gure. cozw1.atent 
ld.th the otl:wr &ttr.ltioc e=pooauu. 1:bia 18 the mo81: :Nl1able ,.,. 'to 
det.miDI th:J.. 1lIportct caapooftlt. 

U... & DMIM]1 ze4 I%O'Wth in acce.s l.1..:aes rather thin an .~c: !o:.eue. aa:1 a 
tlma .oft eonaisunt v.Lth other c:~nta. (ru. r.&'tU:re :La ... ily chcge<t 
U the Comrl.ct0l14etemiM. that an ecODClllie foreeut 1.a ~t.rred). -

U ... c:ona1.tently the latest S yean' <1&ta for .proj.c:tioa. ca4 Uw:o%pOr&t.e. 
UPC!&d.n& of data through l&t;eat evailabla &t t1me of aM.c. l.ett;er f1l12:2g 
(~r the prev10aa method, c.rc uA4 19"-1981 4ata Wich ,.".. tmt:!uAt 
eona14eratiOD to & b1ahly 1dl.&t1ODU.T ptr101, &rl4 m1aM<1 'tlw .!!ecta of 
aceDt ~). 
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[

1985 &ttr1d.J ~A4opted 1984. . ~ 
due to • inUutate ~ :It 
~a at author1zec1 rate 

Adopted 1985 
intraState :ew:rae 
at au.thorlZ4I4 

xate8 

-P:oc!ac:t o! -
CJ:owth in 'tOt&lO) 
nwmea per 

acceaa l1D8 
(4) 

(1) Using latest 60 mcnW 12 1.«1./l'MD.. t:reDCl.. ~s adjuam to ~ 
efteeta of rate changes. 

(4) 

trsing latest 60 months 12MMA. ~ applied to latest 4&t& po1nt .. 

Growta • ~"eted (a)l28§ 
projected (b) 1985 

(a) M projected at t1me of 1986 att:iti= a4v1ee letter f111:ag using 
late.t 60 mcntha 1~/12l'K\ -c:end appUed to lat •• t 4&'t& po1nt. 
Rewrae ecmp0D8nt a4juated to remove effects of rate ehCges. 

(b) M projected in 1985 &ttrl.tiOZl .dvi~ letter f1l1ng. 

Pr91tel:td (c) 1286 
Crowth - projecte4 (4) 1985 

(e) u. projected at ~ of 1986 &tUition advice let1:er !1l.:1l2g 
using latest 60 months 12M:-fA. t:m1 appUed to 1&t • .81: 4&1:& point .. 

(d.) Aa projected. in 1985 attrlt1.on adv1ce letUr f1l.:iJlg· 

--
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- Proc1uct ot -
Orowth 1n (2) 

x accO~5 l.:1nc5 

L
9S6 attr1tiOn~ ~: 1985 ] duo to • labor and ;( 

labor r overh~ 

- time:J -
C4-owth in (3) 
compo~to 

:5al.ar1os and 
wa.ge8 

- reduced 'by -
(4) 

Prodnct1vity 
ta.etor 

- Pro4uet. 9! 
Orowth :in \2) 

',access lines 
- t:1mes -
Crowth in 
eompos1. to (S) 
38l.ar1e~ aM 

wages 
- re4ucec1 ~r)
:?rod:lct:!. vi tY' 

factor 

(1) Mjusted. tor late~ view ver~ 4oc1:nOD.~tec11984 over 1m labor 
e:JCalaUcm rate~ ("base -year adjustment"). 

(2) Same &$ a.ece~~ 11= growth u~ed. :1n reve::mo coc:ponent. 

(3) u:d:tlg labor contraet tor hOlrly employe~ mi the lato~t labor ezc:alat:ion 
!aetor ( as 1s$1ed. 'bY' the t.c:c:m.om1C5 tmit ot Revenue Rec;.uiremea.ts D1~on) 
tor 8alar1ed employeoa. C4'owth to 'be ealcula:tec1 on a. we1ghtec1, ':!ear-ovt::r
year bu15. 

(4) ProductivitY'tactor to 'be ~ ~ improvement. 

(S) Crovth. P£OJeet.ed. (a) 1.980 
projected. (6) 1985 ~ 

(a) M projeetoc1 u:r1ng labor c:cntn.ct ~5 tllrc.ugh e=tract expiration tar 
hour~ ~e~, Cld tho late5t labcr e~tion taetal" (as ~od. 'by the 
Ecccomics trm.t 0: Reve:me Reau:1rements D1v.1:d.QZl) tor t.h~rema1nde%" or 19SO . 
tor hourly emtIloYee~ aM tor -the entire year :tot-~~ empJ.OYee~. Ci"oW'th 
to be ealeulat.ecf 0Zl a weighted, ~e:r-;ec~. 

