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SEIRD INTERIM OPINION

I. SUMMARY CF DECISION

3y our interim decision in December 1987 we authorized the
General Telephone Company of California (Geno*al) increased surcharge
rates Yo realize additional annual revenue of $150.5 miliion.
Teday's decisivn, issued after hearings on General's %esgt year 1984
Tevenue reguiremen+t have bHeen completed, finds Genersal has justified
snother $4.7 miliion. Thus, the toial rate iacrease suthorized in
this rate proceeding is $154.8 million. General originally requested
2 rate increase of $3%48 nillion, dut following our staff's analysis
General reduced iste request to 3208 million. Our decision
reallocates the existing 21.3% billing surcharge on local exchange
service rates, and the 13% surcharge on local calling ares toll
rates, into set rates for telephone services. Following is a
comparison of monthly local exXchange service rates ghowing %the bdase
rate vefore the surcharges inposed in 1983 and 1984, the rates with

the 21.3% surcharge imposed starting Januwary 1, 1984, and the final
ates asdopted today:
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Present and Adopted Basic Exchange Serviece Rates

RBase Rate

With Existing Incresase
Los Angeles Metropolitan Base 21.3% Surcharge Over

Extended Arez Exchenges Rate Avplied Aldopted DBase Rate

Business

T=party measured service $
PEX line-peasured
Suburban~4-party flet

roete* 1 1 26
Semi-public coin station 21.23

51
Residence**
1-party £la%t rate 9.40 26
1~party measured 3.50 5.25
(includes 30 (18.0% sur- (includes (re-

S-min. units charge) $2.00 of structured.
of use) local call-

ing usage)
Suburban 4-parsty
flat rate* £.90 8.37 8.70 26
Non-Metro Area Exchanges

(without local measured
service capability)

Business
l-party flat rate 20.86

“.70
PEX line-£flat rate %1.48 22.70
Suburban 4-party flas

rate* 17.71 18.45
Semi-public ¢oin station 21.23 26.45

Residence*+

8-73 - ® 26%
8.73 . 26

7.7
1.2

1=party flat rate 9.40 9.75
2=party flat rate* 8.%37 8.70
Suburban 4-party flat

rate* 8.37 8.70

*Party-line service will be rhased out. As customers are

regraded to single-line service they will be assessed monthly
gingle~-line rates.

¥*Lifeline service is 50% of the otherwise spnliceble rate. Eowever,
where measured service is offered there is 2 usage allowance of 30
untimed local calls, excess local ¢alls are charged for as follows:
51-40 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 aress that have ¢learly
received inadequate service, and are entitled to refunds on a portion
of their recurring'monthly charges going hack to Jaanuwary 1, 1984.
Those are customers (totaling about 50,000) served by General's
following ceatral offices: Malidu, Zuma, Topanga, Ocean Park,
Muscoy, Perris, and Los Alamos. Further, in view of such
longstanding service difficulties in General's Kenwood exchange,
those customers will receive gimilar refunds as well as a one~yes:r
deferral of today's rate increase as recompense £or receiving poor
service. Although there were some cugstomers who complained of poor
service in other areas, the evidence presented did not substantiate
imposing penalties.

Starting in 1985 General may start charging customers 25¢
for calles to directory assistance for numbers within their area codes;

’ however, each month residential customers may make five calls without
charge, while business customers ¢an make two. This is the same
charging progran recently authorized for Pacific Bell. Our evidence
shows that the average customer calls for local area numbers about
five times per monthk, so on average many customers will not be
impacted by the new charge per call. Many customers speaking at our
public hearings opposed the charge plan, apparently believing
directory assistance is somehow "free" today. However today, on
average, directory assistance costs about $1.26 per moanth for each
access line; customers may think directory assistance is free because
today's costs are rolled into their rates. The adopted charge plan
is intended to more directly recover these costs Lrom those who cause
them: <the frequent users of directory assistance. In 1985 and
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 2all customers’ monthly
rates as low as possidle.
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The charge for a local coin telephone call, unchenged since
the early 1950s, is increased to 20¢ or, for convenience, & quarter.
The present 6¢ charge per S-minute unit of local usage, where General
has local measured service, is increased to 7¢. An optional
unpudblished directory listing will now cost 60¢ per month. The late
payzent penalty charge on overdue cusiomer accounts is raised from
.8% per month to 1.5%, and the returned check charge is $10.

Optional Touch Calling service is raised from 65¢ per month to $1 for
residential and $1.20 for dusiness customers. These increases are
adopted to assess costs on those who essentislly cause them, and the
increased revenues help defray increases on all monthly rates.

We are eliminating the monthly additive increments peid for
basic exchange service by customers in less populated zreas 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 increments the withdrewal of party line service has
a smpall ippact on customers; many undoubtedly subserided to party
line service because under the previous rate program it was 2 means
of either avoiding, or paying substarntially snaller, monthly mileage
rates. These changes mean that General's customers in less populated
areas can have an inherently higher grade of service (e.z., single
line service accommodates a wide range of customer-owned telephone
sets ané optional enhancementc available with Touch Calling).

¥e are ordering General to file tariffs with sale prices
for the many categories of complex multiline terminal 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 ere directing General to inform its
customers that in 1986 rotary dial telephone sets can be used to
obtain equal access to competing long distance carriers. We think
customers, in weighing whether to duy their in-place dial sets,

.* should be aware these gets are not obsolete.
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The monthly rental rates for in-place single line telephone
sets, key systen sets and PEXs are increased o generally recognize
higher monthly costs. TFor example, the standard rotary instrument _
goes from $1.15 to $1.50/month, while the push bution instrument goes

rom $1.70 to $2.15/month.

We are authorizing rates today which will afford General g
reasonable opportunity to realize a 12.74% return on its
undepreciated rate base, which is slightly lower than the last
guthorized return. The driving forces behind the increase in
General's revenue requirement are not related to the Zell System's
recent dbreakup, rather they are increased operating costs and plant
investnent.

We are reducing General's revenue regquirement dy 36 million
because it has not clearly demonstrated the prudency of its estimated
expenditures for new digital central office switching egqaipment
purchased from its affiliate, Automatic Electric, prior to our now
required competitive bidding progranm.

General is directed to start taking steps to form a fully
separated corporate subsidiary to market unregulated terminal
equipment. We take this step because it is sinply the best approach
for ensuring, as time goe§ by, that General's customers do not
subsidize a GTE corporate family venture into a highly competitive
unregulated marketplace.

II. DPROCEDURAL EISTORY

A prehearing conference was held on August 12, 1983 before
Comnissioner Vial and Administrative law Judge (ALJ) Alderson.
Eearings commenced on October 3, 1983 and largely concluded on
January 20, 1984, with certain remaining issues addressed during
April 1984. TFifty-two days of hearing were held. Opening briefs
vere filed on February 22 and reply briefs on March 5, 1984.
Supplemental briefs on the limited topics subject to hearings in
April were filed on April 24, 1984.
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OQur interim Decision (D.) 83-12-067 issued December 22,
1983 allowed General %o increase its rates to generate $150.5 million

in gross revenue, through surcharges of 13% on intralATA toll, and
21.3% on almost all other services.

III. 2UBLIC INPUT

Following are the locations where hearings were held
specifically to receive public input, and the numdber of customers
making statements: Los Gatos (18), Santz Monice (59), Santa Barbara
(27), San Leandro (24), West Covina (33), San Bernardino (28), Indio
(21), Long Beach (28), and Novato (7). Prom the 245 customers'
statenents, plus the correspondence received and the petitions
submitted, we have some insight inte the thinking of General's
customers about General, +telephone rates, and the regulatory

process. Our summation of some of the thinking repeatedly expressed
by customers is:

1. General is probedly not doing everythiag it
can to hold down its costs. Many large
companies and local governmentz are
struggling to hold down costs, but is
General?

An increase in rates should only follow after
good service is provided. Many customers
think General's overall service is less <4han
that provided by Pacific Bell.

General continuelly hoodwinks this Commission
10 get ravte increases by promising %o
nodernize and provide better service, and
then not following through.

If General needs a 15% increase 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%?

If General had competition, and not a
nonopoly on providing telephone service, it
would probably operate more efficiently,
provide better service and, in overall ternms,
treat customers better.
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6. The poor, elderly, and shut-ins must have
ffordadle 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 essentizl for local
volunteer and community organization

activities becazuse many calls are made Lrom
residences.

Other aspects of public input relating to telephone service
end rate design will be separately discussed in those respective
sections of this opinion. Oversll, although most customers were ot
familiar with the nuances and technicalities of ratemeking, they
addressed legitimate concerns and issues. Particularly sobering is
the skepticism many ¢ustomers hold about the effectiveness ¢of
regulation 0 ensure the pudblic is charged reasonable fates, and

whether the public is getting full value and protection from the
regulatory process.

IV. GENERAL'S PRESENT OPERATIONS AND A
COMPARISON WITE OTEER TELEPEONE UTILITIES

General is wholly owned by General Telephone and
Electronics (GTE) and is the second largest telephone utility in
California. Whereas Pacific Bell has an average of about 300
subscribers per sguare mile in its service territory, General has
about 375, making it the most metropolitan wutility. By comparisen,
Continental Telephone Company, the third largest in California, has
about 12 subscribers per square nile in its service territory.

Becausze, among other reasons, we heard from a fair numder
of General's customers attending our hearings that they did not think
General is operating very efficiently compered to other utilities, we

have compiled the following cost data for the three largest telephone
utilities:
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19873 Recorded

Annusl Cost

Telephone Annual Expense/ and Rate Base
Teility Rate Base Per Access Line
(9000 omitted)

Pacific Bell

Maintenance $ 2,115,303 $ 200.56
Traffic 395,908 37.54
Commercial 805,514 76.37
Gen. 0ffice Salaries & Exp. 1,349,782 127.98

Average Rate Base 1%,201,815 1,276.37
General

Maintenance ' 472,718 186.55
Traffic 94,455 37.27

Commercial 179,549 70.86
Gen. 0ffice Salaries & Exp. 308,449 121.72

Average Rate Base 3,321,346 1,314.62
Continental

Maintenance 38,454 197.18
Traffic 16,170 82.¢2

Commercial 11,624 59.60
Gen. 0ffice Salaries & Exp. %0,846 158.17

Average Rate Base 358,384 1,837.69

Yote: Thics data was compiled by our Revenue Regquirements
Division from utility filed annual reports. For
comparison purposes 1983 recorded data is used
instead of 1984 estinated because Pacific Bell's 1684
expenses decline due to divestiture (e.g. transfer
of toll offices, embedded terminal equipment, etc.).

The recent breakup of the Bell System means that General is
now the largest telephone utility in California wholly owned dy 2
vertically integrated holding company. AfLfiliated GTE family
companies dealt with by General are:

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

2. GTE laboratories, Inc. (research and
development).

3. GTE Automatic Flectric (manufacturer-product
supplier).
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4. GIE Data Services, Inc. (data processing
service).

9. General Telephone Directory Company (sale and
preparation of directoriesg.

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

V. QUALITY OF SERVICE

The guality of a uwtility's service is an important
consideration in ratemaking, for it goes to whether a utility is
meeting its franchised obligation to provide adeguate service and
give full value to customers for the rates received. This has deen
an issue of particular concern with General going back to the 1960s,
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,
MeCarrell, modified his originelly distriduted 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
gervice. Private line service is somewhat unique and staff's
recommendations directed at that service will be addressed in the
rate design discussion on private lines.

MeCarroll concludes from reviewing service messurements
reported by Generzl, the results of staff's customer surveys and his
field investigation that by and large service hes improved in meny
areas. The improvement results from a combination of things:

1. Lower emxployee force +turnover due to the
recession, and ending the previous "12-month
Job rotation plan,” have led to 2 higher
level of employee expertise.

The slowdown in growth has allowed General to
"cateh its breath" and shift more attention
from plant installation %o central office
maintenance and trouble shooting.

- 10 -
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3. GCeneral is converting electromechanical
central offices to electronic or digital, and
there is a distinct correlation detween
modern switching equipuent and fewer cusiomer
trouble reports.

Upgrading of step-by=-step switches to better
route toll calls through central offices and
reduce call cut-offs.

01d outside plant is being modernized.

Automated equipzment for trouble spotting and

coordination of repair activity is being
installed.

Our General Order (GO) 133 service measurenment indices pose
difficulty, according to MeCarroll, when it comes to correlating
technical performance into day-to-day customer experience and
satisfaction. EHe notes that none of the measurements quantify
transmission quality (e.g. static) or measure dead line occurrences
caused outside 2 central office. Likewise, the dial service
measurenent does not capture troudle occurreances such as:

1. A wrong aumber whose cause is undetermined.

2. A dbusy signal when no one at the called end
is on the line.

3. The calling party hearing the called phone
ringing when it is actuwally not ringing.

4. Call attempts whea no dial %tone occurs.
McCarroll shows that disl service indices for a central office can de
in the acceptadble range under GO 1335, while at the same time custoner
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 ecriteria. XHe
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 troudble reports. MeCarroll thinks this data is meaningful
because it shows the extent that customers encounter enough of 2
problen to prompt them to call 611 (repair service).




A.83=07=02 et 2l. ALJ/3%

The new penalty McCarroll proposes is deferral of 2 rate
increase to customers in areas with consistently high levels of
troudle reports. He analyzed trouble reports by ceatral office and
found seven central offices, serving adbout 2% of General's custonmers,
that did not meet his mininmum standsrds. Ee thinks inadequate
service, which warrants 2z penalty, are:

1. Central offices whose customer trouble
reports have been 2t or zbove the G0 133
standard level of 6.5 trouble reports per 100

stations every month between July 1982 and
June 1083,

Central offices whose average customer
trouble reports have been at or greater than

10.0 per 100 stations between July 1982 and
June 1983.

Applying those standards, following are the central offices
which MeCarroll found were not providing accepteble service (Exhidit
51, Table 3-1):

High-low range Average Nunber of
Central of reports of last wmonths below
Office over 1% months 12 months G0 13% standard

Malidu 1%.5-2.2 12.2 13
Zuna 19.8-8.3% 13.7 13
Topanga 23.5-9.3 14.6 13
Ocean Park 15.%3=9.9 12.2 13
Muscoy 14.1=8.9 10.3 ' 13
Perric 13.2=9.2 10.6 1%
Los Alaros 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 narkedly improving, whick
is borne out by staff's follow-up Sante Monica customer survey

showing 73% think service is good or better, conpared to the earlier
58%.
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Staff did a mail survey of customers in coastal exchanges
vhere five of the seven central offices with high trouble reports are
located, and learned: '

1. T4=83% occasionally or freguently eancounter line static.

2. 32-71% " " " " a dead line.

3. 65-80% " " " do not have loczl c¢alls
go through.

4. 61=T0% do not have toll calls
&0 through.

Staff also surveyed customers of General and 13 other
California telephone utilities and its comparative results follow
(Exhivit 51, Table 2-7):
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I Adequate, Cood or Excellent

12 3 4 5 6 7 8 9 1011121314 151617 1819 2021 22 23 24 25
’ YORILD RBWLA M SM

Mauats, Cood
Conpary/Serving Area or Ixcellent (X)
1. Dorris 100
2. Capay Valley %8
3. Siskiyou 9%
4, Volemo 74
5. CP National/Needles 97
6. Cirizans/Barney 96
7. Siaxra 93
8. CP National/Vestwood=Lake Almumor 95
9. Uast Coast/Crescent Cicy 95
10. Mariposa %
1l. Citizens/Alturas 92
22. C? Xational/Colusa 22
13. Citizens/Susaxville 91
14, Tuolumne ' 2%
15. Xarman 20
16. Citizens/X1x Crove 8
17. Citizens/Chaster 82
13. Yoresthill 77
19. CIC/Marina del Ray . 75
20. CIC/Lagua Baach : Tho
. CIC/Radoudo Seach 73
2. GIC/uast Los Angeles 70
2. Cootinental/Timber Cove 67
2. CIC/Malidu 5
25. CIC/Santa Monica 58

This composition represents 25 serving areas of fourteen independant tslephona
companies. This 1ist i{s not vepresestative of all tslapbons companies in California,
or {s it mamt to de a mmwerical rating of the companies. It {s intended simply to
show vhare Tesponses for oua utilicy fall in relation £o respouses from all the other
utilirzias survayed so faxr.
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Staff also presented 2 comparison of 1082 customer satisfaction

survey results from surveys conducted by both Gerersl and Pacific
Bell (Exhibit 51, +able 2-5):

(Selid portion of ber shows General's customers response.)

1982

ADG S8ZF OCT XV IEC

Pinally 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 +his and the other

comparative surveys must be seriously considered in ratemoXking, as
required by PU Code § 72e:

"In deternining and fixing rates for a telephone
corporation pursuant to this section or pursuant
To Section 455, or in deterzining whether or not
a proposed rate increesse is justified pursuant to
Section 454, the commission shall, anong other
things, take into consideration any evidence
offered concerning the guality of the particular
telephone corporation's services as conpared with
that of telephone corporstions in adjacent
territory, and the permissidle rates for
comparsble service cherged by telephone
corporations in adjecent territory.”

- 15
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After preparing his exhibit and initially testifying
MeCarroll added customers served by three central offices in the Ios
Gatos area to those who should receive a rate increase deferral. EHe
said that while those central offices did not meet his technical
guantification of inadequate service, he would nevertheless include
them. Ee was swayed ty custozmers testiflying at our Los Gatos hearing
that many have either given up calling 611, to report troudble, or are
perhaps intimidated about calling due to General's practice of
initially telling customers if the troudle turns out 1o be caused by
custoner-owned terminal equipment a S$55 charge will be assessed
(General changed this practice ia early 1984). Trouble reports for
these three central offices were in 2 range from 4.7 %o 9.5 during
the first six months of 1983.

McCarroll treats the Keawood exchange differently and
recommends delaying any rate increase for one year rather than six
months. The Kenwood exchange has undeniadbly had service prodlems.
McCarroll concludes the central office switeh installed in 1971 was
relatively novel and untested, and customers unfzirly had to endure
for years until General finally reacted dy putting in a different
gwitch in October 1983. Ee thinks the new switch will be a vast
improvement, but notes it is of 2 technology that is being phased
out. He gquestions the long-term cost-benefit of General's decicion.
Sonoma County 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 woeful
¢cycle of poor service to Kenwood. He supported McCarroll's
recommendation that any rate increase be deferred for one year as
some recompense to long-suffering Kenwood customers. Peter Gruchawka
aleo spoke and presented a petition from 170 Keawood customers. EHe
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 logic. Xe asked for a2 rate
increase deferral and z 15-year "rebate" for poor past service.
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B. Viector's Position

Victor, an individual representing himself, testified in
Los Angeles, sponsoring Exhibit 93. Ee 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' problens
and that they lack overall censitivity. It is apparent that Vietor
has had numerous billing questions over the past few years, and he
has received the personal attention of many ¢f General's custonmer
relations representatives right up to the vice president level. He
also concludes General's plant construction is too costly and
inefficient based on an incident nezar his residence, where some work
done for Generel by a contractor apparently had to be at least
partially redone. Vietor recommends that no rate increase be granted
until Generzl demonstrates a changed and more positive attitude.
While we regret Vietor has had such a personslly

. disappointing experience dealing with General, his evidence does not
clearly show Generzal was unresponsive. We cannot, dy inductive
logic, conclude even if all Vietor's claims relating 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 and it is
presently 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-
trunking service. Ee 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 dy General's Tel-
Cel 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 Exhidit 32 shows improvement
from an overall annual average of 7.1 in 1979 to 6.4 in 1982, with
the first nine months of 1983 showing an averasge 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 de
installed, have declined dramatically since 1979.

Gasser points to mechanized trouble testing, computerized
trouble recordkeeping, and better coordination of repair crew
resources as steps that will further reduce customer trouble reports.

General gauges customer satisfaction by results from the
Tel-Cel telephone survey conducted from Indiana for all GIE operating
companies by Walker Research, and Gasser was extensively cross—
examined by staff, TURN, and Vietor about the survey's format and
mechanics. He shows overall that the percent of satisfied customers,
conpanywide, is close to General's objective. Repair service
satisfaction however most notably 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 McCarroll's recommendations
was limited to McCarroll's decision to include the three Los Gatos
area central offices to his list of customers who should receive a
rate increase deferral. General's Los Gatos Division Manager,
Oliver, sponsored Exhibit 105. It shows trouble reports are within
an acceptable range under GO 133, and are steadily declining despite
General's newspaper ads placed in the area encouraging customers to
call 611 if they have service prodlems. In brief, General discagrees
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 mediz campaign. Oliver said General was reviewing its
procedure -of initielly advising all 611 c¢allers about the potential
for a charge if trouble is ultimately traced to 2 customer-owned
instrument, and he expected 2 change. Ultimately General diad changg
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its practice. TFinally, Oliver cites local non-Genmeral conducted
swrveys showing an improvement in customer satisfaction.
D. Discussion

We find that on a companywide view General's gervice has
improved, and it appears reasonadle to expect Lfurther improvement.
But while a conmpanywide view 1s useful for an overall breoad analysis
of what most customers are experiencing, we agree with McCarroll that
the indicator that best captures day-in-day-out service experieance of
customers ig reported troudle or 611 calls initiated by customers.
MeCarroll's approach of devising a penalty that affords relief %o
those customers experiencing consistently inadeguate service is
equitable. It is an approach we recently adopted for Coantinental
Telephone Cozpany (D.82~12-045 issued in A.82-01-01). McCarroll's
trouble report index underlying his penalty recommendations is
reasonable. Whenever consistently more than1 10%4 or more custonmers
call 611 during 2 zmonth it can, we think, be conclusively presunmed
customers are experiencing an unacceptable degree of aggravation and
actual service diffieulty.

General believes McCarroll's proposed penalties (rate
increase deferrals) must be rejected because "they amount to
retroactive ratexaking." We disagree. His proposal is a varfation
of other types of prospective penalties imposed for sudstandard
service that existed shortly before hearings started in rate
proceedings (e.g., overall rate of return penalties). Pollowing
General's logic to its extreme, we would literally have to have
evidence on the results of service presented and fully tested for the
reriod right up to the date we issued a decision, which is of cours

1 6o 123 was revised during the course of hearings, dy D.83-11-062,
80 that trouble reports are now reported per 100 active access

lines. There are always more stations, due t¢ extensions, etc., than
access lines. 7Thus, when viewed in terms of troudle reports per 100
access lines or customers, MceCarroll's criteria of 10 trouble reports
per 100 stations means actually something more than 10% of cuctomers
when reporting trouble.

-19 =
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impossidle. Legally we are not foreclosed from deing adble to adopt
MeCarroll's recommendation.

Qur reliance on 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 means, as McCarroll pointed out,
trying to measure and gquantify on some objective dasis what
constitutes adequate service is an evolving endeavor. This is
becsuse there are many facets to what is termed "telephone service,"
end there is a multitude of possidle causes for chronic service
difficulties. General sitates that MeCarroll's approach is unfair
because while he criticiszes relying on other GO 133 measurements
which are taken by the utility, he goes %o the other extreme of
relying on 2 measurexent that is "self-reported by customers." But
General misses Melarroll's point, which is that other indices by
their nature, regardless of who takes thenm, are not nearly as likely
to capture and quantify customers' service difficulties.
Unfortunately, we lack and may never have the conceptually perfect
overall service meesurement. Drawing conclusions adbout service
quality requires informed judgment dased on a number of different yet
interrelated factors.

General's reliance on totel company GO 137 measurement
results is encouraging that service is improving overall, dut we do
not find it a persuasive response to the specific plight of customers
served by the seven centrel offices listed by McCarroll. We cannot
place much weight on General's Tel-Cel survey results because:

(1) Gasser could only very generally descride the survey's mechanics;
(2) the survey samples are too small to produce results that can be
afforded weight for our purposes; and (3) the Tel-Cel survey results
wvere averaged compenywicde, 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. TFewer customers
appeared at our hearings for pudblic input with details about
prolonged aggraveted troudle, and it appears General's service
improves dramatically with central office modernization (although we
note customers served by smaller utilities using only older
electromechanical switching appear nore satisfied with their
gervice). The technological innovations to be instituted throughout
General's service territory can only improve things; however, we
think compenywide 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
Trustrated because General has proceeded at 2 slower modernization
pace than Pacific Bell. In essence they ask: what have been GIE's
priorities and where have dollars from past rate increases gone? Iwo
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, oprimarily due to General's and/or the GTE corporate family's
decision to use only Automatic Electric manufactured equipment. This
is discussed nore later.

While we will adopt Mc¢Carroll's recommended penalty for
seven central offices, we will not adopt it for three los Gatos
central offices of Mountain, Montedbello, and Blossom Eill. While he
was swayed from testimony in Los Gatos that many customers have givea
up calling 611, we can 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 example, Malidu or Topanga.
Trying to second guess customer thinking and psychology by region,
and to rely on our guessing as & basis for deciding whether to impose
2 penalty, is too subjective. Just as we adopt McCarroll's
reconmended penalty directed at seven ¢entral offices because of hie
standard is quantifisble and objective, we reject the different
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approach he applied to the los Gatos central office because it is not
bazed on a conzistent quantifiable etandard.

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

1. Instead of reporting customer trouble reports
and dial service indices on 2ll ceatral
offices General will be required to report on
only the 43 listed on pages 1-6 of Exhibdbit
51.

A surcredit of $3.80, rather than $1.40,
shall apply to each access line served by a
central office when in 2 of any 3 consecutive
months customer trouble reports per 100 lines
is 10 or more and likewise, but not
necessarily within the same two moaths, the
dial service index is lecs than 97%.

3. General can discontinue submitting quarterly

reports of the 17 indices mandated in
D.92%66.

Thece modifications will streamline General's reporting and eliminate
its filing data that is no longer useful, and make the surcredit
trigger tied to troudble reports per 100 stations more lenient in the
cense its goes from eight to ten (however, 10 is consisteat with the
penalty adopted in this opinion). But the surcredit trigger works if
the adopted indices are exceeded any two of three consecutive moantkse,
instead of two of three months within a given gquarter, and the
potentiel surcredit amount increases. We will delegate removal of
central offices from the surcredit penalty program to our stef? when
the measurements for both indices for a particular central office are
within the GO 137 reporting level for at least six consecutive months.
Having adopted staff's recommended penalty of a rate
increase deferral for customers served by seven central offices, when
should the increase deferral time period start running? The options
are from January 1, 1984, when the partial increase was granted o
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when the rates authorized by this decision decame effective, or Zrom
today (we made the pertial increase subject to refund to preserve the
option). On dalance, we conclude refunds are appropriate, primarily
because January 1, 1984 until voday's new rates are effective is a
period in closer proximity to the months of unacceptably high troudle
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. EHowever, %4.8% of
the overall $202,948,000 revenue requirement spread to produce the
total 21.3% surcharge on basic exchange service was related to an
earlier surcharge for 1983 attrition (Appendix A to D.83-12-067).
Thus, 65.2% of the 21.3% surcharge shell 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 MceCarroll. This step is taken
because their service prodblems were s8¢0 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 such
ponitoring is underscored by the updated survey materials recently
transmitted to the asscigned Commissioner by Sonoma County Supervisor
Adams. Supervisor Adams contacted 300 constituents in a follow=-up
survey, to gather information about improvements in service following
General's replacement of central office switching equipment in
October 1983. In his June 22, 1984 letter +o Commissioner Vial,
Supervisor Adams enclosed 92 survey replies indicating that Kenwood
exchange customers continue to complain of service problems (heavy
static, busy signal when not in use, etc.), despite the recent change
in central office switching equipment. In view of this response,
Supervigor Adems recommended that no rate ingrease be granted %o
General without the vast majority of these prodlems being permanently
resolved. He also stated that the Commission 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 for each month General has not
provided adequate service since the temporary switch was installed.
Supervisor Adanms' letter and ite enclosures will be inserted in the
correspondence file in this proceeding, for use by the staff and
interested parties in further analyzing the Keawood situation.
Should staff's independent follow-up arnalysis reveal that the
prodvlems outlined in Supervisor Adams' survey results are continuing
in the magnitude reported, we will expect the staff to preseat a
reconmendation 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 a2 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 of
telephone access by customers to General's business offices, where
billing cuestions are handled, and repair service. Seversl customers
attending the hearings complained of receiving no answer or loag
holding times. Staff's investigation found no acute prodlems, and it

concludes new operating efficiencies by General will result in better
customer access.
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VI. RATE QOF RETURN

The primary point ¢of contention raised by the rate of
return reconmendations of General, staff, and City ¢f Los Angeles

(LA) is the cost of equity. We think the most accurate capsulation

of how 2 reasongble rote of return ic deternmined was made by LA's
witness, Kroman:

"The rate of return process inherently is one of
exercising judgument. Even those who use a
formula, they have to exercise judgment as %o
what formula they will use, and then they
exercise judgment as to what nughers they will
put into the formula. The entire process is one
of judgmenzt." (%r. Vol. 23, p. 2221.)

Following is our summary of the parties' positions and our
analysis underlying the adopted rate of retura.
A. Return on Equity

General's Position

. General regquests a return on equity of 18% to 19%. Three
. witnesces testified on its behalf: its Treasurer, 0'Rourke; a first
Vice President with Dean Vitters Reynolds, Inc.'s Regulated Industries
Pinance Department, Hollister; and Dr. Vander Weide, 2 professor of
finance from Duke University.

Q'Rourke, as the other witnesses for Genersl, believes
investors are not convinced that interest rates will remain
relatively low, from recent historical peaks, eand thet concern plus
new risks facing all telephone utilities dictates at least an 18%
return on equity, up from the 16.5% return on equity last found
reasonable for General in April 1982. 7The new risks cited are those
posed by increasing competition, and how regulators may react to the
dilemmas caused by more competition. It is harder 10 forecast demand
and plant reguirements with z market that may shift due to
competition, according to O'Rourke, and this increased likelihood of
either overduilding, with resulting stranded 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 elluded to by O'Rourke has been resolved Lor intrastate
service, but it remains with respect to interstete toll. The
inereasing regulatory risk O'Rourke sees investors being concerned
about comes primarily from more and more pressure on regulators to
keep rates as low as possible, perhaps at the expease of
shareholders. Also, he thinks investors perceive the pace and
responsiveness of the regulatory ratemaking process as too slow, and
results potentially inadeguate. Pinally, he c¢cites discrepancies
Yetween authorized and recorded or realized returas as 2 factor, the
fault of regulators, discouraging investors. O'Rourke selected data
end applied three tests to arrive at his recommendation: The
Discounted Cash Flow (DCF) method, the risk premium method, and a
financial integrity test arriving at a pretax interest coverage o
keep an "A" bond rating. While we are very fanmiliar with both the
DCF ané risk premium methods, es discussed later, O'Rourke's
financial integrity test disclosed that a return of equity of 16.5%
to 19.6% would be reguired %o, under his assumpiions, produce 2 3-3.5
pretax interest coverage retio.

Hollister stresses that the disparity between authorized
and realized returns greatly conceras investors and it erodes
General's financial integrity. Ee develops, in Exhibit &, different
scenarios of future financial integrity, and ratios of book to market
value of Genersl's stock, based on different returns of equity. XHe
nust, of course, deal with surrogate stock investors as General's
stock is not publicly traded and is wholly owned by GTE. While
noting the 17.4% return of eguity granted Pacific Bell in 1987 was a
step in the right direction, Eollister repeatedly stressed that
utilities nmust realize suthorized returns. 7To¢ facilitate this he
suggested balancing account ratemaking for telephone utilities, and
testified if Genersl is not given balancing account assistance to
realize its authorized return, then 1% or 2% should be 2dded to the
18%-19% return which would otherwice be reasonadle. When asked, as a
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utility stock analyst, how he determined if a utility's not realizing
its authorized refturn is primarily the fault of its nanagement or the
regulatory comnission, he conceded it was extremely difficult. Ee
said business acumen ané diligence by managemeat could de a factor,
but in his judgment most utility companies are well managed.
rofessor Vander Weide, who has exteasively testified for

utilities in rate proceedings, thinks investors' receant bout with
high inflation and interest rates will affect their attitudes and
expectations for a long time. New risks, from the investors'
standpoint, cited by Vander Weide, are anzlogous t¢o those listed by
O'Rourke, but he summarizes by saying that investors thinking of 2
telecommunications company equity investmeat will, more and nore,
instead ianvest in companies that are unregulated and which stand a
better chance of realizing higher returas. 7T¢ arrive at his
reconmended return Vander Weide used the DCF and "spread test”
method. The spread test method is studying comparable yields to bdond
and stock investors over time, and projecting the spread or premium
necessary to predict a future return necessary to attract equity
investors. Ee concluded the equity investor expects a spread of S
£.5% over General's paid yield oa its bonds, znd assuning any new
bond yields of 13-13.25%, a return on equity of a2t least 18% results.

Staff's Position

Staff, through its witness Mowrey, recommends a return on
equity of 15-15.5%. Approaches used by Mowrey %o arrive at his
recommendation include a DCF ana2lysis, 2 risk premium analysis, and
considering the interest coverage various returns could produce.
Mowrey's risk premium and DCF analysis used, for comparadle
companies, 20 selected electric utilities (because Generzl's
witnesses used electric utilities in their respective analyses) aad
five publicly traded telephone companies relatively close in size to
General. Electric utilities, Mowrey notes, can be used for
conparison purposes because, while the industry may have some
different characteristics, they compete with telephone utilities for

- 27 -
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equity investment. Mowrey's risk prezium anelysis over 1973=82,
using comparable company averages as a2 surrogate for General's stock
price (since it's not pudlicly traded) produces a premiuz ¢f 2.65-
2.56% if date from 1981-82 are excluded, and 2.22-1.82% if they are
not. He would exclude 1981-82 data because in those years bdond
yields hit extraordinary highs. Thus, he concludes that assuming
General's new bonds will cost 13%, 2 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 dedt in
General's capital structure, that could result from the 15.25%
nidpoint return recommended by Mowrey are 3.51 before taxes and 2.25
after. If, as in prior decisions, short=term dedt is excluded from
the capital structure the pre-tax coverage becomes 3.72 and after tax
it is 2.39. The 2.39 efter 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 of Los Angeles

Kroman recommends 2 15.2% return on equity. Much of his
testinony addressed inherent subjectivity and shortecomings of using
the DCF and risk prexzium formulistic approaches to justify a return.
He thinks such approaches, which seek to develop the expectations of
iavestors, are clothed in the language of scientific¢ rationale, yest
are fraught with subjectivity. The disparity of DCP results, for
example, of General's witnesses and Mowrey was mentioned to
illustrate his point. Xromen thinks his 15.2% return is fair because
it recognizes General has 2 higher equity ratio and less
corresponding risk than whea we last set its return at 16.5%, it
reflects a climate of lower interest and inflation rates, and it is
commensurate with returns authorized for "principel”™ “elephone
utilities. VWhereas Mowrey and General's witnesses used electric
utilities in their analyses, Kroman does not. Ee believes eleetric
utilities are not comparable because they face more risk than
telephone utilities due to developing auclear plants and from having
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a far greater portion of financial statement earnings coming from
funds used during construction in connection with power plant
projects. He lists in Exhidit 8! 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 saze
period ig 15.25%. Changes in the economic climate since our last
rote decision to September 1983 (about the time Genmeral's rate of
return witnesses testified), which are both snapshots in time, was
illustrated by Kroman (Exhidit 81, Tadle 28):

On or about
Aoril 6, 1982 September 2, 1985

Prime Interest Rate 16.5% 11.0%

Discount Rate 8.5%

Pederal Punds Market Rete 9.44%

Three-month Treasury Bills 9.28%

Six-month Treasury Bills g 53%
0

Bankers Acceptance, 90 days
Certificate of Deposit, 6 months
Small-caver Certificate Rate
Money Market Funds, 30-day Yield
Moody's Corporate Bond Composite
Yield on Newly Issued "A"
30~year Utility Debt
P/E Ratio, Moody's 24 Utilities

Yield, Moody's 24 Utilities
Inflation Rate (CPI) 7.7%

General's Rebuttal Showing

After the rate of return witnesses initizlly testified we
issued our decision in Pacific Bell's rate proceeding, graating it a
16% return on equity. In January, General's O'Rourke and Vander
Weide gave redbuttal testimony which, 25 noted by staff counsel at the
time, was largely in response to our decision, explaining why General
has more risk than Pacific Bell (Mowrey had testified risk to Pacifie
Bell and General, all things considered, is about the same).
O'Rourke cites General's lower bond ratings, Pacific Bell's being
relieved of embedded and potentially prexaturely obsolete terminal

equipment, and General's lower equity ratio as prime examples of
higher risk.
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Both of General's rebuttal 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, because 0'Rourke understands that dond rating
agencies disregard it as a potentially misleading measure of
financial integrity, and look instead at expected and achieved pre-
tax coverages.

B. Discussion

Extensive ¢ross-exanination was directed among the parties
at each other's selection of comparable companies, averaging periods,
and other inputs used in ¢onnection with the various formulistic-
acaderic model approaches for deriving aa equity return. Xromea's
testimony, Exhibit 80, highlights well our observations adbout the
pitfalls of placing heavy reliance on gquentitative analysis
techniques, and it comports with our conclusions in D.83%-12-068,

igsued Decembder 22, 1083 in A.83-12-48 (Pacific Gas and Electric).

The DCF model requires a lot of judgment about input data.
Vender Weide, for exanmple, used ten electric utilities and only three
telephone utilities as comparable to General, and even assuming thet
selection process was perfect, the DCIF analysis applied to the
electric companies was a range of 15.1% to 21.6%. That ic 8 broad
range. TFor the three telephone utilities it was 16.2% to 19.2%.
O'Rourke used 23 comparable compenies, 2ll electric companies dut for
one telephone company, and that telephone company, Continental, was
not one of the three Vander Weide used. 7Tinally, staff's Mowrey used
yet another nmix of compareble companies. Once e group of comparable
companies is adopted, estimates of future sustainable dividend growth
and the appropriate dividend yield must be derived, and the witnesses
used varying epproaches. To be brief, given the vagaries inherent
with the DCF we cannot rely on it, although we note of the three DCF
nodels developed staff's seems the most objective.
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Different inputs and approaches were used for the risk
reniun analysis. The comparable c¢ompanies and historical periods
used to arrive at a "spread" of equity yields over bonds are pivotal

t¢ the result. Utilities, of course, like 2 big spread and
ratepayers, 1f the question were put to thenm, would prefer a small
one. We think, generally, staff's model is more objective, except
excluding completely 1981-82 £rom the averaging period is too
extreme. As General's witnesses all point out, investors have
prodbably not forgotten the extreme volatility in interest rates over
thet period, and they may wonder for some time if it could recur.
Mowrey's exclusion of 1981-82 recognizes that the reslized premiums
are probably an anomaly; however, if we were to adust staff's model,
ve are not sure what empirical assumptions we could use instead which
would give us enough confort t0 rely on the risk premium model. The
greatvest inherent drawback with simply relying on the risk premium
rodel is the tendency of those who propose it 4$0 use a long-ternm
average spread whean interest rates are relatively low, and a2n
extremely short-term average when they are high, thus producing
returns that can fluctuate and which are reactive to short-tern:
conditions; whereas, in ratemaking we strive t0 arrive at a
reasonadle 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 alse not convincing.
While we are interested in considering, among other things, interest
coverages in our delideraticons, we note that interest coverage
inputed or realized, before or after texes, is just one of many
factors the various bond rating agencies congider. If we were to
place primery reliance on coverage ratios, and what people tell us
the rating agencies will require, we would essentially be abdicating
our determination %o a panel of rating ageacies or, more likely, to

experts telling us what they think the various rating agencies
prodbably think.




