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SECOND INTERDM OPINION
I. § is of Decisi

This second interim decision provides for a revenue
reduction for GTE California (General), formerly General Telephone
Company of California, of $218.304 million in addition to the
decrease in customer billings of $112.190 million on an annual
basis ordered by Interim Decision (D.) 87-12-070 dated December 22,
1987, as revised by Advice lLetter No. 5125 filed February 29, 1988,
a total reduction of $330.494 million. The bases for our adopted.
summary of earnings leading to the $330.494 million revenue
reduction are detailed in this decision.

This decision does not modify the return on equity of
12.75% which will provide a rate of return of 10.50% found
reasonable in Interim D.87-12-070.

As set forth in the section on rate design, the $218.304
million incremental reduction results from a reduction of 13.45% to.
the present billing surcharges set forth in General’s Schedule Cal. .
P.U.C. No. A-38 which are collected on a ”“bill and keep” basis not |
subject to intercompany settlement. The final apportionment of the
rate reduction to the various customer groups and the final tariff
schedules based on this record will be .addressed in our next
decision on this matter, together with such issues as whether
General should be ordered to adjust its rates for the 1988 ‘test
year to flow through to the ratepayers approximately $27,582,755
tax savings realized on retired bonds; the present policies of .
General in the area of customer service, billing, and testing: GTE.
California’s practices and policies regarding women/minority
business enterprises; and the various issues raised at the public .
participation hearings in these proceedings. o
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IX. Summary of Proceedings

General recuests authority in this application to
increase and/or restructure certain of its intrastate rates and
charges. The effect of the proposed changes will be to reduce its
test year revenue requirement by approximately $114 million to
provide a rate of return of 11.90% on General’s intrastate rate
base.

To enlarge the scope of these proceedings to cover
essentially all aspects of General’s public utility operations,
this Commission issued Order Instituting Investigation (I.)
87=-02~-025 into the rates, tolls, rules, charges, operations, costs,
separations, practices, contracts, services, and facilities of
Pacific Bell (Pacific) and all of the California telephone
utilities that interconnect with General. '

After due notice, 95 days of hearing have been held
before Administrative Law Judges (ALJ) N. R. Johnson, K. Tomita, ox-
M. J. Galvin in Los Angeles,‘s&n Francisco, or at the public
participation hearings throughout General’s sexrvice area.

The hearings on rate of return were held in San Francisco
before ALY Tomita and that phase of the matter culminated in

the issuance of D.87=-12-070 on December 22, 1987. Heaxrings on the .

balance of the matter were completed on January 11, 1988, and the
matter was submitted on concurrent opening briefs due February 22,
1988 and concurrent closing briefs due March 7, 1988. Opening

briefs were filed by General, DRA, Minority Coalition (Coalition), o

AT&T Communications of California (AT&T), Consumers Coalition of
California (CCC), Pacific Bell (Pacific), Communications Workers oZf
Anerica AFL-CIO (CWA), Western Burglar & Pire Alarm Association
(WBFAA) , Telephone Answering Services of California (TASC), and
Toward Utility Rate Normalization (TURN). Closing briefs were
filed by General, DRA, AT&T, CCC, Coalition, WBFAA, and TASC.

’ 7 i
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DRA’s reply brief was unavoidably filed one day late. On
the basis that such late £iling gave DRA an enormous advantage ovex
other parties, General filed a motion to strike the brief. A
review of the brief does not disclose any basis for such a claim.
The motion is therefore denied. |

General and WBFAA filed requests for transcript
corrections. DRA objected to some e: the correction requests filed
on May 7, 18, 19, and 27, 1987 , July 9, 1987, and August L1, 1937,
on the basis that the requested changes altered the substance of |
either the witness’ testimony or counsel’s quest;ons. ALJ Johnson
has reviewed those -objections and has sustained a number of them.
Appendix B lists those which will not be adopted. The balance of
'the transcrlpt correction requests will be granted. i |

Th;s issue was dmscussed brxerly in the precedmng
synopsis, and involves $27,582,755 tax savings realized ‘on retired

bonds. On March 15, 1988, ‘DRA filed a motion for an order o show
.'cause, requesting that the Commission reopen the proceeding, or
initiate a new proceeding, to explore the impacts of General’s
alleged failure to flow through certain tax savings. Specifically,
DRA asserts that General has failed to return to its ratepayers the
tax benefits it has received as a result of its decision to take
advantage of a lower interest rate environment and retire
certain high coupon bond issues. While the Commission has
permitted amortization of the call premium, and unamortized
discounts and expenses over the life of the reissued debt, DRA
believes that General has been deducting these sums for tax
purposes in the‘years in which it retired the bonds, and has
failed, unlike other utilities, to flow through these tax savings
te its ratepayers. (

On March 25, 1988, General filed its formal opposition,
arguing that the motion is an attempt to update selectively DRA’s
direct showing after the close of the record, and further that the
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motion inaccurately portrays the facts. General believes that it
is ratably flowing through to its ratepayers the tax benefits in
issue, albeit using a method which may differ somewhat from
procedures followed by some other utilities.

, On June 13, 1988, DRA filed a formal supplement to its
motion recommending that General be ordered to use the “net of tax”
method in connection with setting up a balancing account to capture
the remaining tax benefits, i.e. the unamortized balance of the
realized tax savings, during the pendency of this controversy. ©On
June 21, 1988, General filed its formal opposition to the DRA
supplement, asserting that balancing account treatment is
unprecedented, unfair (since General believes it is currently
flowing through these tax benefits), and violative of the
retroactive ratemaking ban.

Although this issue could not ba accommodated previously
due to the demands of the hearing schedule, we will leave this
proceeding open to comsider it at this point. Thus, General and .
DRA will have a full opportunity to litigate the issue. However,
in order to protect the ratepayer interest in the interim, we will
adopt DRA’s suggestion and require General to establish a balancing -
account into which it will book the difference between currently
authorized rates and rates it would be collecting if it revised its
accounting for refinancings to follew the net of tax method. The -
balancing account amounts will be subject to refund, in whole or in
part, following bearings to determine 1) whether General ought to
be ordered permanently to revise its accounting of bond retinancing
premjums, and unamortized discounts and expenses and 2) what method
General may use. to do so. A.prehaaring conference will be held to-
set hearing dates and dates for submission of testimony in
connection with this issue.
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Comments on_ Proposed Decision

geperal

As provided in Section 311 of the Public Utilities Code,
ALY Johnson prepared a Proposed Decision which was filed with the
Commission and served on all parties on July 8, 1988. Rules 77.1
'tnrough 77.5 of this Commission’s Rules of Practice and Procedure
permit parties to file comments on such a Proposed Decision within
20 days of its date of mailing July 28, 1988 and reply comments
five days later.

Comments were filed by General, DRA, Pacific, and TURN
and reply comments were filed by General, DRA, and AT&T-C. In ,
addition, Independent Consulting Services (ICS) filed a motion for
leave to file late~filed comments. ICS’ motion is denied on the
basis that it is not a party to these proceedings and therefore it
has no standing to file comments to the ALY’s Proposed Decision,
under Rule 77.2. However, ICS’ concerns regarding the protective
connecting arrangements (PCA) issue are addressed to the extent we
address General’s PCA~related comments.

Most of the comments reargued the parties’ positions and,
for that reason, are not further discussed; however, to the extent.
the comments point to factual, legal, or technical errors, they are
addressed briefly below, and the Proposed Decision is corrected
accordingly.

Copments of Genexal

General states that the revenue requirement reduction is
overstated by $35.804 million as shown in the attachment to its
comments. To the extent they result in changes to the Proposed
Decision, these alleged calculation errors are discussed in detail.
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iten lnLrastate Amount
(Thousana of Dollars)

Telephone Plant in Service $12,300
Depreciation Reserve (519)
Maintenance 1,937
Depreciation Expense 7.160

Subtotal 20,878

Expense Changes 10,420
Revenue Changes —4.506

Total $35,804

The $12.3 million plant in service relates to an alleged
plant deficiency of $155.424 million. However, the comments
address $109.732 million with a revenue effect of $8.354 million as
follows:

Revenue

itenm Amount Effect

Analog COSE $ 1,854,000 $ 134,000
Digital COSE 26,754,000 2,052,000
Modifications 1,888,000 144,000
Capital Planning Adjust. 20,000,000 1,534,000
Transfers 100.2 to 100.1 59,236,000 :

$109,732,000 $8,354,000

For Account 207 Analog COSE, DRA estimated $8.445 millioa
as contrasted with General’s estimate of $19.927 million. As set
forth in the decision the primary difference in the estimates is
the amount of growth and the inclusion by General of $4.768 million.
of unspecified other projects. As detailed in the decision a
compromise growth of $14 million was adopted. To this was added ,
$288,000 for equal access and USS/MSS and $4.788 million for other
projects. The totals were increased to reflect TPI and apportioned
between 100.1 and 100.2 to derive the 100.1 figure of $13.985
million. General alleges error stating other project costs on a .
100.1 basis ($3.305 million) should be deducted from General’s
estimate before averaging and then added back without equal access
and USS/MSS to yield a C-207 Account 100.1 apount of $15.839%9
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million oxr $1.854 million greater than set forth in the decisien.
General’s computations are based on the faulty premise that
General’s and DRA’s estimates were averaged on a total estimate
basis reflecting 1988 figures. Actually the only averaging was the
growth figures before application of the TPI. The calculations as
deseribed on pages 151-183 are correct.

General alleges that the Account C-209 Digital COSE 100.1
.gross additions adopted in the proposed decision are $26.754
million understated because they are based on initial NTEP cost
data and do not include all of the costs that General will
reasonably incur in connection with digital COSE. A review of the
record lends support to General’s position: - ‘However, General - - -
developed factor of actual to planning NTEP of 1.32 which appears
to be excessive. DRA witness McCarthy recommended an adjustment
because of an experienced 1.17 factor. Even this would appear high
as it reflects initial bidding rounds. Experience gained from the
bid process shpuld‘decrease this ratio. Consequently, for purposes
of this decision we will adopt a factor of 1.10% which will |
increase the C=-209 Account 100.l1 balance $8.348 million with an

accompanying revenue requirement increase of $640,000.
. General alleges that the proposed decision understates the
1988 Test Year Account 100.l1 halance because it fails to reflect the

appropriate level of transfers from Account 100.7 to Account 100. 1.
The decision has been modified to correct this error.

General questions the ”"Modifications Line and Trunk
Testing” set forth on page 153 of the decision. Actually the
decision should read Modifications of $1.883 million by General and
Line and Trunk Testing of $1.833 million by DRA. General is merely
rearguing its position taken in the briefs; consequently, we will
give no weight to the arguments. The same holds true for the $20
million capital planning adjustment set forth in the comments.

General alleges that the'compﬁtaticns included irn the
decision for maintenance, commercial, and traffic accounts are
understated by $8.987 million because labor escalation factors
different than the adopted factor of 1.118 were used and improper
allowance was made for the adopted operator level as compared to
the operator level used by DRA. 2After review, we believe the

- S¢ =




A.87-01-002, I.87-02-025 ALJ/NRI/jt

adopted expense level calculations are correct. Consecquently
General’s claims are without merit.

General states that depreciation expense should be
calculated as a function of adopted depreciation rates times
adopted plant balances and that its analysis ¢f the decision
indicates either incorrect rates or the wrong plant balances were
used in the decision. Our staff reviewed the depreciation expense
calculations and found them to be correct. We will, however,
incrcase our adopted depreciation expense to reflect our previously
dizcuszed plant balance increases.

General claims that the total of pension and benefits
expense of $88.579 million was understated by $5.971 nmillion. Our
staff has reviewed the calculations and finds the pension and
benefits expense was overstated by $52,000 and should total
$88,527. General further states that a mathematical exrror of $5.5
million occurred when the Travelers and HMO medical expense amounts
were added together. This is correct.

Our staff’s review of the corporate oversight
calculations indicated the adjustment was overstated by $2.3
nillion which this decision coxrects. ,

General alleges the adopted general services and license
expense is understated by $1.0 million because the estimate was
developed using a 2% management labor escalation factor rather than
the 4.2 % factor adopted in the decision. This is true and the
account will be adjusted accordingly-

General states that although this decision does not
address General’s final test year rate design, one matter of
considerable customer concern should be decided. This matter is
the proposed relocation of the rate center for the Etiwanda
Exchange to provide local calling between the Ontaric and Etiwanda
Exchanges. DRA concurs in this recommendation. We see no reason
to delay action on this limited rate change proposal and will
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modify the decision to reflect the above described rate center
relocation.

In its comments (Section XIII) General notes that
Ordering Paragraphs 8 and 9 regarding PCA refunds in the test year
billing cycle are inconsistent with D.88-03-069, which ordered
General to continue its PCA refund program through August 21, 1988.
We have deleted these ordering paragraphs and the associated
finding and text.

General has also suggested inclusion of a table showing
the adopted Results of Operations on a separated basis. DRA and
AT&T=-C join in this suggestion. This table has been added to the
decision.

Somments by DRA |

We have clarified the discussion of DRA‘’s request for
flow=-through of tax savings, to underscore the fact that the
request relates to the unamortized balance of the tax savings in
issue. ‘

DRA’s allegation that the corporate oversight adjustment
is incorrectly calculated is correct. In addition to the erxrors
set forth in DRA’s Table A, it is noted that the labor inflation
factor differs from the adopted factors. We will modify the |
corporate oversight allocation adjustment to correct both of these 
error groups.

We have also eliminated some internally inconsistent
langquage from the discussion of our adoption of DRA’s transfer
pricing mechanism, to ciari!y_our intention to follow the approach .
adepted in D.86-01-026.

We have corrected the reference to DRA’s tax wmtness. ‘
Also, we will include appropriate tax tables anmong the appendices.
The decision is also modified at Section V.J. (Taxes) to clarify . | _
the procedure we adopt to reflect pre=test year impacts of ;nterest
synchronization, pursuant to D.84-04-038 in I.86-10-002.
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We have corrected the allowance for the HMO cost portion
of medical insurance expense in Account 672 to reflect our adopted
labor force reduction rather than DRA’s labor force reduction.

DRA has suggected miscellancous grammatical corrections
and a corrected estimate of weighted average plant in service:
these corrections are appropriate and will be adopted.

III. Rate of Retuxn

D.87-12-070 authorized a rate of return for General of
10.90% for the test year -1988.---The capital structure and <ost
factors comprising this rate of return are as follows:
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' Capital Cost Weighted
Jikem SLrugture ' ractox —st

Long-term debt 41.50%  9.01% 3.74%

Short-term debt  2.50 7.00 0.18
Preferred stock  2.50 6.41 0.16
Common lequity ' ~22.50 ' 12.75 L 682

Total ,l 1oo 00% o 10.90%
The after-tax coverage or the above 10.90% rate of return.
. is 2. 91 times and the pre-tax coverage is approxlmately 3.94 tzmes
' axclud;ng shcrt-term debt. C
' This decision does not modity the rate of return
authorized by D.87-12-070. I S

Iv. argiliated Interests

A. Geperal

GTE Corporation (GTE) is the parent company of more than
60 communications, products, research, and service subsidiaries
with operations in 40 states and 19 countries abroad with 1985
combined revenues and sales of over $15.7 billion. Those GTE
subsidiaries that can have an effect on General’s operations and
are, therefore, of particular interest to this Cqmmissian are GIE
Communications Systems Corporation (CSC), GTE Service Corporation
(GTESC), GIE Laboratories (GTE Labs), GIE Directories Corporation
(Dixr Corp), GTE Telecom Marketing Corporation (TMC), and GTE Data
Sexrvices (GTEDS). In addition, Genmeral has a wholly owned
subsidiary, GTEL. In keeping with this Commission’s long history
of reviewing transactions between a utility and its affiliates and
subsidiaries to ensure that, for ratemaking purposes, the
arfiliates’ costs allocated to the utility are just and reasonable!
and the affiliates’ returns will not exceed that whlch would exist
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had the utility performed the service or installed the facilities
itself, DRA’s Affiliation Investigation Teanm (feﬁm),reviewed the
transactions between General and the above affiliates and/or
subsidiaries. '

DRA made a number of recommendations regarding 1985 and
198€ expenditures by General. In some instances, the issue .
involved whether allegedly extraordinary or znapproprlate prevxous
expenses should be removed from the historical date for purposes of .
trending past expenses,to deternine’ test 'year 19838 1evels. In
other instances, DRA considered the potentlal amort;zataon of
revenues anticipated in the test year ﬂ;om act;vitzes that
generated allegedly inapbropriate'expensgs in prior years.

B. Geperal Services and Licences o ,

' Account 674, General Services and Licenses (GS&L)
expenses represenﬁ Pillings from General’s atfiliates, GTESC and
GTE Labs. Account 674 is summarized in Chapter 11, General and
Other Operating Expenses, of DRA‘’S Results of Operations Report.
The analysis of General’s arriliated relationship with GTESC and
with that portioﬁ of GTE Labs related to software, electronics,
photonics, and material research was presented by Financial
Exaniner IV Michael Amato. That portion of Team’s study relating
to telecommunications system research by GTE Labs was presented by
Junior Utilities Engineer Michael Vannucchi. Testimony on the 1988
test year ostimate for Account 674 was presented on behalf of |
Ceneral by its Budget Director, L. . Manion. Rebuttal testimony
to DRA witness Amato was presented on behalf of Ceneral by

Dr. A. N. Mosich, Professor of Accounting, University of Southexrm
California.

General‘s estimate of 12?8 test year Account 674 expenses
is $55.8 million as contrasted to Team’s estimate of $33.0 million,
a difference of $22.8 million or 69.1%. The following tabulation
details the composition of the differential and sets forth our
adopted results:
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REA Gepexal anQunt .
($ in Millions)

Telops HAqtrs. $203.2 $105.4 $ 2.2 2.1%
GTE Labs (Chap.3) 27.5 53.2 25.7 93.5
Corporate 54.4 62.3 7.9 14.5
Service Fee Credit (23.2) (27.4) (4.1) (17.6)

GTOC~Prorated
Sexvice Corp. 161.8 193.5 31.7 19.6

Prorate & to
General _23.0% _29,6% ~6.6% < A

Prorate to General $ 37.2 $ 57.3 $ 20.1 54.0

Adjustments:
Unreg. Activ. (3.0) (1.5) (1.5) (50.0)
International/
Corp. Comm. (0.8) © (0.8) (100.0)
Coxp. Adrcratt ~LQ.4) ~(0.4) (100,0)

TeLal Adjuatmantu (4.2)' (L.5) (2.7) (64.3)
Test Year GS&L Est. $ 33.0 $ 55.8 $ 22.8 69.1%
(Red Figure)

Essentially, the estimates differ because the Team
considered more current information: used beneficiary analysis
criteria in determining GTE Labs’ expense: used a lower two-factor
prorate to allocate GTESC’s expenses to General; excluded a greatgr,'
level of unregulated activity expenses; and disallowed certain o
GTESC expenses. Under a contract signed by the chairman of the
board of GTESC and the president of General, GIESC agreed to
provide a central organization which can render certain services to
General that include: ‘

- Advice and counsel on management and -

operational matters.

The coordinat:on otgstandards on equipment,
materials, and supplies.




A.87-01-002, I1.87-02-025 ALJ/NRJ/ek/rmn

t

The development of plant, eng;neerlng, and
safety practzces.'

The establ;shment;and naintenance of'
performance measurement programs.

The development of procedures for
depreciation and separations studies.

The development of. marketlng and sales
programs and advice and assistance on the

promotion of new services.
! 1

1The malntenance of personnel records on all
'key personnel, and the implementation of

intercompany transfers and management
‘ development prograns.

Staff assistance on tznancxal matters,
accounting practices, budget procedures,
taxes, insurance, security, safety,
training, and centralized management of the
pension plan.

Staff assistance on legal nmatters, corporate
and public affairs, and advert;s;ng. '
1. GIESC’s Expense Allocations
GTESC’s expenses are generally allocated among four GTE

groupings of companies, i.e. Telephone Operations (Telops), |
Diversified Products, Communication Services, and GIE Corporation,
based upon a review of time spent on the various activities by
GTESC-salaried employees. Expenses allocated to Telops are split
between domestic General Telephone Operating Companies (GTOC) and
non~GTOCs. Generally non-GTOCs are billed service fees by GTESC
based on a percentage of their operating revenues. Telops’
expenses, less the above service fee credits, are prorated to each
domestic GTOC on\the basis of the percent of each company’s total
operating expenses and taxes (exclusive of investment tax credit)
to the total operating expenses and taxes (exclusive of investment
tax credit) of all domestic GTOCs. Each month, General is billed
for its pforated share of GTESC’s operating expenses and, on the
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same bill, General’s prorated share of GTE Labs’ expense. For the
period 1977 through 1986, the GS&L expenses billed General have
increased from $6.9 million to $49.3 million.

As set forth in the previous tabulation, Team has
determined that $161.8 million will be the test year level of GTESC
'expenses for proxation to General and the other GTIOCs. As
indicated in the tabulation, this compares to $193.5 million
estimated by General. $25.7 million of the $31.7 million
difference relates to the GTE Labs’ estimate; the remaining $6.0
million of the difference generally reflects Team’s use of the 1987
GTESC budget as contrasted to General’s use of the 1986 GTESC
budget. Based on the later data set forth in the 1987 GTESC
budget, which is more likely to portray actual test year
conditions, we will adopt DRA’s estimate of $103.2 million tor
Telop’s headguarters, $54.4 million for corporate, and a $23.3
million service fee credit increased to $105.4 million, $55.6
nillion, and $23.8 million credit, respectively, to reflect our
adopted management labor escalation factor.

2. GIE Labs’ Expenses

GTE Labs’ expenses are allocated to the Telephone
Operating Group, the Diversified Product Group, and the GTE
Communication Services Group on the basis of revenues and sales of
each company to the total revenues and sales of all GTE companies.
General’s $53.2 million estimate depends on an allocation of GTE
Labs’ expense based solely on the relative revenues and sales of
each client whereas Team’s $27.5 million estimate allegedly
considers beneficiary analysis criteria consistent with prior
Commission decisions. The GTE Labs is currently conducting
research in 14 strategic technical areas (STAs) encompassing
telecommunications systems, electronics and photonics, computer and
intelligent systems, and materials science. Team’s $27.5 million |
estimate is essentially the summation of each STA’s allowable
allocated expense determined by multiplying each 1987 budgeted
expense by its corresponding Telopa beneficiary percentage. The
Telops beneficiary percentages were essentially based on a study by
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. GTE Labs in December 1986, setting forth criteria of how project
expenses would be allocated using a beneflc;ary study. Team
reviewed this: study and accepted' as reasonable all the allocation
percentages except those relat:i’.‘ng to' Knowledge Based Systens,
Switching Systems, and Lightwave Communication Techniques.

Foxr Knowledge Based Systems, the principal technologies
involve artificial) intelligence techniques such as natural
language, search, logical deduction, and problem-solvzng. GIE Labs
has assessed the aggregated benefit to'Telops at 79% xncludxng two
knowledge—based'system projects, which the study found to be of no

"benefit to GTE’S ranufacturing groups. However, based on an
1nterv1ew wlth Labs’ subject matter expert, such reseaxch work has
broad applxcatxon to all GTE business units, xncludmng the GTE.
group companies involved in the manuzactnrxng of communzcatlons~and
electrical products. Consequently, the GTE manufacturing companies
should be included as beneficiaries of these projects, which weould
lower the aggregated benefit to 72%, which we adopt as reasonable.

The difference between GTE Labs' Telops allocation for
Switching Systems of 84% as conpared to Team’s assessment of 79%

'relates to the allocation of benefit value for Burst Switching
projects. GTE Lab assessed the value of the projects as being five
times more valuable to Telops than to equipment manufacturers
whereas Team assessed the relative value at 60% to Telops and 40%
to equipment manufacturers. From the recoxd it appears that Team’s -
assessment is based solely on the personal judgement of the Team
member. It appears that the evaluation of personnel actually
involved in the work is more accurate. Consequently, we will adopt
GTE lLabs’ allocation as reasonable, resulting in an increase to
Jelops of 5300,000,

The difference between GTE Labs’ allocation of Lightwave
Communications Techniques of 66% to Telops by GTE Labs and 61% by
Team relates to three optical technology projects which GTE Labs
considered to be of little bernefit to manufacturers. However,
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Team’s investigation disclosed that some of the effort in these
projects involved fiber-optic devices and components which Team
believes to be of benefit to equipment manufacturers. We agree and
will adopt the staff fiqures.

In accordance with the above discussion, we will adept as
‘reasonable a GTE Labs’ expense of $27.6 million, increased to $28.2
million to reflect our adopted 4.2% management labor escalation
factor, making a total to be allocated among the Telops of $165.4
million.

3. Eroxate Factoxr _

General used a 29.6% prorate factor to allocate costs to
General as compared to Team’s prorate factor of 23.0%. General’s
29.6% prorate factor was based on the relative size criteria used
by GTESC to allocate expenses among the domestic GTOCs whereas Teanm
used a composite factor consisting of 50% relative size and 50%
equal division between the seven regional clients served by GTESC
consisting of Californmia, Florida, Hawaii, the Midwest, the | ‘
Southwest, and the Northwest. Team’s investigation indicated-that
each of these regional clients has a voice on GTESC’s planned work
programs; that GTESC’s departmental woxrk efforts were common to all
GTOCs and provided equal benefits. to the GTOCs; and that certain :
work activities actually provided greater benefits to smaller GTOCs
than large GT0OCs because they would realize the greatest leverage
gains in dealing with manufacturers. Tt, therefore, appeared to
Team that there was no significant correlation between the relative
size allocation method and GTESC-provided services to base the |
allocation only on relative size criteria. Therefore, Team is
recommending that 50% of the costs be allocated on relative size
and 50% on the number of subsidiaries receiving services, which
results in a composite prorate factor of 23.0%.

According to the rebuttal testimony of Dr. A. N. Mos;ch
the costs of GTESC are allecated to service recipients on the bas;s:
of generally accepted accounting‘principles which provide that o
indirect costs shall be aliocated‘on a reasonable basis among -
operating units for whose benefits the costs are incurred. 7This
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witness further testified that implementation of such a reasonable-
basis principle generally results in the use of some measure of
activity or size as a basis for the allocation of costs. According
to the testimony, GTESC follows this principle by allocating
regionally in accordance with each GTOC’s operating expenses and
taxes (exclusive of investment tax credit) to the total operating
expenses and taxes (exclusive of investment tax credit) of all
domestic telephone companies. Such a procedure, according to the
record, allocates costs among the seven entities in such a way to
ensure that every customer of the seven companies contributes
proportionately to the recovery of the total cost of providing the
service. General’s rebuttal testimony appears reascnable and will
be adopted resulting in a proration factoxr of 29.6% and an
allocation to General of $49.0 million as set forth in the previous
tabulation.

Team further recommends that General be directed to
formally request from GTESC a cost allocation report which would
determine the most appropriate beneficial or causal factors needed
to fairly prorate the expenses of each GTESC’s billing department._
We are not persuaded that such a'study is needed nor that it would
be beneficial and will, therefore, not require its production.

4. Ratemakina Adjustments

Team recommends certain ratemaking adjustments it
believes are consistent with cOmmission policy and decisions as
follows:

1. A disallowance of $1.1 million from GTESC’s
Marketing and Business Planning (M&BP)
Department to reflect an estlmated 20% of
the department’s activities devoted to its
unregulated customer-provided equipment
(CPE) business. (Exh. 39, pp. 2=-16 to
2=17.)

A disallowance of $1.6 million from the
Business Services Department: expenses of
$2.0 million to reflect work activities
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that are nonbeneficial to regqulated
telephone operations. (Exh. 89, p. 2=17.)

A disallowance of $0.3 million to corporate
oversight activities that benefit GTEL.
(Exh. 89, p. 2-18.)

A disallowance of 50.8 nillion to reflect
50% of cost of the Corporate Communications
and Washington offices and the
international expenses allocated to General
in keeping with ouxr past decisions:
providing such a disallowance because the
office work provides an intermixing of
benefits to sharcholders and ratepayers and
the international expenses provide no
benefit to General’s ratepayers.
(D.82=04-028 and D.84=-07-108.)

5. A disallowance of $0.4 million to reflect
GTE-owned aircraft expenses in excess of a
reasonable air travel expense allowance
based on commexcial air rates to allow GTE
executives to conduct GTOC business.
(D.91869.) '

The above-listed disallowances and/or adjustments are
consistent with our past decisions and stated policies and will be
adopted after modification to reflect our adopted 29.6% proration
factor and our adopted managementflabor escalation factor. The
total adopted test year GS&L expenses (Account 674) are therefore
$43.4 million as summarized in the previous tabulation.

C. GIE communications Svstem Corporation

GTE Communications Systems Corporation (CSC), formerly
GTE Automatic Electric (AE), is comprised of the formexr GTE Network
Systems, GTE Business CommunicatiohﬁSystems, GTE Microcircuits, and
certain operations of GTE Communication Products Corp. Wholly
owned by GTE, CSC develops, manufactures, and markets a wide range
of communications systems equipment and devices for the
telecommunications market. Manufactured products include digital
central office switching equipment and the GIE family of Private.
Automatic Branch Exchange (PABX) systems. '
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Tean’s presentation of the CSC-ratemakang adjustments was
presented inte ev;dence by Vannuecchi: General's testlmony was
presented by Manion. :

This Commission nas found in General’s last rlve rate
proceedings that General and CSC (formerly AE) are in effect
different departments of one business enterprise and that, as a
result, the prices paid by General to CSC for equipment and
supplies are unreasonable. ,

I Both Team and General have developed rate base and
expense adjustments for General’s purchases from csc based on the
pr;ncmples adopted in the most recent general rate decision. Both
Team and General agree that telephone plant adjustment should equal
a negatxve capitalized sales adjustment of $15,122,000 m;nus the
assoc;ated depreciation reserve of $11,706,000 or $3 416, 000 and a
corresponding depreciation expense of $1,370,000. These anounts
appear reasonable and will be adopted.

D. GIE Directories Corporation

GTE Directories Corporation (Dir CQrp) performs the
dxrectory services for all the GTOCs as well as a number of
independent and fo:e;gn telephone ceompanies. In 1985, General
accounted for approximately 18% of Dir Corp’s revenues.. Team
., testimony on Dixr Corp was presented by Junior Utilities Engineer
John Keen. The basic testimony was presented on behalf of General
by Manion as modified by Senior Economist Lugi F. Pinna, and
rebuttal testimony was presented by the Regional Vice President of
Dir Corp, Ralph E. Adanms.

Dir Corp is the exclusive agent to sell advertising and
to compile and print the telephone directories for all exchanges of -
General. Dir Corp pays all expenses, except as otherwise agreed
upon in the contract, incidental to the selling of advertising,
compilation of directory material received from Generxal, printing
of directories, and shipping of directories to the telephene
exchanges. '
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In return, General is responsible for and assumes all
costs for the preparxation and mailing. of advertising billing and
its collection, excluding billing for foreign (non=-GTE customer)
and National Yellow Page Services (NYPS). Dir Corp bills for all
foreign and NYPS advertising and furnishes General with the amount
of net billing from these sources (gross billing less any

" adjustments and uncollect;bles) for use in computxng the settlement
‘payment to Dir Corp.
. In calculating the settlement payment General retains a.
percentage of the revenues.collected for directory advertising as
publishing rights, and after adjustments and uncollectibles, remits
the balance to Dir 'Corp. This retention rate was increased to
58.5% from 57.0% ‘on June 1, 1986. This Commission has repeatedly
adjusted Dir Corp’s earnings for ratemaking purposes to ensure that
an affiliate is not used to realize a higher profit for providing
services to the detriment of the ratepayers. Genexal has estimated
that, for the test year 1988, Dir Corp will earn in excess of
_General’s authorized rate of return and, in keeping within the
guidelines of past Commission decisions, has adjusted its
commercial expenses by $6.965 million. Team believes the
adjustment should be $9.159 million or $2.194 million greater than
General’s adjustment. Both Generall and Team used the same Dir
Coxrp gross directory revenues of $231,480,000 less publishing
rights of $138,888,000, for a net revenue of $92,592,000. The
differences between General’s and Team’s estimates result from:
Team adjusted publishing expense from 4.4% to 3.5% of revenue to
discount an unusual expense, lowering General’s three-year average

1 General’s witness Pinna testified that the gross directory
revenue should be reduced $20 million from the $231.480 million
used, and rebuttal witness Adams testified that it should be $.77.3
million. However, neither figure was supported on the record:
consequently, the original figure will be adopted for the 1988 test

. year.
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expense/revenue ratio from 3.5% to'a.z%, for an after-tax
difference of $409,000; Team disallowed expenses associated with
Dixr Corp’s headquarteré move to Dallas, Texas: Team used an incone
tax rate of 39% as compared to General’s use of 34%; Team
calculated Dir Corp’s rate of return by dividing net income by the
sum of average equity plus average long-term debt whereas General
used the 1983 through 1985 average of gross income over total ‘
assets; Team used 1.56 as the net-to—gross mult;pl;er compared to
General's use of 1.547 and Team used a rate of return of 10.58%,
‘while Ceneral used 11.90% in its adjustment. We will adopt Team’s

Ligures ns reancnable except we will use the rate of return of

10.90% authorized by Interim D.87-23-070, resulting in an
adjustment to expenses o¢ther than taxes for the operatzons of Dlr
corp of $9,001,000. ‘

Team witness Keen expressed concern that the expenses
used by Team in its adjustment calculation are based on Dir Corp’s
unaudited allecations. Furthermorxe, according to this witness, a
review of the allocations shows that the principle of economies of

scale may be ignored as General is allocated administrative

expenses on the same percentage basis as smaller operation
companies doing business with Dir Corp. Rather than concentrate on
verifying the expense allocation as an input to the adjustment
calculation, Team believes the ratepayer would be better protected k
if the Commission ensured that General’s retention rate for its
publishing rights is fair and reasonable. To accomplishk this
assurance, Team recommends that General be required annually to
complete a competitive analysis study of its directory services
contract. Such a study, according to Team, should focus on
alternatives to using Dir Corp’s services and should include
soliciting bids from other directory publishers. Such a
requirement would serve to notice Dir Corp that it must compete for
General’s business or risk losing the directory services contract.
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Testimony presented on behalf of General by rebuttal
witness Ralpb E. Adams indicated that: ‘

1. The gross directory revenuc figure should
be $177,300,000 which is consistent with
the downward adjustment to Directory
Advertising revenue estimates supported by
General witness Pinna on May 1, 1987.

Directory publication is a labor-intensive
rather than a capital-intensive business in
which skill in organizing and managing
sales resources is the key element.

Directory listings in.Calitorn£a are
available to all directory publishers by
means of Commission-approved tariffs.

There are no significant market entry
barriers resulting in increased competition
in all of the localities where General
operates. _ .

There are approximately 33 directory-
publishers publishing books in California.

Ninety-five percent of General’s franchise
areas in California are currently being
overlayed by competing directories oxr have
seen the entry of competing directories
published by one or more of the 33
California publishers. ‘

At this time, the principal competitors in
General’s operating territory are Pacific,
Reuben H. Donnelley (subsidiary of Dunn and
Bradstreet), Nynex- (a regional Bell
company) , Southwestern Bell, Luskey
Brothers, Arncld Publications, Ross
Publishers, and others. ~

A number of intangibles come into play with
respect to directory sales including
strength of sales force, ability to work
with telephone company personnel, degree of
computerization of operations, knowledge of
advertising methods, and quality
orientation, especially in regard to
printing. o :
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Conpetitive bidding is not a common
practice in the directory publication-
nmarket. '

Should Dixr Corp not be able to retain
General’s directory publishing business as
a result of a competitive bidding progran,
it would continue in the market and
continue to use the GTE logo and “Walking
Fingers” symbol.

There is already confusion in the
marketplace regarding the identity of
yellow pages publications.

It is cuite possible that Genmeral will lose
substantial revenue if a competitive bid
approach to directories publishing is
mandated.

We have long maintained that a market test is the best
way to review the reasonableness of an affiliate relationship. We
believe this is true not just for ratemaking purposes, but also as
an ongoing management tool for utilities to use. Genexal’s
rebuttal testimony reemphasizes the competitiveness of the
directory market in California, lending further strength to the
conclusion that a competitive market analysis is not only feasible
but highly desirable. :

Properly managed, an analysis of competitive alternatives .

ought to reduce cost. We are puzzled by General’s assertions that
ratepayers would face risks from such a procedﬁre. wWhile we
recognize that the good working relationship that General has with
Dir Corp is probably of some value in itself, such relationships
can also be developed with unaffiliated publiskers.

,‘.‘ -
e "
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We will require that General perform a full competitive
analysis of its options for directory publishing and submit it to
CACD no later than March 31, 1989. We will not require that
General seek open competitive bids for directory services at this
time, although we may do so later depending on the results of this
analysis. The competitive analysis should at a minimum compare the
terms of General’s contract with Dir Corp with the terms of similar
directory contracts or arrangements maintained by other major
telephone operating companies. As part of this analysis General
should also identify specific operational, financial, or other
criteria that would in General’s mind determine whether a given
directory publisher could be qualified to publish and market
General’s directories. To the extent that this analysis may
contain proprietary information that merits confidentiality,
General may seek to protect that information under our usual
procedures. '

General shall serve a copy ©f the competitive analysis on f
the parties to this proceeding. ‘

E. GIE Telecom Marketing Coxporation

GTE Telecom Marketing chporatxon (TMC) executed a
rarketing agreement with AT&T Communications (Ar&r) covering the
period from May through Decembex 1985. According to the record,
under this agreement, TMC provided marketing service to help AT&T
maintain its market share after ‘divestiture. The marketing service
was to distribute AT&T’s measured toll, WATS (wide area telephone
service), 800 service, private line, and foreign exchange services‘
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to business customers in the territories served by GTE’s Telephone
Operating Companies. TMC received $18 million under this marketing
agreement. During the term ¢f the agreement, TMC was a wheolly
owned subsidiary of GITE Telecom Incorporated. GTE Telecom
Incorporated is a subsidiary of GTE Corporation.

DRA testimony on thisg transaction was presented by
Financjial Examiner IXII Francis Fok. According to his testimony,
the national sales organization of TMC was deployed on a regional
basis. One national director headed up the organization. Working
for him were three regional sales directors, fifty-six sales
executives, and three secretarial personnel. Out of the 56 sales
executives, 20 were deployed in California. Al) of these 20 were
senior employees transferred from General. Subsequent to the
expiration of the agreement, all 20 of these enployees were
transferred back to General. ' '

This witness further testified that California‘s share o:
the contract fee, including interest at 9% per annum, was |
$6,000,000, which, he believes, should be passed on to the_
ratepayers at a rate of $2,000, 000 a year because General was the
key player in running the marketing agreement and was the true
provider of the marketing service, and ratepayers are entitled to
compensation received through the use of utility assets.

Rebuttal testimony was presented on behalf of General by
its Director of Consumer Marketing, George A. Clapsaddle. .
According to his testimony:

1. All General was asked to-do-was to provide
a list of candidates and, if persons from
that list were selected, to allow those
selected to transfer to TMC for the
duration of the contract with AT&T.

Levels 2 and 3 management personnel, which
are only slightly above entry level
nanagenent positions, were eligible for
consideration.

..

A"
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General submitted a list of 20 names to TMC
‘consisting of candidates that were selected
from a variety of different departments and
work groups including field sales,
telemarketing, government communications,
product management, network engineering,
business terminal sales and service, and
phone marts.

At the conclusion of the contract, 19 of
the 20 employees working for TMC returned
to General at a comparable level.

. No personnel were added to General’s
payroll specifically to replace those
‘employees who went to work for TMC.

'General benefited from the training that

. AT&T provided to the employees who returned
after the contract was completed because
this training provided these employees'a
broader base of experience, including
dealing with multiple companies’ business
practices, pricing, market segments, and
tariffs for interLATA services.

We are not persuaded that General'5~ratephyers incurred
any risk from the above-described transaction nor that they
suffered any disadvantage from the temporary transfer of personnel.
Fufthermore, the contract terminated in Decenmber 1985, two full
years prior to the commencement of the 1988 test year under
consideration in this proceeding. Consequently we will not adopt
DRA’s recommended $2,000,000 a year revenue requirement reduction

. for this marketing agreement.

F. GIE Data Sexvices

GTE Data Services (GTEDS) is a supplier of data
processing and information services to GIE telephéne operations and
is responsible for establishing and/or operating a network of data .
centers to service telephone operating requirements. GTEDS also |
supports a Business Information System and provides Systems and
Programming Services, Time Sharing Services, Computer Output
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Microfiche Services, and operational support for minicomputers,
leased terminals, and othex data processing equipment as required.
| The affiliate Team presented a "Report on the Affiliated
Relationship of General Telephone Company of California With GTE
Data Services”. The sections on “Introduction” and “Return on
Investment” were prepared by Financial Examiner III Seaneen
McCarthy: the section on competitive bid analysis was prepared by
Junior Utilities Engineer Michael Vannucchi: the section on rents
and contracts was prepargd‘by Assogiate,vtilities Engineer Jerry
Shiu; the section on allocation was prepared by Senior Utilities
Engineer Ramesh Joshi; and the section on data processing charges
was prepared by Regulatory Analyst II Mary Cooper. Testimony was .
presented at the hearing by witnesses McCarthy, Shiu, and
Vannucchi. Kary Cooper’s testimony was presented by'witness'
McCarthy and DRA and General stipulated that witness Joshi’s
fiqures would change to reflect whatever this Commission adopts as
operating expenses, obviating the necessity of his appearance as a

witness.

Team’s investigation of the relationship between General
and GTEDS revealed that General bhas never performed a competitive
analysis to determine the most cost-effective data proceééing
vendor, nor did General ever consider doing its own data processing
in-house. In response to questions on this alleged deficiency, -
General indicated that GTEDS with its technical skills and data
processing knowledge, have proven to be the best available data
processing provider. Team questions this statement because General
has never attempted an analysis orx comparison study. General did
provide a comparison study performed by Price Waterhouse for GTEDS.
Team questions the objectivity of the report because it was
supplied to General by the vendor. Team also questions the
applicability of the report to General because it does not
necessarily address the specific needs and services required by
General, but rather includes benchmark parameters that were
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calculated from six of GTEDS data processing centers. Under these
circumstances, Team recommends that General should conduct a
competitive analysis prior to its next rate case filing and include
the study in its work papers to support continued affiliate
transactions between General and GTEDS. We believe Team’s
recommendation has merit and the order that follows will provige
for its implementation.

As part of its investigation, Team analyzed the reported
return on investment (ROX) earned by GTEDS from General to
determine the reliability of the data used in the calculation of
the traditional Commission adjustment limiting GTEDS’ earnings to a
level not in excess of General’s authorized return.

Team recommended no adjustment to GTEDS’ ROI because the
figure provided by GTEDS of 3.85% for test year 1988 is below
Team’s estimate of General’s ROX. Team, however, questions the
reliability of the data supplied because GTEDS’ 3.85% ROIL for
General is substantially less than for other GTE subsidiaries.

Such discrepancies, according to Team, support the necessity of the.
previously discussed competitive analysis study to be ordered by
this decision.

with respect to rents and contracts, General’s 19838 test
year estimates of the cost of the Customer Billing Information
System (CBIS) of $2,675,800 and California Billing System (CBS) of
$10,253,900 (Account 996-Computer Usage) total $12,929,700 or :
$4,566,000 more than Team’s estimate of $8,363,700. The d;fference
is due to the inclusion by General of implemental costs of the
Customer Records and Billing System (CRB) and Facilities Management
System (FMS) not included by Team. The record fully supports the
desirability of installing both CRB and FMS. TUnder these
circumstances, according to the record, Team agrees that some
implemental costs should be included for the test year and
recommends the expense be amortized over a three-year period by
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excluding two-thirds of the $4,566,000 differential, or $3,044,000.
Such a recommendation is proper to reflect the ratepayers test-year
costs for the equipment. Consequently, we will adopt an Account
996 amount of $12,929,700 minus $3,044,000 or $9,885,700.

For General, Account 607=Operator Services, Team found
General’s revised estimate of $2,055,000 to be reasonable.
Consequently we will adopt this figure for ratemaking purposes and
reduce traffic expenses for FCC Accounts 626 and 629-635 by
$1,999, ooo. g

The Bus;ness Informatlon Service (BIS) expenses
(Account 995/31) Program Office expenses (Account 995/31), and
Adnministrative and General Expensos (ALG) (Account 996/31) are
allocated on the bgsis of each General Yelephone Operating
Company’s (GTOC) operating expenses. Our adopted amount of these
three allocated expenses is $2,894,000 lower than General’s
estimate of $36,179,000 resulting in a disallowance of this amount.
The total of adjustments described above is $7,937,000 allocated
$297,000 to maintenance, $1,999,000 to Traffic, $1,841,000 to -
Commercial, and $3,800,000 to other operating expenses.
G. GIEL

'

In D.84-07-108 dated July 18, 1984, this Commission
ordered General to form a separate stand-alone corporate subsidiary *
to market, install, and maintain all unregqulated customer premises
equipment (CPE). In compliance with this ordexr, General formed
GTEL, headquartered in Thousand Oaks, California, which became
fully operational on July 1, 1985. It curxrently consists of three
divisions: Consumer Products and Service, Business Systems, and
EFT Sexrvices. GTEL markets residential telecommunications products
and services, business systems, maintenance contracts, radio-paying
equipnent and services, and also continues to sell General’s
customer-calling network services at its phone marts and through
its Direct Marketing Center.
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The Telecommunications Audit Branch of the Commission
staff submitted into evidence Exhibit 165 entitled “Audit Report on
General Telephone Company of California’s Affiliate Relationship
With Its Wholly Owned Subsidiary, GTEL.” Chapter 1 - Purpose,
Scope, and Summary of Recommendations; Chapter 2z = GTEL Corporate
Structure; Chapter 3 - Unbilled Directory Services: and Chapter 4 -
Unbilled Referrals were sponsored by Financial Examiner II Sophie
Chia. Chapter 5 = Unbilled Corporate Oversight, Chapter 6 -

. Transfer Costing, Chapter 7 - Affiliate Payment, and Chapter 8 -
Future Review were sponsored by Financial Examiner III Monica
McCrary. Rebuttal testimony on behalf of General was presented by
 GTEL’s Operations and Administration Director, Richard A. Murphy.
1. Unbilled Dixectory Sexvices

‘ According to the testimony of staff witness Chia, General
has provided extensive advertising for GTEL in 77 GTE Directories
in General’s service arcas at no cost to CYEL. In suppoxt of this
position, the witness listed five examples of GTEL advertisements
- found in the directories as follows:

1. On page SA, titled “Where to Reach Us,”
GITEL’S Direct Marketing Center’s toll free
number is listed under Retail Product
Sales. The listing deoes not indicate that
the 800 number is a GTEL number; thus,
misleading the customers to believe they
are calling the telephone company.

On page 6A, a two-~inch advertisement
appears for the GTE Phone Mart stating the
address and the store hours. The
advertisement caption reads “The GTE Phone
Mart allows residence customers to
establish new service (rent or buy selected
phones), return phones or have rented GTE
phones repaired.#

The entire outside back cover advertises
the GTE Phone Mart located within the
gspecific service area of the directory.
The advertisement has a map of the White
and/or Yellow Pages contained in that
particular directory with colored dots
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signifying the location of the phone marts
in that area. Next to the map are the GIE
Phone Mart addresses and logo, which is
printed in four different colors. The
caption reads, “Where you c¢an pick a phone
and take it home.”

Throughout the Yellow Pages are fillers
urging customers to call the telephone
company to get a new or an additional phone
in a different style or color.

'5. Full page display ads in the front

introductory pages and at the back of the
Yellow Pages of the directories.

According to this witness, GTEL is the main beneficiary
of the above ads and should be billed its listing fees.
Consequently Team recommends an adjustment of $3,708,000 for the
 expected revenues resulting from the GTEL listings and ads for the
‘period 1985 through 1988 to be amortized ovexr three years, plus
interest, for an annual adjustment of $1,507,000. In addition to
the above annual adjustment, Teanm récommends that General ke
required to delete GTEL’s Direct Marketing Center’s 800 number
listed on page SA and to change the Yellow Page fillers and the
full page CPE ads in the front introductory pages and at the back
of the Yellow Pages to customer service notices on .regulated
services.

Accoxding to the rebuttal testimony of General’s witness

Murphy:
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»
. |

Section 728.2°% of the PU'Code raises a
very significant issue as to whether this
Comnission has jurlsdlctlon over the
advertisements placed in the telephone
directories.

GTEL did not 6rder or request any of the
. above types of yellow page advertising.

The references to the GTE Phone Marts found
in the GTE Telephone Directories are in
,keeplng with the transition 1at1tude
granted by D. 84-07-108. ‘

The 800 number for GIEL’s Direct Marketlng
Center and the two=-inch advertisements -
showing GTE Phone Mart addresses will be
deleted from all future directories.

The yellow page fillers will be changed to
ads for generic services, and

Hypothetical advertising revenues' should
not be imputed to General’s regulated
operations because of the reference to the
Direct Marketing Center or GTE Phone Marts
made in the informational section of the
white pages.

General’s position that PU Code Section 728.2 provides
that this Commission shall have no jufisdiction or control over
classified telephone directories or commercial advertising included
as part of General’s alphabetical telephone directories is

2 Section 728.2 states in part:

#728.2. Telephone directory advertising

*#(a) Except as provided in subdivision (b), the commission
shall bave no jurisdiction or control over classified telephone
directories or commercial advertising included as of the
corporation’s alphabetical telephone directories, cluding the
charges for and the form and content of such advertising, except
that the commission shall investigate and consider revenues and
expenses with regaxrd to the acceptance and publication of such
advertising for purposes of establxshlng rates for other services
offered by telephone corporations.”
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obviously valid. It is equally obvious that we have jurisdiction
to investigate and consider directory advertising revenues and
expenses for the purpose of implementing ratemaking adjustments
during rate proceedings. Team’s recommendation relating to the
deletion of GTEL’s Direct Marketing Center’s 800 number and the
'change in Yellow Page fillers and full page CPE ads is rendered
moot in view of General’s expressed intention to effect such
changes in all forthcoming directories. Because of subscriber
confusion during the transition peried from July 1, 1985 until CPE
was deregulated at the end of 1987, we do not feel that it would be
proper or reasonable to impute advertising revenues in the
informational section of the white pages or on the back covers of
the directories. However, the yellow-page sections of the :
telephone directories are a different matter. It is axiomatic that
the yvellow pages are a form of advertising which should be paid torjﬁ
by the beneficiary of such advertisements. Consequently, it is |
only reasonable that GTEL be assessed the costs of such \)"
advertisements. We will, therefore, adopt staff’s recommendation
that advertising revenues be imputed for the Yellow Page fillers
and provide an annual adjustment plus interest factor of $687,000.
One GTE=-sponsored sales prégram was the “Sell One More
Program” that commenced on January'i,‘1986 and ended in California
on December 31, 1986. Team recommends that General’s revenue
requirement be reduced $317,000 or $129,000 a year for three years, .
for expected reimbursement for GTEL’s share of the-expenses derived
from this referral progran’s generated revenues of $531,533 for
GTEL. Because any reinmbursement for GTEL’s share of expenses is
speculative rather than actual and because this particular sales

progran will not be continued into the test year we will not make

the adjustment Team recommends.
2. Unbilled Referrals :
In her direct testimony on unbilled referrals, Team
witness Chia indicated that:

- 28 - o
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Since the complete separation of GTEL in
July 1985, the following General groups
have provided referrals for CPE to GTEL:
Customer Service Order Center (CS0C),
Business Service Order Center (BSOC), Tele-
Account Management (TAM), Sales Programs
Management, and GTC Government
Communications.