(b) ~ projected. 1D 1985 &ttrlt1oa. advice letter f1l1ra .. 
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Material, Rents and. Services 

r9SS Attr1UOZlJ 
due to 

MR&:S 

11986 Attr1t10J ~ J 
L chle to - Adopted x 

MR&S 1985 ~ 

- ProClct o! -
growth in MR&S (1) 
per access l1ne 

- t1mes - (2) 
grovth 1:1 
access lines 

... 
(l) 'O'~ latest &J months ~/lZ·:M.A. trend applied. to latest ciata po1:2.t. 

(2) Same as access line growth used 1:2. reverw.e component. 

(3) Growth _ projected. (a) 1986 
1'%'Oj ect.ed. (S) 1985 

<a) A5 projected at time o! 1986 advice letter ~ U3ing laten 
f:I:) months 12!wM'/lZ·)t.A trend applj.ed to latest da:ta point.. 

(b) As projected 1n 19S5 attrition ac1v1ee letter t1l..1=g • 
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Ad V,lOt!!l Ig 

[
1985 .ttr1t1~ 
due to 
." valox.a tax [

AdOPUd, 1984J 
- ..s valora x 

tax 

Crowth :1n 
total. rate 
baM le .. 
~ 
cub. CM1 
c1efe1'%e4 tax 
:. .. rve (1) 

[

1986 &ttrid.OD~ ~Mopte4 198

J =- to - ad valoftm 
ad. valora taX tax 

x ~ r:. x t:1ntrutatej 
base les. 
'WOrking 
cuhmd 
d.:r:.rn<1 UX 
re.e~ (2) 

(1) Crowtb. in total. rate' bue le .. wrk:1ng cub d 4eferrec1 tax r ... rve 
to be consistent vith other attrition year figure •• 

(2) (.) 
Growth - milCttd 1286 (b) 

projected 1985 

(a) CoDa1.tent vith ~r cowpo-uents of 1986 at'tr1t1on YOI%' !1~. 

(b) A. projeet4d :1n 19S5 attrition ye&r advice letter f1l1z1g • 
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=0 to • compos! te x L~8S att.r1 t1~ ~Ad.optoc1 1984~ 
depr-ec:1at1= epred.at1= 
~.so rate (1) 

r
986 attritiOllJ due to • 
depred.a.t1on 
~ 

ptec11984 
componte x 
cpre<:ia.t1on 

rate 
(1) 

Appmd.1z A 
(Pap ~ of 0) 

(1) Mopted eOClZp03ite d.epred.at1cm. rate to be the ado,tec1 d.epreciat1= expec~e 

• 

(Account 60S) divided b,. the adopted. ...,e1ghted average plant m service. 

• 

Weighted average plant· in :service to be ccm:s1:stent w1 th the plant 1.11 
ser-t1ce CClmpOZleZ1t. 

--
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I'l'C Amortized. 

(l) .Addit1~ to :pla:c.t !n service to be c~t.ent v1th plant in ~e 
component. 

--
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-~tt4-
Crovth 1:A p1crt 
111 .. rv1c:e per 
acc: ... line (1) 
- 1:1mIa -
Cl'OVth 111 
aectt.. u.n.. (2) 
- t1IZIIa -
FracUoa at 

-~of
~1nplmt 
in Nrv1ce per (4 

+ .aa. 
- t:1Ma-
Growth 111 
.. a.qea (5) 
- t1mea-

pl&z1t 121 .. :v1c:e (3) 
u.od.&ted 1d.th 

Fract10a at 
plant 111 8ftY1ce 
uaoc:iate4 vith 
_uapa 0) 

~
opte4198~ 

~1gh~ x 
a.verage plc 
in .. %'Vioo 

ace ... l.1twa 

- Proc!uct r4 -
Growth in plant 
111 Hrv1ce per acc... 1W (6) 
- t1J:Iaeti -
CrcM:h 1n ace •• a 
11M. (2) 
- t::t=-a -
Frac:tioo or plm 
121 a.Mce (3) 
.. aoc1aud v1th 
acc ••• U::wa 

- P.roduct at -
Crovth in..plmt 
1%1 _%'Vice per (j) 

_9 ••• age 
, - t1mea-
+ Czovth ira. .aa •• (8 

- t1maa-
Fract1011 or plmt 
in H1'Y1ce (3) 
uaoc1&te4 v1 th 
••• agea 

(:L) t781zz1 lat •• t 60 JIOrlW 12!f(A/1Z!f(A. treD1.appl1ed to latest. <!.ttl point. 

(2) s.. .. ace... 11.%18 &rowth 1D ~ COIiPOMzrt. 

(3) t7 .. a .. tr&Ct1oa .. 1984 adopuc1 ~ar. 

(4) t7a1rJ& lat •• t 60 .ontha 12MKA/12!9a trftJ! applied to l.&teat d&t& po1nt. -(5) t7aiq lat.at 60 JaOI1W 12Ha t%eDd applied to l.&tea~ <tata poiit. 
(6) Growth - pios.ettc1 12M (a) 

• projtCted 1985 0,) 
(a) A. project4tCl at tiM at 1986 a1v1e. letter f111fl& using lateat 

60 montJ112!tiA/12!fiA. t%ft4 applied to l&tt8t data point. 