A.83-07-02 et al. ALJ/3%

Vhat we primarily look to in arriving at 2 return are:
Overall economic conditions, the range of returns prevailing for
comparable companies, and the relative risk inherent with the
particular utility. Weighing these considerations we arrive at an

equity return that can fairly compensate investors and attract new
capital.

General's witnesses and its brief extensively addressed its
risk as an equity investment. It contends that General cannot be

aggregated with other compenies t¢ assess risk, and that on balance
its risk today is about the same as in 1978. Staff ané Xromaxn
disagree. Staff counsel points out that Exhivit 4, Stendard & Poor’'s
July 11, 1983 "Credit Analyses" that raised General from a B3B3+ %0 an
A bond rating, "...Could well serve as 2 succinet rationzle" for
staff's assessument. Standard & Poor's summary, from Exhidbit 4, is:

" Rationale: Ratings on General Telephone of
Celifcraia's first mortgage bonds are raised to
'A' frop 'B3B+', and on outstanding debentures
and preferred stock to 'A-' from 'BBEB'. The
'A=2' commercial paper reting is affirmed. Vith
the recent forgiveness ¢f most of a potential
$469 million tax liability by act of Congress, a
very large financial uncertainty has finally been
resolved. Recent rate relief should help restore
interest coverage to stronger levels, while lower
interest rates and management efforts to reduce
high embedded debt costs and leverage should 2lso
prove beneficial. The company's parent, GIE
Corp., provides support in the form of Lfrequent
commen egquity infusions. Although capital
outlays still remain high, improved depreciation
has bolstered internal cash generation,
curtailing the need for freguent dedb?
financings. OQutlays reflect an aggressive
nodernization program, which management hopes
will continue €0 resolve service problexs and
enhance competitiveness. The company has
recently met or exceeded all service levels
established by the California Public Service
(eic] Commission. Operations had been hampered
by heavy growth demands in the past, but the
recent recegsion reduced this pressure, providing
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for concentration on electronic conversion end
increases of outside plant margins. Although the
recent final judgment, entered into by the
Department of Justice and GIE Corp., requires
that General Telephone of California anéd all GTE
telephone operating companies establich exchange
areas and provide equal access by the end of the
decade, these requirements are not expected o
burden financial well-being."

Kroman's recommended equity return of 15.2% and steff's
range, 15.00-15.50%, ere muchk closer to veing reasonable than
General's 18-19%. Just because telephone utilities do no%t have
balancing account ratemeking we cannot conclude, as Bollister does,
they face more risk than electric utilities; nor can we coaclude
General is riskier than Pacific Zell only because General has & lower
eguity ratic. Also, in one sense General faces less risk than
Pacific Bell because although being smaller, General has the
financial security of 2 large parent; and this is not a one-way
street only benefiting General, because the vertically integrated G2F
corporate family hes in General a market for the many goods and
services its affiliates offer. We cannot iguore 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 commedity cost volatility energy utilities are, which
led us to balancing account ratemaking for energy utilities, anéd they
face far less uncertainty comnected with recevering plant
construction costs. General's equity ratio is subject to its
parent's control, and it would be unfair to reward it for 2
relatively low equity ratic by correspondingly increasing the
return. Since the last rate in¢rease, when we reviewed General's
return, it has been settled that cash flow benefits stemming from %ax
deferral, tax credits, and the short-tax write-o0ff period allowed by
ACRS (five years on new plant) will largely zcerue to General.
Likewise, General faces esmall risk of having any stranded CPE
investment as the adopted 3.5 year average remaining life for station
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apparatus used in comnection with test year depreciation expense
means about the time exmbedded CPE is deregulated, probadly in late
1987, General will have had most of its capital investment returned.
Any additional business c¢limate rick for Genmeral, when
counterbalanced egainst more oppertunities on the horizon resulting
from structural changes in the telecommunications industry, is
extremely hard to quantify. In our view, the high end of the staff's
range adequately recognizes the difficulty of precisely guantifying
this dbusiness 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. Cest of Debt, Capital Structure,
and Rate of Return

Parties essentially agree on the cost of debt end the
capital structure. We will adopt staff's estimated end of 1984

capital structure and, aside from common equity, we will adopt

General's estimated cost factors. Weighting costs to the year-end
capital structure compcnents we derive the authorized 12.74% rate of
return to be applied t¢ test year rate dbase:

Component Retio % Cost Factor Weighted Cost

Long~tern Debt 48.1% 11.00 5.29
Short-tern Debt 3.2% 10.00 .32
-4
3

Preferred Stock 5 T.77 .42

Common Equity 4%. 15.50 6.80

Total 100% 12.74%

¥We will authorize a 12.74% return on rate base, which is
slightly less than the last authorized return of 12.78%.
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VII. ACCOUNTING CHANGES AND STAFF'S PROPOSED $4.3

MILLION PENALTY FOR GENERAL'S NON-COMPLIANCE
WITE PRIOR COMMISSION DECISIONS

A. Staff's Recommended Penalty

Two staff accountent/auditors testified on the results of
their audit of General's books and records (Exhidit 34, Chapters 4-6,
and Exhibit 56). They made 2 number of recommendations, some of
which were to be used dy other staff members making recommendations
on specific test year expense categories, and some of which are
essentially proposed changes t¢ the way General books or records
costs and transactions (called accounting changes). Because the
auditors believed scme of the accounting changes now recommended had
been ordered previously by this Commission, and ignored by General, a
$4.3 million penalty to General's revenue requirement is reconmmended.

None of the accounting changes were clearly and expressly
ordered, for prospective application, in the ordering paragraphs of
the decisions c¢ited. Rather, a review of the decisions shews that in
the body or text of the copinion test-year ratemakXing adjustments were
adopted that at least in part were prexised on accounting treatment
proposed by staff auditors. Thus, the question becomes whether the
accounting changes under discussion were ordered for implementation
by General. 2oth auditors testified that other utilities, given the
sape type of direction, would have changed their accounting
practices. They conclude General was "grossly negligent™ for not
conplying. They testified that after 2 general rate decision is
issued which adopts staff proposed adjustments premised on accounting
changes there is, due t¢ limited staff resources, no immediste staf?
follow-up t¢ see that the utility understands it Iis to make changes
in its accounting, and that those changes are implemented.

We will not impose the penalty, although it was prodbabdbly
intended in the past decisions that the accounting changes be
implemented. Some room for misunderstanding arguadbly existed, given
the manner in which the accounting practices were dealt with in our
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decisions. Our auditors were correct i bringing the matiter to our
attention, for we can understand their frustration at time seeningly
wasted in meking the same recommendation over and over in rate
proceedings, only to have then "adopted” then ignored. Several steps
can be taken to smeliorate this situation: Pirst, staff's 2udit
report should very clearly and separately identify changes in'a
utility's accounting practices or nenoranda record keeping that stass
wents ordered for prospective application; second, if accounting
changes are directed, from staff's realing of our decisions, the
auditors should notify the utility in writing end follow up to ensure
accounting has changed. TPinally, we will try t¢ be nore speecific
addressing the acccunting recommendations of our auditors,
particularly by covering them in the ordering parsgrephs of our
decisions.

We put General on notice, however, that if in future
decisions we adept ratemeking adjustments which stem from underlying
accounting changes, regardless of whether ordering paragraphs or text
clearly direct 2 prospective change, the accounting change will de
conclusively presumed to be ordered. Unfortunately, given the pany
issues involved in 2 general rate proceeding, it is possidle sonme
will not get specifically addressed, and we think, given the
expertise of General's regulatory and accounting departments, it can

easily determine which adopted adjustments were premised on a
different accounting treatment.

B. Recommended Accounting Changes

General does not record interest during coastruction (IDC)
for specific projects in its memorandum records for short-term
construetion work in progress, thus when +the plant is ultimately
retired there is no corresponding retirement of a portion of IDC.
The result, staff contends, is that $6.% million of nemorandum IDC
has built up since 1975 which should now be retired. General told
staff that the IDC on short-tern projects is recorded separately from
the plant from which it is computed, so as rlant is retired there can
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be no IDC retirement. The auditors propose a formula whereby IDC on
the memorandum records would be retired at the same rate plant is
retired. Staff's formula approach is reasonable anéd goes far toward
keeping the IDC on memorandum records substantially in line with the
underlying plant. General will be directed to retire £6.3 million of
IDC as of December 31, 1982, and t¢ apply staff's formula to retire
IDC between then and now, and prospectively.

Staff auditors found sbout $4.6 million charged to
naterials and supplies which, as of the end of 1982, General had not
been bBilled for by its suppliers. ZThe auditor, McCarthy, believes if
8 vendor has not billed General within one year from the 4transaction
"it is wnlikely that axny bill will be received or any payment will be
made." Eer analysis is sound. General will be ordered to exclude
uninvoiced receipts more than one year ¢old from materials and
supplies for ratemaking purposes. Staff drought this up in two prior
rate proceedings, and it is ¢learly time £or the overstetement of
naterials and supplies to cease.

General's materials in progress of fabrication account
records the cost of equipment fabricated by its employees, dut stalf
found work orders inactive over 1% years (totaling $156,000). It
reconmends that these inactive work orders, for projects General
could not identify as completed or adbandoned, be written 0ff to
extraordinary income charges. This recommendation is adopted, and we
will direct General prospectively %0 write o0ff all work oslers that
are inactive for one year %0 extraordinary income charges, both on
its books and for ratemaking purposes.

A vendor billing discrepancies account iz used by General
10 record vendor billings when payment has been made dut 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 the'supplies are received, it is less circumspect in
dealing with billings from its affiliate, Automatic Electriec.

General will pay its affiliate before received supplies are




A.83=07=02 et 2l. A-I.J/lj't

reconciled %o a purchase order. Staff believes the resulting duild=-
up of discrepancies due to Genersal's method of paying its affiliate
inflates working cash; so, it recommends 2 £275,000 adjustment to
working cash for pre-1982 billing discrepancies Yecause the changes
could not be verified or substantiated, and that we order General to
process payments to Automatic Electric the same as those to other non-
affiliated vendors. This recommendation is reasonadle, and we will
direct General to establish a2 purchase order verification gystem for
peking payzent to affiliates within 90 days after today's order.

Staff auditors found that in 1982 General received a $1.6
pillicn premium refund from i%ts medicel insurance carrier because of
favorable clainm experience, and credited it below the line t¢
niscellaneous income. They believe any future refunds ghould,
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 can be clearly allocated t¢ unregulated operations may de
credited below the line.

General, the auditors believe, should comply with past
Conmissicn decisions, and usual accounting practices, and capitalize
a portion of managerial saleries to construction. While doing this
previously, General stopped in 1978. In addition to 2 ratemaking
adjustment to realign expense and rate base in the test yezr, staff
wants General ordered to continually allocate general office szlaries
of "managers ané above" to construction both on its bocks and for
future ratemaking. This recommendation ic reasonable and we will

rder the change.

Staff's auditors found that General had been zc¢eruing IDC
on work orders finenced by customer "advances in aid of
construction.” Staff recommends that General be ordered to stop this
practice, and to deduct the advances acccunt balance from its rate
base. These recommendations are logical znd will be adopted.

The auditors recormend that General be ordered t¢
reclassify the plant additions made to accommodate the 1984 Olympics
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t0 the physical property account "until definite plans are develeoped
for their future use." We will order the reclassification. It is
consistent with the other ratemaking adjustments for 1984 Olympics
selated expenditures recommended by staff and accepted by General.
The test year adjustments are covered in the staff's test year
results of operations and adopted.

General propoces to reclassify $76 million of embedded
company-used station apparatus and large PBXs to Accounts 261 (oZfice
equipment) and 221 (central office eguipment), and to amortize $22.8
million of "minor item" plant over five years. An order in an FCC
docket is the basisc for General's reguest. Our auditors point out
that the FCC order General cites allowed new company equipment
(installed after January 1, 1983) +¢ be charged to different
accounts, but left the issue about embedded equipment to subsequent
decisions. BSo, we will mot allow this accounting change now. The
222.8 million five-year amortization relates to an FCC order allowing
the level of minor item costs that can be expensed t¢ rise from $50
to $200. Staff believes General's view of the FCC order allowing 2
five~year write-~off of capitalized minor iten expense (relating o
company-used station apparatus) is too broad, because: (1) The FCC
said the expencing of capitalized iavestment should net be nade to
accounts with & "large investment™; (2) Station apparatus is not,
given its inherent interreletionship with common and switching
equipment, a minor item such a tools and furniture, as contemplated
by the FCC; and (3) General is not expensing items of station
apparatus costing S$200 or less in other accounts (e.g. CPE).

The PCC's final order addressing these accounting changes
was issued November 1, 1983. It set up a new account for company~
used station apparatus, called "other communications equipment®
(Account 262), but did not establish an amortization period. In view

of the FCC's order, and the rationale behind staff's recommendations,
we will order the following:
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General shall include both embedded and new
company official dusiness telecommunications
equipment in new Account 262.

General and other telephone utilities will dbe
authorized to expense minor items having a
total cest ¢f 8200 or less oa 2n ongoing
basis, starting Janvary 1, 1983, and to
aportize this category of previously
capitalized investment over five years.
Company-used telephones that are part of an
intrasysten (e.g. with P2X, centrex or key
systens) shall not be expensed.

General's recuest to reclassify compeny~used
PBXs end station apparatus to furniture and
office equipzent, and central office
equipment, is denied.

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

When General proposes remaining lives for company-used
other communications eguipment (new Account 262) it shall do so with
a separate study recegnizing the different and lighter use this
equipment receives c¢compared to when it is installed on customers’
predises. Also, in view of Generzl's steady loss of centrex
customers it appears logical that there could be unused centrex
capacity, which would obviate the need for purchasing new PBXs fer
iutraconpany communications system. When General submits its
dopreciation studies in connection with Account 262 it shall include
an arnalysis of whether vacant centrex capacity could have more
economically been used in liew of new PBXs; if it turns out General
bought new PBXs from 1ts affiliates instead of using vacant centrex
capacity, resulting in higher costs, we expect our staff to address
the natter in the next rate proceeding.

The auditors are critical about General's management,
concluding from their investigation that management sheuléd <o more
thorough analysis before leunching into new programs. The example
they cite in Exhibit 56 involved General's endeavor over 1980-82 to
find 2 systen for computerizing customer information, which would
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enable easier and faster retrieval. A decision was reached in 1980
t0 use a system, dut apperently without careful aralysis of hardware,
software, or personnel requirements. About S5 million was wasted
because ultinmately the initiel systexn was dropped in 1982 and General
started with another one. rom the staff's engineers and Generzal the
auditors satisfied themselves that the costs related 40 the abandoned
systen were excluded from the test year estimates. This matter was.
raised by the auditers because they apparently want us to order
General's management t0 be more diligent and analyticel when
evaluating alternatives. Eowever, we will not order management
specifically to do thaet which we and shareholders normally expect,
which is to the extent possidle *to exercise due diligence to
investigate and plan well to minimize costs. ZErnforcing such a dbroad

réer would be extremely challenging. Rether 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 rezsonable.

VIII. RESULTS OF OPERATIONRS -
SUMMARY OF EARNINGS

OQur ratemaking entails adcpting 2n estimated resulis of
operation for a utility that covers 2 prospective year of normal
operation, called the test year. The task is definitely nore
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 a2 utility, such
as General, a reasonable opportunity to realize its authorized
return. 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 ¢f earnings is ultimately viewed in hindsight 44 would
surprige us if General did not spend more in some areas than we
estimated, and less in others. But that is ratemaking. We hope
General can in fact spend less than we estimate, through vigorous
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nanagement and iancvation, 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 recogrnized in future
ratesetting.

General has essentially accepted the st2ff'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 components of the resulis of operations, most
notably test year expense for depreciztion and income taxes, and toll
revenue which is subject to division with other telephone utilities.
Our adopted results of operations table reflects all 2djustments to
the staff's estizate stemming £rom our resolution of contested issues.

Pollowing is our adopted separated sumpary of earnings for
the test year, which in addition %0 total intrastate results at
present rates, shows a dreakdown by the following classes of
intrastate service: message toll, private line, and local exchaxnge

. service.




A.83-07-02 et al. /ALJ/5¢
FilesGENTRRL.I2Y  LM=D RMz240 SUs\(15 cndns’d ' ’

v Adopted Summazy of Ea:nmg...
'.rotal Company and Separated-

Intrastate
Test Year 1984

(Thousands of Dollars)

Total Inter- antrastate-

Coapany state Total Total Tell nm Exchange

OPERATING REVENUES
Operating Revenues $2,027,070 sA40,697 81,688,472 $790,A16  $762,489 $896,062
LESS: Uncollectibles 22,507 14,455 27,024 18,048 18,018 8,005
Revenues after uncoll. 2,082,454 429,200 1,859,454 773,998 744,472 887,056
RDJ:  FCC Acents. Chg. p 108 255 207 19¢ 42
ADJ:  Depr. Mte. 1,251 402 849 702 674 147

Total $2,090,268 429,710 %1,660,558  SUTII07  $TAS, 044 ’ $287,251

OPERWTING EXPENSES
Haintenance $429,800 $98,009  $391,754  5199,52¢4 190,259 $9,269  $132,250
Traftic 107,488 17,597 85.895 44,405 44,500 100 43,292
Comzercial 189,676 23,4 170,2 50,162 49,387 775 120,079
10 Beneral 044, Sal, & Exp. 130,891 18,242 ...,549 58,759 97,509 1,29 7N
11 Other Operating Expense 194,102 9,822 198,280 77,896 75,495 2,400 80,004
2 RDJ: HManagesent FPay (B, 142) (1,449) {6,693 {3,060 (2,9%) {106} vebol
i Sudbtotal 4,300,824 194,797 012,027 427,687 414,189 13,694 484,185
14 Depreciaticn Expense 475,212 79,288 355,987 170,866 164,082 6,784 185,522
15 Priperty U Qther Taxes 49,626 9,148 40,478 19,197 18,347 ot 24,281
16 Payrtll Tares 42,35% 7,942 TA 998 17,495 16,645 1A 17,195
7 State Income Tax 30,622 11,08 19,241 6,667 6,987 282 12,97¢
{8 Federal Inccee Tax 29,618 7,909 51,709 14,686 14,086 59 7,824

19 Total $L,750,306  STT7,AE0 $L,413,837 456,498 SE35,T5L $22,763 871,359

20 ADJ: ENFIA (Exp & ITX) ¢ ) (5,448) 9 9 (5,446}
2L ADJs 68<59 Flom Theu L P 94 299 285 w0
2 A: Autosatic Electric (£,49) (209) (906 (449) (432 437
25 AD: Directory Cospany (4,290} (47) (4,243) (176i 176 {4,067
24 AN FCC Acentg. Chy. 718 14 %4 289 yas 294
25 RJ:r Depr. Nic. 2,168 405 1,76% 74 879 8ey

26 Net Dperating Expenses $5,749,926  $TAT, A9 $1,406,178 #E7,320 NRSW $22,807  $745,2%2
27 Net Operating Revenues $740,740 $B4,T61  $294,380  $115,981 110,82 $5,160  $128,799

RATE BASE

Account 100.1 $3,478,754 81,002,450 $A,445,904 $2,164,540 $2,070,249 596,291 $2,279,764
ficeount 100,37 pad 4 19 § 9 0 10
Katerials & Supplies 2,500 7,500 26,000 17,630 <4047 587 1.... :
Korking Cash Allowance (94,208) (16,369  (77,839) (34,517 (I5,356) {1,690 (41,320
LESS: Depr. Resv. 1,525,250 273,496 1,251,754 370,958 545,582 8,006 480,7%
LESS: Def. Tax Resv. 349,548 106,067 447,501 222,575 212,683 9,892 20,924

Subtotal 3,342,851 644,021 2,698,850 1,350,127 1,289,486 60,441 21,348,707
ADJ: Cust. ai¢ to Const {T31) (141} {590) {295 (287) 9%9] (294)
ADJ: ENFIA (Rate Base) ] 44,775 (45,776} 0 0 ¢ (46,776}
A0J:  Automatic Electric T,946) (742 {3,204) 1,599 {1,527 (70 {1,606
ADJ: FCC Acctng. Chg. (831} {16%) (484) {345) {329 {15 (341)
ADJ: Depr. Mtd. (1,084} {2:0) {874) (439) {420) (20) (425

LEYEFRALHIY

40 Total 33,336,259 $689,539 82,646,700 1,347,449 $.,287,127 50,52 $2,299,258

AL RATE OF RETURN 10.21% 12,921 9.6l 8.617 8.61% 8.5%% 10,452
-43~
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The intrastate summary of earnings requires adjustument
because of certain divestiture effects, which is done in the
following table. TPirst, the adopted level of access charge revenue
from interDLATA 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 z reduction of $6,000,000 v//
because we are not convinced that General's expenditures for central
office switching equipment (COSE) are reaconadle.
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General Telephone Company of California
Adopted 1984 Intrastate Kesults of Operations
‘ Including Estimated Effects of Access Charges
(Thousands of Dollars)

fdocpted Effects of Access Revised Intra=~
Intrastate Charges and Kelated state Results
Results of Effects as Ilmple- of Operations
Operations nmented 1/:/84 w/Access Charges

QPERATING REVENUES
Local Service $7%2,947
Intrastate Toll
InterLATA (access charges)
IntralATA 409,.,2 .
Misc. Revenues ! 5%.3:0

\qun
Unzollegtibles 1284 #ea

Lol E B N 22 B N I o

Total Qperating Reverues 2,660,558 1,662,448

OPERATING EXPENSES
Expenses 0ther Than Taves 1,246,959 1,251,142
tate Inconme Tax 22,073 ~1,823
Federal Income Tax 63,129 62,188
Qther Taxes 74,07 74,087

Total Operating Expenses 1,406,178 1.409,:69

Net Operating Revenues 254,380 (1,108) 257,275

RATE BASE 2,646,700 0 2,648,700
RATE QF RETURN 9.61% . 9.57%

- o

* Access Chqg.

Revenues 272,910 IntralATA Revenues 522044
(Exh. 123 p3.2) 14,829 Ratic of s 0,651429

fper ALY) S0¢ Adj. Net State Toll Rev. 7456058

248,239 Adopted State Toll Revenues s TT%,307
Adopted IntralATA Revenves = 773307 X 481429 = $26,9%4
*+* IntralATA Toll
Revenues *
Net 526,954 &

Uncoll. 12,778 ¢ State Toll Uncoll, 18018
tic of = 0.022749

bross 339,232 State Toll Reverues 791325

Adopted IntralATA Reveﬂues = 92,4954
¢ Local Uncoll. 9,006 IntralATA Uncoll. =, - °, L
. IntralATA Uncoll. 12,278 -526954/(1-.022769)-526954 - 12,278

Total Uncoll. 21,284
N2 . =45~
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The resulting additional intrastate revenue requirement for
test year 1984 is:

12. 74% authorized return on rate bese
=8.57% return at present rates

3.17%

$2,646,700,00C (Rate Base) x 0.0317 =
83,900,390 (net revenue requirement;
X 1.917 (net to gross multiplier

160,837,000
=6,000,000 COSE adjustment (intrastate)

$ 154,837,000 gross intrastate revenue requirement

Revenues at Present Retes (Including
Access and Late Pavment Charge Revenues)

General will have total revenues of about $2,084,685,000 in
the test year, of whieh $1,657,603,000 is intrastate revenue fron
rates set by this Commission (with the exception of yellow page
advertising which is deregulated). Adout 36% of General's revenue
will come from loczl service revenues, 57% from toll service revenue
division (starting in 1984 a portion of 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 from much later data and
reflect the upturned econonmic climate. Two revenue issues warrant
discussion: the level of General's charge for late bill payment and
the test year revenue contribution from General's access charges %o
intrestate long distance carriers.

Lete Payment Charge
Level and Revenue

We will not meke the $2.9 million adjustment, made in our
interin opinion, t¢o reduce local service revenues due to the
reduction in the amount of General's late payment charge in late

1983, because 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 increage,
adjusted local revenues downwaréd by $2.9 million due to General's use
of 2 10% per annum late payzent charge instead of the 18% previously
used. Our D.83-10-088 irn Bernslev v Gemeral ordered the change,
pencing review of whether a charge over 10% per annum violated
California Usury Law. Staff and General agree that we can lewfully
impose an 18% per annum late payment charge.

General's late peyment charge is not a lcaa but a pemalty
for nonperformance or untimely payment of an obligation. The late
payment ckarge is one of several incentives to encourage customers +o
pay their bills when due. Other incentives include disconnection and
having to make a deposit prior 40 retonnection. Such an incentive
for timely performance charge has been held not +o0 be subject to the
Usury law; see, FPirst American Title Insurance v Cook, (1970) 12
Cal App 3d 592.

Assuning in arguendo, however, that the Usury law is
applicedble to General's proposed 18% per annun late payment charge,
this Commission, through the legislated staitutory scheme for utility
regulation, has plenary powers conferred under the California
Constitution on matters germane to public utility regulation,
specifically including havizng the jurisdiction to set the rates axnd
charges of utilities conferred 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 customers are responsidle for what
it terms "unpaid live sccounts,” or accounts that are overdue dut
still receiving service. Such late paying customers can exacerbate
the need for short-term financing. Further, a charge %0 encourage
timely payment cean ultimately reduce General's uncollectidles because
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 comclude 18% per aznum is a
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reasonable lete payment charge to discourage unpaid live accounts.
Ultimately 2ll ratepayers benefit from timely bill payment, dbecause
the cost of service can bBe minimized.

Qur Bernsley decision ordered General to modify its tariff
rules to adopt a billing procedure 80 cusiomers wouwld know when
rayment had to be received to avoid the late payment charge. Exhibit
97 explains the changes and gives an illustrative dill. Its bills
now list the mailing date and the date payment must de 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 postmark date would dbe controlling Quaintance
said the prodlem would arise infrequently, and General did not have a
policy. We do not think 1t is reasonable to expect General's billing
department to know of the infrequent instances when the printed
pailing date on the bill differs from the postmark date in
deternining if a late payment charge applies, but it is reasonable
for General's tariff to provide that if a customer demonstrates the
bill's postmark date is later tharn the printed date, the postmark
date is controlling. This will result in uniform treatment.

Two parties took issue with a late payment charge: TIURN
and William Victor, representing himself. Victor thinks the 18% per
annunm rate is excessive because it well exceeds General's usual cost
of short-tern borrowing. TURN points out correctly that the late
peyment charge is 2 penalty and not "interest.” EHowever, it later
states if we apply 18% we nust then in fairness apply 2n 18% interest
rate to customer deposits instead of the currently paid 74. A more
enlightened approach, according to TURN, wouléd de to give a discount
to customers who pey promptly. Whether it is 2 discount for prompt
payment or 18% per annum orn late payments, it still amounts to an
incentive. Adjusting rates t¢ administer monthly discounting is not
worth it; billing expense could increase to administer an inceantive
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for prompt payment, which should be the norm. TURN recommends
guantifying the amount of discount in the next rate proceeding. We
will not embrace TURN's discounting slternative as, among other
reasons, we A0 not have sufficient information about its specifics or

the effect. OTURN may pursue this issue in the next rate case.

Access Charge Reverue fronm
Intrastate Long Distance Carriers

Controversy surrounds what we should adopt for test year
revenue from interlATA carrier access charges. Our interim decision
establishing a pertial rate increase for Gezeral accepted General'cs
estinate 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 interlTATA ¢arriers 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

round rules for developing access charges was issued on December 7,
1983 (D.83-12-024). The two GIE affiliated utilities, Gemeral ard
West Coast, were granted their requests to develop their own access
charge tariff instead of concurring in Pacific Bell's. General
refiled its proposel access charges by advice letter, and we approved
them for application starting Januwary 1, 1984, dut subject to Lfurther
review and refund; and both General and West Coast were directed to
demonstrate in these proceedings that their access charges were
properly developed and reasonadble (Resolutionz T-10779 and T=10780).

AT&T Communications Company of California, Inc.'s (AT&T)
opening brief filed in March indicated i+t thinks 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 oz March S5 which moved gquestions on the
propriety and reasonableness of Generel's access charges into Phase
II of the other procecedings. The estimated test year revenue




A.83-07-02 et al. ALJ/4t

generation from the filed access charges was considered during the
April hearings, with Gemeral, AT&T, and staff presenting evidence.

General's Position

The following page, compiled £rom 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&T
lease payments on toll facilities there is a gain of $1,984,000 over
originally estimated revenues.
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. 1984 InterLATA Access Charge Revenue
Relationship to the Original Pre-divestiture
Overall Estimate of Intrastate Toll Revenue

Original estimate of total intra-
state toll (both inter and intralATA) $789,051,000

less allocated share of total
uncellectidle expense (16,762,000)

Net intrastate toll 772,282,000

Portion of revenue from intralATA
toll estimated to flow to General
ron settlements 526,534,000

Portion of toll revenuve lost because
General will not handle interLATA
after Januvary 1, 1984 245,755,000

General's October 1983 estimate of
interlATA sceess related revenuve

Lease of facilities to AD&T 42,698,000
Access charges 20%,057,000
245,755,000

General's April 1984 estimate of
interLATA access related revenue

Lease of facilities to AT&T 46,810,000
Access charges 186,100,000
232,910,000

Additional revenue from the

common carrier line charge

increase authorized on May 2,

1984 by Resolution T-10816. 14,829,000
Total 247,739,000

Total test year toll and
access related revenue

IntralATA toll 526,534,000
Access-related revenue 247,7%9,000

(Not including revenue from 774,273,000
carriers other than AT&T)
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While General believes its access charges are correctly
developed it is nevertheless concerned because they are subject to
refund, and conceivadly 1L AT&T prevails with its contentions in
Phase II of the access charge proceedings General could be ordered to
reke refunds to AT&T and reduce its access charges prospectively.
Generel thinks we should have some mechenisn go that if it must nake
refunds and reduce its access charges it can be nade whole dboth
prospectively (by raising other rates) and dback to Jazuwary 1, 1984.

AT&T's Position

AT&T Dbelieves it will demonstrate General's access charges
gre unreasonable. Essentially it conternds Gezeral simply used an
overall revenue objective approach, working backwards from there to
develop itz access charge rate conponents, which is contrary to the
criteria set by D.83-12-024. Gezneral's Hascell testified that
General's charges are cost based, exdé it is primarily coincidence
that they will gemerate sbout the same amount of reveaue it would
have realized from providig interIATA toll. AT&T's Sumpter testified
that AT&T believes General's access charges are t00 high by adbout
3100+ million (on an annual basis). Sumpter believes we should
essentially assume no access charge revernue for purposes of setting
General's 1984 revenue regquirement. The driving force behind this
recommendation is AT&T's concerzn that it will ultimately be harder
for thic Commission to direct refurnds to AT&T if General's access
charge revenue has been recognized in developing the 1984 revenve
requirenent.

AT&T developed that General's estimate of 1984 access
charge revenue does not inelude 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 enteails
getting their traffic volume Yreakdown by intralATA, interTATA, 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 received ore response, which
was & deniel. More recently, the Access Services Liaison Committee's
status report filed on April 27, 1984 in A.83-06-65 et al. states
that as of April 24 the only interLATA carrier billed by any of the
local exchange companies was AT&T.

Staff's Position

The staff's witness, Marks, testified that she reviewed
Eascell's development of test year access charge revenue, and that it
"ils appropriste for inclusion in the development of an adopted 1984
test year" (Exhidit 126). Further, if it turns out AT&T's
contentions are correct, she said we should make prospective rate
adjustments and not attenpt any make-whole award as recompense to
General going back t0 the start of 1984 1if refunds back to then are

rdered. EHer rationale is essentially that we alloweld Genersl the

option of filing its own access charge tariff to accommodate its
preference, and if it turns out General developed i4 incorrectly it
would be unfair for all ratepayers to make General whole. PFurther,
Marks said potential retroactive recovery does not seexm feasible
because our orders in December 1983 neither established a balancing

account nor made any reference to a make-whole mechanism to cover
1984.

Diseussion

Ve authorized General to file its own tariff at its
behest. General is a large telephone utility. It accordingly has
enough acumern and resourcefulness that it is reasonadble to expect it
could follow the guidelines in our D.83-12-024. Accordingly, our
view is the same as Marks'. VWe will essentially adopt +he estimete
of access charge revenue in Exhidit 123, dut modified as discussed
below. If General's access charges are reduced we will concurrently
issue another order in these proceedings to realign rates so General
is prospectively made whole. As no balancing account or retroactive
recovery mechanism was established prior to Januwary 1, 1984 we are,
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as Marks suggested, legally precluded from awarding retroactive
recovery, even 1f we were inclined as a policy matter to do so.
AT&T's competitors, includirng General's affiliate GTE
Sprint, were still not paying interIATA access charges at the time of
our April hearings. General's choices are to either: (1) bill all
their traffic at the higher intrastate access charge rate;
(2) disconnect or terminate service; or (3) start suing for
collection. Eowever, General is being paid by the other carriers for
all their traffic under the charges for exchange network facilities
for interstate access (ENFIA), but as it is interstate revenue it is
not reflected in our adopted intrastate results of operations.
Hascall could not guentify how much more intrastate access
cherge revenue could be owed Gemeral becsuse it does not have the
carriers’ breakdown of minutes of use between inter-and-intrastate
traffic. But be sald assuming 25¢ of their traffic was in rastate,
General would realize, after a reduction in Al&T's share, snother
$600,000 annuwally. We are concerned about the carriers not paying
General. The revenue shortfall will de borrze by intrastate
ratepayers through higher basic exchange rates. roublesome also is
that GTE Sprint, General's affiliate and o competitor of AT&T, is not
Paying; this gives GIE Sprint an unfair cost of service sdvantage.
Under these circumstarnces, and decause none of Gereral's collected
EXFIA revenues are apportioned to intrastate, we conclude it is
reasoneble to impute to General some additional acecess charge
reverue. In a normel year of operation General should realize this
revenue, and, of course, our estimated test year is designed %o
capture an estimated normal year's operating results; accordingly,
from 2 ratemaking standpoint we must make some recogrition of this
collectidle revenue. This is fair fo- intrastate ratepayers znd it
gives General more incentive %o aggressively pursue collection from
the carriers. We conclude conservatively that an additional $500,000
of revenue should be added to General's estimate of 1984 access
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charge revenue, bringing the 4otal +o $248,2%2,000. 0Oz June 30,
1984, after our hearings concluded, Resolutior T-10843 was issued
which made minor revisions %o General's access charges. The
estinated reduction in Tevenue, perhaps $1.6 million, shall be
addressed in Gemeral's 1985 attrition filing.

Pollowing are adopted intrastate revenues:

(S000 omitted)

Local service S 752,947
Access charge revenue 248,239
IntralATA toll 539,232
Mise. revenue 14%,310
Uncollectibles (21,282)

Total Interstate Revenuve 31,662,444

(Red Pigure)

B. Payroll Expense and Adjustment

In interinm D.83-12-067, which se+ General's revenue
requirenent on the staff's estinated results of operations, we
sdjusted operating expense to reflect Gen ral's more recent forecast
of salary increases for Ranagenent employees. Rather than havirng
eack expense category adjusted for this charnge, we will, in our
adopted summary of earnings, reduce total expernse by 38.1 millioen
ané, for the corresponding savings to capitalized construction,
reduce rate base by $1.9 million.

The non-management or rank ard file work force received an
annualized totel wage increase of 9.41% in 1983, and will receive
8.16% in 1984 and 7.12% in 1985. Some of Gereral's customes=s
speeking at our pubdlie hearings were skeptical about General's
efforts to hold down costs, evern dluntly askirng what General is doing
to keep costs down in view of mery industries awarding szpall, if any,
wage increases given the slowing of irflation. There is no way of
knowing whether Gemeral would have negotiated the same three~year
vage agreement if it were not operating under the auspices of
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regulation. Little Justificatiorn was provided by General. It
primarily indicated the terms of the agreement and seems to think
that alone, particularly if our staff does not gquestion the
agreement, meets its burdern 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
salary package, in direct wages a2lonme, will exceed $164 miliion, and
all we see ir expense categories are growing estimates. OQur goal in
reviewing operating expernse related to labor cost is not to directly
inpede the collective bargaining process, but we must give careful
consideration to ensuring management is vigorously pursuing
productivity increases. Thus, as discussed extensively in the
section addressing an attrition allowance mecharism, we are
critically corncerned about giving managemeznt an incentive to achieve
productivity gains so costs borne dy ratepayers are minimized.

Gereral's Exhibits 20 and 21 are its showing on employee

roductivity and labor force estimate. Total labor force, or

equivalent employees from 1979-84, is:

% Change Frox
Yea~- Bouivalent EFoplovees Prior Year

1979 26,542 7.4%
1080 27,597 4.0%
1981 28,%83 2.8%
1982 29,245 3.0%
1983 (estg 27,659 (5.4%)
1984 (est 26,988 (2.4%)

(Red Figures)

While we will allow General's 1983-84 wage agreement to be
fully reflected in our adopted summary of earnings, we will de

keeping the magnitude of the increases arnd uncertainty about the
prospect of substantially offsetting productivity in mixnd,
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particularly in addressing the iessue of an attrition allowance vis-z2-
vie ensuring our ratemaking procedures reflect an incentive %o
encourage operating efficiency. '

C. MNaintenance Exnense

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

General and staff bYelieve the fruits of modernization and
technological innovation ere fully reflected in staff's estimate.
TURN, from its c¢ross-examination, takes issue with this, indicating
concerns about whether staff's estimate fully reflects lower
maintenance expense that flows from more mechanization and the
conversion t¢ electronic or digital central offices.

Staff's witness, Hodges, testified that he investigated
General's maintenance procedures and programs. Ee generally reviewed
recorded expense for past years, investigated General's maintenance
budget, and made productivity adjustmernts. For most categories,
Hodges epplied %the 5% productivity gain expected of Bell Systen
companies, believing there is every reason to expect the same gsin
from Generel. Compared to Pacific Bell, Gereral is at the threshold
of central office modernization, and there is every reason t0 expect
at least a 5% annual productivity gain.