General has not charged GTEL for the costs
of providing these referrals which are a
valuable source of revenue for GTEL.

Teanm believes that General should be
compensated for the cost of providing the
referrals and for the market value of such
referrals. .

A General customer representative estimated
that 8 to 10% of calls received at a CSOC
involve terminal ecquipment inquiries that
are referred to GTEL.

A General,busineés representative estimated
that 9% of current incoming calls involve
CPE incquiries that are referred to GTEL.

A BSOC study conducted by General in
several BSOCs in October 1986 indicated
that the average percentage at total
support unit houxrs dedicated to terminal
activities in the surveyed BSOCs was 10.73.

Both customer and business representatives
have been following On-The-~Jobk
Instructional Bulletin for the Customer
Options Program issued November 1, 1984
which instructs these representatives to
refer customers to the Phone Marts or
GTEL’S Direct Marketing Center for
equipnment.

In April 1987, a draft instructional
bulletin entitled “Detariffing Embedded
Customer Premises Equipment (CPE)* was
distributed to district, phone mart, .
service, and regional managers, and CSOCs
and BSOCs have already trained their staffs
on it.
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The draft instructional bulletin shows that
referrals to GTEL will still continue.

TAM personnel have and continue actxvely
making referrals to GTEL and provide
customers with GTEL price quotes.

TAM’s eight northern area management
enployees have made 560 referrxals to GIEL
during the period May 1986 to March 1987
and its southern area staff has made 1, 054
referrals during the period May 1986 to
May 15, 1987.

.The Federal Communications Commissxon (FCC)
in its BOC Capitalization Plan Order
defined direct costs to include costs
attributable to both successful and
unsuccessful referrals.

Pacific was reimbursed for the cost of
referrals through the transfer-pricing
mechanism as required by the BOC Separation
Oxder based on validation studies conducted
at Pacific to determine the average time it .
took 2 service representative to complete a
referral.

In the Pacific rate hearings, DRA
recommended that arffiliates receiving
referrals from Pacific should be required
to pay 13% of the sales revenues resulting
from any Pacific referrals in oxder to
approximate the market value of these
referrals.

Since neither General nor GTEL maintained
sufficient referral recoxds, Team partly
depended on information gathered from the
Pacitic investigation in making its ‘
recommendations for adjustments to reflect
unbilled referrals.

Tean recommends a fee of $1,906,000 be paid
General for the cost of making the referral
te GTEL for the period 1985 through 1987,

or $775,000 a year plus $762,000 to
recognize the cost of prov;dxng projected
referrals to GTEL.
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Team recommends a $2,361,000 adjustment to
recognize the expected revenues for the
market value of providing projected 1988
referrals to GTEL. '

Team recommends that this Commission
require General to establish referral
quidelines to track all referrals and to
perforn a study to determine the cost plus
.10% markup for each referral to GIEL and
bill GTEL such costs.

L Rebuttal testimony presented on behalf of General by
Richard Murphy indicated that:

1. The DRA witness has incorrectly <combined
many types of referrals into customer
premise activity referrals and has
conmpletely omitted any reference to
referrals which occur daily from GTEL to
General. : .

A large quantity of the referrals relate to

the ongoing transfer of General’s exbedded

base CPE to GTEL.

Because of severe customer confusion
resulting from other entities utilizing a
flash cut transfer of CPE from the
requlated utility to the unregqulated,
separate subsidiaries, the management of
General and GTEL decided against the flash
cut approach and concluded that, in the
best interest of the customer, as much
information as necessary to resolve the
customer’s questions or problems should be
provided at the fixst point of contact, be
1t Ceneral or CYEL.

Recent studies conducted during the period
July 20, 1987 to August 14, 1987 indicated
approximately one percent (2,572) of
216,875 calls handled at eight of General’s
CSOCs were related to new terminal
equipnent and were referred to GIYEL.

During the period July 20, 1987 to
August 14, 1987 less than one percent (31l)
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of 4b,528‘calls handled at six of General‘s
BSOCs were related to new terminal
ecquipment and were referred to GTEL.

At the time the BSOC study conducted by
General in October 1986 was made, General
was still responsible for the management of
ovex 542,000 buasiness accounts. The
transfor of the embedded basme would not
begin until May 1987.

GTEL’s Direct Marketing Centers (DMC)
received 102,986 calls from January 1987
through’ June 1987 of which 47,551 calls or
46% were intended for General or others.

General’s new On=The=Job Instructional
Bulletin (OJIB) attempts to establish a -
framework for addressing all potential
customer contact issues and is intended to
assure that the customer is treated in a
most business-like manner and in the most
expedient way possible.

The OJIB shows repeated examples of )
situations in which General . and GIEL work
together to ease the customer contact
whether the initial contact be with General
or GTEL. Although General does provide
GTEL’s telephone number, it only does so
after indicating that other CPE vendors are
available.

DRA recommends adjustment be made to 1988 test year
expenses to reflect expenses DRA believes should be assessed for
the period 1985 to 1987. Because the expenses were incurred during
a transition period of high customer uncertainty due to the
deregulation of CPE, we will not make the adjustment DRA
recommends. DRA’s 1988 test year adjustments for expenses to be
incurred in that year are an entirely different matter. DRA’s
recommended test year adjustment of $762,000 to recognize the cost
of providing projected referrals to GTEL and $2,361,000 adjustment
to recognize the expected revenue for the market value of providing
projected 1988 referrals to GITEL for a total of $3,123,000, arxe
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fully supported by the record and will be adopted. T&e order that
follows will<alsovprovide that General: establish referxral
guidelines to track successful and unsuccessful referrals to GTEL:
perform a study, to be completed within six months from the
effective date of the declsion, to determine both the market price
and the cost plus 10% markup for each referxal made to GTEL; and
bill GTEL the market price or the cost plus 10% markup whichever is
higher for all referrals and the market value of successful
referrals. We note that the Commission has previously approved the
10% markup plan for Pacific Bell in D.86~01-026.

3. gorporate Oversight

DRA witness McCrary testified that corporate oversight "

costs incurred by General on rehalf of GTEL are not presently
billed GTEL and that GTEL is a separate, unregqulated subsidiary of
General and should be charged for its share of costs. She further
testified that in Pacific D.86-01-026 and Continental Telephone
Company of California D.85-03-057, the Commission adopted a three~-
factor method allocating costs based on a corporate revenue,
expenses, and employees, and recommends a similar procedure for
General in this proceeding. Team applied the three-factor
allocator to DRA’s estimates of General’s General Office Salaries
and Expenses (excluding engineering expenses - Account 730) and to
Marketing Administration Expenses, and subtracted from the
resulting figure the small portion of corporate oversight that is
billed resulting in a recommended adjustment of $4,900,000 for test
year 1988.

' In rebuttal testimony, witness Murphy testified that:

1. The three-factor method is not any more
accurate than General’s current corporate
oversight allocation method based on
employee levels.

Because General has more expertise in the
selection of allocation methods than DRA,
the present method should be continued.
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The factor should only be applied to
Account 66l-Executive Salaries and
Expenses. All other charges between
General and GTEL should be based on
General’s recovery of fully allocated costs
plus a return on investment.

It is General’s policy to bill GTEL for all
corporate oversight and all other services
provided to GTEL by General at a fully
allocated rate plus return on investment.

In 1986, General billed GTEL $149,183 for
corporate oversight and $516,3528 for .
various. on~demand services.

6. In 1986, GTEL paid General $1,296,431 for

. services provided by .GTE Service COrp.

DRA's recommendation that we adopt the three~factor
(revenues, expenses, and employees) method of allocating unbilled
corporate oversight expenses consistent with our adopted results in
Pacific’s and Continental’s decisions is reasopable and justifiable
and will be adopted. The determination of the appropriate expense °
amounts to which to apply such an allocation factor is more
difficult. As noted by DRA witness McCrary, corporate oversight as
used in D.84-07-108 describes oversight by top directors, officers,
and directors of General and does not include general service
functions. It is axiomatic that Account 66l-Executive Department
expenses, which includes salaries and expenses of corporate
officers and directors, is an appropriate expense for inclusion in
the total amount to which the allocation factor is to be applied..

Account 662-Accounting is comprised of pay, office,
traveling, and other expenses of officers, their assistants, and
office forces of the accounting department, and includes general
accounting, revenue accounting, data processing, budget, and
internal auditing. According to the testimony of General’s witness
Murphy, GYEL established a full function accounting department
which provides for GTEL paying for the accounting costs incurred by
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General on behalf of GTEL and to include the total cost of
General’s accounting department in the amount to be allocated would
result in double billing through corporate oversight and on-demand
services. The record is clear, however, that there are some
accounting functions, such as budget conseolidation, financial
planning, internal audits, or accounting analyses that are
performed by General on behalf of GTEL and are not included in
bills for on-demand services. To reflect these costs, we will
include 10% of the account total adopted for this account of
$109,952,000 or $10,995,000 in the amount to be allocated.

We are persuvaded that activities performed by General on
behalf of GTEL which are recorded for in Account 663-Treasury and
664-Legal are generally included in billings for on-demand services
and will not be included in the amount to be allocated.

Account 665~0thexr General Office Salaries and Expenses
includes employees’ salaries and expenses in human resources,
public affairs, revenue requirements, miscellaneous engineering,

and security of the company. DRA’s position that this account

amount, exclusive of miscellaneous engineering expenses, should be
included in the amount to be allocated is well-taken and will ke
adopted. Equally acceptable to us is DRA’s position that Account
643-General Marketing and Sales Administration expense is properly
includable in the amount to be allocated. In accordance with the
above discussion, the corporﬁte oversight‘allocation’adjﬁstment,

which we adopt as reasonable, is $2,271,000 computed using our ‘/(
adopted allocable General Office Salaries and Expenses and General
Marketing and Sales Administration expenses as set forth below:
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General Office Salaries and
Expenses (GOSE):
Executive
Accounting
Other GOSE

Total

General Marketing and Sales
Administration (GMSA)
Total GOSE and GMSA

Portion of Acc. 665,
Engineering Exp.

Less:

Total Allocable Expenses

Multiplied by 3-Factor Allocator
Total Allocated Corporate Oversight

Less: Corxporate Oversight Actually

Billed (excluding GTESC)
Estimate: Actual 1986
Billed Amount

Multiplied by 1987 Labor
Inflation Factor - 1.788%

Multiplied by 1988 Labor
Inflation Factor - 2.542%

Corporate Oversight Allocation Adj.

$ 1,311,000 v
10,995,000

84,382,000 /
210,427,000 ¥

73,746,000 \/

2,426,240 V'

S 149,183

151,850

2,270,530

I

(Red Figure)

4. Ixansfer Costing

Tean noted that General currently provides the following

services to GTEL on a demand basis:
customer

testing.

legal, accounting, graphics,

representative, secur;ty, land and building eng;neer, and‘
During phase two of Pacific’s A.85-01-034, DRA

recommended that services from Pacific to its affiliates be pr;ced
at the higher of fully loaded cost plus 10% markup or market przce,
DRA further recommended that Pacific conduct a market pricing study
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to determine market rates for the services it provides to its

affiliates. Pacific concurred and is currently conducting such a

study. In this matter, DRA recommends that if General plans to

and/or is allowed to provide “on demand” services to GTEL, it be

ordered to conduct and submit within six months of the decision a

market-based pricing study to determine market rates for services

it provides to its affiliates. DRA further recommends that until

the study is complete, sexvices provided by General to GTEL be

priced at fully loaded cost including return on investment and a

10% markup.
General’s rebuttal witness Murphy testified that the

transfer pricing methodology by which General bills GTEL is based

on fully allocated cost plus a return on investment and a 10%

markup is therefore not appropriate. He further testified that

DRA’s recommended study for market rates for services would be of

little value because it would continually have to be updated to

reflect market conditions resulting in increased costs to General,

would be a source of constant dispute between General and DRA, and o

would be expensive to monitor. 'We note that we have adopted the V/( -

10% markup previously for Pacific in D.86-01-026 and we perceive no. | -

need to depart from this plan for General. We agree with and adopt-

as reasonable DRA‘s recommendation that General conduct a market- -

based pricing study to determine market rates for services it

provides to GTEL. The order that follows will provide for such a

study to be completed within six months from the effective date of

the decision and that until such a study issues, General continue

to bill GTEL at its fully allocated costs including return on R

investment, plus a 10% markup. "b/’ wﬁ;
As was recommended by DRA in Phase 2 of the Pacific Bell .

rate case, Team is recommending that GTEL pay General 5% of its

gross revenue to reimburse General for the value of intangible,
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ungquantifiable benefits GTEL receives from its affiliation with
General. |

According to Team, the benefits GTEL receives as a result
of its affiliation with General include:

1. Increased revenue stream.

2. Use of General’s name, reputation, and
heritage.

3. General’s guarantee of GTEL’S operations.

4. Access to technical and personnel resources
of General.

, According to witness McCrary, GTEL is currently
providing, through its Phone Mart Stores and its Direct Marketing
Center, General’s Custom Calling Services, increasing GTEL’s
business and giving the impression that General and GTEL are one
and the same. Further, according to this witness, when a customer
enters a General customer service center, the customer can look
through a catalog of GTEL products and use the ring down line to-
order CPE from GTEL. This service provides GTEL with a distinct
advantage over other CPE vendors and further enhances GTEL’S image
as the ”telephone company”. Also, General’s name, reputation, and
heritage have value to GTEL in that GTEL’S customers are familiar
with and prefer to do business with the “phone company”.

A prime example of GTEL’S use of its association with
General can be seen in a recent brochure distributed by GTEL. The
brochure, developed to define and project an image which
personifies GTEL’S capabilities and differentiation within GTEL’s
marketplaces, uses General’s affiliation to promote the GTEL name
and service quality. The brochure exemplifies their experience by
stating tbat General has been serving California for more than 55
years. The brochure states “we’re the one~source solution offering
both product and service...we’re two separate companies, yet we
share the same heritage and experience” and “we evolved
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specifically to combine the clout of a large company with the
responsiveness of a small cne.”

“ Another benefit of GTEL’s association with General is
guarantee by General of GTEL’s performance and obligations. Such
gquarantees allow GTEL to enter agreements‘and obligations that it
may not have otherwise been able to enter and expand business
operations at a pace faster than other small companies. In
addition, GTEL benefits from General’s telecommunications
expertise, the availdbilitylof General’s personnel on a loan and/or

transfer basis, and its ability to draw cash from General at an
‘attractive rate. , . ' '

In his rebuttal testimony, witness Murphy testified that:

1. GTEL is closely identified with the “phone
‘company” whether or not it chooses to
promote their relationship.

The Phone Mart is a valuable resource for
General in maintaining the revenue growth
from the sale of custom calling features.

The additional revenue generated from the
sale of custom calling services and
increased traffic in the GTE Phone Marxts do
not support the proposed affiliate
payments.

The one-time transaction fee paid by
General to GTEL for each successful sale of
custonm calling service is $4.82 as compared
to the average revenue generated for
General per custom calling feature of
$105.56 during the average life of that
service.

GTEL came into being as a result of our directives. The
purpose of ordering the formation of a separate and independent
subsidiary was to ensure that General’s unregulated CPE marketing
endeavor is not subsidized by ratepayers. We addressed DRA’s
affiliate payment proposal in Pacific Bell’s A.85-01=034. In
D.87-12-067, we stated: :
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7(w)e simply are not persuaded that DRA’S
recommendation for a $ percent across-the-board
royalty should be adopted. We do not agree
that a subctantial flow of intangible benefits
exists which jeopardizes ratepayer interests;
instead, we prefer to rely upon tangible
measures to value and compensate for tangible
flows of resources or other benefits from
utility to affiliate which have an identifiable
effect on ratepayers.” (Mimeo. p. 276.)

#119. The evidence did not support the '
allegation that there is a flow of intangibles
between the regqulated utility and the holding
company affiliates adversely affecting
ratepayers that cannot be adequately remedied
via pricing mechanisms and other adopted
Commission requirements.” (Mimeo. p. 315.)

Similarly, in this matter, we find an affiliate payment
inappropriate and will not adopt DRA’s recommendation with respect
to payment of the value of intangible, unquantifiable benefits GTEL
receives from its affiliation with General.
6. Sumpary of Adjustments
The following tabulation summarizes DRA’/s recommended
GTEL adjustments, together with our adopted results:
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ixen
Directory Advertising Adjustmentﬁl $ 1,507,000
Sell One More Adjustmentﬁl 129,000
1985 to 1987 Referral Adjustmentd/ 2,670,000
1988 Referral Adjustment 3,123,000
Corporate Oversight Adjustment 4,900,000
Affiliate Payment Adjustment 5,966,000

Total Reduction to 1988 Revenue
Requirements $18,295,000

DRA Recommended
—Adjustment

Adopted

$ 687,000

0

0

3,123,000
2,271,000 v~

_0

s6,081,000 1~ .

a/ Anmounts equal one-year amortization plus an interest
factor. Total adjustment amortized over a three-year

period.
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V. Results of Operations

A. Gepexal

Complete results of operations and exhibits were
presented by General and DRA. Substantial differences exist in
practically all categories of revenue, expense, and rate base
items.

The results of operations data for General as a whole was
presented. by its budget director, L. G. Manion, and for the
California intrastate operations by its business relations manager-
intercompany revenues, Lida C. Tong. The DRA presentations were
made by various subsequently identified staff members. Rebuttal
testimony was presented on behalf of General as subsecquently
discussed. - i

The basic principles and procedures for separating the
costs of telephone operations related to interstate and intrastate
services are prescribed by Part 67 of the Federal Communications
Commission (FCC) Rules and Requlations. These procedures are
contained in the February 1971 NARUC (National Association of
Regulatory Utility Commission)--FCC Separations Manual. The
Separations Manual was amended in 1982 to provide an interim
measure of controlling growth in the interstate Subseriber Plant.
Factor (SPF) and for removing Customer Premise Equipment (CPE) from
the separations process. In April 1984, the FCC adopted an amended
Separations Manual that included the use of a ~frozen” SPF- through
1985 and then beginning on January 1, 1986, an 8-year transition
frox the frozen SPF to a 25% interstate allocator. The manual was
further amended in 1986 to include the permanent separations
treatnent of Account 645-Commercial Expenses and the direct
assignment of interstate closed end Wide Area Telephone System
(WATS) line costs.

In 1985, this Commission ordered that the frozen
intrastate interlLATA SPF factor be moved over a 6~year period to a
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Subscriber Line Usage (SLU) factor and that effective January 1,
1987 all telephone utilities directly assign the intrastate
interIATA closed end WATS line costs. Finally, by D.87~12-067,
dated December 22, 1987, this Commission adopted the gradual
transition from intralATA SPF to SLU, and for a flash cut intralATA
direct assignment of WATS line costs so that they will coincide
with the interLATA SPF to SLU transition.
B. Inflation Factors
1. Gepexral , ‘
Testimony on labor inflation factors was presented by
Public Utilities Regulatory Analyst II Mark R. Loy and on nonlabor
, escalation rates by Research Program Sﬁecialist Thomas M. Renaghan.
fhese factors were used by various DRA members in the preparation
of their expense and rate base estimates and account for-a major
portion of the differentials between General’s and DRA’s estinmates.
Rebuttal testimony to lLoy’s presentation was presented by
General’s employee relations director, Charles A. Green, and by
compensation and organization planning manager, James Wainscott.
'Rebuttal testimony to Renaghan’s testimony was presented by
General’s senior economist, Luigi F. Pinna.
2. Iabox Inflation Factors

. The labor inflation factors used by DRA reflect March 5,
1983 and March S, 1986 wage agreements between the Communications
workers of America (CWA) and General, and-inc;ude all bonus, hérit,
and incentive compensation awarded on a companywide basis. DRA
recommonds the union contract rates also be applied to mnnagcment
compensation levels. General is recommending increases of almost
twice the union employees’ agreement for management employees under
its Executive Incentive Plan and Unit Incentive Plan. A
quantitative comparison of these two proposals is as follows:
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Managenent Nonmanagenment
MMM_M
Stalf General General Staff Geperal Staff Genexal

1985 NA NA 1.000 1.000 NA NA 1.000 1.000
1986 5.42% 4.5% 1.054 1.045 5.42% 8.0% 1.054 1.080
1987 1.15% 5.0% 1.066  1.097 1.15% 1.0% 1.066 1.091
1988 2.01% 5.0% 1.088 x.152 2.01% 2.0% 1.088 1.113

Weighting the above factors in accordance with the number
of nmanagement and nonmanagement employees results in the following
labor inflation factors for the utility as a whole:

1985 1.0000 1.0000 1.000

1986 1.0542 1.0718 0.984

1987 1.0663 1.0925 0.976
1088 1.0877 l.1226 0.969

According to the ‘record, the DRA -auditors have established the
integrity and accuracy of General’s 1985 standard labor rates for
.determining the 1985 payroll. However, according to DRA testimony,

the projected 1986 and 1987 standard laboxr rates were not developed
‘directly from the annual percent changes, resulting in the 1587
over 1985 inflation being overstated by'2.3%.

General’s rebuttal witness Green testified that DRA’s
inflation factor was understated in two respects as follows:

1. DRA’s labor inflation factor was based on
wage levels at the top of the wage
progression steps and ignored the wage
progression increases of the 11% of
aemployees who had not reached the top of
the range. Factoring these progression
increases into the total results in a
weighted wage escalation factor of 1.1273
rather than the 1.0877 factor computed at
the top of the wage progression levels.

Increased contributions by General for
changes and increased participation in its
savings and investment plans. Under these
plans, General will match one-half of an
employee’s contributions up to a maximum
company contribution of 3% of the
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empleyee’s total annual cash compensation.
According to the record, the projected :
increase in General’s matching contribution
is approx;mately $1.1 million or the
equivalent of a 1.27% increase in
compensation if the $1.1 million were
distributed across the board to all hourly
employees. Combining the above two factors
results in a compounded labor inflation
factor of 1.13 rather than the 1..0877
amount projected by DRA.
while the testinony presented by General does not appear
unreascnable or illegical, it is noted that its own labor inflation
factor foxr hourly workers is 1.113 or almost 0.02 less than the
above—derxved factor of 1.13. Under these circumstances, we will
adopt 1.113 as reasonable for the labor inflation factor for houxrly
oxr nonmanagement employees. - -t A
Accordzng to the record, General’s recommendat;on for
managenent personnel increases is based on projections from five
nationwide surveys. However, DRA cannot find any quantifiable link
or canse-eftect relationship between any of the survey’s
projections and General’s actual proposed management pay increases
and notes that, for 1986, the same surveys called for a 6%
management increase as contrasted to the 4.25% General actually
granted. Furthermore, DRA analyzed the recorded data from 1978 %o
1985, reviewed General’s Executive Incentive Plan, perused the
suxveys that the Hay Management Consultants conducted for the GTE
Telops, and concluded that there is no quantifiable basis for
making separate recommendations for nonmanagement and management
employees. Witness Loy further testi:iedvtha; compensatory
differentials between management and nonmanagement should not be
authorized until a clear basis for such pay discrimination can he
explained reasonably and can be verified quantitatively.
Rebuttal witnesses Green and Wainscott both addressed the
compensation increases that should be permitted management

personnel. These witnesses differentisted management compensation
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from hourly wage rates on the basis that hourly wage rates are
arrived at through the process of collective bargaining with salary
levels as only one of the components of the agreed upon package,
whereas management compensation is determined through a survey
process comparing similar jobs within General’s labor markets.
According to the testimony of witness Wainscott, General’s
management salaries have increased by 4.25% during the period '
July 1, 1986 to June 30, 1987, and are expected to increase by
another 4.20 to 4.30% by mid-year 1988. This witness further
testified that performance generated merit increases for managenent
employees are basically determined by-supply-and-demand factors '
within the marketplace and will rise or fall depending upon how
much or how little companies must pay to attract and retain '
_managerial talent. :

We are persuaded of the validity of General’s position
that management and nonmanagement compensation levels be determined
independently. However, the testimony presented by General does
not support the 5% factor used in General’s estimates. We will
therefore adopt an inflation factor of 4.2% for 1987 and 4.2% for
1988. Weighting these factors in accordance with the number of
management and nonmanagement employees yields the following adopted
results:

Annualized
Xear Nonmapnagement = Management —Weighted — gompounded

NA 1.000
7.138 1.071
1.788 1.090
2.542 1.118
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3. Nenlabox Escalation Factors
The following tabulation compares the nonlabor escalation
factors used by DRA and General:
—Rexcent chande . —Sompound_____
Xeax . RRA senexal DEA genexal

1986 2.4702% 5.50% 1.02470 1.0550

1987 2.5338 7.40 1.05067 1.1331

1s88 3.7470 8.30 1.09003 1.2271

From the record, it appears that both DRA and General
developed a nonlabor escalation specific to General based upon
weighting specific price indices with General’s actual 1985 .
nonlabor expenses. The nonlabor expense was divided into
functional groups in accordance with the FCC System of Accounts.
‘'Each functional group was subdivided into detailed cost components.
A price index was assigned to each detailed cost component within
each functional group. The detailed cost components are weighted
in accordance with the ratic of the cost component to the
functional group cost and the functional groups are weighted as a
percent of each functional group total to the total 1985 nonlakor
dollars. The detailed cost element weights and the functional
group weights are coupled with forecasts of the price indexes to
arrive at the final nonlabor escalation rates. According to the
testimony of DRA witness Renaghan, his numbers and those derived by
General differ because he used a more recent forecast for the price
indexes from Data Resources Institute (DRI) and the University of
California at Los Angeles. We will adopt as reasonable DRA’S
nonlabor escalation factors based on more recent data.
C. compensation Xevels

1. Geperal

Testimony on compensation levels of General for the test
year 1988 was presented by Public Utilities Regulatory Specialist
II Michael D. McNamara and on labor productivity adjustment for
attrition years 1989 and 1990 by Regulatory Specialist Maurice F.
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Crommie. Rebuttal testimony on behalf of General was presented by
a vice president of'Hay Management cOnsultanté, Michael F. Spratt,
Ph.D., by General’s Compensation and Organization Planning Manager,
James Wainscott, and by General’s Employee Relations Directer,
Charles A. Green. ,

2. 1988 _Tapk Yeax.Compsnpation Javals

DRA witness McNamara testified that the wages paid by
General exceed the average wages paid in relevant labor markets in
which General competes for labor services by 7% or $63 millien.
This figure was revised downward to 5.04% ox $47.7 million and
further revised downward to 3.65% or $34.3 million. It is DRA’S
recommendation that this amount be disallowed for ratemaking
purposes for the 1988 test year. This recommended expenditure
disallowance of $34.3 million is further segregated to $26.2
million to expenses and $8.1 million to construction.

This adjustment is to be in addition to any adjustments
advocated by other members of DRA. According to the record,
General’s employees are grouped into four categories: (a)
Executive; (b) Management, Professional, and Technical (MPT):

(¢) Physical; and (d) Clerical.

Cash compensation levels for selected positions wmthxn
each group were compared to levels for essentially the same
position in the appropriate labor markets for each employee
category. The results for each position were weighted by the
number of employees in each position to arrive at the aggregate
comparison of compensation within each category'or enployees at
General. -

According to the record, in arrxiving at its conclusions,
DRA used both public and private survey data, established position
groups by geographic areas, adjusted data for company size when
selecting levels for compensation;‘and used independently developed
and/or already-established matches of positions within surveys. A
data base was assembled conta;ning the information provided by
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General linked to each of its nearly 900 positions. For eack
position, a record included, for example, the population in each
position, the coding by functiocnal area, the wage/salary schedule,
the title, and the salary. The General data base was then divided
into populations by employee group described above and tested for
internal consistency, e.g. whether the distribution of compensation
by position was essentially normal.

Numerous surveys were employed as rcllow5'

1. Bureau of Labor Statistics (BLS) Area Wage
surxvey, los Angeles-Long Beach Metropolztan
Axea, October 1986 . _

BLS National Survey of Professional,
Administrative, Technical, and Clerical
Pay, March 1986 - Bulletin 2271

Hay Group, Inc. 1985 Survey of California
and Nevada Nonexempt Wage and Supplemental
Conmpensation

A.S. Hansen cOmpensation Survey 1986

Towers, Perrin, Foster and Crosby = TPF&C
National Survey of Executive Compensation

From its review of the above surveys, DRA concluded that
the MPT population is compensated at a population weighted level of
0.75% above market: that the physical population is compensated at
a population weighted level of 5.19% above market; that the
clerical population is compensated at a population weighted level
of 4.73% above market; and that the executive population is
compensated at a population weighted level of 0.87% bhelow market
levels.

General’s rebuttal witness M. F. Spratt addressed the
survey analysis methodology of DRA witness McNamara. According to
his testimony, McNamara made an inferential leap from a sample of
General’s work force in comparison with the sample of the relevant
marketplace to General’s entire work force in comparison with the
entire marketplace. Further, such inferential leaps must be made




A.87-01-002, X.87=-02-025 ALJ/NRJ/ek/jt

on the basis of random samples to be able to reliadbly estimate the
sampling or standard error within desired confidence level
intervals. According to this witness, since DRA’s samples were not
drawn on a random basis, generalizing beyond the samples is
statistically inappropriate because it was done with an unknown
degree of error. , o

With respect to nonsampling errors, Spratt testified

that:

1. The method used by McNamara in selecting
the survey value when more than one value
was present systematically biased the data
toward the nmost recently conducted survey:

Based upon the techniques employed by
McNamara, the quality of the matching
process, particularly for the data for
professional, administrative, technical,
and clerical (PATC) positions, cannot be
determined; .
There are apparent arithmetic errors in the
data that have had'a profound impact on the
overall estimates of overpayments; and

The data drawn from different survey
sources exhibit a high degree of
dispersion.

Based on the above sampling and nonsampling errors,
Spratt alleges that it is statistically and methodologically
inappropriate to draw any conclusions regarding the quantitative
relationships between General’s total work force pay practices and
its relevant marketplace.

General’s rebuttal witness Wainscott testified that:

1. The surveys used by McNamara, i.e. the BLS
surveys, the Hansen survey, and the Hay
survey, do not accurately address the labor
garket from which General attracts its work

orce.

The hourly work force consists of
approximately 80% of employees in positions
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unicue to the telecommunication industry
that is highly trained.

The remaining 20% of the hourly work force
is generally recruited from a labor narket
in competition with large, high-paying
conpanies.

Approximately 80-85% of management
enmployees are in telecommunication-oriented
jobs and, therefore, the labor market for
these employees is generally restricted to
other large telecommunication companies.

The remaining 15=20% of the management work
force represents professional and
semiprofessional jobs, many of which .
require a unique field of specialization or
level of technical depth that is not
comnonly found within small to medium=-sized
organizations.

There is no single labor market that
accurately reflects the value of jobs
within all of General‘’s employee population
sequents. '

Each year, General participates in
aggroximately_zo-zs surveys covering
different markets and jobs, conducts 5-10
informal telephone surveys, and conducts
one formal survey.

The March 1986 issue of the PATC suxrvey
indicated that relative salary levels are
generally highest in mining and public
utilities.

Only 7% of the companies included in the
Hansen survey represented transportation,
public utilities, and mining companies.

McNamara’s method of aging the Hansen data
resulted in understating the wages in the
actual management labor market for Hansen
matches by 0.85%.

McNamara’s methods of aging the PATC and
Hay Pac Bell surveys would not be used by
compensation professionals.
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National data in the PATC survey understate
wages in Californmia.

General conducted a survey of 25 middle
management jobs which indicated that
General is compensating its employees a
weighted average of 1.72% below the pay
levels of 19 participating large companies.

Oon a weighted basis, General’s salaries are
4.82% below those of other Califormia
utilities.

15. A midpoint comparison shows General’s
salaries are an average of 4.77% below
Pacific’s.

‘In its brief, CWA argues that:

1. Since compensation levels were properl&
negotiated, McNamara’s report should be
disregarded:

a. Impliecit in the recommended allowance
is the assertion that negotiated wage
levels were excessive yet McNamara made
no f£inding that General engaged in bad
ﬁ:ith or lmprudent bargaingng with the

on.

It is anomalous that McNamara would
f£ind excessive the very wage rates
which he conceded flowed from prudent
bargaining. ,

The fact that one DRA witness (Loy)
recommends adoption of the union’s pay
increases while another (McNamara) rejects
the same suggests the wisdom of the
historical posture whereby this Commission
exercises gself-restraint in the area of
employee compensation and labor relations.

McNamara’s conclusions are flawed due to
reliance on overinclusive benchmark
surveys.

a. Hay survey covered both union-
represented and unrepresented firms.
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Surveys cannot be said to depict the
labor market from which General
attracts its work force because 80% of
General’s employees accept positions
unique to the telecommunications
industry.

To extract wages, as one isolated factor,

from the collective bargaining agreement

and compare it to wages in a cohort of

nonunion firms fails teo credit the union-

represented firm with the many advantages

' to productivity, work foxce morale, and

efficiency of operation which often attend

the unjon-represented setting.

Accordingly, McNamara’s. concluszons cannot

be accepted.
It is obvious from the record that comparison of the
- compensation levels of General’s work force is very dependent on
the application of informed judgment to appropriate data and on the
selection of survey data which will accurately reflect the
compensation levels paid by General with the relevant job market.
It is noted that DRA’s findings of the alleged overcompensation of
General’s work force varied widely during the course of the

- hearings as indicated by the following tabulation:
Exhibit 143 Exhikit 144

I3
EJ.J '! :zs

Mapagement

MPT .
Executive

Management Total

Physical
Clerical

5.5% Above
0.87% Below
5.4% Above

8.6% Above
6.4% Above

5.5% Above
0.87% Below
5.42% Above

3.90% Above
6.40% Above
5.04% Above

0.75% Above
0.87% Below
0.73% Above

5.19% Above
4.73% Adove

Nonmanagement Total 7.0% Above
General Total 7.0% Abovg

3.65% Above
3.65% Above

Such variations do little to assure us of the validity of
DRA‘S showing. In addition, it is difficult to ignore General’s
evidence with respect to the weighted compensation paid by General
being 4.82% below the level paid by Southern California utilities
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and the midpoint of General’s salary ranges being on the average
4.77% below similar salary ranges of Pacific. Consequently, after
careful consideration, we believe General has carried its burden of
proof on this issue, and we will not adopt DRA’s recommendations
relating to a disallowance of alleged wage overpayments f£or
ratemaking purposes.

3. Labor Productivity Adjustment for

Attxition Yeaxs 1989 and 1990

Testimony on the labor productivity adjustment for
attrition years 1989 and 1990 was presented by regulatory
specialist Maurice F. Crommie. Rebuttal testimony was presented by
General’s rebuttal witness Charles A. Green. Based on the
aggregate findings of staff witness,presénted in this proceeding,
DRA recommends the adoption of a constant base labor productivity
factor as measured by access lines per employee of 5% for each of
the attrition years 1989 and 1990. The recommendation is coupled
with an incentive plan allocating 50% of the actual productivity
gains in excess of 5% to General’s ratepayers, 25% to General‘’s
stockholders, and 25% to General’s employees. In the event this
Commission declines to adopt the above proposal, DRA recommends as
an alternative a constant 7% labor productivity factor for the
attrition years 1989 and 1990 with all productivities gains in
excess of 7% going to General’s stockholders.

According to the DRA witness, the labor productivity
gains to be used as an input to the labor adjustment for the
attrition years 1989 and 1990 is in accordance with this
Commission’s D.85-03-042 dated March 6, 1985,>which specifies that
changes in productivity should be included in the calculations of
attrition year labor component. According to the record, access
lines per employee (ALPE) is an indicator that is commonly used in
the telecommunications industry to measure productivity. According -

to the record, several technological and organizational changes are

suggested by both General and DRA to improve labor productivity
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including the implementation of a universal operator position
system to combine toll, directory assistanée, and intercept
services in the one work station, computergraphics and automated
denign equipment, and orxganlistiona) streamlining and other changes
as described in the “Winning Connection” program and in the
March 4, 1987 announcement of General’s President David Anderson
implementing this new strategy. '

General objects to that portion of DRA’s recommendation
which proposes that 25% of the productivity savings in excess of 53
be allocated to employees, both hourly and management, who are
identified by a committee of hourly and management employees as the
persons responsible for the labor productivity gains. According to
the testimony of rebuttal witngss Green, the establishment of
compensation plans has historically been a management prerogative.‘
Further, according to his testimony, the DRA’s plan will require
this Commission to insert itself in the place of General’s
management in the establishment of employee compensation level.
Furthermore, -according to his testimony, the proposal appears to be
. inconsistent with the recommendation of DRA witness McNamara
reqarding General’s compensation levels. According to his further
testimony, should the Commission adopt witneSs‘thamara's
recommendations that General’s current compensation levels are too
high and make a ratemaking adjustment to bring them down to so-
called average level, additional bonus payments would sinmply be
converted to larger ratemaking adjustment. Therefore, according to
the further testimony of witness Green, General would in effect be
penalized further for paying bonuses because the bonnses only
increases the alleged difference between cash compensation levels
and those paid the ~“average” firm in the markets in which General
operates.

In its brief, CWA opposes DRA’s position, stating:

1. Bonuses are a form of compensation and
compensation is a basic term negotiated in
a collective-bargaining agreement.
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Imposition of an incentive program would
represent an unprecedented intrusion of the
Commission into bargaining matters.

The Naticonal Labor Relations Act was
intended to govern the negotiating process
by which wages are set for private union-
represented employees and state requlation
concerning conduct that the U.S. Congress
intended to be unrequlated is preempted by
federal labor law.

with the modest wage increases seen in
recent years, bonuses being given to select

employees are inappropriate ways to reward
work with compensation. :

The incentive plan is unworkable because:
(a) it inherently contradicts the thrust of
McNamara’s testimony that General employees
are overpaid and (b) to single ocut access
lines per employee as the productivity
measure for awarding bonuses is arbitrary
and unfair.

General’s and CWA’s position'relative to the allocation
of 25% of the efficiency savings to General’s work foxrce appears to ”
be well taken. Furthermore, we can foresee great difficulty in
equitably allocating such savings to employees in a fair,
equitable, and unbiased manner. Consequently we will adopt
General’s and CWA’s position and not allocate efficiency savings to -
General’s work force. However, the record fully supports a 5%
productivity factor bhased on the ranges included in the testimony
(4% presented by GTEC to 16% by DRA), and the testinony of DRA’s
witness that a 5%-7% range is a realistic assessment of
productivity gains to be expected in the future. Thus, we will
adopt a 5% productivity factor Zor computation of the attrition
year labor adjustments for 1989 and 1990. Savings resulting from
efficiency in excess of the 5% productivity factor will be shared
equally between the ratepayers and General. Since the actual
productivity savings for the attrition year will not be known until
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after the end of the attrition year, we will direct General to file
its actual realized productivity factor with the Commission
Advisory and Compliance Division (CACD) for review on or before
January 31 of the following year. If the actual realized
productivity factor is greater than 5%, General should file an
advice letter to flow-through the ratepayers’ share of savings at
the time it files its productivity factor.

D. £ A AS oL G Imene

The Audit Team (Team) of the DRA Telecommunications Audit

Branch reviewad General’s books and recoxds covering the period
from December 1, 1983 (the cutoff date of the last audit) to
December 31, 1986. As the result of Team’s audit of General’s
books and records, Team recommended a number of adjustments to
recorded and/or estimated data. The DRA witnesses incorporated
these recommended adjustments into their test year results of
operations estimates. .

' 2. Plant Related Items

- Financial Examiner IXII Seaneen McCarthy recommended the

following plant adjustments to recorded 1985 and 1986;data:

19825 A986
(Millions of Dollars)

Olympic Plant Reclassification $3.8

Vacant Parcels ' $ 1.8

Competitive Bid Cost Overruns , 49.5

According to the testimony of this witness, General

constructed $4.9 million of special utility plant to accommodate
the 1984 Olympics. In accordance with D.84-07-108, General placed
the Olympics plant below the line (BTL) on the basis that the
Commission reasoned that the Olympics plant was not beneficial to
ratepayers. At the conclusion of the Olympics, General decided to
bring all Olympics plant that was either to be retired or to be
reused back above the line (ATL) as plant in service. This
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amounted to $4.2 million of which $3.8 million was to ke retired
and $0.4 million was to be reused. 'The plant was retired over the
period from March 1985 to December 1986. Each item remained in
telephone plant in service until its retirement. Team recommends
that, to be consistent with past decisions and our ratemaking
policy, the $3.8 million in Olympics plant be retired BTL for
ratemaking and accounting purposes. This position is well taken
and will be adopted.’

According to the testimony of witness McCarthy, included
in Account 100.1-Telephone Plant In Service as of December 1986
were vacant parcels of land and unused buildings with a gross book
value of $1.8 million that are not currently in use and for which
General has no current usage plans. It is therefore Team’s
recommendation that the $1.8 million and related depreciation
reserve from the buildings be reclassified from telephone plant in
sexvice to miscellaneous physical property and be excluded from
rate base as not used and‘ﬁseful.ﬁ However, a review of the record
reveals that the vacant parcels of land and unused buildings
consist of portions of central offices that are unoccupied as a

.result of General’s replacement of electromechanical switches with

electronic switches requiring less space. Specifically the
unoccupied percentages of the buildings were 23% for La Puente, 13%
for West Los Angeles, and 44% for Long Beach. The primary use of
the buildings, namely the housing of central office switching gear,
is unchanged as a result of the replacement of electromechanical
switching gear. COhsaquently we 2ind the recommended adjustuent
inappropriate and will not adopt it. '

’ 'During an analysis of telephone plant DRA witness
McCarthy noted that the actual cost of switches as set forth in
work order cost detail exceeded the “not to exceed” price (NTEP) at
a number of locations. According to the testimony of this witness,
these overruns consist of those amounts charged to Account 209-
Digital Stored Program Control Switch Equipment and were larger in




A.87-01-002, 1.87-02-025 ALJ/NRI/ek/3t

the work order cost detail than in the NTEP. The total cost
overrun for all projects in the competitive bid price program,
rounds 1 through 4, to January 1987 was $25.1 million for
installation and $24.4 million for material. It is therefore
Team’s recommendation that we disallow the $49.5 million of cost
overruns because of General’s inability to stay within the budget
limit set by itself.

Rebuttal testimony on bebalf of General submitted by the
Director, Telecommunications Regulatory and Advisory Services of
Coopers & Lybrand, C. O. Thorsen, indicated that the DRA comparison
should have been based on the final rather than the original NTEP
price. Such a comparison would have shown no cost overrun fox
materials. We are persuaded that the final NTEP and not the
original NTEP should be used for comparison purposes and,
consequently, will not adopt DRA‘s recommendation with respect to
the $24.4 nmillion material overrun. With respect to the $25.1
million labor adjustment, it is DRA’s position that General’s work
force incurred costs of that amount greater than what would have
been incurred had the CO vendor performed the installation.
According to the rebuttal testimony, of witness Thorsen, the
vendor’s labor costs were calculated by (a) for closed work orders
in Rounds 1,2, and 3 the vendor’s estimates of original NTEP
installation costs were used as a base, (b) the labor costs
estimates were adjusted for activity performed by General in
advance of switch installation, for forecast changes and change
oxders that occur subsequent to issuance of purchase order and for
General’s supervision and monitoring work, and (c) calculating the
cost by switch location. General‘s actual labor costs were based
on information contained in General’s work order detail. The
results of this study indicated that General’s actual labor cost
for installation of COSE was 2.241 times that of the vendor for
Rounds 1, 2, and 3. The application of this factor to Rounds 1
through 4 indicated General’s costs to be $7.9 million greater than
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vendor’s costs. Under these circumstances, we will adopt a labor
overrun disallowance of $7.9 million.
3. cCorporxate Headquarters Move

In December 1984, General accrued $30,470,000 to various
expense accounts for the cost it would be incurring relative to the
move of its headquartexs from Santa Monica to Thousand Oaks. This
accrual represents employee household moves, employee bus
transportation between Santa Monica and Thousand Oaks for one year
after the move, and office moves. The cost was spread to specific
expense accounts based on percentage head counts by responsibdility
center (RC) to total head count relocating. The counter entry to
Account 174-Deferred Credits totaled $32 million, including
$1,530,000 of cost related to GTEL‘S move to Thousand-Oaks. Since
these costs are of such a material and unusual nature, according.to
DRA witness McCarthy, it is her recommendation that, for ratemaking
purposes, the accrued expense amounts of $30.47 million and
deferred credit amount of $32 million be excluded fxom recorded
data for trending purposes. This position is well taken and will
be adopted by our inclusion of consideration of its impact on the
trending of the capital account by the appropriate DRA witness. It
should be noted, however, that such costs are an integral part of
the move of headquarters from Santa Monica to Thousand'Oaks'and,'
therefore, should be considered as an offset against capital sales
gains resulting from such relocation of headquarters.

In connection with the relocation of the headquarters
building, numerous improvements were perrorned prior to moving in.
The costs of these improvements totaled $1,074,000 in 1985 and
$300,000 in 1986 and were booked to Account 606-Repair of Building
and Grounds. Acceording to DRA witness McCarthy, the nmagnitude of
the work performed does not constitute recurring repairs to a
building and such costs were incurred only to make the new building
ready for occupancy. Since such expenses would not be incurred in
the normal course of routine operations, DRA recommended
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elimination of the total expense of $1,374,000 from Account 606 for
ratemaking purposes. We recognize the merits of DRA’s ratemaking
arguments, and it remains our peolicy not to recognize infrequent
and unusual costs for ratemaking purposes. However, in this
instance the costs incurred (e.g. rearrangement and relocation of
air conditioning equipment, installation of room partitions, etc.)
were reasonably incurred to make its new office space habitable.
In the circumstances we will permit amortization of these recorded
costs to Account 606 over a three~year period. We expect the
Account 606 records to be maintained so that this amortization does
not impact the trending of Account 606 in future years.

As a part of the purchase of land and buildings in
Thousand Oaks, General acquired a parcel of land across the street
from One GTE Place for the purpose of building another office--the
Lakeview building. The cost of this land includes $905,782 of
interest during construction (IDC). In accordance with past
Commission policy, it is DRA’Ss recommendation that the Commission
not allow IDC on land for ratemaking purposes. We agree and will
disallow this amount.

4. Undexground Storage Tanks .

During 1983, legislation was enacted requiring all owners
of underground storage tanks that store hazardous substance to
register with the State Water Resources Control Board by July 1,
1984 and requiring all owners to acquire a permit from the local
authorizing agency. The California Underground Storage Tank
Requlations, adopted 1985, cover the permitting and monitoring of
underground tanks and the reporting of leaks. General incurred
costs of $1,587,000 in 1985 and $1,946,000 in 1986 related to the
cleanup of toxic waste} specifically the leakage of fuel from 37
storage tanks. In addition, $1,702,000 was charged to Account 171-
Depreciation Reserve. According to the testimony of staff witness
MeCarthy, until legislation went into effect forcing General to ‘
identify or monitor its storage tanks, the company was negligent in . |
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performing its duty as owners of potentially lethal substances.
General has admitted in intercompany memoranda and data responses
to allowing its fuel storage tanks to deteriorate because of its
own negligence. For these reasons, Team recommends disallowing all
costs associated with the cleanup of toxic waste leaks which total
$3,533,000 of expenses and $1,702,000 in depreciation reserve plus’
any future costs that General may incur in cleaning up leaks of
toxic waste.

. General’s rebuttal testimony on this matter presented by
its Research Conservation Manager Marti Schmidt indicated that:

1. GTE Telops Environmental Compliance Task
Force was formed in January 1984 to study,
evaluate, and recommend comprehensive
programs for all hazaxrdous material
management and underground storage tanks.

All GTE Company subsidiaries (GTOCS) had
programs already in effect, but the task
force was given the responsibility to
evaluate and enhance these progranms.

The GTE Telops Environmental Compliance
Task Force prepared a document entitled
rUnderground Storage Tanks” which was
prepared in oxder to identify the potential
problems with underground storage tanks and
to assist in developing a program of
preventative maintenance/action rather than
reaction.

Two of the 37 tank leaks that had bheen
detected as a result of General’s plant
leak investigation program were sudden and
accidental rather than due to normal wear
and tear and would presumably be covered' by
insurance.

Leaks have been attributed to corrosion of
tank systems, pipes, etc., and leaks in
piping caused by loose fittings. Corrosion
to the tank, tank system, and pipes and the
problem of loose fittings were not,
according te this witness’s testimony, the
result of the company’s negligence.
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General has always used due care and taken
appropriate action to protect against
potential leaking tanks, but has been
limited to the extent of technological
uncertainty that has plagued tank owners
nationwide.

General had a program of leak prevention
prior to 1984 which included: (2a) prioxr to
the start of a new installation, the tank
as well as the associated piping was
pressure~tested with air in accordance with
the Uniform Fire Code to verify its
integrity:; (b) in addition to inventory
control by dip-sticking each tank
containing diesel oil, the fuel in these
tanks was filtered once a year to remove
all water, sludge, and bacterial buildup:
(¢) soluble corrosion/breakdown inhibitors
were also added to the contents of its
tanks once a year to reduce internal
corrosion; and (d) through the years as
technology and new products became .
available, General developed a standard of
putting a glypel lining on the interior of
the tank to prevent further
corrosion/breakdown of the inner tank.

By 1984, Federal and State laws had been
enacted which require containment in new
double~walled tanks (new installation) and
monitoring of the tanks (both existing and
new installations). The intent of the new
laws are: (a) Total containment when 2
leak occurs and (b) monitoring for early
leak detection.

As science and technology have improved,
past acceptable means of handling storage
and disposal are no longer acceptable.
However, the requlations concerning -
contamination and cleanup are retroactive.

It is unreasonable to expect individuals or
corporations to bear the burden of care and
concexrn priox to the time that scientific
technology is dcvclopsd‘andutuchnology is
available which addresses the potential
problems. '
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The costs of currently approved monitoring
techniques are a normal cost of doing
business. Underground tanks are necessary
for the storing of fuels because Tthey
lessen the risk of explosion and the
storage of fuels is required for General’s
business operations.