(I) u project4tCl 1D 1985 adv.I:c:e lett.r f1l1.u&. 

~ U DOte 6. bot 17HHAt12Ma. 
s-.' .. GOt.6. but 12lOa .. 
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• 

• 

Haleri,l, 1M SsmPli" 

~986 &ttr1t11 ~ ~ 4ue to Mopt~ 1985 
:t.r1~ Cld • mat.r1ala x 

wppli.. cd wppl1.s 

-PrOduct. of
Growth 111 
mat. nata , 
xerlU cxl 
.. rv1.c •• per 
acc ••• 11ne (1) 
-t.:1me. -
Crovth in 
&ec ••• 11:.. (2) 

(1.) traixl&'" arovth f1a:ure' .. in M&t.nw. P.enta aDd S.rv1c.. &t.t.r.1. non 
caapooatLt. 

(2) Same u acc:e .. l1Dt &rovth 1ra DVerI» c<apODlizxt. 

.. . 

--
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• 

• 
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• 

• 
(1) 

. 
Con81atent vi th plant iD N%'V1c:. cGapODInt 
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e
986 ~tttit1J 
!.%ftd. tax • (-1) 

ret •• ne • 

• 

• 

Appenr:S1.x A 
(Pap 12 al 13) 

1986 UX 1 ••• 
book 4ep:z:wc1&'t1oa. + 
usod.&ted. v1 th 
.IIdopted 1985 
plaDt 

1986 tax x. .. 
book depred.&-
1:1OD ... od.ate4 
1dth 1986 plmt 
ehqe 
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Ctntgl !ot •• 

1. "Adopted 1985" _ana figare. or ~%U adopted by the Coaa1 .. 101l1D 

tbe 1985 attrition aw.rc1. 

2. ihtft an a40pt~ figure :r.. called for cd tbt 1 tft ment1OD1d bu DOt 

bHD apee1!1.ed1n tlw dee1..1cm or &ttr1t:1or& x..oluticm., "adopted" 

meazw the !1.gu.re uH4 1D the derivation ~, or the f1.&=e eoD.It.tent 

'Wi. th, tbe f1.gu:re apee1!1cally ad~ by the dae1d.= or &ttri. t10Q 

:e.oIut101l. 

3. T •• t year NrC 1IIllt1plUr • 1 .. 917 on both .~! CDd c~ baM •• 

Attrit10c year Nl'C 1II11t1pl1er .'1.52 (.~f 'but.) or 1 .. 53 (compcxy basta) 

far 1985. Fer 1986, tbe &tt:d.t1cm. :year lC'rC :ult1pli.r ... y requ1.%e 

et1ju.tment U cap1 tal .t%UC~ %WViMd by the CcaIm1.a1cm. 

4. 1986 cCl':llpO'2lenU uwme DC> chclge in r&~ of return. Any rate of retarD. 

~ v111 nqu1re &pprop:d.&~ overall adjuatment. 

S. Both 1985 cxl 1986 cCllllpOMrlta UWIDe no ~ in depHc1at1on rate ... 

• Any c1epnd.&t1oa. rate c:hIz2gea v1U requ1re appropn&te adjuatr.Denta .. 

(END OF APPENDIX A) --
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APPENDIX B 
SHEET 1 OF 18 

RATES AND CHARGES 

The rates, charges, rules and conditions of General Telephone Company of 
California 3re changec as set forth in this appendix. 

Schedule Cal. P.U.C. No. A-1. Individual Line, Party Line, and Private B~anch 
Exchange Trunk Llne service 

!he following rates, charges and revision3 are authorized: 

Class and Grade 
of Service 

Los Angeles Metropolitan 
Extended Area Service Exchange~ (1) 

Bu.5ine3s 
1MB 
SPCB 

, PBX ... MtK 
Su'o~ B 

Residence 
1FR 
1MR 
Suo. R 

Non-Metropolitan Exchanges 

Business 
1FB 
SPeS 
PBX-F1'K 
Sub. B 

Residence 
1fR 
2FR 
Sub. R 

(2) 

Monthly Rates * 

'. 

$ 9.10 
26.45 

9.10 
18.45 

9.75 
5.25 ($3.00)** 
8.70 

21.70 
26.45 
32.70 
18.45 

9·75 
8.70 
8.70 

(1) Includes: Covina, Downey, Etiwanda, Hunt1ngton BeaCh, Long Beach, Malibu, 
Monrovia, OnUJ.rio, Pomona, Redondo, Sa.., Fernando, Santa MOnica, Sierra 
Madre, Sunlano-Tujunga, West Los Angeles, Westminster and Whittier. 