While we will adopt staff's maintensnce expense estimate,
we are curious why Continental Telephone Company in its A.83-12-57
shows a decrease in total mairntenance expense per access lire, while
the estimate we adopt for General is an in¢rease. In particular,
Gerneral's expense for central office maintenance is increasing by
$24.8 million over 1982 while Continental's decreased slightly over
the same period. Maintenarnce iz the expense category with the
largest impact on results of operstions, second to depreciation, and
it is esgsential that test year estimates fully reflect productivity
improvement. While we will rely on staff's estimate for this
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proceeding, we want other facets of maintenarce expense investigsted
in the next rate proceeding, particularly ar aralysis of the extent
to which the impact of central office modernization is indeed
reflected in overall meintenance expense arnd whether General's
paintenance work force has been reduced or reassigned in view of
nodernization.

Another aspect of maintenance expense which concerns ug is
that stalf did not, or could not iz the time ellowed, thoroughly
investigate General's allocatiorn or acsignment of maintenance (for
terninal equipment) between regulated and deregulated activity.
Thus, in short, we are left with Gezeral's assestion +hat it has
correctly assigned costs. This issue, in the droader sense, will be
discussed in a following section on staff's proposal to order 2
separate stard-alone subsidiary for marketing and maintaining
unregulated termirnal eguipment.

Following is the breakxdown of maintenance expense we
adopt:

Account Category i Anount
(000 omitted)

602 Repairs of Qutside Plaznt $ 62,566
603 Test Desk Work 32,605
604 Repairs of Central 0ffice Eguip. 175,442
605 Repairs of Station Equipment 181,190
606 Repairs of Buildings & Grournds 12,577
610 Maintaining Transmission Power 14,796
612 Other Maintenance Expense 3.63%

Total Maintenance Expense 482,809
D. ZTraffic Ixvense
Whereas General initially estimated total compaexy traffic
expense of $105.4 million, it accepted staff's slightly lower
estipate of $103.5 million. General shows a trend of traffic expense
increesing annuelly less and less since 1979, and traffic expezse as
a2 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, 2 4% reduction in
operator-assisted calls. It is presumed by staff that General
correctly allocated out {fraffic expense related to customer
instruction for purchasers of deregulsted PBXs.

TURN was generally critical of staff's efforts at
identifying and givirg full effect %0 productivity gains which couléd
be c¢coming from technologicel innovation.

More is needed, we think, in estimating General's traffic
expense than a *trending review. Staflf's witness, for example,
trended growth in Gerneral's operator force and then applied 2 5%
personnel reduction because the Bell Systenm generally indicates such
a productivity gain stemming from innovation. We note that General
seems on the relative threshold of traffic office automation, whereas
Pacific Bell is much further along. In view of this we are not sure
it is adeguate 70 simply apply today's Bell Systez productivity
factor to General's situation. A more careful analysis of recorded
or historical traffic ¢osts is in order as 2 starting point,
particularly vis-a-vis other utilities, to determine the
reasonableness of recorded costs before trending and iaputing
possible prospective productivity gains. Given our adopted directory
assistance charge plan, which will phase iz over 1985, and the
largest intrestate long distance carriers now charging for intrastate
long distance directory assistance, there should be consideradle
calling volume repression. Also, when the FCC authorizes end user
charges for interstate long distance directory assistance calling
there will be still fLfurther repression. While we caxn review %o sone
extent related 1985 and 1986 expense savings in connection with the
attrition filings, an in-depth aznalysis of such changes orn Genrerzsl's
traffic expense should be undertaken in the next rate proceeding.
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E. Commercial Expense
Background

Commercial expense results for activities such as villing
and collecting, taking customer service orders, marketing and sales
(inecluding advertising), regulatory affairs, and intercompany
relations and settlements.

Test year commercial expense was originally estimated by
General to be $201.3 millior, but it later accepted staff's estinate

of 5195.6 million. TFollowing is the recent history of Gezeral's
commercial expenses:

Percernt Increase Over
Year $ million Previous Year

1972 106.5 16.1%
1980 125.7 16.1
1981 141.3% 14.2
1982 170.3 20.6
1083 (est.) 181.4 6.5
1084 (est.) 105.6 T.%

The breakdown of total commercial expense by category which General
ard staff agree to is:

Account Category (8000)
640 General Commercial Administration 1%,8%0

642 Advertising 4,685
643 Sales Expense 14,357
644 Cornnecting Company Relations 1,775
645 Local Commercial Operations 97,461
648 Public Telephone Commissions 2,740
649 Directory Experses 64,804
650 Other Commercial Expenses 24

Total Commercial Expense 195,676

We will adopt, as discussed below, $2 million less, or $19%,676,000,
for test year commercial expense.
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Starff's witzess, Howard, was extensively cross-examined by
TURN, particularly on the depth of staff's investigation of
commercial expernse and Gezeral's allocation and/or assignment of a
portion of this expense to Genmeral's unregulated marketing of
customer prexise or terminal equipment. Components of commercial
expense most affected dy an allocatiorn of expense are Accounts 640,
Commercial Administration, 64%, Marketing and Sales (encompassing
General's 28 phone marts). Eoward said he had not investigated
General's assigrment or allocation of expexnse 4o unregulated
operations dut, rather, had looked at the growth in General's
estimates as allocated by General.

We are not comfortadble with the level of test year
commercial expense Generel and staff agree 1o, and most of our
concern is caused by gquestions surrounding expense allocation- Our
ensuing analysic of the evidence addresses cost allocation both as it
affects commercial expense, with repercussions for other expernse
categories, and the later section of this opinion addressing the
question of whether General must ultimately have z separate stand-
alone subsidiary for its unregulated activity. Marketing activity,
part of commercial expense, is probably the most visible area
affected by allocations.

Gereral's Estimated Commercial Expense

Unlike the largest telephone utility we regulate, Pacific
Bell, General wants to continue offering uzregulated terminal
equipnent services without 2 separate stard-alone subsidiary. To
continue as it has means ratemaking for Gereral entails careful
review of how its combined regulated and unregulated activities ané
costs are segregated.

In preparing its entire estimated results of operatiorns,
General made either direct assignments or allocations of expenses to

unregulated operations leaving, in theory, orly estimated expenses
for regulated activities.
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General's controller, Pertler, testified orn how coste were
assigred or allocated. EHe believes about 95% of the costs for
marketing, installing, and repairing unregulated multiline terminal
equipment (e.g. Key Systems and PBXs) can be directly assigned below
the line, dYecause General has a separate "division" for such
activity; the remaining 5% involves shared costs, and were gllocated
by the ratio of unregulated dusizess to such things as total plant,
commercial, and accounting expense (Tr. Vol. 5 pp. 508-510).
However, the breakout ic not as sicple when it comes to assigning and
ellocating costs to activity for marketing unregulated single lirne
terninal equipment. This is lergely due to the combined activity of
General's 28 phore marts.

With respect to marketing unregulated single line terminal
equipment through phone marts, Pertler did not appear to have
detailed knowledge of exactly how phone mart expense was derived and
the test year effect of cost assignment or allocation. Tor exanmple,
he was not familiar with the study done by General to allocate test
year phone mart employee time to unregulated activity (Tr. Vol. S,
P. 519), mor did he know how many total phone mart employees were
assigrned to unregulated activity or have a clear idea about employee
functions (pp. 514-521). '

rther, the record shows that Gereral markets embedded or
regulated multiline terminal eguipment (e.g. Key Sets and P2RXe)
without z tariff on what it terms "demand." It was apparernt from the
testinmony of General's Borghi that Ceneral's multiline marketing has
2ll the appearance of a poterntial conflict of interest. TFor example,
if 2 multiline customer is about to change from in-place leased
exbedded equipment, he could be told of terms under which he could
buy it, dbut possidly only after he would not purchase Gezeral's new
unregulated equipment (2r. Vol. 10, pp. 1003-1008). Obviously
valuable sales leads for selling unregulated eguipment can sten from
the irnteractiorn and sharing of irnformation between the unregulated
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and regulated sides of General's overall marketing operation. Eow
this was recognized in estimates of 1984 expense allocation was
unclear (Tr. Vol. 6, pp- 529-530).

Generel also assigns and allocates to unregulated activity
expenses for purposes of interutility settlements of toll revenue,
otherwise it would receive toll revenues based oz expenses including
those for unregulated activities. While the method for allocating
commorn costs is the same as that used to prepare its estimated
results of operations, the other allocations night not be done the
same (Tr. Vol. 6 p. 531).

Some review of how Gererel's series of phore marts came
into being is useful to urnderstand how the expense allocation issue
has evolved. Marina Del Rey received the £first phone mart, a2 stand-
alorne center which was rot part of the area's commercial ¢ffice, in
the late 1960s. Steadily the number have increased to 28, and it
seens General is now uncertain about establishing more. Iz
localities where it does not have stand-z2lone phone marts General
services customers who need face-to-face contact through "converiernce
centers,” which are gernerally integrated with local buciress
offices. But before phone marts and convernience centers General
simply had "public offices” that were integrated with its dbusiness
offices, consisting of a bill paying erea and service cournter (Ir.
Vol. 6, pp. 556-558). Thic operation did not entail the rerxt expense
for 2 stand-alone retail store, ags does the phone mart. Phone marts,
set up as & place where customers must go with certain needs related
t0 General's regulated operations, are by neture arn ideal place %o
channel customers and promote deregulated single lire terminal
eguipment; it is the ultimate in customer traffic routizg, with 2
total annual cost of about $24 million. Ve are left with the strong
impression that stand-alone phone marts may be good for selling
unregulated terminal equipment, dut that the resulting overall price
for serving the needs ¢f customers with regulated transactions may be
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100 steep. We can only wornder whether 1% General had continued its
use of a portion of the space in its local office and commercial '
office facilities for face~to~face customer contacts its overall
costs for these essential contacts would be less. General, of
¢ourse, makes the point that its move toward phone marte occurred
over time under the auspices of this Commission's regulatory
oversight.

Staff's Analysis of General's Commerciel Expense

The staff's Howard was responsidle for analyzing Gezeral's
estimate of commercial expense (Exhibit 34, Chapter 10). He accepted
all of General's allocatiorns betweern regulated and wnregulated
petivity without any investigation of the various activities and
allocations, explaining that he had left the task of aralyzing
General's allocations +o the Revenue Regquirements Division's auditors.

He adjusted advertising expenses by 3904,000 to disallow
General's contridution for national advertising campaigns, by its
parent, as recommended by the staff's auditors, because they do not
directly benefit Gereral's ratepayers. Other thern that adjustment,
he accepted General's 1984 advertising estimate because it looked
reasonable in relation to 1982 expernditures, with ar increase from
$4.8 million to $5.6 millior. He did not analyze in any depth why .
overall advertising expense or nmarketing expense is increesing for
ratemaking purposes while more and more of Gezeral's marketing and
pronotion are presumably directed toward selling unregulated
equipment. However, he concluded, almost as arn afferthought, that
zuch of General's marketing and advertising expense, 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, Chapter 10-3). EHoward did adjust Account 645,
Local Commercial Operatiorns, by 3$3.8 million because his trending
produced a lower estimate.




Discussion

Fairly allocating expernse and bYenefits between regulated
utility activity and other operstions, and reviewing the
reasonableness of charges to utilities by affiliavted compenies, are
high among the more challenging dilemmas faced in utility
regulation. We are not cornvinced from its showing that General hes
correctly assigned arnd allocated commercial expense between its
activities. However, evern if we were convinced its cost allocations
were technically correct, there rexains a2 value to unregulated
operations conrnected with its phonre marts because of the systematic
channel of customer traffic to phone marts. The customer service and
marketing activity combined in phorne marts concerns us, in
ratenaking, from yet another standpoint, which is that essential face~
to-face customer contact might cost less had Gerneral continued using
part of its existing local and commercial offices’ space. The
facilities could have been less elsborate snd, in contrast +o
separate storefront locations, potentially less costly. Integrated
marketing and service contact activity handled through phone marts is
the GIE corporete family's marketing approach; and it is odviously of
potential value to an irtegrated vertical services corporate
structure, encompassing product developmernt, manufacturing, axnd
parketing of termirnal equipment.

Staff's Howerd raises the point that as much as S0% of
General's advertising budget for 1984 could actually be for benefits
primarily flowing to its unregulated sales endeavors. ILikewise, he
notes that much of marketing and sales experse (totallirng $14.3
million) could perhaps be allocated 0 urregulated activity.

However, he did rnot investigate enough to quantify these general
observations into a ratemaking recommendation. As we discussed
above, local commercial operations experse, even if phone mast
expenses are perfectly assigned, would not reflect the value to
unregulated sales stenming from a channeled flow of cusiomers, with &
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variety of needs, %o phore mer+s. Getting foot traffic into *he
Proximate vieinity of any retailing activity, with the potertial for
foot traffic to turn into retail custoners upon exposure %o displeys,
is a pivoval challenge Zor eny reteiling business. Gerneral and/or
GTE heve arrived at arn ideal solution from their standpoirnt.

However, the solution nay be better for GTZ tharn General, because
while GTE will wholesale single lire eqguipment to other retailers,
Gereral is left 4o orly pursue sales through phone marts. Thus, GIE
has pitted its operating subsidiaries to cozpete against other
verndors of GIE manufectured or supplied equipment, but the

subsidieries confirne themselves %o merketing through phe

ne marts.
All terminal equipment not ir General's embedded inventory

as of January 1, 1983 could de So0ld or leased orn & dereguleted
basis. Yet we notice advertising (Account 642) has gone from $4.8
zilliorn irn 1982 to an estimeted $5.6 million in 1984 (Gerneral
subseguently accepted Howard's estimete of $4.7 million, which
reflects the netional advertising expense adjustment). Likewise
sales expense (Account 643) declires slightly over the same period
from $17.9 to §14.% million. We do mo+ understand why these expernses
should not be declining more wih +he promotion of newest state-of-
the~art terminal equipment presumadly falling on Gemeral's
unregulated operation since 1981.

Givern overgll uncertainty about the various aspects of
General's commercial experse diseussed above, including levels of
expense, allocations %o unregulated operations, and the irherent
value to unregulated operations stemping frox integrated phone mart
marketing, we will adopt $18%,676,000 as test year coxmmercial
éxpense, which is 82 millior less thar the estinate Genergl and

Howard ggreed to. The reasongbleness of a larger zllowance or
estimate hes not bYeern demonstrated.




A.83-07-02 et 2l. ALT/4t

P. General Office Salaries and Expernse,
Qther Operating Expense, and Affiliated
Company Adjustments

Gerneral office salaries and expense are operating costs for
Gereral's executive force and its law, accounting, treasury,
personnel, public relations, and other departments. These expenses
are in Accounts 661 to 665. Other operating expenses (Accounts 668-
677) include operating costs rnot falling iznto other categories, such
as insurance, employee fringe berefits, rents and gerneral servicges
nd licenses (which includes payments to affiliated companies).

General accepts staff's estimates whick, generally, were
lower than General's initial estimates. Also, General accepts
staff's proposed ratemaking adjustiments relating 4o General's
peyments to affiliated GIE companies.

Following is a summary, by sccount, of the adopted expernse:

General Office Salaries and Exvense

Account Description Apournt (000 QOmitted)
661 Executive Dept. S 2,896
662 Accounting Dept. 7%,005
663 Treasury Dept. 1,321
664 Law Dept. 1,021

665 Other salaries
and experse 52,965

Subtotal 1%1,208
Adjustments: Lobbying expense (302)

Good Goverrmernt Clud (15)
Total adopted 130,891

(Red Pigures)
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Qther Operating Expenses

(Before Commercizl Zxpense Adjusiment)

Acceunt

668
66°
671
672
674

675
677

AdjJustrments:

Description
Insurance
Accident & Danage
Operating Rents
Relief & Pernsions

General Services
& Licernses

Other Expernse

Expense Charged %o
Construction

Subtotal

Dues, Doratiorzs
and EZ0 costs

Total adopted

(Red Pigures)

Amount (000 Omitted)
S

1,259
e10
21,26¢
146,704

31,228
4,045 .

(10,908)

104,507

(179)

194,328
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Account 674, General Services and License Expense, was
estimated by staff 4o be $39.9 million, before adjustments, whereas
Gereral iritially estimated expense of $44.9 million, then alloecated
$920,000 to its unregulated operationsg, resultirng in about $43.9
million. Both estimates reflect 2 lot of growth in this expense
area, given that 1982 recorded expense was about $26.9 million.
Staff's estimate is based on its analysis of costs affiliates will
most likely bill General for iz the test year, a 6% escalation factor

between 1983 and 1984, and changes in the GTE corporate femily
affecting expense.

Starting with the $39.9 million estimate of general
services and license expense, staff made the following adjustments:

T. $1.6 million to GTE Service Corporation's
billing because staff founéd Service
Corporation's marketing department could not
segregate out the portion of its aetivisty
directed at urregulated operations. From
analyzing project sunmaries staff determined
31.6 nillion of marketing expense allocated
10 General primarily benefited unregulated
operations.

$6.2 million of GIE Laboratories expeznse
because stalf found some projects and
functions could not be shown to primarily

benefit ratepayers (applying our guidelines
in D.82-04-028).

$355,000 of GTE's corporate communications
and Washington, DC expense allocated to
General because these overz2ll activities
"intermix" berefits to shareholders and
ratepayers.

$14,000 of expense connected with GTE's
international treasury (because General has
not used this service since 1982 and has no
plans to use it in the future5, and the humarn
resources group (because it primarily relates
to interrzational operations).

$4738,000 connected with Service Corporation's
billing for servicing fees, because if Quebec
Telephone was billed orn the same bdasis as

other GTE urnits General's cost would be <hat
amount less.
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Steff applied our adopted Automatic Flectric (AE)
Adjustment, which is one measure to encure ratepayers do not suffer
because of General's purchases from its affiliated manufacturing and

rocduct distridution company. AE's income, related to General's
purchases, was reduced and 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. ,

GIE Data Services (GTEDS) provides cozputer-related

services to GIZ telephorne units, such as Gereral: this includes data
rocessing, development of computer systems, aznd leasing computer

equipments. tafl nade no adjustment because it is estimated GTEDS'
return irn 1984 will bve consideradly less <han that alloewed General.

General Telephone Directory Compary, based in Illinois,
provides directory related services such as selling yellow page
advertising, compiling directory information, arnd having &irectories
printed. EHistorically, we have an affiliate adjustment comparable %o
the AE Adjusiment to ensure an affiliate is not used %o realize 2
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 $4.3 nmillion expense adjustmert
(applying General's last authorized 12.78% rate of return, whereas
General uses 2 13.78% returz). Por simplicity, in view of only 2
357,000 difference, we will adopt staff's adjustment as the returrn
used in staff's computation is far closer to our adopted returz.

G. Operating Taxes (Other Then Irncome Tax)

General and staff differ oz ad valorex taxes because they
differ on test year rate base; that is, the higher the zdopted test
year rate base, the higher are estimated property taxes. We will
adopt staff's ad valorem tax estimate, subject to adjustment dased oz
our resgolution of the contested rate base issues.
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II Other operating tax expense are categories suck as payroll
and local taxes. General accepts staff's slightly lower estimates in
these categories.

Following is our adopted test year operating tax expense:
Operating Taxes . Anount

(3000 omitted)

(e.g. property tax and '
State and local taxes) $42,626

Payroll Taxes 42,%5%
Total taxes other than income 321,079

Z. Pederal and State Income Tax
Expernse and the Net-to-Gross Multivplier

General is eligidle for the tax benefits of accelerated
cost recovery (depreciatiorn) and investment tax c¢redit because for
ratemaking purposes tax expense is normaelized. The Econonmic Recovery
Tax Act of 1981 requires such normalization for eligidility. Most
simply put, this means ratemaking tax expense is calculated ignoring

the full impact of accelerated depreciation and tax credit in

rriving at test year income tax expense. However, California
Corporation Franchise Tax (CCFT) was determined by flowing through
tax expense reductions stemming from accelerated depreciation.

taff points out in Chapter 12 of its Exhibit 34 that there

are some questions stemming from the Tax Equity and Fiscal
Responsibility Act (TEFRA) of 1982 yet to be clearly addressed by

reasury regulations, and the ultimate resolution could ultimately
affect how ratemaking tax expense is derived. While we presently
exclude interest during corstruction, which for nornielephone
utilities is called allowance for funds used during construction, as
a deduction in the ratemakirg tax experse caleulation, TEFRA could
potentially be interpreted to require & 10-year amortization of ¢this
expense in our calculation. Also, while we now make a deductior for
property taxes on construction projects, because the underlying land
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is classified as plant held for future use, TEFRA could require
capitalizing such taxes and a 10=year eamortizing deduction. Absens
any treasury regulation on this point Yeing brought to our attention
in this proceeding, and since eligidility for General to realize
other tax berefits does not hinge or this determiration, we will, as
staff recommends, continue with our usual tax expernse calewlatiorn.
Ireasury regulations, if they are ultimately issued oz these points,
may be considered in the next general rate proceedirng.

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

State Income Tax $30,622,000

Federal Income Tax $89,618,000

The net-to-gross multiplier ic used 4o convert an
additional net revenue requirement irnto the requisite gross revenue
increase. We will use the 46% federal income tax sate and the
increpental CCFI rate of 1.83% and arn uncollectidle rate of 1.61%,
which equates into a net-to-gross multiplier of 1.917. Thus, for

each 81,000 of new net revenue requirement $1,917 iz gross revenue is
needed.

IX. RATE BASE AND DEPRECIATION EXPENSE

Rate base, to which an authorized rate of seturn is applied
to deternire if net earnings at present rates are adequete, ic
comprised of several comporents. Telephone plant in service at the
start of the test year is determined, %o that is added test year
additions (which are weighted so, for example, plant that goes into
service late in the test period does not earn a returr from the
start). Added to test year plact in service is plant held for future
use, an allowance for working cash, arnd materials and supplies.
Pinelly, the total cumulative depreciation reserve, includirng test
year depreciation, is deducted, along with the reserve for deferred
income tax, to produce a test year rate Dbase.
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A. General's Construction Budget 1983-84

General's annual construction prograz has gone from $170
million in 1975 to $698 million in 1982. It estimates a 8746 million
construction budget in 1984. ZHaving 95% of its central offices
converted from electromechanical to digital equipment by 1991 is
General's goal, and for just this conversion prograz it estimates
spending $186 million in 198% and 3244 million in 1984. Staff
accepted Gerneral's total estimated construction dudget for 1983 and
1684 with the following adjustments:

1. 1983: £27.1 million is added because of
higher estimated growth in telephore
stations, and 8663,000 of general expernse
should be capitalized and added.

1084: $25.1 million is removed because
growth in telephone stations will be less
than General estimated; $6.9 nillion was
removed because staff estimated a lower
nonlabor escalation factor for 1984, and

8723,000 of capitalized gerneral expense is
added.

Staff's adjustments are reasonable 25 they are based on more recent
available data from which to forecast test year telephone stations
ard anticipated construction costs, arnd we will adopt staff's
respective estimates of total construction expenditures.
B. End-¢f-year 1982 Telephone Plent In Service

General and staff differ by $7.2 million on end of year
1982 plant in service. Thisg difference stems £rom the following:
(1) 2 $6.3 million reduction to retire acerued IDC associated with
retired projects (as recommended by staff's audit teanm); (2 ) an
387,000 reduction for special plant related to the 1984 Olympics
which staff believes cannot be used for other purposes; (3 ) a 81.3
nillion reduction for the capitalizeld portion of General's
extraordinary voluntary incertives separation allowance (VISA) costs
in 1982. (The VISA program, to encourzge early retirement by
managenment employees, started in 1982, and expenses were not included
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in Gereral's test year showing); and (4) 2482,000 was added %o
reflect the audit team's recommendation that a portion of managers'
salaries should be allocated %0 comstruction. We have accepted the
audit team's recommerndation, and, accordingly, will adopt staff's erd
of year 1982 plent balance of $4,792,347.

The adopted end of 1983 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 doth 1083 and 1984,
and adjustments to 1982 telephome plant, which carsy through with
varying effects on estimates of telephorne plant for +he two
successive years. The differences remaining result from General's
and staff's estimates of the breakdown of the construction budgets
between telephone plant put into service and comnstruction work in

rogress, and whether the central office conversions to digital
switches will be on line irn the time frames General originally
estimated.
C. Ratio of Test Year CWIP To Plent in Service

Average year end CWIP balances (for Accournt 100.2) were
estinated 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 exnd
¢ year CWIP to gross plant additions in the outside plant category.
Pollowing are the outside plant gross additions to year-ernd CWIP
balarnces, upon which the different test year estimates hinge:
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(8 millioens)

A 3 C
Qutside Plant Year end CWIP
Year ross Additions Balance Ratio

1975 $ 27.7 $ 8.9 32.3
1976 33.1 8.6 26.0
1977 57.5 21.2 %6.9
1978 87.0 36.8 . 42.5
1979 115.8 63.1 S4.4
1980 147.1 85.4 64.9
1981 144.0 76.% 53.0
1982 189.3 47.1 24.9

tafi's witness, Shiu, developed his ratio by averaging the actual
ratios of the past five yeers, 1978-82, resulting in a ratio of

46.8. General used its 1982 ratio of 24.9, resulting, of course, in
a much higher estimate of outsile plant in service. Shiu's rationale
is that to arrive at a normal ratio actual experience over a number
of years should be used to arrive at a ratio reasonadly indicative of
the future. General's witness, Cecil, testified in rebuttal that we
should apply Just the 1982 ratic, because Gemeral has adopted some
rew administrative procedures 10 more timely c¢lose, or its books,
outside plant work orders. Lack of the controls, he testified,
caused the relatively high ratios in 1979-81. Cecil, however, was
not conversant about the new procedures or familiar enough with then
to ¢onvince us that the 1982 ratio will necessarily be indicative of
the future; he also did not krow what effect the new procedures would
have had, if they hed beern in place, on ratios from 1975-81. An
averaging approach, as recommended by Shiuw, should be applied.
However, given fairly wide year-to-year fluctuation irn the ratios, we
think it ic more reasconadle irn 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,z
in contrast to staff's 46.8% ratio.

D. rogress of General's Digital Switch
Conversion Program in 108%-84

General estimates 1%t will spend $140 million ir 198% %o

convert to 11 additional digital switches, and $204 million in 1984
to 8dd another 16. The switches are AZ GID-5 models. Staff's
investigation of the progress of General's scheduled conversions led
its witness, Monson, to conclude there would be delays or schedule
slippage, resulting in less plant beirng put into service in the time
freme origirally estimated by Germeral. Past delays stemmed, partly,

rom AE rnot givirg timely delivery of software %0 2llow the switches
to be operative. OStaff adjusted General's switch cutover schedule by
three nonths in both 1983 and 1984 to compensate expected delays, and
adjusted end of year plant in service for doth years accordingly.
Any initial GID-5 delivery irstallations arnd cutover problems
oceurring in 1982 and 1983 are, according o Gerneral, solved. Staff
agreed to continue to monitor Gerneral's 1987 and early 1984
conversion program progress, essentially giving General more %time t0
prove its assertions that the conversion schedule could be kept, and
further evidence was presented ir April 1984. In April staff and
General further addressed this issue. While Gereral had not put the
new central office switches in service on the schedule it originally
estimated, Monson concluded it had done better thar he originally

redicted. EHe 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 Gerneral accepted.

TURN is skeptical about staff's acceptance oL Gereral's

revised conversion schedule, pointing out that Gerneral's original
schedule did not hold wp and staff's Monson said he did not have time

z The total from Column B divided by the total of Column A.

- 76 =
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to undertake further investigation of the issve iz 1984. The
elternative, suggested by TURN, 1o allocate risk betweer General axnd
its ratepayers, is t¢ review the actual c¢onversion hisgtory in early
1085 and order refunds if General lags behind its estinmated

schedule. While Momson did not undertake a detailed or field
investigation irn 1984, he said he reviewed Gereral's revised schedule
and found it reasonable, essentially exercising ergireering

judgnent. Given the review ¢f the issue, albeit not as exhaustive as
TURN would prefer, we will accept Momson's recommerndation. Test year
rate base, and its various components, is estimated, just as revenues
ané operating expenses in prospective rate seitting. We krow recorded
experience ir each of the results of operations components will
probably not exactly coincide with our estimates, aznd we £ind no
compelling reason +0 treat this portion of the plant in service
estimate any differently. Accordingly, we will not order Gezeral's
rates subject to refund for further analysis of its converzion
schedule.

We are, however, making a 37.4 million adjustment to test
year 1984 revenue requirement due not to slippage in the conversion
schedule, dut because of our not being convinced that the estimated
capitalized experditures are reasonzble. The $7.4 million adjustment
is discussed later in this opinion.

E. Materials anéd Supplies

Materials arnd Supplies (M&S) consists of items held in
inventory to facilitate maintenance, installation, and ¢onstruction
of telephone plant. General's estimated total M&S will be $55.¢
pillion, and it proposes including that total amount directly iz rate
base. While staff's witness Momson does rot take issue with the
amount General dudgets for M&S, he recommends including only 17.86%
in rate base, or abdout $10 million. That represents the portion
assignable to repair and installation work, while the balazce will de
used for both long- and short-term comstruction. EHis rationale is




that the inventory destined for construction should be in ar account
eligible to azcerue interest during comnstruction, and should not,
since it is nonoperative, be directly placed iz rate base. 0Ff total
M&S about 424 is destined for short—term comstruction in Account
100.1 (such comstruction is included direectly in rate base), and
gbout 40% will be used in connection with long-term comstruction
projects that, of course, accrue IDC before going into rate dasge.
General objects primarily because it does not physically

segregate its M&S inventory into the ultimate end use categories
under discussion, and it thinks the accounting involved implementing
Monson's proposal is, accordingly, too complex. ts redutteal
witness, Cecil, said if we were to adeopt Monson's approach, it should

be limited %o just allocating M&S for long-~term interest bearing CVIP
out of rate base.

Ve will allocate 40.11% of M&S to long-term comstruction in
Account 100.2, and remove the resulting $22.4 nilliorn from test year

rate base as Monson proposes, dbut the 42.03% associated with short-

term noninterest bearing congtruction, or $23.5 million, will de
ineluded in rate base. Ve make this distinction because M&S
associated with short-tern construction must te part of rate base, as
plant in this category never moves from bearing IDC into Account
100.1. Rather, it is always iz Account 100.1. Thus, our %otal
adopted estimate of M&S is $3%.5 million.

The accounting procedure General carn follow to charge M&S
invertory associated with Account 100.2, Lorng-term Comstruction, to
the plant accourt is a clearing account. Gereral pointe out in
Exhibit 98 that our treatment of M&S, and allocating a portion 10
Account 100.2, may be inconsistent among telephore utilities. Ve

expect our staff to review this matter in subsequent rate proceedings
for other utilities.
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. F. Depreciation Expense

One factor affecting test year depreciation expense is the
amount of plant in service from which depreciation expense, or returz
of capital, is calculated. In this proceeding that is the only
difference between General aond staff, and the test year plant in
service differences have been reconciled sdove.

A new remaining life approach was proposed dy General for
switching equipment put into service in 1984, anéd thereafter. It is
called the remaining life unit depreciation (RLUD) method, and
differs from the direct weighting method of arrivirng at composite
remaining lives. Staff accepts General's RLUD method; the RILUD o=
reciprocal weighting method was best explained and illustrated by
General's witness Bush in Exhidit 41:

"General's Electronic Toll Switching Equipment
account consists of three locations. Two of
these are obsolete arnalog switches (ETS-4)
scheduled for replacexent, and one is the latest
Western Electric digital toll switch (4ESS)

. recently placed in service. The approximate
anount in the account is tabulated below using
renmairning lives based on Company corstruction

plans.
1982 Porecast Remaining
Locatiorn Investmert Retirement Date Life (Years)
A (o0ld) $15,000,000 1685 3
2 (0l4d) 20,000,000 1084 4
C (new) 25,000,000 2007 25

"Our goal is to arrive at a composite remairning
life for thisc account which will allow the most
equitable -capital recovery during next year
(1983). Since there are only three locations in
this zecount, and assuming no salvage or reserve,
intuitively the proper 1983 depreciation would be
$16 million, that is, $5 million for location A
(815 million/3 years) plus $10 million for
location B (820 million/2 years) plus $1 million
for location C (825 million/25 years). This is
the actual arount of capital to be consumed iz

1983.

- 79 -
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"Q. 3ased on your example, what is the estimated
rate of capital recovery in 1983 using a Direct
Weightirng procedure?

"A. To apply Direct Weighting, in compositing the
repaining lives, each location investment is
aultiplied by its remaining life. These products
are sunzed and thexn divided by the totel
investment.

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

1982 Rerairing Direct
Lecation Investment Life (Years Weighting (8 Years)

A 315,000,000 3 45,000,000
2 27000 000 25 6357000 000
00

B0 000 000

$60,
710,000,000 SYRS = 11.83 years conposite remaining life
$o0, 00T, T0T

"The account depreciatiorn expense for 1983 would
be the total investment divided by the composite
expectancy, or $60 million/11.83 years which
equals 85.1 million. Compering this figure to
the $16 million actual capital consumed in 1983
shows that, in this account, Direct Weighting
forces Gerneral to under-~accrue dy nearly S11
pillion in 1983. This short-Lall is then passed
or t¢ the future ratepayers.

"Q. TUsing the same example, what is the estimated
rate of capital recovery under your proposed
Reciprocal Weighting procedure?

"A. Determining the future composite remaining
life by Reciprocal Weighting (RIUD) is similar %o
the previous approach, except each location's
investment is divided (inversely weighted) by its
remajining life. The quotients are summed and
ther divided into the total investment.

Col. 1 Col. 2 Col. 5 = Col. 1 x Col. 2

10982 or Remaining Direct
Location Investment Life (Years) Weighting (S Years)

A $15,000,000 3 5,000,000
B 20,000,000 2 10,000,000
¢ 25,000,000 25 1,000,000

s60,0002000 SYRS = 3.75 years composite remaining life

. , ,
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"The 1983 depreciation expense for the <otal
account is calculated Just ag it was for Direct
Weighting, i1.e., the total investment divided by
the composite remaining life, or $60 million/3.75
years which equals 816 million. Thus, Reciprocal
Weighting, applied yearly, allows recovery of the
exact amount of the total account investment
forecasted to he consumed.”

We will adopt the RIUD method for the plant categories
proposed by General.

Gereral proposed two other depreciation methodology
changes, the equal life group (EIG), and product life cyele (PIC)
approaches. The ELG method was rejected by us in both Gerneral's last
rate decision arnd, more receantly, in D.83-08-~031 relating to Pacific
Bell. Accordingly, our ALJ properly granted staff's motion to
elimirate this issue. General withdrew its proposed product life
cyele approach 0 deriving the remaining life of statiorn apparatus or
customer premises equipment (CPE), which would have produced a
remaining life of 2.75 years for this plant. It accepted staff's
determination that 3.57 years should be used. Staff's remairing life
results from the rate of actual retirements applied to the vintage
and mix of General's embedded CPE. 7From the standpoint of potential

stranded investument, this means in 3.5 years General's investment in
epbedded CPE will be recovered, thus its long-term exposure o much

obsolete CPE stranded undepreciated investment is virtually nil. The
sepmification of this esverage remaining life, which we will adopt, is
discussed further in the section of this opinion'on General's
enbedded CPE sales progran.

We will adopt test year depreciation expense of
$425,272,000 which is based on the test year plant in service adopted
in our analysis of rate base.
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G. Adopted Test Year 1984 Rate Base

Adopted Amount ($000)

Plant in Service
(Weighted Average Net) $5,478,354

Plant Held For Puture Use 23
Materizls and Supplies 37,500
Working Cash (94,208)
Depreciation Reserve (1,525,250)
Deferred Tax Reserve (549,568)
Rate Base before Adjustment $3,437,059
Adjustments To Rate Base Adfustments To Rate Base
ENPIA (Total company) o}
1968-69 Flow Through (731)
Automatic Electric Adj. (3,946)
FCC Accournting Change (851)
RIUD Depreciation Method (1984) (1,084)
Total Adjustments (6,612)
Total Adopted Test Year Rate Base  £3,430,447

(Red Pigures)

X. STAFF’S RECOMMENDATION ON A SEPARATE
STAND-ALONE SUBSIDIARY FPOR MARKETING
UNREGULATED CUSTOMER PRENISES EQUIPMENT (CPE)

A. 3Background

Our steff recommends, as the best means of ensuring
General's unregulated CPE marketing endeavor is not subsidized by
ratepeyers, that we order General to form a separate stand-alone
corporate subsidiary. Its rationale is that structural separation
will prove more effective than trying to devise, perfect, and
adninister an accounting separation, aralyzed irn each rate
proceeding, to ensure costs are charged correctly. Ir reaction to
staff's proposal General proposes as an alterzative forming separate
divisions and following an accounting-cost allocation formulse in
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conjurnction with orngoing monitoring by our Revenue Regquirements
Division. Staff thirks General's proposal is off target from this
Commission's directive in Resolutior T-10597, issued on September 22,
1982, which ordered General to:

"Develop arnd provide, within 60 days of the
effective date of the resolution, 2 plen for
establishing 2 separate CPE subsidiary and sudmit
ard present sudbstantive testimony in its current
NgI pertaining to this separeble subsidiary
plan.”

Fstablishing a separate subsidiery, in steff's view, means & separate
corporate entity and structural separation; evern if some limited
sharing of resources is allowed betweern the new separate corporate
entity 2nd General, staff believes we will face far fewer
cozplexities stemming from continuing to attempt accounting
separation in subsequent rate proceedings.
B. Staff's Position

Steff's Exhibit 83 was sponsored by two auditors, Johrnson
and Galvin. Johnson explains his corclusion that the results of
Gereral's CPE sales activity is "unauditadle.” He points to
Gereral's changing accounting practices during 1982-87, which nade iv
impossidle 1o track the c¢cost assignment of unregulated multiline CPE
sales, and found "cost of service resulis for new CPE sales are not
reasonably verifiable." Johnson's review was confined to recorded
periods, and he &id not attempt to review the r~easonableness of
Gereral's allocatiorn and assigrnment of prospective test year costs
betweern regulated and unregulated operatiors. Firally, Johnson
concluded some marketing agreements for urnregulated CPE betweén
General and other GIE affiliates had or have terms "patertly
unfavorable” to General, which are not in the best interesis of
Genereal's ratepayers. Sirnce the agreements concerned narketing
unregulated egquipment or services we need rnot a2ddress Johnsorn's
concern, despite his conrclusion that they may be "devices dy GTE to
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divert reverues from Gereral's CPE sales activities to unregulated
affiliates of Gereral without conpensatory benefits to General.”