It is reasonable to believe General will
experience additional leaks in the future
and therefore the cleanup costs should be
allowed as ' a normal cost of doing business.

It is obvious from the record that, in the past, General
bas not adecquately maintained its underground storage tanks.
However, as a result of the new legislation, substantial sums were
recorded as expenses in the years 1985 and 1986 for cleanup and.
correctional measures. Nonetheless, to permit these two years’
recorded expense to be used as a basis for trending future expenses
would result in an abnormally high expense allowance for this item.
To eliminate the amount completely would result in no allowance for
future cleanup work. We are persuaded that future <leanup costs
will be incurred and such costs are a normal part of doing
business. Even DRA acknowledges in its Opening Brief (pp. 22-23)
that there is a need for a future cleanup program and that
General’s expenditures for toxic clednuplshoﬁld-be evaluated on a
case-by-case basis. Sinde,the record.supporting'General’s test
yeaxr toxic cleanup request of $2.362 million (General’s Opening
Brief, p. 50) is sparse, we have no basis for finding any specific
anount reasonable for the test year. General has not justified its‘_
$2.362 million request with reference to a specific cleanup progran
or budget. However, on a.judgment basis, and in recognition that

reasonable test year costs will be incurred, we will authorize $2.0
million for test year 1988.
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We will direct General to include a detailed plan for
investigation and program development for the test year and five
years thereafter in its next test year NOI filing. In addition, we
will order General to file a description of its current 1988-89
hazardous waste cleanup activities so that we may monitor
continuing developments in this sensitive and important area. This
report should include a site-specific accounting for cleanup funds,
a detailed work plan and schedule, and a detailed budget. We will
review this information consistent with the priority we have
expressed regarding hazardous waste cleanup in recent decisions
such as D.88-07-059. '

5. GIEL Accounts Receivable

Included in Account 118-Due from Customers and Agents are
accounts receivable and uncollectibles due from GTEL customexrs
totaling a net o£'$1,260,000-in 1985 and $9,480,000 in. 1986. These
receivables represent collections for deregulated equipment
rentals. All revenues collected fronm these receivables have been

properly booked BTL by General. In order to match the receivables
with the revenues ceollected from them, DRA recomnmends that Account

118 be reduced by these amounts and the dollars be transferred BTL
for ratemaking and accounting purposes. This recommendation
appears reasonable and will be adopted.

6. Emplovee Store '

DRA’s Financial Examiner IIX Francis Fok recommends a
ratemaking adjustment reducing General’s 1988 operating expenses by
$0.6 million equal to the estimated operating loss incurred to
maintain General’s employee store. According to this witness’s
testimony, inadequate accounting for the store operation,
inadequate management, lack of supporting information, and cross-
subsidization of General’s unregulated affiliates form the basis
for the recommended disallowance. Geheral's‘employee‘store ‘
operation opefates under the policies and guidelines established by*
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GTE Service Corporation, which provide that all employee stores of
GTE Telecoms are to be open to employees of GTE, Incorporated and
its affiliates. According to the record, GTE Service Corporation
negotiates purchases with eight manufacturers-suppliers and the
purchase price, which includes freight costs, then becomes the
selling price at the employee store. As such, there is no markup
included in the price of the goods to employees. Consequently the
costs to operate the store are experienced losses. Such operating
cost losses are estimated to be $0.55 million a year and form the
basis for the recommended disallowance of $0.6 million. Inventory
from the employee stores includes all Sylvania televisions, VCRs,
stereos, and other largé and small appliances offered for sale to
enployees of General. This inventory of appliances is booked to
Account 139-Other Deferred Charges. Ratepayers receive no
discernible benefit from the operation of the store. Consistent
with the recommendation of DRA witness Fok, DRA witness McCarthy
recomnends that Account 139 be reduced for ratémaking'and
accounting purposes by the inventory value of $253,000 for 1985 and
$449,000 for 1986. These recommendations appear reasonable and
will be adopted for the purposes of this proceeding.
7. Yoluntary Separation Incentive RPlan

DRA witness McCarthy recommends a disallowance to
expenses, plant, and depreciation reserve of $7.47 million, $1.728
million, and $32,000 in 1985 and a negative $426,000, $145,000, and
$1,000 in 1986, respectively, which represent costs incurred for
the voluntary separation incentive plan (VSIP). The VSIP provides
certain additional income to management employees who voluntarily
leave the company. The offering began on November 1), 1985 and
ended on January 10, 1986. IXn 1982, a similar plan, named a
voluntary incentive separational allowance (VISA), was offered to
reduce the management work force. During the rate case at that
time General initiated the exclusion of expenses associated with
the VISA program and in D.84-07-108 this Commission ordered General
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to exclude the capitalized portions of these costs. To be
consistent with D.84~07-108 and General’s own action in A.83=-07-002
in which both the expenses and the capitalized costs associated
with the VISA program were excluded for ratemaking purposes and to
eliminate any significant effect of unusual nonrecurring activities
on a trended test year estimates, DRA recommends the disallowance
of these expenses, plant, and depreciation reserve. DRA’s position
is well taken and will be adopted.
8. cCommercial and Marketing Expenses

DRA’s financial examiner IXX Francis Fok recommends that -
1986 recorded commercial and marketing expense be reduced by $16
million and Account 671-Operating Rent be reduced by $0.3 million.
The ratemaking adjustments to advertising expense relate to
expenditures that were unusual or of a one-time nature and those
that represented institutional advertising. One-time expenditures
are those which are not of an ongoing nature and therefore should
be excluded from any historical base utilized to project test year
estimates. Also included in the recommended adjustments are
expenses of operations that will be discontinued before the test
year. The institutionalized items excluded consist of National
Prorates (”gee...no, GTE”) of $1.1 million, ~Image” which is self-
explanatory of $4.9 million, ”Public Information~ advertising for
program consisting of such events as NFL sponsorships, sports
sponsorships, culture sponsorships, and acadenmic all-America
campaigns, for a total of $1.6 million and other sponsorships
including “NFL Sports” and ”“Indy 500 totaling $2.7 million, for a;
total institutional advertising disallowance recommended of $10.3
nmillion. The one-time programs that were recommended for
disallowance by this witness included CPE phaseout of $0.2 mlllzon,,
an inside wire deregulation maintenance program of $0.4 million,
together with associated expenses of $0.9 million and an equal
access information program of $1.7 million, for a total of $3.2
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nillion. The balance of the recommended adjustments include one-
time expenditures for phone mart operations, which will be
discontinued by 1988, consisting of operating rent of $0.3 million
and marketing and sales expense of $2.5 million.

According to witness Fok, institutional advertising is
defined as advertising which promotes the corporate image. It has
been consistently disallowed by this Commission foxr ratemaking
purposes. All the above-itemized recommended advertising
disallowances are in keeping with past Commission decisions and
policies and would be appropriate for making adjustments werxe they
to apply to the 1988 test year. However, the proposed
disallowances are to be applied to recorded 1986 data presumably
with the idea of using them as the basis for projecting 1988 test
year estimates of expense. Such a procedure would be appropriate
if it was clear that the 1988 advertising campaigns of General
would parallel the 1986 campaign. However, there is nothing in the
record supporting such a position. Under these circumstances, we
will not adopt DRA’3 recommendation relative to the disallowances
of the institutional advertising expenses totaling $10.3 million.

DRA’s recommended disallowances of the one-time prograns,
detailed above, totaling $5.7 million commercial and marketing
expense and $0.3 million‘operatihq[rent have merit since General
has not shown that they will recur during the test year. We will
adopt DRA’s recommended disallowance. '




A.87=-01-002, X.87=-02-025 ALJ/NRJ/ek/jt #*w

9. Genexal Office and Other Operating Expenses
DRA financial examiner IXX J. J. Simmons presented
testimony recommending adjustments to the general office salaries
and expense and other operating expenses as follows:

Rronosed by DRA ___A§99335L____
L2868
(Thousands of Dollars)

ixen

Employee Communications $ 551 $1,006 % 1293 $
Community Relations 995 1,472 700
Information cOmmunicatzons

Center 857 925 857

overheads 599  _470  _461
Total Public Affairs ‘ 3,00 3,874 2,311

Lobbying 322 369 322
Lobbying Support and
Monitoring 297 309 297
Telephone Assn. Membership
Dues —Rl2 —222,

Total 3,621 4,773 2,930 3,843

Rebuttal testimony on the adjustments for Employee.
Communications, Community Relations, and Information COmmunications
Center was presented on behalf of General by its Employee
Communications Manager, Don Anderson.

According to the testimony of witness Simmons, the
Employee Communications disallowance consisted of $35,000 in 1985
and $457,000 in 1986 as a result of open house events and emplovee
orientation expenses relative to moving to the new headguarters
building and should be excluded for ratemaking purpeses as "
nonrecurring and inapplicable to the test year. Further, according
to this witness, the Employee Communications' activities provide a
dual function: partly tolenhance‘the corporate image of the
company and partly to inform. Therefore, he recommends a 50%
disallowance for the remaining expenses resulting in an overall
expense disallowance of $551,000 for 1985 and $1,006,000 for 1986.
General’s witness Anderson objected to the 50% disallowance on the
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basis that everything that is written and produced in the Employee
Communications center is aimed at and written for the benefit of
the company employees. According to this witness, the primaxy
objective is to help create the pride and teanmwork essential to
building an effective, responsive and informed work force in order
to assure high quality, cost-effective products and services for
the ratepayers. He admits that the Employee Communications’
effor:s may enhance the corporate image in the eyes of the
employees, but states that this is part of its purpose to make
employees proud of the company for which they work. DRA‘s

arquments with respect to the $35,000 in 1985 and the $457,000-in- - .

1986 relative to the headquarters move being a one-time expense
that will not recur in the test year have merit and will be
adopted. We arxe somewhat less willing to adopt DRA’s recommended
disallowance of 50% of the remaining Employee Communications
expense. It is obvious from the testimony that there is a
substantial amount of corporate image enhancement inherent in these
hctivitieg.and in accordance with our past decisions, this should
be disallowed for ratemaking purposes. Intermingled with these
image enhancing activities, however, are employee communication
activities which impart necessary informatign and which serve as an
effective link between management and its employees and which are
appropriate for ratemaking purposes. It is difficult to separate
such intermingled activities and it is not easy to quantify the
portion that should be disallowed. We will adopt a 25%
disallowance for test year 1988, for a total disallowance of
$293,000 for 1985 and $732,000 for 1986. We recognize that “his is
necessarily arbitrary and place General on notice that for the
future it will have to make a more concrete showing of the benefits
that such employee communications have for the ratepayer. Simple
assertion of some intangible benefits will n¢ longer suffice to
keep our disallowance at the 25% level.




A.87~01-002, 1.87~-02-025 ALJ/NRJ/vdl

We place General on notice for the future it will have to
make a more concrete showing of the benefits that such employee
communications have for the ratepayers. Simple assertion of some

intangible benefits will no longer suffice to keep our disallowance
at this level.

- 702 -
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According to witness Simmons, the stated purpose of the
Community Relations section is to enhance the company’s image in
the community. It is primarily responsible for the allocation of
$2.2 million of charitable contributions and the planning,
coordination, and execution of other activities of a philanthropic
nature. Consecuently, according to this witness, all the expenses
of the Community Relations section are primarily for the purpose of
corporate image enhancement and are therefore stockholder interest
expenses not properly chargeable to the ratepayer. Consequently he
is recommending a total disallowance of this group’s expenses for
1985 and 1986 resulting in a decrease in expenses of $995,000 in
1985 and $1,473,000 in 1986. ‘

According to the testimony of General’s rebuttal witness
Anderson, Community Relations is responsible for General’s consumer
affairs progran, the community needs assessment program, charitabdble
contributions, and volunteer referral. The Consumer Affairs
Program coordinates a representative group of 21 of General’s
customers who constitute a consumer advisory panel and meet monthly
for the purpose of providing General’s management with
recommendations and suggestions regarding corporate policies and
procedures. The total expenditure for the Consumer Affairs
Programs for 1985 and 1986 was approximately $205,000 annually.
The Community Needs Assessment Program is administered by one of
the Community Relations representatives and is designed to
systematically collect the opinions and cbncerhs'of cross=-section
of community leadership through a series of personal interviews to
obtain comments on community needs And‘general services. The
Community Relations Group is responsible for designing programs in
instances where there is a broad consensus that a particular type
of need that relates to telephone service is of major concern to a
particular community. The total expense for this group for 1985
and 1986 was approximately $265,000. Another function of the
Community Relations Group is th§ volunteer program which channels

.‘

ooy
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requests from various community groups to employees who may be
interested in volunteering. According to this witness’s testimony,
the role of the Community Relations staff is to serve simply as a
provider of that information for the various agencies. Volunteers
contribute their own time and are not required to identify
themselves as General employees. The cost of this function for
1985 and 1986 was approximately $180,000 annually. Ancther progranm
run by the Community Relations Group is the Contributions Program.
The Contributions Program is responsible for responding to all
requests and, in cases where General quidelines deem it
appropriate, grants are made to selected agencies from a BTIL
contributions account. The annual expenses of the Contributions
Program are approximately $100,000. Since approximately half of
the responsibility is to respond to requests that do not ¢ualify
for funds, it is General’s belief that $50,000 would be an
appropriate allowance for ratemaking purposes. The total of the
above-discussed programs is approximately $700,000 annually which,
General helieves, should be allowed for Community Relations Group.
It is noted that the above $700,000 is less than half of the
recomnended 1986 expense disallowance of DRA witness Simmons.
General’s position does not appear unreasonable and we will adopt
the $700,000 figure for Community Relations.

According to DRA witness Simmons, the Information
Communications Center (ICC) is responsible for all audio visual and
television,programs produced by General. In addition, the ICC is
responsible for the information, distribution, network, and
operations of the video conferencing center. This witness reviewed
a descriptive list of all video and audio productions of the ICC
during 1985 and 1986 and planned for during 1987, and determined
that many of the productions fall into the category of corporate
image enhancement and are therefore not allowable for ratemaking
purposes. Further, according to this witness’s testimony, he was
unable to obtain the specific cost data for each individual
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production, as the company was only able to provide data on
#average cost by class of production”. Lacking the specific cost
data and considering the dual nature of many of these audio visual
productions that this section provides to the employee
communications system, this witness recommends an overall
disallowance of 50% for ICC’s 1985 and 1986 expense. This amounts
to $856,500 for 1985 and $924,500 for 1986.

According to General’s witness Anderson, the ICC has the
employee work force as its primary audience for its productions.
Further, according to this witness, whereas employee communications
specializes in written-publications,..-the-ICC.specializes in video
productions. The mission of ICC is to help assure that the company
has informed, involved, and knowledgeable employees to provide high
quality products and services to the ratepayers. Witness Anderson
further testified that ICC doces work, which, General would agree,
is not primarily for the benefit of the company employees or
ratepayers. According to his testimony, the amount of this other
work totaled $130,000 for 1985 and totaled $198,000 for 1986,
representing 9% for 1985 and 12.7% for 1986, which, in his oﬁinion,
should be the disallowed amount for 1985 and 1986 rather than the
50% proposed by DRA’s witness Simmons. The results of DRA’S review
and evaluation of the descriptive list of all video and audio
productions of the ICC during 1985 and 1986 and planned for during
1987 appear to us to be, if anything, on the conservative side.
Consequently, we will adopt DRA witness Simmons’ disallowance of
50% for ICC. Adjusting the overhead to reflect the above-adopted
results yvields a 1985 fiqure of $461,000 and a 1986 fiqure of
$588,000, for a total public affairs expense of $2,311,000 for 19385
and $2,945,000 for 1986 which we will adopt as reasonable. '
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6RA’s witness Simmons’ recommendation that lobbying
expenses of $322,000 for 1985 and $369,000 for 1986 and other
governmental affairs expenses of $297,000 for 1985 and $309,000 for
1986 be disallowed adhere to our general policies and past
practices and will be adopted. We will also adopt this witness’s
recommendation that membership dues of $222,000 foxr 1986 be
disallowed.

10. prudence of Relocation d

DRA Financial Examiner Jean Hill presented an analysis of
the prudence of General’s decision to invest in a new
administration building in Thousand Oaks. This analysis indicated
that General’s decision to relocate to Thousand Oaks is noncost-
effective and that the nonquantified considerations are not
sufficient to support the investment decision. DRA consequently
recommends that $67 million be disallowed from General’s test year
1988 rate bhase to be offset by the $31.5 million gain on the sale \(/(
of property, testified to by DRA Auditor I Mar, for a net '
disallowance of $36 million. IXn addition to the $67 million
disallowance on rate base, DRA recommends a disallowance of $21.5
million annual expense associated with employee relocation.

Rebuttal testimony to witness Hill was presented on
behalf of General by its treasurer, Charles J. O’Rourke.

Prior to its relocat;onrto-the_Thousand Oaks area, the
General headquarters building configquration consisted of 14
separate sites of which all but one were located in the Santa
Monica area. According to General’s management, this fragmented
building plan is operationally cost-ineffective as it requires
extensive employee travel between buildings in the conduct of daily -
business and necessitates the duplication of c¢common areas as well
as support services such as word prdcessing and’reproduction
facilities. Furthermore, due to age most of the buildings would
require refurbishment with three of the major sites requiring
extensive overhaul. In arriving at its decision to relocate the
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headquarters o the Thousand Oaks area, General assessed three
alternative headquarters scenarios: stay in the existing locations
and refurbish them; consolidate in Santa Monica: and consolidate in
Thousand Oaks. According to the testimony of witness Hill, a major
factor in the decision to relocate to Thousand QOaks was the
opportunity for gaining profit on sales of existing property. In
particular, General held a long-term lease on a building at 100
Wilshire with a purchase option. The exercise of this option
afforded General an immediate profit. DRA is recommending that
this Commission adopt rates that will reflect the most cost-
effective alternative so that the ratepayers are not penalized for
General’s alleged imprudent management decision. Specifically, DRA
is recommending that General be allowed a maximum rate base of
$48.9 million for its investment in Thousand Oaks. Based on
recorded capital costs of $113 million, this represents a ‘
disallowance of approximately $64.1 million. DRA’s rationale for
the above disallowance is based on its recommendation that the cost
allowed for General’s new headquarters should not exceed what the |
cost would have been for the most cost-effective alternative, in
this case, renovation of existing quarters. According to DRA
witness Hill, the present value‘b:‘the present status alternative .
is $95.9 million, which equates to a rate base of $48.9 million and
an annual expense of $4.5 million. :
DRA‘s cost-effectiveness studies differed from GCeneral’s
in two key assumptions which are: (1)‘o££setting the Thousand B
Oaks’ capital investment by the gain from the sales of existing
properties in Santa Monica; and (2) the inclusion of the cost of 12
acres of undeveloped land in the present status alternative.
According to the record, were witness Hill to accept these two
assumptions then DRA would agree with General’s findings that the &
investment in the Thousand Oaks relocation is cost-effective.
General records the gain on the sale of property BTL which
allocates 100% of the gain to the stockholders. Consequently,
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according to DRA, the gains have no impact on the ratepayers and it
is inappropriate to include them in the analysis. The cost of the
12 acres of land was included in the present status alternative to
nake it comparable to the Thousand Oaks alternative, which included
12 acres of undeveloped land that were recorded in the |
‘miscellaneous physical property count, a BTL.

General witness O’Rourke presented rebuttal testimony
which indicated that:

1. General rejected the alternative of
remaining in the existing 14 Santa Monica
buildings due to the inefficient building
confiquration and the extensive investment
rezuired-tofrenovate four of the major
buildings.

The after-tax present value of cash flows
was the focus of General’s financial
recommendation to relocate the headquarters
to the Thousand QOaks area.

General used the traditiconal after=tax
financial model to develop the final
decision criteria and the revenue model in
support of an analysis.

General addressed the long=term cost of the
decision regaxrding location of its
headquarters facilities separately and
independently of accounting and ultimate
ratemaking treatment of the gain from the
sale of its Santa Monica properties.

The accounting and ratemaking treatment of
the gain of sales of properties resulting
in the relocation is an independent issue
separate from the financial analysis of the
decision about whether or not to relocate.

The Uniform System of Accounts requires
that the gain on sale of property by a
telephone company be recorded in Account
360=-Extraordinary Income (a BTL account)
regardless of the future ratemaking
treatment of any gain and regardless of
whether the property is included or
excluded from the utility’s rate base.
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The procecds from the sale of surplus
property in Santa Monica should be used to
reduce the estimated cost of the
relocation to Thousand Oaks.

The acquisition of the 85-acre site in
Thousand Oaks included a l2-acre parcel
that would be held for future use. In
order to fairly compare the economics of
the alternatives for General’s management,
General had to include the cost of a
similar parcel in the Santa Monica
alternatives.

General’s Operations and Human Resources
Departments identified several tangible
benefits which were not quantified for the
purpose of financial analysis but were
seriously weighed by General’s management
in arriving at its decision.

The decision to relocate was based on an
analysis of cash flows and not on the
opportunity for capital gains in the
relocation process.

We agree, in general, with the allegations set forth
above, particularly with the assertion that the accounting and
bookkeeping treatment of a transaction should not be a factor in
econonic analysis designed to test the prudence of a decision to
either remain in Santa Monica or to relocate to Thousand Oaks.
Consequently, in consideration of both General’s and DRA’s
testinmony and exhibits on this matter, we conclude that the
relocation to Thousand Oaks was not imprudeht.“ Therefore, we will
neither adopt DRA’s recommendation that $64.1 million be disallowed'
from General’s rate base for test year 1988 nor that the maximum
annual expense allowance be limited to $4.5 million.
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11. Gain on_Sale of Property V//
Concurrent with its 1985 corporate headquarters

relocation, General sold several properties, including offices in
Santa Monica at 2224 Colorado Avenue, 100 Wilshire Boulevard, and:
2020 Santa Monica Boulevard. DRA’s auditors ascertained that these
properties had been booked in various above-~the-line accounts prior
to being transferred below the line in anticipation of their sale.
The auditors recommend that the gain on the sale of these
properties be recorded above the line, because each property was
supported by ratepayers, and was in rate base, for the majority of
its useful life. DRA’s auditors believe that this recommendation
is consistent with the ratemaking treatment adopted by the
Commission for similar types of buildings and parcels in several
decisions, in¢luding Pacific Bell’s ongoing general rate
proceeding. :
For example in D.86-01-026, the Commission stated:

#Land which has been in Account 100.1
appreciates as utilities hold it over time
because all costs of ownership, including a
return, are funded by ratepayers. Accoxrdingly,
when land is taken out of service or rate base
any net gain should accrue above the line, and
utilities, of course, have an obligation to
nmaximize receipts from the land. Our rationale
follows that of the FCC in its conclusion that
any gain from parcels (including land) must
accrue to ratepayers (CC Docket 81-893, Report
& Order adopted November 23, 1983, pp. 97-99.)~%




‘calculated as follows:
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(D« 86—01-026, nimeo. p. 83.) See also

D.87-12-067 (mimeo. p. 280) issued in Phase 2

of D.85=-01-034, regarding disposition of

Pacific’s 420 c°wper Street property fornerly

in rate bhase.

In accordance with that past decision, DRA’s witness Mar
recommends including these gains in miscellaneous revenues,
amortized over a three-year period consistent with the approachk
used in D.86-01-026.  According to Mar, this gain should ke

. o Gain ' -

Sale . Net Book ,Selling & . '(Before-

Rxopexty Rxice —Value ' Qther Costs*' __Tax)
2224 Colorado $ 8,758.8 $ 566.8 $1,079.1 ' $ 7,112.9 .,
100 wilshire 42,150.0 17,741.9 212;8 - 24,195.3.
3630 State St. 120.0 55.2 2,47 - 62.4

78=202 Avenida

$31,462.2

* This column primarily reflects selling costs but
in the case of the 2224 Colorado property includes
a $1 million resexrve for environmental cleanup.
When the $31,462,100 figure is amortized over a three-year periecd,
this amounts to $10,490,000 a year.

In addition to the above four properties, the record
indicates a sale of a piece of property at 2020 Santa Menica
Boulevaxd at a gain before taxes of approximately $5,751,000,
making a total gain of $37,213,000.

As more fully detailed below, General believes that DRA’s
recommendation should be adopted only if the expenses incurred to
make that gain possidble are recognized as an offset. These
expenses are essentially relocation expenses, such as the cost of
relocating employees, the sale of their homes, the cost of
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purchasing new homés, real estate commissions, taxes, and moving

allowances. - Also included are expeﬁses General incurred in moving

'its pbysical property, such as office furniture from the vacated

building to its new Thousand Oaks corporate offices (Ex. 287,

p- 5). General argues that these incurred expenses made the gain

possible, and are appropriately offset for ratemaking purposes.

DRA strongly opposes this offset arguing that the gain from the

~ sale of the Santa Monica' properties belongs to the ratepayers

regardless of the reason for their sale. 1 L

, Rebuttal testimony by .General’s witness Wilson indicated

that: o ' o ,

‘ 1. DRA included before-tax gain of $62,400 for
the sale of property at 3630 State Street,
Santa Barbara, and $91,500 for the sale of
property at 78-202 Avenida La Fonda, La
Quinta, whereas the collective after-tax
gain for the sales of these properties is
approximately $75,000. Because these
transactions did not occur as a part of the
relocation from Santa Monica to Thousand
Oaks, resulting after taxes gain for these
properties should not be considered in the
discussion of ratemaking treatment related

to the prudency of the investment in
Thousand Oaks.

The attér-tax gains for the properties sold
or to be sold in connection with the
relocation to Thousand Oaks are:
a. 100 Wilshire Boulevard $15,784,700
b. 2224 Colorado Street 4,629,700
c. 2020 Santa Monica Blvd.  __ 3,743,700
Total $24,122,100
General booked $30.5 million for the cost
of relocating employees, the sale of their
homes, the cost ot-purchasing new homes,

‘real estate commissions, taxes, and moving
allowances.
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General spent $1.2 million to renovate the
Thousand Oaks building.

The net effect of combining the after-tax
gain of $24.1 million from the sale of the
Santa Monica properties with the after-tax
cost of $15.5 million for relocating the
staff moving the company’s physical
property and renovating new headquarters
buildings results in a net gain of $8.6
million. ‘ e

If this Commission concludes that capital
gain from the sale of General’s property.
should be flowed through to the .ratepayers
beginning in'1988, then the relocation and
renovation expenses ($15.5 million) should
be netted against the net gain ($24.1:
nillion) on the property sales and ‘
_amortized over the same period, which he
recommends as being 10 years rather ‘than
the 3~year period recommended by DRA
witnesses.

The above plan was presented to
representatives of Public Staff Division
(now DRA) and the Commission Adviseory and
Compliance Division during the informal
meeting on October 1, 1985 and no
objections to the plan were raised at that
tinme.

DRA’s witness Seaneen McCarthy recommended the
disallowance of the above $30.5 million from various expense
accounts and the related $32 million from deferred credits for the
accrual of moving costs to Thousand Oaks, the disallowance of
$1.374 nillion from Account 606, representing improvements to One
GTE Place, and the disallowance of $905,782 of IDC on land acquired
across the street from One GIE Place for the purpose of building
another office. . . ,

We will follow for General the approach we have followved
for Pacific Bell, and flow the gains from these transactions to the
ratepayer. However, we must consider the amount of the gain on the

sale of property to be included in our adjustment and, secondly,
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the period of time over which such gain is to be amortized. As
previously stated, according to rebuttal witness Wilson, the net
effect of combining the after-tax gain of $24.1 million from tke
sale of the Santa Monica properties with the after-tax cost of
$15.5 million for relocating the staff, moving the company’s
physical property, and renovating the headquarters buildings
results in a net gain of $8.6 million.

On balance we believe General’s offset arqument is more
persuasive, given the particular set of facts presented. In this
situation there was not a straightforward stand-alone sale of
property; rather this was a unified transaction. But for the
decision to relocate to Thousand Oaks, the sales would not have
occurred. Given the unified nature of the transaction General’s
proposed offset presents, in any event, an acceptable method of
treating the nonrecurring relocation costs incurred in connection
with the move to Thousand Oaks, while flowing the gain through to
its ratepayers. .

' 'We do not view this result as precedent-setting for other
gain on sale issues, but rather as a treatment tailored to the
particular facts of General’s~move‘and‘emploYee consolidation.

Translating the net gain of $8.6 million to before-tax
net gain results in a figure of $13.3 million, which we find a
reasonable adjustment to reflect the relocation of the general
office staff to Thousand Oaks. To this should be added the
$154,000 gain before taxes for the sale of the State Street and
Avenida La Fonda properties, making a total of $13,454,000. We
will also adopt the staff’s recommended 3-year amortization
resulting in a miscellaneous revenue for the 1988 test year of
$4,485,000, for a gain on the sale of properties.
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Testimony on 1988 test year revenues was presented by
program and project supervisor K. P. Coughlan, public utility
regqulatory specialists I R. R. Berry and E. S. Ting, and senior
utilities engineer N. C. Low. Total operating revenues consist of
subscriber station revenues including monthly serxvice charges,
service connection, semi-public telepbone, total message charges,
gross 2UM charges, and connecting company charges and credits;
local service revenues consisting of public telephone revenues,
local private lines, and other local service revenues; toll service
revenues including interstate and intrastate access and intralATA
toll revenues: and miscellaneous revenues including telegraph
commissions, directory revenues, rent revenues, generél sexvice and
license, other miscellaneous revenues, and interstate and
intrastate billing and collecting, and surcharge revenues less
uncollectibles. The tabulation below sets forth the revenue

‘estimates as estimated by DRA and General, the difference between
the two in amount and percent, and cur adopted revenues. The bases
for our adopted revenues are set forth in the ensuing paragraphs.
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General

——rEXceeds DRA
Isen DRA Genexal anount  Rercent Adepted
] (Thousands of Deollars)

v :
Monthly Svee Chg. $ 441,753 $ 430,926 S (10,827) (2.5) & 441,753
Sexrvice Conn. 66,336 71,436 5,100 7.7 66,336
Semi-public 7,000 7,019 29 0.2 7,000
Total Mess. Chgs. 113,400 116,131 2,72 2.4 112,400
Gross ZUM Chgs. 97,890 95,273 (2,617) (2.7) 97,290
Conn. Co. Chgs.& Cr.__ 3,259 7 72)  (A1.4)

—e B8 —_—{272 —h 298
Subtotal 729,638 723,672 (5,966) (0.8) 727,687

Revenues
Puplic Tel. Rev. 33,260 31,798 (1,462) (4.4) 33,260
Local PL Intrastate 3,900 5,559 1,659 42.5 3,900
Other Local Rev. _ .
(EAS) 12,430 18,439 6,009 . 16,320
Subtotal 49,590 =~ 55,796 6,206 x. 53,470
v, : :
IntralATA 781,079 814,847 33,768 4. 822,393
Intrastate Access 215,908 258,978 43,070 i19. 206,526 .
Interstate Access __ 480,420 480,425 0 0.9 480,425 ¢
Subtotal 2,477,412 1,554,251 76,839 S.2 1,509,344
v, o : :
Telegraph Comm. . 19 19 o] 0.0 - 19
Directory ) 231,480 198,292 (33,188) (14.3) 205,000 - =
Rent Revenues 1,804 1,804 0 0.0 1,8C4-
Gen. Serv. & Lic. 1,133 1,133 0 0.0 1,133
Other Misc. Rev. 37,740 17,450 (20,290) (53.8) 23,531
Intrastate Bill. - o
& Coll. 26,675 20,253 (6,442) (24.1) 26,675
Interstate Bill. , \ SRR
& Coll. 23,819 23,819 0 0.0 . 23,819
Gain on Sale of o , ,
Property Q899 O L10.420) (10Q.Q) _ _4.432 K
Subtotal 333,160 262,770 (70,3907 (21.1) 286,466
Surcharge Revenues ___73 287 184,675  1ll.388 152.7 74,730 .
Total 2,663,087 2,781,164 118,077 4.4 2,651,697 ..
Less: Uncoll. ~—A8.594 __. 24,368 —2.774 1.1 ‘ N

Total 2,644,493 2,756,796 112,303 4.2 2,630,059

Adjustments: - ' ‘

-1987 Attrition ’ (52,978) (52,978) (100.0)

-AL 5110 (2,944) (2,944) (100.0)

~FASB. 87 ' 9,113 . 9,113 100.0

~IntralATA SPF to SLU 3,050 3,050 100,90 bl SN
Total Revenues 2,644,493 2,713,037 68,544 2.6 2,630,059 . .

(Red Figure)

*Reflected in appropriate revenue categories.
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2. Subscribex Station Revenues

As noted from the above tabulation, subscriber station
revenues consist of monthly service charges, service connection
revenue, semi-public telephone revenue, total message charges,
gross ZUM charges, and connecting company charges and credits. In-
the development of the menthly service charge revenues, both
General and DRA used regression models of inward and outward
movement to determine access lines for three groups: residence,
business, and PBX. General utilized four independent variables
consisting of local enployment, short-ternm interest rates, sevexal
indicator variables, and the price of recurring and nonrecurring
service. General then applied current rates to forecast the number
of lines to derive the revenues. DRA developed historical trends
of line in service and inward movement for the above three groups
and developed two equations for each group. One equation was
demand for customers and the other was demand for outward movement.
In general, the demand for customers was based on month1y<recﬁrring
and nonrecurring price and income figqures and the demand for
cutward movement was based on building permits, the employment gain
in the IA service area, density in the LA service area, and a set
of seasonal indicator variables. Neither methodology appears
unreasonable and it is noted from the above tabulation the
difference between DRA and: General estimates amounted to
$10,827,000 or 2.5%. We w:ll adopt as reasonable the DRA estimate
for monthly service charge based on more recent data. General
estinmated 1988 serxvice comnection charges using a combination of |
its inward movement forecast and a single year 1984~1985 historical
trend. .General applied its inward forecast growth to service
orders for first additional lines and a few other categories for
both residence and business. General applied the historical trend
1984-85 in most other Item Of Service Codes (I0SC) categories. The
staff estimated lésstscrvice‘connaction revenue by starting with
its 1986 to 1988 growth in inward movement estimated from its
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statistical models. These inwaxrd growth rates were computed to be
3.7% and 8.3% foxr residential and pusiness. respectively. DRA
"applied these growth rates directly to the IOSC first line category
and for all other IOSCs categories. DRA weighted the inward growth
rate by the ratio of the IOSC category specific 1985-1986 growth
rate to the 1985-1986 growth rate for the first line category.
DRA’s estimate for service connection revenues was $66,336,000 or
$5,100,000 (7.7%) less than General’s estimated $71,436,000. As -
with the monthly service charge rebenue, we will adopt DRA’sS
estimate for service connection revenue as it is based on more

recent data. The sem;—public telephone revenue estimates of DRA
and General differ by $19,000 or 0.3%. We will adopt DRA’sS
estimate of $7 million for this category. General’s estlmate for
total message charges was $116,131, 000 or $2, 731 000 (2.4%) more
than DRA’s estimate of $113,400,000. General used avrevenue
regression method for making its estimate based on a count of
business lines (other‘tbah Centrex), the measured local service

rate, and one seasonal variable. General used the forecast of
business lines as a proxy for lines which f£ix local measured rates
although in 1986 about 30% of the business lines were billed at
flat rates and about 5% of the residential lines were billed at
measured rates. DRA forecasted the total message charges as the
'product of forecasted units per line, the average revenue per unit
in the last recorded year, and the forecasted number of lines for
the forecast year. Starting in 1986, the total message charge
revenue includes local directory assistance call revenue. DRA
estimated the total message charges for test year 1588 as $97.2
million and the directory assistance revenue as $16.2 million, for
a total of $113.4 million set forth above for total message
charges. We will adopt DRA’s.estimate'or $113.4 million as
reasonable.

DRA’s estimate for gross ZUM charges was $97,890,000 or
$2,617,000 (2.7%) greater than General’s estimate of $95,273,000.
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General utilized a revenue regression forecast based on all in-
service customer lines, ZUM rate, and a proxy variable for the
recent expansion of ZUM calling area. DRA estimated the gross ZUM
charges in the same manner it utilized for total message charges as
described above. DRA’s forecast of $97,890,000 appears reasonable
‘and will be adopted for this proceeding.

Under a new ZUM settlement agreement between General and
Pacific, which hecame effective on January 1, 1986, each company
will “bill and keep” the revenue it receives for its originating
ZUM Zones 2 and 3 traffic. Additionally this new settlement
agreement requires both General and Pacific to pay each other for
the termination of the otherx company's 2UM Zones 2 and 3 traffiec.
The net dollar amount of what General pays Pacific and that which
Pacific pays General for the termination of 2ZUM Zones 2 and 3
traffic is referred tc as connecting company charges and credits.
DRA’s estimate of General’s 1988 connecting company charges and
credits was $3,259,000 or $372,000 (11.4%) greater than General’s -

' estimate of $2,887,000. However, the effect of decreased access
charges resulting from General’s and Pacific’s latest interLATA SPF
to SLU AL filings, AL 5110 and AL 15325, respectively, results in
General’s connecting company charges and credits of $1,308,000,
which we will adopt as reasonable for this proceeding.
3. ILecal Service Revenues

Local service revenues consist of public telephone
revenue, local private line intrastate revenues, and othexr local
service revenue. As with semi-public telephone revenues, General”
estimated the public telephone revenues on the basis of a revenue:
regression methodology and DRA estimated its public telephone
revenue as a product of estimated public telephones in service
times the calls per phone times the local phone c¢all rate of 20¢ -
per call to derive its estimate. We will adopt DRA’s estimate of
$33,260,000 as reasonable. | |

- g7 -
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General used a revenue regression to forecast 1988
revenues of $5.56 million for local private line revenues. The
staff has analyzed the account of local private lines and noted
that the number of private lines declined from 41,761 to 34,631
from the period September 1984 to September 1986 and that during
the same period the revenue per line declined from $12.74 to
$12.26. Applying these declining growth factors to mid-1986 data
produced a forecast for the test year 1988 of 29,245 lines and 2
revenue of $11.20 a line, or a forecast of $3.9 million for 1988
revenues, which we will adopt as reasonable.

Other local service revenues are extended area service

(EAS) and settlement revenues, which General and all independent
telephone companies (ICO) who provide EAS receive from Pacific.
For 1988, DRA estimates that General will receive $12,430,000 in
EAS payments from Pacific as contrasted to General’s estimate of
$18,439,000.. The EAS settlement ratioc for ICOs is determined by
Pacific’s local exchange billings, expenses, and investments.  EAS

agreements allow each ICO to recover its expenses and to earn
Pacific’s exchange settlement rate of return on investment used to
provide EAS. Pacific books the EAS payment to the ICOs as an
expense while the ICOs account for such payment‘aé revenues.
Whenever a participating ICO is granted an increase or decrease in
exchange rates, Pacific’s EAS payment to that ICO is reduced or
increased, respectively. The increase or decrease in Pacific’s EAS
payment to an Ico is determined by IC0’s #revenue credit”. Revenue
credit reflects the level of EAS settlement revenues that flow from
the ICO to Pacific and is a function of the ICO’s exchange billings
and the ratio of the total number of EAS calls to the total of all.
exchange calls (local plus EAS). In accordance with our adopted
EAS settlement expenzes, taxes, and‘invastménta, which are
reflective of the exchange category, we will adopt as reasonable in
this proceeding $16,310,000 for the other local service revenue. |
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4. ZXToll _service Revenues (IntralATA)

IntralATA toll service revenues consist of message toll
and toll private line revenues. General’s estimate for intrastate
intralATA toll revenues is based on moneys estimated to be received
via a statewide “settlement” process administered by Pacific and
participated in by all California ICOs. This settlement process
allows each ICO to recover its actual expenses and to earn a return
on its investment associated with the provision of intrastate
intralATA toll sexrvice. The settlement expenses and investments
associated with message toll and toll private line sexvices are
allocated using a procedure known as “telephone cost separations”
as contained in Part 67 of the FCC Rules and Regulations. The
estimates of General’s intrastate intralATA toll service revenues
are based on estimates of “industry billings” for the ICOs
including Pacific and General. Additionally, the intralATa toll
service revenues for General are based on the relationship of ,
General’s settlement expenses, taxes, and plant investments to that
of the industry. ' Based on our adopted intralATA toll settlement
expenses, taxes, and plant investments, the intralATA toll service
revenues are $822,393,000 which we will adopt as reasonable.

5. Access Revenues o

Included in this category of access revenuves are
intrastate access revenues and interstate access revenues. Since
revenues from interstatQ‘aécessvchafges,do not directly affect
intrastate results of operations, DRA agreed to use General’s
estimate of gross interstate access revenues of $504,244,000 for
this results of operations analysis. This $504,244,000 figure
includes $23,819,000.for interstate billing and collection
services. DRA’s estimate of intrastate access revenues is
$242,583,000 including $26,675,000 as intrastate billing and
collecting as compared to General’s estimate of $279,231,000
including $20,253,000 of intrastate billing and collecting. The
difference between these two estimates is $36,648,000 or 15.1%.




DRA estimated intrastate access service by dividing the service
into five component parts consisting of (a) carrier common line,
(b) switched access, (¢) IEC (interexchange carriers) directoxy
assistance, (d) special access, and (e) billing and c¢ollection.
General’s forecast of carrier common line revenue is $136,038,000
as compared to DRA’s forecast of $90,981,000 which includes the
effect of General’s AL 5110 filing. The difference in the
estimates is due to the differences in forecast of minutes of use
(MOU) to be charged at the premium rate and the effect of AL 5110.
General forecasts a decline in terminating out WATS conversation
time from 3.119 minutes per call in 1985 to 2.927 nminutes per call
in 1988. DRA believes that this decline is insupportable, and we
agree. Consequently, we will adopt DRA‘’s estimate of 10,592,000
MOUs for non-premium and 2,339,613,000 MOUs for premium, as
reasonable for this proceeding. We will also reflect the effect of
AL 5110 and therxeby adopt DRA’s carrier common line revenue of
$90,981,000 as reasonable for test year 1988.

General’s estimate for switched access revenues is
$100,679,000 as compared to DRA’s estimate of $90,070,000, a
difference of $10,609,000 or 11.8%. The component parts of the
switched access category are intercept, line termination, local
switching 1, local switching 2, common transport, and transport and
RCs. The following tabulation comparxes General’s and DRA’s
estimates, together with our adopted results:

Itenm

DRA- Adopted yolunes
(Dellarz 4in Thousands) (000 MOUs)

Intercept $ 183 $ 183 $ 183 2,520,925
Line Termination 35,376 23,864 23,864 2,520,925
Local Switching 1 108 2,884 2,884 282,055
Local Switching 2 39,347 35,222 35,222 2,238,870
Common Transport 25,665 7,804 27,804 30,620,598/ni
Transport NRCs Q 113 113 -

Total 100,679 90,070 90,070
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As noted. from the above tabulation, both DRA and General
estimate the revenue for intercept at $183,000. We will adopt this
figqure as reasconable. The difference between General’s and DRA’sS
estimate of line termination revenues is $11,512,000 due primarily
to the effect of General’s AL 5110 SPF-to-SLU filing. We will
adopt DRA’s estinmate.

According to the testimony of DRA witness Ting, General
incorrectly charged the local switching rate for all premium
minutes of use, whether Feature Groups A, B, C, or D were involved
vhich is contrary to the tariffs which provide that the local
switching 2 rate is applicable only to Feature Groups € and D. All
Feature Group A and B usages are to be charged to local switching 1
rate whether premium 'or nonpremium. We will adopt as reasonable
DRA’S estimates of local switching 1 rate and local switching‘z
rate revenues. }

In the forecast of common transport revenues, General
used an average transport distance from'an analysis of its
* interstate call accounting data which presumes that average
interstate and intrastate transport distances are the same. We are
not persuaded this is a logical conclusion and will adopt as
reasonable DRA’s common transport estimate of $27,804,000. deneralf
included no revenues for transport NRCs as contrasted to DRA’s
relatively small estimate of $113,000. We will adopt DRA’s
estimate. ‘

.

The total of the above component parts of switched access
revenues is $90,070,000. DRA’s estimate of IEC directory N
assistance revenues is $1,264,000 as compared to General’s estimate
of $1,260,000. We will adopt DRA’s estimate as reasonable..

General’s forecast of test year special access revenues
is $21,519,000 as compared to DRA’s estimate of $33,210,000, a
difference of $11,691,000 or 35.2%. Special access revenues
include, among other items, recurring charges for special access
lines and special transport, associated nonrecurring charges, and_f
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various recurring surcharges. Approximately $9 million of the S$12
million differential in estimates pertains to the treatment of WATS
access lines. DRA applied a special access surcharge of $25 per
line per month and other tariff surcharges to recover revenue
requirements for meszage station equipment and inside wire whoreas
General did not include such surcharges in its revenue estimate.
According to DRA witness Ting, D.85-06-115 changed the treatment of
Closed end WATS to reflect ”direct assignment”. For revenue
purposes, the rundameﬁtal effect of such a change was to reclassify
WATS access lines used in interIATA service as special access lires
and to exclude closed end WATS usage from carrier common line
charges. L s | .

In their briefs, both General and AT&T argue that the
application of the special access surcharge of $25 per line per
month is inappropriate. Accoxding to General, it does not provide
any WATS lines out of its access tariff Schedule Cal. P.U.C. No.
C~1 and all intrastate WATS lines are currently provided from
General’s local exchange tariff Schedule Cal. P.U.C. No. B3 and are
not subject to the charge in its access tariffs. AT&T noted that
the $25 access surcharge would only be booked as access revenue if
a customer purchased an interILATA-only WATS line and there are
currently no such customers. We are persuaded that General and
AT&T are correct and will reduce DRA’s estimate by $9 million to
$24,210,000 to reflect elimination of the special access surchargeJ

According to DRA witness Ting, General’s original
application projected a test volume of 17,404 WATS access lines
whereas a more detailed response to a staff data request projected
test year volumes of approximately 19,040 WATS access lines. The
original projection applies an annual growth rate of less than 5%
for the period from year-end 1986 to mid-year 1988 whereas the
annual growth rate for the immediately preceding year was 32.23%.

In view of this, DRA asserts the original forecast is unreasconable
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and the revised quantity should be adopted. We agree and will
adopt DRA’s higher estimate as reasonable for this proceed;ng.
Witness Ting further alleges that: General used an
incorrect method of pricing out General’s forecasted specxal access
volume, omitted all the forecast volumes for special access lines
and special transport other than voice band in its priceout,
incorrectly reflected the relationship of 4-wire voice 'band rates
to 2-wire voice band rates, and omitted revenues from special
access nonrecurrlng chargesrtotallng approximately $1 million. As
previously stated, we will adopt DRA’s estimate of $33, 210,000 '
decreased by $9 million to $24,210,000 for spec1a1 access revenues.
’ Billing and collection revenues consist przmarzly of

f,}meséage recording, message processing, and‘bllllng processing: and

collection services for IECs. General’s forecast of billing and
collection revenues is $20,253,000 as contrasted to DRA‘s estimate.
of $26,675,000, a difference of $6,422,000 ox 24.1%. The major
difference in the two estimates derive primarily from General’s
forecasting a 15 to 20% drop in message recording and message
processing volumes.as compared to DRA’s forecast of increases
similar to those of AT&T’s switched access volume message volumes,
and timing differences in the prospective takeback of WATS billing
function by AT&T~-C. (General assumes takeback as of January 1,
1988 whereas DRA views takeback as highly speculative at this
point.) DRA’s position appears well taken and we will adopt as
reasonable for this proceeding DRA’S estimate of billing and
collection of revenues for test year 1988 of $26,675,000.

our adopted intrastate access revenue estimates discussed
above are summarized as follows:

($ 000)
~

Carrier common line $ 90,981
Switched access 90,070
IEC directory assistance 1,264
Special access 24,210
Intrastate Billing & Collection __26.,675

Intrastate Access $233,200
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Miscellaneous revenues consist of telegraph commissions,
directory revenues, rent revenues, general service and license
revenues, other miscellaneous revenues, intrastate billing and
collecting, and interstate billing and collecting. DRA‘s 1988 test
year estimate for miscellaneous revenues is $322,670,000 as
. compared to General’s estimate of $262,770,000, a difference of

$59,990,000 or 18.6%. In addition, DRA included in miscellaneous
revenues the gain on the sale of property of $10,490,000, making a
total difference in miscellaneous revenues estimate of $70,390,000
or 21.1%. As noted in the previous tabulation, both Generxal and
DRA estimated telegraph commissions to be $19,000, rent revenues to
be $1,804,000, and general service and licensing revenues to be
$1,133,060. We will adopt these amounts as reasonable.

' In 1985, General received $176 millien in Directory
Advertising revenue, nearly double the $93 million received in
1981. Using a revenue regression based on the product of the
number of business lines (gxéluding Centrex) and a price proxy for
Directoxy Advertising, General estimated the 1988 revenue from

' Directory Advertising to be $231.5 million. This estimate was
reduced $33,188,000 to $198,292,000 for General’s comparison
exhibit. According to the testimony of DRA witness Berxy, a
properly specified regression model is a model of the demand for
directory advertising services, including such variables as a
proper price index and the price of competing services, estimates
of the sales volumes of General customers who use the directoxy
advertising service, and a measure of the competitiveness of the
retail market. This witness further testified that he estimated
the demand for directory advertising for the periods 1975-19586 and
1983~-1986 using a model including simple proxies for local sales
revenues as measured by taxable sales in the six county Southernm
California area served by General and a measure of one aspect of
market structure. The longer term model forecasted a revenue of
$205 million and the shorter term model forecasted a revenue of -
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$222 million. We will adopt the $205 million estimate as
reasconable for this proceading.

General’s estimate of Other Miscellaneous Revenues is
$17,450,000 as contrasted to DRA’s estimate of $37,740,000. The
difference is DRA’s inclusion of its proposed GTEL adjustment of
$18,290,000 and its proposed GTE Telecom adjustment of $2 million
with its miscellaneous revenue estimate of $17,450,000. As
previously discussed, we disallowed the $2 million GTE Telecom
adjustment, and allowed only $6,081,000 of the recommended GTEL
adjustment of $18,290,000. Consequently we will adopt as
reasonable, for miscellanecus revenues, the amount of $23,531,000
equal to the original estimate of $17,450,000 plus the allowed
$6,081,000 GTEL adjustment. |

As previously discussed, we are adopting a miscellanecus
revenue component item of $4,485,000 a year for a three-year |
period, i.e. 1988, 1989, and 1990, to reflect a gain on the sale or
property. :
The application of the surcharge rates authorized by
D.87=12-070 dated December 22, 1987 as revised by AL 5125 effective
April 10, 1988 of 4.43% for intralATA toll, 7.19% for exchange ‘
sexvice, and a negative 2.96% for access service to our adopted
billings yields a surcharge revenue of $74,730,000, which we will-
adopt as reasonable for this proceeding.