, . 
(2) All other exchanges including the Gaviota and Hi Vista exchange~. 

* Extended area 3ervice incremen~ apply in addition to the rates shown. 

** The monthly rate for an individual line residence mea.sured rate :service 
includes a usage allowance of $3.00 • 



• 
A.83-07-02 et ale ALJ/jt 

I N D E X 

Subjec"t 

~HIRD IN~ERIM ORDER •••••••••••.•••.••••••.••••••••••••• 
I. SUMMARY OF DECISION ••••.•••.•••••••••••••••••••••• 

II. PROCEDURAL HISTORy ••••••.••••••.••••••••••.•••••••• 
III. PUELIC INPU~ •••••••••••••••••••••••••..•••••••••••• 

IV. GENERAL'S PRESENT OPERATIONS A1~ 
A COMPARISON WITH OTHER TELEPHONE ~/ 
UTILITIES ••••••.•••••••.•••••••.•••••••••• ~ ••••••• 

V. QUALITY OF SERVICE .••••••••••••••••••••• ~ ••••••••• 
A. Staff's Position •••••••••••••••••••••••••••••• 
B. Victor's POSition •••••.••••••.••••••.••..••••• 
C. General's Position •••••••••••••••••••.••••••••• 
D. Discussion... ••••. • • • • .... • • • • •• • ••••••••••••••• 

VI. RATE OF RETURN ••••••••••••••••.••.•••••••••••••.•• 
A. Return on Equity ••••.•••.••••••••••••••••••••• 
B. Disc~$s1on .••••.•••.•••••••••••••.••••••.••••• 
C. Cost of Debt~ Capital Str cture, 

• VII. 
ACCO~:I:;t~~G~;t~ ~;~~~ ..................... . 
PROPOSED PENALTY ••.••••• -1. ••••••••••••••••••••••••• 

VIII. 

• 

A. Staff's Recommended ~enalty •••••.••••••••••.••• 
B. Recommended Acco~t~g Changes .••.••••••••••••• 
RESULTS OF OPERATIONS / 
(Except Depreciation and Rate Base) 
SUMMARY OF EARNINGS ! .............................. . 
A. Revenues at Present Rates 

(Including Access and Late 
Payment Charg~Revenues) ...••••..••••••.••••••• 

B. Payroll ExpenSe and Adjustment •••.•••.••••••••. 
C. Maintenance ~xpense .••••••••••••••••..•••••••.• 
D. Traffic Expense •••••••••••••••••••••••••••••••• 
E. Comcercial/~xpense •••••••••••••••••••••• ~ ••..•• 
F. General Office Salaries and Expense, 

Other Operating Expense, and 
Affiliated Company Adjustments .•.••••••••••.••• 

G. Operating Taxes (Other Than Income Tax) •••..••• 
R. Federal and State Income Tax Expense 

~~d the Net-to-Gross Multiplier •••.••••••.••••• 

- i -

~ 

2 

2 
6 
7 

8 
10 
10 
17 
17 
19 
25 
25 
30 

34 

35 
35 
36 

41 

46 
55 
57 
58 
60 

67 
70 

71 

, 



• 

• 

A.8~-07-02 et ale ALJ/jt 

I N D E X 
-.-.--~ 

Subject 

Q. Withdrawal of Toll Station Service 
in the Gaviota and HiVista Exchanges ••••••••••• 

R. Optional Residence ~elephone . 
Service (ORTS) ~~d Optional ~' 
Calling Measured Service (OeMS) ~ 
(Schedules E-4 ~~d 5) •••••••••••••••••• 7 ..... . 

S. Farmer Line Service (Sched~le A-12) 
and Farmer Line FEX (Schedule A-20):;z •••••••••• 

T. Monthly Direct Inward Dialing Rates 
and Case 82-10-08 (Schedule A-6) •••••••••••••• 

U. Dedicated Facility Channels/Private 
Line Loops; Rates and Quality ot/ 
Service; (Schedl.:.les G-1 throug;( 7, 
~~d G-13,18,22, a.~d 26) •••• ./. •••••••••••••••••• 

v. General's Experiment with N;{.~-Optional 
Local Measured Service in r~~ge 
County Exch~~ges •••.•••••••••.•••••.•••.•..•.• 

w. Coin Telephone-Local Co n Charge 
(Sched~les A-1 and A- ) ••••..•••••.•••••••••.• 

X. Monthly Semi-Public Obin 
Telephone Rates (Sc~edule A-1) ••••••••••••••••• 

Y. Local Measured Ra~e Service-
Units Of Use (Sc~edule A-1) •••••••••••••••••••• 

Z. Extension of ZUMlZone 1 Capability ••••••••••••• 
AA. Zone Usage Measnrement (ZUM) 

Rates and the~xtension of ZUM in 
Co~~ection W~b Exch~~ge Bou.~d3ry 
Realignment;. ••••••••.••••••.••..••••••••••••.• ~ 

BE. Estimated gettlement Revenue 
Effects Frpm the DeciSion for 
Pacific Epll in A.83-01-22 ••••••••••••••••••••• 

CC. BaSic E~change SerVice Rates ••••••••••••••••••• 
DD. Settlem,nt Effect of Today's 

Rate Increase on Pac1~1c Eell •••••••••••••••••• 
/ 

Findings ~f F. ct ••••••••••••••••••••••••••••••••••••••• 
Conel~sions o~ Law •••••.•••••.•••••••••.•••.••••••••••• 
APPENDlXE . 