Galvirn testifed the: a "fully separate subsidiary is the
orly approach that will substantially elirinate the poterntial cross—
subsidization between regulated and unreguleted operastions” (Exhibit
83, Chepter 2). A fully separate subsidiery is defined by Galvin as
an entity with a separeste corporate structure, operating facilities,
Deragenent, personnel, and firarcing. Fe would sllow some limited
sharing of "corporate oversight"” facilities, dut would éonfine it %o
officers and directors. Any more extensive sharing of resources
would, according to Galvirn, not eliminate "internal competition
between regulated and unregulated operations for financial funds,
personnel, advertising and market share." Once the fully separate
subsidiary is in Place Galvir believes our regulatory serutiny would
be limited to reviewing eny "sharing arrangements” for facilities and
personnel which are specifically authorized by this Commission.
Galvin recommends that we allow General six mornths from today to set~
up its separate subsidiary, leaving it %o staff and General to
resolve arny issues about shared resources or facilities, and if
Gereral does not comply to reduce its authorized return or equity by
0.5%. Ee summarizes his conclusions leading him %o that
reconmendation:

"1. It is doubtful that Gereral's regulated
operation will berefit from the joint use of
its assets and personnel with its unregulated
CPE activities. This is supported by
General's own statement that the present
velue of the future berefit it would receive
from the Joint use of its assets and
personnel in regulated and wnregulated
activities ir comparison to establishing =
separgte subsidiery is unknown.

A fully separated subsidiary requirement will
elininate much 0f the inevitadle
controversies concerning cross-subsidization
and proper ¢cost allocations.
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"3. A fully separated subcidiary requirement will
reatly reduce the Commission resousces that
will be rneeded to review these activities."
(Exhibit 83, p. 3-1.)

C. General's Position

Gerneral had two witnesses orn this issue. Borghi was the
policy witrness and Pertler, whose testimony is also discussed under
commercial expense, testified about test year essignment and
allocation of expense betweern regulated and unregulated operations.
As vice president - marketing, Borghi sporsored Exhidits 74, 75, and
76, and explained why General's separate divisions approach is
Teasonadle.

The separate divisiorn structure, instead of 2 fully
separate subsidiary, is proposed by General despite the directive in
Resolution T-10597, because (Exhidit 74):

1. The PCC held in its secord computer inguiry
decision that GTE was 2 nondominant carrier
and was not required to provide CPE through 2
ceparate subsidiary. ((1980) 84 PCC 28 50.
The PCC's decision was affirmed by the U.S.
Court of Appeals, D.C. Circuit.

General believes application of GTE
established nonregulated activities
accounting guidelineg (NAAGs), in conjunction
with integrated phome marts, is the oznly way
it can conmpete in the single lire CPE

market. Otherwise the marketing may de
uneconcnic and Gereral would cease.

General's single lire CPE marketing is
premised on contiznuirng & "one stog shoppin
concept”™ where customers can pay bills, order
network services, and buy phones.

Costs t0 consumers can be reducel dy
integrated CPE sales conducted with joint
facilities.

General's separate division for multiline
CPE, the Business Terminal Sales and Se=vice
Division (BISS), should be conducted jointly
with General's continued offering of
regulated or embedded CPE as a means of
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ensuring protection of the embedded base
while accompliching a smooth transition to
the nornregulated dusiness environment.

Ir response to Galvin's recommendatiorns, Borghi
supplemented his original testimeny. ZIExhibit 76 states that Gerzeral,
in order %o alleviate staff's coancerns, would move towa=d an
orgenizational structure allowing it by 1985, to directly charge and
assign all revenues and costs for all unregulated CPE activities
(except for corporate oversight and "indispernsadble services"). TFor
example, the phone marts' dire¢t coszts would all be initially
assigrned to the unregulated division, then this division would bill
the regulated operations Lfor any services rendered which benefit
regulated operations. Space for each of the 28 phore marts would be
subleased to regulated operations. While "sales associates™ 4in phore
marts would handle unregulated and regulated transactions, a charge
to the regulated operation would be made for each regulated
transaction. Borghi cites repeatedly that the mechanics and actual
billirngs will be furnished to our staff and caxn be reviewed on an
orgoing basis. He concludes that General's proposed structure,
particularly keepirng an integrated phone mart network, will benefit
customers by avoiding duplicative costs and meintaining a system they
have grown accustomed to.

General's reply brief states that if we adopt staff's
reconnendation we must in fairness, given staff's distaste for- any
continuing "sharing errangements," address the extent to which the
sharing of facilities and resources will be permitted. We should,
according to General, follow the ;pproach of the FCC with respect 4o
the regional Bell operating companies, which allowed:

1. Joint billing for CPE up to 4 years after
divestiture.

2. Referral of dial tone customers with CPE
needs to the separate subsidiary, provided

that they are informed alternative CIPE
verndors exist.
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Z. Jdoint installation and nmaintenance for
residential and business single-line CPE.

4. Alpministrative and support services
sharing.

D. Discussion

We carnot find that we are jurisdictionally foreclosed fronm
ordering General ¢ cornduct unregulated CPE marketing through a stand-
alone separate subsidiary. The FCC order cited by General ordered
only Bell System operating conmpanies to form separate subsidiaries,
but the cuestion relating %o non~Bell or nondomingnt carriers was
left open for State action (Paragraph 86):

”O@. deciszon does not foreclose state suthorities

ron esteblishing protections for the benefit of
@t te ratepayers. Vhere this Cohmicsion hes not
required separation, regulatory teools such as
3ccount1ng requirements and structural separation
are available t0 the states in meelting Tneir

legitinate regulatory interest in insuring that
an .nt-as*a e carrier’'s participation in
unregulated activities is not at the expense of

the cozmunications ratepayer.” (Emphasis
edéed.)

Genergl, in cross-examining Galvin, asked why any potentisl
subsidization prodblens or issues should not be left to the courts 40
consider in the context ¢f arntitrust litigation, as an alterrnative %o
<his Cozmmission's ordering structural corporate changes 0o head off
possidle cross-subsidization. We would be remiss and not fulfilling
our obligation to Gereral's ratepayers if we totelly abrogated the
policing of potential anticompetitive conduct o the antitrust laws.
Purther, under Celifornia law we must consider potential
gnticompetitive ramifications of our regulatory decisiorns (see NCPA v
PUC (1971) 5 C 2¢ 370). The perspective on our role, and the extent
to which we must be concerned, as articulated by Galvirn, parallels
the position that the U.S. Department of Justice has taken before the
PCC on the question of separate subidiary requirements for Bell
Systen companies (summarized by the FCC in Paragraph 27 of ite
November 23, 1982 decision in CC Docket 83-115):

- 87 -
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"The Department of Justice correctly points out in
conments that a limited definition of c¢ross-
subsidization, where competitive costs are
subsidized with monopoly revenues to reduce the
price charged for competitive products, is not
the only type of cost-shifting with which we
should bde concerned. In Computer II we were also
concerned with other detrimental cost-shifting

rrangoents, which include situations where costs
that are common to regulated and wnregulated
operations, such as where the saze personnel
narket regulated and unregulated products and
services, are improperly allocated between
regulated and unregulatved operations. A further

roblen arisec where all costs of an activity
should be billed tTo unregulated operations, such
as advertising for specific unregulated products
or services. All of these ¢ost~-shifting
techniques zre of concern 40 the Commission in
fulfilling its duty to protect ratepayers foom
overscharges.”

General implies that we have the staff resources %o
thoroughly review its accounting and cost assigrmments both during and
between its rate proceedings. We do not. This inherent resource
linitation is an important factor leading us to find stouctural
separation is necessary. The evidentiary record irn this proceeding
demonstrates that our staff finds a complete review of General's cost
allocation and assignment ir all expense categories an overwhelming
task. ZExhidit 35 shows at least 26 expense categories affected by
cost alleocetion. Ratemaking is challernging erough without
forevernpore in future rate proceedings devoting the time and
resources, which we do not have to start with, to exhaustively
ensuring o cross-subsidization exists. Thus, Galvin's conclusions
that a structurally separate subsidiary will eliminate many of the
"ineviteble controversies concerning cross-subsidization”™ and "reduce
Commissiorn resources thet will be needed t0o review these activities”
are, if anything, understatements.
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Borghi's point that General's proposed use ¢f unregulated
corporate divisions reporting to the marketing vice president will
hetter ensure the embedded base of CPE is protected (and regulated
revenues enhanced) is unpersuasive. General, as discussed in Interinm
D.83-12-067, now operates under a structure posing "great potential
for a conflict of interest.” It can stress sales of new unregulated
CPE and leave the promotion, either by lease or sale, of exbedded CPE
to drift under benign neglect. And it has taken prodding by uc to
get General moving in the direction of selling in-place embedded
CPE. The day is approaching, probably in late 1987, when the
enbedded CPE base will be deregulated for non-Bell companies. We
cannot envision a better way for that CPZ (with ancillary employees
and resources) to then be segregated for ratemaking purposes than for
it to be transferred to a2 separate subsidiary at fair market
value.” Thus, having a separate corporate subsidiary established
now will wltimately result in a smooth transition when embedded CPE
is deregulated: <there will be an in-place entity for it and related
exployees t¢ be transferred to, and ratemaking cen be materially
easier.

Another reason a separate subsidiary ghould be ordered
wvhich wags not directly developed by the parties, bdut which
nevertheless is important, is the potential prodlems General's
existing structure poses for the settlements process. When reporting
nonthly its costs of service for intralATA toll and other revenue
division with all telephone utilities General must now allocate and
assign out costs for unregulated activities. If its reguleted cosis
of service are overstated General will realize more than its due
share of settlemen?t revenue. We are not sure about the extent to

3 This CPE should be transferred, or in essence sold, 4o the
subsidiary et fair market value because given the 3.5 years of
remaining life on this CPE used for depreciation expense it is Llikely
that the net book value will be nil when the FCC deregulates it.

-89 -
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which other carriers have the inclization or resources to vigorously
audit General's monthly settlement-pool sudbmittals and take issue 17
they believe General's cost assignments are wrong, dut it is in any
event another potential dilemma that can best be nmitigated by
General's having a separate subsidiary.

A separate stand-alone CPE marketing subsidiary, whether 2
subsidiary of General or its parernt, GTE, will make future rale

roceedings far less complex, even 1f we allow some limited
trancitional resource sharing. Limited resource sharing between
General and the new structurally separate subsidiary means there
wovld be a cross-flow of billing between the *wo 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 bdefore us we conclude 4t 42 in the public irnterest
10 a¢t now, notwithstanding our recently issued 011 84-03-02,
instituted to gather prelimirnary information from all telephone
utilities so we could make some tentative recommendations to the
Legislature (in response to Assexmbly Bill 2064 and amended PU Code

§ 7902.5). TUltimately the regulatory questions posed dy either
integrated regulated and unregulated operations or separate
subsidiaries must be 2ddressed on a case~by-case basis. We cannot
say that ordering a separate corporate erntity for marketing

regulated CPE will solve forevermore all related regulatory

guestions or issues, but we know that while they may be of 2
different nature there will be far fewer recurring in General rate

roceedings. That is progress.

We conclude gtructural separatiorn of General's urnregulated

CPE sales, in contrast to further attezpts at accounting or
ratemaking separation, is in the best interests of ratepayers.
Likewise, it is probably in the best interest of General fron the
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standpoint of avoiding potential entitrust litigation. Stazf
reconzends that we order the separate corporate subsidiary and leave
resolution orn the rature and externt of any interim resource gharing

rrangenents to it and Generzl. However, we agree with General that
we should not leave things so open ended, particularly as staff and
General have such differing ideas on resource sharing.

E. Guidelines and Permitted Resource
Sharing for Generzal's Separate Subsidiary

We will reguire full complete corporate separation of
resources devoted to unregulated CPE sales, arnd ne shering of
resources and facilities,. except for:

1. Corporate oversight, officers and directors
of the separate c¢corporate subsidiary, their
headguarters, and immediate support
resources.

2. lLegel and accounting support for a maximun
period of two years.

3. Customer billing and phone mart facilities

and resources until such time as enmbedded
single line CPE is deregulated.

Costs for corporate oversight and legal and accounting
resources may be bdbilled to the separate subsidiary. All direct phone
mart costs shall, essentially, as Borghi proposed, be borne by the
separate subsidiary; it, in turn, may bill General's regulated
operations for the reasonedble cost of services and facilities
furnished that directly benefit regulated operations. We will zllow
this sharing and billing orly until all single lirne CPZ is
deregulated, by that time we expect Gereral t¢ have established other
locations for essential face~to-face customer contact relating to
network service and bill peying, which may mean a2 return to using
local business or commercial office facilities, or extended use of
the more modest facilities that Gezeral calls "converience centers.”
This transition period is allowed becausge it would be wunduly
burdensome on General to make an overnight total shift in
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operations. Likewise, costs for customer billing resources in
connection with continued joint dilling can be billed to the
unregulated subsidiary urtil 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 repair resources
in connection with unregulated CPE Decause maintenance expense is
such a large expense category and meaningfully a2uditing expernse
ellocation would be o herculean task. General already has a separate
division Lor multilire CPE installation and repair, and essentially
expanding that work force by transferr-ing the needed enmployees and
support resources to deal with single line CPE will not be unduly
burdensome. Requiring these changes now can only lead to an easier

ransition when embedded single-~line CPE is also deregulated. Alcso,
wve 40 not want to go through yet another rate proceeding trying to
deternine a reasonable estirate of prospective maintenance expensge
when our staff does not have the resources to thoroughly investigate
maintenance expense assignment. Our resolution of this resource
sharing issue is different than the FTCC's approach for divested
regional Bell operating companies, dbut ‘the circumstances warrant i4.
A pivotal consideration is that, urlike the Bell coxpanies’
situation, General is further down the path of structural separatioc
because it already has a separate division for multilirne CPE repair
and ingtallation.

If Genreral does not structure itsels as ordered withirn six
months, and complete the physical separation within one year, we
will, for ratemaking, assigr all phone mart costs to unregulated CPZ
operations, as it so materially benefits from the existing structure
in terms of 2 traffic flow ¢of poterntial customers, and adjust
General's test year 1984 revenue requirement and rates accordingly.
Also, we will adjust downward, as proposed by staff, the authorized
rate of return by reducing the cost of equity 0.5%. These
adjustments will be made in comnection with determining the 1985
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attrition year revenue reguirement if General does not demonstrate a
definite move toward compliance with our order, and they will be made
in connection wih the 1886 attrition filing if Gereral has not
compiled. We trust General will understand our reasoning, and the
long~tern benefits the new structure offers it, and proceed with an
orderly reorganization (as Pacific Telesis has done with CPE
marketing) .

Pinally, while staff contenmplates that General would be the
immediate holding comparny of the separate sudbsidiary, GIT itself
could be the immediate holding c¢company. At %this juncture we will
leave this decision to General and/os its parent, GTE.

XI. GENERAL'S SELECIION OF AUTOMATIC ELECIRIC

MANUFPACTURED SWITCEES AND MODIFICATIONS TO
GENERAL'S COMPETITIVE BIDDING PROCUREMENT PROGRAM

We have ordered General to let its purchases of central
office switching equipment (COSE) out to competitive did. Its

rogram in response to that order has been fourd in 1982, By
Resolution T-10642, to be reasornable, dut it was the subjeet of
further analysis by staff's Strahl irn this proceeding. It wes
Strahl's recommendation which led us to our ordering the competitive
bidding requirement, which was ultimately upheld on review by the
Celifornia Supreme Court, (1983) 34 C 3¢ 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 of
8 given techrnology from three suppliers. EHe explains that having a
switch technology supplied by more than three 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 "test wurits,”
to test new technology, should be able %o be purchaged without

competitive bids. We accept his rationale arnd will oxder these
changes.




Directly related to General's competitive bid program is
Strahl's recommendation that we order Geaneral %o exclude in i4s "bid
analysis” all cost factors relating to switeh compatabdility with
General's existing centralized electronic switch administration and
paintenance centers, known as RCMS. Both Pacific Pell and
Continental Telephone Company have comparsble RCMS programs, dut
their systems will irnterface with switches from all vendors. Having
set up an RCMS program compatible with only an affiliated
panufacturer's switch is, in light of other options, unreasonable in
Strahl’'s view. If Strahl's contentions are correct, they highlight
the prodlems posed by a vertically integrated telecommunications
company and why we required competitive bidding. 7o eliminate this
liniting factor and possible unfair advantage for AEX switches in
evaluation studies, Strahl recommends that we order General to
eliminate RCMS compatibility and associated costs such as those
related %o training and pasts inventory from its studies for the
current host/remote digitel level of technology. Genesal's Miller
testified in rebuttal, indicating Strahl is mistaken about the
capabilities of its RCMS systems. He said General uses two types of
RCMS, one systen manufactured by AR and another by Western Electrie,
and that while the AE supplied RCMS can easily be made to be
compatidle with switches made by other vendors (e.g. Northern Teleconm
and Stromberg Carlson), the Western Electric system cannot.
General's point is that given the diversity of its RCMS systems and
capabilities it cennot be said any particular switch verdor is
favored in the economic bid analysis review. Qur record shows that
the economies of RCMS compatibility as a consideration in bid
analysis is extremely small (317,125) in relation to the average cost
of a new switck, adbout $6 million. We conclude, given the facts
presented by General, that its bid analysis coasiderations related +o
RCMS compatibility and costs do not unduly favor any particular
switch vendor, and we will not adopt Strahl's recommendation.
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Strahl points out that during the 16~-month grace period we
allowed General to gear up for competitive COSE bidding it proceeded
to "firm up orders for a substantial number of GTD-5 digital switehes .

som AE." These orders were placed before the first cutover ¢of a GID-
5 switch on General's system, which was ia the Banning central office
during June 1982. It turned out that GTD-5 switch hed considerable

roblems, which were experienced by both General and othes purchasers:

1. 1%t needed field augmentation hecause the
originel version did not have the capacity to
hendle the designated call volume.

2. DPurchasers were apparently misled dy AE with
respect 10 the GID~-5's efficacy. TFeaitures o=
capabilities were promised vefore software
releases were realdy and availedble to
accompany the GID-5.

While non-GTE companies either canceled
contracts o purchase GID-5 switches when its
problems were apparent or pursued collecting
damages, General dié neither. General,
unlike other purchasers, had no liguidated
damages provisions in its contracts to apply
if there were delivery delays or
nalfunctioning.

General's GID-5 switch at Banning was 4o
handle 9,000 lines, dut at the eventual
cutover in June 1982, it could handle only
1,700 lines and required an old step-by-step
back-up switch. Strazhl thinks it is likely
other GID-5 installations may also require

back-ups or- elsge there could be massive
outages.

In view of these developments Strahl thinks we should put General on
notice that any uwausual maintenance or plant expense associated with
General's GID-5 switches which purchased prior to the uswal "shakeout
or trial period” should be disallowed for ratemaking. Also, he
recozmends that any new GID-5 switches that had Yo have a costly
colocated back-up switch should ultinmately be reflected in an
edjustment to rate base and meintenance expease, otherwise ratepayers
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will bear the additional costs caused dy General sushing to0 use an
affiliate’'s product at any cost before it was field-tested and proveny :
for the iantended application.

As a2 closely related sudject, Strahl concludes that in
addition to General's more recent GITD-S switch orders and %those
attendant problems, General has acted imprudently in other aspects of
its switch selection. Its planners made decisions to buy AE switches
over the years when the switches did not meet Gemeral's needs and had
then installed in areas where larger switching capability was cleazly
sequired. Ee determined that Pacific Bell and Continental Telephone
Company have historically made switch purchase decisions only after
thorough economic¢ needs studies, while General has not. The added
costs caused by not undertaking an economic study and having
colocated or different switches installed to meet demand because of
this lack of planning should, according to Strahl, bYe borne by
stockholders. EHe wants us to put General on notice that we expect it
to perform economic studies in connection with switech 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
General's specifications. Both are approaches commonly used by other
telephone utilities. The history of General's selection process,
illustrating the need for new procedures, was set out by Strahl
(Exhibit 34, Chapter 16):

"1. In the early 1960s the Bell System (Westera
Electric) developed an electronic switeh, the
No. 1-ESS, and put it into service beginnin%
in 1965. The switch was (and is) capable o
handling up ¢o 30,000 lines 4in an urdban
environment (heavy traffic loading). AE's
answer €0 the 1-~ESS was a switch called No. 1-
EAX, a pachine with rotating drum systen
(rather than solid state) memory, capabdble of
handling up to 30,000 lines in an urban
enviroament. The No. 1-EAX was put into
gervice in 1972. In 1977, AE developed
another electronic switch, the No. 2-EAX.

The new machine was rated at 30,000 lires
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with 2 No. 2A solid state processor, and
since it was architecturally different from
the No. 1-EAX, {t made the No. 1=EaX
obsolete. There were no installations of new
No. 1=EAX machines in California after 1978.
Fconopical production of new line additions
for the 1-EAX machines has dbeen

discontinued. General has 10 locations in
California with No. 1-EAX machines:; all of
these locations will now require capping (no
growth) with the growth shifted %o anoher
collocated machine, or will accommodate some
growth if 1-FEAX machines in other locations
are cannibalized. In either case, extra
costs will be incurred éue to cost of removel
and reinstallation, cost ¢f interzachine
trunks (to eaadle two collocated machines 1o
communicate with eachk other), and the cost of
upkeeping a product which is no longer in
production.

By the mid-1970s, Western EBlectric (WE) found
it necessary to react to the needs of the
Bell operating companies for larger
electroni¢c switches with nore features. WE
elected t0 prolong and extend the life of the
older 1-ESS switches by desigaing a new
processor which could de retrofitted to an
older 1-ESS machine, thereby vastly enlarging
its capacity and features. The new
configuration (called 1A-ESS) can accommodate
60,000 lines in an urban environment and can
provide features such as enhanced ©11, EBSS,
remotes, and even a special digital path for
customers in need of special data switching.
WE intends to provide additional software
releases for the 1A=ESS and keep it updated
and well-supported for at least another 20
years. The impact of this is that even
though there will be no new 1-ESS or 1A=ESS
machines installed iz California by Pacific
Telephone after January 1, 1984, the Pacifie
Telephone ratepayers will not be burdened
with obsolete equipment.

The No. 2=EAX with the 2A processor of AE was
originally (1977) -ated at 30,000 lines: dut,
as General found out, the rating was
dependent upon the demand put on the
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processor. This means that the machine will
serve 30,000 lines in a low~call volume zrea;
however, as the call volume increases, snéd ae
custonm ¢alling and other features are loaded
up on the procegsor, the line capacity must
be reduced or else service problems night
erise. Ir an urban environment the No. 2-FAX
with a 2A processor is only rated for- 20,000
lines. AZ's solution was %o introduce a new
processor called 2B in 1979 to resolve some
of the 2A shortcomings: unfertunately, the 2B
wags also misrated, as it was represented as
capable of carsying 50,000 lines, where in
fact it can oznly handle %0,000 in an usban
environment. A retrofit from the 2A to the
2B processor costs around $500,000 per

location and it extends the capacity of the
machine dy oaly 50%.

In the late 1970s, General's plenners
specified No. 2-EAX machines for at least 29
locations throughout California. In 15 of
those locations, the No. 2-EAX was specified
even though the projected near load of the
central office exceeded 30,000 lines, which
means that obsolescence and c¢apping were
built into the design. Augmentation will be
required, and indeed, in the case of quite 2
few offices sueh as Thousand Oaks, Palm
Springs, Cucamonga, Rowland, and Upland, GID-
5 nmachines are currently being placed to
augnent the No. 2-EAX machines, with the
consequence of increased costs due to
internachine t-unks, special training, and
spare parts inventory."

Strahl's assessment is sound, and his investigation of how other
utilities assess switch needs and costs shows that General has
proceeded over the years without the careful ¢ost analysis behind its
COSE decisions that we expect. Strabl said staff aid not have time
within the confines of this rate proceeding to do the detailed
location-by-location study necessary to precisely quantify excessive
plant and current costs resulting from General's COSE selection.
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It is apparent, both in view of Strahl's testimony and that
of Monson (addressing the progress of the COSE conversion progrex),
that there is serious doubt ebout the prudency of General's
expenditures in connection with installing both No. 2 EAX and GID-5
COSE. Given this evidence we canno? conclude +that General has met
its burden of prool to justify the reasonableness ¢of test year plant
expenditures in connection with the COSE conversion program. Given
this evidentiary deficiency we cannot adopt General's net test year
Plant costs for the COSE conversion program, totaling $305 million.
Our interim solution is to allow General a return on 90% of
capitalized %test year expenditures, after retirements. The $£305
million will stay in rate base until further order, dut 2 return will
not be recognized on $30.5 million, which results in a2 reduction in
intrastate test year revenue requirement of $6 million. It should be
noted the net loss to General will be about half of that amount as it
will not pay taxes on that gross revenue.

Our staff should thoroughly investigate this matter and we
will review it further in connection with General's att¢rition filing
for 1986, when we will decide the extent of any permanent ratemaking
adjustment to rate base. Within six months from %today General shall
subnit the following information %0 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. Copies of all cost studies or other economic

Justification for coloceting new digital COSE
next to 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 not to impose our Judgment on details of day-to—day utility




managenment; however, General's COSE selection process ic an area
wvhere, given the circumstances, we have had no choice. We expect our
staff to closely monitor General's competitive bidding p-ogram, as
the evidence in this and the last rate proceeding shows General’s
selection process has been less than adegquate for some +4ime. Given
the GIE corporate family's vertical integration there are obviously

potential conflicts of interests that will continue. This warrants
our continued close oversight.

XII. ATTRITION: 1085 AXND 1986

A. Background

During the last 4-5 years there has been increasing
interest in "attrition allowances” for utilities to enadble Tevenues
t0 be Iincreased during the year following the test year. The &riving
forces leading to various methods of quantifying attrition were
inflation and wildly fluctuating interest rztes. The debt cost
component of utilities' capital structure was relatively volatile.

We have almost reached the point where attrition mechanisms,
regardless of the level ¢f inflation, are viewed by utilities as a
right, and we are told the financial comnunity expects nothing less
than a2 dollar=-for-dollar pass-through of any and 2ll additional costs
through rates. The danger we ~un devising 2ad administering
attrition mechenicsns is the potential disincentive for utilities %o
vigorously apply management acumen to hold down opersating costs. The
distinetion between having Californians pay utility rates based on
reasonable coste of service as compared 1o costs-plus is very real.
Our underlying goal in approaching the attrition proposals of General
and staff is to balance anticipated cost increases against the need
to easure General has a meaningful incentive to minimize its costs.

As discussed later the issue of assumed productivity during
attrition years is particularly criticel with telephone utilities.
They, unlike enesgy utilities, provide a service that is extrenely




A.83-07-02 et al. ALJ/3t-

labor intensive, and the continuing march of technology and
innovetion means there are efficiencies that can directly reduce
labor-related and other costs per access lire, while resulting in
better service. If there is to be any error in anticipating future
productivity it is, we think, more preferable 1o err on the side of
estimating more productivity gain. We prefer to instill management
with the incentive to maximize efficiency, rather than to adopt
conservative productivity factors which could lessen its inceative.
B. Two Attrition Years: 1985 and 1986

Staff's MeVicar proposed 2 comprehensive methodology for
adéressing operational attrition in both 1985 and 1986. Ee stressed
that his proposal in Exhibit 113 was designed with an uppermost
concern being to as much as possible have a prequantified easy 0o
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 unfair and wunpalatadle.
If many elements are left to staff review and judgmeat, entailing
review and reconciliation based on work papers supporting an advice
letter, McVicar thinks that the attrition filing reviews will evolve
into "mini-rate cases,"” and if it is an ex parte process it may not
be fair. He stresses that the need for 4two attrition years results
Joum stalf lacking the resources to process rate cases for both
Goneral and Pacific Bell with 1986 test years. TURN made a
continuing objection to the receipt of evidence on p-oposals for two
attrition years, pointing out such proposals reflect 2 major policy
shift not contemplated by our Rate Case Plan. However, that Plan is
not inviolate and can, when good cause is shown, be deviated fronm
(See Rule 87). While not disputing this point, the tenor of
General's testimony is that it is disgruntled because its NOIs are
consistently "slipped” in deference to Pacific Bell's. We agree with
MeVicar's observation that it is highly desirable to have Pacific
Bell and General tender NOIs with alternate test years. After
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McVicer testified we issued Resolution ALJ-151 on June 6, 1984. It
¢hanged the NOI f£iling schedule for major wtilities, and set 1987 as
the next test year for General. Thus, we will devige an approach for
two attrition years. General and staff differ on how attrition
allowances should be processed for 1985-86, and oa the extent to
which recent agtual data and/or analysis should be used in conaection
with attrition advice letter filings (which are normally hendled ex
parte).
C. Operational Attrition
Staff's McVicer proposed 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 (13 pages). One factor
specifically not encompassed by his proposal is the reveaue and
expense savings effect of local directory assistance charging in dboth
years; as discussed later under rate design, General can phase in +he
. adopted charge plan over 1985.
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Productivity Factor For Lador
, and Related QOverhezad Expense

While MeViear proposes to use 5% for productivity
increases® in 1985 and 1986, General's Cecil thinks this element of
the attrition allowance should be left open for resolution between
General and staff each year. Cecil's rationale is that over the past
five years the annual average labor productivity gain has dbeen 1.1%
and MeVicar's assumption could be t00 optimistic. MeVicar explajned
that a study prepared by General at staff's request chowed that
General realized a 6% gain in 1983 over 1982, ané Cecil admitted on
eross—exanination that General's own figures indicate that the 1982
gain was T7.2%. Central to MeVicar's conclusion ic that givea its
modernization programs Generel should start consistently realizing
productivity gains from year %o year of roughly the same magnitude
Pacific Zell realized in recent years. We caznnot leave this matter
open—ended at this point, for stafl and General to repeatedly
negotiate over the next two years, becauge this issue is inherently

. 100 controversial for ex parte treatment. We conclude MeVicar's
assunption is well reasoned, and we will adopt a 5% factoer, exclusive
¢of additional incremental gains from local directory assistance
charging, for use in 1985 and 1986. This gives General's managenment
a2 realistic target to achieve and an incentive.

Revenues and Local Directory
Assistance Charging

While McVicar proposes sinply using annual reveanue growth
over the preceding 60 months in connection with the 1985 and 1986
attrition filings, General thinks there could be too much reveanue
volatility because of: (1) declining local service reveanues from

4 The productivity factoer relates to labor ¢cost per access line,
after adjusting out the growth in lines and the awarded wage and
. salary increases.
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Leased CPE; (2) division of intralATA toll revenue uncertainty; and
(3) outstanding questions on access charge revenue from interLATA
cerriers. General recommends an annual 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 plece and it still has exbedded CPE, which we are encouraging it
to seli. These factors, pius the relative uncertainty surrounding
its access charge revenue, mean we must allow for a current
consideration of these foreces on revenues in 1985 and 1986. The
fairest and most open way t0 do this is to hold limited hearinge in
connection with the advice letter attrition filings. We will allow a2
more current view of some revenue factors:

1. Changes in local service revenues directly
attridbuted to CPE, Llocal directory assistance
charging, ZUM extension, and lifeline
service.

2. Changes in %toll revenue attridutadble to the
final intralATA toll settlementcs agreement.

3, Access charge revenue from interLATA
carriers.

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

Vhile we will apply expense savings from directory
assistance charging of at least the amounts guantified in the section
of thisz opinion on that subject, we will allow parties to nake
showings on whether there will bde ineremental traffic expense
reductions exceeding that estimated by General; thic is decause 2s
discussed later, staff has not reviewed or analyzed General's
estimated 1985-86 expense savings from iocal directory assistance
charging. Also, the advent of end-user directory assistance charges
for interstate and intrastate long distance calls will undoubtedly
further repress directory assistance calling and expenses. Our
adopted approach affords General some Tlexibility with respect 1o

revenue uncertainty each year, dut in exchange for using more current
revenve growth data.
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Ad Valorem Tax

Rather than use adopted 1984 ratios of assessed valuation
to the net book value of assets, General thinks it is fair 0
incorporate any changed assessment ratios adopted by the State Board
of Equalization. Ordinarily +his is known each May, and +the ratio
has changed over 1981-83. Any such change can be easily quantified
in the attrition filing, s0 we will adopt General's recommendation.

Materials, Rents, and
Services and Rate Bage

After hearings 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 naterials, reats, and
services, and rate base (among other categories). We are concerned
about the validity of staff's methodologies for these itenms
(see D.84-06-111, pp. 55=58). We will be holding hearings this fall
in connection with the attrition mechanism for Pacific Bell, and we
think it is logical to simultaneously consider these matters as they
2pply to General's 1985 and 1986 attrition filings. Accordingly, we
will hold joint hearings on attrition for Pacific Bell and General,
although the scope of issues to consider vary +o some exten®t between
the two utilities.’

In these f{urther hearings, parties should not present any
attrition calculations based on trends using monetary data unadjusted
for inflationary factors. While we recognize that industry character-

lcs may warrant somewhat different attrition mechanisms for telephone

ities compared %o energy utilities, varties should consider the
consistency of their attrition proposalis for CGeneral and Pacific Bell
with the attrition methodologies we have adopted for energy wtilities.

Depreciation Exvense/Reserve

General believes MeVicar's methodology must allow for
reflecting any Commission approved depreciation represcription in
attrition year revenue requirement. MNeVicar said he would not object
to this, so long 23 the depreciation changes hald been properly
ratified by this Commission.

General's Bush also proposed +hat what he terms "technical
updates” be reflected in the atirition filings. This wounléd be, from
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his view, fine tuning of adopted depreciation elements, adjusted for
updated surviveor curves, etc., as resolved between General and
staff. We do not have the staff resources to undertake comprehensive
depreciation represceription review in connection with both 1985 and
1986. We will allow General to propose oaly techaical updating in
connection with 1985, and if the technical updating is approved dy us
before the Octoder 1 attrition advice letter filing the revenue
requirement effect on 1985 will De recognized. A represcription
review may be proposed by General in 1985 in connection with the 1986
attrition year.

Conclugion=-0perational Attrition

We will adopt MeVicar's approach in Appendix A with the
exception ¢f the specific changes adopted above with respect to:
(1) revenues; (2) directory assistance expense reduction; (3) ad
valoren taxes; (4) depreciation represcription and updating;
(5) materials, rents, and services; and (6) rete base.
D. DPinancial Attrition

General's original attrition proposal for 1985, testified
t0 by Hascall, did not make any allowance for financial attrition.
In reaction to staff's proposal for two atirition years General
revised its showing and addressed financial attrition. Essentially
General wants an opporitunity 1o seekx an increase in the adopted ¢ost
of equity if "conditions" change. Also, it wants its authorized rate
of return to be applied during 1985 and 1986 <o be adjusted to
reflect any increase in the ratio of equity in its capital
structure. teff's Nowrey testified that if interest ratesc climd %o
16% for long-term debt then his projection for Genersl's refinancing
of outstanding high ¢ost debt issues may not be realized, which could
erode interest coverage. In bdbrief, he gaid if dedt cost conditions
drastically change in either direction we should have some process to
reconsider and possidbly revise the adopted capital structure costs.
He disagrees that the rate of return should automatically be
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recomputed to reflect any increase in the equity ratio, stating that
while it is true that by holding the rate of return constant in 1985~
86 the resulting return on equity will decrease somewhat as the
equity ratio and the weighted cost of equity increase, it would de
offset by less overall risk from: (1) having more equity and (2) an
improved interest coverage ratio. General's O'Rourke responds 40
Mowrey's view of declining risk resulting from a higher equity ratio:
"Even if financial risk were to decline to some lower level, investor
perception of our business sisk will be greater in 1985 and 1986 then
in 1984 and will more than offset any minimal decrease in financial
risk" (Exhidit 120, p. 9).

O'Rourke- recommends that we allow General to propose 2
higher return on equity in 1985 or 1986 if any of the following
oceurs:

1. General does not odtain an "A" rating from

both NMoody's and S&P by Octodber 1, 1985;

2. Regulatory or legislative changes occur which
in General's opinion threaten its reveaue
streans as forecasted in this proceeding, and
therefore cignificantly increase its
perceived business risk:

Expected 1986 "A" bond interest rates as

forecasted by DRI or TUCLA or Chase
Econometrics or Wharton, on or after

October 1, 1985, rise to a level higher than
200 basis points below the return on equity
authorized by the Commission in this case"
(Exaibit 120, pp. 16=17).

Discussion ~ FPinancial Attsition

We will not adopt any of the trigger point critesia for
reopening the cost of equity issue. First, tying a reconsideration
to rating agency activity as of a date certain is subject to too many
vagaries, and besides it places too much emphasis on rating agency
determinations and their timing. Second, ac discussed adove, we will
be reviewing for each attrition year the operational attrition
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factors which could most materially affect General's "revenue
streans.” Given that review in connection with operational at¥trition
we can directly address factors affecting revenues. This mitigates
any need to reconsider the cost of eguity. DPinally, we suspect at
least one out of the Lour economic forecasting entities will have 2
nore dismal debt cost forecast than the others, and besides we are
adopting today a return on equity to apply over time, irrespective of
short-term fluctuations in debt costs or economic conditions-
Accordingly, we will not use any forecas+t in 1985 of economic
conditions in 1986 as 2 basis for triggering a reconsideration of the
cost of capital.

Our adopted test year capital structure is that estimeted
at the end of 1984, so by its very nature it is an average capital
structure over 1984-85. Thus, there is no need to readjust General's
rate of revturn based on any additional eguity 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 egual a higher
equity ratio in 1986 means less overall risk, which O'Rourke
technically concedes, we are not convinced, as C'Rourke points out,
that debt investors will necessarily view things with the same level
of sophistication. This is particularly t-ue 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 10 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 2 maximum equity ratio of 47.4% if General's
1986 attrition filing is coavincing that it will achieve such 2
higher equity ratio in 1986. VWe set O'Rourke's estimate as a limit
because we do not want the overzall rate of return automatically
driven up because General's parent may decide in 1985 that the best
available investment happens t¢ be General.
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Other than the possible adjustment to the 1986 rate of
return if General's equity catio rises, we will not reconsider %he
cost of capital or debt in connection with the attrition £ilings.
Today's adopted capital sitructure costs are consciously adopted with
an expectation that over time they are reasonable. OQur approach to
financial attrition gives General both some certainty and incentive,
and when viewed in connection with the operational attrition
mechanism, we think our overall approach to attrition affords General
an opportunity to do well.

E. Rate Design for Spreading Revenue
Requirement Changes from Attrition
Filings and/or the Inflow of
Additional Settlement Revenue

Only General had a recommendation on how %o spread
additional 1985 and 1986 reveaue requirement. Quaintance testified
that General wants the option to propose specific rate changes, but
he is not certain which rates it would propose for adjustment,
rarticularly as he testified before today's decision was issued.
Eowever, he said the overall priority would probably be %o price

rivate line service a%t 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.
Sheort-haul toll rates could, he thinks, warrant a reduction depending
on competitive forces, and he said it is foreseeable General might
propose such 2 reduction. We have difficulty understanding the
nechanies of a toll reduction by an advice letter f£iling, given the
potential settlement revenue reductions for other utilities that
would occur by reducing the wniform statewide intralATA toll rates.
General's proposal clearly leaves rate design 100 open—ended and
would invite almost with certainty protests and the need for
protracted hearings. Although Quaintance's approach is theoretically
perfect, it literally defeats the purpose of an atitrition filing,

wvhere the scope of any hearings, if they must be held, should be
tightly restricted.