Uncollectible revenues include amounts of revenues which:
have proved impractical to collect because subscribers either
cannot be located by the utility or the cost of locating such
subscribers exceeded the revenues that would be recovered if they ’
were located. General’s estimate of uncollectibles for test year
1988 of $24.368 million was presented into evidence by one o!fits<
senior economists, Luigi F. Pinna, and DRA’s estimate of" .
uncollectibles of $20,502,000 was presented into evidence by one of
its program and project supervisors, Kevin P. Coughlan. Genexal’s
estimate was based on a rate of 1.40%; DRA’S estimate was based on
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working condition. Included also in upkeep is the cost for
locating and clearing trouble in these facilities and the cost of
power for transmitting traffic and operating supervisory sigrals.
Moves and changes mainly consist of cost of relocating,
rearranging, or replacing minor units of outside plant equipment
and central office equipment. DRA’s test year maintenance expense
estimate is $412,062,000, which is $79,614,000 or 19.3% less than
General’s estimate of $491,676,000. The major reasons for the
difference in the estimated amounts are the use of different
methodologies, different productivity factors, different labor
escalation rates, different nonlabor escalation rates, different
werklead velumes, and the availability to DRA of later historical
data. The tabulation that follows lists by accounts DRA‘s and
General’s estimates, together with our adopted results. The bases
for the adopted,results”are set forth in the ensuing paragraphs.
Maintenance Expenses
_ - General

iten DRa Anount. Rexcent

(Thousands of Dellars)

' .

Outside Plant $183,427 $204,525  $21,098 11.5%  $194,484

Test Desk Work 48,928 57,999 9,071 18.5 S
Central Office 120,201 139,537 19,336 16.) . 12
Station Equip. 17,941 11,079 (6,862) (38.2) 1
Bldgs. & Grounds 14,554 17,402 2,848 19,6 1
Public Tel. Equip. 7,527 8,531 1,004 13.3

3,609
8,157
7,012
7,620

Transm. Power - = 18,678 19,333 655 . 3.5 19,32

Other Maint. Exp._ 1.202 _ 1686 . 474 _3%.1 __1.489

Subtotal C ‘ 43

GTED - (406) : - 406
Inside Wiring a/ 31,584 31,584

Total 412,062 491,676 79,614 43
(Red Figqure)

a/ $12,978,000 for inside wiring included in
Account 605.

3,274
(297

KL
-

2,977 .
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a rate of 1.0%. In response to a DRA data request, General
submitted a later forecast of $23.2 million which was based on a
rate of 1.31%. According to the record, the uncollectible rate for
the year 1984 was 2.2%, for 1985 was 1.9%, and the 1l months
recorded and 1 month estimated for 1586 was 1.7%. Both General and
DRA agreed that special consideration should be given to the '
implementation of a late payment charge (LPC) and the centralized
credit check system (CCCS) in arxiving at the appropriate
uncollectible rate. DRA witness Coughlan contends that General’s
estimating model cannot accurately capture the effects of the CCCS
and the LPC as these two programs only recently became effective.
On this basis this witness believes the staff estimate is a ,
reasonable expectation of what uncollectibles should be for the
test year considering the downward trend of uncollectibles in
General’s own forecast. We agree that the CCCS and LPC prograns
should have the effect of reducing the rate of uncollectibles, but
we believe General’s estimate has understated the effect whereas
"DRA’s estimate has overstated the effect. Consequently we will
adopt as reasonable for this proceeding.an—uncollectible rate or

l.2%. Applying~this rate to our adopted revenue figures results in

an uncollectible amount of $21,638,000 which we will adopt as
reasonable. ' ' '
¥. Maintenance EXpense

Maintenance expenses are comprised of cost for labor,
material, and administrative charges incurred in the repair and
rearrangement of operating plant. General records maintenance:

expenses both in accordance with the FCC Uniform System of Accounts -

as adopted by this Commission and in accordance with its own
accounting system where the accounts are desigmated with a "m” code
for ”“moves and changes” and “r” code for “repairs”. Repairs
consist of charges for routine repairs and General’s upkeep to
outside plant facilities, inside wiring, central office equipment,
and buildings and grounds, to maintain them in good physical
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Senior Utilities Engineer Hassan Mirza was responsible
for the testimeony on ‘outside plant maintenance expenses (Accounts
602 and 603) while Senior Utilities Engineer Melvin Hodges was
responsible for the remainder of the expense accounts set forth in
this section.  General’s Ventura County Division Manager, Jack F.
Moore, presented rebuttal testimony regarding DRA witness Mirza‘’s
recommended disallowance of $1,94o,oéo for additional software
processing costs. -

' Repairs of outside plant (OSP) are set :orth in Account
602 and lnclude the .cost of labor and mater1a1 used in the routine
maintenance and upkeep and preventive maintenance of outside plant
'equlpment, . It also includes the cost of replacing minor defective
OSP itenms. General'é estimate for OSP repair is $91,511,000, which
is $10;181,0b0 or 15;5% over DRA’S estimate of, $81,330,000.
General’s estimate for OSP repair basic labor expense is
$36,925,000 as compared to DRA’s estimate of $32,033,000. The main
reason for the '$4,892,000 differential, according to the testimony
of witness Mirza, is the adjustment of the labor productivity
factor for the disallowance of the noise mitigation program work
force. DRA recommends that the noise mitigation program be
completed, but the expenses of this program be disallowed for test
year 1988 so that the ratepayers are not asked to continue to pay
for poor quality work that should have been done right the first
time and for the lack of overall control of the program by General.

According to the record, the noise mitigation program was
fully operational in January 1987 and scheduled to be gradually
reduced with about 35% of the work force left in the progranm by
July 1989. The 1986 productivity level was slightly over 8.0 hours
per outside plant trouble report. The elimination of the 211,000
hours for the noise mitigation program charged in 1986 would raise
the productivity to 7.33 hours per outside plant trouble report.
DRA used this productivity figure in estimating the basic labor
expense for test year 1988. It is noted that the best productivity
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experienced by General for the period 1982 through 1986 was in the
year 1983 where it was slightly under 7.8. Under these
circumstances, the utilization of a 7.33 productivity labor level
appears excessive. We will utilize a productivity factor of 7.8,
which is the equivalent of a reduction of approximately 30% in the
‘noise mitigation program. This translates into a reduction of
approximately $1.5 million, which we will add to DRA’s estimate of
$32,033,000 to yield a figure of $33,533,000. We will increase
this figure to $34,400,000 to reflect our previously discussed ‘
adopted labor escalation rate and find this figure to be reasonable
for this proceeding.

General’s estimate for OSP repair plant overhead is
$17,949,000 as contrasted to DRA’s estimate of $15,098,000.
According to witness Mirza, the main reason for the $2,851,000
difference is staff’s lower basic labor expense estimate and
different methodology. Consistent with our adopted $34,400,000
basic labor expense, we will adopt plant overhead expense of
$16,200,000.

General’s estimate for OSP repair minor material is
$9,334,000 as compared to the staff’s estimate of $5,073,000.
According to witness Mirza, the main reason for the $4,261,000
differential is the staff’s lower basic level expense estimate and
different methodology. The staff’s estimatevis based on the
average of 1985 and 1986 historical ratios of minor material to
basic labor adjusted for escalation rates. We will adopt DRA’S
estinate of $5,073,000 adjusted to reflect our adopted basic labor
expense and our previously'discussed-nonlabér escalation rates or
$5,450,000. : -

Adding the above adjustments of $2,367,000 to basic

labor, $1,102,000 to overhead, and $377,000 for minor materials to

the staff’s estimate of $81,330,000 for repairs, we derive a tiguxe\ S

of $85,176,000 for repairs which we will adopt as reasonable for . V/,ﬁp; .
this proceeding. : B
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OSP moves and changes consist of the labor and material
expehses of changes and rearrangements occurxed while working on
outside plant. It includes the moves, changes, disconnects, and
reconnects associated with the drop wire, protectors, and
ternminals.

General’s estimate for OSP moves and changes is
$113,014,000 which is $10,917,000 or 10.7% over DRA’s estimate of
$102,097,000. According to the testimony of DRA witness Mirza, the
pain reasons for the $10,917,000 difference are DRA’s lower basic
labor expense, service order assigmments, and plant overbead.
General’s estimate for'OSP~moées and changes basic labor expense is
$28,639,000 which is $5,042,000 or 21.4% over DRA’s estimate of
$23,597,000. According to the testiﬁony of DRA witness Mirza, the
basic labor expense for 0SP moves and changes relates to two prime
factors, namely, the outside plant construction budget and customer
moves. In accordance with our previously discussed labor
escalation factors and our subsequently discussed adopted gross
additions, we will increase DRA’s basic;labér expense by $3,152,000 .
"to $26,749,000. As previously discussed, the customer movement
estinate set forth by DRA was adopted and we will therefore not
adjust that portion of the OSP moves and changes basic labor
expense. ‘

Service order assignment costs consist of the
installation activities relating to providing service to customers
and it is affected by service orders relating to inter-customer
movement, customer calling orders, etc. General’s estimate for
service order assignment is $42,850,000, which is $4,325,000 or
11.3% over DRA’s estimate of $38,525,000. According to the record,
DRA examined the productivity measurements for service order
assignment functions for the years 1981 through 1986 and noted that
General had its best productivity level in.1983. The DRA witness
could see no valid reason for the decrease in productivity level in
the 1984 to 1985 time frame and therefore he used a 1983
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productivity level for test year 1988 for nonspecial service order
assignment hours. For the special service hours, DRA examined
General’s productivity level as measured by special service hours
per serving links for the period 1984 through 1986. The
productivity measurements prior to 1984 were not examined becauce
General did not have the necessary historical data on serving
links. For the periods studied, General has shown a constant
improvement in productivity. In addition, it will have improvement
from its switch access system (SAS), which provides remote test
access to special service circuits and thereby improves the ability
of the utility to perform the maintenance operation of this special
service circuits. It is estimated that the test year maintenance
level reduction from the SAS is 125,000 hours. For the period 1981
through 1985, the average hour per service order was .380. We willf
use this amount for the computation of the service order assignment
expense for the nonspecial serxrvice order assignment hours. wQ'willf'
adopt DRA’s expenses associated with the special service hour
portion of the expense. Under these circumstances, we find the
special order assignment expense of $42,281,000 is reasonable and
will adopt it for this proceeding. |

General’s estimate for plant overhead is $15,142,000,
which is $4,265,000 or 39.2% above DRA’s estimate of $10,877,000.
According to the record, the main reasons for the $4,265,000
difference are lower staff basic labor expense estimate and
different methodology used. We will adopt DRA’s estimate of
$10,877,000 increased by $303,000 to reflect our previously
discussed adopted labor and nonlabor escalation factors.

In accordance with our above discussion, our adopted
Account 602=Outside Plant Maintenance expénse amount is :
$194,484,000, consisting of $85,176,000 repair and $109,308, 000 ,\}(/
outside plant moves and changes. ‘

General’s estimate of Account 603-Test Desk Work is
$57,999,000, which is $9,071,000 or 18.5% over DRA’s estimate of
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$48,928,000. According to the record, the main reasons for the
$9,071,000 difference are labor overhead, payment for usage of
rental of computer equipment, and plant overhead. General’s
estimate of test desk work labor overhead is $17,540,000, which is
$1,842,000 or 11.7% over DRA’s estimate of $15,698,000. DRA’s
estimate is based on the average of 1985 and 1986 historical ratios
of labor overhead to basic labor expense adjusted for labor
escalation factors for 1987 and 1988. We will adopt DRA’s estimate
adjusted for our previously discussed adopted labor escalation
factors to arrive at a figure of $16,200,000 for labor cverhead.
General included $2,968,000 for lease paYments for computer and
related equipment and $1,940,000 for additional software processing
costs. DRA’s investigation indicated that about $1,967,000 for
part of the computer equipment rental would no longer be required
since the utility had purchased the equipment in 1986. According
to the testimony, General was not able to show any economic
benefits for the $1,940,000 additional software processing costs.
According -to the rebuttal testimony of General’s witness Jack F.
Moore, this $1,940,000 results_!rom-increased transactions in
General’s advance service order system (ASOS) and trouble
administration system (TAS). This witness further testified that
increased transactions in TAS are the result of new system release
installed in 1985 in which trouble reports for all special service
private lines and line circuits are now entered into TAS. Ancther
important feature of the release is the creation of daily, weekly,
and monthly output reports. General’s position in regard to this
$1,940,000 software cost‘appears\reasonable and will be adopted.
Consequently we will allow DRA’s disallowance of $1,967,000 lease
payment but not the $1,940,000 charge for additional software
processing cost.

General’s estimate of plant overhead is $9,832,000, which
is $3,937,000 or 66.8% over DRA’S estimate of $5,895,000.
According to the record, DRA’s estimate is based on the average of
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1985 and 1986 historical ratios of plant overhead to basic labor
expense adjusted for ‘escalation rates. We will adopt DRA’s
methodology and apply it to our previously discussed adopted
Account 603 figures to derive a plant overhead figure of
$6,176,000.

: In accordance with the above discussion, the total
Account 603 adopted expense is $53,609,000.

General’s estimate for Account 604-Central Office
Equipment is $139,537,000 or $19,336,000 (16.1%) greater than DRA’S

. estimate of $120,201,000. The account consists of the total of
central office ecuipment moves and changes, central office:

- equipment repairs, and repair of distributing frame work.  The
major difference in the estimates is due to DRA’s lower estimate
for the utility’s Account R=20-Central Office Equipment Repairs.
The main reason for DRA’s lower estimate for Account R-20 is the
use by DRA of a better productivity facter. DRA witness Hodges
testified that the better productivity factor used by him for his
estimates resulted from the continued effect of the utility’s
ongoing central office modernization program converting antigquated,
very labor-intensive mechanical SxS$ central office equipment to
state-of-the-art very labor-efficient electronic digital central
office equipment. This witness further testified that he took into
consideration the effect of twe other plant operational improvement
programs known as switching services work allocation procedure
(SSWAP) and total network administration and control (TNAC). These
programs are expected to comtribute strongly to productivity
improvements in General’s overall switching service operation
beginning in 1988. This position appears reasonable and we will
adopt DRA’s estimate of $120,201,000 for Account 604 increased by
$1,409,000 to $121,610,000 to reflect our previously discussed
adopted escalation factors.




A.87=01-002, X.87-02-025 ALJ/NRJI/ek »

FCC Account 605-Station Equipment includes General’s
Accounts M43-Station Apparatus Official Moves and Changes, R43-
Station Apparatus Official Repairs, M44-Station Apparatus Repair
Shope, MiS5~Station Apparatus Connection; (IW) Moves and Changecs,
and R45-Station Apparatus Connections (IW) Repairs. General’s
estimate excluding inside wiring cost is $11,079,000, which is
$6,116,000 less than DRA’s estimate of $17,941,000. The majoxr
difference for the non-inside wire portion of the account is DRA’S
lower estimate of the utility’s Account Md44~-Station Apparatus
Repair Shops. This account is directly affected by the

deregulation of terminal equipment which-was to-be 100% completed ... ..

by January 1, 1988. As of that date, the only equipment remaining
in the regulated environment will be that equipment actually used
by the utility conducting the requlated operations known as company
official terminal equipment. According to the testimony of DRA
witness Hodges, the effect of the deregqulation would be to decrease
station'apparatus repair shop activity by 60% in 1987 and 1988 as
compared to 1986. His estimate reflects this reduction as

contrasted to General’s estimate which did not. We will adopt
DRA’S estimate of $4,963,000 for the non-inside wiring portzon ot
this account increased by $216,000 to $5,179,000 to reflect our
previously adopted escalation factors. DRA’s estimate of inside
wiring cost is $12,978,000 while General’s is $31,584,000. We will -
adopt as reasonable for this proceeding DRA’s estimate of ‘
$12,978,000 for inside wiring costs for a total for FCC Account
605=-Station Equipment amount of $18,157,000.

While we adopt inside wire maintenance expenses and
revenues in this decision, we also have OII 84 outstanding to
reconcile the revenue and expense effects of inside wire
naintenance detariffing as ordered by the FCC. General and othex
local exchange telephone companies have previously been ordered in
OII 84 to track actual inside wire maintenance revenues and
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expenses; the expenses are contained in memorandum accounts, and
rates are subject to refund to the extent necessary to make a later
adjustnent (if necessary) for oxcess revenues. Therefore, both
shareholders and ratepayers are fully protected for current impacts
as they may be reflected in our final reconciliation of the
revenues and expenses.

In this light, it is apparent that the revenue and
expense levels adopted here for inside wire maintenance are simply
interim amounts subject to later retroactive refinement. However,
these adopted revenue and expense levels should be identified
precisely and tracked-aleng -with--the-actual levels. so that this .
reconciliation can be accurate. We will direct CACD to c¢onfer with
General and DRA (and any other parties who are interested) to
identify for tracking purposes the exact amounts adopted in this
decision for inside wire maintenance as well as the accounts in
which they are found. This process should begin within 60 days of
this decision. '

General’s estimate for FCC Account 606-Buildings and
Grounds is $17,402,000 which is $2,848,000 or 19.6% greater than
DRA’s estimate of $14,554,000. FCC Account 606 consists of twe
geﬁeral accounts} M12-Land and Buildings Moves and Changes and Rl2-
Land and Buildings Repairs. According to the testimony of DRA
witness Hodges, the primary difference for DRA’s lower estimate for
both accounts M12 and R12 is the effect of historical adjustments
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to these accounts as recommended by staff auditor, S. McCarthy. As
previously discussed, we will amortize the corporate headquarters
inprovements carried in Subaccount Ml2 of $1,074,000 for 1985 and
$300,000 for 1986 over a three-year period. The result of this
three-year amortization will be to increase the M1l2 account by
$458,000. As previously discussed, we will allow $2,000,000 for
test year toxic waste cleanup. We will therefore adopt 517,012,000
for Account 606 expense, which is equal to DRA’s estimate of
$14,554,000 plus the above~discussed two increases totaling
approximately $2,458,000

General’s estimate for FCC Account 607-Public Telephone
Equipment is $8,531,000 which is $1,004,000 or 13.3% highexr than
DRA’s estimate of $7,527,000. According to the testimony of
witness Hodges, the major difference in this account is due to
DRA’S lower estimate for the utility’s Account Ré7-Public Telephone
Equipment Repairs because of the use of a better productivity for
test year 1988 than was used by General. We will adopt DRA’s
estimate of $7,527,000 for this account increased by $93,000 to
$7,620,000 to reflect previously discussed escalation factors.

General’s estimate of FCC Account 6l0-Maintenance of
Transmission Towers is $19,333,000 which is $655,000 or 3.5% higher
than DRA’s estimate of $18,678,000. The difference in the
estimates for this account is due to DRA’S use of a lower test yvear
estimate of kilowatt-hours of usage than used by General. We will
adopt General’s estimate of $19,333,000 for this account. ‘
General’s estimate for FCC Account 612-Other Maintenance Expense is.
$1,686,000 or $474,000 or 39.1% greater than DRA’S estimate of
$1,212,000. DRA used a better productivity factor than did General
in the preparation of its estimates. We will adopt as reasonable

for this account the amount of $1,449,000, the'avérage of the two
estimates. ' - ‘
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Ixaffic EXpenses

Traffic expenses consist primarily of the salaries,
wages, and administrative costs incurred in the handling of
telephone calls by switchboard operators and the costs associated
with administering the use and performance of the switching
network. Testimony on traffic expenses was presented on behalf of
DRA by Utilities Engineer M. J. Vannucchi and rebuttal testimony
was presented by the project planning manager of General’s operator
service staff, Thena Pettey. The tabulation bhelow compares DRA’s
estimates with General’s estimates, together with our adopted
results. The basis for the adopted results are set forth in the
ensuing paragraphs.

(Tnousands~of Dollars)
Acc. ' - '
XNo. I1kenm RBA. Geperal = Ameunk Pexcent Adeptec
621 Genrl. Traffic Supvr. $ 6,927 §$ 7,984 $ 1,057 ,08

-

S
622 Customer Instruction 622 622 o 0.
624 Operator Wages 40,834 50,271 9,437 3
627 Oper. Employ. & Train 1,167 1,604 437 37.4
Misc. CO Expense ~A3.082 _24.082 _A.Q00 _ 7.6
Subtotal 62,632 74,563 11,931 18.8

GTED Adjustment L899 00 __1.999 .
Total 60,633 74,563 13,830 23.0

(Red Figqure)

Testimony presented on behalf of DRA indicated that:

1. It was standard procedure for DRA to
calculate General’s 1988 test year
estimated expense for management and
nonmanagement labor. The procedure
involved using 1985 as an employee salary
base year and then calculating the 156¢
labor using DRA’s wage escalation factors.

DRA adjusted those areas impacted by the
reductions in operator force levels by
summing up all expenses in service related
to the office force levels and applying the
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percentage reduction of operators to
.achieve an approprxate expense estimate.

The length of time spent handling calls,
commonly referred to as actual work time
(AWT), is the actual seconds per call an
operator spends in handling calls.

General provided DRA with 1988 projected
AdTs for directory assistance on a sector-
by-sector basis. The sectors are the five
areas covered by General’s automatic call
distributors (ACDs).

. The projected AWTs for the five ACDs range
from a low of 23.5 seconds to a high of 25
seconds. '

The issue of AWTs for General’s directory
assistance was also examined in (I&S)
C.86-06-004. In Exhibit 12, sponsored in
the above case, an updated version of the
budget for operator services produced AWIs
ranging from a low of 19.8 to a high of
21l.4 seconds. ‘

General attributes the reduction in AWTs to
new system enhancements including
standardized data base, NPA recording, and
the personal response unit. DRA selected
19.8 seconds as the AWT for use in
computing General’s directory assmstance
costs.

In support of this selection of 19.8
seconds, DRA quoted from page 14 of
General’s concurrent opening brief in
C.86~06-004 which stated: #~In summary,
General believes that the equipment it bhas
installed to provide the proposed service
will enable it to provide DA service that
is superior to that currently available for
Pacific Bell.”

For tha Van Nuys area in 1986, Pacific
Ball, without the added feature of the
personal responce unit, had a recorded AWT
of 18.7 seconds. General in its best
showing, had projected AWT of 19.8 seconds.
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General has organized its toll operations
into three sectors: namely, Long Beach,
Santa Monica, and Ontario.

For the three sectors, the projected 1988
AWTs provided by General were 42.5, 41.5,
and 39.5 seconds, respectively. 7The staff
considers these. figures to be high.

The computed AWYTs for three domestic
General Telephone Operating Companies
(GTOCS) using Automatic Electric (AE)
Traffic Service Position System (AE TSPS)
range from 30.7 to 36.0 seconds .
considerably lower than General’s projected
AWTs for Long Beach, Santa Monica, and
Ontario. ‘

Because DRA feels that General’s 1988
rrojected AWTs for toll represented
inefficient operator operations, it adopted
an AWT of 34 seconds for General’s TSPS
operators.

Included in FCC Accounts 626, 629-635 are

expenses involved in contractual agreements
with vendors who provide maintenance and
facilities management for various traffic
hardware and contract charges from Pacific
for providing General with the data base
for the 213/818, 714/61l6, and 805 NPAs. In
addition, General is claiming expense for
the same traffic data base provided by an
outside vendor to eliminate the contract
with Pacific. A review of the expenses
revealed that Pacific’s cost is 50% less
than that of the other vendeor and DRA can
find no logic for General contracting a
data base for double the amount of current
costs. On this basis, DRA is disallowing
the projected cost of a new data base. For
FCC Accounts 626, 629~635, General has
requested $14,082,000.  DRA is recommending
$13,082,000. ‘

The percentage reduction in the number of
operators caused by the use of shortexr AWTs
by DRA was the primary factor applied to
General’s estimates by traffic expense
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account to derive DRA’s projected 1988 test
year results.

+ Testinmony and/or rebuttal test;mony presented on behalt
of General indicated that:

1. General modified its AWYT for d;rectory
assistance operators and the expense levels
"that flow from those average AWIs to
reflect the data submitted in I&S
6386-06-004.

The reduction in AWIs results in reduced
enployee levels for 1988 ofllao hourly and
seven management employees.' Using a ,
pricing methodology consistent with the
submittal in C.86-06-004 results in a
reduction of FCC Account 624 for operator
wages from $54,722,000 to $50,548,000, a
reduction in FCC Account 672-Rel;e£ and
Pensions from $165,272,000 to $164,102, ooo,
and a reduction in FCC‘Account 307-‘
Operating Taxes Other Than Federal Income
Taxes from $45,975,000 to $45,625,000.

‘The overall AWT that General has projected: .
for its directory assistance service in
1988 based on the above-revised estimates
is 20.4 seconds.

The 20.4 AWT was developed using actual
AWTs for ACDs 1 through 4 and adjusting
then to reflect the impact in anticipated
savings resulting. :rom the installation of
personalized response system (PRN) and the
NPA recordings in ACDs 1, 2, and 3.

The AWTs can vary between ACDs due to the
mix of call types, the fact that some ACDs
handle local 411 traffic only while other
ACDs handle intra~ and interstate #555%
traffic as well as 411 calls, and the
effect of employee seniority and Jjob
experience on ACD AWTs.

The recorded AWT for Pacific’s Van Nuys
sactor of 18.7 seconds cannot be used to
support DRA’s adopted 19.8 second AWT
because the Van Nuys sector of Pacific is
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not representative of the entire directory
assistance service provided by General.

Another difference between Ceneral and
Pacific is General’s DA operators providing
service in the 818/213 and 619/714 areas
have access to dual data bases which means
they receive calls from and provide
listings for meore than one NPA or arxea code
as contrasted to Pacific, which does not
utilize dual data bases at any of its DA
locations.

Recorded results indicate that the AWTs

between toll secteors have historically been

different which is the basis for General

projecting discrete AWTs for each sector,

namely 42.5 seconds for Long Beach, 41.5

seconds for Santa Monica, and 39.5 seconds
- for Ontario. :

The factors which impact directory
assistance AWTs also impact TSPS AWTs.

There are no othér General GTOCs faced with

the challenges and complexities of
providing toll operator ‘assistance that
exist in California. It is therefore
inappropriate to make comparisons between
California and other GTOCs because of the
nany differences between their TSPS '
operations.

All three sectors of General’s TSPS service
handle calls from multiple LATAs and
multiple NPAs. The LATA boundaries are not
aligned with NPA boundaries which require
specialized dialing instructions and
explanations to customers. General’s TSPS
operators must determine the LATA of the
calls as well as the caller and calling
NPAs before appropriate dialing
instructions and explanations of rates can
be determined. '

General is in the midst of equal access
conversion which means that its operators
must also determine when interexchange
carrier service is required.
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The above variable simply do not exist in
any other GTOC where there is TSPS
operators. Because of this difference in
operating conditions, it is unreasonable to
assume that General’s AWTs should be the
same as that achieved by other GTOCs.

The three GTOCs surveyed by DRA were
Ceneral Telephone Company ©f the Northwest,
General Telephone Company of the Southwest,
and General Telephone Company of Florida.
The Florida company is the most similar in
size, equipment compatibility, and call
volunes to General of the three GTOCs
surveyed.

Even though the Florida company’s size and
more metropolitan service area make it most
similar to General, all of Florida’s
customers call from only one NPA within the
same LATA. This means that its call-
handling decisions are much less complex
than those faced by General’s TSPS
operators. '

When a customer in Florida requires a coin
refund, the TSPS operator passes the
customer to a coin refund center operator
whereas General’s TSPS operators handle
coin refund calls in their entirety.

Another difference is General’s TSPS
operators create manual tickets to record
credit information and ‘ :
verifications/interruptions charges wherxe
in Florida these functions have been
automated.

In the opinion of this witness, these
differences invalidate DRA’s utilization of
the AWT of the Florida utility.

its brief, Pacific argues that:

One of the most significant measures of the
efficiency of DA service is the AWT
reflected by the operators providing the
service. _
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General’s AWT has always been and remains
higher than that provided by Pacific as
indicated by a statewide AWT for Pacific of
19.3 seconds as compared teo General’s 20.4
seconds.

General did grossly understate its AWT in
(I&S) €.86-06~-004 and did. not correct its
inflated AWT showing in this rate
proceeding until after the staff report was
prepared.

General admits that intexlATA DA service
takes longexr to provide than local 411 DA
service.

It should be noted from the tabulation of traffic
expenses that Account 624-Operator Wages accounts for approximately
two-thirds of the total traffic expenses. Furthermore, it is
apparent from the record that the magnitude of operator wages
impacts to a large degree the other traffic expense accounts.

Under these circumstances, DRA‘s methodology of computing traffic
expenses by applying a percentage ratic based on the number of
operators to General’s total estimated amounts with othex
adjustments does not appear unreascnable. Consequently we will
adopt DRA’s methodology in derivihg our adopted figure for traffic
expenses. ‘ ' ‘

We have recounted the points asserted by DRA and General
in support of their respective estimates of AWT for ACD-served
installations. What the above description does nmot convey in
itself is the difficulty General’s rebuttal witness had in
attempting to supply relevant facts that might bhave cast doubt on -
DRA’s comparative analysis. Accbrdingly,-we will adopt DRA’S AWT |
of 19.8 seconds.

While we are not persuaded that DRA’s 34 second AWT
figure is reasonable for General’s three TSPSs, the times estimated
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by General of 42.5 seconds for Long Beach, 41.5 seconds for Santa
Monica, and 39.5 seconds for Ontario impress us as being somewhat
high. Consequently, to reflect the inefficiencies of manual
handling we will adopt as reasonable for this proceeding AWTs of
1.5 seconds‘less or 41 seconds for Long Beach, 40 seconds for Santa
Monica, and 38.0 seconds for Ontario. Substituting the above-
adopted AWTs in DRA‘’s computations derive a number of operators of
1,628 which we will use for our computations of the traffic
expenses.

Using 1,628 operators and the DRA metheodology for
computing expenses result in an expense allowance for Account 621-
Traffic Expenses of $7,047,000, Account Gzz-éustomer Instruction of
$622,000, Account 624~Operator Wages of $43,628,000, Account 627-
Operator Employee And Training of $1,244,000, and the composite of
Account 626, 629-35=-Miscellaneous an amount of $13,082,000.

The above figures reflect our adopted labor escalation
figures. | , ‘

The total of the above figures is $65,623,000. We will
decrease this by $1,999,000 to $63,624,000 to reflect our
previously discussed GTED adjustment. |
B. Copmexcial Expenges

Commercial expenses are comprised of salaries, wages, and
administrative costs for handling customer service order contracts
and the collection of billings, the preparation and distribution of
telephone dirxectories, marketing and sales functions including
advertising, developing, and f£iling tariff schedules and other
regqulatory matters, and intercompany relations and settlements.
DRA‘s presentation was made by Public Utility Regulatorxy Program
Specialist II Marshall B. Enderby and rebuttal testimony was
presented on behalf of General by its Ventura County Division
Manager Jack F. Moore, by theunanager of Strategy Development of
GTE Service Corporation Gabriel Sidhonm, by.Generﬁl’s Director of
Access Services Lou Culkin, and {ts Manager of Advertising and
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Promotions Michelle Shibuya. General’s estimate for commercial
expenses was $271,594,000 and exceeded DRA’s estimate of
$240,198,000 by $31,396,000 or 13.1%. The following tabulation
sets forth DRA’s estimates and General’s estimates, together with
our adopted results:
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commercial Expenses
_ General
Acct.

_No.  Itenm DRA AnouRS  Pexcent
(Thousands of Dollars)

Gen’l Comm. Admin. $ 9,498 $ 10,640 $ 1,142 12.0 $ 9,687
Advertising 2,520 14,795 12,275 487.1 11,415
Sales Expense 19,603 27,237 7,634  38.9 26,045

Connect. Co. : ‘ ‘
Relations 2,486 2,575 8 3.6 2,529

Local Commercial
Operations~ 112,785 124,551 11,766 10.4 124,000

Public Phone Comm. 3,605 3,605 0 0.0 3,60$
Directory Expenses 101,348 87,560  (13,788) (13-6) 90,760
Inside Wire 0 4,762 4,762 0.0 9
GTED Adj. —(2.488) O __2.488 (100.0)
Subtotal 249,357 275,725 26,368 10,6
Directory Company __(9.159) _ (4.131) _5.028 _54.9
240,198 271,594 31,396 13.1 257,207
- (Red Figure)

, General’s estimate of FCC Account 640-General,
Commercial, Administration was $10,640,000 and exceeded DRA’S
estimate of $9,498,000 by $1,142,000 or 12.0%. The difference was
due to DRA’s use of lower hourly labor cost ($14,980), lower
management payroll and vacation accrual cost ($384,090), and 2
change in the cost billed to others as indicated by a-General data
response provided to DRA. In order to reflect test year conditions
more accurately we will adopt DRA’s estimate based on later data,
and increase it by $189,000 to reflect our previously discussed
adopted escalation factors to yield an estimate of $9,687,000.
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" FCC Account 642-Advertising is comprised of salaries and
expenses for commercial advertising. It also covers the cost of
settiné up exhibits, lectures, and demonstrations for promotional
purposes. DRA’s estimate for this expense was $2,520,000 as
contrasted to General’s estimate of $14,795,000. Accoxrding to the
testimony, DRA elected to base an adjustment of 1988 advertising
expenses on DRA’s auditor adjustment for 1986. DRA‘’sS auditor
adjustment disallowed $10.8 million of $13.11 million total,
leaving $2.31 million as an allowable 1986 expense. Applying DRA’s
nonlabor escalation factors to this $2.31 million yields a.1988
estimate of $2.52 million. 'As previously stated, we believe that
the disallewances'would be reascnable had they been computed for
and applied to the 1988 test year. Howevex, such 1986 year -
disallowances would be appropfiate for the 1988 test year only if
it were shown that the advertising programs were similar for both -
years. The record does not indicate such similarity. Indeed,
General’s evidence indicated that the test year 1988 advertising
programs relate much more heavily to product advertising than did -
the 1986 programs which appeared to be aimed at improving General’s
image in the community.

General’s rebuttal witness Shibuya presented testimony
indicating that the breakdown of the advertising budget for the
test year 1988 would be $2 million for image enhancement,
$1,350,000 for public service, $7,825,00C for product promotion,
and $1,557,000 for national prorate, for a total of $12,732,000
exclusive of office supplies and employee expenses and
compensation. In keeping with past policies as set forth by our
previous decisions, we will permit the $1,350,000 public service
amount and the $7,825,000 product promotion anount, together with
the $2,243,000 for office suppiies and employee expenses and
compensation, for a total of $11,415,000, which we will adopt as
reasonable for this proceeding. While adopting the majority of
General’s estimate for Account 642 for this proceeding we emphasize
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that we concur with DRA that the thrust of the Account 642 ‘
advertising expenses in 1985 and 1986 were image enhancement and
would not be appropriate for recovery in rates wefe'they to be
repeated in 1988. General has represented that its 1988 prograns
will concentrate heavily on product advertising. We trust that
General will be able to demonstrate that this has in fact occurred
when General makes its next application for general rate relief. .

DRA witness Enderby recommends that more attention be
paid to our D.86-01-026 .in Pacific’s last general rate case whzcn
indicated that Pacific should perform more complete studies ror
rate proceedings to demonstrate that proposed expendltures are
econgmlcally justified. Witness Enderby’s position is well taken
and this decision will provzde an ordering paragraph similar to
Ordering Paragraph 12 on page 215 of D.86=-01-026.

FCC Account 643-Marketing and Sales Expenses-includes the
cost of market analysis, consumer research and promotion, and sales
expenses of network services. General’s estimate of Account 643-
Sales Expense was $27,237,000 as compared to DRA’s estimate of
$19,603,000, a difference of $7,634,000 or 38.9%. The difference
is primarily due to a 25% disallowance of General’s estimated
amount ($6,809,360) and lower hourly labor costs due to the staff’s
lower labor escalation factors. According to the testimony of
DRA’s witness Enderby:

1. After reviewing the meetings between DRA
and General and related materials provided
by General concerning marketing and sales
expenses, DRA concluded that the
information provided by General was
inadequate to evaluate the expenses.

DRA is unaware of any explicit
profitability studies of the markating
department as a stand-alone entity or of
any pro forma presentation of marketing
strategies and tactics for the years 1986,
1987, and 1988.
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3. General did not prepare a cost benefit
' analysis of the marketing and advertising
campaigns as required for Pacific for
future rate cases by D.86-01~026.
In view of the above, DRA was inclined to disallow 50% of
General’s expenses for FCC Account 643 as a ratemaking adjustment
in test year 1988. However, in response to a DRA data request,
General indicated that currently there is a project initiated by
its marketing and finance department to obtain product level .
contribution statements to be available in 1988 which will seek to
isolate each marketing department’s contribution to each product’s
revenue stream thereby allowing the utility to conduct the types of
analyses discussed in the Pacific decision and recommended by DRA.
Undexr these circumstances, DRA proposes to disallow 25% of FCC -
Account 643 in the tost year 1988 with the understanding that if
for the attrition year filing General comes forward with an
approﬁriate showing that a #“product level contribution” measurement
system has been developed and'implemen;ed, the 25% disallowance be

 discontinued in 1989; if the showing is inadequate, the 25%

disallowance be nmaintained; and if the showing is nonexistent, the
disallowance be increased 50%.’

Rebuttal witness Sidhon testified that:

1. The provisions of D.86-01-26 do not impose
any requirement on General with respect to
this proceeding as General nor any othexr
telephone utility besides Pacific is
mentioned in the decision’s narrative
summary, findings of fact, or ordering
paragraphs regarding this issue.

The orxdering paragraph provision will apply
only when Pacific files its next general
rate case for the test year 1989 and
therefore Pacific was given more than two
Yyears to develop and implement the new
estimating procedure mandated by the
decision.

In its response to a DRA data request,
General indicated that the marketing
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department provided a return to the company
of $5.24 for each dollar-associated
expense. This is projected to increase to
'$7.00 in 1988 and to average $7.94 for the
years 1987 through 1991.

This witness further testified that an analysis provided
by General clearly indicates marketing and sales' activities make a
positive contribution to total company revenues and that on the
basis of this information supplied to DRA, Mr. Enderby’s
recommended 25% disallowance is inappropriate. We agree and will
adopt DRA’S estimate of $19,603,000 increased by the disallowance
of $6,809,000 and further increased by $633,000 to reflect our
prev;ously discussed adopted labor escalation rates for a total tor
this account of '$26,045, 000.

Account 644-Connecting cOmpany Relations covers the
expenses for conducting inter-company business as it pertALns to
the interchange of services and includes expenses for negotiations
or revisions of traffic agreements and intercompany settlements.
DRA’S estimate is $2,486,000 which is $89,000 or 3.5% less than
General’s estimate of $2,575,000. The difference is due to DRA’s
use of its lower labor escalation factor. We will adopt DRA‘sS
estimate increased by $43,000 to $2,529,000 to reflect our
previously discussed adopted labor escalation rates.

FCC Account 645~Local Commercial Operations includes the
salaries and expenses of employees involved in handling sexvice
oxrders and collecting revenues, other contracts, and the expenses
associated with collection coin telephones. DRA’sS estinmate of this
account is $112,785,000 and is $11,766,000 or 103 less than |
General’s estimate of $124,551,000. The differences are primarily
due to DRA’s use of a lower labor escalation factor and a
disallowance of employee position additions requested by General in
December 1986 after the subnission of the NOI. According to the
testimony of witness Enderby, after the submission of General’s
NOI, it requested expenses for anAaddi;ional 40 management and 112
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hourly employees for a carrier services organization (CSO)
established in July 1986. According to the testimony, General alse
requested 53 additional management employees f£or ~FMS/SOE”
implementation in 1988. The FMS is a facilities management system
that will provide mechanized facility assignment, usage
forecasting, facility management, telephone nunber assignment, and
aging and line equipmant/telephone nunber load balancing. SOCE is a
sexvice order entry system that will prompt the customex
representatlve through the entire service oxrder precess, replaczng ]
the majorzty of current manual functions. This witness further
testified that, according to General, 15 management employees were
removed from its budget in exror and 92 hourly employees were
removed from its business service office centers as a data input
error. According to this witness, no documentations for any of the
above additions were provided by General and on this basis DRA is
recommending disallowance of $9,533,470 for ratemaking purposes.

Rebuttal testimony presented by General's witness Culkin
indicated that:

1. In March 1985, an interdepartmental group
recommended the establishment of an
organizational structure that could enable
General to offectively market and provide
services to the interexchange carriers
(IC). .

Approval of the recommendation resulted in
the reassignment of IC-related activities
and responsibilities from the Revenue
Recuirements Department to Special
Services, the formation of the IC-OPC as
the single point of contact with ICs for
standard order processing, and a transfer
of IC billing control functions and account
managenxent to marketing-network sales.

Since the ICs as a group are General’s
largest customers and because they have the
ability to bypass General’s network if
their service requirements are not met,
General concluded that a new department was
needed to handle their accounts in an
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efficient and timely manner. This led to
the formation of the Access Services
Department (ASD) in 1986.

As the result of creating the ASD in 1986,
General has been able to provide strong
financial support to its IC customers.

The need for the increase of the original
hourly employee levels by 112 was
determined based on order volume forecasts
and labor hour coefficient for existing
Universal Service Orders (USO) activities._

The additional 40 management employees were
required when areas lacking support were
identified and as new projects developed.
Management judgment based on the witness’s
past experience in forecasting employee
levels was used to derive. the specific
nunbex of additional management employees.’

The 112 hourly and 40 management employee
addition to CSO is pivotal to achieve the
goals of the company and the demands of the .
ICs. The 112 hourly and 40 management
employee additions were based on a 15%
growth rate ascertained by the witness

aftgg discussions with his managers and
staftf.

We are persuaded that the 40 management and 112 hourly
employees are necessary to the efficient operation of the company
and will therefore not adopt DRA’s recommendation that the expenses
associated with these workers be disallowed for ratemaking
purposes.

Testimony presented by General’s rebuttal witness Moore
indicated that:

1. DRA witness Enderby’s statement “General
requested an additional 53 management for
’FMS/SOE’ implementation in 1988”7 does not
mean that 53 employees will be added in
1988 for implementation of the FMS/SOE
system.
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The word “implementation” is used
generically to describe the efforts of
several departments involved in completing
the mechanization of General’s sexvice
office operations. The total number of
empéoyees budgeted for this project in 1988
is 53. .

The field implementation for FMS/SOE is
scheduled to begin in 1988. The ,
composition of the 53 management employees
required for FMS/SOE for 1988, together
with the benefit cost ratio for the

. operation, is set forth in Exhibit 16A. By

- disallowing the' expenses associated with S3
employees, Mr. Enderby is in effect
recommending that the entire FMS/SOE

. project be disallowed as these 53 employees
represent all of the employees budgeted for
FMS/SOE in 1988. C :

© TPermination of the FMS/SOE project would
severely hamper General’s continued efforts
towqrd total service office automa;ion.

DRA witness Enderby states: “While these functions
appear to be useful, staff would like to see a complete listihg and
justification of all expected benefits and efficiencies from
FMS/SOE. Moreover, documentation and sensitivity analysis should
be provided for all benefits/costs or profitability studies
performed by the utility. Staff is thus disallowing the $2,435,100
for the 53 employees.” It appears that these deficiencies
complained of by DRA witness Enderby were rxesolved in the above~
quoted Exhibit 16A. Under these circumstances we will not accept
DRA’s recommendation that $2,435,100 for the 53 enployees be
disallowed for ratemaking purposes. '

DRA witness testified that ~according to the utility, 1S
management employees were removed from their budget in error and 92
hourly employees were removed from business service office centers'
as a data input error. Staff would like to see a complete |
documentation of the errors and any justification for the

- 122 -~
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employees. Staff is thus disallowing these expenses of
$3,168,400.” 1In his rebuttal testimony, General’s witness Moore
testified that: “Due to a data input error, these employees were
inadvertently removed from the 1988 budget submitted at the time
General filed its Notice of Intent (NOI) to the Commission staff on
August 29, 1986. The error was discovered and corrected in the
budget submitted with General’s application in January 1987. As a
result, these employees were labeled as ./additions’ when in fact
they were existing payroll employees omitted from the budget in

. exror.” We are persuaded that what occurred here was an:

inadvertent error of omission at the time the NOI was submitted and
consequently we will not adopt DRA’s recommendation for
disallowance of $3,168,400.

In accordance with the above discussion, we will adopt as
reasonable for Account 645-Local Commercial Operations DRA’s
estimate of $112,785,000 plus $9,533,470 that DRA recommends be
disallowed for employee additions plus $1,682,000 to re:lect our
previously discussed adopted labor escalation factors, tor a total
of $124 nmillion for this account.

For FCC Account 648~Public Telephone Commissions, both
DRA and General estimated the expense to be $3,605,000, which we
will adopt as reasonable for this proceeding.

For FCC Account 649-Directory Expenses, DRA estimated
$101,348,000 as compared to General’s estimate of $87,560,000, 2
difference of $13,788,000 or 13.6%. This expense is comprised of
salaries and expenses of service department employees for
developing directory production schedules and administering the
compilation, warehousing, and delivery of directories and of
charges by the GTE Directory Services for the production of |
directories and the sale of classified advertising. The latter is
equal to 40% of General’s total directory revenues which we have
adopted as being $205 million. Forty percent of this $205 million
is $82 million. DRA estimated the salaries and expenses of service
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department employees as being $8,759,000. To this we will add
$9,000 to reflect our previously adopted labor escalation factors
for a total for Account 649=Directory Expenses of $90,760,000.

We noted that General included an adjustment of
$4,762,000 for inside wiring c¢ost. The inside wiring cost was
included in DRA’s estimates and our previously adopted results.
Therefore, we will not adopt any adjustment for this item.

As previously discussed, the GTED’s adjustments adopted
as reasonable for ratemaking purposes in this proceeding total
$7,937,000. Such an adjustment is apportioned between maintenance
expense, traffic expense, commercial expenses, and other operating
expenses. The prorated share for commercial expenses of this GTED
adjustment is $1,841,000 which we adept as reasonable for this
proceeding.

As set forth in the previous tabulation, DRA estimated 2
directory company adjustment of $9,159,000 as compared to General’s
estimate of $4,131,000. As previously discussed, we have adopted 2
figure of $9,001,000 a$ appropriate for this adjustment. '
‘ eperal ffice and = oCe, g _LXPeNnses

General office salaries and expenses are those operating
costs incurred in performing the executive, accounting, treasury,
law, personnel, public affairs, data processing, miscellaneous
engineering, revenue requirements, and other general office
functions. Other operating expenses are those operating costs
necessary to provide overall telephone service which may not be |
included in the various other functional accounts. Other operating
expenses include insurance, employees’ fringe benefits, pensions,
operating rents, and general services and licenses. It also
includes the cost of director’s fees, audit expenses, joint pool
committee expenses, telephone expenses, new venture expense,
unkbillable toll expense, expenses transferred to construction, and -
other niscellaneous operating expenses. '
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Testimony was presented on behalf of DRA by Junior
Utility Engineer M. J. Vannucchi (accounting and general services
and licenses), Public Utility Regulatory Analyst II M. R. Loy
(relief and pensions), Financial Examiner IV M. Amato (general
services and licenses), and Associate Utility Engineer J. M. Shiu
(balance of chapter). Rebuttal testimony was presented on behalf
of General by its budget director, L. G. Manion (Vannucchi), by
Dr. A. N. Mosich (Amato), of the School of Accdunting, University
of Southern California, by W. N. Sammis (loy), of the firm of
insurance brokers, Johnson and Higgins, and by the director of
operations for GTE Investment Management Corporation, Roger S.
Wwilliams (Loy)- '

DRA’s estimate of general operating expense was
$179,385,000 as.compareq to General’s. estimate of. $197,636,000,
difference of $18,251,000 or 10.2% and DRA’s estimate of other
operating expenses was $164,648,000 as compared to General’s
estimate of $235,711,000, a difference of $71,063, 000 or 43.2%.

The tabulation below sets forth DRA’s and General’s est;mates,
together with our adopted results. The bases for our adopted
results is set forth in the ensuing paragraphs.
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General

anount  Rexcent
(Thousands of Dollars)
General Office Salaries and Expenses

Executive Dept. $ 1,277 $ 1,394 $ 117
Accounting Dept. 103,066 109,952 6,886
Treasury Dept. 2,945 32,261 316
Law Dept. 2,411 2,627 216
Other Gen. Office__69.686 —t L aR 83 iy 5= A

Total 179,385 197,636 18,251 190,072

Qther Operating EXpenses
Insurance S 3,204 $ 3,628 S 424 13.2% § 3,204
Accidents & _ e
Damages 1,100 1,240 140 12.7 1,100 -
Oper. Rents 14,447 15,228 | 781 5.4 14,447

Relief & Pensions 117,318 164,020 46,702 39.8 145,3
General Services : -

22 B
and Licenses 33,000 55,768 22,768 69.0 43,40’
Misc. Other 5,141 7,447 2,306 44.9 5,141
Exp. Chg’d. Const. (9,562) (20,312)  (10,250) 1li2.4 (27,358)
_— 0 . 8.697 _8.692 o

Inside Wire 0.0

Subtotal 164,648 235,711 71,063  43.2 195,256

4
5

GTED Adj. (5,235) 0 5,235  (100.0) (3,800)
Compensation Adj. _(26,200) ______ 0  _26.200 (100.0) _______. 9O

Total 133,213 235,711 102,498  76.9 191,456
(Red Figure) .

FCC Account 661-Executive Department includes the ‘
salaries and expenses of officers engaged in general management’andj
administration including their assistants and office forces. DRA‘s
estimate for this account is,$1,277,000 as compared to General’s
estimate of $1,394,000, a difference of $117,000 or 9.2%. The
reasons for the differences are DRA’s lower labor inflation and
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nonlabor escalation factors, the use by General of four months’
actual expenses of 1986 to estimate cost billed to others for 1988
as contrasted to DRA’s use of annualized eleven months’ recorded
cost billed to others for 1986 to derive a 1988 figure. We will
adopt DRA’s estimate of $1,277,000 based on later data increased by
$34,000 to reflect our previously discussed adopted labor
escalation figures. The Account 661 expense thus computed is
$1,311,000.

FCC Account 662-~Accounting Department includes the
salaries and expenses of the vice president-controller, his
assistants, and office force. Accounting operations include
accounting, budget, information systems, and internal auditing.
DRA’s estimate for this account is $103,066,000 as contrasted to
General’s estimate of $109,952,000, a difference of $6,886,000 or
6.7%. According to the testimony of DRA’s witness Vannucchi, there
has been a dramatic increase in the employee levels for FCC Account
662 in spite of the trend toward a reduction in overall company
employees. According to the testimony, Account 662 has grown from
338 total employees in 1978 to 605 employees in 1986. The 1988
test year estimate is 647 employees. A data request response by
General indicated that the increase in employees was due to the
following reasons: ,

1. Increases in 1982 and in 1983 were the
result of reorganization between GTC and
General Telephone Data Services.

Total company growth increased reporting
requirements. .