! 

:.. - iv .. 

155 

161 

162 

163 

166 

170 

179 

179 

180 
181 

181 

182 
182 

187 
188 
19:; 



• 

• 

• 

A.83-07-02 et al. ALJ!jt 

THIRD INTERIM ORDER 

I. SUMMARY OF DECISION 

Ey o~r interi~ decision in December 1983 we a~thorized the 
General Telephone Co~pany o! Cali~ornia (General) increased s~reharge 
rates to realize additional ~~~ual revenue of S1,0., million. 
Today's decision, issued after hearings on Gen~'alts test year 1984 

/ 
revenue requirement have been eompleted, t~s General has j~ti!ied 
another $4., million. Th~s, the total rate increase authorized in 
this rate proceeding is $154.8 millio~ General originally requested 
a rate increase of $348 million, b~follOwing our staff's analysis 
General reduced its request to $~ million. O~r deCision 
reallocates the existing 21.3~illing surcharge on local excha.~ge 
service rates, and the 13% s~charge on local calling area toll 

~ 
rates, into set rates tor telephone services. Following is a 

L . 
comparison of month~y lO~ excha.~ge service rates showing the base 
rate before the s~reha)8es imposed in 1983 and 1984, the rates with 
the 21.;~ surcharge i~osed starting January 1, 1984, and the final 
rates adopted today: 

- 2 -
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. ~he intrastate s'lmmary of earnings :equires adjustment 
because of certain divestiture effects, which is done in the 
following table. FiTst, the adopted level of access charge revenue 
from interLATA carTiers is broken out (this is discussed more in the 
follOwing section on revenues). Second, intrastate results of 
operations are adjusted for the additional expense General has 
because starting in 1984 it must pay AT&~ or other carriers fo: its 
interLATA calls; prior to divestiture General did not pay for co~pany 
business or "official toll" calls. ~he adopted inc:ease in gross 

,r 

revenues is $153,388,000, which ~61udes a reduction of $7,449,000 
/ 

because we are not convinced ~at General's expenditures for central 
/ 

office switching eqUipment ~(~OSE) are reasonable. 

/ 

J 

- 44 -
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leased CPE; (2) division of int:sLATA toll ~evenue unce~ta1nty; ~~d 
(~) outstanding questions on access cha~ge ~evenue f~om inte~LATA 
ca~~iers. Generai recommends an ~~ual reassess~ent of ~evenue 
g:owth. 

General's situation differs from Pacific Bell's in that in 
1985 General will have a new local directory assistance charge ~lan 
in place and it still has embedded CPE, which we are encourag1~g it 
to sell. These factors, plus the relative uncertainty s~~unding 
its access cha~ge ~evenue, mean we must allow ~~:~rent 
conside~ation of these forces on revenues in 19~and 1986. The 
fairest and most open way to do this is to ho~d limited hea~ings in 
connection with the advice le~ter attritio~ filings. We will allow a 
more current view of some revenue facto s: 

1. Changes in local servioe revenues directly 
attributed to CPE, loOal directory assistance 
charging, Zm1 extenZion, and lifeline 
se~vice. ~ 

2. Changes in toll .evenue att~ibutable to the 
final intraLA~ toll settlements agreement. 

;. Access charge revenue f~om interLATA 
ca~riers. 

We will also .eview the means of estimating system g:owth 
ane overall changes ~evenues. 

While W~ll apply expense savings from directory 
assistance cha~g~g of at least the amounts q~~tified in the section 
of this oPinion1on that subject, we will allow parties to make 
showings on ~the~ the~e will be inc:emental t:a!!ic expense 
reductions ~ceeding that estimated by General; this is because as 
discussed/fater, staff has not ~eviewed O~ analyzed General's 
estimatet 1985-86 expense savings f~om local di~ectory assistance 

/ 
charging. Also, the advent of end-use~ directo~y assistance cha~ges 
tor i~e~state and intrastate long distance calls will und¢ubtedly 
further repress directory assistance calling and expenses. Ou: 
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• adopt.ed approach a:f:f'ords General some :f'lexibili ty wi",;h ::-espect to 
revenue uncertainty each year, but in exchange ~O~ using mo~e cu:rent 
revenue growth data. 