A.83-07-02 et zl. ALJ/jt *

We should establish now how General's rates in 1985 and
1986 will bYe adjusted so all parties can plan accordingly, and
questions on rate design o not arise either in connection wita the
attrition £ilings or from a potential inflow of settlement revenue
from +he next Pacific Bell rate proceeding, which could have a
decision in late 1985 based on a 1986 test year. Our goal is to have
& straightforward approach that is easy to explain, while also fairly
apportioning revenue requirement changes. Any rate increasges
resulting in a cumulative change in revenue requirement for 1985
and/or 1986, from that adopted today, which do not exceed 350 million
shall be made through a wniform surcharge on all intrastate services,
except message toll, ORTS, WATS, OCMS, ZUY, inter-exchange private
lines, directory advertising and local calls paid for in coin at pay
stations. Likewise, any reductions occurring before the cunulative
revenue requirement has increased by 850 million will be made by 2a
sureredit on these rates. Vhen, a%t any time, the cumulative revenue
increase exceeds $50 million the total cumulative surcharge revenue
reguirement shall be respread and the new surcharge applied equally
on all intrastate exchange services on a bill-and-keep basis. Bill-
and~-keep means the surcharge on toll calls will be retained by
General and not sudmitted for revenue division with other utilities.
Thereafter, any reduction will bYe made wniformly to the uniform
surcharge on essentially all intrastate services.

-y

F. Attrition Advice Letter Filing
and Processing Procelure

General shall file its attrition advice letter filing no
later than October 1 in 1984 and 1985, complete with prepared
testimony. Simultaneously the £iling shall be cerved on all
appearances in this proceeding. It shall submit a draft £iling o
the Revenue Requirements Division by September 1. The filed advice
letter chall clearly chow how each results of operations component
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was derived in compliance with our adopted attrition mechanism, and
it shall include billing base data upon which a billing surcharge can
be computed for the prospective year. General's work papers
supporting its attrition advice letters shall be furnished to any

party requesting them. The date for the limited hearing on the 1985
attrition filing will be announced.

XIII. GENERAL'S SALES PROGRAMS FOR EMBEDDED
CUSTOMER PREMISES EQUIPMENT (CPE)

A. PBackground

Generel, as discussed extensively earlier, sells new single
and nultiline CPE on a deregulated basis. It also hag what iz termed
embedded CPE which is still wnder our regulation. TUltimately, this
embedded CPE will be deregulated, but we are not sure when. The FCC
released a notice of proposed rulemaking on June 21, 1983 (CC Docket
81-893) which proposed that the embedded CPE of non-Bell companies de
deregulated no later than the end of 1987. The FPCC has not issued an

order on this issue.

We have already directed a sales progran for General's
embedded single-line CPE.° After finding General was very
sporadicelly selling multiline CPE by negotiation, without a tarify?,
we directed it to file a proposed multiline sazles program in these
proceedings. The proposal was filed and, as Exhibit 119, was
considered in the April hearings.

’ It turns out that given the vintage-mix of General's
enbedded CPE it has an average remaining life for depreciation
purposes of 3.5 years. This means about the time it is likely <o de
deregulated General will have substantially recovered its capital
investment through depreciation expense, borne by all ratepayers.

5 Resolution T-10651, as modified by D.83-06-090 on June 29, 1983
in A.83-05-12.
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. B. General's Sales Plan

General's sales plan covers the following categories of in-
place or inventoried multiline CPE:

1. Model 17A and 10A2 key sys<ems and auxiliary
equipment (including single-line CPZ).

2. Non-expandable dial PBXs: ILeich 40 and 80
systens.

. 3. Vintage P3Xs (manual and cordless): A¥E 320~
, SXS, AZ 301-8X8, S~C 800 end 400A, and AZ GTX

£00.
4. Telephone answering service corddoards.
(i 5. Special assemdlies.

Newer more state-of-the-art electronic P3Xs (GTD~120, Rolm and
Pocus) are not covered with set prices as existing tariff schedules
already allow customers with those in-place systems to make a payo?s
and receive ownership.

The proposed sales prices were caleulated with the
Lollowing components:

. 1. The unit's depreciated or average net book
value (at the end of 1982).

2. Tactors for administrative and warranty costs
(coinciding with the 90-day warranty tesz).

3. Salec transac+icn cos+ts.

4. A return on sales applied t¢o items s0ld from
inventory - 2 43% markup on some itenms.

With these prices and its proposed terms General esitimates +that
through 1985 it may sell 278 in-place key systems and 52 P3X systens.
General will notify all multiline customesrs within €0 days
of the availability of multiline CPE for purchase and the overall
terms. Interested customers will be contacted dy multiline CPE sales
representatives and a specific price guote will be developeld.
Quaintance testified that the marketing force making these contacts
will be separate from the employee force that sells new or
unregulated CPE, which potentizlly competes with embedded CPE. : ~
Overall, the terms and sales p-ogrem's specifics clogely parallel
those approved in 1983 for Pacific Bell's exbedded multiline CPE.
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C. Stafl's Anzlysis

The Comnunications Division reviewed General's proposal.
ts witness, Betts, recommended we order & szles program tracking
systen like that ordered for Pacific Bell in D.83-09-024. Also,
Betts asked that we order General to provide staff, within 90 days, 2
pricing comparison of embedded key systems and General's comparable
new or unregulated key systems. EHe 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 exbedded CPE (single and multiline),
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 shost remaining
life, he s2id they could be if that is the approech this Commission
prefers.

General computed initial sales prices by usiag average net
book value at the ead of 1982. This is too high. The 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. The sales prices of
the electronic PBXs (GTD-120, Rolm and Focus) shall be determined by
the sanme approach adopted for other multiline CPE, with the prices
tariffed, and customers allowed the informed option of purchasing
either under the price formule in their contract or the tariffed
sales price, whichever is lower.

6 Calculated by adding the particular CPE plant category's average
end of 1983 regulatory net book value with the end of 1984 net book
. value and dividing by 2.
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We think it is fair to order the sales price recaleulated
and refiled in June of 1985 and 1986 based on the average regulatosy
net book value of the rultiline CPE for each of those years. No
other price component shall be changed. TFurther, we will order
General %o each year simultaneously recompute the net book value
component of its single-line CPE on the same basis and also Lile
lower sales prices for 1984; it ghall do this when its tariffs for
the multiline sales program are to be filed, or 30 days after today.

We think the 43% markup on key sysienm CPE so0ld fronm
inventory is excessive. General offered n¢o rationale for such a
parkup. The equipment in inventory has been refurbished, so its
saleé price should be higher dy 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 lump sum payment Lrom
pultiline CPE purchasers, Quaintance said an installment payment
option might make purchasing more attractive to customers. We will
order General to offer an optional installment paymeant plan on
parchases over 31,000, with a2 maxinur of six moaths to pay, at the
same interest rate we are adopting for Geaeral's short-term debt (108
per annum).

No other points on multiline CPE sales terms or prices
require discussion, and aside from the specific changes to the
multiline sales progranm discussed above, it is approved. General's
single~line CPE prices shall be revised as discussed above.

Our interim order directed all negotiated sales of
multiline CPE after December 22, 1983 to be subject to downward price
revision and customer refund depending oz the outcome in this
decieion. Within 60 days after £iling teriffs with the 1984 prices
ordered by this decision General shall meke = compliznce filing in
these proceedings showing the results of its repricing as applied to

The negotiated sales, and demonstrating that refunds, if due, were
nade.
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We will order the sales tracking data filed as recommended

by Betts, but in view of the annual dook value price adjustment

rdered we do not think it is necessary to also order General to 2ile
the price comparison data (on exbedded and unregulated key systeme).
This is because periodic price revisions contenmplated by Betts will
be made automatically.

Quaintance testified that customer response to General's
sales program for in-place single line CPX has been very sluggich.
Our ordering single line CPZ repriced based on average 1984 net book
value, and repriced again in 1985 and 1986, may stimulate sales.
However, we believe coupled with this a great iaducement to
residential customers to purchase would be increased customer
awareness that the in-place CPE can be purchased. This can best be
accomplished by requiring General to separately itemize oz monthly
residential bills the lease charge for the CPE, referenced 4o a short
notice also on the pill that it is available for purchase by a
through-the~-mail transaction. We will allow General 60 days %to stast
this itemization. Coupled with prices set on more current net book
velue, itemization can only increase interest in the sales progran,
with any additionel ¢osts to General bBeing nil.  Finally, many
customers may be under the impression that a rotary dial set is
obsolete in that it cannot now, without 2 pulse. converter, be used to
access all long distance carriers; however, with the advent of "equal
access" in 1986 rotary sets can be used (although General and GTE are
not bound by the MFJ which settled Bell Systen divestiture, it is
undertaking to provide equal access). Unless customers are apprised
of this they may elect not to purchase their in-place embedded rotary
dial sets because they are not fully informed. In view of our
ordered repricing of embedded single line CPE, and our concern about
customer awzreness about the use of rotary dial sets to ¢btzin equal
long distance access in 1986, we will order General %o send
residential customers g dill ingert notice within 120 days that lists
the revised sales prices and clearly informs them of dial set equal
access capavility that will come %o most areas in 1986.
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XIV. GENERAL'S FEMALE/MINORITY BUSINESS ENTERPRISE
(F/MBE) PROGRAM AND PROPOSALS FOR IMPROVED
TELEPHONE SERVICE T0 TEE EANDICAPPED

A. General's Female/Minority
Business Enterprise Progranm

Exhidit A~1 to General's application summarizes its efforts
in the area of affirmative action for female/minority dusiness
enterprise (F/MBE) development. Its report waes required by
D.82~12~101.

The incremental cost of its program was $131,503 in 1982.
General "estadblishes rough dollar objectives for purchases in
categories in which experience shows <there is a significant
availadility of P/MBEs." TFor illustrative purposes, General provides
its 198% goals:

Underground construction $ 3,000,000
Printed forms 150,000
Office supplies 150,000
Building construction 800,000
Janitorial - landsceping 1,500,000
Building maintensnce 200,000
Vehicle fleet products 400,000
Equipment rehabilitation 400,000
Qutside plant 15,000
Tools ~ test equipment 700,000
Equipment leasing 2,500,000
Switching related work 450,000
Miscellaneous 100,000

Total £10,215,000
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. Pollowing are the recorded F/MBE expenditure results for
1978-82, and the estimated 1983 expenditures:

Purchasing Statistics

Total Company-wide Amounts Disbursed
Amounts Disbursed fo- to F/MBEs for

Year Goods and Services Goods and Services
1978 $421,398,000 $ 3,286,120
1979 522,926,000 5,285,322
1980 562,558,000 4,991,311
1081 545,962,000 7,858,163
1982 612,345,000 15,927,935
1983 (est) N/A 10,215,000

Staff's witness Low sponsored Exhibit 59, which concludes
that while General has complied with D.82-12-101, a different formet
for reporting data would aid in stendard reporting and progress
evaluation. General accepts staff's recommended reporting format,
and 1t will start using it in 1985. BHowever, in D.84-06-101, our
recent decision In the Pacific Bell general rate case, we considered
the reporting format recommended by staff and concluded that greater

gpecificity wae needed. We regquired Pacific Bell to reports its
F/VMBE data according to the ethnic classifications uced by agencies

of the State of California and to bdreak out total contract
expenditures and P/MBE contracts for each category in which 35
nillion of dusiness or more was done in a prior year. We also
required Pacific Bell to establish F/MBE goals for 1986 and %o file
semiannual reports as a neans of tracking the company's progress.
Pacific Bell was directed to peet with nminority group representatives
in implementing our decision. We would like General to follow a
similar procedure and will direct it to0 do g0 in our oxder.
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B. Proposals for Improved Telephone
Service to the Handicapped

Bea Rockwell and Ann Peterson testified on behalf of the
Access California Advisory Committee, which is a citizen's advisory
committee for San Bernardinoe County. They recommended a nunber of
telephone services and practices +to aid the disabled. Rockwell
sponsored Exhibvit 79, and General prepared Exhidit 106 ia response.
Rockwell requests that we establish:

1. TPree phone service for the disabled.

2. ZExpansion of local calling areas.

3. Specialized yellow page directory assistance

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

Provision of loaner TDDs at local phone marts
0 the customer can have a TDD while his unit
is being repaired.

Mobile pay phones in hospitals and rest honmes
(many rest homes in particular will not pay

for wiring in semi-public pay phone outlets
to facilitate a mobile phoneg.

Direct TDD plug-in capability 2t pay stations
to reduce dackground noise interference.

Bettes GTE phones, comparable 4o Western
Electric's sets, to give more sound
applification.

Discounted toll rates for 2]l disabled and

TDD users, with even greater intralATA toll
discounts.

9. A choice of TDD colors.

Proposals for discounted intrastate toll =~ates for the
disabled and/or TDD users were recently addressed in Pacific Bell's
rate decision, where similar recommendations were made by other
parties, which was the proper forum as wniforn statewide 4oll rates
were set in that proceeding. ILikewise, free or reduced price dasic
gservice was the subject of our 0II 83-11-05, to implement universal
telephone sevice. General indicates options for go-detween
assistance in connection with directory yellow page searches for the
handicepped are under study. We have no jurisdictions over rest




A.83-07~02 et al. ALJ/3t"

homes, and their apparent balking at having wiring installed to
facilitate nobile public pay stations is, in our view, a matter for
those who regulate their facilities and gervice. Single line
telephone instruments are now available fron so many sources, and we
think those who find GTE sets inadequate can select from another
vendor; so we will not order General to upgrade its instruments. Ve
will also not order General to stock TDD ins4ruments in a variety of
colors. The TDD program is subsidized to benefit the handicapped,
and we think funds can be more usefully used %o promote the
availability of TDDs than for expanding instrument colors.

Rockwell's request for free calling between San Bernardino
and Redlands was analyzed by General. There are no optional
discounted toll services (e.g. OCMS or ORTS) available now in these

reas, and General finds the self-contained nature of the two cities
makes such optional service inappropriate. The long-range solution,
according to General, Is & restructure ¢of these exchanges in
connection with implementing fully measured local service, which it
will be propesing in the future. We do not have enough evidence %o
support redrawing exchange doundaries in the area or to order OCMS or
ORTS.

General notes that it is followiag the results of Pacific
Bell's trial study of equipping pay stations with jacks so IDDe can
be directly plugged in. Also, it is considering installing longer
headset cords and & lower shelf in pay stations so headsets nay more
firmly be connected to TDDs. This could result in less dbackground
noise. Given the consideration underway on this matter, we think it
is premature to issue an order.

We will require General to keep at least two exchange or
loaner TDDs at its phone marts and/or convenience centergs so TDD
ugers dbringing in a IDD for repair can leave with 2 TDD. General's

ractice is to ship a replacement TDD within 1-2 days. Xeeping at
least two TDDs in stock at phone marts is a very small inconvenience
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to General while it may fturn out to be a great convenience for
bearing-izpaired TDD users, who deserve an opportunity to use the
telphone network at all times.

XV. RATE DESIGN

The adopted increased gross revenue requirement from this
proceeding is $154,837,000 ($160,837,000 ninus the $6 million COSE
adjustment). In addition we are eliminating $45.9 million in
surcharge billing revenue connected with General's 1983 attrition
allowance (the $52.4 million incresse in billings is, in this final
decision, converted from 2 pre-to-post setilements 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 13% on intralATA toll.

General again raises its request for a special surcharge
over the balance of 1984 to retroactively recover any difference in
test year revenue reguirement 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 granted in D.83-12-067 and we
denied the request. General did not appezl that decision. It now
offers the same arguments. This matter has deen conclusively
settled, and we do not appreciate having it reised 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 these proceedings,

0II 83-08-02.

A. Summary Table ¢f Adopted Additional
Revenue by Source £rom Adopted Rate Chances

Following is a summary of the net revenue (after settlement
loss) generated by our adopted rate changes:
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Summary of Net Revenue Generateld by Adonted Rates
(000 omitted)

(Bracketed numbers are negative)

General's % Revenue

Tariff bollar Change on
Schedule Deserivntion Inerease Billings

A=1 Basie Exchange Service
nesidence : 26.%4.
Business 26.3
Semi-Public Coin
(monthly rate) 51.1

Mezasured Local Service Unit
lncrease from 6¢ %o T¢.

Touch Calling Service
ilnerease charge.

Reservation of
Telephone Number
increase charge.

Verification/Interruot Service
Increase charges. 408.5

Increments for
Spec¢ial Rate Areas anéd Zones
Eliminated. (242.1)

Datatel Service
Increase rates. 370.0

Electronic Buciness
Systen Service
lncrease access iline rate. 300.4 26.4

Mileage Rates - except
dedicated faeilities and FEX

Tlizinated. (2,019.2) (100.0)

Services for the Handicapped
lnerease charge. 12.5 10.0

PBX Service
virect inward dialing . b/
service rate changes. 285.1 79.0

Centrex = inc¢rease accese
line rate. 119.7 26.0




’ General's

2 )

A.83-07-02 et al. ALJ/it-*

Schedule

Tariff

A-12

A-1%

15a

A=16 and

23

A=1T7 and

33

A-19

Deserintion

Parmer Line Service and FEX
nates increased 21%.

Joint User Service
Discontinue ~ move to A-1.

Supplemental Services (CPE)
Increase monthly rates
and certain nonerecurring
charges.

Emergency Reporting Service

Lnerease rates.

Special Billing Nusber and
Interexchange Receiving

inerease rates.

Foreign Exchange Service

lngcrease certain rates
and measured wnit rate.

Coin Station Service

Increase local call to 20¢.

Telephone Answering Service

lnerease rates.

Line Extenzion

Increase rate o $1.75/foot.

Push-button or Key-set
Telephone Service

inerease ¢certain ravtes.

Billing Surcharge from 198%

sliminated. (post
settlenments bazis)

Service Connection, Move
and Change, and Repair
Visit Charges

lncrease rates.

QRTS/OCHS
ncreases adopted in

D.84=-06-111.

% Revenue
Change on
Billings

Dollar
Inerease

21.09

105.0

6,828.1

8.4

17.5

3,182.5
9,546.0
179.8

594.8

2,218.0

(45,870.2) (100.0)

23,174.1 59.6

(Included below under
D.84-06~111 settlement
revenue)
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General's
Tariff

Schedule

D=1

G=-1 thru
T, and
G-9,13,
18,22,
and 26

Description

Directory Listing Service

Increase charges for un-
published nuzber and for
additional listings.

Directory Assistance Charges

Special Assexmbdlies (CPE)
inerease rates as proposed
but with a 50% cap for 1984,
with an additional maximum
increase of 50% over today's
existing rate wiere appli-
cable in 1985. Incorporates
arrangements formerly under
contract into tariffs.

Dedicated Channels and/or

Private Line Service and
Related Charges

ducrease (Pr aon-recurring
charges by 13% and
monthly rates by 17%.

Services (no increase in
mileage rates).

Zone Usage leasurement (2UN)

Increases t0 Z0ne 2 & 3
charges adopted in

Returned Check Charge
Increase rate to 3$10.

Total settlement revenue
flowing to General from rate
changes, etc. in D.84-06-111.

Settlenent flow from Pacific
t0 General resulting from
today's adopted revenue
requirenent.

% Revenue
Dollar Change in

Increase Billings

S 2,553.9 84.0%

(Ko 1984 revenue effect)

756.2 17.2

2,312.9 29.0

(Included below in
total settlenent
revenue effect)

610.4 100.0

77,12%.0 N/A

(400.0)

Total:

$154,837.0
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E. Terminal Eouipment

General proposes, with some exceptions (e.g. PEXs),
increasing customer premises equipment (CPE) recursing or monthly
rates by 6.5% and nonrecurring rates dy 13%. This is CPE still under
regulation, called embedded CPE, but which will ultimately dbe
deregulated. These amounts are derived not from cost studies, dut by
applying the coasumer price index (CPI), and limiting increases to
pitigate customers' switching to other suppliers, thereby eroding the
revenue base.

We conclude a s3lightly higher minimun increase for
recurring charges is appropriate, and instead of the 6.5% General and
staff propose, we will adopt 10%, which is close to Gemeral's
original proposal of a 9% increase. CPE recurring charges have deen
subject to an 18.03% surcharge during most of 1983, and a 21.3%%
surcharge since January 1, 1984. Thus, even adopting a 10% increase
is 2 reduction from the present surcharged rates. A 10% increase
will, we think, be a2 better balance between ensuring C2E -ates
contridbute their fair- share to revenue reguirement recovery, yet not
pricing them s¢ high that the revenue base is unduly eroded. As the
zinipum recurring charge increase was derived by essentially a value
of service analysis, we have the latitude to adopt a higher increase,
particularly in view of General's tariffed sales plan for ine-place
CPE (while General has had a tariffed sales plan for single-line CPE
during most of 1983, today's opinion orders a sales plan for
multiline CPE). We will adopt General's 13% increase for
nonrecurring charges (e.g. installation, move, and changes, etc.) 2s
we conclude from Exhibit 44 that it is more c¢ost based than the
increase proposed for monthly charges.

We will address CPE rates below by categories, and we adopt
staff's overall recommendation that, for 2ll items or services where
increagses are based on a percentage, rates and charges should de
rounded t¢ the nearest 5¢ and 31, respectively.
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Datatel Service (Schedule A-2)

Datatel service is CPE to facilitate data transmission.
General proposes a 6.5% recursing and 13% nonrecurrsing charge
increase. Staff agrees. While we will adopt the 13% nonrecurring
charge increase, we will increase recurring rates by 10% instead of
6.5%, as discussed above. These increases will generate revenues oF
370,000 in the test year.

Supplexental Services (Schedules A~15 and 15a)

This category includes single~line telephone instruments
and ancillary egquipment best termed as enhancements for single-line
instruments (e.g. answering devices, headsets, louder bells, etc.).
Staff notes that General proposes increases of 1.7% o 30% for single-
line instruments, and staff thinks the minipum increase should be
6.5% as proposed for most other CPE. Consistent with our overall
approach to CPE rates we will adopt 2 10% minipum increase for all
items in these schedules, and allow the proposed increases exceeding
10% where proposed by General. S%aff's Betts thinks there will de
repression in demand for supplemental services CPE caused by the

roposed rate increases, as does General, dbut he determines that in
addition to revenue reduction there will be 2 $1.7 million saving in
naintenance expense that is not reflected in General's showing.
General's only response on this point, in redbuttal Exhidit 100, is
that "cost savings resulting from units removed from service,
assuning 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 repression was accounted
for in its test year naintenance expense estimates, g0 we nmust adjust
for the cost savings in caleulating the annual revenue effect of the
edopted increases to Schedules A-15 end 152. The aannual revenue
produced by the adopted increases, with Betts' adjustment, is
$6,828,100.
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Ezergency Reporting and Call Receiving
Systems (Schedules A-16 and 23%)

Imergency reporting systems are used, for example, for
roadside service. Call receiving systems are used to route and
distridute incoming calls. We will increase these recursing rates dby
10€, and consistent with other terminal equipment categories, impose

a 13% increase on nonrecursing charges. This results in additionsl
revenues of $8,400.

Telephone Answering
Services (Schedule A-24)

This eguipzment is used by telephone answering services and
the only rates sudject to dispute were those proposed by General for
its cord-type "attendant positions." Aside from this attendant
position, we will increase a2ll 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 closer to rates in other schedules for comparable items and
services.

Rates for the cord-hoard attendant positions have
consistently engendered differences. General proposes t¢ increase
the present installation charge of 3665 to $5,210, and the monthly
charge from $133 to $295. Both the Telephone Answering Services of
California (TASC) and staff think this increase is excessive,
pointing out that in the last rate proceeding General estimated 20.5
hours of installation time and no rehadilitation expense for this
CPE, but it now states 75.5 hours are required for installation and
82,509 is reeded for rehabilitation. General states that TASC
eriticized its last cost study because it was premised on
installation labor estimates, whereas its current study is based on
historical data. Betts 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 c¢ost study, and he is concerned that General may want
to price this older vintage CPE high to encourage sales of new
unregulated CPE alternestives. TUnder present rates there are 17 units
in service and General estimated 12 additional refurbished units now
in inventory could be installed. Eowever, under General's proposed
rates, there would be repression among the 17 installed units and no
"iaward movement” of rehebilitated units now in inventory. Over the
last two years adbout 89 units have been retired by General.
The CPE at issue is not state of the art and in several

Jears it will be deregulated. Answering secvices that want to keep
this CPE over the long term should seriously consider dbuying it fronm
General. ZEven assuming General's latest cost study is reliable, the
increases proposed would be the death blow to this CPE. In the droad
view there is very little revenue generated by these remaining cord-
board positions, which are in the twilight of their market life, and
we conclude staff's approach is reasonable. Staflf also makes
reconmendations about refinements to Gemeral's cost study methodology
for its next cost study; while they appear reasonable, we will not
rder them because with deregulation on the horizon, we do not think
continued efforts at cost studies and further litigation adbout this
CPE’'s rates are worth the time and cost involved. Answering sesvices
shouléd, however, realize that when this CPE is deregulated General
will very likely raise the rates substantially. They should start
now planning accordingly (these cordboards are available for purchase
wnder the sales program discussed elsewhere in this opinion). We
will adopt 2 10% increase on recurring and 13% on nonrecurring
charges, insteald of the increases General proposes. There is no need
to address the staff's issue about the level of associated cost
savings stemming from repression at Genersl's much higher proposed
rates because we are adopting staff's rate app-oach.

The revenue generated by the adopted increaseg in Schedule
A~24 rates is $179,800.
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Key-set or Push Button Telephones (Schedule A-~34)

General proposes 2 new and more unbundled rate structure
for new key-set installations, keeping the existing structure for in-
place systems, and increasing monthly rates under the present
structure by 6.5% and nonrecursing rates by 13%. Staff believes that
all customers, new or old, should be subject to the same rate
structure for the same service. Staff prefers the new structure.
However, staff thinks General's cost studies inflate nonrecurring
charges, which can exacerbate repression. This could cause 2 loss in
revenue and lead %0 more stranded investment which, until this CPE is
deregulated, would be borne by ratepayers. Pricing enmdbedded key-sets
too high can, of course, potentially benefit Genmeral's unregulated
parketing of new systems. Staff's proposed Schedule A-34 rates are
more reasonable and will apply uniformly 1o all key-set customers,
except that monthly charges will be increased by 10%.

Stalf estimates its proposed key-set rates will geneéate
$5.54 pillion in new revenue, dbut due to repression in new demand
caused by higher rates there will be a decrease in installation
c¢harge revenue of 33.32 nmillion, resulting in a $£2.22 million net
revenue increese with our adeopted rates.

Special Service Arrangements (Sechedule E-1)

These are relatively novel one-of-a=kind installations %o
meet specific customer needs and applications. Some of these rates
were adjusted in the last rate proceeding, but some were overlooked,
and others, formerly under coantract, have not been adjusted for many
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 adjusted to today.
Staff thinks the time and expense necessary to prepare a cost study
for the many and various special installations is prohibitive. It
agrees with General's CPI cost indexing approach. Many of the
proposed increases, particularly for special installations Lormerly
under contract, result in almost doubling rates.
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The sudden and significant increases posed by General's
gpproach stems from its inattention to many of these rates, and
although the CPI cost indexing approach may de a reasonable way to
realign Schedule E-1 rates closer to today's costs, we think in
fairness, these customers should not bear the sudden and probadly
unplanned for increases of the potential magnitude General proposes.

We think a feir approach is to limit all Schedule E-1 rates
to 2 maximum incerease of 50% now and to allow another maximum of 50%
increase over existing rates one year later (or a totel increase of
no more than 1008 from existing rates). General shall notify
affected customers of the pending second step of the increase withia
90 days from today. Also, 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 %o receive a price. The increased
zonthly rates for Schedule E-1, with the adepted 100% cap, will
generate revenue of 8713,400. 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 Teletypewriter, D2tz Transmission Channels,
Loudspeaker Paging and Intercom Services (Schedules
Gl1, G=2, G=%3, G=4, G=13, and G=18)

General proposes, as for many other CPE items, a 6.5%
increase in recurring charges and 13% for monrecurring charges,
except for certain items which should have rates consistent with
directly comparable items listed in other schedules. Staff agrees.
General's approach is adopted, except that consistent with other CPE,
we will raise recurring charges by 10%. These revised rates will
generate an estimated $756,200 in 1984.
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C. Returned Check Charge (Schedule D & R)

General now charges 85 for a returned check and wants to
raise it to 810, which would generate an additional $610,400 in
revenue. Staff thinks it should be raised to 87.50 consistent with
the charge of "certain other independent telephone companies.” While
General did not show that a $10 charge egualeld its out-of-pocket
costs when receiving a2 bad check, there is concsiderable
adninistrative time involved in rectifying things and adjusting
billing records. The $10 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 increase, stating that while ¢
"does not support subsidies for 'deadbeats,' proper costs for
services ought to underlie charges....” It notes that Pacific Bell
only regquested an increase from $5.25 to $6. The $10 charge, even if
it exceeds General's costs, will hely defray increases to residually
priced basic access line service. We will approve the $10 charge.

D. Line Extension Charge (Schedule A-31)

Line extension charges apply to individual rural and )
suburban customers beyond exchange dase rate areas who require a line
extension beyond the fLfree footage allowance. resently General
charges 350 for the first 100' or any part of the first 100", and 50¢
for each additional foot. I+ proposes to charge $300 and $3
respectively, a 500% increase. This would generate $1.4 npillion of
new revenue.

Staff's witness Betts notes that the proposed $3/foot
charge will recover only about 56% of General's estimated costs, dut
he thinks the 146% increase in costs since 1981 c¢laimed by Gemerzl 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 costs have

inereased by only 26%€. Eis alternative is to adopt Pacific Bell's
present $110/1.10 charge.
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Pacific Bell's line extension charges have not been
increased since 1975, and even then they were not set 2%t its full
cost. We want these one-~time charges to fairly contribute to service
extension costs, and we are not convinced Pacific Bell's existing
charges should necessarily be applicadle. They are out of dote.
Under these circumstances, we believe $175 and $1.75 per foot are
reasonable charges. These increases will generate $594,800 in 1984
revenue.

E. Service Connection, Move and Chan e,
and Repair Charges (Schedule A-&1§

General proposes significant iancrease in these charges,
which apply when residential and dusiness service is ordered
(different charges apply for CPE repair visits, pickup, and
prewiring).

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

Proposed
Present General Comm. Div. Adopted

Residence

Initial Service Order $11.00 $ 25.00 $16.50 $ 20.00
Central Qffice Work 11.00 25.00 16.50 20.00

Premises Visit Charge 25.00 35.00 30.00 35.00
remises Interior Wiring

per comnecting point 20.00 35.00 %5.00 35.00
Total 367.00 $120.00(79%)* $928.00(46%)* £110.00
Business

Initial Service Order $25.00 $ 50.00 $ 30.00 $ 30.00
Central Office Vork 16.00 30.00 %0.00 %0.00
remises Vieit Charge 30.00 25.00 %0.00 35.00
remises Interior Wiring

Per connecting point 22.00 ~ %5.00 %5.00 35.00
Total $93.00 $150.00(61%)* $125.00(34%)* $130.00

*% increase over present rates
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General's proposed charges were developed using the cost study
procedures ordered by D.93728 in 1982. Staff recoumends emaller
increases to hold zggregate increases bYelow 50% for service order and
central office work. We adopt higher charges than recommended by
staff to bring the charges closer %o cost. renises visit and inside
wiring charges should be set at full cost, particularly 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 Iinstances, and probably accommoedates a
preference rather than 2 necessity. Eowever, the impact on new
residential customers from the initial service order, even without
prenises visit, concerns us. To nmitigate this economic impact we
will order General to collect all initial service establishment
ckharges for single-line residential service in equal amounts over the
first three bdilling periods (this is conceptually consistent with
Pacific Bell's Schedule 36-T). While, as an alternative, we could
allow payment over three nonths a2t the customer's option with an
interest charge, we think wniformly is better since all new customers
ney not be advised of the option. TFurther, 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 lower total charge
for establishing service: 840 for a residential customer and 360 for
the busginess customer.

General now charges 310 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 335 to cover
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the cost ¢of a prenises visit. Customers who take their leased
ingtruments to a phone mart or other ceatrzl points can, of course,
avoid the charge. We will authorize a $35 premises insirument repair
visit. This substantially increased rate will drastically repress
requests for premises repair visits, and reduce maintenance expenses
by $1,365,000.

Pinally, General's Schedule A-41 lists an $8 charge for
instelling each phone, $10 for a2 modular conversion, and $12 to move
each instrument. These charges apply in addition to those for the
prexises visit and any wiring work. The installation and instruzment
move charges, added to other applicable charges, are excessive for
single~line premises activity. TFor example, once the premises visit
is made, the cost for simply plugging in (or installing) an
instrunent is de ninimus. We will retain but not increase the
modular conversion charge (85 residence and $6 for business) because
the incremental c¢ost for modular conversion in connection with a
prenises visit, for which there is a separate charge, is small.

Other than the rates discussed above in this section, we
will approve General's recommended increases. The test year revenue,
including expense savings from repression, £rom our revised Schedule
A=41 rates is $23%,174,000.

P. Verification/Intecsupt Charge (Schedule A-1)

These charges apply when an operator, at a2 customer's
request, intercupts a2 conversation or verifies that a line is in
service. In addition to increasing it from 25¢ to 75¢, General
proposes amending its tariff so these charges would also apply to
requests from customers at pudlic and sepi-public coin phones. Staff
recommends an increase to 50¢ for both services because that is the
increase it recommended for Pacific Bell. The charge for verifying

that an access line is operative is waived if the operator finds the
line is out of order.
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In our recent Pacific Bell decision we anthorized the
increase for busy line verification to 50¢, dut allowed a $1 charge
for interrupt service. We found interrupt 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 provide.
Accordingly, we will authorize a $1 charge for General's interrupt
service, and 50¢ for verification. Also, we will approve General's
proposal to meke the charges for these services applicabdble to callers

rom all coin telephones. These revised rates will generate $408,500
¢f new revenue.
G. Directory Listing Sesvice (Sehedule D-1)

A directory listing in a customer's local directory is
free. Charges apply for additional listings in other directories.
For an additional business listing, for exanple, General proposes the
exlsting $1 charge be raised to $1.50. Staff 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

rom 30¢ to $1/month for "nonpublished listing service." Staff would
increase this charge to 35¢. Whereas General's increases would
generate $5.7 million, staff's would generate $.51 million.

Additional directory listings fall in the category of 2
nonessential accommodation for customers, and in the epirit of
pricing nonessential services on a value of cervice basis t¢ reduce
Pressure on basic exchange services, we will adopt General's
additional listing increases.

Nonpublished service, however, warrants separate
discussion. resently about 30% of residentisl customers have
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nonpublished directory listings.7 General's Queaintance said the
proposed $1/month charge was not cost based, dut that
administratively its employees had to follow different procedures in
processing nonpublished service requests. EHe views the service as 2
luxury, and one that should be priced to generate revenue.
Nonpublished numbers also generate calls for directory assistance and
affect those overall costs. Customers can be listed and avoid the
charge, yet not list their full name or address. Generally speaiking,
we view "complete" nonlisting, or having an unpublisheld number, as a
relative luxury. The instance where a2 nonpublished nunber is
essential is when there has dbeen an wnfortunate history ¢f harassing
callg. While in most instances a nonpudblished number may bhe 2 luxury
or optional preference, there zre undoudtedly others where customers
are nonpublished %o minimize chances of harassing or obscene calle.
Some may hold jobs which by their nature make them targets for
harassing calls, others mey have experienced harassing calls and
st%ill others, particularly those who may live alone, may gain sonme
sense of security in having a nonpublished nusber. IL we knew how to
design criteria and an expedient administretive procedure so those
who needed 2 nonpudlished number could have it without charge, we
"would be inelined to price this service high as 2 relative luxury for
the remaining customers who are nonpublished by preference and/or for
convenience. 3But in the final anelysis determining which customers
need a nonpublished number comes down to a case-by-case analysis and
subjective judgment. VWeighing the above factors, we conclude 2
60¢/month charge is reasonable, but we temper this 100% increase by
requiring that General allow customers 90 days from today to convert

from 2 nonpublished number without the usual charge for a recoxd
change.

7 A nonpublished number means it is both not pudblished in a
directory and not listed with directory assistance (DA) or 411; 4a
contrast, an "unlisted number” is not published but is listed with
DA. While there is an existing charge for a nonpublished number
there is no charge for an unlisted nunber.

- 135 =
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The new revenue generated by these increases in
Schedule D=1 rates is $2,555,000.
E. Joint User Service (Schedale A-1%)

General proposes to eliminate joint user service, which is
a service allowing comdined billing for a number of services. This
is an antiquated service according to Generzl, which is costly %o
adminigter. O0Of the 4,640 customers with joint user service, about
50% are expected to eleect regular exchange zccess line service if
joint user service is withdrawn, resulting in about $200,000 of
additional revenue. Betts agrees that this service should dbe
withdrawn because it was instituted many years ago before customers
could own their own CPE. Also, given the advent of measured local
business service, the joint user's nmonthly bill cannot allocate
charges between stations and segregate which one made what calls. Ee
thinks joint user service creates more potential administrative
problems for both General and its customers than its worth.

We will allow this service to be withdrawn, dut direct
General to provide affected customers notice +that they cen regrade %o
regular acccess line service without the otherwise applicabdle
charges. This free regrade is fair since it is our action and not
customers' which prompts the need to regrade their service.

I. ©Special Billing Nuwber and Interexchange
Receiving Services (Schedules A-17 and 33)

Staff finds that General overlooked proposing increases for
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 Number (Sehedule A-1)
While General proposed increasing the nonthly charge for
reserving a phone number from $2 to 35, it proposed the increase only
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for residential customers. Staff thinks the increase should apply to
business customers also. Also, staff thinks General unfairly
excludes any cost savings caused by repression in calculating revenue
generation. We will adopt stafl's recommendations, resulting in
3125,200 in new net revenue.

X. Charge for Touch Calling Se=vige

Touch Calling service is General's corollary to Pacific
Bell's touch tone. In the last rate proceeding we reduced this
monthly charge from 31 for dusiness customers and 75¢ for residential
customers 10 2 common 65¢. Now Generel wants 4o entirely eliminate
the charge, which 40% of subscribers now pay, resuliting in a reveaue
loss of about §7.3 million. Betts concludes that while the line
charge for Touch Calling could eventually be eliminated, we should
not consider such a step until existing wuncertainty adbout FCC-imposed
access charges is resolved. While Touch Calling resultc in some cost
savings because switch holding times while dialing are reduced, it is
nevertheless in the broader perspective a2 premium 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 under a deceptive label."