An increase in the construction program
increased invoices, work orders, and data
processing.

Increased reporting and record keeping
necessitated by deregulation and increased
regqulatory involvement in the process.

Increased demand by both intermal
managerent as well as the external
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financial community including the
Commission, FCC, Securities and Exchange
Commission, etc.

Employee level increases from 1986 to 1988
are all attributed to increased billing ana
record keeping associated with access
charge accounting requirements.

According to the testimony of this witness, DRA’s
investigation of the above-listed reasonings for Account 662
increases revealed that: '

1. Total company growth plateaued in 1982 with
29,253 employees and has been steadily
decreasing with an estimated 23,101
employees for 1988.

The construction program reached a high in
1986 and with the conversion of central
offices winding down, the budget for.
construction is consequently declining.

General could not supply any evidence
supporting its claims of the increase in
reporting and record keeping necessitated
by deregulation and increased regulatory
involvement for that process.

FCC Account 662 estimated to increase in
employee count from 605 in 1986 to 647 in
1988 with the increase due to staffing
requirements for access charge accounting.
General provided an employee breakdown
which resulted in the addition of 11
employees, 31 shy of the 1988 estimated

increase.

According to the record, because of the above reasons,
DRA is recommending that the exployee count for FCC Account 662
remain at the 1986 level less 5% to compensate for reduction in
construction programs and increased by 11 employees for the access
charge accounting. ‘

According to the rebuttal testimony of General’s witness
Manion, the 1987 employee level identified by Mr. Vannucchi
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represented the lowest employee level in 12 years of historical
data provided to him by General and subsequent reorganization in
1982 shifted 34 GTEDS employees and 14 service department employees
to the accounting expense account. This witness further testified
that the 1986 employee level used by Vannuechi to make his
calculations for the 1988 test year was an improper figure because
it represented only employees on the payroll, whereas General’s
estimates include contract equivalent employees. Witness Manion

© further testified that the 1986 contract equivalent employees was
68 and that had Vannucchi used the correct 1986 employee level in
his proposed adjustment the resulting 1988 employee level
recommended would have been 650 employees, which is only 12
employees less than the 662 employee level included by General'in
the application. ' o .

We will adopt General’s estimate of $109,952,000 for FCC
Account 662 - Accounting Department which recognizes a total of 662
employees, including contract equivalent employees. We do this
reluctantly because, like DRA, we are alarmed at the |
disproportionate growth in this account in view of the decline in
total company numbers of employees since 1982. General’s
documentation for the increased accounting employees was marginal
and the data it furnished DRA was apparently confusing. We would
adopt DRA’s estimate except for the fact that we are uncertain that
it includes contract equivalent employees and we believe that the
adopted amount should recodgnize total employees, inclﬁding contract
equivalent employees. We will examine this account closely in
General’s next proceeding to determine that General has fully
justified the number of employees it is estimating and that any
additional growth in this account is completely explained.

For FCC Account 663-Treasury Department, DRA’s estimate
for test year 1988 is $2,945,000 or $316,000 (10.7%) less than
General’s estimate of $3,261,000. According to the record, the
reason for the difference is the use by DRA of lower labor and -
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nonlabor escalation factors, the use by DRA of annualized 11 months
. recorded Cost Billed to Others as contrasted to General’s four
months’ recorded data and the use by DRA of the average level of
short-term loans in 1985 to estimate the bank activity fees for
1988 rather than the expenses of lines of credit, commercial
papers, and bank service charges for the nine-month peried, July
1985 to March 1986. We will adopt DRA’s estimate of $2,945,000
based on more complete and later data and increase this amount by
szz,ooo;tby$2,967,ooo to reflect our previously discussed adopted
labor escalation factors. = ' =

Expense for FCC Account 664-Law Department was estimated
by DRA to be $2,411,000 as contrasted to General’s estimate of
$2,627,000, a difference of $216,000 or 9.0%. The major difference
between the two estimates is due to the use of lower labor
escalation and nonlabor escalation factors by DRA and the
elimination of two management employees from the law department.
_We will adopt DRA’s estimate of $2,411,000 increased by $65,000 to
reflect our previously discussed adopted labor escalation factérs
'to yield a total expense for this account of $2,476,000.

FCC Account 665~0ther General Office Expense includes
employee salaries and expenses in human resources, public affairs,
revenue requirement, miscellaneous engineering, and security of the
- company. DRA’s estimate for this account in test year 1988 is
$69,686,000 as compared to General’s estimate of $77,283,000, a
difference of $7,597,000 or 10.9%. According to DRA witness Shiu,
the major difference between DRA’s and General’s estimates is Que
to the utilization by DRA of lower labor inflation factors, lower
nonlabor escalation factors, and the use of annualized 12 months”
recorded cost billed to others data for 1986 rather than 4 months’
actual expenses of 1986 as used by General. The witness further
testified that the DRA auditor recommended exclusion of expenses
related to open house events for the new headquarters building,
corporate image of the company, and political advocacy of $35,000,
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$2,967,000, and $619,000, respectively, for 1985 and $457,000,
$3,416,000, and $678,000, respectively, for 1986. For the test
year 1988, this witness held the above disallowed expenses related
to corporate image and political advocacy in conjunction with the
amounts as a ratemaking adjustment for the test year 1988 in the
amount of $4,094,000. As previously discussed, we have adopted a
disallowvance of $1,287,000 for corporate image of the company and
$678,000 for political advocacy for test year 1986 and will
continue these amounts as a disallowance for Account 665 for the
test year 1988. We will therefore adopt DRA‘S estimate of
869,686,000 increased by the difference between DRA’S proposed
disallowance and our adopted allowance of $2,129,000 and increased
further by $1,551,000 to reflect our previously discussed adopted
labor escalation amounts for a total of $73,366,000.

Undexr general office salaries and expenses, General shows
an item of expense for Uniform System of Accounts (USOA) rewrite of
$42,662,000 and inside wire costs of $3,119,000. We are
‘considering the USOA rewrite matter generically under I.87-02-023
and therefore will not adopt General's‘adjustment for this amount.
In addition, the inside wire costs are included in DRA’s estimates .
and therefore we will not adopt General’s proposed amount.

DRA’s estimate of FCC Account 668~Insurance is $3,204,000 -
as compared to General’s estimate of $3,628,000, a difference of
$424,000 or 13.2%. DRA’s estimate of FCC Account 669-Accident and
Damages is $1,100,000 as compared to General’s estimate of
$2,240,000, a difference of $140,000 or 12.7%. According to the
testimony of DRA witness Shiu, the reasons for the difference are
DRA’s use of lower labor and nonlabor inflation factors and the use
of annualized 11 months’ recorded costs billed to other data of |
1986 for test year 1983 rather than General’s use of four months’
actual expense of 1986 to estimate the cost billed to this account '
for 1988. We will adopt DRA’s estimates for these two accounts as
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reasonable for this proceeding because they are based on more
complete information than General’s estimates.

DRA’s estimate of FCC Account 67l-Operating Rents is
$14,447,000 as compared to General’s estimate of $15,228,000, a
difference of $781,000 or 5.4%. According to the testimony of
DRA’sS witness, the major difference is due to DRA excluding from
the account the estimated costs of leases which will be terminated
before December 31, 1988, whereas General prepared its estimate
before the listings of leases were outdated. It is obviocus that
DRA’s estimate excluding terminated leases is more accurate than
General’s estimate. Consequently, we will adopt DRA’s estimate as
reasonable for this proceeding.

FCC Account 672-Relief and Pens;ons includes expenses
incurred in comnnection with employee pensions, group life
insurance, medzcal and dental coverage, slckness, disability,
military leave, employee savings plan, workers’ compensation, and
other benefits which include the administrative cost of the pension
and medical plans. General’s estimate for this account is
$165,272,000 as contrasted to DRA’s est;mate of $117,317,700, a
difference of $47,954,300 or 40.9%. Tabulated below are the
component parts of this account as estimated by DRA and General,
together with our adopted results.




A.87=01=002, I.87=-02=025 ALJ/NRIY/ek/jt w»

item |

Pensions

Group Life Insurance
Dental Insurance
Medical Insurance
Sickness Disability
Military Leave
Workers’” Comp-.

PRA

$ 43,873.0

2,219.5
4,350.8
58 r 552 - 8
13,9857.2
8.6
15,499.0

Amnount
(Thousands of Dollars)
$ 59,477.0

2,929.0
5,629.0
89,264 .0
19,454.0

16.0
17,083.0
11,163.0

General

$15,604.0
709.5
L,278.2
30,711.2
5,496.8
7.4
1,584.0
2,678.0

o

35.6
32.0
29.4
52.5
39.4
86.0
10.2
31.6

$ 53,345
2,651
5,126

74,900

Employee Savings Plan 8,485.0
—6.957.0

Other Benefits - 10,829.0

1583,002.9

—3, 8720
‘215,544.0 - -62,541.1) -

v ic2% -}

Subtotal 40.9
Charged to Con-
struction € .233

Total Expensed

Adjustment due to
elimination of 202
operator serxvice
enployee

Net Expensed

(35,685.2) (50,272.0) (14,581.8) NA (44,266) v

117,317.7 165,272.0 47,954.3 40.9

145,322 /7

—t 2220
164,020.0 145,322

(Red Figure)

Testimony on Account .672 was presented on behalf of DRA
by Public Utility Regqulatory Analyst II Mark R. Ioy. Rebuttal
testinony on the pension fund and administration expensés was
presented on behalf of General by the director of operations for
GTE Investment Management Corporation, Roger S. Williams, and on
the subjéct of funding requiroments for Concral’sc medical bencfitc
plan provided through The Travelers by the vice president in the
enployee benefit plans departmentvof Johnson and Higgins,

William N. Sammis.

As noted from the above tabulations, General’s estimate
for pension expense was $59,477,000 as compared to DRA’s estimate
of $43,873,000, a difference of $15,604,000 or 35.6%. Both General
and DRA presented testimony showing the effect of the use of

117,317.7 46,702.3 3%9.8
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Statement of Finpncial Accounting Standard No. 87 (SFAS 87) in lieu
of their original estimates. Testimony on the effects of SFAS 87
was presented on behalf of DRA by Financial Examiner IXI Tim Xenney
and was rebutted by the manager of pension funding for GTE Sexvice
Corporation, Marguerita DeBonis. The tabulation below is the
breakdown of the SFAS 87 pension expense estimates presented by DRA
and General. |

DR Genexal
(Thousand of Dollars)

SFAS 1987 Pension Expense " $13.3 ¢ $13.3
Additional late Request —_— i -

Subtotal 13.3 4.8

less: ‘
Effect of 22.8% Work Force
Reduction (3.0)
2.01% Labor Escalation

‘Factor . £3.90)

. | Total : | ‘ 7.3

(Red Figure)

DRA recognizes that this Commission has taken up SFAS 87
issues in the USOA rewrite investigation I.87-02-023, but
recommends that General’s pension expense be based on use of SFAS
87 because: '

1. DRA and General agreed in this proceeding
to use SFAS 87 in calculating General’s
pension expense, and both parties have done
s0.

General’s pension cost will increase by
$46,000,000 to $59,000,000 if SFAS 87 is
not used for this proceeding.

General has stated it will contribute only
$5.5 million to its pension fund in 1988,
which would result in a windfall to the
company if SFAS 87 not is used.




A.87=-01-002, 1.87-02-025 ALJ/NRJ/ek

SFAS 87 is being separately considered by this Commission
in I.87~-02-023 concerning revisions to the USOA. On December 22,
1987, we issued Interim D.87-12-063 which did not addxess SFAS 87
but did authorize General to initiate a balancing account to recoxd
revenue requirement imp&cts from the adoption of Part 32 and Part
36 revisions proposed by the FCC. General believes that, for
purposes of consistency in this rate case, the balancing account
authorized in D.87-12-063 should be used for treatment of the SFAS
87 impacts to General’s pension expense.

By D. 88-03-072 in I.87=02-023, we ruled that SFAS 87
'should not be utilized for ratemaking purposes”. Consequently, in
this proceeding, we will not consider the testimony subﬁitted_into
evidence on SFAS 87 by General and DRA.

According to the testimony of DRA witness Loy, the baszc
reasons for the difference in DRA’s and General’s expense estimates
for Account 672 are: '

1. . The DRA employee count is 23% lower than
: vGeneral's accounting for more than half of
the difference in the estimates.

DRA is recommending a different labor .
inflation treatment to Account 672 than
General did, resulting in approximately
8.9% of the expense differential
attributable to the staff’s 3.2% lower
labor inflation and the staff identifying
different expense items than General did
for labor inflation treatment.

The premiums and rates the staff used are
based on more recent information than those
used by General.

A review of the above tabulation indicates that the
differential between DRA and General estimates approximates the
compound effect of force reduction and lower escalation factoxrs for
pensions, group life insurance, dental insurance, sickness
disability, and employee savings plans, justifying, in our m;nd
the utilization of these factors for determination of the
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reasonable costs for these component items. Although not computed
in that manner, our adeopted expenses reflect a force reduction of
approximately 10%. Furthermore, our adopted labor escalation
factors approximate 87% of the differential between the labor
escalation factors used by DRA and General. Under these
circunstances, we will adopt as reasonable for ratemaking purposes
for those component items listed above the DRA estimate plus .607
(the compound affect of our adopted force reduction and labor
escalation factors) times the difference between DRA and General
estimates. Such computations result in the following adopted
expenses:

Pensions . $53,345,000

Group Life Insurance 2,651,000

Dental Insurance 5,126,000

Sickness Disability 17,294,000

Employee Savings Plan 10,111,000

DRA’s estimate for medical insurance is $58,552,800 as

compared to General’s estimate of $89,264,000, a difference of
$30,711,200 ox 52.5%. DRA used lower woxrk force estimates and

lower rates than General did for developing expense estimates.

DRA’s lower employee counts amount to a 23% reduction in the
participation. The remaining differences are attributable to the
development of the rate structures charged by the Travelers Company -
(72% of the total expenses) and the seven health maintenance
organizations (28% of the total expenses). According to the
testimony of DRA witness Loy, the latest rate information from the
insurers’ actuary indicates a dramatic increase in funding deficits
beginning in 1984 and continuing through 1987, and possibly to

1988. This witness further testified that the causes of the

funding shortfall are a dramatic increase in claims level as of

1985 and an unprecedented $9 million divided in 1984. As a result,
accoxrding to the record, DRA found that the 29% and 22% increases ‘
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were substantially greater than the expected rate increases of
other Southern California utilities, i.e. Southern Califormia Gas
Company and Southern California Edison Company. Furthermore,
General’s HMOs experienced a rate reduction in 1987 and expect no
increase in 1988 while GTE expects an increase of 10.5% for 1988.
DRA believes General’s 1988 customers should not he penalized for
funding problems resulting from claims experience and plan
administration occurring in a prior test year period (1984 and
1985) . Therefore, it is DRA's recommendation that a med;cal

- escalation rate of 10% perxr, annum, an average of GIE’s 10.5% on the
‘rates of Southern California Gas Company (6%) and Southern

California Edison Company (11.2%) be used. This recommended
escalatxon rate is 30% lower. on a two~year compounded basis than
General’s proposal of about 25.5% per annum, resulting in DRA’s
estimate under The Travelers being $41,254,730 or $24,016,990
(58.2%) lower than General’s estimate of $65,271,720.

Rebuttal testimony presented on behalf of General by
William N. Sammis indicated that:. .

1. The amount of premium paid each year is the
best projection of the cost of benefits to
General. In the past, projections have
been extremely close, considering the
external factors of employment, medical
costs, inflation, benefit improvements,
etc. which all affect the cost of employee
benefits.

The rate of funding increase cannot be
reasonably compared between companies
without knowing the underlying basis. In
this respect the timing of projects is
very important. For example, in 1985 and
early 1986, medical cost trends of
inflation and utilization of 10% were .
significantly below the current projectlons
of 13.5% to 15.5% for 1988.

The projected overall increase of 26.03%
for 1987 is a budget or funding increase
intended to make up the shortfall or
deficit in the 1986 budget level and cover
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the expected 8.3% increase in medical cost
for 1987.

The average cost method for estimating cost
used by DRA witness Loy is often used for
small employers, those with less than 100
emplcyees, where the claim experience or
utilization cannot be easily determined or
predicted because of drastic changes and
the impact of a single medical clain. DRA
'witness Loy’s approach. ignores ‘actual facts
‘and uses a method which is inappropriate
for General, given its size and ‘the
available facts. v N

There is not a dlrect prorated reduction in
medical benefits costs assoc;ated with
employee £orce reduction. '

The !und;ng and adm;nistration of the .
benefit program is highly efficient with
less than 1.25% of 1986 benefit clains
applied for administration.

The dividend that resulted from tavorable
medical and dental claim experience for
1984 was $7,540,326 or 13.6% of plan
contributions. The refund did not exceed
the balance at the end of the year.

During 1984, Johnson and Higgins determined
that the 1984 claim experience was
developing at a lower rate than originally
anticipated with the result that there
would be a large surplus at the end of the
yvear. Such a surplus could be avoided by
suspension of contribution for a portion of
1984. Therefore, General, along with other
GTE telephone operating companies, did not
make contributions for the last two nmonths
of the 1984 plan year. Unfortunately
clains increased dramatically for the
months of Octobexr, November, and December
1984, resulting in the overall deficit or
shortfall at year end. The suspension of
contributions was recorded for accounting
purposes as a dividend.

Medical claims totaling $39.8 million for
1984, $51.3 million for 1985, and $56.8
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million for 1986 indicated that the DRA
estimate of $41.3 million for 1988 is
unrealistic.

We are persuaded that DRA’s estimate of $41,254,730 for
The Travelers medical insurance is low and General’s estimate of
$65,271,720 is high. In consideration to our adoption of estimates
reflecting work force reduction, we will not escalate the medical
insurance costs and will adept as reasonable for this proceeding
the 1986 recorded medical insurance cost of $56.8 million.

Health maintenance oxganizations make up 28% of the total
company medical insurance costs. General is assuming an annual
increase of 5% for 1987 and 10% in 1988 for health and 4.5% for all
other providers. DRA used the 1987 actual rates (a 4.4% decrease
from 1986 levels) applied to its proposed labor force reductiqn'and
assumed no change for the 1988 rates. DRA’s position appears
reasonable, and we will adopt its recommended $16.3 million for EMO
costs increased to $18.1 million to reflect our adopted labor force
reduction. Adding this $18.1 million HMO cost to the $56.8 million
adopted, The Travelers’ cost yields a medical insurance cost' of
$74.9 million for test year 1988 which we will adopt as reasonable.

. Both DRA and General developed their 1988 recommended
expense allowances for military leave as a percentage of payroll.
General used the 1985 actual percentage, but DRA used a four-year
average. We will adopt DRA’s estimate of $8,600 increased by
$4,200 to reflect the previously discussed smaller force reduction
to yield a total of $12,800 for this component item.

7Other Benefits” includes administrative costs for
pension and medical plans, the nonregulated operations emplovees
savings plan, termination costs, and the supplemental executive
retirement plan. DRA’S estimate for this item is $6,057,000 which

is $4,472,000 or 73.8% less than General’s estimate of $10,529,000.

According to the record, $5,834,000 of the $6,057,000 estimate for
other benefits is for administration of the pension fund, leaving
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$223,000 total for the cost of the nonregqulated operations
employees savings plans, termination costs, and the supplemental
executive retirement plan. DRA witness Loy testified that the
$5,834,000 expense for the administration of the pension fund was
derived by multiplying the 1985 recorded figqure by the force
reduection percentage and 1abor escalation factor. Such a procedure
obviously ties the pens;on administration cost dlrcctly to the size
of the 1988 test year labor force.

Rebuttal testimony presented on behalf of General hy
Roger S. Williams indicated that:

1. The primary functions-associated-with-the.. ..
administration of the pension fund are
safeguarding, investing, and record-keeping
of plan assets.

The assets are held and protected by an
appointed trustee.

GTE within the ERISA guidelines invests the
assets to maximize returns within an
acceptable level of risk.

The expense and fees of the pension fund
administration are based upon the value of
_ the. pension fund itself.

Approximately 85% of the annual fees are
pension management fees with an additional
103 attributable to trustee funds,
including the transaction charges.

It is the growth of the pension fund which
determines the growth'ln adrinistration
cost, not the change in wages pald to
General’s hourly employees.

A reduction in General’s work force by 23%
would not act to reduce plan assets nor
would such a reduction have an impact on
the cost of plan administration over an
extended time frame.
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It appears from the record that the major portion of
pension fund administrative costs are based on the level of the
pension fund rather than the size of the workforce. Under these
circumstances, DRA’s method of estimating this expense by the
application of a force reduction percentage factor appears
inappropriate. Consequently, we will adopt General’s figure of
$10,529,000 for other items for the purposes of this proceeding.

DRA’s estimate for workers’ compensation is $15,499,000
or $1,584,000 or 10.2% less than General’s estimate of $17,083,000.
The rates of change in workers’ compensation expenses f£or the
period 1982 to 1985 decreased. from 34.7%.%0.10.0%. DRA
incorporated this decrease into its forecast by assuming that rates
would increase but would do so more slowly, equal to the 1985 and
1986 experience. General, on the other hand, assumed the rates
would increase at approximately the 1985 level plus payroll
escalation. We are persuaded that DRA’s estimate is reasonable and
will adopt $15,499,000 fox this component item for test year 1988.

The total of the above-discussed component items is
$189,468,000. Reducing this by the 23.3% charged to construction
oxr $44,146,000 leaves a total expense for Account 672 of
51;5,322,000 which we will adopt as reasonable for this proceeding.

FCC Account 674-General Sexvices and License includes
paynments to GTE Service Corporation for services received under a
general service contract which provides for the furnishing of
advisory. services on general accounting, financial, insurance and
taxes, pensions and benefits, organization and personnel, legal,
commercial, marketing and sales, engineering, plant, traffic,
public affairs, and advertising matters. DRA’s estimate for this
account is $33 million or $22.8 million (69.0%) less than General’s
estimate of $55.8 million. As discussed under the affiliate
interest portion of this decision, we have adopted a figqure for
this account of $43.4 million.
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FCC Account 675-Other Expenses includes such items as
directors’ fees and expenses, the cost of publishing reports to
shareholders, telephone association expenses, valuation,
inventories and appraisals, audit expenses of independent auditors,
rate case expenses, and other expenses of a general nature. DRA’s
estimate of this expense is $5,141,000 or $2,306,000 (44.9%) less
than General’s estimate of $7,447,000. According to the testimony
of witness Shiu, the difference in the estimates is due to the use
by DRA of lower labor and nonlabor escalation factors and a lower
estimate of cost billed to others. Also, DRA excluded $214,000 for
dues payable to the U.S. Telephone Association reflecting the
traditional adjustment this Commission has adopted in priox
proceedings. We will adopt as reasonable for this account: DRA’S,
recommended $5,141,000, since General has not supported its higher
test year estimate. '

FCC Account 677-Expenses Charged to Construction is a
credit account representing the ppréion of operating expenses
applicable to construction work. DRA’s estimate of minus
$9,562,000 is $10,750,000 or 112.4% less than General’s estimate of
minus $20,312,000. According to the testimony, the difference is
due to a different estimation of labor and labor overhead tharged
to plant in service. Consistent with our subsequently discussed
adopted plant accounts, we will adopt as reasonable for Account 677
the amount of minus $17,358,000.

DRA proposes a negative adjustment to other operatlng
expenses of $5,235,000 for GTED and a negative $26,200,000 as a
compensation adjustment. As previously discussed, we will not
adopt the recommended compensation adjustment of $26,200,000.

Also, as previously discussed under affiliated interest text, our
GTED adjustment is $7,937,000 rather than the or;gxnal amount
recommended by DRA and the proration to other eperating expenses is
$3,800,000 which we will adopt as reasonable.
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J. Taxes

Testimony was presented on taxes by DRA’s Financial
Exaniner III Donna L. Wagoner. Rebuttal testinony on the method of
computing California corporation franchise tax was presented on
behalf of General by its Tax Manager, Jon F. Kieffer.

Taxes are subdivided into two major categories, income
taxes and taxes cother than income taxes. The Tax Reform Act of
1986 (TRAS86) provides a new depreciation system, the Modified
Accelerated Cost Recovery System (MACRS). MACRS and some of the
more obvious provisions of TRA86, such as the change in corporate
tax rate, the repeal of investment tax credit, and the repeal of
deductibility of cextain capitalized interest and overheads during
construction, have been estimated and incorporated into the federal
income tax calculations provided by DRA for this general rate case
on an interim basis pending a Comnission decision in OIX 86-11-019
which would establish ratemaking‘t&x'expense'policy for the impact
of TRA86. In D.88-01-0861 dated Januvary 23, 1988 on OII 86-11-019,
our investigation on the impact of TRA86, we are requiring
respondents, including General, to file calculations with
supporting work papers propesing a 1987 revenue requirement
adjustment for TRA86 and S$SB572 effects in conformance with the
methodology adopted in the decision. DRA recommends that the
adoption of federal income tax (FIT) or California corporation
franchise tax (CCFT) to be collected in 1988 rates be based upon
DRA’s recommendations made in this proceeding. According to DRA,
the impact of TRA86 decision on General’s 1988 test year will be
resolved when General complies with TRAS86 decision requirenments.
We agree. General included in its application a tax deduction for
construction period interest. Treatment of the construction period
interest will be resolved by General’s compliance with D.88=-01-061
and therefore General’s tax deduction for this item will be
excluded.
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In D.88~01-061, we transferred review of the Privilege
Year Adjustment to Pacific Gas and Electric Company A.85~12-050,
Phase IX, which is addressing the working cash impact of when CCFT
is deductible for FIT purposes. DRA recommends that the issue of
Privilege Year Adjustment be deferred until the Commission has
issued its decision in A.85-12-050. We concur. DRA’s FIT interest
deduction was derived by applying the weighted average embedded
cost of debt as supplied by DRA’s rate of return witness to DRA’s
estimated rate base. The unamortized deferred investment tax
credit (ITC) was not deducted from rate hase for this calculation.
This method of “interest synchronization” is permitted by Treasury
Regulation Section 1.46-6. It is General’s position that the
propriety of using interest synchronization for ratemaking purposes
is currently the subject of an investigation instituted by this
Commission, 1.86~10-002, to which General is a party.
Consequently, General recommends that we defer any action on the
use of interest synchronization pending a decision in I.86-10-002.
That investigation was closed by D.88-04-008 dated April 27, 1988.
Consistent with our action in D.87-12-067 in Pacific’s latest rate
case, we will adopt DRA’s calculations of the FIT interest
deduction, thereby effectively implementing the interest
synchronization adjustment for General.

DRA‘s comments raise a technical implementation issue
related to this Commission’s interest synchronization (I.S.)
decisions. D.88-04-038, the decision ¢losing I1.86~-10-002,
indicated that I.S. should be adopted in the final order in
General’s 1988 test year rate case, but this decision failed to
address the question of how the 1987 revenue requirement data
collected in I1.86-10-002 for General was to be reflected in the
instant record, which was already submitted at the time D.88-04-038
was issued. The Proposed Decision reflected the effects of I.S.,
but only for the 1988 test year.
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To assess the 1987 I.S. impacts for General, it is
necessary to discuss the data General provided us in I.86-10-002.
In December 1986, like the other I1.86-10-002 respondents, Seneral
filed an advice letter detalling the rovenue requiremente
adjustments associated with the adoption of I.S. for ratemaking
purposes. Subsequently, General transmitted updated calculations
to CACD, which informed the assigned ALJ that General’s 1987 I.S.
adjustment was approximately $11.4 million. As previously noted,
in D.88-04~-038 we did not adjust General’s revenue requirement to
account for the advice letter data collected in the generic docket,
indicating that I.S. implementation for General would occur in this|.
proceeding. Tberefore, the impacts of our I.S. investigation which|
predate the test year must still be recognized. Such action will
place General on the same footing as the other I.86-10-002
respondents.

We will require General to file an advice letter designed
to capture the pre-test year revenue requixements impacts of X.S.
consistent with the Commission’s prior orders in 1.86-10-002. A
specific ordering paragraph is added to accomplish this result.

DRA used an-effective CCFT xate of 7.71% to compute
General’s CCFT liakility at current rates whereas General used the
statutory rate of 9.6%. According to DRA, the 7.71% effective rate
reflects General’s allocated share of GTE Corporation’s total
California CCFT liability based on review of the most recent
historical data available covering the years 1982 to 1985. In
General’s 1980, 1982, and 1984 general ra;efcases, we adopted the
effective CCFT rate in calculating General’s CCFT" liability but
used the statutory 9.6% rate as a floor. Consistent with our past
practices, we will adopt the higher of the statutory rate or the
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effective tax rate, which, in this case, is the statutory tax rate
of 9.3% in computing the CCFT.

Since General’s unitary CCFT tax rate is established on a
three~factor formula which determines the relationship of wages,
revenues, and average net tangible property of all General’s systen
telephone operations in California to wages, revenues, and average
net tangible property of the total General system, an increase or:
decrease in revenues would impact only one of the three factors
used to develop the incremental rate which, in turn, increases or
decreases the average apportionment factor. Since only one of the
three factors ‘changes in computing-the CCFT -for reflecting an
increase or decrease in rates, we have in the past used incremental
tax rates for any changes in rates granted by us. Consistent with
our past practices we used incremental tax rate developed for this
proceeding of 1.8635% to calculate the net-to-gross multiplier.
Appendix C of this decision reflects the development of our adopted
CCFT and FIT.

The tabulation below sets forth taxes other than lncome
as computed by DRA and General, together with our adopted results.
. Thg bases for the adopted results are set forth in the ensuing
paragraphs.

General
Ace.

Xo. itexn RRa

Operating Taxes:
307.1 Ad Valorenm $60,085 $ 64,997 $ 4,912 8.2% S 64,552

Amounk  Rexcgent
(Thousands of Dollars)

307.4 Other Taxes 941 242 Q —0-9 —ta

Subtotal 61,026 65,938 4,922 8.0 65,293

Social Security

Taxes: _
307.5 SUX 930 2,344 , 152.0
307.6 FUI 558 938 68.1

307.7 FICA 2,002 44,286 ‘ R 3- Y)
Subtotal 3;,490‘ 47,568 42.0

94,516 113,306 ’ 20.1% 106,1*5;{;
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The State Unemployment Insurance (SUI) tax rate used by
General was 2% and by DRA was 1%. The 1%.rate was most recently
provided by the State of California and will be used for this
proceeding.

The U.S. Department of Health and Human Sexvices (HHS)
released a base for Federal Insurance Contridution Act (FICA) tax
of $45,000 for 1988. This base amount will be used for the
computation of the FICA tax for this proceeding.

. The most recently adopted Federal Unemployment Insurance
(FUI) tax rate is 0.8%. This rate will be used for the -
computations in this proceeding.  General’s and DRA’s estimates of
ad valorem taxes reflect respective plant balance estimates.
Consistent with our adopted plant balances we will adopt
$64,952,000 as reasonable for ad valorem taxes.
X. Depreciation

DRA’s testimony on depreciation expenses and depreciation
reserve was presented by Senior Utilities Engineer Ramesh Joshi.
General’s testimony on depreciation rates was presented by i?s
Manager of Capital Recovery and Valuation Carl R. Lanterman.
General’s Capital Recovery Research Manager Terence D. Robinson
testified on the economic value depreciation model used in part to
support the remaining lives presented by Lanterman for digital
central office equipment and fiber-optic outside plant facilities.

DRA witness Joshi recommends that the Commission:

1. Authorize depreciation rates used by the
staff in developing accruals for test year
1988. ‘ ,

Approve reciprocal weighting method
proposed by General.

Defer formally recognizing life analysis
techniques such as economic value
depreciation (EVD) and substitution
analysis to a later date.
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Disapprove use of cuantified added
uncertainty (QAU) for life analys:s of
telephone plant.

Reject any amount of depreciation expense
which is estimated to achieve so-called
desired reserve level. .

Separate the rate represcription process
from a general rate case on the basis that
the procedure adopted by Resolution RRD7 on
September 13, 1977 is adequate.

General and DRA reached agreement on depreciation xates
wh;ch were approved by this Commission in D.87-12=-070. These‘rates
are to be applied to our subsequently discussed adopted telephone
plant in service balances (Account 100.l) to detexrmine amounts
allowed for depreciationkexpehse'and depreciation reserve. Both
General and DRA agree that the reciprocal weighting method approved
in D.84-07-108 should ke used. This method was used to develop

_ stipulated depreciation rates for several plant accounts and will
' be used in this proceeding. DRA’s recommendation that we defer
formerly recognized in life analysis techniques such as EVD and
substitution analyses to a later date is agreeable to General and
will be adopted for this proceeding. DRA’s recommendation that we:
disapprove use of QAU for life analysis of telephone plant is not
contested by General and will be adopted for this proceeding.
Because General and DRA were able to reach agreement on
depreciation rates for test year 1988, DRA’s recommendation that we
retract any amount of depreciation expense which is estimated to
achieve so-called desired reserve level is rendered moot. General
agrees that the rate represcription process adopted in Resolution
RRD7 on September 13, 1977 is adequate and appropriate for our
biannual review of depreciation. General voiced concern that DRA
intended to recommend that depreciation issues be removed from
consideration in rate cases. We do not believe that was DRA’s
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intended recommendation but, in any event, we will consider
depreciation in this proceeding.

Excluding the estimated impact of issues such as USOA and
SNI/RID which will be decided in othex generic proceedings and
including the impact of inside wire on a husiness-as-~usual bacis,
DRA’s depreciation cxpense‘estimate is $497,161,000 which is
$42,175,000 or 8.1% less than General’s estimate of $537,436,000.
DRA’s estimate of depreciation reserve is $2,012,217,000 which is
$38,808,000 or 1.9% less than General’s estimate of $2,051,025,000.
Apélying the agreed depreciation rates to our subsequently
discussed capital- plant--balances.in.Account. 100.1 .yields a

depreciation expense of $525,864,000 and a depreciation reserve of
$2,015,626,000 (excluding Communications System Corporation
adjustments) whick we will adopt as reasonable for this proceeding.
L. ZIelepbone Plapt

DRA’s testimony on capital additions and telephone plant
in sexvice was presented by Program and Project Supervi§or Martin

J. O‘Donnell and Assistant Utilities Engineer Riaz Danish. Danish
did the analysis and estimates of 1987 and 1988 capital additions
vhile 0/Domnnell did the calculations for plant balances and
telephone plant in sexrvice (TPIS). Discussion in Chapter 13 of
Exhibit 85 on TPIS was limited to Account 100.1 and interest during
construction (IDC) on Account 100.2 (telephone plant under
construction), since DRA takes no exception to General’s estimates
on Account 100.3 (property held for future use). Rebuttal to
Danish’s testimony was presented by seven witnesses: (1) General’s
Network Operations Planning Manager David R. Bowman; (2) General’s
Network Engineerxing Manager Anthony G. Domato; (3) an Account
Executive of GTE Communications Systems Corporation Edward J.
Gronkiewicz: (4) General’s Budget Manager of Operations Frederick
X. Hesse; (5) General’s Product Manager of Business Operations
Products and Services William R. Hickam; (6) Director of
Telecommunications Requlatory Advisory Services of Coopers and

-.148-
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Lybrand Carl 0. Thorsen; and (7) General’s Network Operations
Planning Manager Kevin A. Young.

The tabulation below sets forth DRA’s estimate of gross
additions for the test year 1988, together with General’s estimate
and our adopted results. The basis for the adopted results is set
forth in the ensuing parag?aphs.

Genexral
Acc. Exceeds DRA
No. . Iten DRA  General apount Rercent Adopted
' {Dollars in Thousands)

Land s 2,527 §$ 2,527 S 0 .0 & 2,527
Buildings .. 29,491 .. 29,491 < 29,491
Electronic ,
Tell 619 619 0 619
Electro~
mechanical 2,048 6,729 4,681
Radio 10,576 10,576 0
Analog 8,445 19,927 11,482
Digital 91,748 186,014 94,266
CAXX= Station
Apparatus 16,727 16,727 0
Outside Plant 139,846 322,908 183,062
C8XX General Plant 32,032 41,507 9,475
Transfer from
. Acct. 100.2 - - -

.

n
oW N

5,200
+84,385
10,576
127,498

16,727

305,190
38,740

—26.987
Total 380,332 721,410 341,078  89.7 671,925

LI ]

HP

-

[ S Aad

VOO HVaONME® O O
)

VO NYooOb_(n O O

I

General'é gross addition capital budget for 1988 fox
Account C202~-Electromechanical was $7,042,000, consisting of
$996,000' lines and terminals, $1,290,000 trunking, $1,838,000 pair
gain CO terminals, and $2,918,000 unidentified. According to the
testimony of DRA witness Danish, the combined cost of lines and
terminals of $996,000 and trunking of $1,290,000 is $2.286 million,
which for the 1,60 lines and trunks to be installed ir test year
. 1988 -computes to be a cost of 51,400 per line. According to this
‘witness, $1,400 per line is excessive. DRA’s estimate for the SxS
additions (Account C203) was derived by multiplying the proposed
1,610-1line additions by a cost of $160 per L/T to arrive at an
amount of $252,000 for SxS growth. To this, witness Danish added
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$1,838,000 proposed by General for pair gain €O terminals,
resulting 'in a final estimate for this account of $2,062,000.
Danish further testified that the L/T cost of $160 per unit was
based on conversations he had with Mike Burke at Continental
Telephone Company (Continental) and with an employee of General’s
‘agfiliate, GTE Communications Systems. Rebuttal testimony
presented by General indicated that the $160 cost per L/T estimate
for Continental was based on two small (100 lines) work orders in
the 1986 time frame and did not include tfunking equipnent, control
equipment, or ANI equipment. An employee of GTECS, identified as
Mr. Gronkiewicz, testified that he was the employee to whom Mr.
Danish had referred but that he had never provided Mr. Danish with
any cost information regarding electromechanical L/T additions. Ee
further testified that he had informed Danish that the cost per Sx5
L/T would be difficult to estimate.

In addition to his testimony that the use of $160 per L/T
was inappropriate, rebuttal witness Gronkiewitz testified that
lxnes, trunks, and terminals are separate pieces of equipment and
that witness Danish’s combination of lines and terminals and
trunking for computing the cost per L/T was therefore erroneous.
#Trunking” in an SxS office refers to intraocffice trunking and is
the intermediate hardware required to pass the dial digits through
the central office from the line finder equipment to the comnector
terminal equipment or the interoffice trunk network to support the
call volume growth. We are persuaded that such trunking is
necessary and should be computed separately for purposes of
estimating gross additions.

According to this witness’s rebuttal testimony, the
budgeted dollars for the category entitled “Unidentified” represent
Generzl’s view of the amount needed to meet unforeseen equipment
needs in the 1988 test year; these dollars are particularly
important with respect to General’s SxS offices which have very
high £ills and low margins for growth. According to the record,
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such high f£ills make the company more vulnerable to unexpected
increases in line growth, therefore, an amount of “unidentified”
plant must be provided for so that funds will be available to meet
currently unidentified needs. It is noted, howevef, that at ne .
. time did General provide detailed backup of the unidentified
sz}sla,ooo amount. We believe the inclusion of an unidentified
amount in a budgetary proceeding may be valid, but because such
specific amount was not supported on the record, we cannot find the
total amount requested, $2,918,000, to be reasonable. However, in
recognization of GTE-C’s need to meet presently unforeseen. g '
equipment needs, especially with SxS central offices, we will adopt
- as reasonable 'for this proceeding an amount of $1.4 million which
represents approximately one-half of its request. We will also
adopt the balance of General’s electromechanical Account C203
budgei amounts for puxposes of this proceeding, making a total of
$5.524 million for gross addition of capital budget for 1988 and
$5,200,000 as our gress additions to Account 100.1 for 1988 for
this account. ‘ -

DRA’s estimate for gross additions to Accounts €205-
Circuit Carrier Equipment for test year 1988 was $46,273,000 as
contrasted to General’s estimate of $84,385,000. The difference
reflects the disallowance by DRA of three items of the account
detail, namely “pending plans”, ~special services undetailed”, and
7unidentified”. General subsequently introduced into this
proceeding Exhibit 182 which lists all of the Account C20S projects
that make up its total gross addition budget in work order detail.
These work orders support General’s estimate of the gross additions
to this account of $84,385,000 and we will adopt this figqure as
reasonable for this proceeding.

DRA’s estimate of additions to Account 100.1 for Account
C207-Analog COSE is $8,445,000 as contrasted to General’s estimate
of $19,927,000. According to the testimony, the main difference
between DRA’s and General’s estimates with respect to this account
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relates to DRA’s use of an estimated cost per L/T of $425 and the
disallowance of $4.768 million for items characterized as ~other
projects” with no explanation or information as to what the
projects are. Witness Danish stated that he developed the estimate
of $425 per analog L/T addition based on information provided to
him by Pacific, which estimated a cost of $425 per line trunk
addition to a No. 1 ABSS,analoé switch, and by ¢S, which indicated
to him a cost of $300 per L/T addition for the No. 2 EAX switch.
Witness Danish utilizedvpacific?s.higher estimate of $425 per line
trunk addition in calculating his estimated aggregate cost of o
analog line additions for the test year 1988.

Rebuttal testimony presented on beh&ltlor‘General
indicated that the $300 per L/T of addition to the No. 2 EAX switch
was actually at the low end of the range of 5300 to $1,000 pexr L/T
addition cost figure furnished by a CS employee. Furthermore,
according to the rebuttal testimony, the $425 for the L/T figure
reflects capital cost for both SPC analog and SPC digital switches
and reflects Pacific’s cost deflated to reflect 1977 equipment
dollar amounts. Therefore, this $425 is, according to General,
very much understated. General’s rebuttal testimony has
successfully raised some questions about the validity of DRA’s
estimates, however, the rebuttal did little to strengthen our
.confidence in General’s showing which was marginal. We will,
therefore, adopt a compromise between the two showings of $14
million for line addition growth. To this, we will add $274,000
for ecqual access and $14,000 for USS/MSS included in both General’s
and DRA’s estimates. This yields $14,288,000 which we will
increase to $15,410,000 to reflect the adopted telephone plant
index of 1.0785. _

According to the record, witness Danish also excluded
from his C207 budget estimate the $4.768 million that General
included in the category ~Other Projects” on the basis that General
provided “no explanation or any information, today, as to what

- 152 -
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these projects involved”. General subsequently provided as Exhibit

184 a document which identified all of the projects by work oxder
number. We will add this amount to the above $15,410,000 to yield
$20,178,000 for the gross additions capital budget. Translating
this figure to gross additions to Account 100.1 for the test year
1988 yields a figure of $13,985,000, which we will adopt as
reasonable for this proceeding.

DRA’s estimate of gross additions to Account 100.1 for
Account €209 digital COSE for test year 1988 is $91,748,000 as
contrasted to General’s estimate of $186,014,000. Tabulated below
are the component items comprising General and DRA estimates,
together with our adopted results. The bases for the adopted
results are set forth in the ensuing paragraphs.

DRA General adopted
($000)

Digital =~ New $ 51,038 $ 82,404 $ 78,0237
Digital - Growth 9,065 39,923 13,823
Modifications - 1,888 -
Line and Trunk Testing 1,833 -
PPCF - 2,530 -
Enhanced Switching 13,606 28,909 24,276
COE Tools 936 944 936
Energency Generators 1,090 1,100 1,090
Special Projects

USS/MSS 6,481 6,535 6,485

Unidentified - 755 -

Analog/Misidentified —1.018 1.026 1,018

Subtotal 85,067 186,014 127,498
Times TPI —$.681 = =

Total 91,748 186,014 127,498

1,833

General’s estimate for new digital equipment of
$82,404,000 is based on its budget estimates. DRA’s witness
testified that, in many instances, the budget amount of the COSE
plant exceeded the bid amount in excess of 40%. On this basis, he

v

v
J

believes General’s figures are invalid. DRA‘s estimate is equal to

- 153 -
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the product of the number of L/Ts and the average weighted cost per
L/T for rounds 5-8 of $177.94. On rebuttal General contended that
the use of such an average ¢ost is inappropriate because of the
difference between round 5 of $155.14 and round 8 cost of $218.87.
This position appears valid and we will adopt as reasonable the
unit cost of 5218.87 for round 8 increased by the TPI of 1.045 for
1987 and 1.0785 for 1988 to yield $246.68 per L/T. We will
increase this by 10% to $271.35 to reflect the difference between
the initial NTEP and the actual cost of installation. Applying
this to the estimated number of new L/Ts utilized by the staff in
its estimate yields a new construction figure of $78,037,000, which
we will adopt as reasonable. DRA’s estimate of $9,065,000 for |
digital growth was based on the above-discussed $177.94 per L/T‘per
additional line. We will utilize the above-discussed $271.35 per
L/T rather than the $177.94 used by DRA to arrive at our figqure of
$13,823,000 for growth which we will adopt as reasonable.

In rebuttal testimony, DRA witness Danish testified that
prior to his cross-examination it was his understanding that the
vendor does the line and trunk testing when he performs the
construction of the switch. However, during cross-examination,
this proved to be incorrect; so witness Danish included a line and
trunk testing of $1,833,000 based on the application of the loaded
labor cost to the product of 10 minutes per test time for each line
and trunk and the number)or trunks installed in the test years.

The 10-minute figure was furnished to him by a representative of
Continental Telephone Company. This amount appears reasonable and
will be adopted for this proceeding.

: This witness further testified that he applied the ratio . .
of General’s budgeted gross additions to Account 100.1 to derive
revised fiqures for COE tools, enhanced switching;?emergency
generators, USS/MSS, analog/MISS, and the outside plant. We will
adopt as reasonable for this proceeding the revised figures for COE
tools, emergency generators, USS/MSS, and analog/M:SS. DRA
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disallowed $1.888 million for an item budgeted in this account as
mmodifications”. Rebuttal testimony presented by General indicated
that every manufacturer of COSE releases an updated generic
designed version for its previously purchased system, but does not
project the cost for these design releases. Consequently General
must estimate these costs and include them for budgeting purposes.
DRA argues there is no evidence in the record that General will, in
offect, purchase “modifications” from COSE manufacturers in the
test year nor is there any evidence to estadblish the reasonableness
of the amount budgeted for this amount. We agree and will disallow
this iten.

DRA also recommended disallowance of a $20 million
capital planning adjustment on the basis General did not provide
support material to justify this amount. On rebuttal Generxral
asserted that it had explained to witness Danish that the dollars
budgeted under capital planning adjustment were specifically
designed to meet unexpected requirements. General argues that on
cross—examination Danish agreed it was appropriate for the company
to have funds available to meet unexpected capital requirements.
However, the only funds he recommended for unexpected projects
would have to come from other identified programs in the budget
which are unexpectedly canceled or which do not increase at the
rate of growtk the company forecasts when the budget was,developed.
General’s rebuttal witness Bowman furxther testified that General
has since completed a study recommending the conversions of its
TSPS equipment to newer Operator Services System (0SS) ecquipment in
1989. According to his testimony, this replacement increases the
capital budget requirement in 1988 by approximately $15 million, an
amount currently not budgeted. We note that although it may be
appropriate to include dollars in the 1988 construction budget for
expenditures made in 1988 for this new equ:pment, the equipment
will not be installed until 1989. Under these circumstances it
will be inappropriate to allow the amount as gross additions for
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the test year 1988. The $20 million capital planning adjustment
will be disallowed consistent with our past practices.

Another item disallowed by DRA was entitled ”PPCF”.
According teo the rebuttal testimony, this category is an indicator
of the prepayment funds required for digital switch procurement.
Further, according to the testimony of this witness, this capital
budget amount must be included in the total budget estimate to
allow General the funds to promptly pay for switches in its
modernization program. DRA argues that its estimates only
addressed digital COSE L/T additions for the test year and it is
not important as to when payments are made to the manufacturer.
DRA further argues the key variable is in what year the plant will
go into service and payments made in 1988 for 1989 plant additions
are probably excludable. We agree and will disallow the $2.530
million PPCF iten.

The differences between General and DRA for enhanced
switching reflect the recommended disallowance by DRA of $10.152
million for common chamneling signaling and $5.039 million for
Centrex. General’s rebuttal testimony persuaded DRA that the
$10.152 million for common channeling signaling was properly
includable, but since the service is to be phased in in 1988 and
1989 with all the expenditures occurring in 1987 and 1988, DRA
recommends that we allow 75% of the proposed expenditures in 1988
oxr $7.65 million. This proposal appears reasonable and we will
adopt it.
DRA’s recommended disallowance of $5.039 million for
Centrex was based on its understanding that the NTE in competitive
bid rounds six to eight included a provision for Centrex service.
Further, DRA did not know when Centrex features would be available.
Rebuttal testimony by General clarified that the fee which appears
as part of the NTE price is only for the software capability to
provide Centrex within the switch and does not cover the cost of
the Centrex equipment. DRA argues, however, that the record in
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this proceeding is replete with facts indicating that Centrex
service offerings from digital COSEs were delayed and that at the
time the DRA witness was conducting his investigation there were no
Centrex services being provided from a digital switch in General’s
service territory. Consequently, according to DRA, it was proper
to disallow the cost. DRA further argues that the assumed
availability date of the GIDS switch was changed from March 1987 to
June 1988, thereby pushing back the EBSS delivery capability by
1.25 years for 40% of the central offices. Because of the
uncertainties of the extent of Centrex availability in General’s
service territory, DRA urges us to disallow the Centrex cost. We
will disallow the above discussed 40% of the Centrex budget item
because of the uncertainties occasioned by the delay in delivery of
the switching equipment.

We will adopt as reasonable for this proceeding for
enhanced switching the amount of $24.276 million in keeping with
the above discussion. The total amount for Account C209 computed
in accordance with the above discussion is $127,498,000, which we
will adopt as reasonable for this proceeding.

General’s outside plant (OSP) construction budget for
1988 is $334.730 million as compared to DRA‘’s estimate of $137.353
million. This budget included some dollars for items outside the
test year. When viewed strictly in terms of test year 1988, these
amounts translate to gross additions to Account 100.1 (for Account
C60) of $139,846,000 for DRA and $322,908,000 for General.

Testimony presented on behalf of DRA by witness Danish
indicated that: ) :

1. Although General’s customer concentration
in its service area is 277 access lines per
square mile as compared to Pacific’s 231
access lines per square mile, General is
spending moxe than twice as much as Pacific
for every new inward movement line.

General’s outside plant expenditure
indicates that it spends $257 per line of
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inward movement as compared to Pacific’s
$120 per line of inward movement.

In 1986, General had over 1,800 people in
outside plant construction while Pacific
had 3,973. In view of the fact that
Pacific had about four times as many
customers as General, it appears that
General had an excess of over 900 people in
outside plant construction force (3,973
divided by 4 minus 1,800) in 1986.