Ad Valorem Tax 
Rathe~ than use adopted 1984 ratios o~ assessed valuation 

to the net book value of assets, General thinks it is fair to 
incorporate any changed assessment ratios adopted by the State ~oa:d 
of Equalization. Ordinarily this is known each May, and the ratio 
has changed over 1981-8;. Any such change can be easily q~~tified 
in the attrition filing, so we will acopt General's recommendation. 

Mate~ials, Rents, and /~// 
Services and Rate Base ~/ 

After hearings concluded in these procee'dings we analyzed, 
in the recent Pacific Eell decision, D-84-06~'{(, staff's proposed 

,/ 

method of deriving attrition year changes~~ materials, rents, and 
services, and rate base (a:ong other c;?t~gories). We are concerned 
about the validity ~f staff's metho~~rogies for these items 

~ (see D.84-06-111, pp. 55-58). W~Will be holding hearings this fall 
in connection with the attritio~mechanism for Pacific Eell, and we 
think it is logical to simul~~eOuS1Y consider these ~tters as the.y 
apply to General's 1985 ~~~986 a~trition filings. Accordingly, we 
will hold joint hea

7
_ings 6n attrition for Pacific Eell and General 

although the scope of 'ssues to consider vary to some extent between 
the two utilities. 
~~Depreciation ExpenseLRese~ve 

• 

~~ Gener~l believes McVica~'s methodology must allow fo~ 
:e~lecting an~CommisSion approved depreciation ~eprezc:iption in 

/ 
att:ition year revenue ~equirement. McVica~ said he would not object 
to this, ,~ long as the depreciation changes hae been p:ope:ly 
ratifie.d"/ 'by this Commission. 

/' 

, Gene:al's Eush· also p:oposed that what he te:ms "technical 
updates" be ~eflected in the attrition filings. This would be, f:om 
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Acd this paragraph on p. lOS at the end of the "~~terials, Rents, 
and Services and Rate Base" section: 

In those further hearings, parties should not present 
any attrition calculations based on trends usi~g/monetary data 
unadjusted for inflation.:try factors. ~7hile/we' recognize that 
industry characteristics may warrant some·ihat different attrition 
mechanisms for telephone utilities co~red to energy utilities, 
parties should consider the consi~ncy of their attrition 
proposals for General and paCi~c( Bell with the attrition 
methodologies we have adoptcc,/for energy utilities • 
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We should establish now how Gene~al's ~ates in 1985 and 
1986 will be adjusted so all parties c~~ plan accordingly, an~ 
questions on rate design do not arise eitner in connection with tne 
attrition filings or ~ro~ a potential inflow of settlement revenue 
from the next Pacific Bell rate ~roceeding, which co~d have a 
decision in late 1985 based on a 1986 test year. Our goal is to have 
a straightforward a~proach that is easy to explain, while also fairly 
apportioning revenue requirement changes. Any rate increases ,/" . .....
resulting in a c~"Jlative ch~~ge in revenue requirement fo~85 
and/or 198o, from that adopted today, which do not exce~$50 million 
shall be made through a ~~iform surcharge on all l~ exchange 
service rates, excluding only ZUM, director.1 a~~tising, and COin 
station calls paid by coin. Likewise, any~tciuctiOn$ occurring 
before the c"~ulative revenue requireme~has increased by S50 
million will be made by a surcredit ~hese rates. w~en, at ~~y 
time, the cumulative revenue increase exceeds S50 million the total 

/. 
c"~ulative surcharge revenue reJ~irement shall be respread and the 
new surcharge applied eqUal~n the above exchange services and on a 
bill-and-keep basis to Gene 81'$ rates for: intraLATA toll calls, 
ZUM and inter-utility pro~ed private line service, Bill-and-keep 
means the surcharge on 011 calls will be retained by General and not 
submitted tor reVen"ole division with other utilities. ~hereafter, any 
r~e~ction will be m de uniformly to the u.~i!orm surcharge on 

/ 
essentially all int~astate services. 
F. Attrition A&/ice Letter Filing 

and Processing Procedure 
I 

General shall tile its attrition advice letter filing no 
I , 

later than October 1 in 1984 ~~d 1985, complete with prepared 
testimOnyJ.! Simultaneously the filing shall be served on all 
appea,~ces in this proceeding. It shall submit a draft filing to 
the Revenue Requirements Division by September 1. The tiled advice 
letter shall clearly show how each res~ts of operations component 
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Su::l~a:." 

(Bracketed numoers are negative) 

General's 
Ta.riff 

Schedule Description 

A-1 Basic Exchange Service 

A-2 

A-?; 

A-4 

A-5 

A-6 

Resid.e:lce 
Business 
Semi-Public Coin 

(:nonthly ra.te) 

Measu:."ed Local Service Units 
Increase from 6¢ to 7¢. 

Touch Calling Service 
Increase charge. 

Reservation 0'£ 
Telenhone Ntteber 

Increase charge.~ 

Verification!Inter.rupt Service 
Increase cna:." s. 