Pacific Bell's charges for this service are $1.70 for
business 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 TURN were parties), that
these charges are revenue generators, well in excess of costs, which
serve two purposes: <o support the availability of relatively low-
¢cost basic exchange service for those who do not need or want
enhancement, and becauge the charges are a contridution from those
who want enhanced services to partially defray the capital cost of
new technology central office equipment which facilitates then. 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 enhancements and capebilities. In the present
climate of the telecommunications industry and regulatory change we
find Pacific Bell's rationale sound, and we think there should be a
closer relationship bdetween the Touch Calling charges of Pacific Bell
and General (particularly as they serve in a contiguous major
metropolitan area). Therefore we will adopt a monthly charge of $1
for residential and $1.20 for business customers with Touch Calling
service. Achieving full parity with Pacific 3ell's charges at this
tine, particularly for dusiness rates, could result in a too drastic
increase that may trigger a2 movemen®t to convert back to 2izl
instruments. This increase will result in new revenue of $6.1
million.

L. Centrex and Electronie
Business System Service (EBSS)
(Schedules A-3 and A-6)

General proposed no increase to Centrex and EBSS rates
because it is a declining service, and an increase would accelerate
migration and strand central office investment. Staff proposes
increases. Tor exaumple, each additional station line over the first
40 would increase from 37.20 to $11.90. The customer access line
charge was imposed by the FCC, going from $2 in 1984 on existing
lines to 34 in 1986. Any additional increase imposed by us on
Centrex rate components other than the access line rate element would
be counterproductive from many perspectives, and would not generate
any meaningful or stable new revenues. 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. Toreign Exchange Service (Schedule A-19)

Poreign Exchange Service (FEX), along with private line
gervices, was included for both restructuring and repricing by
General. We are not, as discussed in the section or privete line
services, adopting General's restructure. Staff illustrates the
izpact of General's proposal on total moanthly charges for an average
PEX custonmer who has FEX %o a2 contiguous exchange provided wholly by
General (Exhidit 96, page 2-28). The business FEY rate would go from
3§32 monthly to $101 and the residential rate from $17 %o 8102, an
increase in recurring rates of 216% and 499% for business and
residential customers, respectively. Staff's Betts concludes the
magnitudes of General's increases would cause repression that would
decrease annual revenues by about 320 million, with this loss in

revenue probably shifting to residually priced basic exchange service
rates.

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

General's Quaintance testified that FEX is a phaysical
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 %o provide. EHe thinks FEX is
highly subsidized and therefore a luxury the general body of
ratepayers can 11l afford. While he cites the present FEX rate
structure as encouraging FEX subscriptions, with 31,461 FEX 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 a2 toll bypass rate structure that has evolved over
many years. It results in a "toll discount™ for large calling volume
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users; however, with the extension of ZUM and ongoing efforte to
redraw exchange boundaries, we think FEX is a declining service.
Drastic increases or restructuring at this %ime would be necdlessly
disruptive t0 the thousands of existing FEX customers.

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

Business (measured FEX)
Local FEX access $25.00

Mileage (f~mile increments) 7.00
Residential

Local FEY access S 7.75 (regular flat rate
access line rate)

Increment 2.25
Mileage (¥-mile increments) 7.00

We accept staff's recommendation to not increase the
nileage rate component, and we will, as it recommends, increase the
local FEX access component by the same percentage that business and
residential access line rates are increased. However, to align
residential monthly FEX rates closer %o those for dusiness customers,
we will increase the residential increment additive from $2.25 %o
35.00. The rates for a unit of local FEX usage, where it £s
peasured, will be raised by 1¢, as proposed by staff, from 9¢ to 10¢.

Nonrecurring charges for FEX service consist of a 3100
charge for all FEX access lines, plus the applicable service
connection charges in Schedule A~41. We will raise the $100 FEX

connection charge to $175, which is closer %$o Pscific Bell's charge.
Schedule A-41 charges are discussed adove.
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The revised Schedule A-19 rates will generate additional
revenue of $3.2 nillion.

N. Iocal Directory Assistence Charge Plan

Until recently PU Code § 776 prohidited any DA charge plan
what did not provide 20 free calls zmonthly;. however, that Seetion had
& sunset provision and it was repealed effective April 1, 1983 (1978
Statutes, Chapter 1381 p. 4574). TUnlike Pacifie Bell, General has
not had a local DA charge program. It proposes one Yo be implemented
throughout 1985. Its plan closely perallels Pacific Bell's initial
charge plan, but customers would have 2 five free calls 2 month
allowance, with a 25¢ charge for each DA ec2ll over that. The only
business service not receiving a five-cell allowance would be
individual centrex lines which would receive one call. Those exenpt
from charges include:

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

2. Businesses where the proprietor and all

regular employees have impairments limiting
directory use.

3. Lines in hospitals for patients' use.

4. Calls from coin telephones directly %o DA

Staff's witness Shantz urges us not to approve a DA c¢herge
Plan in this proceeding, recomzending instead that we direct General
to file a separate application. His rationale is that General &id
not, with its NOI, submit all the data reguired dy our 0IX £3-03-02.
On this point General responds that the OIT was issued after it
prepared its NOI, and it subsequently supplemented its rate design
showing by supplying the data Shantz found lacking. Shantz testified
that he did not review General's supplemental showing, Exhibit 60,
even though it was distributed several months before his rate design




report was released. The data Shantz found lacking in General's

initial submittal fall under the categories of estimated revenue

generation and cost savings. rther, Shantz thinks General's DA
¢harging prograz should be identical to Pacific Bell's.

General noticed customers of its DA charge plan, ané many
ettending our hearings opposed the idea. Many think DA is now free,
that a five-call allowance is too smell, and they expressed concesa
about the feasibility of getting and storing current directories
covering their local calling area. TURN also opposes DA charging of
any form. It thinks those few customers who "abuse"™ DA by
extraordinarily large calling volumes c¢an bYe identified and charged,
without adopting a charge plan for 2all customers.

General estimates that in 1984 DA cost per access line will
be $1.26, and 85% of DA calls will be from customers to obtain
nugnbers 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 volume of DA
calls will drop to about 110 million froz 1984's estimated voluwe of
143 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 from the charge plan and an
operator force reduction of 281. Capitalized cost to install the
needed measuring equipment totals $§3.2 million. The average access
line makes 4.7 calls for local DA each month.

We conclude that it would bde counterproductive to reguire
further review of this matter in a separate application. DA c¢charging
is a significant means o reducing operating costs and, ultimately,
ninimizing rate increases. It is a fair means of placing a good
portion of incremental cost for 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 of
basic access line service, a DA charge plan should be welcomed dy the
fully informed average customer. Much of the customers' animosity
toward DA charging comes, we think, from their nisconception 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 de cost
savings from charging that accrue to benefit all customers.

General's Quaintance testified that 20% of customers make 804 of
local DA calls, and the largest users of DA tend t0 be business
customers. This, coupled with the experience of the average access
line calling for local DA about five +times a month, means under
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 Bell, which allows 2 free call moathly 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 a2 one-call allowance, and Generzl'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 reflee¢t the impaet of
the current LATA structure.

Directory availadbility within local calling areas is
important to customers as directory use is one sigaificant step
customers can 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.e This seens to conflict with the
experience of some customers who attended our hearings. Also,
information in General's directories could be easily %aken 1o be in
conflict with Quaintance's understanding: "Directories for other
cities are available by calling your Business 0£fice and may de
secured at an additionegl charge." General's tariffs shall reflect
the free directory availability policy and the informative paragraph
in directories should be changed so that it is c¢lear ecdditional
directories covering customers' local calling area are free upon
request, and can be either picked up or mailed. If experience shows
that General cannot timely provide additional reguested local area
directories we will modify ite DA charge plan to provide free
unlinmited DA service to customers who ask for, but cannot de
provided, the local directories.

There is no test year revenue effect from the adopted DA
charge plan, dbut in 1985 the revenue and expense savings will be at
least 7.7 million and in 1986 it becomes $16.6 million.’

The longer term solution for DA access, particularly by
heavy DA users such as some businesses, is direct access to General's
computerized DA data base. Customers, for example, could have 2

terminal, maybe no larger than a TDD, to gain DA access. This

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

2 ve have computed cost savings of $3.9 and $8.8 million Lor 1985

and 1986, respectively by pricing out the force reduction with

average wages plus a 50% loading for f£ringes and overheads. These

amounts assumed a five free call allowance for all customers, whereas

we are allowing business customers two, and are low. The incremental

revenue and expenge savings will be reviewed in the attrition offset
'filings for 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 charges
for necessarily heavy DA users, and provide a market for a new plece
of CPE. We urge our staff to pursue this concept with General and
other telephone utilities as it may hold p-omise as the eventual DA
solution from many perspectives.

0. Monthly Suburban Milesge and Special
Rate Area Inerements (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 31.50 per 1/4 nmile
for single-party service and $1 for 2-party service.1° Both rates
would go to $2 under General's proposel. A rcelated offshoot of these
mileage rates are discounted mileage-based or incremental monthly
charges for designated "special rate areas" (Schedule A-1). These
are areas beyond the more densely populated base rate area, dut where
a pocket of customers live that makes the vicinity relatively nmore
populated per square mile than where only straight mileage rates
apply. A residential customer, for example, fortunate enough 0 be
in a special rate area between 1-3/4 %o 3-1/2 miles deyond the dase
~ate boundary now pays an increment of $3 per month, whereas the
customer not in a special rate arez, dbut the same distance from the
base rate boundary, pays between 39 and 3$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 concentiric areas surrounding the base
rate area line.

10 Pacific Bell's corresponding mileage rate increments are only
. 65¢ and 35¢, respectively.
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Staff recommends no increases to these density rates,
stating that of the major utilities having variations of ‘these rates
General's are alrealdy the highest, and that the present 31.50 per 1/4
increment (or S6/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 for Genersl's premises visits to repair CPE there is
repression in demand for such visits and, in rural areas, long

rives. 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 subseriber cabdble and improved
carrier technology), all occurring since density retes wese initially
edopted, there is less ongoing incremental cost associated with
serving these subdburdan-rural customers.

Some of the customers attending our hearing in Indio raised

guestions about General's mileage rates, including the rationale for
these rates, how long they must pay thexm and General's population
density review process. Letters from ¢ustomers, primarily in the
desert regions, have complained about the econonmic impact of existing
nileage rates and General's proposed increases. They point out
custonmers may pay $30-40 per month exclusive of any usage or CPE
¢harges. The only way customers can avoid these monthly mileage
increments is to elect four-party service, which is exeapt fro
nileage rates; General, however, is proposing Yo freeze fou.-party
service to existing customers and eventually eliminate it.

The population density c¢riteria for administering this rate
prograz and the procedure for determining density (e.g. who does it
and how) are not in General's tariffs. The criteria were adopted in
g 1969 decision, which referred to an exhidbit in the proceeding.
General explained the density critera as follows:

"Where an area contiguous t0 an existing base rate
area has exceeded a density of 100 establishments
per square nile, dbut not exceeding 150 per square
piles, the utilities may expand the dase rate

rea to include such additional territory.-
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"Where the density of such contiguous area exceeds
150 establishments per sguare mile, the utility

shall promptly proceed to include such territory
within the base rate area.

"In portions of the exchange area remote from the
existing base rate area, the utility ma
establish special rate areas in those portions
where the density exceeds 100 establishments per
square pile with a minimumn of the establishments
and shall do so where the density exceeds 150
establichments per square mile with a minimum of
150 establishments.

"Additionally, such remote areas shall be
converted $0 base rate areas when the densit

thirein exceeds 300 estadlishments per sguare
nile.

"In lieu of the foregoing arrangements the conpany
pay elect a plan to provide urdan services in
zones throughout the exchange.” (TR vol. 38,

Pp. 5858-9, emphasis added.§

The criteria leave General a lot of room for discretion.
For example, if a2 square mile adjoining the base rate area has 99
establishments, milezage rates must apply; if there are finally found
to be 100 to 150 establishments, General mey elect to add it to the
exchange's base rate area. Iikewise, customers in & square mile not
contiguous to the base rate area may de included in 2 special rate
area if General determines there are 100 establishments and it elects
to carve out a special rate area to receive lower monthly rates; but
it does not have to set up 2 special rate 2rea until there are 150
establishments. ,

General's Quaintence testified that it is General's goal to
annually resurvey population density to realign the dase rate area
boundaries and set special rate area boundaries. This is left to
local exchange managers. One apparent conflict of interest in
utility initiated and conducted surveys is that an increase in
population density can only trigger a reduction in rates and
revenues. The methods exchange managers use 10 survey potentially
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affected areas were not explained. It was developed from staf?f
counsel's cross—examination that General has no tops down review or

imposed schedule to ensure those surveys are methodically always done
every year. Staff has computed for us that present suburban milesage
and special rate arez increment rates generate about $2.3 million
annually. Quaintance ¢ouléd not gquantify the incremental
administrative costs associated with these rates caused dy custonmer
inguiries, cozplaints, and resurveys. Population density rates, he
concludes, should be retained to not dburden 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.83~12-57 10 eliminete such monthly rate increments.

These rate increments are ¢losely akin, in structure and
underlying rationale, to the density or zone monthly customer charges
that once applied to electric utility customers. For exanmple,
Pacific Gas and Electric Company's monthly service rates were higher
in Tkiah than in San Francisco. In the mid-1970s we eliminated such
rate zones as a means of reducing customer confusion and also
because, on balance, the incremental rural-to-urbdban fixed cost of
service subsidy had become relatively small in relation t¢ the

overall cost of energy. Our thinking on this issue today, and the
balance between theoretical ratenaking perfection and pragmatic

considerations, is essentially the same as in 1969:

"Rate making is never a mathematical application
of a theoretical principle. In the utility field
there are always customers who are served at less
than cost, and, if the overall return to the
utility is reasonasdble, there are those who are
served a2t more than cost. No one has been adle
to devise and apply a practicel system of cost
accounting in this field to carry out the cost of
service principle literally:; and if it were done,
it would resul?t 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 coet of service as 2 standard
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invites attack, dut practically, rate making is
always a compronise between what would be charged
if certain principles of cost allocation were
adhered to and the practical necessity that a
rate structure should be easily understood and

simply avplied." (69 CPUC 607-682.) (Zmphasis
added.)

We believe the many problems inherent in General's
administration of these population density baced monthly rates, as
well as periodically trying to sccurately quantify any suburban arez
cost of service differential, outweigh any benefits from maintaining
these rates. The revenue reguirement shift is small and General will
undoudtedly realize some expense savings from not attempting to
adpinister the program. Aside from bringing needed rate simplicity,
eliminating these rates can only increase the affected public's faith
that rates are set on an understandable, nonarbitrary end reasonsble
basis. TFor example, several customers, in their letters, asked why
they were "penalized" in rural areas through monthly telephone rates
based on population criteria dut not for electric service provided by
Southern California Edison. Our decision to eliminate General's
nileage and special rate increments in connection with basic local
exchange access service is gpecific to this utility and the
circumstances presented in this proceeding.

While we are mindful that Pacific Pell has popaletion baced
zone and mileage rate increments, we note that its circumstances
differ from General's. Compared to Genersl, it serves a less densely
populated service territory (with 300 customers per average square
mile, compared to General's 375), and its existing mileage rzte
charges are significantly less than General's. General is by that
measure the most urban of California's locel exchange utilities,
which is why the revenue shift from eliminating these monthly rate
increments is relatively small. Staff suggests attempting in the
next rate proceeding an extensive revemping of Genersl's rate area
increments into zone rates. But we conclude it is prefersble o
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eliminate population density based rate incerements for this utility
rather than attenpt further refinements; this is because such
revanping would be several years away, which given the present rate
levels is to¢ long. Also on balance, with the staggering number of
pressing matters in teleconmunications regulation, we think there are
and will be far more critical matters for our staff to study and
address. Our decision today is not intended to be 2 commentary on
Pacific Bell's existing zone rate increment program, or Continental
Telephone Company's pending propesal to eliminate its monthly
population density rate increments.

General will, of course, still study and maintain its
exchanges' base rate arez boundaries ags line extension rules and
charges will still epply to customers initially ordering service in
suburban areas of exchanges. We do not believe maintaining charges
for a one-time customer contridution to extend service, based on zrea
population density, is necessarily inconsistent with our decision to
eliminate the recurring monthly basic exchange service rste
increments. 7This is because an order for new service should, in
connection with the preliminary engineering study, prompt a review of
whether the customer wanting initial service is in a base rate ares.
In contrast, once customers in suburban aress have facilities
installed mileage or special rcate area monthly increments now
continue, potentially for many years, until General conducts a survey
that finally finds they should cease. The ongoing application of
these monthly rete 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 boundary in connection with
periodic individual service extension orders.

Eliminating these rates (only sudurban mileage and special
rate area increments) will result in $2.3% million less revenue. This
spall revenue shift is put into perspective in view of Quaintance's
general rule of thumb that for each S1 million spread on residential
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access line rates they increase by about 3¢/month. The revenue shif+
effect on other customers’' agcess line rates is de ninimus.

Our determination on this issue directly affects our
treatment of 2-party and suburban area 4-party rates, as discussed in
the next section. NMileage rates and party line service have evolved
t0 the point they are integrally related.

P. General's Proposal 4o Withdiraw

or Preeze 4-party Surburdban Service
and t0 Resgstriect 2-party Service

General now offers party line dusiness and residential
gervice in what are %termed suburdan areas, or areas within exchanges
that are beyond the bdase rate boundary, as discussed in the preceding
section. The existing services and rates are:

Los Angeles Metropolitan Extended Area Zxchanges:

Suburban business (4~-party) Lflat rate 314.60
Suburban residence (4-party) flat rate 6.90

Non-metropolitan Exchanges:

Suburban business (4-party) flat rate
Residential single-party Zlat rate
Residential 2-party Lflat rate
Residential suburban (4~party) flat rate

(Note: Sudburban service, with up to 4 parties,
is not subject 40 monthly mileage rate
increzents or special rate area charges.)

Initially, General proposed to change its offerings as
follows: (1) customers in base rate or special rate areas with any
party line service would be converted to single line service;

(2) all sudburban or 4~party service would bYe 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 %o both. 3By withdrawing mileage-rate-exenmpt 4-
party suburban service, the greatest impact on customers now having
that service would be from the new imposition of mileage rates. (ZThe
structure of existing mileage rate increments are discussed above.)
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However, in response to IURN's pointing out that General Lfailed to -
notify these potentially affected custozers of the impact of the
proposed changes (e.g. the impact of mileage rates applying on
customers takxen off 4-party service), General modified its proposal
80 that 4-party service would be ZLrozen to exisiing customers.
Several reasons for phasing out suburban service were given dy
General: (1) The numder has declined to 4% of total services, (2)
new cgervice offerings such as touch-calling, call-forwarding, and
call-waiting, et¢c. are not compatidle with party line service, (3)
much 0f the new CPE available to customers will not work on parvdy
lines, and (4) 62% of 4-party line customers are now on a line by
themselves. Also, customer connections and terminations on party
lines cannot be made at the central office, rather they necessitate a
costly premises visit, and diagnosing troudble on a party line is much
more involved and costly. Staff agrees that suburban or 4=-party
service should be withdrawn, dut suggests waiting until the next rate
case where the guestion could be c¢considered in conjunction with a
comprehensive 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 2n0st customers who have selected suburban 4-party
service, and who put up with a lesser grade of service £froa the
standpoints of convenience and privacy, is t0 avoid the potentially
high monthly nileage increments that would otherwise apply.11
Having 4-party service is the only means for customers outside the
base ratve area 10 avoid monthly mileage or special rate area changes.

11 por example, at present mileage rates a customer within a

suburban area, and 5 miles beyond the bdase rate area boundary, would

pay $30 monthly in addition to the monthly single-line access rate,
.and an additional $20 if he had 2-party service.

- 152 =




A.83-07-02 et al. ALJ/3it

General offered good reasons for phasing out its party line
service. ZHistorically, in the early days of telephony, party line
service was a means of extending service into ural areas while
pinimizing the capitalized outside plant investment per custozmer.
Eowever, General has reached the point where single line service ¢an
now be provided throughout most of its nonmetropolitan exchanges,
with conversions made within six months, while only six exchanges
would be converted as late as 1987-88. As noted above, enough cadle
pair capacity exists that most four-party customers are today
actually on a2 single line receiving one-party service. In a rezl
sense, at least for General, pa=ty line service is obsolete. Having
decided to eliminate monthly mileage and special rate increments for
customers beyond exchanges' base rate areas, the need to keep party
line service essentially vanishes; 4-party service existed, from the
custoner's perspective, as a means of having telephone service,
albeit a lesser grade, in exchange for their not having to pay
nonthly mileage rate increments. ikewise, 2-party service enadled
custoners who did not want the inconvenience of 4-party service, dus
who could pay mileage rates, a means of having lower total monthly
nileage rate increments than if single line service was selected
(e.g. $1.00/1/4 mile per month for 2-party service versus 3$1.50 for
single party service). We think most 2-party customers selected that
service because of monthly mileage rate considerations and not

because the monthly 2-party rate, standing alone, was 85¢/month less
than single line service.




Eliminating the mileage and special rate area increments
means customers with party line service can degin being regraded to
single line service without +4he specter of either being‘subject to
mileage rates for the fist time or, in the case of 2-party customers,
being subject to higher mileage rates. They can have a better grade
of service with only a2 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, and by eliminating mileage rates we have removed the economic
impediment to those who elected party line service which has

revented full use of General's cadle 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 4o save
85¢/month. Those who made this selection out of economic necessity
now have rate relief through the wniversal telephone service progran.

General's proposal to freeze 4-party service to only
existing customers contemplated, of course, kKeeping mileage rates.
But that would place us in the untenabdle position of approving a rate
structure where "grandfathered™ customers would pay either lower or
no mileage charges, while new ones would pay such charges st the
single line rate. That would, in short order, lead to new customers'
animosity and complaints adbout diseriminatory rates. Our similar
approach Tor some of Continental Telephone Company's exchenges, where
party line service was frozen, led us ¢ ultimately 1lift the freeze
(Resolution T-10811, approved March 21, 1984).

On balance, for the above reasons, we will order the phased
elimination of all party line service, with no regrale charges %o
affected customers. Ve must, of course, set revised rates for both .
2-and 4~party line service %hat will apply until customers are




A.8%3=07-02 et al. ALJ/3%

regraded. The estimated increased revenue from the upgrading 4o
single line service will be $306,000, which partially offsets the
revenue shift caused by eliminating mileage and special rate aresa
increments. We have the latitude to order these rate changes given
our evidentiary record and the investigation consolidated with these
proceedings, 0II 83-08-02.

Q- Withdrawal of Toll Station Service in
The Gaviota and HiVista Exchanges

General filed Advice Letter 4853 in Pebruary 1984, which
requested authority to withdraw "toll station” and foreign exchange
(FEX) service in its Gaviota exchange, and replace it with remote
exchange rates. Our Communications Division tentatively proposed
approval of General's proposal, dut ultimately at our meeting of
March 21, 1984 the proposed resolution was withdrawn from our agenda
S0 the issue could bhe taken up in the April hearings. General
resubmitted its proposal by Advice ILetter 4862 on March 20, and also
proposed comparable treatment for another exchange, HiVista. In its
latest proposal General dropped its regquest to also withdraw FEX
service in Gaviota.

The nearest large town to Gaviota is Santa Barbara (26
miles away) and for EiVista it is Lancaster (about 20 niles away).
General's Quaintance thought Gaviota area customers were all invited
t0 an informal community meeting in early 1984 where 2 presentation
on General's proposal was made, but he was not certain. tters were
sent specifically noticing Gaviota customers of the proposal and our
April 10 hearing date on March 23, and to EiVista customers on
March 30. There are 119 customers in EiVista and 53 in Gaviotsa.
While Gaviota was characterized as having primarily well-to=do
customers, living on Hollister Ranch parcels, less is kKnown about
EiVista. When Quaintance testified, on April 12, we had received 7
letters of protest, most from EiVista. These customers complained of
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the economic hardship General's proposal would cause. Since then 4
custorzers in Gaviota have objected, while one who could no longer
afford optional FEX supports General's proposal decause the rates
would be less than for FEX.

While Gaviota is served from an existing central office
that can provide local nmeasured service, EiVista is not. Thus,
General proposes a special nonoptional local measured service in
Gaviota but flet rate service in E{Vista. TFollowing is General’'s
rate structures that would replace $7.50/month toll stations:

Gaviota BiVista

Residential
Singie Line $ 70.00 $57.50
Two-party : N/A 23%.00
Four-party N/A 17.00
Business
Single line 100.00 83.0C
Sexipudblic coin
station 138.50 138.50

Usage Charges 5¢ for 18t minute N/A (£lat
' of local c¢all, 2¢ rate)
each add’l. minute

The toll station service that would be withdrawn iz
relatively unusual; the only other place General now offers i+t ig in
San Gabriel Canyon. No existing monthly mileage rate increments
apply; bowever, each call (even a local exchange call) is billed at
the toll rate (the 8-16 mile rate is the minimum charge per call,
regardless of the call's distance). Although each toll station
gervice call has to be manually routed through an operator, the usual
Toperator agsisted" premium charge per c¢all is not applied.
Quaintance testified that toll station service is provided on a party
line, with as many 25 ten customers or stations on a line. Obviously
toll station service is very labor-intensive. General will save an
estimated $504,000 annually if it can withdraw t0ll stztion service
in connection with its traffic department’'s modernization and
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consolidation progran. I the service is retained zn additional
plant investment of $169,000 will be needed for trunking facilities
t¢ route these operator assisted ¢alls from Gaviota and HiVista %o
the Thousand Qaks traffic office. General quantified a $504,000
annual expense savings in connection with withdrawing this toll
station service in these exchanges, which results frem not having to
steff the Thousand Osks traffic office with operators %o handle calls
originating from toll stations. There is no new increzental
switching or central office investment needed to serve these areas if
toll station service Iis withdrawn. General's rationale for the
relatively high proposed monthly rates ig that the remoteness of
these custozers results in an exiraordinary outside plant investment
per customer; thus the name for the proposed service: "remote
exchange service."

Over the years some customers in these areas converted fron
toll station t¢ FEX service, dut Quaintance testified that the shery
increase in the mileage component of the FEX rate structure in 1982
has caused many to shift back to toll station service. Customers
with FEX in Gaviota may pay as much as S400/month for service, dut
they can save on toll charges and have the convenience of single-
party service. Eistorically, customers in most of General's remote
areas received regular exchange service but have been subject to
nileage rates, unless they elected 4-party service. When asked why
General did not propose withdrawing toll station service and simply
replacing it with the usuwal rete structure, where mileage rates would
apply depending on the grade ¢f service the customer elected,
Queintance seid that approasch was considered dut rejected dbecause of
the extreme remoteness of these small "pockets™ of customers. EHe
8tressed that any impact of the proposed rates on the truly needy
would be mitigated by the Moore Universal Service subsidy.
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Stalf counsel made a statement that staff supports
General's proposed withdrawal of toll station service and its
replacement with special remote exchange rates. EHowever, because
staff was concerned about the potential rate impact of going from a
basic monthly charge of $7.50 to 370 in Gaviota, staff recommended
that Gaviota customers also have optional 2- or 4-party rates as
General proposes for those in HiVista. In response Quaintance
testilied that the in-place Santa Bardbara central office which would
provide the new service, if toll station service is withdrawn, cannot
provide party line service (it is too advanced).

The following pege is from our exchange area nap, showing
the location of these exchanges.
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TURN's brief states General's proposed exchange service
rate increase for those customers taken off toll station gervice
(667% in EiVista and 833% in Gaviota) is unacceptadble, and that
"General's assertion that the 50% subsidy provided by the Moore Bill
absolves us of concerns is callous." Given the small nunmber of
customers affected, TURN believes Genersal's proposal has only 2
ninimal impact on overall revenues and, as such, these affected
"customers deserve to be shielded from more extreme increases.”

We conclude that General's proposal to eliminaite toll
station service in these areas is sound because substantizl recurring
expense savings in excess of $8500,000 annually will accerue to the
benefit of all ratepayers everywhere on its network. However, the
replacement service, special remote exchange service rates, will not
be authorized because: (1) Separate exchange service rates for these
areas, with relatively few customers, creates yet more access line
rate stracture complexity, and goes against our policy that the
structure of residential basic exchange telephone service should be
kept as simple, uniform, and comprehensidle as possidle; (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 tize by the $500,000+ recurring annual expense
savings resulting from withdrawing the toll station service which has
historically served these areas; (4) Pinite cost of service analysis
could in theory probably show actual costs t¢ provide local exchange
gservice which vary between all exchanges, on General's or any
telephone utility's system; however, translating such cost of service
variances directly into exchange rates is not in the pudblic interest

rom the standpoint of having generslly uniforzm and understandadle
rate structures for residential service.
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General will be ordered %o withdraw toll station service in
these areas and offer 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 $50,000 and $70,000.72 fTne $504,000
annual traffic department expense savings is presumadly reflected in
our adopted test year traffic expense estimate, which encompasses
ongoing impacts of modernization and productivity improvements.

R. Optional Residence Telephone Service (ORTS)
and Optional Calling Measured Service (0CMS)
(Schedules B-4 and 5)

General states that ORIS and OCMS are "toll substitute
services,” and it proposes a restructuring of these rates that would
result in increases of 165-274%. It would use 100% of current toll
rates to calculate the ¢all allowance, and calls exceeding the
allowance would be billed at 75% of the applicadble toll rate. These
charges would generate, under General's estimate, $24 million in
revenues. Staff notes that since General and some other utilities
offer 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 uniformly set in the
Pacific Bell proceeding, A.83=01-22 e+t 2l. General agrees with

staff's observations, but, nevertheless, wants its recommendations
adopted. TIURN thinks botk staff and General beg the droader guestion
about the need for a "metropolitan rate plan” that offers, for a

12 The exact revenue impact has been difficult for our staff to
quantify because present revenues based on toll station service
includes both the monthly charge and usage charges (which are all
toll calls); further the amount of overall revenue reduction depends

on the level of adopted exchange service rates that replace existing
. toll station service.
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premiun flat rate charge, wider calling areas. It wants us to order
Pacific Bell and General to start developing wide area calling
proposals, and states that in the meantime "further erosion of
existing ORTS/OCMS must be halted.”

The adopted ORTS/OCMS rates in the Pacific Bell proceeding
shall also apply to General. Sipilar points have been raised by TURN
in that forum and, as an industrywide approach is needed %o
restructure these charges or replace them with 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 and 2TM revenue changes described later.

S. TFarmer line Service (Schedule A-12)
and Parmer Line FEX (Schedule A-20)

FParmer line service allows connection of customer~provided
lines and facilities with General's network. Traditionally, these
facilities were put in dy customers in very rural areas as a means of
obtaining affordable telephone service, hence, the name farmer line
was applied. General provides this service in about 11 localities,
and it is not an expanding service. Waile General proposed no
increases, stalf proposes increases of about 60X which would generate
$1,500 in new annual revenue. These customers were not noticed that
their rates were subject to increase in this proceeding. Still some
inerease should come as no suprise to them and they have been sudject
to the existing 21.3% surcharge resulting from our interim decision.
Under these circumstances, we think it is reasonabdble to siuply

increase Farmer line rates by 214, which will generate only $347 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 California (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 de.

DID service routes the last four digits of a called number
directly to an end user through one of General's central offices.

For example, a telephone answering service can be set up 4o receive
ecalls for 100 custozers or numbers over "answering lines,"13 and

DID can route the calls for 100 customers between the central office
and answering service over 10 loop or trunk lines, obviating *he need
for 100 separate loops. This reduction in otherwise needed separate
loops is an econony for all concerned. Customers that could use DID
service, aside from answering services, are radio common carriers and
business with large PBXs (pages 24-25 of TASC's opening drief
succinetly explain how DID service operates and other applications).

15 An answering line goes from a central ¢office directly %o an
answering service; there is no line to a second location to serve the
ultimete end user. The other answering service arrangement is
"gecretarial line" line service, where a loop goes Irom the central
office to both the answering service and the customer. TUnder the
secretarial line arrangement, for example, if the customer does not

answer on the fourth ring the answering service can (a phone will
ring at both locations).
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The average holding times and frequency of calls to DID
nugbers determine the ratio of DID trunks or loops to numders. The
longer the helding times and more freguent the calls the more trunks
are needed. The essence of TASC's contention is that present DID
rates are for numbers only, whereas it should be segregated or
"anbundled" s0 there is 2 number charge and a trunk termination
¢harge, which would allow DID customers to pay for only the trunks
they need and select. TASC points to undundled DID rate structures
in 12 other jurisdictions for Bell System companies, dbut it finds
General has not done a cost study to enable us to unbundle the
presently aggregated rates. As an alternative to now attempting an
wunbundling, TASC urges us to set DID number rates based on 2 cost
study General prepared relating to its providing DID service to radio
common carriers (RCC). That study, Exhibit 45, found different costs
for different types of carriers, based on different average holding
times: tone paging RCCs have an average 10-second cell holding time
and a DID number cost of 42¢, tone and voice RCC paging have a 30-
second holding time and 2 $1.25 cost, and mobile voice RCCs have a 50-
second holéding time and 2 cost of 82.07. TASC and Generzal disagree
on the average holding time of TAS calls. TASC presented Exhidit E9
showing, from 2 national study, it is c¢close to 30 seconds; Quaintance
“estified that from his personal experience of calling people with
answering services that he is sometimes put on hold, often resulting
in a2 holding time of one minute or more. Quaintance was guestioned
at length sbout his personal experience conclusion, and he conceded
Genersl did not do a study. There is now only one TAS served by
General that has DID service.
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General's present and proposed monthly rates for tariffed

14

DID numbers are:

Present Rates

Quantity Charge

Pirst 200 numbers $3%30/100 numbers
Each 100 numbers over 200 57.75/100 numbers

Proposed Rates

Pirst 100 nunhers 3330
Each 100 numbers over 100 200/100 numbers

TASC has demonstrated that the cost per number of providing DID
service to a TAS was about £1.25 per month in 1982, and 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
custopers for the first 100-200 numbers is too high, dut the 57¢
charge for each additional number is too low. We will adopt a
$135/month charge for all groups of 100 DID numbers for TAS
application. However, General's proposed rates for other
applications, (e.g. PBYs), where there are longer average call
holding times, are reasonable. We will adopt General's proposals for
nonrecurring charges relating %o DID service; they were not
contested. Today's solution to monthly DID number rates is interinm
in the sense that ultimately these rates should be undundled,
establishing a separate number and trunk charge, which would allow
the customer to order and pay for the ratio of trunks to DID numbers
needed for hic particular use. Ve will direct Genersl %o propose an
unbundling in the next rate proceeding.

The test year revenue generated by the revised DID rates is
$285,000.

14 This service is extended to utility RCCs glso, as discussed in
interim D.83-06-091, but by intercarrier agreements and not under the

. tariff rate.
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U. Dedicated Fagility Channels/Private
ine Loops; Rates and Quality of
Service; (Schedules G-1 <hrough 7,
ané G-1%,18,22, and 26)

General proposes both incresses and o broad restructuring
of recurring and nonrecurring charges for these services, which
include various types of private line 100ps. These facilities are
used for elarm circuits, answering service limes, and fureign
exchange service. Its proposals engendered intense opposition Lfrom
the ZTollowing: Senitrol Alarm Companies enéd American Protection
Industries (Sonitrol), Western Burglar and Fire Alerm Associz*ion
(WBFA), and TASC; staff does not accept General's restructuring or
The underlying cost study, dut recommends that most of these rate
cozponents should be increased proportionally with increases for
basic access line service, with no increase %o applicable pileage
rates. As an alternative to the comprehensive restructuring, our ALJ
directed General %o present 2 repricing which ke thought would de
based on the present rate structure. Zowever, +the alternative

proposal nevertheless contained some Testructuring; and since it was
also premised on the same cost study which was so intensely
litigated, it saticfied none of the other parties.

The stated goal of General's restructuring is "o simplify
the current multitude of dedicated facility channel (e.g. private
line) tariffs by charging the same rate rer mile per month for each
line regerdless of use, with zdditionsl charges only where
'econditioning' or 'enhancing' of the facility is required by the
customer" (General's opening drief, p. 151). This conceptual pricing
approach, termed "a~loop is a-loop," wes, as other parties point out,
rejected in our regent D.83-04-012, which ectablished privete line
costing methodologies. General's response is that it did no+ apply
our pricing guidelines because its NOI was tendered before June 20,
1987 and, by our corder, it did not have to wuse the new pricing
gpproaches. Other parties point out that Genersl actively
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participated in our private line costing proceeding, and the
"conmittee™ meetings leading to a consensus, and it should have known

better than to plunge ahead with such a radically divergent approach
for this proceeding.

General selected Quaintance, who 2id not conduct itz cost
study, 0 sponsor its results. Because he did not conduct the cost
study, the reasons for many of the study's underlying assunptions and
approaches could not be cogently or convinecingly explained. In
suzzary, and to save extensive discussion, so muck doudt has been
cast on General's cost stuldy that we cannot rely on it. Also, while
some restructuring of these cozplex tariffs would be desiradle, we
cannot conclude General's approach would be an improvement.

Staff proposed increasing monthly rates by the sanme
percentage that basic exchange service rates are increased, with the
exception of no increase for services billed on a2 nileege basis;
while nonrecurring charges would be increased the same percentage as
service connection charges in Schedule A-41. TUnder these parameters,
based on our adopted basic exchange and service connection charges
the increases are 26% for monthly rates and 59.6% for noarecurring
charges. Although Sonitrol, WEBFA, and TASC would prefer our rolling
the existing 21.3% surcharge into present rates, they wltimately
contend increases of over 50% would be excessive. However, no party
directly took issue with staff’'s proposed increases, obviously
because the economic impact would de far less than General's proposed
rates, so we will adopt them. TForeign exchange service rates, which
were included in General's restructuring, 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 for Pacific Bell. Pacific Bell did generally follow our
costing methodology and the evidentiary record in that proceeding,
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where all these same parties participated, is far better Lor purpoges
of setting the various components of these rates. We will not do
that at this juncture, although the idea has appeal from the
standpoint of consistency and as we think General's aggregate costs
should be about the same. Eowever, it is an approach we may take Iin
the next proceeding if we are again faced with dilemmas like those
posed by this evidentiary record.

There are CPE technologies marketed which use alarm-radio
activated antomatic dialing devices to send an alarm message over
customers' regular exchange access loops, obviating the need for
separate alarm loops. Although routine or daily circuit tests cannot
be conducted from 2 central point to verify that such CPE alarm
systems are operative, if alarm loop rates are priced *oo high such
unregulated CPE, which is sure <o be marketed by telephone utilities
or their affiliates, could become very attractive alternatives. The
migration that could result would leave General with stranded alarm
loop investment. Likewise, eventual use of cable IV facilities for
alarm loops ¢could lead to stranded telephone utility loop
investment. These considerations, among others, must be weighed as
we review these rates in future proceedings.