Inasnuch as the central office
modernization program is virtually over, it
appears that Ceneral had shifted resources
from central office construction to ocutside
plant construction. - Qutside plant is
budgeted for $334 million in 1988 as
compared with an expenditure of $260
million in 1986 with over 80% of the budget
attributed teo growth.

General tried to justify the outside plant
construction expenditure by presenting the
#CAF Plan” (customer access facilities
plan). Upon studying the CAF Plan, DRA
determined that the maintenance savings due
to the CAF Plan are minimal.

Using TPIS and Pacific’s estimate for
outside plant, DRA determined that Pacific
will spend (labor and material on contract)
$128 per inward line movement.

Using $128 per inward line movement, DRA
projects for “normal growth” $112.793
million for test year 1988.

DRA has determined that the dollars
presented by General in the CAF Plan for
service and San Fernando grooming and
analog subscriber~-carrier removing should.
be accepted and therefore adopted. Adding
construction cost of $15.44 million for
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. grooming3 and $9.17 million for analeg
subscriber removal to the product of $128
and the number of inward line movement
results in a total estimate for outside
plant of $137.353 million.

Rebuttal testimony presented on behalf of General by
Ms. Young indicated that:

1. The CAF Plan is a companywide ”tops—down”
description of changing technological and
service environment in the CAF network that
(a) quantifies the effects of 1ntroduc1ng
digital pair gain devices and fibre optics
into the local loop, (b) identifies the
expected change in the sophxstmcatxon of
sexvice that General customers will
require, and (¢) identifies the need to
constantly improve the guality of sexvice
provided to General customers.

The vast majority of General’s C60
invesctmont iz required teo meet now customer
service requirements in General’s service
territory.

The total circuit gain is a much more
meaningful driver of OSP investment than
inward movement lines.

The major factors that contribute to
General’s OSP capital requirements which
are budgeted to Account C60 are (a) the
total circuit gain, (b) the level of plant
utilization in the CA¥ network, (¢) the -
level of pair gain deployment, (d) the type
of OSP construction (aerial, buried,
underground, conduit etc.), and (e) the
condltion and age of the ex;st;ng plant.

Inward movement actxvzty only creates’
additional OSP cost if the activity occurs
at a new location or address not already
sexved.

3 Grooming is the removal of loose wires and circuit elements
which for one reason or another are no longer functional.
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A lower level of utilization means there is
more existing capacity available to meet
customer demands for sexvice and only after
the excess idle capacity is used would
there be a requirement to add additional
plant.

A telephone company with high utilization
levels may need to invest in additional
plant over and above that required for the
new circuit gain in order to lower its
utilization levels and to increase its
plant margins.

In terms of average investment per pair
nmile, underground construction in conduit
is the least costly for large cables
provided vacant conduits exist; direct
burial construction is the most expensive
since you need to dig a trench for each
cable placed; and aerial construction falls
somewhere between undexrground construction
in conduit and direct buried.

The APF utilization percentages for the
feeder portion of the CAF network is 67.6%
for Pacific and 77.5% for General.

Based on a 19 c¢entral office sanmple taken
in 1987, General determined its average
distribution plant utilization level is 40%
as compared to Pacific’s distribution plant
utilization factor of 28%.

The $334 million additions to outside plant
are required to meet the service needs of
General with the majority of the investment
necessary to meet the increase and demand
for new service. Such an investment would
not result in unneeded plant investment
which will increase rate base.

We are persuaded that the level of plant utilization in
the CAF network, the level of the pair gain deployment, the type of
outside plant construction, and the age and condition of existing .
facilities are sufficiently different between General and Pacific
to preclude the use of Pacific’s unit costs in estimating the
allowance fox General’s OSP construction. We are also persuaded

that the key driver of the construction budget is the number of new

- 160 -
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circuits that must be physically installed to meet that growth. We
note with concern, however, that the unit ¢ost per circuit gain
. used in General’s computations for the 1988 test year exceeds that
for the 1987 estimated year by far more than the increase related
to the TPI. We can discernm no reason for such a substantial
increase and, for computing the growth figqure, we will use the 1937
unit cost increased by the TPI for that year. <Computing the growth
in outside plant on this basis results in $274.27 million for
growth which we will accept as reasonable for this proceeding. In
addition, we will adopt DRA’s other estimates for the outside plant
account consisting of San Fernando grooming $14.89 million, analoy
subscriber removal $8.84 million, and pair gain $7.19 million, for
a total of $305.19 million for 1988 test year plant additions to
Account C-60 of Account 100.1.

General’s 1988 construction hudget for general equipment
Account C8XX is $48.051 nillion. It is DRA’s understanding that
$41.507 million of this amount will be expended for plant that will
go into service in 1988. DRA has adopted the $41.507 million
budget item and has reduced it to reflect DRA’s estimated employee
level for 1988 by applying the ratio of its employee estimates for
1988 to General’s estimated employee 1988 level. On rebuttal
General’s witness Hesse indicated that such a reduction would be
~ inappropriate because almost half of the 1987 additions and
approximately one-third of the 1988 additions are for new hardware
and soltware enhancements necessary to achieve productivity gains
in the maintenance accounts and, therefore, are not directly
associated with a given employee level. We will accept General’s
one~third of the account, or $13,836,000, as being not dependent
upon tke number of employees, and reduce the balance of $27,671,000
to reflect our adopted 10% force reduction to yield an adopted
figure of $38,740,000. The total capital additions to Account
100.1 for test year 1988 computed as discussed above including the
transfer from Account 100.2 to Account 100.1 of $36.987 million is
$671,925,000, which we will adopt as reasonable for this
proceeding.
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Both DRA and General agree that property held for future
use is equal to $79,000 and the Communications System Corporation
adjustment is a negative $15,122,000. Adding these figures to the
above $671,925,000 yields a total figure for telephone plant added
for test year 1988 of $656,882.

M. Rate Base

Rate base consists of the sum of weighted average plant
in service, property held for future use, working cash allowance,
materials and supplies less the sum of depreciation reserve, and
deferred taxes, and adjustments for interstate construction work in
progress, commission corp. TPIS, and commission corp. depreciation
reserve. The following tabulation sets forth the rate base for
test year 1988 as estimated by DRA and General, together with our
adopted results:

Rate Base

- General

Iten - DRA General Amownt Percent adopted -

(Thousands of Dollars)
Wtd. Avg. Plant in

Service - $6,320,960 $6,843,968  $523,008 8.3% $6,675,298 - .

Interstate Tel.
Plt. Under Const. . - 48,112 48,112 0.0 L=
Property Held For ' :
Future Use 79 79 - 0.0 .79

Materials & Supplies 16,874 25,021 8,147 48.3 23,258

Working Cash Allow. 15,785 4,726 (11,05%8) (70.1) 18,759 .-
Less: Depr. Resv. 2,024,056 2,051,951 27,895 1.4 2,015,626
Deferred ' S

Taxes 656,125 695,140 39,015 5.9 679,418

Total Rate Base 3,673,518 4,174,815 S01,297 13.6 4,022,550Njﬂ

Adjustments:
L&B Transfer (1,756) - 1,756 (100.0) =
Competitive Bid. (50,000) - 50,000 (100.0) . (7,900) .
Cash Compensation (8,100) - 8,100 (100.0) S
Comn. Syst. TPIS (15,122) (15,122) - 0.0 15,122) ~
Thousand Qaks (42,700) - 42,000 (100.90) ;o=
Comm. Syst. Depr. ' L
Resv. 1,837 11,706 (131) (1.1) 11,706

Total Adjustment (105,840) (3,426) 102,424 (96.8) (12,316)

Net Adjusted Rate o )
Base ‘ 83,567,678 $4,171,399 $603,721 16.9 54,011,034f
(Red Figure) ’

- 162 -
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DRA’s estimate for materials and supplies is $16,874,000
as compared to General’s estimate of $25,021,000, a difference of
$8,147,000 or 48.3%. The major reason for the disparity is
different estimated plant investment. Consistent with our adopted
weighted average plant balance we will adopt as reasonable a
material and supplies figure of $23,258,000.

Working cash allowance (WCA) is designed to compensate
investors for funds provided by them which are permanently
conmitted to the business for the purpose of paying operating
expenses in advance of the receipt of offsetting revenues from the
company’s customers and in order to maintain minimum bank balances.

The following tabulation sets forth the component parts
of the WCA as estimated by DRA and General, together with our
adopted results: ' ‘

.’




A.87=-01-002, I.87=02~025 ALJ/NRJ/ek ww*

W'I' Working Cash Allowance
General

Iien RRA Anount  Rexgent
(Thousands of Dollars)

Gross Working Cash
Requirement:
Misec. Spec. ‘

Deposits $ 1,887 $ 1,918 $ 1,887
Misc. Receivables 57,702 58,658 57,702
Working Funds 325 329 325
Othexr Deferred 32,512 33,596 , 32,512
Prepayments 16,303 16,572 16,303
Pay Exp. Before

Revenues - 15,059 —_—
Total Gross Req. 108,729 126,128 108,729 -

Deduction of Funds
Not Supplied By
- Investors:
Avg. amt. Coll.
Before Exp. (23,652) - :
Excise Taxes 692 692
City Users Tax 451 451 | -
Employee wWithhold. 11,665 11,864
Other Def. Credits 73,923 75,147
Rev. Settlements (16,666) (16,666)
Cr. from Suppliers ‘ L
for Cap. Mat’l. 30,379 30,379 o . 30,379
Lag Pay Cap. Items _14.162 —h2a B35 —ai S - P X ¥ 4

Total Deductions 90,954 121,402 30,448 33.5 89,970

-

0 (24,636) ..
0 692 3
7 11,665 -
7 73,923 - . .
0 (16,666) ..
°

(Red’ Figqure)
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According to the testimony of DRA witness Cooper, the
reasons for the difference in the working cash component items are:
(a) the use of DRA nonlabor GNP deflators and the percentage change
in access lines as computed by DRA witness Berry:; (b) the inclusien
of other deferred charges consistent with the audit recommendation
made by witness McCarthy ($253,000 for inventory froa employee
stores and $199,000 for trade show expense); and (¢) the use of DRA
witness’s estimates of the capitalized portion of expenses
computing the item for other funds available from lack of payment
in capitalized items. We previously adopted DRA’s estimates for
items (a) and (») and we will therefore adopt DRA’s estinates for
these items. For other funds available from lag in payment of
capitalized items, we will conform our adepted result to the
previously discussed adoﬁted estimate of capital additions.

The lag days associated with the payment of expenses were
calculated by General and reviewed by DRA. Most discrepancies
were resolved prior to the filing of General’s application with the
exception of one item: <the lag days associated with GTEDs
payments. General’s estimate was 38.37 days as contrasted to the
staff’s estimate of 44.275 lag days. The difference was due to

General’s omission of the Pebruary-lsas‘payment of $4,471,000 and ;‘

the incorrect statement of the nidpoint accrual dates for September
and October 1985. We will adopt DRA’s estimate of 44.275 lag days.
. Both General and DRA used 34.810 days as the average lag
in collecting revenues. However, DRA used 30.353 days as the
average lag payment of bills before the collection of revenue,
whereas General used. an average lag in the payment of expenses,atf
32.38 days. As the result, DRA had an excess of expense lag over
revenue lag of 4.457 days as compared to General’s 2.43 days. We
will adopt DRA’s estimate of 34.810 days as the average lag in |

!

collecting revenues as reasonable for this proceeding. oOur adopted

average lag or payments reflects our level of adeopted expenses.
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N. Summary of Eaxrnings

The following tabulation summarizes our adopted results
of operation for test year 1988 for the company as 2 whole and its
intrastate operations which is also reflected in Appendix D of this
decision:

General Telephone Company of Califernia
sumnaxy of Earnings
1988 Test Year

Adopted

ikem

v : ' S
Local Service $ 779,228 $ 835,224 S 781,157 $ 781,157

Toll Service - 781,079 825,325 822,393 822,393

Intrastate Access 215,908 201,963 - 206,526 206,526
Interstate Access 480,425 480,425 480,425 o=
Miscellaneous 322,670 262,770 . 281,981 258,162

Surcharge 73,287 184,675 74,730 74,730
Gain on Sale on Prop. 10,490 0 4,485 3,639

1987 Attrition _ (52,978) o -
Less: TUncollectibles 18,594 ' 22,638 20,438

Total Operating Rev. 2,644,493 2,713,036 2,630,059 2,126,169

Maintenance 412,062 491,676 432,977 338,065”' :f
Traffic 60,633 74,563 63,624 . 56,7883 .

Commercial 240,198 275,725 257,207 212,825

Gen. Off. Sal. & Exp. 179,385 197,636 190,072 = 160,482 -

Othex Oper. Exp.

Subtotal 1,025,491 1,275,311 1,;35,336. 924,675_W'

Depreciation 497,162 539,288 524,494 428,000

Taxes Other than

on Income 94,516 113,506 106,135 | 84,135
State Income Tax 71,528 59,464 68,307 57,295
Federal Income Tax 243,333 184,207 181,560 147142 .-

Total Operating Exp. 1,932,029 2,171,776 2,015,832 1,643,247

Net Operating Income 712,464 541,260 614,227 484,922 -

i
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General Telephone Company of California (Cont’d.)
Svmmaxy of Earnings
1988 Test Year
($000)

—otal Company _Adopted
Total

Item —RRA____ _Genexal = Company

Adjustments of Income
CCFT (2,802)
Communications System 865
GTE Directories 4,131
Total Adjust. to
Income ) - 2,194 -

Net Adjusted Income 712,464 543,454 624,277 484,922

Rate Base
100.1 Tel. Plant in , 2
Service 6,203,282 6,843,968 6,652,276 5,266,757 -
100.2 Tel. Plant Under

Const. 0 48,112 0 e]
100.3 Prop. Held For

Future Use 79 79 79 : 62
Materials & Supplies 16,874 25,021 23,258 17,557 v
Working Cash 15,785 4,726 18,759 15,278 o
Less: Depr. Reserve 2,012,217 2,051,951 2,003,920 1,590,739 K
Less: Def. Taxes 656,125 695,140 679,418 537,127

Total Rate Base 3,567,678 4,174,815 4,011,034 3,171,788

Adjustmeht to Rate Base ‘ ‘
Communications System - (3,416) - -

Net Adjusted Rate Base 3,567,678 4,171,399 4,011,034 3,171,788
Rate of Return .19.97% 13.03% 15.31% . " 15.29%

(Red Figure)
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Netoto-G 1tipli
The net-to-gross multiplier (NTG) is 1.56267 computed as
follows:
Intrastate
lien
' 1.00000

Uncollectible rate 0.01200
Difference 0.98800

CCFT at incremental rate 0.018635 0.01841
Difference 0.96959

FPIT at 34% ‘ 0.32966
Difference 0.63993

1.0000 =~ 0.63993 = _ 1.56267

P. Intrastate Revenue Requixement ($000)

Rate Base $3,171,788
Rate of Return (D.87-12-070) 0.1090
Net Revenue . N _ ‘345,725
Net Revenue at pres. rates 484,922
Difference _ (139,197)
'Revenue requirement (Diff. * NTG) (217,520)
Interstate USF (High Cost) (784)
D.87~-12~070 Rev. Reg. Add Back . £112.190)
Total Revenue Requirement ' $(330,494)




A.87~-01-002, I1.87-02-025 ALJ/NRJ/ek/rmn/fs

VI. ZTotal Factor Productivity

A. General

This Commission is considering the use of econometric
models to measure the productivity for total utility operating
expenses. Such models relate changes in a utility’s level of
production to changes in the level of required resources. The
percentage change in the productivity index from one period to the
next measures the savings due to productivity.

In presenting its case for adoption of total factor

productivity (TFP), DRA chronicles the Commission’s past interest
in the nmatter:

#In xecent years the Commission nas indicated an
interest in developing a method of measuring
productivity. The ability to quantify
productivity can be used to measure the
*monopoly rent” that traditional techniques of
regulation cannot identify in the ratemaking
process. The measure of productivity can then
be used to chart the progress that a utility
makes toward streamlining its operations and
reducing its costs to provide a pricing
structure that reflects the realities of an
increasingly competitive environment. Or it
may be used directly as a ratemaking tool to
adjust the utility’s revenue requirement.

#In the last two major enerxrgy utility general
rate proceedings (Pacific Gas and Electric &
Southern California Edison) the utilities and
the staff have produced studies of differing
approaches to measuring productivity. In the
Pacific Gas and Electric general rate case
staff daveloped a Total Factor Productivity
(TFP) index which attempted to measure the
growth of output due to advances in technology.
(D.86~-12-095, mimeo page 37) Although the
Conmission declined in that proceeding to adopt
staff’s TFP methodology, it did indicate its
interest in this approach:

While ve are attracted to the TFP concept,
ve generally agree with PGLE’s and Edison’s
criticism of staff’s TFP showing. There
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are flaws in the staff analysis
particularly in the use of incorrect and

inconsistent data...However, we find merit.
. :. » ! 'J j : 0 '

expenses. (D.86-12-095, mimeo page 37,
-emphasis added)” (DRA Opening Brief,
p-.‘l“.) ' , ' ' ' . I

v

DRA’s estimate of test yéar 1988 productivity on a
companywide basis for General was presented by Public Utilities
Regulatory Program Specialist Dr. Faramarz Yazdani, and indicated
that: ' ‘

1. For the test year 1988, the ecénometric_
model forecast . productivity gains of
$181,068,777.

Based on historical productivity trends '
General can reduce its cost of service by
the above $181,068,777 in providing the
level of service forecasted for 1988. (The
$181,068,777 is not an independent
productivity gain, but is structured as a
validation of the plant account analysis on
which DRA relies for its productivity
findings. In other words, DRA does not
independently recommend a productivity
adjustment.)

The econometric cost model in his report
confirme and validates the estimated
operating cost adjustments made by Results
of Operations (R/O) witnesses.

The $154 million in reduced operating
expenses estimated by the R/O witnesses is
based on detailed account=by=account
analysis.

The econometric model looks at productivity
from a multi-factor approach and captures
productivity arising from both direct as
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. . well as cross-relationships between the
- inputs which, generally speaking, may not
be totally captured in the partial~factor
productivity approach.

The great strength of the account-by-
account approach lies in its detailed
scrutiny of each account. The R/0Q
witnesses utilizing this approach are also
able to incorporate any new technological
developments in their cost studies to
arrive at forecasts of future expenses.

The two methods thus support the findings
of each other and should be viewed as
parallel and complementary studies.

A firm improves its productivity if the
growth rate of its outputs is larger than
the growth rate of .its inputs.

DRA specifies a sufficiently general ‘
functional relationships for its cost medel
which is general enough so that it deces not
impose a priori restrictions on the true
production process, but rather is flexible
enough to allow the historical data itself
to tell us what this relationship would be.
For this reason, DRA has used the
transcendental logarithmic (trans log)
functional form to estimate how General’s
cost and labor requirements are related to
those factors affecting them.

The only condition DRA imposes on its
function is that of cost minimization. It
assunes the company in any period will vary
its input combination in any way which
minimizes the cost of producing a given
output or a given set of outputs.

on rebuttal, General’s witness Dr. Mark Schankerman
contended that the MFP study presented by Dr. Yazdani is fatally
flawed in its empirical implication because:

1. The empirical results of the model used by
DRA violate the fundamental theory for use
of the short-run cost function to determine
productivity.
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The required behaviorial assumption that
management optimizes its variable cost
cannot be met for monthly observation
periods.

DRA’s measure of capital understates the
role of capital and cverstates the level of
productivity gain.

DRA’s results show productivity gain at
considerable variance from what other
studies have found.

The analysis presented by DRA does not

validate the high level of productivity

gains DRA. claims to have identified through

its plant account analysis of General’s

performance.

Ihe Duality Theorem
According to Schankexrman, the duality theorem says that

if certain assumptions about firm behavior rold, then one can
measure the rate of technical process from a short-run cost

function provided that this short-run cost function has certain

_mathematical properties. There are three main assumptions about

firm behavior which are made:

1. The firm can purchase its variable inputs
(such as labor and materials) at a fixed
price unit.

The firm is constrained to produce a
certain level of output.

The firm uses some input which it cannot
vary within the interval of observation
.which is the so-called fixed input.

If the above three assumpticns about firm behavior rold,
then the duality theorem proves mathematically that the rate of
technical progress can be measured equally well by looking at a -
short-run cost function and it simultaneously proves that the
short-run cost function which is to be used must have the followlng
basic properties:
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Variable costs must rise if the price of
any variable input increases

Variable costs must rise if the level of
any output which the firm produces
increases.

3. Variable costs must decline if the stock of
capital available to the firm increases.

. If the above three properties are not met, 8chanﬁexman
maintains that it violates the fundamental duality theorem to argue
that one can measure the rate of technical change £rom a short-run
cost function which does not satisfy the required propertzesq

According to Schankerman, the requirement that the cost
function vary negatively with the stock of capital was violated by
empxrical results at every point in the sample period (i.e. ror
every monthly observation during the period 1975 to 1986).
Furthermore, the property that requires the level of varxable costs
increase when the level of output rises was violated for every |
observation in the sample period for the number of toll calls.
Inasmuch as two of the three properties of the short-run cost
function were violated by DRA’s study, Schankerman believes the
cost function is empirically invalid and cannot be used for any
interpretative purposes, including the measurement of technical
change. DRA admits it is true that unrestricted estimates are not
consistent with economic theoxry, but restricted estimates that
impose consistency yield virtually identical results. Such a fact,
accoxrding to DRA, makes the study even more valid and the effects
of technical progress more robust to alternative specifications.

General’s witness Schankerman has raised fundamental
questions about the theoretical underpinnings of DRA’s underlying
cost functions. Moreover, the record does not support DRA’s claim
that it is possible, in some instances, for the short run cost
function to be rising in the stock of capital. (GTE-C Reply Brief
p. 63.) Thus, we do not believe DRA has adequately countered the
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criticisms posed by General’s Schankerman, and it appears from the
information presently available to us, that DRA’s analysis is
flawed in that regard. '
C. Monthly Data

DRA’s TFP study is based on monthly data on all variables
for the period 1975-1986, yielding a total of 144 observatioms.
Dr. Schankerman testified that it is standard practice to apply
cost function methodology to annual data rather than to some
shorter interval of observation such as monthly or even quarterly
data. He testified that the use of such annual data is necessary
because short-run cost functions require the assumption that the
~ firm be able to vary freely the variable inputs within the interval
of observation. He further testified that any desired change in
the quantities of variable inputs which firms choose to make is
assumed fully implementable within the interval of observation.
One of the variable inputs utilized by Dr. Yazdani was labor. It
is Dr. Schankerman’s position that labor.computed on the number of
employees is not variable within the monthly pexiod and
consequently the entire cost function model is misspecified and, in
general, all the parameter estimates are incorrect and unreliable.

DRA argues that the reason virtually all productivity
studies have been based on annual data is due to data constraints,
not desires of researchers. In particular, the reason that most
previous studies were based on annual data is that data is taken
from publicly available data gathered by governmental agencies and
almost all the data are collected only on an annual basis. DRA
further arques that even if one uses quarterly rather than monthly
data the empirical findings concerming technical progress are
virtually unchanged. DRA further argues that it is worth noting
its staff employed monthly data to estimate TFP for Southern
California Edison Company (Edison) and that the use of such data
was nevexr an issue for that study which has been blessed by this
Commission. In this respect, General points out that the Edison
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_ study was based on labor hours rather than on the number of
enployecs and consequently Edison was able to vary freely within
the monthly' interval observation this variable input. It appears
to us that General would be unable to v&ry the number of employees
up and down within the monthly intervals to minimize the cost and
therefore we are inclined to agree with General’s position on this
matter. :

D. Capital Measurement
' ~ According to Schankerman’s rebuttal testimony, the propex
measure of the‘ca#ital stock should capture variations in the
utilization rates which may be substantial over time and should
reflect any upgrading in the productive efficiency of the capital.
.Furthermofe, failure of the measures of variables actually used to
‘correspoﬂd closely‘to,the measures we need for the analysis can
cause serious problems for the empirically estimated cost function.
DRA argues that at numerous times in his testimony, Dr. Schankerman
acknowledges that capital measuring problems are not unigque to
DRA’s studies but are endemic to virtually all.current productivity
research. Furtherﬁore, DRA argues that Dr. Schankerman cannot
state with any confidence whether failing to account for quality
changes underestimates or overestimates multi-factor productivity
_growth. DRA further argues that it appears that the quality
changes have also presumabiy'been affecting General’s output and
thus it is quite possible that DRA’s 16% prodﬁctivity estimate
understated actual productivity gains realized by General. In its
reply brief, General arques that a proper measure of the stock of
capital is needed in oxder to capture the contributions of capital
equipment to the production process. Furthermore, DRA and General
agree that there has been a significant technological change in the
transition from electromechanical step-by-step switching equipment
to computerized electronic equipment. General acknowledges that it
has received the benefits of greater productive capacity by being
able to absord increased demands through acquisition of




A.87-01-002, I1.87-02-025 ALJ/NRJ/ek/rmn/fs

computerized swiiching equipment. According to-Géneral, the
savings between purchases of new technology and continued purchases
of old technology are realized by the, ratepayer who pays only for
the new and more productive equipment; These savings are thus
built into the ratemaking process. According to General, DRA’s
concept in measuring capital stock simply by listing its annual
depreciated net value adjustéd only for inflation does not capture
the measure of capital that will be transferred to the residual
proxy for productive gain set out as #T7 in DRA‘s equation. '
Furthermore, according to General, a failure to measure it in -
capital forces the model to place it in the gains in #T* resulting
in an erroneocus overstatement of productivity gains to be taken
back a second time. We ag:ee,ﬁith General that an improper neasure
of the stock of capital can result in overstatement of the
productivity gains but we also agree with DRA that failure to
consider the quality changes that have been affecting General’s
output could result in an understatement of the productivity gain.
© Consequently, DRA’s failure to measure the capital quality
adequately would not in itself cause us to fault the results of the
study. Mg
"E. Comparison of Studies

Dr. Yazdani’s study indicates the empirical finding is
that the average rate of technical change in general during the
period 1975 to 1986 was 16% per annum. Dr. Yazdani notes, however,
that one should not compare this estimate with estimates of
technical change and long-run total cost inclusive of capital
expenses. Since the empirical evidence on technical change from
scientific studies of other firms and industries discussed during
cross—examination in this matter relates to long-term cost, one
must first translate Dr. Yazdani’s findings into a corresponding
long-run figure. Since variable costs amount to approximately
one-half of total cost for General, according to Dr. Yazdani, a 163
per annum estimate for variable cost corresponds to about 8% per
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annum figure for a total cost. According to the rebuttal testimony
of Dr. Schankerman, this calculation seems plausible on its face,
but turns out to be badly incorrect in this case.

According to the rebuttal testimony of Dr. Schankerman,
examples of “growth accounting” computations of TFP growth include
the study of a wide range of regulated and unregulated industries
py Kendrick and DRA’s report for the Pacific Gas and Electric
Company (PG&E) rate case. The basic findings in both studies are
- that the rate of growth of TFP in a wide range of industries
'including public utilities is on the order of 2% to 4% per annum..
Such growth accounting studies are not capable of decomposing the
. growth in TFP into separate components due to technical change in
econonies of scale. Therefore, if there are any economies of scale
in the industries studied, the measured TFP growth actually
overstates the growth due,to«technical'change. Further, accordiné
to Schankerman’s testimony, econometric studies of technical change.
usxng cost functions and related methods covering a wide range of
dirrerent regulated and unregulated 1ndustries and studies of
telemetrmc communications all find rates of technical change in the
range of 1% to 4% per annum. Because of the wide discrepancy
between the above-mentioned studies and Dr. Yazdani’s study, it is
General’s position that Dr. Yazdani’s study results are invalid.

DRA argues that although an 8% annual rate of technical
change is substantial, it is not unusual and notes that for the
period in the 1970s multifactor productivity in Japanese
manufacturing grew at the rate of 6% to 9% per year, depending on
the procedure employed. DRA further argues that if industries set
. prices equal to marginal cost and if quality adjusted prices in the
computer equipment industry drop by over 20% per year somewhere
(either in the parts supply business to the computer firms or in
the computer firms themselves) there must have .been a great deal of
technical change much greater than 8% per year. In its reply
brief, General argues that it has searched the records for any
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discussion concerning the progress of Japanese industry or its
relativity to the productivity of a regulated U. S- ut;l;ty and
found none. It argues further that had DRA thought this was
important it had an opportunlty to raise it during the hearing,
which it did not do. General notes for comparison in the PG&E rate
case, DRA recommended savings of 3.3% for the electric department
and 2.6% for the gas, department and the productivity gain
recomnended through total factor productivity analysis in Edison’s
rate case was estimated at 2.4% for the historical period studied
'and 3.4% for the forecasted test year. COnsequentli, according to
Genexal, DRA’s recommendation for this case is several times
greater than what DRA had included from productxv;ty analysxs of
other utilities. ~
F. Othexr CPUC Matters . ,

| Since DRA has recommended that we use the TFP study only
as a check against our adopted productivity factors we do not find
it necessary to either adoﬁt or reject the study. We have set
forth our concerns with various elements of the study iﬁ the
- proceeding discussion but for purposes of this decision, we are
confident that the account by account productivity adjustments we
have made accurately reflect the productivity gains expected of
General for test year 1988. :

As we have previously stated (in D.86-12-095 for PGLE and
D.87-12-066), it is difficult to apply TFP to a large public
utility. DRA has made substantial refinements to its TFP approach
since those decisions and we hope that it will address the concerns
noted here when it next presents TFP for our consideration.. We
expect the utilities to regulate to address TRP seriously in future
general rate case proceedings.

{ ]

[
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VII. Attrition

As discussed in the section entitled “lLabor Productivity
Adjustment for Attrition Years 1989 and 1990”7 supra, we are
partially adopting DRA’s proposal for an attrition formula with a
base 5% factor based on the change in number of access lines for
employee (ALPE). Any savings in excess of the 5% productivity
level will be shared equally between the rxatepayers and General.

We are aware that GTE has announced a substantial
reorganization that may affect the factors we are adopting to
implement productivity sharing through attrition. Thexe is no
evidence about this reorganization on the record. If General or
any other party has concerns about the accuracy of productivity
sharing given the reorganization, they should develop a showing
descriding the basis for their concerns and present it as a
petition for modification of this order. We would limit such
reconsideration to the attrition mechanism itself, rather than
addressing the reorganization more broadly:; we consider such,
measures as means to implement the staffing reductions that are
represented in this rate reduction. ’ |

In its direct showing, General requested the option of
£iling for operational and financial attrition in 1989 and 1990.
It recommended that the methodology ordered by this Commission and
used as a basis for General’s 1986 attrition award (D.85~03-042 and
D.85-12=-081) continue as a proved mechanism. However, that |
mechanism was subsequently modified by D.86~12~099 in Pacific’s
A.85-01-034 for a 1986 test year rate case. General therefore
proposes that the attrition formula as modified by D.86=12~099 be
used for attrition years 1989 and 1990. We will adopt this
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recommendation for this matter, subject to any changes resulting
from our curxrent investigation, 1.87-11-033, which is considering
the merits of continuing attrition adjustments for telephone
companies generally, as part of the establishment of new regulatory
framework for local exchange telephone utilities.

As noted in Interim D.87-12-070 on this matter, we
indicated that events occurring in the financial market in October
1987 indicated that we should reconsider our plan of considering
ravision of the ROE and capital structure every three years and
have General’s capital structure, interest costs, ROE, and
financing plans reviewed in the attrition -years.- 'The order that
follows will so provide.

In addition in D.88=06-024 in A.88=05-009, we have
specified that General file its application for 1989 financial
attrition by July 15, 1988, which General has filed and its advice
letter for 1989 operational attrition by October 1, 1988.
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recommendation for this matter, subject to any changes resulting
from our current investigation, 1.87-11-033, which is considering
the merits of continuing attrition adjustments for telephone
companies generally, as part of the establishment of new regulatory
framework for local exchange telephone utilities.

As noted in Interim D.87-12-070 on this matter, we

. indicated that events occurring in the financial market in October
1987 indicated that we should reconsider our plan of considering
revision of the ROE and capital structure every three years and
have General’s capital structure, interest costs, ROE, and
financing plans reviewed in the attrition years. The order that
follows will so provide.

In addition in D.88-06=024 in A.88-05-009, we have
specified that General file its application for 1989 financial
attrition by July 15, 1988, which General has filed and its advice
letter for 1989 operational attrition by October 1, 1988.




A.87~01-002, I.B7=02~025 ALJ/NRJI/eK/rmn whx

Financial attrition will be heard on a conseolidated record for
General and Pacific, as ordered in D.88-06-024.

VIIXI. Rate Design

To expedite the flow through of the revenue reduction and
avoid any conflict with other ongoing proceedings, we will not
address the final rate design at this time.

As previously noted, the gross revenue regquirement
reduction adopted in this decision is $330.494 nmillion which
includes the revenue requirement reduction of $112.190 million
derived from the billing surcharges/surcredits ordered in interim
decision, D.87-12-070 as revised by Advice Letter No. 5125, filed
February 29, 1988. :

For this interim decision, we will be spreading the
additional revenue requirement reduction of $218.304 million
($330.494 less $112.190) by an incremental bill and keep surcredit
of 13.45% on access services, on intralATA message toll and toll
private line services and on local exchange services. (I.e., for
access services negative 0.296% plus negative 13.45% equals '
negative 13.746%.)

The development of the incremental bill and keep
surcredit and the adopted billing bases are as follows:

Adopted i Incremental

—Suxcredit
($000) ($000)

Intrastate . .
Access $ 233,201 $ =31,363 ~-13.45%

IntralATA
Toll ’ 663,367 -89,216 -13.45%

Local
Exchange ____ 726,639 —_—27.725

Total $1,623,207 $-218,304
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The above incremental surcredits will be reflected in General’s
Schedule Cal. P.U.C. No. A-38.

‘ General has proposed moving the rate center for its
Etiwanda Exchange to provide local calling between the Ontario and
Etiwanda Exchanges. This proposal is supported by DRA and the City
of Rancho Cucamonga, the principal area impacted by the proposed
change.

The second phase of ZUM conversion authorized by
D.84=-06=-111 in June 1986 authorized the creation of a ZUM Zone 2
route between the Etiwanda Exchange and the Ontario Exchange.

Prior to the implementation of the second phase of the ZUM
conversion, this route was local (EAS). The change from free
calling to ZUM Zone 2 created a number of complaints from many
customers in the Etiwanda Exchange. In addition, from the time of
the original plan to the implementation of the second phase,
considerable change had occurred in the demographics in Etiwanda
and surrounding areas resulting in the calling interest of the
communities within the Etiwanda Exchange being shifted toward the
City of Ontario in the Ontario Exchange.

In addition, the Etiwanda Exchange rate point is outside
the Etiwanda Exchange boundary. Because of the complaints, the
change in the calling interest of the communities within the
Etiwanda Exchange, and the location of the Etiwanda Exchange rate
point, General proposes to (1) move the rate center coordinates for
General’s Etiwanda Exchange so that the route between. the Ontario
Exchange and the Etiwanda Exchange becomes a local route;

(2) establish a route between the Etiwanda Exchange and the Rialto
Exchange of Pacific which with the movement of the rate center of
the Etiwanda Exchange becomes nine-mile route as a ZUM Zone 2
route; and (3) revise General’s billing system to reflect the route
revisions needed to accomplish the first two tasks. DRA recommends
that we adopt General’s proposal with the following conditions:
(1) we provide for an implementation interval of 90 days and
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(2) Pacific and General should be ordered to provide written notice
to the customers of each respective company who will be impacted by
such a change and that such written notice be provided within 30 '
days prior to the implementation of such a c¢hange. According to
the record Pacific is receptive to the proposal to move the rate
center of the Etiwanda Exchange as well as the proposed revision to
rate calls over the Etiwanda-Rialto route at the ZUM Zone 2 rates.
In view of the concurrence of the advisability of the proposed rate
changes by General, DRA, and Pacific, we will adopt DRA’sS
recommendations. The order will provide for an implementation date
of 90 days and notice by Pacific and General to customers who will
be impacted by such a change within 30 days prior to the
implementation of such a change.

In D.85-06-113, we modified D.85-03-056, to requirxe that
within 14 days of local exchange utilities making their advice
letter f£ilings to reduce local access charges, AT&T-C pass on to
its customers through a corresponding incremental reduction in the
billing surcharge any reduction in its expense stemming from
reductions in local exchange utilities’ access charges. We will
require a slightly different treatment in this instance consistent
with our action in Pacific Bell’s rate design decision in
A.85~01-034. Specifically, we will require AT&T-C to accumulate
the reduced access expense resulting from this decision in a
memorandum account, with interest, commencing on the effective date
of the General tariff revision and running through December 31,
1988 at which time AT&T-C shall roll this accumulated reduced
expense into its computation of the effects on access rates of the

SPF to SLU phase down of the local exchange carriers-whzch will be
reflected in AT&T-C’s rates.
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IX. othex Issues

We are issuing this decision as an interim decision to
effect the rate reductions as soon as possible. Issues we will
address in the next interim decision are as follows:

1.

The final apportionment of the rate
reduction to the various customer groups
and the final tariff schedules, based on
this record.

Issues raised at public-participation
hearings including monthly inside wiring
charges, physical size of bills, quality of
service, pay phone availability, and the
13=-second time limit for dialing.
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Issues raised by Consumers Coalition of
California such as General’s current
customer practices and procedures, new
testing methods for measurement of accuracy
of billing, charging for one-minute calls,
installation ¢f home billing devices, and
the need for conducting studies directed at
. identifying customer need and services.

The relief sought for women and minority
business enterprises by Public Advocates as
follows: ,

a. The Commission clearly and strongly
' chastise General for having the worst
record among major utilities.

General should be required for the year
1987 and for all subsequent years to
provide a detailed breakdown by both
percentage and dellar amount of
contracts (by sex and for each ethnic

. group including Filipino-American) for
each of the anticipated 23 categories
that it will be using.

General be required to adopt Pacific’s
minority business task force
recommendations, the results of which
are producing major changes at Pacific
in orxder to insure very substantial and
very significant progress necessary to
achieve its February 8, 1988 goal of
20% of contracts to W/MBEs.

General be required to develop
effective joint ventures as set forth
in Southern California Edison’s opinion
in order to help achieve its goal of
20% contracts to W/MBEs.

A sum equal to one-=fourth of 1% of
General’s contract awards in 1987 ($2
million) be set aside to be used to
implement relief in c. and d. above and
the Februaxy 8, 1988 CPUC filing
setting 20% goal within five years.
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General specifically report on an
annual basis the relationship of
bonuses awarded to top executives and
their W/MBE achievements under the
February 8, 1988 filing.

All utilities be required to submit
#77K* salary reports that clearly set
forth actual salary with ethnic and
gender identification.

The issue of whether or not General should
be ordered to adjust its rates for the 1988
test year so as to flow through to
ratepayers approximately $27,582,755 or
other equivalent amount of tax savings it
has realized as a result of call premiunm,
on amortized discount, and discount related

to the retirement of high 1nterest bearing
bonds.

Consumers Coalition of California’s
request for finding of eligibility for
compensation.

Public Advocates, Inc.’s request for

finding of eligibility for compensation.
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X. Fipdi \_conclusi
Findi :

L. An additional incremental revenue requirement reduction
of $218.304 million for a total reduction of $330.494 million is
appropriate for the test year 1988.

2. A rate of return of 10.90% for test year 1988 found
reasonable in D.87-12-070 dated December 22, 1987 should remain in
effect.

3. To effect the above revenue reduction, the surcredits
set forth in Appendix A to this decision should be effected on a
bill and keep basis. . |

4. A total of $165.4 million for the test year 1983 level of .
GTESC expenses to be prorated to General and the other GTOC:S is '
reasonable. ‘ ‘

5. A prorate factor of 29.6% to allocate GTESC expenses to.
General is reasonable.

6. DRA’s 19.8 AWT figure is.reasonable given its
development with reference to appropriate comparisons with
similar operations at other telephoné companies.

7. A reasonable expense allowance for Account 674-Ceneral
Services and Licenses for the test year 1988 is $43.4 million.

8. Since General has not supported its Account 675~Other
Expenses estimate, DRA’s figure of $5,141,000 which uses lower
escalation factors, lower estimate of ¥cost billed to others,” and .
excludes dues payable to the US Telephone Association, comsistent
with Commission policies, is reasonable, and adopted.

9. A telephone plant adjustment equal to a negative
capitalized sales adjustment of $15,122,ooo-m;nua the associated
depreciation reserve of $11,706,000 or $3,416,000 and a
corresponding depreciation expense of $1,370,000 is a reasonable
ratemaking adjustment for GTE Communications System Corporation.
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10. A ratemaking adiustment Lo expenses other than taxes Zor
the operations of the directory corporation of $9,001,000 is
reasonable.

11. It is reasonable to require General to conduct a
competitive analysis of its directory service contract consistent
with the preceeding discussion.

12. General’s revenue requirement should not be adjusted to
reflect the earnings of GTE Telecom Marketing Corporation resulting
from a marketing agreement with AT&T Communications covering the
period from May to December .1985.

13. It is reasonable to require General to conduct a
competitive analysis prior to its next rate filing and include the
study in its work papers to support the continued affiliate
transactions between General and GTEDS.

14. A GTEDS adjustment of $3,044,000 to reflect two-thirds of
the 1988 implemental cost of customer records and billing systen
and facilities management system is reasonable.

15. A 1988 test year expense of $9,885,700 for Account 996~

Computer Usage is reasonable. :

16. It is reasonable to adjust General’s revenue regquirement
for test year 1988 by $687,000 to reflect imputed Yellow Page
fillers for GTEL.

17. It is reasonable to adjust General’/s 1988 test year
revenue requirement by $762,000 to recognize the expected revenues
for the cost of providing 1988 referrals to GTEL and $2,361,000 to
recognize the expected revenues for the market value of providing
projected 1988 referrals to GTEL.

18. It is reasonable to require General to establish referral
gquidelines to track successful and unsuccessful referrals to GIEL, ‘
and to perform a study to be completed within six months of the
effective date of the decision, to determine the cost plus 1l0%
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markup for each referral made to GTEL and to bill GTEL for such
referrals.

19. For the test year 1988 a corporate oversight allocation
adjustment of $2,271,000 for services performed for GTEL is
reasonable.

20. It is reasonable to require General to conduct a market=-
based pricing study to determine market rates for services it
provides to GTEL. '

21. A compounded labor escalation factor of 1.118% is
reasonable for test year 1988.

22. A compounded nonlabor escalation factor of 1.09003 is
reasonable for test year 1988. -

23. An adjustment for 1988 test year compensation levels in
addition to various ratemaking disallowances is inapppropriate.

24. A 5% productivity factor for attrition year labor
adjustment is reasonable. Savings rrom-productivity‘gains in
excess of 5% should be divided equally between ratepayers and
General. '

25. D.88=-06~024 directed-General to make a 19389 operational
attrition f£iling by October 1, 1988. It also directed General to
file an application, testimonies and exhibits tor capital structure
and cost of capital review for 1989 on or before July 15, 1988.

26. The actual productivity factor will not be known until
after the end of the attrition year. Therefore, it is appropriate
to implement the sharing of the productivity savings on' or berore
Januarxy 31 of the year following the attrition year.

27. It is reasonable for Genexral to retire $3.8 million
Olympics plant below the line for ratemaking and account;ng
purposes.

28. It is reasonable to disallow for ratemaking purposes a
labor overrun of $7.9 million for cost overruns of switching
equipment. |
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29. It is reasonable to amortize the costs of improvements in
propexty prior to occupancy over a three-year period.

30. Interest during construction should not be allowed on
land.

3l. General has failed to justify $2.362 million toxics
cleanup request but the record indicates some future costs will be
incurred, and as a matter of judgment we adopt $353,000 as
reasonable for test year 1988. '

32. General should file a report with CACD describing its
current and anticipated hazardous waste cleanup activities for
1988=-1989. ‘

33. It is reasonable to disallow $0.6 millioen enployee store
losses together with inventory reduction of $253,000 for 1985 and
$449,000 for 1986 for ratemaking purposes. , .

34. Ratemaking adjustments for institutional advertising
items of National Prorates, “Image,” ”Public Information,” ~NFL
Sports,” and “Indy 5007 totalling $10.3 million for the year 1986
are not necessarily appropriate for adjustments for test year 1988.

35. It is reasonable to disallow $5.7 million commercial and
marketing expense and $0.3 million operating rent expense for test
year 1988 for one-time programs.

36. It is reasonable to adjust General Office and Other
Operating expenses by $1.893 million for 1985 and $2.644 millien
for 1986.

© 37. General‘’s decision to invest in a new administration
building in Thousand Oaks is not imprudent.

38. It is reasonable to include $4,485,000 a year as ‘
miscellaneous revenue representing the difference between the gain
from the sale of property and the cost of relocation amortized over
a three=-year period; the relocation cost offset is appropriate in
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this specific instance, since this was not a stand-alone sale of
property, but a unified transaction.

39. The California Corporation Franchise Tax and Federal
Income Tax amounts reflected in Appendix C are reasonable.

40. The adopted estimates, previously discussgd, of revenues,
operating expenses and rate base for test year 1988 as summarized
on the tabulation in Section V.N of this decision reascnably
indicate General’s operations in the future.

41l. The separated results of operations reflected in
Appendix D is reasconable. ,

42. It is reasonable to require General to prepare a
éost/benefit analyses of advertising campaign to justify
advertising expenses for ratemaking purposes.

43. DRA’s total factor productivity study raises concerns
which need to be resolved before the study can be used for
establirhing productivity levels.

44. Labor costs computed on the number of enployees is not
variable within a monthly period, and consequently the entire cost
function model is misspecified. : :

45. DRA’s failure to adequately measure the capital quality -
would not in itself cause us to fault the rxesults of the study.

46. The productivity gains indicated by DRA’s total factor
productivity study are excessively high.

47. D.85=06-113 dated June 12, 1985 directs AT4T~C to flow
through any reduction in its access expense stemming from
reductions in local exchange utilities’ access charges to its
customers. ' | '

48. It is reasonable to move the rate center, coordinate for
General’s Etiwanda exchange so that the route between the Ontario
exchange and the Etiwanda exchange becomes a local route; establizh
a route between the Etiwanda exchange and the Rialto exchange with
Pacific which become a nine-mile route with the movement of the
rate center of the Etiwanda exchange as a ZUM 2 route:; and revise
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General’s billing system to reflect the necessary route revisions
provided we impose a 90-day inmplementation period and regquire
Pacific and General to provide written notice to those customers
who will be impacted by the changes within 30 days prior to the
inplementation of such changes.

Conclusions of Law '

1. The Commission concludes that an incremental revenue
reduction of $218.304 million in addition to the $112.190 million
reduction ordered by D.87-12-070 for a total of $330.494 million is
appropriate.

2. The revenue reductions authorized in Appendix A are just
and reasonable. '

2a. General) should be required to conduct a competitive
analysis by March 31, 1989 of its directory service contract.

3. A competitive analysis to ascertain whether GTEDS is the
appropriate party to perform General’s data processing and
information services should be performed by General prior to its
next rate case filing and the results of the analysis and
supporting work papers should be included in the filing.

4. General should be required to establish referral
guidelines to track successful and unsuccessful referrals to GTEL -
and perform‘a'study to be completed within six months of the
effective date of the decision, to determine the cost plus 10%
nmaxkup for each referral made to GTEL.

5. General should be required to conduct a market-based
pricing study to determine market rates for services it provides to
GTEL.

6. Savings in excess of a 5% attrition year labor facter
adjustment should be shared equally by ratepayers and General.

7. Since the actual productivity factor will not be known
until after the end of the attrition year, General should be
required to implement the productivity savings on or before.
January 31 of the year following the attrition year.
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8. In future rate cases General should present cost/benefit
analyses to justify advertising campaign expenses for ratemaking
purposes.

9. DRA’s total factor productivity study cannot be used for
any interpretative purposes in¢luding the measurement of technical
change. :

10. General should make an advice letter filing on or before
October 1, 1988, setting forth an appropriate operational
attrition allowance for the year 1989, and has filed an application
for 1989 financial attrition on July 15, 1938, in accordance with
D.88~06-024.

1l. General is now well into the 1988 test year and since the
rate reductions are substantial, this order should be effective
today. S |
12. The rate center coordinates for General’s Etiwanda
exchange should be moved so that the route between the Ontario
exchange and the Etiwanda exchange becomes a local route.

13. General should establish a route between the Etiwanda
exchange and the Rialto exchange with Pacific which will become a-
ZUM Zone 2 route.

14. General should revise its billing system to reflect the
route revisions set forth in Conclusions of Law 12 and 13 and
provide written notice to those customers who will be impacted by
the changes within 30 days prior to the implementation of such
changes.

SECOND INTERIM ORDER

IT IS ORDERED that:

1. Seven days after the effective date of this oxder, GIE-
California (General) shall file revised Schedule Cal. P.U.C. No.
A-38 to reflect the revisions shown in Appendix A of this decision. -
Such £iling shall comply with the General Order 96 series. The

- 190 -
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effective date of the revised schedules shall be September 6, 1988.
Revised schedules shall apply only to service rendered on or after
the effective date.

2. In accordance with D.88=~06=-024, on or beflore October 1,
1988, General shall make an advice letter filing setting forth an
appropriate operational attrition allowance for the year 1989. In
accordance with that same decision General has filed its
application for 1989 financial attrition on July 15, 1988.
General’s operational attrition advice letter filing shall provide
for savings resulting from productivity in excess of 5% to be
shared equally between ratepayers and stockholders. Both filings
shall be served on all parties to this proceeding.

2a. Consistent with the above discussion, findings, and
conclusions, General shall conduct a competitive analysis of its
directory service contract and serve it on thé parties to this
proceeding on or before March 31, 1989.

3. General shall conduct a competitive analysms prior to ;tsj
next rate f£iling and include the work papers with the f£iling to:
support continued affiliated transactions: relating to data
processing and informational service between it and GTEDS.

4. Within 60 days of the effective date of this order,
General shall establish referral guzdelines to track successful and
unsuccessful referrals to GTEL.

S. Within 6 months of the effective date of this order,
General shall submit a study of the cost plus 10% markup foxr each
referral made to GTEL and thereafter bill GTEL the ¢ost’ plus 10%
markup for all referrals near the market value of successful
referrals. _

6. Within 6 months of thé‘etfective date of this order, .
General shall submit a market-based pricing study determining the |
market rates for service it provides to GTEL. Until further cruc
action on the matter, General shall bill GTEL at its fully '
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~allocated cost including return on investment, plus a 10%
investment. .