Datatel S rvice 
ncre~e rates. 

Electrdriic Business 

and Zones 

System' Service 
In~rease access line rate. 

Mi~age Rates - except 
deAicated facilities and FIX 

;:;1 :1.I:ll. na. t e d • 

ervices 1'0:." the Handicap?ed 
Increa.se charge. 

PBX Service 
Direct inward Qialing 
service rate charges. 
Centrex - increase access 
line rate • 

- 121 -

~ Revenue 
Dollar Change on 

Inc:."ease Billings 

S 40.696.~ 26.3~ 
16,6~~4 26.; 

,;8,.5 51.1 

6,989·0 

6,110.0 

125 .. 2 150.2 

408·5 219·0 

(242.1) (100.0) 

370.0 10.; 

26.4 

(2,019·2) (100.0) 

'2·5 10 .. 0 

285·1 39 .. 0 

'19· 7 26 .. 0 
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• General's 'f, Revenue 
'Xariff Dollar Change on 

Schedule Descri"Otion Increase Eillings • 

A-12 Farmer Line Service and FEX 
Rates increased 21~. $ 0.-; 21.'$ 

A-1; Joint User Service 
/ 

Discontinue - move to A-1. 109.1 ,/"" 105.0 

A-15 and SutElemental Services (CPEi 
1 Sa. ncrease monthly rates 

and certain non-recurring 
25.2 charges. 

A-16 and 
2; 8.4 10.0 

A-17 and Specia~ Billing Number and 
;; Interexchan e Receiv 

ncrease rate~ 17.5 24 .. 4 

A-19 Foreign Exchane Service 
Increase cer~ain rates 

• and measur~ unit rate. :?, 182 .. S 25·2 

Coin Stat~ Service A-21 
Increase local call to 20¢. 9,546.0 72.2 

A-24 TeleEh~e Answerins Service 
Inlease rates .. 179.8 10.0 

A-;1 Line Extension 
;lIncrease rate to $1.75/!oot. 594 .. 8 250.0 

A-34 /?~sh-button or Key-set 
ITeleEhone Service 

/ lncrease certain rates. 2,218.0 10 .. 0 
I 

A-:?8 Billin~ surchar~e from 1~e; 
Elimlnated. post 

(45,870.2) (100.0) settlements basis) 

A-41 Service Connection, Move 
and Change, and Repair 
Visit Charses 

Increase rates. 23,174.1 59 .. 6 

:B-4 and ORTS/OCMS 
B-5 Increases adopted in (Included below under • D .. 84-06-111. D.84-06-111 settlement 

revenue) 
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We vill order General to study the probable i~pact of USS 
in the two exchanges, through billing comparison analyses. In 
partic~lar, we think some analysis o~ di!!erent types of ~SS rate 
structures would be very useful, and we will order General to 
essentially divide the exchanges, by central of:!'icee, into rOughly.....----·' 
three study groups and apply the following USS rate structure~ 

/' 
(1) call measurement and timing 24 hours a day, (2) meas~ement and 
timing during the peak and se~1-peak period, and (~~surement and 
timing only during the peak period. We w~~t t~hy~rid combined 
meas~red and flat rate studied because having/~eas~red and untimed 
calling periods for c~stomers may mitigate/the impact o:!' ~SS on those 
involved with local comm~~ity VOlu.~tee~rg~~izations, "neighborhood 
watch" programs and the elderly or sh'iit-ins who depend so heavily on 
the telephone network. These were/the groups and individualS which 

,/ 
spoke so strongly against USS at our public hearings. Their common 

/ theme was that there must b~easured and u.~timed local calling. 
Allowing unmeasured local/calls in off-peak periods may strike a fair 
balance, and allow reSidential customers a reasonable opportu.~ity to 
substantially avoid l~l timing under USS if they mostly call during 
off-peak periods. ~ie potential impacts of the three USS rate 
structures which ~~ to be ~~alyzee m~st incl~ee. 

/ 
1. ~~e rate impact on residential c~stomers 

b,roken down by lOW, moderate, and -J.:p:per 
~ncome, as well as by age and size of 

/ ~ousehold .. 
2. How USS co~ld be structured to :provide low 

and moderate income families with effective 
options for reducing their telephone costs 
consistent with their usage needs, (e.g. 
periods when usage is at no extra charge). 

General 6ho~ld work closely with our staff in devising both the 
/ 

hypothetical USS rate structures and the billing study methodology. 
I 

~he study results shall be submitted by the end of 1986 • 

- 178 -

--.~ 

_. 



• 

• 

• 

A.83-07-02 et ale ALJ/jt 

35. Eliminating monthly basic access line mileage and special 
rate area charges will result in a simple~ basic exchange service 
tariff structure. 