Quality of Private Line
Alarn Service

In October 1982 we adopted General Order (G0) 152 which set
standards for private line alarm service. Service indices or
measurements are held orders, met installation commitments,
installation and service customer trouble reports, and repair
response. Singh conducted staff's service investigation, and he
found overall General has made steady progress improving all indices
since 1982. He made 2 spot telephone survey of alarm c¢ompanies and
learned they all £ind General's repair response time too slow when
trouble was reported outside normal business hours. Singh's good
news was that they all believed General's response time and
cooperation has "improved remarkabdbly.”
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The GO 152 measured aspects of service shows General is
having problems meeting, or getting above the reporting level. and
into the standard service range indices for keeping installation
conmitments and repair response time. Singh concludes General is
teking steps that will improve meeting installation commitments, and
will presumably get into the standard range where 90% of commitments
are met. General has progressed to where it is very close to the
standard range of having only 2% of repair responses take more than
48 hours, but it is not as close to meeting the standard range of 6
or fewer response hours on average per trouble report. It has moved

ron 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 tine.

Singh wants us to order General to improve enmployee
training, assign more trained repairmen to evening and weekend
shifts, and to meet our GO 152 standard service ranges by the "end of
198%." The training and work force allocation issues seenm to
overlap. PFor example, better training and test facilities mey result
in no need for more weekend and evening employees. General has
regrouped or otherwise taken encouraging steps to dramatically
improve service, and while Singh's diagnosis may be correct, we think

t 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 falling below any
of the standard ranges at the time of itc next rate proceeding we
will then institute a surcredit-penalty progranm as an incentive.

That measure will hopefully not be necessary. Our staf? should again
report on private line alarm service in the next rate proceeding.

One ¢f WEBFA's witnesses, Willie, testified that from his
alarm company's experience in 1983 he concludes General's service
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remains poor and below GO 152 standards. Accordingly, WBFA urges us
to consider General's service performance in deciding whether a rate
increase for slarm service is justified. Willie's data 1is 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 1983, but he could not recall, for example, the
number of installaetions ordered each month upon which the percent of
unmet commitments were ¢alculated. Overall, he was not very familiar
with the survey's details. 7Thus we will rely far more on staff's
conclusions about the direction service quality is headed. Willie's
testimony corroborates Singh's on the ¢onclusion that General has
further o go in improving its service to the alarm Iindustry.
Hopefully, Willie's experience is relatively isolated. IZf WEFA wants
to challenge the adeguacy 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

General proposes an experiment with non-~optionz2l measured
local service in its Huntington Beach and Westminster exchanges, beoth
in Qrange County. If approved the experiment would start in 1985,
after General has installed enough central office call measuring
equipment. General calls this usage sensitive service (USS), which
is structured very similarly to toll and zone usage measurement
(ZUM). It is now time to test the water, so to speak, and geuge
public acceptance of USS, according to General, and the only means of
doing s8¢0 is a2 limited non-optional experiment. The exact impact ox
residential bills has not been estinmested, dut generally heavy uses
may pay more while light or off-pezk uses will pay less. Staff
supports the experiment, dut recommends some modifications. TIURN is
flatly opposed to USS, calling it part of a "grand plan”, along with
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UM, to steadily degrade flat rate service by providing residential
custonmers less and less for higher charges. Staff is sharply
criticized by TURN for accepting and, from TURN's view, being an
accomplice to General's "grand plan." Almost all of the customers
speaking at our pudlic hearings that addressed the USS concept were
opprosed to it. MNMost indicated they felt unlimited locel calling was
a right, and that measuring and timing these calls would have &
disastrous chilling effect on vital intra-community communication.

Specifics of General's USS Proposal .

General's proposed USS rates are not cost-based. Rather,
they were designed to give incentives encouraging off-peak local
calling. Unlike ZUX rates which have three elements (length of call,
distance, and time-of~occurrence), overall USS has four: a "set-up”
charge per call, a duration charge, distance or zone nodifiers, and
time-of-occurrence. These are the proposed terms and charges:
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. Monthly Access Rates
Residence

Basic 3 7.00
Suburban (1-party only) 7.00 + applicable mileage
rate increments
Targeted Lifeline (Moore 3.50 - 32.00 usage allowance
Bill proposal)
Business

Basice 14.00
Suburban (1=party only) 14.00 + applicadle mileage
rate increments

Usage Rates

Set-up and duration charges for three time periocds
and three distance zones:

Period A: Weekdays 8:01 a.m. = 5:00 p.:m.
Period B: {Discount = 25%)
Weekdays 5:01 p.m. =~ 11:00 p.m. .
Period C: (Discount = 50%)
Weekdays ' 11:01 pem. = 8:00 a.r. and all
hours or weekends
and holidays

. ZOXE 1 (Less Than 8 Miles)

Completed Call Per Minute or Praction
Time Period Set~un Duration

$0.030 $0.020
0.0225 0.015
0.015 0.010

ZONE 2 (More Then 8 But Less Than 12 Miles)

Completed Coll Per Minute or Fraction
Time Period Set-up Duration

A 80.060 $0.040
B 0.045 0.0%0
0.030 0.020

ZONE 3 (More Than 12 But less Than 16 Miles

Completed Czll Per Minute or Fraction
Time Period Set-un Duration

$0.090 $0.060
0.075 0.045
0.045 0.030
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Certainly, an alternative to this USS rate structure would
be 10 simply impose ZUM Zone 1 charges for all customers in these
exchanges, which staff suggests. But General believes any conceptaal
consistency advantanges Ifrom simply imposing the ZUM Zone 1 structure

re outweighed by the more precise usage-cost causing rate elements
of USS.

The experience of USS which General Plans to study, through
initial pre-USS and follow-up post-USS implementation studies, is
explained by General (Exhidit 60, pp. 10-11):

"In addition to testing the validity of usage
deta, customer reaction Yo USS can be gauged. An
independent market research f£irm will conduct
tests to measure customer acceptance of USS in
the Euntington Beach and Westminster exchanges.

A questionnaire will be forwarded %o this select
group of customers 10 measure the following:

(1) Customer perception of the importance of
the telephone:

(2) Expectetions of post-conversion USS
telephone;

(3) Estizmates of local calling patierns;

(4) ZEetimated repression or stimulation from
the implezentation of measured service
rates;

(5) Customer evaluation of the fairness of
measured rates;

(6) Customer preference for measured versus
flat-rate charges;

(7) The dollar value the customer would
assign to measured versus flat-rate
service;

(8) ZEstimates of usage with respect to other
households;

(9) Detailed demographic infosmation
regarding the areas surveyed. The
sanple population utilized in +this study
will include, dut not be limited to:

(1) the elderly, (2) low income
households, and (3) the handicapped.
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Approximately six months after USS has been
inplemented, a2 second survey will be conducted.
This second survey is extremely imporitant since
pest studies have demonstrated that customers may
tend to overestimate their local usage and
therefore register a2 negative bias toward USS
prior to actual implementation of the service."

In addition to pudblic awareness prograns before USS starts
in these two exchanges, General proposes "dual billing” in oaly one
of the exchanges for two months before USS starts. The dual billing
may enable customers to adapt more readily to USS; whether it does
would be studied by General.

Staff's USS Proposal

Staff'c Shantz tectified that General's long-range goal is
t0 implement USS throughout its system by 1991, when it is scheduled
to have all electronic central offices that can facilitate one nminute
local call measurement. Staff thinks a2 USS experiment is desirable,
and notes that Continental Telephone Company's limited USS progranm
demonstrates widespread customer acceptance of USS. But according to
staff General's proposed USS rate structure shonld more closely
parallel ZUM, with comparable off-peak discounts, otherwise staff
thinks there could be customer becklash and bYias against USS. Staf?f
thinks we should endorse the USS experiment, but with the following
directives (Exhibit 96, pp. 2-47):

"1. All basic exchange access lines will be
offered on a measured basis with no usage
allowance included in the monthly basie
exchange access line rate.

Usage charges as set forth in Schedule Cal.
P.U.C No. 6-T7 of The Pacific Telephone and
Telegraph Company shall apply *to calls
originating in the 4rial exchanges on routes
of O to and including 16 miles (ZUM rate
structure).
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"3.

The basic exchange access line monthly retes
applicable under USS shall bPe established at
levels which will result in no change in
aggregate customer bBilling in the trial
exchanges for usage (local, message toll and
message toll related) and access lines based
on the rates for usage (local and message
toll) and access lines in effect at the %ime
of implementation of USS in the trial
exchenges.

No repression or stimulation in usage shall
be reflected in the development of the USS
exchange access line monthly rates.

The basic exchange access line monthly rates
%0 be zpplicable under USS shall bhe developed
in consultation with the Commission stafs
based on the perameters discussed herein and
shall be filed by adldvice letter 90 days prior
to the requested effective date of such
rates. Such advice letter shall be subject
to authorization by the Commission by
resolution action.

Coincident with the f£iling of an advice
letter requesting implementation of USS in
the trial exchanges, General shall file
documentation which shows the develeopment of
the basic exchange access line rates to be
applicable under USS. Such documentation
should be developed in consultation with the
Commission staff, shall be made pudblic, and
should be provided to all parties of record
in A.83-07-02.

Beginning a minimum of 90 days prior ¢o +the

implementation of USS, each customer in the

trial exchanges shall receive monthly notice
of the fortheorig USS implementation. Dual

Billing should be considered o5 appropriate

customer notice.

Any request for expansgion of USS beyond the
trial exchanges shall be by formsl
application or as a part of a major rate
application. The Genersal Osder No. 96-A
advice letter process should not be utilized
as the method for requesting expansion of USS
beyond the trial exchanges.
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"9. General shall collect, analyze, and report %o
the Conzission on & sexmiannual dasis all
pertinent data gained from actual experience
with the USS plan in the trial exchanges.-

The format and specific items to be set forth
in the semiannual reports shall be developed
in consultation with the Commission staff.
Seziannual reports shall be £iled for period
ending June 30 and December 31 of each year.
Suech reports shall be filed within sixty days
after the end of each periocd."

TURN's Position

TURN's witness, Richardson, thinks the proposed USS
experiment is premature and would wunfairly subject custoners to a
guinea pig trial. As General has not based USS on aectual marginal
costs of local calling, how, TURN asks, can we proceed with a USS
trial and redistridute the revenue durden among local exchange
customers? Richardson's Exhibit 107 lists 2 nunber of costing
studies that should be undertaken in conjunction with demographic
impact analysis before USS is seriously concidered. Without such
data he thinks we risk taking an ill informed and grave step, all to
the detriment of affected customers.

Discussion

Ve will not authorize the proposed experiment with non-
~nerational or mandatory local measured service. This is not because
we do not think it would be useful 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 eguipment installed in these exchanges, and
conpare billings under existing rates to what they would be wunder
either USS or some other measured service rate structure. While such
studies will not show how customers actually adapt under USS, o= how
they chenge c¢alling 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 sspect of General's
experiment, when weighed against the prodbadle customer confusion and
ill will, is undesirable.

Another consideration in our refiusal to authorize an
experiment leading potentially to an extension ¢f mandatoery
residential measured service is the lack of any ¢lear cost
justification. TFor example, the need for USS as a means of shifting
local calling off peak, and mitigeting marginal local exchange costs,
has substantially lessened in recent years. New technology digital
central offices are "non~dlocking" compared %o older technologies;
that is, whereas older switches would stert blocking when 8-10% of
the lines were in use, digital switches can internally handle 100%.
The subscrider’'s locel loop must be installed in any event, dut
reducing the growth in local on-peak %traffic could minimize
intercentral office trunking reguirements where more than one cenir
office serves a local exchange.

USS is not & means of matching actual local call cost
recovery with time-of-occurrence. General has, as TURN's Richardson
points out, ne cost studies on the marginal costs of an on~-peak local
call vis-a2~-vis an off-peak ¢all. Rather, it is 2 pricing approach
which charges customers for locgl calls very similarly 4o the
traditional toll schedule, which is 2 pricing approach nmany customers
have saccepted. Whether USS or any measured service is simply a
revenue generating device as alleged by TURN, or a fair means of
charging customess based on their individual usage volume ac clained
by General, may ultimately boil down to point of view. EHowever,
until we are presented with clear cost justification for mandatory
local measured service, we believe it is preferable for measured
service to continue to be an optien to flat rate service. As long as
locel measured service is ¢option customers can ultimately, through

their election, decide which service is the most fair given their
needs.
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We will order General to study the probvable impact of USS
in the two exchanges, through billing comparison analyses. In
particular, we think some analysis of different types of USS rate
structures would be very useful, and we will order General to stwdy
the following USS rate strucstures: (1) call measurement and timing
24 hours a day, (2) measurement and %timing during the peak and semi-
peak period, and (3) measurement and %timing only during the peak
period. We want the hydrid combined measured and flat rate studied
because having uneeasured and untimed calling periods for customers
nay mitigate the impact of USS on those involved with local communidy
volunteer organizations, "neighborhood watch"™ programs and the
elderly or shut~ins who depend so heavily on the telephone networx.
These were the groups and individuals which spoke so strongly against
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 reasonsble opporitunity t¢ substantially avoid
local timing wnder USS if they mostly ca2ll during off-peak periods.
The potential impacts of the three USS rate structures which are to
bYe analyzed must include.

1. The rate impact_ on residential customers
oroken down by low, moderate, and upper

income, as well 2as by 2ge and size of
household.

How USS couid be structured to provide low

and moderate income families with effective

options for reducing their telephone c¢osts

congistent with their usage needs, (e.g.

periods when usage ig 2t 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 1086.
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W. Coin Telephone~-Local Coin Charge
(Schedules A=1 and A-21)

General wants to raise the local coin telephone call from
10¢ to 25¢, which would come far closer to covering costs. The
revenue increase, combdining semi-public and public ¢oin stations,
will be $8.6 million. Staff thinks the 10¢ charge should be raised,
but set consistent with whatever change is adopted for Pacific Bell.
TURN opposes the increase, pointing out it is an essential service
for reporting emergencies and the low income population that cannot
efford monthly phone service. The coin rate inerease drew 2 mixed
reaction from customers attending our hearings. General is modifying
coin phones so that the operator and ¢11 (emergency reporting) can be
reached without a coin. To avoid needless customer confusion the
local coin rate should. be uniform, so we accept stalfl's
recommendation that General's rate be set the same as Pacific Bell's,
which 1is 20¢ or, for convenience, one gquarter. The new revenue
generated will be $9.5 million.

X. Monthly Semi~Public Coin
Telephone Rates (Schedule A-1)

General proposes increasing monthly semi-~-public coin )
telephone rates from $17.50 to $45.45, or adbout 150%. I+ unbundles
the now combined monthly rate into an access line element and an
instrument charge, concluding that the monthly instrumen® charge
component should be $30. There are about 12,500 semi-public
stations. Staff notes that the 6% repression in these stations that
General estimates would result £rom a 150% monthly rate increase is
not reflected as an annual expense savings, which staff guantifies a
$650,000. But more importantly, staff thinks General's coin station
cost study that derived the proposed $45.45 monthly rate is flawed.
General did not consider coin station reveanue from toll calls while
assigning all costs to local coin service. Further, certainly some
of the expense to these stations and lines should be assigned to
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interstate in the course of costing the service. ALl coin stations
require more ongoing labor intensive attention and maintenance than
other local exchange services, dut General's coin station cost study
in Exhibit 60 does not clearly recognize that semi-public stations
reguire less maintenance than pudlic stations because they are
usually enclosed within a business' premises. 7They are subject %o
less vandalism, which reduces 2 number of expenses relating to these
stations conpared to public ¢oin stations. The relationship of semi~
public station costs to those of public stations was not fully
explained by General. . |

Staff recommends that we increase monthly rates for sexmi-
public station by the same percentage as other exchenge access line
rates, dut that assumes the existing difference between the business
measured access line rate and the semi-public ¢oin station ra%e of
about $10 fairly reflects the z2dded costs of providing semi~pubdlic
coin station service. We are not fully convinced it does. Az g
peans of ensuring this labor intensive service is not unduly
subsidized, and priced closer to the cost of providing it, we will
increase the semi~public coin station rate by 20% more than the
in¢crease inmposed on the business measured service loczl exchange
rete. This will result in 2 rate of $27.70 per month, which
generates $1.6 million of additional revenue.

Y. ILocal Measured Rate Service-
Units of Uce (Schedule A~1)

Presently, General has mandaztory local measured service for
business customers within Los Angeles extended area meiropolitan
exchanges, ané optional residentisl reasured service in these areas.
These nmeasured local services are assessed units or usage rates on
iocal calls in increments of 5 minutes. The charge is now $.06 per

it or & fraction. General and staff both propose raising this to
3.07, which we will approve.
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Z. Extention of ZUM Zone 1 Capability

General's Boveri sponsored Exhibit 47, which addressed the
cost of installing central office eguipment to start full scale ZUM
Zone 1 measurement in the extended Log Angeles area and Los Gatos
during 1986. 2ZUM timing differs from General's existing locel
measured service in thet ZUM times calls in one-minute increments and
provides off-peak price discounts. This report was required by
D.82-06-054. While General has ZUM Zone 2 and % capadbility, Zone 1
tinming capability (0-8 miles) does not now exist in. these areas.
Boveri testified that it is logical and certainly most economical to
extend ZUM Zone 1 implementation in connection with General's ongoing
phased progran of converting central offices to digital switches,
which will be completed in 1991. Staff agrees. It would be too
costly and wasteful to modify existing older switches for this 4iming
capability when they will wltimately be replaced anyway with switches
that can measure local ZUM Zone 1 calls in one-minute increments.

. AA. Zone Usage Measurement (ZUM) Rates
and the Extension of ZUM in Connection
With Exchange Boundary Realignment

General and some other utilities join in Pacific Bell's ZUM
tariff, both because ZUM rate uwniformity is desirable %o 2id
custoners' understanding and to compensate for effects on
interutility settlement reveaue. These rates were recently adjusted
in the Pacific Bell proceeding, A.83-01-22. ILikewise, exchange
"reapportionment” affecting General's customers was addressed in that
proceeding, as General's proposed changes and the effects on overall
ZTM reviews was part of an "industry proposal”™ made by several
utilities. The following Gemeral exchanges were gplit inte 2 %0 4
new exchanges: Covina, Downey, Ontario, Pomona, and Whittier. This
splitting or reapportionment was due €0 population growth and
evolving changes in custonmers' "communities of Interest.” The
incremental c¢osts associated with General's implementing 2ZUM, as well

- 181 -




A.83-07-02 et al. ALJ/3%

as the revenues, will primarily occur in 1985 and can be addressed in
General's 1985 attrition £iling.

BB. ZEstimated Settlement Revenue Effects FPronm
the decicion for Pacific Bell in A.8%-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 different utilities in a close time frame means there are

literally cross=£flows of settlement revenue from these services.
From the rates adopted in A.83-01-22 we have calculated the following
test year revenue effect for General:
IntralATA message toll* $38.4 million
IntralATA private line 12.6 million

EZxtended area service prograz 11.6 million
UM settlement 14.5 million

(Note: estimated ZUM csettlement
revenue was wunderestinated by
$2.0 million in D.84-06-111.)

Total $77.1 méllion
*Includes effect of revised ORTS & QOCMS rates.
This revenue source reduces the new revenue revised rates mus<t
generate.
rC. Basi¢ Exchange Service Rates
Both General end 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 exchange
service rates not previously covered.

General contends basic exchange service rates are
subsidized, but we have no evidence of that proposition. As puch as
anything, its assumption is dased on intuition and conventional
wisdom. We have not been presented with any detailed allocation or
assignment of costs between the many service categories which would
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support General's contention. Our traditional results of operations
broken down by major categories of service, contained earlier in this
opinion, does not cupport General's contention. It ghows dbasice
exchange service, compared to toll, is not subsidized.

The difference between General and staff's proposed dasic
exchange rates is primarily due +0 the revenue requirement they
assumed would be spread. The rate siructure for optional residential
local measured service is the only area of conceptual difference,
with General proposing essentially a monthly access: line rate with no
usage allowance, whereas sitaff would continue the present 30-unit
allowance. General's local c¢2ll measurement differs Lrom Pacific
Bell's. Whereas Pacific Bell now applies ZUM timing, in one-ninute
increments with the rate varying by time of o¢currence and distance,
General still times in S5-minute increments. The adopted charge for
each 5 minutes, or any fraction of 5 minutes, is T¢, irrespective of
time of occurrence. However, when the local call distance exceeds 8
miles, or reaches into ZUM Zone 2 or 3, General applies the same ZUM
rates as Pacific ZBell for those zones. TUntil General completes its
central office modernization program it will continue t¢ time local O-
8 rile calls differently than those over 8 miles. General and
Pacific Bell offer residential measured service in contiguous areas
in the extended Los Angelesc metropolitan area, and we think a more
comparable rate structure for doth can only enhance overall
residential customer understanding of optional measured gervice. We
recently continued a usage allowance &s part of the monthly measured
service rate for Pacific Bell, and we conclude the same structure is
also suited for General's metropolitan service area. The adopted
residential measured rate will include an allowance for &3 of local
usage, that can apply t¢ Zone 1 calls (billed in S-minute increments
at 7¢) as well as ZUM Zone 2 and 3 c¢alls. This may make measured

service pore attiractive, particularly to customers who make local
¢alls beyond 8 miles.
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General's Universal Lifeline Telephone Service (lifeline)
rate will be 50% of the optional local measured service rate in aress
where General can provide nezsured service, and 50% of the flat rate
in areas where it does not provide local measured service. Eowever,
where the gqualifying lifeline customer is placed on measured service,
the local calling allowance will not be $7 of local calling (within
2UM Zones 1 through 3), but instead an allowance of 30 untimed local
(20M Zone 1) calls; calls over that monthly allowance will be billed
as Tollows: 31-40 calls at 10¢ per call, and all calls over 40 at
15¢ each. All lifeline customers will receive the 75¢ monthly credit
for maintaining & telephone set and 2 50% discount on multi~element
service connection charges. These are the rates and terms in
General's Schedule A-22, filed in compliance with our recent decision
instituting lifeline. On July 1, 1984 Schedule A-22 became effective.

Presently where General offers optional residential
measured service, about 2.2% of custonmers have elected it. With the
publicity and notices about the new lifeline service, we expect more
than 2.2% will elect lifeline. TFor General the switching of services
peans those on flat rate service converting to measured gervice
lifeline will cause a decrease in revenue, but this revenue drop will

be offset to some degree by the new usage charges of 10¢ and 15¢ per
¢all when the lifeline customers exceed their 30 free call

allowance. In the recent Pacific Bell decision, we did not attenpt
an estimated gquantification of the net effect in connection with
deternining the revenue generation from its new rates. Ve felt we
would be estimating in the dark with %oo meny unknowns. We are in
the same position today with General. By the time General makes its
1985 gttrition advice letter £iling 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 customers make over the 30 ¢all
allowance. Accordingly, we will allow General to propose an
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adjustment to local service revenues in its attrition advice letter
filing for any incremental net revenue charge caused by customers
electing lifeline.

The following page shows the present and adopted basic
exchange service rates:
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. Present and Adopted Basic Exchange Service Rates

Base Rate

With Existing Increase
Los Angeles Metropolitan Base 21.3% Surcharge Over

Extended Area Exchanges Rate Applied Adopted Bese Rate

Business

1=-party measured service $ 7.20 & 8.73 26%
PBX line-measured 7-20 £.73 26
Suburben-4-party flat

rate* 14.60 17.71 26
Semi-public coin station 17.50 21.2% 51

Residence»*

l=party flat rate 7.75 9.40 26
1-party measured 2.80 5.3%0
(includes 30 (18.0% sur- (includes (re~ ,
S-min. units charge) $3.00 of structured
of use) local call-~

ing usage)
Suburban 4-party

flat rate* 6£.90 8.%27 g8.70 26
Non-Metro Area Exchanges
(witnout iocal measured
service capability)

Business

1=party flat rate 17.20 20.86 21.70
PBX line-flat rate 25.95 21.48 %2.70
Suburben 4-party flat

rate* 14.60 17.71 18.45
Semi-public coin station 17.50 21.23 26.45

Residence**

1-party flat rate 7.75 9.40 9.75
2=party flat rate* 6.90 8.37 8.70
Suburban 4-party flat

rate* 6.90 8.% e.70

*Party-line service will be phased out. As customers are

regraded to single~line service they will be assessed monthly
single~-line ratec.

**Lifeline service is 50% of the otherwise applicable rate. Eowever,
where measured service is offered there is a usage allowance of 30
wntimed local calls, excess local calls are charged for as follows:
31-40 calls at 10¢ per call, and each call over 40 2t 15¢.
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Traditionally we have allowed a period after local dasic
exchange service rates are increased and/or restructured for
custoners to regrade or switch to a different basic gervice withous
the usual charge. We will direct General 4o 2llow residential
customers to convert without charge over the first 90 days after
today's revised rates are in effect.

DD. Settlement Effect of Today's
Rate Increase on Pacific Bell

We have calculated the effect of today's rate changes on
Pacific Bell. The result is a gain for Pacific Bell in dilling
revenue of $11.4 million. Accordingly, as Pacific Bell is a
respondent to 0II 83~08-02, we will direct it to change i%ts existing

.41% negative suarcharge on local exchange service to 2 negative 1.12%
surcharge.

The effect on settlements for other smaller Yelephone
utilities is extremely small and we will not order them %o make rate

. adjustmwents.
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Findings of Fact
Service

1. More than 10% of General's customess served by seven
central offices have reported troubdble, on an average basis, during
each month over the period from July 1882 through June 1983.

2. JMonthly trouble reports per 100 stations or access lines
are & solid indicator of 2 multitude of access line service prodblems
encountered by customers on a day-in-day-out basis.

5. Although on a total company aggregated besis General's
service has improved and is improving, customers served by seven
central offices, and those on the Xenwood exchange, were and may
still be receiving insdeguate service.

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

Revenue Reguirement

5. A return on General's common egquity of 15.50% will afford
it a2 reasonable opportunity to attract new capital and adequately
cenpensate its shareholder; conbined with the adopted year-end
capitel structure and other cost factors, the resulting 12.74% return
on rate base is just and ressonable.

6. The ongoing accounting changes recommended by staff's
auditors, as discussed in this opinion, will result in General's
books of account being more accurate.

7. General can realize additional intrastate access charge
revenue from long distance carriers other than AT&T. It is presently
receiving some compensation from such carriers from ENFPIA.

€. The adopted summary of earnings represents a reasonable

estimated level of revenues a2t present rates, operating expenses and
rate base.

9. Genersal's allocation and/or asgsignment of advertising and
commercial expense between its regulated and unregulated CPE
parketing was not investigated dy steff.
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10. Assuming General correctly assigned all costs relating to
its 28 phone marts bPetween regulated and unregulated activities, the
routing of customers needing face-to-face contact to phone marte, in
lieu of using other facilities, provides valuable foot traffic for
General's unregulated 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 19882, going as high as 64.9%.
In view of such fluctuations 2 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 GID-S COSE are reasonable,
particularly in view of GTD-5 suitability problems and the need %o
colocate dbackup COSE. |

13. About 40.11% of General’'s total materials and supplies will
be used in connection with long~term interest bearing construction,
and under these circumstances that amount of materials and supplies
should not be directly included in rate dase.

14. An 18% per annum late payment charge on overdue bills will
encourage timely payment performance dy customers. ‘

Sevarate CPE Marketing Subsidiary

15. General now leases embedded CPE under regulated rates and
terms, and markets unregulated new CPE (both single end multiline).

16. Attempting an allocation of expenses related to unregulated
and regulated CPE marketing, installation, and maintenance, when
resources are schared, is an extremely time-consuming endeavor, and it
is one which is beyond the resources of this Commission to unﬁertake
in each rate proceeding for General.

17. A physical corporate segregation of unregulated CPE
narketing, installation, and maintenance through & stand-alone
separate subsidiary, with limited resource sharing, will, in contrast
to attempted accounting separation, result in more certainty that

there is not cross subsidization by ratepayers of wnregulated
competitive operations.
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Switeh Procurement
18. General ordered GTD-5 central office switches, before
competitive 5idding, whieh 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
augmentation.

Enbedded CPE Sales

19. The average remaining life of General's stetion apparaius
(or CPE) adopted for ratemaking is 3.57 years.

20. The net book value component of embedded CPE sales prices,
fo~ both multi and single-line CPZ, will more currently reflect nes
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
81,000, applying an interest rate of 10% per anauam, can make the
purchase of multiline CPE more attractive To customers.

Attrition Mechanism 1985-86

23. The following factors potentially impacting General's
revenues in 1985 and 1986 are subject to significant variation:

(1) Local service revenues attridbutadle to exbedded CPZ, directory
assistance charging and ZUM extension, (2) access charge revenue from
interTATA carriers, and (3) intralATA toll revenue from settlenents.
On +the expense side, the incremental expense savings from local and

' long distance directory assistance charging has not been precisely
guantified.

- 24. TUnless adjusted, General's authorized return on rate base

will £all in 1986 if it achieves the projected 47.4% equity ratio-

25. TPor ease of administration and feirness any acdt tments in
rates due to attrition filings or additional settlement revenues

should be made by & wniform billing surcharge on all local exchange
service rates, including usage.
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Rate Design

26. Some of the rates in Schedule E~1, special assexdlies, have
not been adjusted for years due to General's inattention, and
increases of over 50% at one time are potentially disruptive for
these affected customers.

27. A returned check 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 volunme of DA
calls and operating expense, and result in heavy DA users directly
bearing more of the incremental ¢ost caused by their use.

29. The information printed in General's directories can be
construed by customers to mean +that additional local c¢alling area
directories are only availeble for an additional charge.

30. If General's DA charge plan parallels Pacific Bell's most
of California's telephone subseribers will be treated eguelly, which
can minimize customer confusion stemming from otherwise different
free call allowances.

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

%2. Charging for locel directory assistance calls allows those
who use the service to more directly support it. The average
customer on General's systex makes 4.7 calls 10 local directory
ascistance each month.

%%. General's existing mileage and special rate area progran
was adopted before many of the recent changes in the
telecommunications industry, including customer ownership and
maintenance ¢f CPE and higher technology outside plant.

34. In order for customers in suburban exchanges t¢ be properly
agsessed under the existing mileage and special rate area progran
there must be complete assurance the accurate population or

"establishment” density per square mile surveys are accurate and
conducted annually.
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35. Zliminating nonthly basic access line aileage and special
rate area charges will result in a simpler basic exchange service
tariff stracture.

36. DParty-line service, conmpared %o single-line s rvice, is a
lesser grade of service from the standpoints of: privaey,
limitations on the type ¢f CPE tha% are compatible and the
availability of enhanced services. In most exchanges having party-
line service General has the cable pair capacity to offer singlie~line
service. .

27. Many existing party-line customers pay the zlightly lower
monthly rate but, given General's plant capacity, are on underfilled
party~line circuits.

8. The primary smotive of customers now having party-line
service is to either pay lower or no zonthly mileage or Specia} rate
area increments.

29. General's private~line alarm 100p service has improved and
by the next rate proceeding it can meet G.O. 152 service standards.

40. The average call +o 2 TAS has 2 holding time of adout %0

seconds, and given that holding time General's cost is about
§1.35/month per DID number.

41. General's cost study underlying ite proposed private-line
or dedicated facilities rates did not follow the methodology adopted
in D.83%-04-012.

42. As a result of withdrawing toll station service in Gaviota
and HiVista General can avoid a $176,000 investmen:t in trunking lines
between thesce areas and its Thousand Qaks traffie office, and save
$504,000 annually in operator costs.

4%3. An experiment implementing nonoptional residential Llocal
measured service is not the only means o2 studying probable customer
impact of different forms of measured service.

44. Pacific Bell will realize an estimated $11.71 million in
additional annual revenue resulting from today's adopted revenue
requirement for General, which means that Pacific Bell's existing
billing surcharge should be revised %o a negative 1.12%.

- 192 =
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Conclusions of Laow

1. In view of the inadequate service received by some of
General's customers it is reasonable to mitigate the impact on then
from the increased revenue requirement found reasonable in these
proceedings.

2. General's proposed 18% per 2anum late payment charge is a
penalty to encourage timely bdill payment by customers, and is not
subject to California’s Usury Law. ZEven if the charge did violate
the Usury Law this Conmission, through authority delegated by the
Legislature, has the plenary authority %o authorize the charge.

5. 1If General does not form 2 separate corporate subsidiary
for marxeting unregulated CPE, ac ordered below, it iz reasonable to
impose a .5% downward adjustment to its authorized return on equity,
and assign all phone mart costs to unregulated operations, and reduce
its rates.

4. TASC has demonstrzted that a reasonadle rate for DID
service provided by General %o 2 TAS is $1.3%5 per month/number.

5. The adopted attrition allowance mechanisn, procedure, and
rate design formula will result in just ané reasonable rates in 1985
and 1986.

6. The revised rates authorized in the following order and in
Appendix B are just and reasonable.

TEIRD INTERIM ORDER v’

IT? IS ORDERED that:
. This order is final with recpect to the General Telephone
Company of California's (General) test year 1984 revenue
requirement. While consolidated C.82-10-08 is closed by this order,
A.83-07-02 and 0II 83-08-02 remain open to consider: General's 1985
attrition filing, staff's recommendations on means of reducing
uncollectidles, and any prospective rate adjustments in the event
General's access charges for interLATA carriers are adjusted as a
result of further orders in A.83-01-22 e% al. (access chafge
proceedings).

- 10% =
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2. The relief requested in C.22-10-08 is granted to the extent

reflected in today’s adopted rates; in all other respects it is
denied.

3. General shall continue to de subject to Ordering Paragraphs
7, 8, and 9 of D.82-04-028. ZHowever, those paragraphs 7 and 9 are
modified to read as follows:

"7. After today Generazl shall collect data on
customer troudble reports per 100 lines and dial
service indices on a central-office~by-central-
office basis for the following central offices:
Baldwin Park, Azuza, Sierra Madre, Coachella, Ila
Puente, Elsinore Main, Perris, Sun Cisty,
Claremont, Los Serranos, Pomone, Banning, Muscoy,
San Bernardino, Sepulveda, Malidu, Zuma, Del Rey,
Mar Vista, Ocean Park, Sunset, San Pernando,
Santa Zarbara, Bundy Santa Monica, Palisades,
Santa Monica, Bel Air, Bundy, University, West
Los Angeles, Westwood, Norwalk, Lagunz Beach,
Market, Uptown, California, Long Beach Main, Rl
Nido, Manhattan, Redondo, Whittier South, Zlossom.
E{ll, Montebello, NMountain.

A surceredit of 37.80 a line shall be imposed for
each line in a central office where in two of
three consecutive months the customer troudle
reports per 100 lines are at least 10.0 and in
two of the three months including utility-owned
terminal equipment reports (not necessarily the
same two months) the dial service index is less
than 97.0%. General may petition the Commission
staff to be relieved of the penalty in
D.82-04-028, on a central office basis when
measurezents for both indices are within G¢.0. 133

reporting level for at least 6 .consecutive
nonths."”

4. General may discontinue submitting to the Commission the
quarterly reports required dy Ordering Paragraph 3 of D.92%66, which
consisted of 17 indices.

5. General's customers served by the following central offices
shall be refunded, by billing credit or check, 65.2% of the
appliceble 21.3% surcharge on their recurring basic exchange charges
between January 1, 1¢84 and the date the new rates authorized today
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re effective: Malidu, Zuma, Topanga, Ocean Park, Muscoy, Perris,
and Los Alemes. These refunds shall be made within 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 21l other customers beconme
effective.

6. General's Rule 10 shall be modified %o provide that if 2
customer shows a billing postmark that is later than the bill's
printed mailing date, that postmark date is controlling in
deternining whether the late payment charge applies. Other than that
change, General's proposed 18F/annum late payment charge is
authorized.

7. General's competitive bidding plan for central office
switching equipment, adopted by Resolution T-10642, is modified as
follows: (a) General is authorized to limit the receipt of
competitive bids for central office switching equipment (COSE) to

three vendors once it has purchased switches of 2 given technological
level or family from three different vendors; and (d) a single test
unit of COSE representing new technology may be purchased without
seeking competitive bdids.

Vithin six months froxz today General shall submit the

following information to aid our staff in its investigation of COSE
expenditures:

a. Copies of the cost studies or justificetion
that existed prior to Generzl's selecting
Ne. 2 EAX COSE.

b. Copies of all cost studies or other economic
Justification for colocating new digital COSE
next to No. 2 EAX switches.

Quantification of the full incremental
capitalized costs caused by colocated COSE,

broken down by each central office
location.




8. General shall, within 90 days, make the following changes
in its books and accounts, either directly or through the use of

menmorands accounts (and steff shall follow up to ensure compliance):

a. JIDC on short-term construction projects, now in
meporanda accounts, shall be retired ot

approximately the same rate the plant iteself is
retired.

Uninvoiced receipts more than one year old éhall
be excluded from materials and supplies (both for
bookkeeping and ratemaking).

Work orders in the in-progress of fabrication
account that are over one year 0lé shall be
written off to extraordinary income charges (both
for bookkeeping end ratemaking).

General shall process its payments to effiliated
vendors in the ssme menner as those 4o
nonaffiliated vendors, anéd institute 2 common
purchase order verification systen.

Premium refunds from Genmeral's medical insurance
carriers shell be charged as 2 credit %o the
reliel and pensions account; however, any portion
of such refunds that can clearly be assigned to

unregulated operations may bhe credited below <the
line.

General shall, on an ongoing basis, assign 2
portion of general office salaries of "managers
and above" to construction.

General shsll reclassify all enbedded and new
company official business telecommunications
equipment to new Account 262. Its reguest to
reclassify this equipment to other accounts and
write off company-used station apparatus over
five years is denied.

General shall cease acceruaing IDC on advances in
aid of construction, and on an ongoing basis

reduce its plant account by the balance in the
advances account.

All plant additions related %o the 1984 Olympics
shall be reclassified from plent in service %o
the miscellaneous physical property account after
the 1984 Olympics until definite plans are
developed for their wuse.
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When propocing depreciation lives for company-used communications
equipnent in Accouwnt 262, General shall submit a separate study which
recognizes the specialized and lighter use this eguipment receives,
and which includes a detailed analysis on whether as an alternative
to purchasing new PBXs it could have used vacant centrex capacity-

9. General and all other telephone utilities are authorized %o

expense nminor items, going back to January 1, 1983, having a total
cost of 3200 or less.

10. Within six months from today General shali form a separate
corporate subsidiary for marketing, installing, and maintaining all
regulated CPE, and within one year it shall have fully segregated
its facilities and resources bdetween the unregulated subsidiary and

regulated operations. The only resources that can bé shered between
regulated operations and the wnregulated subsidiary are:

a. Corporate officers and directors; including their
‘immediate support personnel and headquarters.

. Legal and accounting support, but for 2 maxizuzm
of two years.

¢c. Customer billing for integrated unregulated CPE
billing along with network services. Billing
expense can be allocated to the waregulated
subsidiary until exbedded CPE is deregulated,
thereafter it shall be billed separately.

e. Phone mart direct expence shall be directly
charged to the unregulated subsidiary, dut =
portion directly benefiting regulated operations
nay be billed to them. This arrangement shall
only continue until embedded CPE is deregulated,

and after that CPE sales shall not be conducted
at locations where customers go for face-to-Lface

transaction in connection with regulated
services.