7. In future rate procesedings, 1f Cenernl wants To recover
advertising expense in connection with campaigns to promote usage
or new sexvices, it shall present in its direct showing a
cost/benefit analysis of such campaigns over the latest available
12-month recorded period as well as its pro proma analysis of
proposed future campaigns. Likewise, if General seeks to recover
marketing expense (Account 643), it shall present the same types of
analysis as required above for advertzsing _expenditures.

8. Within five days from the effective date of this
decision, General shall establish a balancing account into which it
shall book the difference between currently authorized rates and
rates it would be collecting if it revised its aocounting for
refinancings to follow the net of tax method. The balancing
account amounts shall be subject to refund, in‘wholo‘or in part,
following hearings to determine (1) whether General ought to be

ordered permanently to revise its accounting of bond refinancing
premiums, and unamortized discounts and expenses, and (2) what
method General may use to do so. A Prehearing Conference will be
held to set hearing dates and dates for submission of testimony in
connection with this issue.

9. Consistent with the preceed;ng discussion, within 90 days
of the etrectmve date of this deczslon General shall file with
CACD a report descrlbxng its current and ant;c;pated hazardous
waste cleanup activities for 1988-1989.

10. Within 10 days after General makes its advice letter
filing to reduce access charges in accordance with this decision,
AT§T-C shall file an advice letter with this Commission under the
terms of GO 96-A, which proposes a method for flowing through to
its ratepayers the access charge reductions resulting from this
decision. AT&T-C’s advice letter filing shall contain a proposed
effective date of no later than five working days following its
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submission te the Commission or September 19, 1988, whichever is
earlier. For the several rates within each class of switched
service, AT&T-C shall implement a uniform percentage reduction.

11. To be effective not less than 50 days after the effective
date of this oxder, Ceneral and Pacific are authorized to:

a. Move the rate center coordinates for the
Etiwanda exchange in order that the route
between the Ontario exchange and the
Etiwanda exchange becomes a local route.

Establish the foute between the Etiwanda
exchange and the Rialto exchange with
Pacific as a ZUM Zone 2 route.

Revise the billing system to reflect the
tariff revisions set forth in Append;x 1-F
of Exhibit 230. Both General and Pacific
shall provide written notice to their -
customers who will be impacted by the
change within 30 days prior to the
implementation ¢f the change.

12. W1th1n 20 days of the effective date of this decision,

. General shall file an advice letter in conformance wzth GO 96-A
reflecting a reduction to its revenue requirement to account for
the effects of interest synchronization for 1987. This advice
letter shall also reflect interest at the three-month commercial
paper rate for 1987, beginning January 1, 1987 to the effective
date of the tariff revision hereafter discussed. The filing shall
be based on 1986 adopted attrition results of operations and the
11987 adopted financial attrition. Consistent with D.87-12-067,
General shall not adjust unamortized ITC to reflect the impacts of
remand. The interest synchronization effect for 1987 shall be
reflected as a bill and keep surcredit based on 1987 adopted
billing base, the amount to be amortized through December 31, 1988..
The bill and keep surcredit shall be effective October 1, 1988, and:
shall apply to services rendered on and after the effective date of
the tariff. ‘
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13. Within 60 days of the effective date of this decision,

CACD shall confer with DRA and General to identify for tracking
purposes the amounts included in this decision for detariffed
inside wire maintenance as is now under consideration in OII 84.
Any other party to this proceeding may participate in performing
this calculation upon notice of its desire to do so to CACD.
General shall continue to track actual revenues and expenses for
detariffed inside wire maintenance consistent with our previous
decisions in OII 84 and shall also track the adopted amounts
authorized in this decision.

This order is effective today.

Dated August 24, 1988, at San Francisco, Califormia.

STANLEY W. HULETT
President
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILK
JOHN B. QOHANIAN
Commissioners

CEKNH’THKTTHB#DBJ&ONM,
WAS- APPROVED BY THE ABOVE ' -
CONUMSSK?V;RS'RDDkt

Vbl &
Victor Weisser, WW“"
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APPENDIX A
Sheet 1 of 1

SCHEDULE CAL. P.U.C. NO. A-38
BILLING ADJUSTMENT

The following revisions are ordered:

: Monthly Percentage
Rates Ingxenent

Adjustment Factor ‘ (13.45%) =

Adjustment Factor (13.45%) ww
Adjustment Factor , (13.45%) wwwn

* The monthly percentage factor applies to all services

provided under Tariff Schedule C-1, Facilities for Intrastate
Access.

The monthly percentage factor applies to all recurring and
nonrecurring rates and charges for service or equipment

provided under all of the Utility’s Tariff Schedules except
the following: ‘

The present list of excepted services shall remain unchanged.

The monthly percentage factor applies to all intralATA toll
and toll private line services. .
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APPENDIX B
Page 1°

' TRANSCRIPT CORRECTION
—REQUESTS DENXED _ _

Change/Sorrection

Change ”No, they do not.~” to “Yes”.

- Insert “mot” after would” and
‘change ~2¥ to ~.” after ~“correct”.

Insert the following sentence at the
reginning of the answexr: #“No. The
intercept operator handles a
‘different type of call.”

Insert *TSPS” prior to ~operator”.
Delete ~“the correction for”.

Delete the line.

Change “3~ to *13%.

Change ~$957,0007 to $$3.086
million~”. .

Delete ~estimates, our forecast” and
~to”.

Delete ”estimate yields the”.
Change ~“3”~ to ~13%.
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APPENDIX B
Page 2

TRANSCRIPT CORRECTION
—REQUESTS DENIED

Line Shange/Correction

Delete answer and replace with:
7That would not correspond to the
- same definition because the 1982 ‘
volunes reflect total WATS minutes
and the 1981 volumes reflect only
closed-end WATS ninutes.”

Delete answer and replace with:

#No. The 149 million on page 13-3.1
represents total WATS minutes and
the 7 million on page 13~3.2 line 7
column BArepresents only closed—end
WATS nminutes.” .

Change “continuous *# to
*discontinuous”.

6=-195-87 - Change “creates” to ~“relates to”.

6=19=87 ‘ . Insert "at” before “whatever” and
#dollar” before “figqure”.

Insert “and terminals” before ~"and”.
Change ~25th*” to 720, 1985”.

(END OF APPENDIX B)
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‘ APPENDIX C

Page 1 0of 2

GTC CALIFORNIA
California Corporsticrn Franchise Tax
Tast Year 1988
(8000)

Opersting Revenuas $2,863C,055

Operating Expenses 1,135,336
Taxes On Qther Than lacome 106,135

Subtotal 1,241,471
Net Before Addx & Deducts 1,388,588

Net Deductions from Taxable Inscoems
Stete Tax Depreciazicon 425,372
Fixed Charges 140,198
Penzsiony & Benefit Capitalized 44,514¢€
Use Tax Capitalized &,982%
Payroll Taxes Cspitalized ‘ 14,526
Cost of Removal ‘ - 22,835

Subtotal of Dedustions 854,106
Net State Taxuble Income 734,462
CCFT @ $.3% 368,307
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APPENDIX €
Page 2 of 2

GTC CALIFORNIA
Federal Income Tax
Teast Year 1988
(3000)

Operating Revernues
Operating Expenses

Taxes On Qthier Than Income
State Income Tax

Subtotal

Net Before Adds & Deducts

Net Deductions from Taxable Incoma
Federul Tax Depreciation
Defarred Tax Reversal
Fixed Charges
Construction Period Taxes
Reserve for Uncollectibles
Dividend Paid Credit

Subtotal of Deductions
Net Federal Taxable Income
FIT @ 34%

Adjustment:
ITC Amortization

Net FIT

$2,830,050
1,135,336
168,135
88,307

1.309.,778
1,320,261
477,218
73,538
150.013
(3.633)
(1,850)
77

684, 363
630,918
214r512

(32,952)
$181,550
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APPENDIX D
Page 1 of 1

GTC CALIFORNIA
fdopted Separated Suesary of Earnings
Test Year 1968
{3000}

Total Inter-

intraState

Conpany State Total | Agless  wwme=seeeems InGPULATE emmerowesee Tychanc?

{a) {5 (g)n{anb) {d)

OPERATING REVENUES
Local Revenues 784,157 0 TBL,1%7 0
Intrastate
Access Revenues 206,526 0 206,526 206,526
Totl Revenues 822,793 0 822,39 0
,Interstate Access Revenues 480,425 480,427 0 0
niscellaneous Revenues 281,981 25,819 258,162 26,675
Surcharae Revenues 74,730 0 AT (6,905
Gasn on Saie of Properties 4,485 84o. 3,639 473
Other Miscellaneous ] 0 ¢
(ESE: Uncollectibles 21,678 1,200 20,438

Total 2,630,059 507,890 2,126,149

L‘ OPERATING EXPENSES

0
1
12
2
14

i3
16
17
18
19

20

Maintenanze 432,977 94,917 338,000 44,145
Trasic ) 83,620 . 6,836 56,768 1,952
Cosmercial 257,207 M SB2 212,828 15,365
General 0641ce Sal. ¥ Exp. 190,072 29,590 160,482 20,732
Other Operating Expenses 191,45 34,936 156,520 16,830

Subtotal : ' LU35,556 200,661 924,675 97,028
Depreciation 524,49 96,454 428,000 56,448
Taxes Other than on Income 106,133 22,000 84,135 - 10,171
State Income Tax ‘ 68,307 11,012 57,95 3,900
Federal Incoar Tax 181,560 34,418 147,142 10,9M

Total 2,015,632 374,585 1,641,267 176,53

21 Net Revenues B4227 120,308 4452 48,192

30

RATE BAGE

100.1 = Tal P1t in Sery 6,652,276 1,383,31% 35,260,757 684,170 1,B42,59%
0 ¢

100.2 = Tel Pt under Const. 0 0
100.3 - Prop Held for Future Use ' 17 ' g
Materials & Supplies 122. 2,258 0L ,i: 2,29
¥orking Cash : 18,799 7,488 15,278 1,605
LESS: Depreciation Reserve 2,003,920 ALT,1BL 1,590,739 208,492
LESS: Deferred Tax 679,418 142,291 53727 69,586

Tetal
(eim(engi

0

0
822,393
0

0
25,388
L4917
0
7,560

BAS,138

118,673
A7, 140
28,250
37,884
‘9'5“

281,497

147,259
28,450
27,024
95,606

£79,8%

265,302

0
2
6,178
4,601
343,010
186,677

Total 4,011,034 839,246 I,171,788  409,79% {,121,750

RATE OF RETURN - 15,318 15.41% 15.29% 1760

3. 65%

weT

(¢}

0

0
787,312
0

0
28,716
1,183
0
1\77%

809,432

103,772
26,979
27,190
54,564
45;‘63

257,948
129,442

25,186
28,070

104,57,

542,203
257,252

1,600,648
0
19
5.389‘
‘;262
466,012
162,330

981,776

.2

8
(3! N ML ALY

b TRl

0
35,088
¢
0 251,487
4é& Legin 31
134 -
0 b
1B 2.4

T5,T00 1,054,508 .

16,03 175,27
62 27,698
1,080 L8
sl Bldes
4,100 90,124

WS Shp IS

17,817 24,273 .
T4 4SS

(Lo 2687

(5,931 40,%5

TN G288

(L,950) 171,428

0 0

- -
o

78,998  ES7.057

W7 WO

139,074 1,640,239

'..337. 10."-: ’

WIS 2T0We

.
B 908 )
W 9,004



' .

A.87-01-002, I.87=02-025 ALJ/NRJ/rmn

INDEX
Subject

SECOND m oPmoN 0-.---.----...------;...-...-‘I-'-?.-o---

XI.

SynopSis ot mision Y L T N N

Transcript Corrections .................JC.....,.......'

Of L W A I N BN A A I A A N )

The Still-Pending Issue of Flow Through of Tax Savings.

Rate Of Retm ----...-.-.-.-----00-7..-......-t---.-'

Mtlllated Interests sesssssaveenrane -..Etn-ﬂbh....--.--

A.

B.

General L N O BN BEBE B B W N Y R AN R R BN BN O R N N ) ............’..‘...
General Services and Licenses R L T T L LTSy
1. GTESC’s Expense Allocationsr

..-.t.-n.-..-.-...-

2. GTE Labs’ Expenses ......7L.............-.....-

3.' Pror&te F&CtOr I N N R NS X “«s senn .-.‘..;...-.-
4. Ratemaking Adjustments .Jc.....................
GTE Communications System Corporation ...eeceeceeccess
GTE Directories COrporatioq/.............-.........
GTE Telecom Marketing Corporation ...ecccecececccsss
GTE Data SeWICQs - o veeeaa -6 0 OB OetE s rsssse e

DVNAR- B P N B

GTEL CACIC AR A AL I L I I L .l-...'-.--‘-....b.-.-..t ’

1. Unbilled Directory S@rvices .c.evececsvencccans
2. Unbllled Re:errals L4 R b N A B A R I
3. Corporate Oversight/.ccececnccecsssncscacncacan
4. Transfer CosSting ./eeeeeecrevevercnsvsrencecnes
5. Affiliate Payment/L............................
6. Summary of Adjustments cececsssessnsetosnvanans

A.
B.

- L N A A A N I A S R NN K I A A N N

Inflation Factors J.eccecacecononsscns
1. General e osaa LN N A W R L BB N B L R
2. Labor Inflation FAaCLOXS cecccescvccsccnsssaccnen
3. Nonlabor Escalation Factors c.ceeceacccccacasss
compensation uvels -0 00 R &S Hveoseshs st Easdedesesvensan
l. General 0..j.-h......—.....--....'...-...-.--...
2. 1988 Test Year Compensation Levels ecccaveococns
3. Labor Productlvzty Adjustment for Attrition
Years 1989 and 1990 .ccececnserccacedocvcccncns
Audit Team Recommended AQjuStmMentsS .eceecenvcennns-
1. General L I B R B SN N RN A BB R R NI EE SR W R B
2. plant Related Itm - eSSt RN eS
3. Corporate Headgquarters MOVE ..cieccoccvocvccecnn
4. Underground Storage Tanks ....ceecerececacceaces
5. GTEL Accounts Receivable ...civeeeacrecocsennan




A.87=01-002, I1.87~02-025 ALJ/NRJ/rmn »

INDEX
Subject
SECOND INTERIM OPINION ....ccca-
I. Synopsis of Decision

II. Sumary of Proceedings .
Transeript Corrections

The Still-Pending Issue of Flow Through of Tax Sayings.
Comments on Proposed DeCision ceeececsscssccnces

Affiliated Interests
A. General ...
B. General Services and Licenses ...
1. GTESC’s Expense Allocations
2. GTE Labs’ Expenses
3. Prorate Factor fosecsssscmssssssnnss
4. Ratemaking Adjustments .,/f..cecevenn.
GTE Communications System Cobporation ...
"GTE Directories Corporaticy
GTE Telecom Marketing Corporation
GTE Data Services .....
GTEL -8 0 00 EEFeEEEREre W -’.—...-.......l..b.--.
1. Unbilled Directory Services ....evevs.s
2. Unbilled Referrals
3. Corxporate Oversdght
T:&T.Sfe: COSt'g - e a-n
' A::ili te Pa, ent DR N N N N Y Y
Summary of Mdjustments ..

Inflation Pactors
Generxl
2. Lakof Inflation Factors
3. Noplabor Escalation Factors
Compepsation Laevels
l.’ ener&l L B B A A O Y S NI AR A AN A R U R R I Y R SR N
2. /L988 Test Year Conpensation Levels
3./ Labor Productivity Adjustment foxr Attr
Years 1989 and 19990
hudit Team Recommended Adjustments
l. General
2.
3.

e s T PR ESREEY e




A.87-01-002, X1.87-02-025 ALJ/NRJ/ran

6. Employee Store .... cecscceeversnsrssennan
7. Voluntary Separation Incentive Plan

8. Protective Connecting Arrangements ..ceecsvesss
9. Commercial and Marketing Expenses ......

10. General Office and Other Operating Expenses ...
1l. Prudence of Relocation ........

12. Gain On Sale of Property

Revenues ..cceeee.

‘1. General AL AL B B A B AL B BB B B

2. Subscriber Station Revenues ....ceee.

3. Local Service Revenues . 4

4. Toll Service Revenues (IntraLAIA)

.'S'- Access Revenues ............O.‘

Maintenance Expense ...... Jevssesssassssnenas
Traffic EXPenses ...-csocevecensdaccaccns eeena- .e-
Commercial EXpenses «.cececesesse

General Orrlce and Other 0per3;1ng Expenses ceconee
TAXEOS wosesscnnnann

‘Depreciation eceevececnes

Telephone Plant ............A

&te Base LAL IR AL B 2L B B B & B B A B 4

-Summary of Earnings ......

Net-to=Gross Multiplier ..fecceccc...

Intrastate Revenue Requirement ......

Total Pactor Productxv;ty

A. &neral ............... ‘(Il.-‘.Q...U................‘
B. The Duality Theorem ..fL..... cencrasee
c. Monthly Data oo rres O ® O FTETESEEEEFT RS TEFEYEE NS
D. Capltal Measurement Jc

E. Comparison of Studzesl................

F. other CPUC mtters .(-. - 8 b e PSP eETEEETESS

*srenesresnves

Attrition ..-........Uf.---.--.'----------.-...........

mto mi@ ..............-..---.-‘-.....--
Other ISSUES ..ececedecccencncccnccncccnas
Findings and ConclusSions .ccccecccccccccccccccccccnnnan

Findings °£ Fact s sfssesesesscssssesnssesrssnsasssssssssSSTRERER
ConCIuSions Of mw LN I I S A O I B




A.87-01-002, I.87-02-025 ALJ/NRJ/rmn *

F.
G.
H.
I.
J.
K.
L.
M.
N.
o.
P.

4. TUnderground Storage Tanks ...

5. GTEL Accounts Receivable .

6. Employee Store ......

7. Veluntary Separation Incentive Pl

8. Commercial and Marketing Expenses ...

9. General 0ffice and Other Operating Expenses ...

10. Prudence of Relocation .

1l. Gain On Sale Of Property .ceveeccrvecscccseass
Revenues .... cececsracccenrnaasyes
1. General .. D e
2. Subscriber Station Revenues .

3. Local Service Revenues ...

4. Toll Service Revenues (IntralATA)

5. Access Revenues AT
Maintenance EXPENSe .eceeceencssscccrscrsfocenncenes
Traffic EXPENSES .vveessasessssnsvssernfoccecne
Commercial EXPENSeS ceeecovevcnrrosss f

General Office and Other Operating Zifenses

Taxes teevescssbsssracsntorne

Depreciation

Telephone Plant ....eceeeeee vaane : cerescenes
Rate BaSE ..eeocsencecsssvennncyoccacnmnconcscsnnne
Sumnary of Earnlngs censssnsreferccnncannoces
Net~to=~Gross Multiplier ...cofcecaccccnnanns
Intrastate Revenue Requiremoft ....cecenrvvecneanes

Total Factor Productivity cooforine e

A.
B.
C.
D.
E.
r.

General LA I AE B BN BN I BN N BN W N R WY O ) - B &S e

The Duallty Theorm - - (I 2R I SR R R R I N g

Monthly Data - " - >k ew ;Y Ss s RS
Capital Measurement /iececsrccnsccoracersnsvas
Comparison Of STUCLES cevvercevorenarirnns cesresins
ther CPUC Mattery cceeeriinereeces

Ratz Desion .....

Othexy Issues ..L.

Findings and Lonclusions
Findings of fract tesscernranroerarb e
Conclusiony Of LaAW .cvececrcscnccconsrsoncrrovssonraconns




A.87-01-002, I.87=-02-025 ALJ/NRJ/ek/rmn

This second interim decision provides/for a revenue
reduction for GIE Calzforn;a (General), formerly General Telephone
Company of California, of $216.481 mzlllon in addmt;on}to the [
decrease in customer billings K of $112.190 mﬂlllon on an annual
bas;s ordered by Interim Decxsxon (D.) 8w£12-07o‘dated Decenber '22,
1987, ac revised by Advice Letter No. 5 25 f£iled February 29, 1988,
a total reduction of 3328 671 million: ''The bases for our adeopted
summary ©f earnings leading to the: %#58 671 mllllon revenue

reduction are detailed in this deciSion.

This decision does not méd;ﬂy the return on equ;ty of
12.75% which will provide a rate/ef return of 10.90% found
reasonable in Interim D.87-12-070.

As set forth in the ection on rate design, the. $216.481
million zncremental reductzon results from a reduction of 13.34% to
the present billing surcharges set forth in General’s SChedule Cal.
P.U.C. No. A=-38 which are collected on a “bill and keep” basis not
subject to intercompany settlement. The final apportionment of the
rate reduction to the various customer groups and the final tariff
schedules based on(this/record will be addressed in our next
decision on this matteé, together with such issues as whether
General should be ordered to adjust its rates for the 1988 test
year to flow througﬂ/to-the ratepayers approximately $27,582,755
tax savings realized on retired bonds; the present policies of
General in the area of customer service, billing, and testing; GTE
Califormia’s praetlces and policies regarding women/minority
business enterpfmses, and the various issues raised at the public
participation hearings in these proceedings.
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SECOND JXNTERIM. QPINION

I. Synopsis of Decision

This second interim decision provides for a revenue
reduction for GTE California (General), formerly/ General Telephone
Company of California, of $223.116 million in/dadition to the v
decrease in customer billings of $112.150 mirlzon on an annual
basis ordered by Interim Decision (D.) 87-L2-o7o dated Decenmber 22,
1987, as revised by Advice Letter No. 5125/£;led February 29, 1988,
a total reduction of $335.306 million. he bases for our adopted
sumnaxy of earnings leading to the $3§, .306 m;llxon revenue
reduction are detailed in this decision.
This decision does not moddfy the return on equity of
12.75% which will provide a rate ot/return of 10.90% found
reasonable in Interim D. 87-12-07%; .
As set forth in the section on rate design, the $223. 116 b”VU
million incremental reduction reésults from a reduction of 13.75% to L/(
the present billing surcharges/set forth in General’s Schedule Cal.
P.U.C. No. A-38 which are comaected on a “bill and keep” basis not.
subject to intercompany set?&ement. The final apportionment of the
rate reduction to the various customer groups and the final tariff.
schedules based on this reéord will be addressed in our next
decision on this matter, sfogether with such issues as whether
General should be oxdered to adjust its rates for the 1988 test
year to flow through to/the ratepayers approximately $27,582, 755
tax savings realized 9n retired bonds; the present polzczes of
General in the area of customer service, billing, and testing: GTE
California’s practices and policies regarding women/minority ‘
business enterprises; and the various issues raised at the publicU;'
participation hearZ:gs in these proceedings. i
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SECOND INTERIM ORINION

I. Svnopsis of Decision

This second interim decision provides for X revenue
reduction for GTE California (General), formerly ‘
Company of California, of $219.506 million in adddition to the
decrease in customer billings of $112.190 milliédn on an annual
. basis ordered by Interim Decision (D.) 87-12-070 dated December 22,
1987, as revised by Advice letter No. 5125 filed Februaxy 29, 1988,
a total reduction of $331 696 million. THé bases for our adopted
sumnary of earnings lead;ng to the $331.696 million revenue
reduction are detailed in this decisiop.
This decision does not modjfy the return on equity of
12.75% which will provide a rate of/return of 10.90% found
reasonable in Interim D.87-12-070/
As set forth in the s¢ftion on rate deslgn, the $219.506 /
million incremental reduction Yesults from a reduction of 13.52% to v
the present billing surcharges set forth in General’s Schedule Cal.
P.U.C. No. A-38 which are cgllected on a ”bill and keep” basis not
'subject to intercompany seftlement. The final apportionment of the
rate reduction to the va¥ious customer groups and the final taziff
schedules based on thig/ record will be addressed in our next
decision on this mattgr, together with such issues as whether
General should be ordered te adjust its rates for the 1528 test
( to the ratepayers approximately $27,522,755
tax savings realired on retired bonds; the present policies of
General in the afea of customer service, billing, and testing; GTE
California’s pyactices and policies regarding women/minority
business enterfprises; and the Va:ious issues raised at the public
hearings in these proceedings.
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//
motion inaccurately portrays the facts. General believes that it
is ratably flowing through to its ratepayers theltax benefits in
issue, albeit using a method which may differ somewhat 'from
procedures followed by some other utilities. ~

On June 13, 1988, DRA filed a formal supplement to its
motion recommending that General be ordered to use the “net of tax”
method in connection with setting up a baiencing account to capture.’
- t.he remaining tax benefits during the pendency of this controversy.
' On June 21, 1988, General filed its !ormal opposition to the DRA
'supplement, asserting that balancing /account treatment is
‘unprecedented, unfair (since General believes it is currently
flowing through ‘these tax benerits), and violative of the
retroactive ratemaking ban.

Although this issue could not be accommodated prevxously
due to the demands of the hea:ing schedule, we will leave this:
proceeding open to consider xt at this point. Thus, General and
DRA will have a full opportuaity to litigate the issue. However,
in order to protect the ratepayer interest in the interim, we will
adopt DRA’s suggestion“aud require General to establish a balancing
account into which it will book the difference between currently
authorized rates and rates it would be collecting if it revised its
accouhting for refinaucings to follow the net of tax method. The
balancing account amounts will be subject to refund, in whole or in.
part, following hear;ngs to determine 1) whether General ought to
be ordered pcrmanently to revise its accounting of bond rotmnanc;ngd
premiums, and unamortized discounts and expenses and 2) what method
General may use tg do so. A prehearing conference will be held to -
set hearing dates-and dates for submission of. testinony in
connection with this issue. .

/

/

/

/’ IXI. Rate of Return
D}87-12-070 authorized a rate of return for General of
10.90% for/the test year 1988. The capital structure and cost
factors comprising-this rate of return are as follows:
/

4

K ._5.-
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million or $1.854 million greater than set forth in the decision.
General’s computations are based on the faulty premise that
General’s and DRA’s estimates were averaged on a2 total estimate
basis reflecting 1988 fiqures. Actually the only averaging was the
.growth figures be:ore'application of the TPI. The calculations as
described on pages 151-153 are correct.

General alleges that the Account C=-209 Digital COSE 100.1
gross additions adopted in the proposed degision are $26.754
million understated because they are basedfon initial NTEP cost
data and do not include all of the costs that General will
reascnably incur in connection with digital COSE. A review of the
record lends support to General’s position. However, General
developed factor of actual to planning NTEP of 1.32 which appears
to bhe excessive. DRA witness McCarthy recommended an adjustment
because of an experienced 1..7 ractor. EZven this would appear higp
as it reflects initial bidding rouggs. Experience gained from the’
bid process should decrease this gptio- Consequently, for purposes
of this decision we will adopt a factor of 1.10% which will
increase the C-209 Account 100.2/£a1ance of $8.348 million with an-
accompanying revenue requirem increase of $64o ©00.

General questions th ”Modxrlcatxons Line and Trunk
Testing” set forxrth on page 1%, of the decision. Actually the
decision should read Modifications of $1.888 million by General and
Line and Trunk Testing of $Y1833 million by DRA. General is mere1y '
rearguing its position tak?n in the briefs: consequently, we will
give no weight to the argquments. The same holds true for the $20
million capital planning adjustment set forth in the comments.

General alleges that the computations included in the
decision for maintenance, commercial, and traffic accounts are
understated by $8.987 million because labor escalation factors
different than the. adopted factor of 1.118 were used and improper
allowvance was made fo:/the adopted operator level as compared to
the operator level uséd by DRA. After review, we believe the




A.87-01-002, I.87-02-025 ALJ/NRJ/j%

DRA has suggested miscellaneous grammatical corxrections
and a corrected estimate of weighted average plant in sexvice:
these corrections are appropriate and will be adopted.

IIX. Rate of Return

D.87-12=070 authorized a rate of return for Genexal of
10.90% for the test year 1588. The capital strus#u:e and cost
factors comprising this rate of return are as follows:




0
+
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‘Genexal _DRA _ : A%/
. ‘ o , ($ in Millions) ‘
Telors Hdgtrs. , = $105.4  $103.2 $ /2 C o 2.1%
GTE Labs. (Chap.3) 53.2 27.5 .7 93.5
Corporate 62.3 54.4 7.9 14.5

Sexvice Fee Credit (27.4) (23,}) (4,1) (17.6)

|GTOC=-Prorated ' . ‘
. Sexrvice Corp.. -5 . 161/.6 31.7 19.6

Prorate % to N - |
General 23.0% 6.6 =8.7

' o : L / ,
Prorate to General $ - 37.2 $ 20.1 54.0

" Adjustments: . ‘
' Unreg. Activ. [(3-0) (1.5) (50.0)
International/ : j :
- Corp. Comm. (0.8) (0.8) (100.0)
Corp. Alrcraft ={0.4) (0.4 (190.,9)

Total Adjustments  A1.5)  (4.2) (2.7)  (64.3)
Test Year GS&L Est. $ 55.8  §$ 33.0  $.22.8  69.1%

. (Red Figure)

Essent%ally, the estimates differ because the Team
considered more current information; used beneficiary analysis
criteria in determinxng GTE Labs’ expense; used a lower two-factor
prorate to-allocate GTESC’s expenses to General; excluded a greater
level of unr?gulated activity expenses; and disallowed certain
GTESC expenﬁes- Under a contract signed by the chairman of the
board of G C and the president of Generxal, GTESC agreed to
provide a central organizatzon which can render certain services to
General that include.

- Advice and counsel on management and

operational matters.

The cooxrdination of standards on equipment,
materials, and supplies.
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sane bill, General’s prorated share of GTE Labs’ expense. or the
perlod ‘1977 threugh 1986, the GS&L expenses billed Generaz/ieve
increased from $6.9 million to $49 3 million. 4
As set forth in the provious tabulation, ?eam has

determined that $161.8 million will be the test year level of GTESC
expenses for proration to General and the other croc-. Ac
indicated in ‘the tabulat;on, this compares to $193 S million
estimated by General. $25.7 million of the 531 7 million
difference relates to the GTE Labs’/ estlmate. the remalnlng $6.0
mill;on of the difference generally reflects Team’s use of the 1987
GTESC budget as contrasted to, General’s/use o: the 1986 GTESC .
budget. Based on the later data set forth in the 1987 GTESC
budget, which is more likely to portfey actual test year
conditions, we will adopt.DRA'é.es imate of $103.2_ﬁillien for
Telop’s headcquarters, $54.4 million for corporate, and a $23.3
million service fee credit.

.. 2. GTE Iabs’ Expenses

. GTE lLabs’ expenses/are allocated. to the Telephone
' Operating Group, the Diversified Product Group, and the GTE
Communication Sexvices Groﬁp‘on the basis of revenues and sales of
each company to the to revenues .and sales of all GTE companies.
General’s $53.2 millio estimate depends on an allocation of GTE
Labs’ expense based solely on the relative revenues and sales of
each client whereas Tean’s $27.5 million estimate allegedly
considers benet;czezy analysis criteria consistent with priox
Commission deczs;ens. The GTE Labs is currently conducting
research in 14 strategic technical areas (STAs) encompassing
telecommunicat%gﬁs systems, electronics and photonics, computer and
intelligent systems, and materials science. Team’s $27.5 million
estimate is essentially the summation of each STA’s allowable
allocated expense determined by multiplying each 1987 budgeted
expense by,xtsrcorrespond;ng Telops beneficiary percentage. The
Telops beneficiary percentages were essentially based on a study by

g
S
r
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Team’s investigation disclosed that some of the effort in these
project, involved fiber-optic devices and components whxch Team
believes to be of benefit to equipmont manufacturcrs., ‘We agree and
will adopt the staff figures. o/

In accordance with the above discussion,” we will adopt as
reasonable a GTE Labs’ expense of $27.6 mlllxony/ﬁaklng a total to

be allocated among the Telops of $161.9 million.

3. Rreoxate Factor . :
.General used a 29. 6% prorate factor to allocate costs to |

" General as compared to Team’s prorate fegtor of 23.0%. General’s
. 29.6% prorate factor was based on the xelatLVe size criteria used

by GTESC teo allocate expenses among Ehe domestxc GTOCs whereas Team
used a composite factor consisting o! 50% relative size and 50%
equal division between the seven :egional clients served by GTESC

consisting of Califormia, Florzdac Hawaxl, the Mldwest the

Southwest, and the Northwest. eam’s 1nvestzgatzon indicated that
each of these regional cllentd(bas a voice on GTESC’s planned work
programs; that GTESC’S departmental work efforts were common to all.
GTOCs and pravided equal benetits to the GTOCs; and that certain
work activities actually provided greater benefits to smaller GTOCs
than large GIOCs because/they would realize the greatest leverage
gains in dealing with manufacturers. It, therefore, appeared to
Team that there was no/signlficant coxrxelation between the relative
size allocation method and GTESC-provided services to base the
allocation only on relative size criteria. Therefore, Team is
recommending thatlsot of the costs be allocated on relative size
and 50% on the number of subsidiaries receiving services, which
results in a compos;te prorate factor of 23.0%.

Accordzng to the rebuttal testimony of Dr. A. N. Mosich,
the costs of GTESC are allocated to service recipients on the basis
of generallg/ﬁccepted accounting principles which provide that
indirect costs shall be allocated on a reasonable basis among

operating munits for whose benefits the costs are incurred. This
/ : '
/

4
s

7/
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w;tness further testltled that implementation of such a reasonable-

© " basis prznclple generally results in the use of sone measure of

activity or size as a pasis for the allocation of costs. According
to the testimony, GTESC follows this principle by allocat;ng
regionally in accordance with each GTOC’s operating/ expenses and
taxes (exclusive of investment tax credit) to the/total operating
expenses and taxes '(exclusive or lnvestment tax/cred;t) of all
domestic telephone companies. Such a procedure, .according to the
record, allocates costs' among. the seven ed, ties in such a way to
ensure that every customor‘or the seven‘;ompanxes contributes
proportionately to the recovery of the total cost of providing the
serv;ce. Genofai’s.rebuttal testimony appears reasonable and will
be adopted resulting 1n,a proration /factor of 29.6% and an
* allocation to General of $47.9 mildion as set forth in the previous
tabulation. ' '

Team further recommends that General be directed to
formally request from GTESC a/cost allocation repoxt which would .
deternine the most appropriate beneficial or causal factors needed
to fairly prorate the expernses of each GIESC’s billing department.
We are not persuaded that/cuch a study is needed nor that it would
be beneficial and will, /theretore, not require its production.

4. Ratepaking Adjustments

Team recomménds certain ratemaking adjustments it
believes are consistent with Commission policy and decisions as
follows:

1. A disallowance of $1.1 millien from GITESC’s
Marketing and Business Plann;ng (M&BP)
Department to reflect an estimated 20% of
the department’s activities devoted to its

equlated customer-provided ecuipment
(CPE) business. (Exh. 8%, pp. 2-1l6 to
2=17.)

A disallowance of S1.6 nillion from the
Business Services Department expenses of
$2.0 million to reflect work activities
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that are nonbeneficial to regulated
telephone operations. (Exh. 89, p. 2-17.)

A disallowance of $0.3 million to corporate
oversight activities that benefit GTEL.
(Exh. 89, p. 2=-18.)

A dxsallowance of $0.8 million to reflecy
50% of cost of the Corporate Communlcat;ons
and Washington offices and the cé(
international expenses allocated to neral
in keeping with our past decisions /

, providing such a disallowance because the

" office work provides an intermixing of’
benefits to shareholders and rathpayers and
the intermational expenses provide no
benefit to General’s ratepayexs.
(D.82-04-028 and D.84=07-108/)

A disallowance of $0'4 mzlié;n to reflect
GTE-owned aircraft expenses in excess of a
reasonable air travel expense allowance
based on commercial air/rates to allow GTE
executives to conduct GTOC business.

(D.91869.)

. . The above=listed d:.sallowa.nces and/or adjustznents are
consistent with our past dec;szons and stated policies and will be
adopted after medification to reflect our adopted 29.6% proration

- ‘factor. The total adopted test year GS&L expenses (Account 674)
are $44.7 million as summarized in the previous tabulation.

GTE COmmunzcat;ons Systems Corporatlon (CSC) , formerly
GTE Automatic Electric cAE), is comprised of the former GTE Network
Systens, GTE Busmness COmmunicatzon Systens, GTE Microcircuits, and
certain operations or/GTE Communication Preducts Coxp. Wiolly
owned by GTE, csc~develops, nanufactures, and markets a wide range
of commun;catlons‘systems equipment and devices for the
telecomnun;cations market. Manufactured products include digital
central office switchlng equipnment and the GTE family of Private
Automatic Branch Exchange (PABX) systems.

¢ /
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Competitive bidding is not a common
practice in the directory publxcat;on
market. ‘

Should Dzr COrp not be able to retain
General’s directory publishing business as
a result of a competitive bidding ppdgram,
it would continue in the market ang

. continue to use the GTE 'logo and Walking
Fingers' symbol.

There is already confusion in %
marketplace regaxding the ide tltY’Of
yellow pages. publ;cat;cns. .

It is qulte poss;ble that &

substantial revenue if a gompetitive bid
approach to d;rectorles -ublxshmng is
mandated.

It is obvious from the reford that' the dlrectory ‘
publishing business in California/is both lucrative and highly
competitive. It appears possiblg, even probable, that adopting
Team’s recommendat;on with respéc
competitive analysis of its directory services contract, including
the soliciting of bids from fOther directory publishers, could have
an adverse impact on both feneral’s ratepayers and those that
'presently advertise in Dif Coxp’s directories. Furthermore, we are
satisfied that the adjugtments to General’s expenses to reflect our
policies regarding subgidiary and/er affiliate earnings as above-
described adequately protect the ratepayers. cOnsequently'we will
not adopt Team’s regommendations in this respect.

under this agyeement, TMC provided marketing sexrvice to help AT&T
maintain its/market share after divestiture. The marketing service
was to distfibute AT&T’s measured toll, WATS (wide area telephone
service), B00 service, private line, and foreign exchange sexvices
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. calculated from six of GTEDS data processing centers. Under these

circumstances, Team recommends that Goneral should conduct a
competitive analysis ﬁrior to its next rate case filing and include
the study in its work papers to support continued affiliate
transactions between General and GTEDS. We believe Team’,
recommendation has merit and the oxder that follows will ‘provide
for its implementation.

As part of its investigation, Team analyzed the reported

' return on investment (ROI) earmed by GTEDS from General to

determine the rel;abxl;ty of the data used in the calculation of

‘ /
the tradzt;onal Commission adjustment limitipng GTEDS’ earnings to a

level not in excess of General’s authorlze return.

' . Tean recommended no-adjustmene/zo GTEDS’ ROX because the
t;gure provided by GTEDS of 3.85% for test year 1988 is below '
Team’s estimate ¢f General’s ROI. Team, however, questions the
reliability of the data supplied‘becdﬁse of GTEDS’ 3.85% ROI for
General as contrasted with 31.15% for General Telephone of Florida
and 62.62% for General Telephone ©f the Socuthwest. Such
discrepancies, according to—Tegm, support the necessity of the
previously discussed competitive analysis study to be ordered by
this decision.

With respect to/ ents and contracts, General’s 1988 test
year estimates of the cost of the Customer Billing Information
System (CBIS) of $2, 675/800 and California Billing System (CBS) of
$10,253,900 (Account %96—Computer Usage) total $12,929,700 or
$4,566,000 more than Team’s estimate of $8,363,700. The difference
is due to the 1nc1u ion by General of implemental costs of the
Customer Records and Billing System (CRB) and Facilities Management
System (¥FMS) not/ihcluded by Team. The record fully supports the
desirability of/installing both CRB and FMS. Under these
clrcumstances,/acco:dxng to the record, Team agrees that some
implemental e?sts should be included for the test year and
recommends the expense be amortized over a three-year period by

/
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obviously valid. It is equally obviocus that we have’jurisdictiqﬁ//
to investigate and consider directory advertising revenues and
expenses for the purpose of implementing ratemaking adjustnents
during rate proceedings. Team’s recommendation relating to the
deletion of GTEL’s Direct Marketing Center’s 800 number and the
change in Yellow Page fillers and full page CPE adg/{; rendered
moot in view of General’s expressed intention to effect such
changes in all forthcoming directories. Because of subscribexr
- gconfusion during the transition period from July 1, 1985 until CPE
was deregulated at the end of 1987, we do-not feel that ‘it would be
' proper or reasonable to impute advert;s;ng revenues' in the
informational section of the white pages or on the back covers of
the directories. However, the yellow=page sections of the
telephone directories are a different matter. It is axiomatic that
the yellow pages are a :orn of adé%rt;s;ng which should be paid for
by the beneficiary of such advertisements- Consequently, it is
only reasonable that GTEDs be assessed the costs of such
advertisements. We will, Epere!ore, adopt staff’s recommendation
that advertising revenues be imputed for the Yellow Page fillers
and provide an annual adjustment plus interest factor of $687,000.

One GTE-sponsored sales program was the “Sell One More
Program” that commenced on January 1, 1986 and ended in California
on December 31, 1986/ Team recommends that General’s revenue
requirement be red ced $317,000 or $129,000 a year for three years,
for expected re;ebursement for GTEL’s share of the expenses derived
from this refer;al progran’s generated revenues of $531,533 for
GTEL. Because/any reimbursement for GTEL’s share of expenses is
speculative rather than actual and because this particular sales
progran will/not be continued into the test year we will not make
the adjustﬁént Team recommends.

2. /Unbilled Referrals

In her direct testimony on unbilled referrals, Team

witness Chia indicated that:
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General on behalf of GTEL and to include the total cost of
General’s accounting department in the ampount to be allocated would
result in double billing through corporate ovegsight and on-demand
services. The record is clear, however, that/there are some
accounting functions, such as budget conso}ié:::on, financial
planning, intoxrmal audits, or accounting ahalyses that are
performed by Ceneral on behalf of CTEL and axre not included in
bills for on-demand services. To rezmect these costs, we will
include 10% of the account total adopted for this account of
$109,952,000 or $10,995,000 in the amount to be allocated.

We are persuaded that actxvztzes performed by General on
behalf of GTEL which are recorded for in Account 663-Treasury and
664=-Legal are generally includéd in billings for on-demand servxces
and will not be included in the amount to be allocated.

Account 665-0the:/Eeneral office Salaries and Expenses
includes employees’ salarxés and expenses in human resources,
public affairs, revenue requirements, niscellaneous engineering,
and security of the company. DRA’s position that this account
amount, exclusive of miscellaneous engineering expenses, should be
included in the amount to be allocated is well-taken and will be
adopted. Egqually acéeptable to us is DRA‘s position that Account
643-General Market g and Sales Administration expense is properly
includable in the/amount to be allocated. In accordance with the
above discussio%, the corpordte oversight allocation adjustment,
which we adopt as reasonable, is $1,694,000 computed using our
adopted allocable General Office Salaries and Expenses and General
Marketing and/Sales Administration expenses as set forth below:
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General Office Salaries and

Expenses (GOSE): S///
Executive 1,277,000

Accounting 10,995,000
Other GOSE —£2.241.000

Total _— 81,213,000

General Marketing and Sales
Administration (GMSA) 11,631,000

Total GOSE and GMSA 92,844,000

Less: Portion of Ace. 665 . :
- . Engineering Exp. L36.681.000)
Total Allocable Expenses _ : 56,163,000

Multiplied by 3-Factor Allocator
Total Allocated Corporate Oversight

Less: Corporate Oversight Actuaigy
Billed (excluding GTESC)
Estimate: Actual 1986
Billed Amount ' . $ 149,183

Multiplied by 1987 lLabor
Inflation Factor - 1.15% 150,899

Multiplied by 1988 Labor :
Inflation Factor - 2.01% (153,932)

Corporate Oversight Allocation Adj.. 1,693,800

(Red Figure)

4- I:an&zg:;seﬁsingf
Team noted that General currently provides the following

services to GTBL/on a demand basis: legal, accounting, graphics,
custonmer representative, security, land and building engineer, and
testing. Dur:.ng phase two of Pacific’s A.85~01~034, DRA
recommended that services from Pacific to‘its affiliates be priced
at the higheﬁ/ot,tully loaded cost plus 10% markup or market price.
DRA further recommended that Pacific conduct a market pricing study
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to: determine market rates for the services it provides to 1ts/
agfiliates. Pac;f;c concurred and is currently conduct;ng/such a
study. In this matter, DRA recommends that if General pxans to
and/or is allowed to provide “on demand” services t?VGTEL it be
ordered to conduct and submit within six months of Ahe decision a
market-based pricing study to determine market rates for services
it provides to its affiliates. DRA further gecommends that until
the study is complete, services provided bgyceneral to GTEL be
priced at fully loaded cost including: return on investment and 2
10% markup.

General’s rebuttal witness Muxphy testified that the
transfer pricing methodology by which.General bills GTEL is based
on fully allocated cost plus-a retnrn on investment ard a 10%
markup is therefore not approprﬁ;te. He further testified that
DRA’s recommended study for market rates for services would be of
little value because it would/continually bave to be updated to
reflect market conditiens resulting in increased costs to General,
would be a source of constant dispute between General and DRA, and
'would be expensive to mon nitor. We agree with General that both a
return on investment an the 10% markup would be inappropriate, but
we note that we have adopted the 10% markup previously for Pacific |
"in D.86-01-026 and we perceive no need to depart from this plan for
General. We agree wiéieand adopt as reasonable DRA’S
recommendation that/General conduct a market-based pricing study to
deternine market rates for services it provides to GTEL. The order
that follows wil%/brovide for such a study to be completed within
six months zromqphe»eztective date of the decision and that until
such a study issues, General continue to bill GTEL at its fully
allocated cosg; including return on investment.

5. Affiliate Pavment

Ao/was recommended by DRA in Phase 2 of the Pacific Bell |
rate case, Team is recommending that GTEL pay General 5% of its
gross revenue to reimburse General for the value of intangible,
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Lten
Directory Advertising Adjustmentﬁl
Sell One More Adjustmentij
1985 :0‘1987 Referxral Adjustmentﬁl
1988 Refefral Adjustment
COfporate Oversight Adjustment
Affiliate Payment Adjustment

Total Reductien to 1988 Revenue
Requlrements

DRA Recommended
~Adjustment

$ 1,507,000

129,000

2, 570//00

$18,295,000

-

Adopted
$ 687,000

0
0
3,123,000
1,694,000
—_—0

$5,504,000

a/ Amounts equal one-yed amortization plus an interest
factor. Total adjustment amortized over a three-year

period.




" A.87-01-002, I.87-02-025 ALJ/NRT/ek/jt

Inposition of an incentive program would
represent an unprecedented intrusion of the
Commission into bargaining matters.

The National Labor Relations Act was
intended to govern the negotiating proces;
by which wages are set for' private union~
represented employees and state regulation
concerning conduct that the U.S. congress
intended to be unregulated is preempted by
federal labor law.

"With the modest wage 1ncreases een in
recent years, bonuses being given to select
employees are inappropriate ways to reward
work with. ¢ompensation.

The incentive plan is unworkable because:
(a) it 1nherently contradicts the thrust of
McNamara’s testimony that General employees
are overpaid and (b) t6 single out access
lines per employee as/ the productivity
nmeasure for awardlng’bonuses is arbitrary
and unfair. .

General’s and CWA’s pos;tion relative to the allocat;on |
of 25% of the efficiency savings to Genmeral’s work force appears to
be well taken. Furthermore,/we can foresee great difficulty 1n
equitably allocating such'/avings to employees in a fair,
equitable, and unbiased manner. Consequently we will adopt
General’s and CWA’s positxon.and not allocate efficiency savings to'
General’s work force. However, the record fully supports a 5%
productivity factor b sed on the ranges included in the testimony
(4% presented by GTgF €0 16% by DRA), and the testimony of DRA’S
witness that a 5%~7% range is a realistic assasement of
productivity gains/to be expected in the future. Thus, we will
adopt a 5% produqﬁivity factor for computation of the attrition
year labor adjustments foxr 1988 and 1990. Savings resulting from
efficiency in excess of the 5% productivity factor will be sharxed
equally between the ratepayers and Genmeral. Since the actual
productivity savings for the attrition year will not be known until

; .

/

/
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11. The costs of currently approved monitoring
techniques are a normal cost of deoing
business. Underground tanks are neces
for the storing of fuels because they
lessen the risk of explosion and the
storage of fuels is required for General’s
business operations.