36. Party-line service, compared to single-line service, is a 

lesser grade of service from the standpOints of: p~ivacy, 

limitations on the type of CPE that a~e compatible and the 
availability of enh~~ced se~vices. In most exchanges having pa~ty
line service General has the cable pair capacity to o~/si~gle-line 
service. ~ 

37. Many existing pa~ty-line customers pa~be slightly lower 
monthly rate but, given General's plant capa~y, a~e on underf11led 
party-line circuits. ~ 

38. The p~imary motive of custom~~s now having party-line 
service is to either pay lower o~ n~onthlY mileage or special rate 
area increments. ~ 

39· General's private-line alarm loop service has improved ~~d 
by the next rate proceeding ~ can meet G.O. 152 service standards • 

40. The average cal~ a TAS has a holding time of about 30 
seconds, and given that }6lding time General's cost is about 
$1.35/month per DID n~er. 

41. General's )0st study '~derlying its p~oposed p~ivate-line 
or dedicated facili~es rates did not follow the methodology adopted 
in D.83-04-012. J' 

42. As a ~~Ult of withdrawing toll station se~vice in GaViota 
/ 

and HiVista General can avoid a $176,000 investment in trunking lines 
between these~reas and its Thousand Oaks traffic office, and save 
$504,000 ~~'allY in operator costs. 

I 
43. A~ experiment implementing nonoptional reSidential local 

measured service is not the only means of studying p~obable ~~stomer 
impact of different forms of measured service. 

44. Pacific Bell will realize an estimated $ _______ million in 
additional annual revenue resulting from today's adopted revenue 
requirement for General, which means that Pacific Eell'~ existing 
billing surcharge should be revised to a negative ~ • 
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Concl~sions of Law 
1. In view of the inadequate service received by some 01' 

General's customers it is reasonable to mitigate the impaet on thee 
from the inereased revenue requirement found reasonable in these 
proeeedings. 

2. General's proposed 18% per a~~~ late pa~ent eharge is a 

penalty to enco~raee timely bill payment by e~stomer$, and is not 
subjeet to Cali~ornia's Usury Law. Even it the eharge did violate 
the Usury Law this CommisSion, throug."l aOllthority delegated by the 
Legi slature, has the plenary authority to authori,ze" the charge. 

/" 3. I~ General does not :f'O:1:l a separate~.<:orporate subsieiary 
,/ 

~or marketing unreg"J.l:ated CPE, as ordered .,b'elow, it is reasonable to 
.1.1 

impose a .5~ downward adjustment to i~uthorized return on eqUity, 
and assi'gn all phone ma:-t costs to 'Wl'!"eg-Illated operations, and reduce 
its rates. ~ 

4. TASC has demonstrate~hat a reasonable rate for DID 
service provided by General to a TAS is $1.35 per month/number • 

/' 5. The adopted attr~tion allow~~ce mech~~ism, procedure, and 
/ 

rate design !ormilla will :-esill t in just and :-easona'ble :-ates in, 1985 
and 1986. 

6. The revised rates ailthorized in the tollowing order 3.nd in 
Appendix B are just and reaSOnable. . 

TH/P-D INT!;!:'.I!''' O?-2l:-;;"_ IT IS O)YDERED that-:--- -- ---~ ,- -- - ---
1 •. This ~der is tinal with respeet to the General Telephone 

Company of Cal~ornia's (General) test year 1984 revenue 
reqili:-ement. ~While consolidated C.82-10-08 is closed 'by this orde:-, 
A.83-07-02 and OIl 83-08-02 remain open to eonsiaer: General's 1985 
att:-ition ,iling, staff's recommendations on means o! red~cing 
uncolle¢~bles, and any prospective rate adj~stment$ in the event 
General~ access charges !o:- interLA~A ca:-riers a:-e adjusted as a 
reSu1~~t further orders in A.83-01-22 et al. (access charge 
:proceedings) • 
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24. General may ~ile revised tariffs~ in compliance with 
General Order 96-A, not sooner than 10 days after this order is 

effective, which: (a) f~ly contain the rates and conditions set o~t 
in Appendix B, and (b) concurrently eliminates the existing 21.3 and 

13% surcharges. The revised rates shall become effective five days 
after filing and shall only apply to service provided on or a!ter 

/ their effective date. General's tari~~ed sa~s prices for :ulti ~~d 
single-line CPE shall be effective five da~ after filing. 

/ 
25- Pacific Bell shall file revisea tariffs~ 1n compliance with 

General Order 96-A, to increase its ~ative surcharge on local 
/ . 

exchange service rates to a negative 1.12%. !t shall file its 
/ 

revised tariffs within 10 days a~er this order is effective, and 
they shall apply to all servi~rendered on or after the date 
General's revised rates are effective. 

I 
26. A.83-07-02 and Ol1 83-08-02 remain open. Consolidated 

C.82-10-08 is closed, Witt relief gra~ted to the extent reflected in 
/ today's authorized rat7S-

This order b'ecomes effective five days from today. 
Dated Jt,i 1 S i984 , at San Francisco~ California. 
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