11. Within 30 days fron today General shall file tariffs
governing its sale of in-place and from inventory embeddeld customer
premises equipment (CPE) as proposed in Exhibdit 119, and implement

the program on the “timeteble and with the terzs as proposed, dut with
the following modifications:

- 197 =
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The average net Yook value for the CPE shall be
computed using the average 1984 remaining
regulatory net book value.

The 43% return on sales or »rofit mark-up on
"frgg;inventory” paltiline CPE shall de reduced
to .

Por purchases in excess of $1,000 General shall
offer an optional six-month installment plan,
with simple interest of 10% per annum.

12. The sales price for newer electronic PBXs (GTD~120, Rolm
and Focus) shall be either the tariffed sales price.or the optionel
purchase price according to the existing contract, whichever is
lowest.

13. During June of both 1985 and 1986 General shall £ile
revised tariffs with prices for both single and multiline 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 adjusted. Within 60 da2ys 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 for single-line CPE within 30 days, recalculating net book
value based on 1884 average net beok value.

15. General shall retain its complete workpapers underlying the
development of all embedded CPE sales prices, as directed dy this
order, for five years, and the workpapers shall be available for
inspection by the pudlic.

16. In June of both 1985 and 1986 General shall file a report
with the Evaluation and Compliance Division detailing the resalts of
its embedded single and multiline CPE sales programs, including the
types and guantities sold, the present "take,” and the net gain or |
loss.

17. Within 90 days General shall make a compliance £iling with
the Docket 0ffice, and give notice ¢of the filing t¢ all appearances,
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showing the results of embedded multiline CPE sales price adjustments
to customers who bought such CPE under negotiation after December 22,
1983 (see Ordering Paragraph 1 of interiz D.83=12-067).

18. Within 120 days General shall include a bill insert notice
to all residential customers advising them of the terms for
purchaging embedded single~line CPE and the revised 1984 prices.

This notice shall also clearly explain that starting in 1986 dial
sets, in most localities, can be used to obtain equal access among
competing long distance carriers. )

19. Generzl is authorized to implement a local directory
assistance charge plan with the free call allowance and charges
adopted for Pacific Dell. The adopted conditions for General's

roposed Schedule D-3 shall bHe applicadle, and customers shall be
allowed to receive up to three numbers per local directory assistance
call. General's tariffs shall provide that customers may, upen
request, receive one copy of any additional local calling area
directories. The additional copies may be either picked up or
mailed, at the customer's eleection. General shall clarify the
information printed in its directories to reflect that additional
local calling area directories are available at no charge. This
change shall be made over the forthcoming directory publishing cycle
starting 90 days from today.

20. Tor the sole purpose of gathering critical information and
conducting essential consumer impact studies regarding measured
gservice, General shall study the potential impact of the three
hypothetical TUSS rate structures as outlined in today's decision. It
shall work with our staff in devising the hypothetical rates to
ensure they are realistic and result in no overall reveanue shift or
change within the study areas. General's study shall be filed with
our staff by the end of 1986, and made availadble to any party
requesting it. Specifically, the study shall address:

a. The rate impact on residential customers
broken down by low, moderate, and upper
income, as well as by age and size of
household.

- 199 -
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b. 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.

21. Limited hearings shall be held in connection with the
attrition filings for both 1985 and 1986. General shell make an
advice letter filing no later than Octoder 1 in both 1984 and 1985,
to be served on all eppearances, for rate adjiustments based on +he

attrition mechanism in Appendix A, but with the following
podifications: )

a. In connection with the filing made for 1085,
General, staff, and other parties may sudois
proposals on methodeologies for deriving the
following: (1) changes in materials, rents, and
services, (2) changes in rate base, (3) changes
in the normalized revenues. The adopted

nethodologies shall be used for the 1086
filing.

The annual changes in revenues shall be adjusted
for: (1) quantifiadle changes directly
atiridbutable to CPE revenues, (2) local directory
assistance call cherging, (35 intralATA toll
revenue, (4) access charge revenue from interTATA
carriers, (5) net revenues from extending ZUX,
and (6) net revenue change from 1 FR customers
converting %o MLS lifeline.

The annual traffic expense savings from directory
assistance call repression shall be applied.

Adopted changes to the assessment retios used to
derive ad valorem tax chall be applied.

General may propose only technical updating in
connection with 1985's depreciation expense, and
for 1986 it may propose only changes adopted in
represcrigtion review.

General's guthorized return on rate base for 1086
may be adjusted, based on today's adopted cost
conponents, if it demonstrates i+t will achieve a
higher equity ratio (up to 47.4%) in 1986; all
cost factors will be held concstant.

If General, in connection with each attrition

filing, does not clearly demonstrate compliance
with our order to form a separate corporate
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subsidiary for marketing unregulated CPE its
revenue reguirement will de adjusted downward dby:
asigning all costs connected with phone marts to
unregulated operations, and reducing the
authorized return on equity by .5%.

The prudency of General's COSE expenditures in
connection with doth No. 2 EAX and GTD-5 COSE
shall be reviewed and addressed by staff in

hearings on General's filing for 1986.
General shall submit 2 draft of its proposed advice letvter to the
Revenue Reguirements Division by September 1 of each year. The filed
advice letter shall de accompanied by prepared testimony, and it
shall clearly set out how results of operations cozponents were
derived consistent with this order. It shall be acconmpanied dy 2
surcharge rate design consistent with the ¢riteria adopted in today's
decision. General shall serve a ¢copy of +the advice letters and
prepared testinmony on 2ll appearances in these proceedings, and
copies of its workpapers shall be furnished to parties requesting
ther. The limited hearings on General's 1985 attrition filing will
be held in conjunction with those on Pacific Bell's.

22. General shall keep at least two leoaner TDDs in each phone
mart and convenience center to loan to customers whose TDDs must be
kept for repair.

23. Before January 1, 1985, General shall file a report with
this Commission stating its Female/Minority Business Enterprise goals
for calendar years 1985 and 1986. Commencing in 1985, on Maerch 1 and
October 1 of each year, General shall file a report on the progress
made by its FP/MBE program. The March 1 report shall cover program
activity from July 1 through Decexber 31 of the previous year and the
October 1 report shall cover activity from January 1 through
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 confer

with minority group representatives in preparing their goals and
reporting procedures.
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24. General moy file revised tariffs, in compliance with

General Order 96~A, not sooner than 15 days after thic order is vV

effective, which: (a) fully contain the ra%tes and conditions set ous

in Appendix B, and (d) concurrenily eliminates the existing 21.% and
13% surcharges. The revised rates shall become effective five days
after filing and shall only apply to service provided on or after
their effective date. Generzl's tariffed sales prices for multi and
single-line CPE shall bYe effective five days after filing.

25. General's revised rates for local coin station calls, }
contained in General's Advice Letter No. 4886, are effective today.

26. Pacific Bell shall file reviced tariffs, in compliance with Vv
General Order 96~A, %0 increase its negative surcharge on local
exchange service rates %0 2 negative 1.12%. It shall file its
revised tariffs within 10 days after this order iz effective, and
they shall apply to all service rendered on or after the date
General's revised rates are effective.

27. A.83-07-02 and OII 83~08~02 remain open. Consolidated v

C.82~10-08 is closed, with relief granted to the extent reflected in
today's authorized rates.

This order is effective today. w/
Dated July 18, 1984, at San Prancisce, California.

LEONARD M. CRIMES, JR.

President
YICTOR CALVO
PRISCILLA C. GREW
DONALD VIAL
VILLIAM T. BAGLEY
Commissioners
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Appendix A
(Page 1 of 13)

STAFF'S PROPOSED METHOD FOR 1985 apd 1986 ATTRITION

s Staff's hod Over Previous Me

Redofines expense components tO mOre properly associate experses with
escalation rates: ‘

- Purifies the 0ld Labor and Related Overhead camponent
which previously included a large piece of matexrials
only cleared on labor percentages, not labor-generated.

- Lumps all nonlabor together into Materials, Rents and Services
(MRAS). The new MRAS component would include the materials
portion of the previcus Labor component, ‘plus the old Materials
and Qther Expenses cooponents.

Coubines the old Payroll Taxes component with Labor and Labor
Overheads, since they previously took the same escalation
Tate anyway,

The proposed components would be cousistent with those proposed for Pacific.

Incorporates base year adjustment for the Labor and Labor Overbeads component.
Automatically incorporates base year adjustment of the first attrition year
vber determining the second attrition year for all coumpcnments. (Base ywar
adjustment of 1984 nonlabor not possible as shown by exhibit 36, but is
automatically included for the second attrition year).

Revises the Ad Valorem Tax component to eliminate effect of growth of the
Deforred Tax Reserve.

Relates Plant-in-Service growth to growth in access lines ad messages rather
than & trended growth in gross construction expenditures.

Relates growth of to-be-expensed portiocu of Materials and Supplies to escalation
of the MRAS couponent rather than the gross construction expenditures,
consistent with the decision to remove the MAS related to comstructiocm.

Deletes the working cash component. Working cash is too umpredictable and the
method too camplex for simple escalation; scme expanse increases tend to
increass working cash, while others tend to decresse it, for exazmple.

Calculates the Deferred Tax Reserve cooponent bottams-up using figures consistent

with the otber attrition componsnts. This is the most reliadble way to
deterine this important component.

Uses & pormalized growth in access lines rather than an econcxic forecast, and is

thus more consistent with other components. (This feature is easily changed
1if the Comxisxion determines that an econtmic forecast is preferred).

Uses consistently the latest 5 years' data for projections and incorporates
ting of data through latest available at tine of advice letter filing
under the previocus method, GIC used 1977-1981 data which gave undue

consideration to a highly inflationary period, and missed the effects of
Tecent trends).
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. Appandix A
(P:go:d’il})

Reverues

1985 attrition Mopted 1986 ' growth in total
due to -
TV S

1986 attxitd Mopted 1985
due to {ntrastate revemues; X
TeVenes at &

-

(= Product of -

{ntrastate TOVeIus Tevenues Fa’s acce

thorized 1ioe
Lat &y TAtE E:%'ﬁ (2)
Lacoou lines

X

' PacgAeios
in
reverues per G) =
access line
- times -
Growth in )
Lacoou lines

Lnus

Using latest 60 oonths 12 MMI/I2MA trend. Reverzies adjusted tO TeMOVe
effects of rate changes.

Using latest 60 months 120MA trend applied to latest data point.

Growth = proiected (‘)1265 .
projected (b 1985

(a) As projected at time of 1986 attrition advice letter £11ing using
latest 60 months 1274T/12MA trend applied to latest data point.
Revenue component adjusted to Temove effects of rate changes.

() As projected in 1985 attrition advice letter f1ling.

()
Growth = Lrojected (d) 1985

(c) As projected at time of 1986 aterition advice letter filing
using latest 60 months 12M¥A trend spplied to latest data point.

(@) As projected in 1985 atrrition advice letrer filing.
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Labor and Labor Overheads

(1)
. 1985 attrition Adopted 1984

due to w | labor and
labor labor overheads

Aopted 1985
labor and %
r overheads

Adjusted for latest view versus decizicm~edopted 1984 over 1983 labor
escalation rates {"base year adjustment™).

Same as access lins growth used in revemze componest.

Using labor comtract for hourly eamployees and the latest labor escalation
factor ( as issued by the Zconomics Unit of Reverue Requirements Division)

for salaried egployees. Crowth to de calculated on a weighted, year-over—
year basis.

Productivity factor to be 5% year-over-year improvement.

Growth = projected (&) 1986
projected (BJ 1985 -

(a) As projected using labor comtract increases through contract expiration for
hourly employees, and the latest labor escalation factor (as issued by the

Zcenomics Unit of Rev £ oz 1986
. for bouwrly oes ﬁefor o ent epgia?%; mgd cose &row.h
to be caleaula on a weighted, year=over-yesr basis.
(b) As projected in 1985 attrition advice letter filirg.
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. Material, Rents and Services

:P:ocbzctoz-

N in MRES Uncollectible
1985 Attrition , growtd (1)
due to - [Adopted | x per-a.:i::: i:.ne x{ £ x | facter
MR&S 1984 MR&S wth i (2) trasta
. access lines

— Sl

E986 Attrition =~ Product of = (3)
due %o = (Adopted | x | growth in MRS x| % x [Cncollectidle
MR&S 1985 MR&S Per access line trastate factor
growth in .
access lines

iy o

[
o

(1) Using latest 60 months 1L2MI/I2MA trend applied to latest data point.
(2) Same as access line growth used in revemue component.

(3) Orowth = projected ‘) 1986
rojected (D) 1985

. (a) As projected at time of 1986 advice letter filing using latest
60 menths 12MMT/L2MA trend applied to latest data point.

(b) As projected in 1985 attrition advice letter filing.
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Ad Valoxen Tax

1985 attrition Aopted 1584 [Growth in |
due to = | ad valorex x | total rate x lintrastate| x| Unocollectidl
ad valorem tax tax base less ' factor

woricing
cash and
deferzed tax
| Teserve (6)) 1

1986 attrition Adopted 198 Growth in

due to = |ad valoren total rate x lintrastate] x |Uncollectidl
ad valoren tax tax base less factor
working

cash and
deferred tax
| reserve (2)

(1) Growth in total rate base less working cash and deferred tax reserve
to be consistent with other attrition year figures.

- (2)  Growth = profected 1986 (=)
. projected 1985

(a) Consistent with other components of 1986 attrition year filing.
(b) As projected in 1985 attrition year advice letter filing.
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.:geciation Zxpense

Appendix A
(Page € of 13)

dzo to
deproeciation
| expense

1986 attrition)
due to
depreciation

1985 attriticn]

B expense -]

1985 wedghted
x faverage plant
in service

(2)

in service

(2)

E% weighted)
x Jlaverage »lant

(1) Adopted composite depreciaticn rate to be the adopted deprociation expense

Q (hceount £08) divided by the adopted weighted average plant in service.

Welghted average plant in service t0 be consistent with the plant in
service component. )
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ITC Amortized

1985 attrition
due to w («1) &
ITC amortized service(l)

+ lamortization| x % - Ic
aa 1984 Lull

T % (Test Year
Late NG
additions mlt.

Adopted T1IC W]
1986 attrition 1986 additioms 1984 I7C
due to w (=1) x|l to plant iz | x | effective Anortizaticnl x ¥

;‘I‘C anortized sm:-v:!.ce(l ITC rate rate

—_—

Adopted ITC Hstorical ~est Year
+ |amortizatd pyyed WIC malt.
cn 1985 t‘ul‘!.y E.ntrasutg}

additions

(1) Additions to plant in service 40 be consistent with plant in service
cooponent.
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Xant in Sexvice
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[—Product of— [ Product of — |

Growth in plant Growth in plm( \
in service per in sexvice per (4

ggst:ttﬂﬂ“ access line (1) nessage

plant 4, service Goowth 4n Growth 12
access lines (2) nessages (5)

— timeg — - tizes -~
Fraction of Fraction of
plant in sexvice (3) plant in sorvice
associated vith associated vith

' L__gct:cu lines | messages 2)

% Aithorized rate Arrrition
intrastate |x of return x | |year NIG
[E=itiplier

P——

[ Product of — — Product of —
Growth in plant Growth in_plant
in sexvice per in gervice per (7)
Mopted 1985 access line (6) wessage

weighted X | |== tines -~ - times —=
average plan Crowth in access Growth in messages (8)
in service lines (2) - times —

-= tines — Fraction of plant
Fraction of plant in sexrvice (1)
in service (3) associated with
associated vith Euagn

l__&ccou lines

i

< Authorized Attrition
intrastate| =x rate of x |year NIG
return

multiplier

(1) Using latest 60 months 12MA/12MA trend.applied €0 lstest dats point,
(2) Same as access line growth in rTevemue component.
(3) Use sane fraction as 1984 adopted year.

(4) Using latest 60 months 120A/124M trend applied to latest data point.
(5) Using latest 60 mouths 12MMT trend applied to latest data point.

(6) Growth = pi s)
projected 1985 (b)

(a) As projected at time of 1986 advice letter filing using latest
60 month 12MA/12MMA trend applied to latest dats point.

(b) As projected in 1985 advice letter filing.

(7) Same as note 6, but 12MMA/12MMT,
(8) Same as note6, but 1244,
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- [—=Product of =

1985 attrition| (Adopted 1984 Crowth in

due to materials materials rents
terials and |« |and supplies| x | and sexvices

supplies DeT access -
line (1)

- timeg ==

Crowth in

access lines @)

u il

[ewProduct of=—— -
1986 attrition Crowth in Autho= Atrrition
due to Mopted 1985 waterials, rized yeaxr NIG
terials and |~ |materials x | Tents and rate of| x {multipliex
supplies and supplies services per Teturn -
access line (1)
~=tings ~-
Growth in
access lines (2)

(1) Usiog same growth figures as in Materials, Rents and Services attrition
component.

(2) Same as sccess line growth in revenue component.
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A
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sh A

No attrition change for working cash.
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. [ .
1985 attri- Adopted 1984
tion'due .4 _ EQY depreciation
to depre-_ |-~ E1)x | reserve
clation
ITe5eIVe

-

_A-doptod 1984
weighted average
depreciation

ITeseIVe
h— el

Sy

Adopted 1985
EQY depreciation
Teserve

Adopted 1985
weighted avesrage
depreciation
IeseIve _J

Appandix A
(Page 11 of 13)

986 weighted Aopted 1985 weigh
mngo plant| x |aversge a:dn to

Adopted 1985 wizhtod
average plant

y
Entruut;] x Eau of

Attxition
x |year NIG
mltipli.r

(1) Consistent with plant in service couponent
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1985 attrition [ 1985 tax less |° [1985 tax less

Appendix A
(Page 12 ot 13)

due to book depreciation book

deferred tax | =» (-1) x associated vith |+ [assoclated with
Tessxrve adopted 1984 1985 plant charge
plant

: En]: 3 - Edoptodlm :l Authorized|  [Attrition
Tate average deferred x[i]x rate of x |year NIC
intra~
tate

tax reserve TetUID multipliier

—

1986 attrition opted 1985 1 tax less |

to - (1) x 0Y deferred + [{book depreciation
ferred tax tEX TeseIve associated with

P

=

adopted 1985
Lant

Teserve

. h—

Tra-
taX resarve zate Ireturn

FIT +_ [adoprea 1985 : Authorized]
x E-nto x % - Ewrmdotcmd xE ]x Eatoof
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"l" General Notes

1.

2.

Appendix A
(Page 13 of 13)

“Aopted 1985 means {igures or terms adopted by the Commission in
the 1985 attriticn award, '

Where an adopted figure is called for and the itenm mentioned has not
been specified in the decision or attrition resolution, "adopted”
means the figure used in the derivation of, or the figure comsistent

with, the figure specifically adopted by the decision or attritiom
Tesolution.

Test year NIGC multiplier = 1.917 on doth staff and coapany bases.
Attrition year NIG multiplier = 1.52 (staff basis) or 1.53 (compsny basis)
for 1985. For 1986, the attrition year NIG multiplier may require
adjustwment if capital structuxre revised by the Commission.

1986 components assume po change in rate of return. Any rate of zeturn
change will require appropriate overall adjustment.

Both 1985 and 1986 components assume no change in depreciation rates.
Ay depreciation rate changes will require appropriate adjustments.

(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 are changed as set forth in this appendix.

Schedule Cal. P.U.C. No. A~-1, Indivicdual Line, Party Line, and Private Branch
bExchange Trunk Line Service

The following rates, charges and revisions are authorized:

Class and Grade
of Service Monthly Rates #

Los Angeles Metropolitan
Extended Area Service Exchanges (1)

Business

1MB T 7$9.10

SPCBE 26.45

Sub. B 18.45

Residence

1FR 9.75

MR 5.25 ($3.00) %%
Sub. R 8.70

Non«Metropolitan Exchanges {2)

iness

1FB 21.70
SPCB ' ’ 26.45
PBX-FIK ' 32.70

Sub. B 18.45

Residence

1FR ‘ 9.75
&R 2.70
Sub. R 8.70

Includes: Covina, Downey, Etiwanca, Huntington Beach, Long Beach, Malibu,
Monrovia, Ontarlo, Pomona, Redondo, San Fernando, Santa Monica, Sierra
Madre, Sunlanc~-Tujunga, West Los Angeles, Westminster and wWhittier.

All other ekchénges'inclhdinérthe Géviota and Hi Vista exchanges.

Extended area service increments apply in addition to the rates shown.

The monthly rate for an individual line residence measured rate service
includes a usage allowance of $3.00.
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Subject

THIRD INTERIM ORDER ceccececcccnccccrose .
SUMMARY OF DECISION .
PROCEDURAL HISTORY ceceeccrcencscncecens
PUBLIC INPUT ceecrecnncencconncconns

GENERAL'S PRESENT OPERATIONS AND
A COMPARISON WITE OTEER TELEPEONE
UTILITIES .

QUALITY OF SERVICE cvececccncccconcs

A. Staff's Position :

B. Vietor's Position ceoevecevececes

C. General's Position ..... eececvencfan

D. DiscusSion teecececrcsnscccccnadmcescnsnncnces .o

RATE OF RETURN ccvveveccvrcccccccasnn
A. Return on EQuity eccecveeccelennnnnn
B, DiscusSion cevececervcevcoanaocconcesn
C. Cost of Debdt, Cepital Strutture,

and Rate of Return e.... e enerecnns

ACCOUNTING CEANGES AND STAPF'S

PROPOSED PENALTY cvvcee... Sereoersoncnonn

A. Staff's Recommended Penalty .ccevecvevo..
B. Recommended Accountimg Changes .....

RESULTS OF OPERATIONS /
(Except Depreciation and Rate Base)
SUMMARY OF EARNINGS [
A. Revenues at Pregent Rates
(Including Access and Late
Payment Charge’ Revenues)
B. Payroll Expense and Adjustment .....
C. Maintenance ExXpense .cceecececscecccss
D. Traffic EXpense ..cececccocsnccecess
E. Comzercial /EXPense ..cceeecevsevcess
F. General Office Salaries and Expense,
Other Operating Expense, and
Affiliated Company Adjustments
G. Operating Taxes (Other Than Income Tax)
H. Tederal and State Income Tax Expense
and the Net-to-Gross Multiplier .cecveceevccece..
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Subject

Withdrawal of Toll Station Service

in the Gaviota and HiVista Exchanges

Optional Residence Telephone

Service (ORTS) and Optional

Calling Measured Service (OCKS)

(Schedules B=4 8NE 5) vevevvecvoneconn. I A

Parmer Line Service (Schedule A-12) ///f

and Farmer Line FEX (Schedule A-20)

Monthly Direet Inward Dialing Rates

and Case 82-10-08 (Schedule A-6) ../.. .

Dedicated Facility Channels/Private

Line Loops; Rates and Quality o

Service; (Schedules G-1 througy 7,

a-nd G-’13,18,22, a.nd 26> o-o.% ---------

General's Experiment with Ngh-Optional

Local Measured Service in Qrange

County Exchanges eeecesefineneennncnans

Coin Telephone-Local Coin Charge

(Schedules A-1 and A-21)

Monthly Semi-Public CHin

Telephone Rates (Schedule A=1) coveen..

Local Measured Ragﬁ Service-

Units of Use (Schedule A-=1) cecrveeccnan

Extension of ZUM/Zone 1 Capability ....

Zone Usage Meastirement (ZUM)

Rates and the Extension of ZUM in

Connection With Exchange Boundary

Realignment f....... seecensunsecessonssnnnase

Estimated Settlement Revenue

Effects Prom the Decision for

Pacific Bell in A.83-01=22 ciiceceracnnncn..
CC. 2Basic Exchange Service Rates .cccc.e... crecences
DD. Settlqunt Effect of Todey's

Rate Increase on Pacific Bell <eevecececese.

Pindings of F’Et ........... secsvseccencssccesccanas cees
Conclusio:j/éi 1AW cececeannn cecrennssicrscccoccsscrana .
APPENDIX?; '
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TEIRD INTERIM ORDER

I. SUMMARY OF DECISION

By our interin decision in December 1983 we authorized the
General Telephone Company of California (Gemeral) increased surcharge
rates to realize additional annual revenue of $150.5 million.
Today's decision, issued after hearings on General's test year 1984
revenue reguirement have been completed, Linds General has justified
another $4.% million. Thus, the total rate increase authorized in
this rate proceeding is $154.8 millionf/ General originally requested
a rate increase of $%48 pillion, bux/%ollowing our staff's analysis
General reduced its reguest to $208 million. Our decision
reallocates the existing 21.3% billing surcharge on local exchange
service rates, and the 13% surcharge on local calling area toll
rates, into set rates for telephone services. TFollowing ic a
comparison of monthly locdl exchange service rates showing the bdase
rate before the surcharges imposed in 1983 and 1984, the rates with
the 21.3% surcharge imposed starting Januwary 1, 1984, and the finsl
retes adopted today:
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. The intrastate summary of earnings requires adjustment
because of certain divestiture effects, which is done in the
following table. TFirst, the adopted level of access charge revenue
from interLATA carriers is brokern out (this is discussed more iz the
following section on revenues). Second, intrastate results of
operations ere 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. /Thé adepted increzse in gross
revenues is $153,388,000, which iméludes a reduction of $7,449,000
because we are not convinced }hﬁ; General's expenditures for central
office switching equipment (COSE) are reasonadble.

//
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leaged CPE; (2) division of intralATA toll revenue uncertainty; and
(3) outstanding questions on access charge revenue from interIATA
carriers. General recommends an znnual 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 place and it still has exbedded CPE, which we are eacouraging it
to sell. These factors, plus the relative uncertainty suf?%unding
its access charge revenue, mean we pust allow for a ’;;ent
consideration of these forces on revenues in 19857and 1986. The
fairest and most open way to 4o this is to hoXd limited hearings in
connection with the advice levtter attrition filings. We will allow a
nore current view of some revenue factors:

1. Changes in local service revenues directly
attridbuted to CPE, loczl directory assistance

charging, ZUM extenzion, and lifeline
service:

2. Changes in toll fevenue at4ridutable to the
final intralATA toll setitlements agreenment.

3. Agcess chargé revenue from interlATA

carriers.
We will also/review the means of estimating systenm growth
and overall changes reveanues.

While we will apply expense savings from directory
assistance chargimg of at least the amounts quantified in the section
of this opinior/on that subject, we will allow parties to make
showings on wrether there will be incremental treffic expense
reduetions e4teeding that estimated by Generzal; this is because as
discussed Jdater, staff has not reviewed or analyzed General’'s
estimated 1985-86 expense savings from local directory assistance
charging. Also, the advent of end-user directory assistance charges
for interstate and intrastate lorg distance calls will uwndoubtedly
further repress directory assistance calling and expenses. Ouwr

-~ 104 -
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adopted epproach affords General some flexidility with respect %o
reveaue uncertainty each year, dbut in exchange for using more current
revenue growth data.

Ad Valorenm Tax

Rather than use adopted 1984 ratios of assessed valuation
to the net book value of assets, General thinks it is fair to
incorporate any changed assessment ratios adopted by +the State Board
of Egualization. Ordinarily this is known each May, and the ratio¢
has changed over 1981-83. Any such change can be easily quantified
in the attrition filing, s0 we will adopt General's recozmendation.

Materials, Rents, and ,//'
Services and Rate Base -

After hearings concluded in these p- oceedgggs we analyzed,
in the recent Pacific Bell decision, D. 84-0619f7: staff's proposed
nethod of deriving attrition year changeﬁ/iﬁ naterials, reats, and
services, and rate base (azmong other categories). We are concerned
about the validity of staff's methodoiféies Lor these itens
(see D.84-06-111, pp. 55-58). We will be holding hearings this fall

~ in connection with the att:itisp'mecnanism for Pacific Bell, and we
think it is logical to simultaneously consider these matters as they
apply to General's 1885 and/7986 attrition filings. Accordingly, we
will hold joint hearings,on attrition for Pacific Bell and Generzl
although the scope of fssues to consider vary to some exteat between
the two utilities.

\5}?ﬁfgf’j7bep eciation Expense/Reserve
car General believes MeVicar's methodology nust allow Lor
reflecting any/%ommis sion approved depreciation repreceription in
attrition year revenue requirement. McVicar said he would not object
to this,'sg long as the depreciation changes had bdeen properly
retified’ by this Commission.

*  General's Bush also proposed that what he terms "technical
updates™ be reflected in the attrition filings. This would be, from




. '

(oswrd G

Add this paragraph on p. 105 at the end of the "Materials, Rents,
and Services and Rate Base" section:

In these further hearings, parties should not present
any attrition calculations based on trends using-monctary data
unadjusted f£for inflationary factors. While/wétrecognize that
industry characteristics may warrant someﬁgat different attrition
mechanisms for telephone utilities comé;red to energy utilities,
partices should consider the consiszékcy of their attrition
proposals for General and Pacif”é,Bell with the attrition
methodologies we have adopted/éir encrgy utilities.
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We should estadlish now how General's rates in 1985 and
1086 will be adjusted so all parties can plan accordingly, and
questions on rate design do not arise either in connection with the
attrition filings or from a potential inflow of settlement revenue
from the next Pacific Bell rate proceeding, which could have a
decision in late 1985 based on a 1986 test year. Our goal is to have
a straightforward approach that is easy to explain, while also fai*ly
apportioning revenue reguirement changes. Any rate increases o
resulting in a cumulative change in revenue reguirement for 1985
and/or 1986, from that adopted todzy, which do not exceed’ggzgmillion
shall be made through 2 uniform surcharge on all loc2l exchange
service rates, excluding only ZUM, directory advertising, and coin
station calls paid by coin. Likewise, any reductions occurring
before the cumulative revenue requiremenz/£:s increased by 350
million will be made by a surcredit on these rates. When, at any
time, the cumulative revenue increase exceeds 350 million the total
curulative surcharge revenue reguirement shall dYe respread and the
new surcharge applied equali//on the above exchange services and on 2
bill-and-keep basis to Generzl's rates for: intralATA toll calls,
ZUM and inter-utility provided private line service, Bill-and-keep
peans the surcharge on foll ¢alls will be retained by General and not
submitted for revenue/division with other utilities. Thereafter, any
reduction will de = de unifornly to the wniform surcharge on
essentially all ;nt-astate gervices.

F. Attrition Adé&ce Letter Piling
and Processing Procedure

General shall file its attrition advice letter filing no
later than Octobe, 1 in 1984 “and 1985, complete with prepared
testimony. Sipultaneously the £iling shall be served on all
appea;aﬁces in this proceeding. I+t shall submit a draft £iling to
the Revenue Requirements Division by September 1. The filed advice
letter shall clearly show how each results of operations conponent
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Summary of Net Revenue Generated by Adopted Rates

(S000 omitted)
(Bracketed numbers are negative)

General's
Tarifs

Dollar
Schedule

Deseription In¢rease

A=1 Basiec Exchange Service
Residence
Business
Senmi-Public Coin
(nonthly rate)

16,63974

»583.5

Measured Local Service Uni%s
Increase from 6¢ 0 T¢.

6,9289.0

Touch Calling Service
Increase charge.

6,110.0

Reservation of
Televhone Number
Increase chaarge.

125.2

Verification/Interrupt Service
Increasée charges.

408.5

Increments fo
Special Rate/Areas anéd Zones

Ellmzn%Z?g.
Datatel Sgrvice
Inch?se rates.
Electronic Business
Syster Service
“Ingrease access line rate.

(242.1)

370.0

300.4

Miéé;ge Rates - except
i

dedicated facilities and PEX

mliminatec.

(2,019.2)

ervices for the Handicapned
increase charge.

PBX Service
Direct iaward dizling
service ra%ve charges.

Centrex = increase accgess
line rate.

12.5

285.1

119.7

% Revenue
Change on

Billings

$ 40,696.8/////// 26.3%

26.3
51.1

16.7

63.2

150.2

219.0

(100.0)

10.3

26.4

(100.0)

10.0

39-0

26.0
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General's

Tariff

Schedule

A-12

A=13

A=15 and
15a

A=16 and
23

A~17 and
2%

A~18

/

Description

Farmer Line Serviece and FEX
"Rates increased 21%.

Joint User Service
Disecontinue -~ move 4o A-1.

Supplemental Services (CPE)
Increase monthly rates

and certain non-recurring
charges.

Emergency Renorting Service

inerease rates.
Special Billing Nuéfzg/Q;;f
Interexchange Receivitig
Increase rate:;///
Foreign Exchange” Service
lncrease certain rates
ané measured unit rate.

Coin Station Service
ingrease local call to 202.

Telephone Answering Serviece
Increase rates.

Line Extension

//Increase rate to $1.75/fo0%.

/Pash=button or Key-set

/Telephone Service

~Increacse cerftain rates.

Billing Surcharge from 198%
riiminated. (post
settlements basis)

Service Connection, Move
and Change, and Repair
Vigit Charges

increase rates.

ORTS/OCMS
nereases adopted in
D.B4-06-111.

Dollar
Inerease

0.3

17.5

3,182.5 25.2

9,546.0 72.2

179.8 10.0

594.8 250.0

2,218.0 10.0

(45,870.2) (100.0)

23,174.1 59.6

(Ineluded below under
D.84=06~-111 settlenent
revenue)
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We will order General to study the prodbable impact of USS
in the two exchanges, through billing comparison analyses. 1In
particular, we think some analysic of different types of USS rate
structures would be very useful, and we will order General to

essentially divide the exchanges, by central offices, into roughly>f”/’

three study groups ané apply the following USS rate structuresf”

(1) call measurement and timing 24 hours a day, (2) measnrég;nt and
timing during the peak and semi-peak period, ané (3) mgésurement and
timing only during the peak period. We want the hybrid comdined
measured and flat rate studied because havinginmeasured and untimed
calling periods for customers may mitigate/éﬁe impact of USS on those
involved with local community volunteer organizations, "neighdorhood
watch” programs and the elderly or t-ins who depend so heavily on
the telephone network. These wege/%he groups and individuals which
spoke so strongly against USS 2t our public hearings. Their common
theme was that there must be & easured and untized local calling.
Allowing unmeasured local calls in off-peak periods may strike a fair
balance, and allow residential customers & reasonable opportunity to
substantially aveid %Pégl “ining under USS if they mostly call during
off~peak periods. The potential impacts of the three USS rate
structures which are <o be analyzed must include.

1. The rate impact on residential customers
broken down by low, moderate, and upper

ncome, 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).

Gener%l ghould 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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35. Eliminating monthly basic access line mileage and special
rate area charges will result in 2 simpler basic exchange service
tariff structure.

%6. Party-line service, compared to sihgle-line service, is a
lesser grade of service from the standpoints of: privacy,
limitations on the type of CPE that are compatidle and the
availability of enhanced services. In most exchanges bavinq/party-
line service General has the c¢able pair capacity %o offeﬂféingle-line
service.

37. Many existing party-line customers pg;,éhe slightly lower
monthly rate dut, given General's plent capacity, are on underfilled
party=-line circuits.

38. The primary motive of customers now having party-line
service is to either pay lower or nofﬁgnthly zileage or special rate
area increments.

59. General's private-line alarm loop service has improved and
by the next rate proceeding iéfcan neet G.0. 152 service standards.

40. The average call A£0 a TAS has a holding time of adout 30
seconds, and given thax‘yolding time General's cost is about
$1.35/month per DID num¥er.

41. General's 3pst study underlying its proposed private=line
or dedicated facilithes rates did not follow the nmethodology adopted
in D.83-04=012.

42. As a result of withdrawing toll station service in Gaviota
and HiVista Genégal can avoid a $176,000 investment in trunking lines
between these /areas and its Thousand Oaks traffic office, and save
$504,000 an? ally in operator costs.

4%. An experiment implementing nonoptional residential local
neasured service is not the only means of studying probable customer
inpact of different forms of measured service.

44. DPecific Bell will realize an estimated $ million in
additional annual revenue resulting from today's adopted reveaue
reguirement for Genersal, which means that Pacific Bell'g existing
billing surcharge should be revised to a negative ___ %.
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Conclusions of Law

1. In view of the inadequate service received by some of
General's customers it is reasonable to mitigate the impact on then
fron the increased revenue regquirement found reasongble in these
proceedings.

2. General's proposed 18% per annun late payment charge is a
renalty to encourage timely dill payment dy customers, and is not
subject to California’s Usury Law. ZEven if the charge did violate
the Usury Law this Commission, through authority delegated by the
Legislature, has the plenary authority to auxhor;zé/the charge.

%. If General does not form a separatq,cgrporate subsidiary
for marketing unregulated CPE, as orderedlbéiow, it is reasonable to
impose a .5% downward adjustment to its, duthorized return on eguitly,
and assign all phone mart costs to unregulated operations, and reduce
its rates.

4. 7DTASC has demonstrated that a reasonzble rate for DID
service provided by General t¢ a TAS is $1.35 per month/nuzber.

5. The adopted attﬁ}xion allowance mechanism, procedure, and
rate design formula will jresult in just and reasonadble rates in 1985
and 1986.

€. The revised/rates authorized in the following order and in

Appendix B are just/and reasonable. . _
IT IS OBSERED thatho = (NIELN CE2E8-

1. This order is final with respect %o the'General Telephone
Company of California's (General) test year 1984 revenue
requi:ement.//%hile consolidated C.82-10-08 4{s closed by this order,
A.83=-07-02 and OII £83-08-02 remain open to consider: General's 1985
attrition flling, staff’'s recommendations on means of reducing
uncollectlibles, and any prospective rate adjustments in the event
General's access charges for interlATA carriers are adjusted as a

result /0F further orders in A.83-01-22 et al. (access charge
proceédings).

[
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24. General may file revised tariffs, in compliance with
General Orler 96-A, not sooner than 10 days after this order is
effective, which: (a) fully contzin the rates and conditions set out
in Appendix 3, and (b) concurrently eliminates the existing 21.3 and
13% surcharges. The revised rates shall decome effective five days
after filing and shall only apply %o service provided on or after
their effective date. General's tariffed sales prices for multi and
single-line CPZ shall be effective five %} s after filing.

25. Pacific Bell shall file revisef tariffs, in compliance with
General Order 96-A, to increase i{ts négative surcharge on local
exchange service rates to 2 negatiyé 1.12%. It chall file its
revised tariffs within 10 days after this order is effective, and
they shall apply to all servicg/ rendered on or after the date
General's revised rates are,gffective.

26. A.83-07-02 and OJI 83-08-02 remain open. Consolidated
C.82=-10-08 is closed, witﬁ'relief granted to the extent reflected in

. today's authorized ra:?/.

This order Vecomes effective five days from today.
Dated JU{ 18 1984 , at San Prancisco, California.

JZ0NARD M. GRIMIS, J=.
. Prosidont
VICTOR CALVO
rAISCILLA £. GREW
DOFALD VIAYL
WILLIAM T, ZACLEY
Coxmissioners