It is reasonable to believe Gener
experience additional leaks in
and therefore the cleanup costs /Should be
allowed as a normal cost of dojyng business.
It is obvious from the record r in the past,‘céneral
has not adequately maintained its under

correctional measures. Nenetheless,

recorded expense to be used as a bafis for trending future expenses
would result in an abnormally higl/ expense allowance for this item.
To eliminate the amount completely would result in no allowance for
future cleanup work. We are pegrsuaded that -future cleanup costs
will be incurred and such cosys are a normal part of doing
business. Even DRA acknowledges in its Opening Brief (pp. 22=23)
that there is a need for a future cleanup program and that
General’s expenditures foy toxic cleanup should be evaluated on a
case=by-case basis. Singe the record supporting General’s test
year toxic cleanup requést of $2.362 million (General’s Opening
Brief, p. 50) is sparsé, we have no basis for finding any specific
amount reasonable foy the test year. General has not justified its
$2.362 million requgst with reference to a specific cleanup program
or budget. Howevef, on a judgment basis, and as an intexrim step in

recognition that future costs will be incurred, we will authorize
$353,000 for test year 1988.
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If General wishes additional rate recovery/for toxic
cleanup programs in the immediate future (i.e., 1989 and 1990), at
levels greater than normally allowed via the azg}écation of the
attrition formula, we will requiré that it file an applicatioen
seeking such relief, including as part of its/showing a plan for
investigation and program development for the next five years, as
well as a detailed budget and project dest:ption covering 1989 and
1990 requested expenses. If General opte to forego such immediate
rate recovery, we will direct it to-indiudelin its next test year
NOX, as an adjunct to its test year zéﬁuest for toxic cleanup
expenses, a plan for investigation #nd program development for the
test year and five years thereafter. o

Included in Account li8-Due from Customers and Agents are
accounts receivable and uncelléctibles due from GTEL customers
totaling a net of $1,260,000/An 1985 and $9,480,000 in 1986. These
receivables represent colleg¢tions for derequlated equipment

rentals. All revenues collected from these receivables have been
properly booked BTL‘bj eral. In oxder to match the receivables
with the revenues colleckted from them, DRA recommends that Account
118 be reduced by these¢ amounts and the dollars be transferred BTL
for ratemaking and acgounting purposes. This recommendation
appears reasonable will be adopted.

cial Examiner III Francis Fok recommends a

_ nt reducing General’s 1988 operating expenses by
$0.6 million equal to the estimated operating loss incurred to
maintain General/s enployee store. According to this witness’s
testimony, inadéquate accounting for the store operation,
inadequate manggement, lack of supporting information, and cross-
subsidization /of General’s unregulated affiliates form the basis
‘for the recomgmended disallowance. General’s employee store
operation operates under the policies and guidelines established by
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to exclude the capitalized portions of these costs. To be
consistent with D.84=07-108 and Genexal’s own action in A.83-~07-002
in which both the expenses and the capitalized costs/;ssociated
with the VISA program were excluded for ratemakieg/éurposes and to
eliminate any significant effect of unusual noq;ecurring activities
on a trended test year estimates, DRA recommends the disallowance
of these expenses, plant, and depreciation xeserve. DRA’s position
is well taken and will be adopted. |
8. Protective cConnecting Axrangements

In D.87620, dated July 19, 1977, this Commission ordered
all telephone companies in california/%ofdiscontinue and refund
charges for protective connecting aréangements (PCA) used with
customer-provided equipment (CPE) to eligible subscribers who were
subject to charges dating to-Feé;uary 17, 1974. General set up an
initial reserve of $4.54 million and paid refunds of $2.96 million
from 1979 to 1986. The remaining balance of $1.58 million plus
interest of $660,000 was crgﬂited to reserve account 174=Other
Deferred Credits in April }986.‘ DRA witness Mar recommends that
consistent with D.86-05-071 dated May 28, 1986, which states in

#In terminating the program, we do not intend to
provide Pacific’s shareholders with a windfall
from unrefunded PCA charges. Accordingly, we
will require Pacific to report in its next
general rate case filing the outstanding
balance of PCA charges which will be credited
to Pacific’s ratepayers.”,

unclaimed PCA refunds, including interest, be charged out of
reserve account 174-Other Deferred Credits and refunded' to
ratepayers in ?ne test year billing c¢ycle by appropriate adjustment
to the customer billing surcharge. This position is well taken and
the recommendétion will be adopted.
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9. Commexcial and Marketing Expenses

DRA';‘financia; examiner III Francis Fok recommeegs that
1986 recorded commercial and marketing expense be reduced /by $16
million and Account 671-Operating Rent be reduced by ?9,3 million.
The ratemaking adjustments to advertising expense relate to
expenditures that were unusual or of a one~time nature and those
that represented institutional advertising. One-time expenditures
are those which are not of an ongoing'#éture agﬁ/;here:ore should
be excluded from any historical base utilized to project test year
estimates. Also included in the recommended/adjustments are
‘expenses of operations that will be discont{nued before the test
year. - The institutionalized items excluded consist of Natibna;
. Prorates (”gee...no, GTE”) of $1.1 millfon, ~Image” which is self-
.explanatoxy of $4.9 million, ~Public Information” advertising for
program consisting of such events as/NFL sponsorships, sports
sponsorships, culture sponsorships, and academic all-America
campaigns, for a total of $1.6 miYlion and. other sponsorships
includiné #NFL Sports” and ”xndy/SOO' totaling $2.7 million, for a
total institutional advertising disallowance recommended of $10.3
million. . The one-time programs that were recommended for
disallowance by this witness/includeq CPE phaseout of $0.2 million,
an inside wire deregulation’ maintenance program of $0.4 million,
together with associated expenses of $0.9 million and an equal
access information progg#ﬁ of $1.7 million, for a total of $3.2
million. The balance of the recommended adjustments include one-
time expenditures for phone mart operations, which will be
discontinued by 1988,/ consisting of operating rent of $0.3 million
and marketing and'saies_éxpense of $2.5 million.

Accordinq/tovwitness Fok, institutional advertising is
defined as advertising which promotes the corporate image. It has
been consistently/disallowed by this Commission for ratemaking
purposes. All Fhe above-itemized recommended advertising
disallowances §te in keeping with past Commission decisions and

/
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policies and would be'appropriate for making adjustments were they
to apply to the 1988 test year. However, the proposed :
disallowances are to be applied to recorded 1986 data presumably
with the idea of using them as the basis for projecting 1988 test
year estimates of expense. Such a procedure would be appropriate
iz it was clear that the 1988 advertising campaigns of General
would parallel the 1986 campaign. However, there is nothing in the
record supporting such a position. Undex thése circumstances, we
will not adopt DRA‘s recommendation relatxée to the dlsallowances
of the institutional advertising expenﬁfs total;ng $10.3 million.

. DRA’s recommended disallowances of the one~time programs,
detailed above, totaling $5.7 milliep(commercial and marketing
expense and $0.3 million operating/rent have merit since General
has not shown that they will recur during the test year. We will
adopt DRA’s recommended disallowance. '

DRA rinancial examiﬁer III J. J. Simmons presented

testimony recommending adjﬁstments to the general orrice salarlef
‘and expense and other operating expenses as follows:
Rroposed by DRA = __Adopted

dten 2286 2282
(Thousands of Deollars)

Employee Communications $ 551 $1,006 $ 164 $ 594
Community Relations / 995 1,473 700 700
Information Communications

Center 857 925 . 857 925
Overheads —2399 ¥ L] —429 =06

Total Public Affairs 3,001 3,874 2,150 2,525

Lobbying 322.1 369.0 322.1 369.0
Lobbying Support and :

" Monitoring/ 297 309 297 309
Telephone Assn. Membership

Dues // 222 - 222
Total ,6 4,773 2,769.1
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DRA :inanc;al exaniner III J. J. Simmons presented
testimony recommending adjustments to the general office salaries

and expense and other operating expenses as follows:

Broposed by DRA  __Adopted

Len A285 2286 1985 / 1986
(Thousands ¢f Dollars)

#
o
r

Employee Communications $ 551 $1,006 S 164 $ 594
Community Relations 995 1,473 /700 700
Information Communications

Centexr 857 925 857 925

Overheads —299 —4a70 429 2026
Total Public Affairs 3,001 3,874/ 2,150 2,525

Lobbying 322 369 322 369
Lobbying Support and V4

Monitoring 297 309 297 309
Telephone Assn. Membership

. Dues __222" —iil

‘ Total 3,621 /4,.773 2,769 3,425 l/

Rebuttal testimony on the adjustments for Employee
Communications, Community Relations‘land Information Communications
Center was presented on behalf of General by its Employee
Communications Manager, Don Andeﬁeon.

According to the test;mony of witness Simmons, the
Enployee communications disallowanee consisted of $35,000 in 1985
and $457,000 in 1986 as a result of open house events and employee
orientation expenses relative/to»moving to the new headquarters
building and should be excluded for ratemaking purposes as
nonrecurring and Lnapplicable to the test year. Further, according
to this witness, the Employee Communications activities provide a-
dual function: partly to enhance the corporate image of the
company and partly to inzorm. Therefore, he recommends a 50%
disallowance for the<remaining expenses resulting in an overall
expense disallowance of $551 000 for 1985 and $1, 006,000 for 1986.
General’s witness Anderson objected toAthe soe disallowance on the
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Rebuttal testimony on the adjustments for Employee, .
Communications, Community Relations, and Information Communxcatxons
Center was presented on behalf of General by its Employee
Communications Manager, Don Anderson.

According to the testimony of witness Simmons, the
Employee Communications disallowance consisted/of $35,000 in 1985
and $457,000 in 1986'as a result of open house events and employee
orientation expenses relatxve to moving to, the new headquarters
building: and should be excluded for ratemak;ng purposes as
nonrecurrlng and inapplicable to the cest year. Further, accordlng
to this witness, the Employee Communicatlons activities provide a
dual function: partly to enhance the corporate inage of the
company and partly to 1ntorm.' Thererore, he recommends a 50%
disallowance for the remaxning expenses resultzng in an overall
expense d:sallowance of $551, 000 for 1985 and $1,006,000 for 1986.
General’s witness Anderson obfected to the 50% disallowance on the
basis that everything that ¥s written and produced in the Employee
Communications center is aiﬁed at and written for the benefit of
the company employees. According to this witness, the primary.
objective is to help create the pride and teamwork essential to
building an effective,/responsive and informediwork force in order
to assure high quality, cost-effective products and sexrvices for
the ratepayers. He /adanits that the Employee Communications”’
efforts may enhance the corporate image in the eyes of the
employees, but states that this is part of its purpose to make
employees proud of the company for which they work. DRA’s
arguments with respect to the $35,000 in 1985 and the $457,000 1n
1986 relative to the headquarters move being a one-time expense
that will not/recur in the test year have merit and will be
adopted. We/are somewhat less willing to-adopt DRA’s recommended
dlsallowance of 50% of the remaining Employee Communications
expense. It is obvious from the testimony that there is a
substant;al amount of corporate image enhancement inherent in these




A.87-01-002, I.87-02-025 ALJ/NRT/ek/jt *

kasis that everything that is written and produced in the Employee
Communications center is aimed at and written for the benefit of
the company employees. According to this witness, the primary
objective is to help create the pride and teamwork essential to
building an effective, responsive and inrormed#yéfk foxrce in oxder
to assure high quality, cost-effective products and sexvices fox
the ratepayers. He admits that the Employee’Communications’
efforts may enhance the corporate image in/the eyes of the
employees, but states that this is part a! its purpose to nmake
employees proud of the company for whigh they work. DRA’s
arquments with respect to the $35,000/4An 1985 and the $457,000 in
1986 relative to the headquarters moVe being a one-time expense
that will not recur in the test ye%r have merit and will be
adopted. We are somewhat less wilding to adopt DRA’s recommended
disallowance of 50% of the remaining Employee Communications
expense. It is obvious from tha testimony that there is a _
substantial amount of corporate image enhancement inherent in these
activities and in accordance”yxth our past decisions, this should |
be disallowed for ratemaking/purposes. Intermingled with these
image enhancing activities, owever, are employee communication
activities which impart necessary information and which serve as aﬁ
effective link between management and its employees and which are
appropriate for ratemaxinérpuzposes. It is difficult to separate
such intermingled activ@ﬁies and it is not easy to quantify the
portion that should be disallowed. We will adopt a 25%
disallowance for test year 1988, for a total disallowance of
$164,000 for 1985 and [$594,000 for 1986. We recognize that this is
necessarily arbitrary/and place General on notice that for the
future it will have Yo make a more concrete showing of the benefits
that such employee cémmunications have for the ratepayer. Smele.
assertion of some ipntangible benefits will no longer suffice to
keep our disallowanZe at the 25% level.
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activities and in accordance with our past decisions, this should
be disallowed for ratemaking purposes. Intermingled witg/éﬁese
image enhancing activities, however, are employee commgnﬁcation
activities which impart necessary information and which serve as an
effective link between management and its employees/gnd which are
appropriate for ratemaking purposes. It is diffiéalt to separate
such intermingled activities and it is not easy/%o quantify the’
portion that should be disallowed. We will adopt a 25%
disallowance for test year 1988, for a to;ex(disallowgncé'of
$164,000 for 1985 and $594,000 for 1986. /We recognize that this is
necessarily arbitrary and ﬁlace General ,0n notice that for the’
future it will have to make a more concrete showing of the benefits
that sucp'employee communications haVé for the ratepayer. - Simple
assertion of some intangible benefits will no longer suffice to |
keep our disallowance at the 25% I@vel.

According to witness Sdﬁmons, the stated puprse of the
Community Relations section is o enhance the company’s image in
the community. It is primarily responsible for the allocation of .
$2.2 million of charitable contributions and the planning,
coordination, and executieﬁ(or other activities of a philanthropic
nature. Consequently, according to this witness, all the expenses
of the Community Relations section are primarily for the purpose of
corporate image enhancogent and are therefore stockholder interest
expenses not properlx/&hargaablc to the ratepayer. <Consaquently he
is recommending a\tetal disallowance of this group’s expenses for
1985 and 1586 resu}ting in a decrease in expenses of $995,000 in
1985 and $1,473,000 in 1986.

Accordiﬁg to the testimony of General’s rebuttal witness
Anderson, Commuyity Relations is responsible for General’s consumer
arfairs program, the community needs assessment program, charitable
contributions,/ and volunteer referral. The Consumer Affairs
Program coordinates a representatiVe group of 21 of Generxal’s
customers wHO constitute a consumer advisory panel and meet monthly
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for the purpose of providing General’s management with
recommendations and suggestions regarding corporate policies and
procedures. The total expenditure for the Consumer Affairs
Programs forr 1985 and 1986 was approxlmatelf,szos 000 annually.
The Community Needs Assessment Program is/ administered by one of
the' Community Relations representatives/;nd is designed to
systemat;callv collect the opinions and concerns of cross-section
of community leadership through a series of personal interviews to
obtain comments on community needs and general services. The
Community Relations Group is responsible for des;gn;ng programSv;n
instances where there is a bro/ ’d consensus that a particular type
of need that relates to telephone service is of major concern to a
particular community.' The fotal expense for this group for 1985
and 1986 was approximately/$265,000. Another function of the ,
Community Relations Group/ is the volunteer prograr which channels:
requests from various qfﬁmunity groups to employees who may be

. interested in volunteering. According to this witness’s testimony, -
the role of the chm%pity Relations staff is to serve simply as a
provider of that information for the various agencies. Volunteers
contribute their own time and are not required te identify '
themselves as General employees. The cost of this function for
1985 and 1986 was/approximately $180,000 annually. Another program
run by the COnmenity Relations Group is the Contributions Program.
The Contributions Program is responsible for responding to all
requests and, {n cases where General guidelines deem it
appropriate, grants are made to selected agencies from a BTL
contrlbutlons’account. The annual expenses of the Contrikutions
Program are/approxlmately $100,000. Since approximately bhalf of
the responsibility is to respond to regquests that do not qualify
for funds,/it is General’s belief that $50,000 would be an
appropriate allowance for ratemaking purposes. The total of the
above—dxscussed programs is approximately $700,000- annually whieh,
General belleves, should be allowed for COmmunity'Relatlons Group-.

.
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It is noted that the above $700 000 is less than halr the
recommended 1986 expense disallowance of DRA witness lmmons.
General’s pos;tlon does not appear unreasonable and we will adopt
the $700,000 figure for Community Relations.

According to DRA witness Simmons, the/ Information
Communications Center (ICC) is responsible rof'all audio visual and
television programs produced by General. I éddition, the ICC is
responsible for the information, d;str;bu on, network, and
operations of the video conferencing:' cenfer. This witness reviewed
a descriptive list of all video and audéo productions of the ICC
. during 1985 and 1986 and planned foxr ur;ng 1987, and determined
that many of the productions fall % o the category of corporate
inage enhancement and are theretose not allowable for ratemaklng
purposes. Further, according tothis witness’s testimony, he was
unable to obtain the specific cdst data for each individual
production, as the company was/only able to provide data'on
~average cost by class of Pre uction”. Lacking the specific cost
data and consider;ng the dual nature of many of these audio visual
productions that this sectfon provides to the employee
- compunications systemn, thi& witness recommends an overall
disallowance of 50% for ICC's 1985 and 1986 expense. Thzs anounts
to $856,500 for 1985 and $924,500 for 1986.

Accoxding to General’s witness Anderson, the ICC has the
employee work force as its primary audience for its productions.
Further, according to this witness, whereas employee communications
specializes in written publications, the ICC specializes in video
productions. The mlssion of ICC is to help assure that the company
has informed, inwolved, and knowledgeable employees to provide high
quality products /and services to the ratepayers. Witness Anderson
further testifl that ICC does work, which, General would agree,
is not prznarmly for the benefit of the company employees ox
ratepayers. According to his testimony, the amount of this other
work totaled 5130 000 for 1985 and totaled $198,000 for 1986,
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production, as the company was only able to provide data on
raverage cost by class of production”. Lacking the specific cost
data and considering the dual nature of many of these aﬁdio visual
productions that this section provides to the employeé
communications system, this witness recommends an overall
‘disallowance of 50% for ICC’s 1985 and 1986 expense. This amounts
to $856,500 for 1985 and $924,500 for 1986.

According to General’s witness Anderson, the ICC has the
enployee work force as its primary audience 15; its productions.
Further, according to this witness, whereasjemployee communications
specializes in written publications, the ICC specializes in video
productions. The mission of ICC is toAheﬁ;'assure that the conpany
has informed, invelved, and knowledgeable employees to provide high
gquality products and services to the ratepayers. Witness Anderson
further testified that ICC does work, which, General would agree,
is not primarily for the benefit of the conmpany employees or
ratepayers. 2Accoxding to his test ony, the amount of this other
work totaled $130,000 for 1985 and tctaled $198,000 for 1986, ‘
representing 9% for 1985 and 12. 7%f£or 1986, which, in his op;nlon,
should be the disallowed amount £or 1985 and 1986 rather than the
S0% proposed by DRA’sS witness Simmons. The results of DRA’s rev:ewi
and evaluation of the descript%,e list of all video and audio
productions of the ICC during 1985 and 1986 and planned for during
1987 appear to us to be, if agything, on the conservative side. .
Consequently, we will adopt DRA witness Simmons’ disallowance of
50% for ICC. Adjusting thejoverhead to reflect the above-adopted
results yields a 1985 figure of $429,000 and a 1986 figure of
$306,000, for a total public affairs expense of $2,150,000 fox 1985
and $2,525,000 for 1986 which we will adopt as reasonable. ‘

/,,
/
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should be the disallowed amount for 1985 and 1986 rather/than the
50% proposed by DRA’s witness Simmons. The resulteee> DRA’s review
and evaluation of the descriptive list of all video and audic
productions of the ICC during 1985 and 1986 and g}anned for during
1987 appear to us to be, if anything, on the copservative side.
Consequently, we will adopt DRA witness Simmons’ dizallowance of '

. 50% for ICC. Adjusting the overhead to reflect the above-adopted
results yilelds a 1985 figure of $429,000 d a 1936 figure of
$306,000, for a total public affairs expeZZe of $2,150,000 for 1985-
and $2,525,000 for 1986 which we will adopt as reasonable.

DRA’s witness Simmons’ recommendation that 'Llobbying
expenses of $322,000 for 1985 and $ 69,000 for 1986 and other
governmental affairs expenses of $297 000 for 1985 and $309,000 for
1986 be disallowed adhere to our/general policies and past .
practices and will be adopted. /We will alsc adopt this witness’s
recommendation that membership dues of $222,000 for 1986 be
disallowed. _ // .

11. Prudence of Relocation

DRA Financial Examiner Jean Hill presented an analysis of
the prudence of General"/decision-to invest in a new
adninistration building/zn.rhousand Oaks. This analysis indicated
that General’s dec151oﬁ to relocate to Thousand Oaks is noncost-
effective and that the nonquantified considerations are not
sufficient tolsuppoét the investment decision. DRA consequently
recommends that 367 million be disallowed from General’s test year
1988 rate base to(be offset by the above $31.5 million gain on the
sale of property, testified to by DRA Auditor I Mar, for a net
disallowance of $36 million. In addition to the $67 million
disallowance on rate base, DRA recommends a disallowance of $21.5
nillion annual expense associated with employee relocation.

Rebuttal testimony to witness Hill was presented on
behalf of General by its treasurer, Charles J. O’Rourke.

representing 9% for 1985 and 12.7% for 1986, which, i:/:iﬁ/opinion,
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Prior to its relocation to the Thousand Qaks area, the
General headquarters building configuration consisted/of 14
separate sites of which all but one were located %y/éhe Santa
Monica area. According to General’s management, /this fragmented
building plan is operationally cost-ineffective/as it requires
extensive. employee travel between buildings iﬁ/the conduct of daily
business and necessitates the duplication of common areas as well
as support services sugh as word processing and reproduction
facilities. Furthermore, due to age most of the buildings would
require,regurbishment with three of t%g/najor sites reqﬁiring
extensive overhaul. In arriving at its decision to relocate the
headquartgrs to the Thousand Oaks 3?@&, Genér;; assessed three
alternagive,headquarte;s scena:io§c stay ;n the existing locations
and refurbish them:; consolidate in Santa Monica; and consolidate in
Thousand Oaks. According to thé/testimény of witness Hill, a major
factor in the decision to relgcate~to Thousand Oaks was the
opportunity for gaining profit on sales of existing property. In
particular, General held a Igng-term lease on a dbuilding at 100
"Wilshire with a purchase gﬁfion. The exercise of this option
afforded General an immegdate profit. DRA is recommending that
this Commission adopt rates that will reflect the most cost-
effective alternative ?é-that the ratepayers are not penalized for
General’s alleged imprudent management decision. Specifically, DRA
is recommending that /General be allowed a maximum rate base of
$48.9 million for ;Fs investment in Thousand Oaks. Based on
recorded capital ?psts of $113 million, this represents a
disallowance of approximately $64.1 million. DRA’s rationale for
the above disallowance is based on its recommendation that the cost.
allowed for Gegﬁ%al's new headquarters should not exceed what the
cost would hajg been for the most costferfective alternative, in
this case, renovation of existing quarters. According to DRA
witness Hill;/the present value of the present status alternative -

f
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y
is $95.9 million, which equates to a rate base of $548. 9 m;llzon and
an annual expense of $4.5 million. , /

DRA’s cost—-effectiveness' studzes dirrered from General’s
in two key assumptions which are: (1) offsetting the Thousand -
Qaks’ capital investment by the gain from the salesfof existing
‘properties in Santa Monica; and (2) the inclusion of the cost of 12
acres of undeveloped land in the present statu alternatmve.
According to the record, wexe witness Hill to/ﬁccept these two
assumptions then DRA would agree with Geng;al’s-f;ndings that the
investment in the Thousand Oaks relocation is cost-effectzve.A
General records the gain on the sale ozééroperty BTL which
allocates 100% of the gain to the stockbolders.. Consequently, ' .
according to DRA, the gains have no pact on the ratepayerﬁ‘and it
is 1nappr0przate to include them in’ the -analysis. The cost of the
12 acres of land was included in the present status alternative to
make it comparable to the Thousand Oaks alternative, which included
‘12 acres of undeveloped land s;at were recorded in the
miscellaneous physical prope;ty count, a BTL.

- _General witness 0/ ourke presented rebuttal test;mony
which indicated that:

1. General rej cted the alternative of
remaining In the existing 14 Santa Monica
buildings/ﬂue to the inefficient building
configuration and the extensive investment
required/to renovate four of the major
buzldln S.

The aﬁter-tax present value of cash flows
was the focus of General’s financial
recommendation to relocate the headguarters
to the Thousand Oaks area.

General used the traditional after-tax
financial model todevelop the final
decision criteria and the revenue model in
support of an analysis.

/General addressed the long-term cost of the
/ decision regarding location of its
/ headquarters facilities separately and
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independently of accounting and ultimate
ratemaking treatment of the gain from the
.sale of its Santa Monica properties.

The accounting and ratemaking treatment of
the gain of sales of properties resulting
in the relocation is an independent issue
separate from the financial analysis of the
decision about whether or not to relocate.

The Uniform System of Accounts regquires
that the gain on sale of property by a
telephone company be recorded in Account
360-Extraordinary Income (a BTL account)
regardless of the future ratemakKing
treatment of any gain and regardless of
whether the property is included or
excluded from the utility;j/rate base.

The proceeds from the sale of surplus
. property in Santa Monica/should be used to
reduce the estimated cost of the
relocation to Thousand /Oaks.

The acquisition of the 85-acre site in
,Thousand Qaks included a l2-acre parcel
that would be held /for future use. 1In
order to fairly compare the economics of
the alternatives for General’s management,
General had to include the cost of a
similar parcel in the Santa Monica
alternatives.

General’s Operations and Human Resources
Departments Addentified several tangible
benefits which were not quantified for the
purpose of/financial analysis but were
seriously/weighed by General’s management
in,arrii}ng at its decision.

The decision to relocate was based on an
analysis of cash flows and not on the
opportunity for capital gains in the
ralocation process.
We agree, in general, with the allegations set forth
above, particularly with the assertion that the accounting and

. / .
bookkeeping trﬁgtment of a transaction should not be a factor in

® /
/
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economic analysis designed to test the prudence of ,a decision %o
either remain in Santa Monica or to relocate to)ynousand Qaks.
Consequently, in’ cons;derat;on of both General’s and DRA’s

testinmony and exhibits on this matter, we c3 clude that the
relocation to Thousand Oaks was not 1mprudent. Therefore, we will
neither adopt DRA’s recommendation that $64 1 million be disallowed
fron General’s rate base for' tesq yea:/i§88 nor that the maximum
annual expense allowance be limited to $4.5 nillion. :

1z2. ﬁain_gn_sgls;n:_zzgng::! ' , ! '

Concurrent with its 1985 corporate headquarters
relocat;on, General - sold several properties, including offices in
Santa Monica at 2224 Colorado Avenue, 100 Wilshire Boulevard, and
2020 Santa Monica Boulevard. /DRAfs avditors ascertained that these
properties had been booked in various above~the~line accounts prior
to being transferred beloW/the line in anticipation of their sale.
The auvditors recommend that the gain on the sale of these
properties be recorded above the line, because each property was
supported by ratepayer§/ and was in rate base, for the.majorlty of
its useful life. Dg;?s auditors believe that this recommendation

[

is consistent with tlfe ratemaking treatment adopted by the
Comnission for simiYar types of buildings and parcels in several
decisions, includi g Pacific Bell’s ongoing general rate
proceeding.

For example in D. 86~01-026, issued at the concluszon of
the first phase of A.85-01-034, the CommiSSLQn stated:

”Land/whlch has been in Account 100.1
appreciates as utilities hold it over time
because all costs of ownership, including a
réturn, are funded by ratepayers. Accordingly,
when land is taken out of service or rate bhase
any et gain should accrue above the line, and
utilities, of course, have an obligation to
maximize receipts from the land. Our rationale
follows that of the FCC in its conclusion that
any gain from parcels (including land) must
accrue to ratepayers (CC Docket 81~-893, Report
& Order adopted November 23, 1983, pp. 97-99.)7
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the period of time over which such gain is o be amortized

sale of the Sapta Monica properties with the atter—
'$15.5 million for relocating the staff, moving the céhpany's
physical property, and renovating the headquarters/buildings
results 'in.a net gain of $8.6 million.
o ‘ On’ balance we believe'ceneral's offs¢t argument is more
hpersuasxve, given the part;cular set of za presented. In th;s~
situation, there was not a stra;ghttorward spand-alone sale of |
property; rathexr this was a unified tr ion. But for the
. decision tofrelocatq to Thousand O2ks, thie sales would not bave
' occurred. Given thg'unirigd nature of fthe transaction General’s
proposed offset presents, in any event, an acceptable method of
treating the nonrecurring reloecatiof costs incurred in connection
with the move to Thousand Qaks, while flowing the gain through to
its ratepayers. : ‘
Translating the net gAin of $8.6 million to before-tax
net gain results in a figqure $13.3 million, which we find a
reasonable adjustment to ref¥ect the relocation of the general
office staff to Thousand Oaks. To this should be added the
$154,000 gain before taxes/tzr the sale of the State Street and .
Avenida La Fonda properties, making a total of $13,454,000. We
will also adopt the staff’s recommended 3-year amortization period
resulting in a miscellaneous revenue for the 1988 test year of
$4,485,000, for a gaixlon the sale of properties.

on 1988 test year revenues was presented by

supervisor K. P. Coughlan, public utility
requlatory specipalists I R. R. Berry and E. S. Ting, and senior
utilities enginger N. C. Low. Total operating revenues consist of
subscriber station revenues 1nc1uding ronthly service charges,
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y
service connection; public telephone, total message charées, greoss
ZUM charges, and connecting company charges and credzté, local
service revenues' consisting of public telephone revenues, local
private lxnes, and other local service revenues; access revenues
including intrastate and intrastate access and/;éll revenues:; and
miscellaneous revenues including telegraph commissions, directory
revenues, rent revenues, general service. and license, other
miscellaneous revenues, and 1ntrastate and/&ntrastate b;llzng and
collecting, 'and surcharge revenues less uncollectlbles. The
tabulation below sets forth the revenue estimates as est;mated by '
DRA and.General, the difference between the two' in amount ahd
percent, and our adopted revenue /The bases for our adopted
revenues are set forth in the ensuxng paragraphs. i
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service connection, semi-public telephone, total/message charges, \//,
gross ZUM charges, and connecting company charges and credits: \
local service revenues consisting of public telephone revenues, :
local private lines, and other local servicg revenues: toll service L/’
revenues including interstate and intrastyte access and intralATA V/’
toll revenues; and miscellanecus revenu including telegraph
commissions, directory revenues, rent yYevenues, general service and
license, other miscellanecus revaenues, and interstate and

intrastate billing and collecting, ¥hd surcharge revenues less
uncellectibles. The tabulation below sets forth the revenue

estimates as estimated by DRA and/ General, the difference between

the two in amount and percent, d our adopted revenues. The bases

for our adopted revenues are sgt forth in the ensuing paragraphs.
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, . Generxal
_ Lsen DEA
i’ 1 .1 s! ! s

v : R

Monthly Svece Chg. $ 441,753
Service Conn. 66,336
Semi-public . 7,000
Total Mess. Chgs. 113,400
Gross ZUM Chgs.. 97,890
Conn. Co. Chgs.& Cr.

Subtotal

Amount &
(Thousands of Deollars)

$ 430,926 $ (10,827)  (2£5)
71,436 5,200 -7
7,019 29 0.3
116,131 2,731 2.4
95,273 (2,617) (2.7)
L31.4)
(0.8)

$ 441,753
. 66,336
7,000
113,400
97,890
—r. 8387 2
723,672 722,470

729,638 (5,966)

Public Tel. Rev.
Local PL Intrastate
Other Local Rev.
' (EAS)

33,260
2,900

(1,462)
1,659.

33,260
3,900

31,798
5,559

' A&.817
Subtotal 53,777
; Rev, : ;
IntralATA !
Intrastate Access
Interstate Access

Subtotal

49,590 55,796 6,206

819,735
206,526

480,425
1,506,686

781,079

‘ 814,84
215,908

258,978
280,425
1,554,252

33,768

480,425 —1
1,477,422 76,839

Telegraph Comm.
Directory
Rent Revenues

19

231,480

1,804

19
198,292
1,804

0
(33,188)
. 0

s
205,000
1'.304 SR

Gen. Serv. & Lic.
Other Misc. Rev.
Intrastate Bill.
& Coll. '
Interstate Bill.
& Coll. 23,819 23,819 0
Gain on Sale of '
Property
Subtotal
Surcharge Revenues
Total
Less: TUncoll.

Total

Adjustunents:

-1987 Attrition

=-AL 5110

-FASB 87

~IntxalATA SPF to- SLU____* __
Total Revenues 2,644,493

1,133
37,740

1,133
17,450

(20,290) 22,931

26,67 20,253 (6,442) 26,675 .

23,829

285,866 -
24 ZZQ,“ o

2,644,056 .

: £19,4599)
333,160 262,770 (70,390)

111,388
118,077
—ad T4

112,303 4.2

TR 28T
2,?63,087

—a84.675
2,781,164
—24.368

/ u R
2,644,493 2,756,796 2,621,899 .

(52,978)
(2,944)
9,113

(52,978)
(2,944)
9,113

{(100.0)
(100.0)
200.0

3t 050 —a 030
2,713,036 68,544 2.6
(Red Figure)

*Reflected in/appropriate revenue categories.

-84—
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Liem

Revenues:
Monthly Svece Chg.
Sexvice Conn.
Seni~public
Total Mess. Chgs.
Gross ZUM Chgs.

Conn. Co. Chgs.& Cr.

Subtotal
Logal Service
Revenues
rublic Tel. Rev.

Local PL Intrastate
QOther Local Rev.

(ErS)
§ubtotal

IntralATA
Intrastate Access
Interstate Access
Subtotal
v, :
Telegraph Comm.
Directoxy
Rent Revenues
Gen. Serv. & Lic.
Other Misc. Rev.
Intrastate Bill.
& Coll.
Interstate Bill.
& Coll.
Gain on Sale of
Property
Subtotal
Surcharge Revenues
Total
Less: Uncoll.
Total

Adjustments:

=-1987 Attrition

=AL 5110

-FASB 87

=IntralATA SPF to SLU

DRA

$ 441,753

66,336
7,000
113,400
97,890

729,638

33,260
3,900
49,590

781,079
215,908

480,422
1,477,412

19
231,480
1,804
1,133
37,740

26,675

Total Revenues d//py644,493

*Reflected in appropriate revenue categories.

General
Anounyk
(Thousands of Dollars)

$ 430,926 $ (10,827) //(2 5)
71,436 5,100
7,019 12// o 3
116,131 2,731 2.4
95,273 (2,637)  (2.7)
) (1l.4)
(5/966)

—sS87
723,672 (0.8)

31,798
5,559

(1,462)
1,659

(4.4)
42.5

E

6,206

33,768
43,070

Q
76,839

-
v

3

0
(33,188)
0

0
(20,290)

(6,442)

o

OQH&O Now o  ad
[ ] L ]

OoOO0OWOo NOWwW (8]

(53.8)
(24-1)
) 0.0
Newy

£10.490)
262,770 (70,390)

118,077 4.4
—2 74 el

112,302 4.2

84,673
2,781,164
RS 2C8
2,756,796

(52,978)
(2.944)
9,113

(52,978)
(2,944)
9,113

—aa 050 2000
2,713,037 68,544

(Red Figure)

T~

(100.0)
(100.0)
100.0

Y
Adopted

$ 441,753
66,336
7,000
113,400 -
97,890 -

.—Julgﬁ
727,687
33,260 :
3,900
_15;322[;,
52,999 o

817 zzap/|
206,526 -

480,425 -
1,504,164V

L 19
205,000 -
1,804
1,133 "
23, 5319’“

26,675‘_ 
23,819
235,466 v
J

2, 646,046[
—~—2l.838

2,624,403?"

-
L2
»
»*

2.6 2,646,4081
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Gengral
R C L D)
DRa General Anount / Rexcent Adopked
(Thousands of Lollars)
Su) iber § ,
Revenues:
Monthly Svce Chg. $ 441,753 $ 430,926 'S (10/827) $ 441,752
Service Conn. . 66,336 71,436 , 100 66,336
Semi-public 7,000 7,019 19 7,000
Total Mess. Chgs. 113,400 116,131 2,731 113,400
Gross ZUM Chgs. 97,890 95,273 (2,617) 97,890
Conn. Co. Chgs.& Cr.___3.259 .__2.887 72) . 3
Subtotal 729,638 723,672 (5,966) 727,687

Local PL Intrastate 3,900 1,659 3,900
Other Local Rev. o . Ce e : ‘

(EAS) —12.430 —5.000 - —o.287
Subtotal 49,590 6,206 53,447

Toll Sexvice Rev,: -
IntralATA 781,079 33,768 . 822,392 .
Intrastate Access 215,908 258,978 43,070 . 206,526
Interstate Access __480.425 480.4 _29 - 480,425

Telegraph Comm. 19 19 o ‘ S 19
Directory 231,480 158,292 (33,188) 205,000
Rent Revenues 1,804 1,804 0 -0, 1,804
Gen. Serv. & Lic. 1,X33 1,133 0 ‘ 1,133
Other Misc. Rev. 374740 17,450 (20,290) . 23,531
Intrastate Bill. . . N .
& Coll. 26,675 . 20,253 (6,442) (24.1) = 26,675
Interstate Bill. ' _ -
& Coll. 23,815 23,819 0 0.0. 2,819
Gain on Sale of ‘ ” 1
Property 0,490 _______ 90 L10.490Q) (190.0) ____4.485
Subtotal 333,160 262,770 (70,390) (21.3) 286,466
" Surcharge Revenues 287 184,675 182.7 2,730
Total »663,087 2,781,164 118,077 $.4 2,652,672
Less: TUncoll. —18,594 24,368 5. 774 21.1 T 833

Total 2,644,493 2,756,796 112,303 4.2 2,620,035

Adjustments: '

-1987 Attrition (52,978) (52,978) , (100.0) *
-AL 5110 (2,944) (2,944)  (100.0) w
-FASB 87 9,113 9,113 100.0 w
-IntralATA SPF o SLU_* ___ ___3,050 —_sa030 100,00 __* ____
Total Revenues 2,644,493 2,713,037 68,544 2.6 2,630,035

(Red Figure)

*Reflected in jappropriate revenue categories.
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General utilized a revenue regression !orecast based on alI/;n-
service customer lines, ZUM rate, and a proxy variable zor the
recent expansion of ZUM callxng area. DRA estimated the gross ZUM
charges in the same manner it utilized for total message charges as
described above. DRA’s forecast of $97,890,000 appears reasonakle
and will be adopted for this proceeding.

: ' Under a new ZUM settlement agreement’ between General and.
Paci!mc, which became effect;ve ‘on’' January 1, 1986, each company
will “bill and keep' the revenue it rece;ves for its or;gxnat;ng
ZUM Zones 2 and 3 tra:tzc. Add&tmonally/éhas new.settlement
agreement requires both 'General and Pacific toapay each other for

_ the texmination of ﬁhe other compang{é ZUM Zones 2 and 3 traffic.

"' The net deollar amount1ot what General pays Pacific and that which
Pacific pays General tor the termihation of 2UM Zones 2 and 3
traffic is referred to as connectlng company charges and credits.
DRA’s estimate of General’s 1983 connecting company charges and
c¢credits was $3,259, ooo or 5372 ,000 (11.4%) greater than General’s
estimate of $2,887, 000. However, the effect of decreased access

" charges resulting from General's and Pacific’s latest interlATA SPF
to SLU AL filings, AL 51&0 and AL 15325, respectively, results in
General’s connecting company charges and credits of a negative
$3,909,000, which we will ‘adopt as reasonable for this proceeding.

3. .

Local service revenues consist of public telephone
revenue, local pri@ate line intrastate revenues, and other local
service revenue./ As with semi-public telephone revenues, General
estimated the 9ublic telephone revenues on the basis of a revenue
regression meyhodology and DRA estimated its public telephone
revenue as a/product of estimated public telephones in sexvice
times the cd{is.per phone times the local phone call rate of 20¢
per call td/derlve its estimate. We will adopt DRA’s estimate of
$33,260, ooo as reasonable.

.
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General used a revenue regression to forec€§t 1988
revenues of $5.56 million for local private line revenues. The
staff has analyzed the account of local private lxnes and noted
that the number of przvate lines declined from «1,761 to 34,631
from the period September 1984 to September 1 86 and that during
the same period the revenue per line declined from $12.74 to
$12.26. Applying these declining growth factors to‘mld—1986 data
produced a forecast for the test year 1988 of 29,245 lines and a
revenue of $1l. 20 a line, or a :orecast of $3.9 millxon for 1988
revenues, which we will adopt as roadénable.

Other local service re es are extended area service
(EAS) and settlement revenues, whiZﬁ General and all independent
telephone companies (ICO) who provzde EAS receiVe from Pacific.
For 1988, DRA est;mates that General will receive $12,430,000 in

' EAS payments from Pacific as/contrasted to General’s estimate of

$18,439,000. The EAS settlement ratio for ICOs is determined by
Pacific’s local exchange billings, expenses, and investments. EAS
agreements allow each ICO/to recover its expenses and to eaxrn’
Pacific’s exchange settlément rate of return on investment used to
provide EAS. Pacific books the EAS payment to the ICOs as an
expense while the Icgs account for such payment as revenues.
Whenever a participating ICO is granted an increase or decrease in
exchange rates, Pa ific’s EAS payment to that ICO is reduced or
increased, respect;vely. The increase or decrease in Pacific’s EAS
payment to an Igp is determined by ICO’s “revenue credit”. Revenue
credit retlects/the level of EAS settlement revenues that flow from
the ICO to Pacizic and is a function of the ICO’s exchange billings
and the ratio of the total number of EAS calls to the total of all
exchange cﬁ;&S (local plus EAS). In accordance with our adopted
EAS settlepent expenses, taxes, and investments, which are
reflected/in the exchange category, we will adopt as reasonable in
this preféeding $16,617,000 for the other local service revenue.

’
/

/

/
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General used a revenue regression to forecast 1988
revenues of $5.56 million for local private line revenues. The
staff has analyzed the account of local private lines and noted
that the number of private lines declined from 41,761 to 34,631
from the period September 1984 to September 1986 and that during
the same period the revenue per line declined from $12 74 to
$12.26. Applying these declining growth factors to-m;d—lsae data
produced a forecast for the test year 1988 of %?4545 lines and a
revenue of 511.20 a line, or a forecast of $3.9 million for 1988
revenues, which we will adopt as reasonable.

Other local service revenues arefextended area sexrvice
(EAS) and settlement revenues, which Ge§££a1 and all independent
telephone companies (ICO) who provide EAS receive from Pacific.

For 1988, DRA estimates that General ‘&11 receive $12,430,000 in
EAS payments from Pacific as contre?ted to General’s estimate of
$18,439,000. The EAS settlement ratic for ICOs is determined by
Pacific’s local exchange billings/, expenses, and investments. EAS
agreements allow each ICO to recover its expenses and to earn
Pacific’s exchange settlement fate of return on investument used to
provide EAS. Pacific books the EAS payment to the ICOs as an
expense while the ICOs accoght for such payment as revenues.
Whenever a participating ICO is granted an increase or decrease in
exchange rates, Pacific’s payment to that ICO is reduced or
increased, respectively;égigz‘increase or decrease in Pacific’s EAS
payment to an XCO- is determined by ICO’s “revenue credit”. Revenue
credit reflects the level of EAS settlement revenues that flow fron
the ICO to Pacific and/is a function of the ICO’s exchange billings -
and the ratio of the. éBtal number of EAS calls to the total of all
exchange calls (locaf'plus EAS). In accordance with our adcpted
EAS settlement experses, taxes, and investments, which are
reflective of the 2 change category, we will adopt as‘reasonable‘in
this proceeding $16,839,000 for the other local service revenue.
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v

General used a revenue régression to forecast 1988/////
revenues of $5.56 million for local private line revenues. /The
staff has analyzed the account of local private lines andsmoted
that the numbex of private lines declined from 41,761 to/éz,szl
from the period September 1984 to September 1986 and tﬁgﬁ“during
the same period the revenue per line declined from $X2.74 to
$12.26. Applying these declining growth factors to/ mid-1986 data
produced a forecast for the test year 1988 of 29,45 lines and 2
revenue of $11.20 a line, or a forecast of $3.9/million for 1988
revenues, which we will adopt as reasonable.: '

Other local- service--revenues are. ended. area service
(EAS) and settlement revenues, which Genergl and all independent
telephone companies (ICO) who provide receive from Pacific.

For 1988, DRA estimates that General wil receive $12,430,000 in
EAS payments from Pacific as contrastgd to General’s estimate of
$18,439,000. The EAS settlement ratAo for ICOs is determined by
Pacific’s local exchange billings,/expenses, and investments. EAS
- agreements allow each ICO to recolrer its expenses and to earn
Pacific’s exchange‘séttlemeﬁt rfte of return on investment used o
provide EAS. Pacific books EAS payment to the ICOs as an
exﬁense while the ICOs acco for such pa&ment‘as revenues.
Whenever a participating ICg is granted an increase ox decrease in
exchange rates, Pacific’s payment to that ICO is reduced or
increased, respectively. /The increase or decrease in Pacific’s EAS
payment to an ICO is deffermined by IC0’s ”revenue credit”. Revenue
credit reflects the leyel of EAS settlement revenues that flow from
the ICO to Pacific and is a function of the ICO’s exchange billings
and the ratio of the/total number of EAS calls to the total of all
exchange calls (locAl plus EXS). In accoxrdance with our adopted
EAS settlement expgnses, taxes, and investments, which are
reflective of thefexchange category, we will adopt as reasonable in
this proceeding 16,287,000 for the other local service revenue.
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4. o)l Sexvice Revenues (INLXALATA)
IntralATA toll service revenues consist of message toll .

and toll' private line revenues. General’s estimate for intrastate
intralATA toll revenues is based on moneys estimated to be received
via a statewide “settlement” process administered by Pacitic and
participated in by all California ICOs. This/settlement process
allows each ICO to recover its actual expenses and to earn a return
on its investment associated with the provision of intrastate '
intralATA toll servxce. The settlement/éxpenses and investments
assoc;ated w:th message toll. and. to;}/ﬁrivate line services are
allocated using a procedure known a telebhone cost separations”
as contained in Part 67 of the Fcc/kules and: Regulations. The
estinates of General’s intrastate intralATA toll service revenues’
are bPased on estimates of 'industry billings” for the ICOs
including Pacific and General./ Additionally, the intralATA toll
service revenues are based on General‘s settlement expenses, taxes,
and plant investments. Based on our adopted intralATA toll:
settlement expenses, taxesi and plant investments, the intralATA
toll service revenues aré’$819,735,000 which we will adopt as
reasonable. o

5. BAccess Revepues _ -

Included in/this category of access revenues are

intrastate access r?éenues and interstate access revenues. Since
revenues from interstate access charges do not directly affect
intrastate results/of operations, DRA agreed to use General’s
estimate of gross/interstate access revenues of $504,244,000 for
this results of/éperations analysis. This $504,244,000 figure
includes $23,819,000 for interstate billing and collection
services. DRAﬁs estimate of intrastate access revenues is
$242,583, ooo/includxng $26,675,000 as intrastate billing and
collecting as compared to General’s estimate of $279,231,000
including $ 0 253,000 of intrastate billing and collecting. The
difference/between these two estimates is $36,648,000 or 15.1%.

!

/
/

Y,
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4. Ioll Sexvice Revenues (INtraLATA)

IntralATA toll service revenues consist of message toll
and toll private line revenues. General’s estimate for intrastate
intralATA toll revenues is based on moneys est:mated to be received
via a statewide “settlement” process admlnistered by Pacific and
participated in by all California ICOs. Tg;s settlement process
allows each ICO to recover its actual exgeﬁses and to earn a return
on its investment associated with the gfovision of intrastate
intralATA toll service. The settlement expenses and investments
associated with message toll and tolI’prxvate line services are
allocated using a procedure known as #telephone cost separations”
as contained in Part 67 of the Fcc Rules and Regqulations. The
estimates of General’s intrastate intralATA toll service revenues
are based on estimates of 'industry billings” for the ICOs
including Pacific and Generab. Additionally, the intralATA toll
service revenues for Generaf’are based on the relationship of
General’s settlement expenses, taxes, and plant investments to-that

of the industry. Based 3n.our adopted intraLATA toll settlenent
expenses, taxes, and’ pldnt inveatments, the intralATA toll service
revenues are $817,213, 000 which we will adopt as reasonable.
5. A&Eﬂ&&.ﬂﬂ!ﬁﬂﬂﬁﬁ
Included in this category of access revenues are
intrastate access revenues and interstate access revenues. Since

revenues from interstate access charges 4o not directly affect
intrastate resulte of operations, DRA agreed to use General’s
estimate of gross interstate access revenues of $504,244,000 for
this results ot/operations analysis. This $504,244,000 figure
includes $23,819,000 for interstate billing and collection
services. DRgﬁs estimate of intrastate access revenues is
$242,583, OOO;including $26,675,000 as intrastate billing and
collecting as compared to General’s estimate of $279,231,000
including 315 253,000 of intrastate billing and collecting. The
difference b tween these two estimates is $36,648,000 or 15.1%.
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4. ITol) Sexvice Revenues (INTTALATA)

IntrallATA toll service revenues consist of message toll
and toll private line revenues. General’s estimate for imtrastate
intralATA toll revenues is based on moneys estimated to/be received
via a statewide “settlement” process administered by Pacific and
participated in by all Californmia ICO=z. This settlement process
allows each ICO to recover its actual expenses and/to earn a return
on its investment associated with the provision intrastate
intralATA toll service. The settlement expenses and investments
associated with message toll and toll private /line services are
allocated using a procedure- known-as.”telephpne.cost. separations”
as contained in Part 67 of the FCC Rules Regulations. The
estimates of General’s intrastate intralAYA toll service revenues
are based on estimates of ~industry billdngs” for the ICOs
including Pacific and General. Additichally, the intralATA toll
service revenues f£or General are baseg on the relationship of
General’s settlement expenses, taxes/ and plant investments to that
of the industry. Based on our adopted intraLATA toll settlement
expenses, taxes, and plant investyents, the intralATA toll sexrvice
revenues are $822,392,000 which fe will adopt as reasonable.

" 5. Access Revenues o

Included in this catfgory of access revenues are
intrastate access revenues interstate access revenues. Since
revenues from interstate acgess charges do not directly affect
intrastate results of operytions, DRA agreed to use General’s
estinmate of gross.interst e access revenues of $504,244,000 Zor
this results of operatiors analysis. This $504,244,000 figure
includes $23,819,000 foYy interstate billing and ¢ollection
sexvices. DRA’s estimyte of intrastate access revenues is
$242,583,000 including $26,675,000 as intrastate billing and
collecting as compared to General’s estimate of $279,231,000
including $20,253,000 of intrastate billing and collecting.  The
difference between ese two estimates is $36,6438,000 or 15.1%.
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$222 million. We will adopt the $205 million estimate as
reasonable for this proceeding.
‘ General’s estimate of Othexr Mzscellaneouslgevenues is
$17,450, ooo as contrasted to DRA’S estimate of $37,74o 000. The

‘dltference is DRA’s inclusion of its proposed G?;L adjustment of
$18,290,000 and its proposed GTE Telecom adjuﬁyment of $2 million
with its miscellaneous revenue estimate of %?7,450,000. As
previously discussed, we disallowed the $2 million GTE Telecon
adjustment, and allowed only $5,481,000 of the recommended GTEL
adjuutmont of $18,290,000. Conncqucntl wo will adopt as '
reasonable, for miscellanecus revenues, the amount of $22,931,000
equal to the original estimate of $17,450,000 plus the allowed

' $5,481,000 GTEL adjustment. '

' As previously discussed; we are adopting a miscellaneous
revenue compénent item of $4,485,000 a year for a three-year
period, i.e. 1988, 1989, and 1990, to reflect a gain on the sale of
property.

‘ The application of the surcharge rates authorized by
D.87-12=070 dated Decembex’ 22, 1987 as revised by AL 5125
effective 4-10-88 of 4.4%% for intralATA toll, 7.19% for
exchange service, and a/hegat;ve 2.96% for access service to our

adopted billings yields a surcharge revenue of $74,730 ,000, which
we will adopt as reagonable for this proceeding.

Uncollectible revenues include amounts of revenues which
have proved impractical to collect because subscribers either
cannot be located/by the utility or the cost of locating such
subscribers, exceeded the revenues that would be recovered: 11 they
were located. /&eneral's estimate of uncollectibles for test year
1988 of $24.%§8 million was presented into evidence by one of its
senior econgmists, Luigi F. Pinna, and DRA’s estimate of
uncollectibles of $20,502,000 was presented into evidence by one of
its program and project‘supervisors, Kevin P. Coughlan. General‘s
estimate was based on a rate of 1.40%; DRA’s estimate was based on
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a rate of 1.0%. In response to a DRA data request, Genera
subnmitted a later forecast of $23.2 millioa which was be;é& on a
rate of 1.31%. According to the record, the uncollectible rate for
the year 1984 was 2.2%, for 1985 was 1.9%, and the lx/izdfhs
recorded and 1 month estimated for 1986 was 1.7%. /Both General and
DRA agreed that special consideration should be given to the
implementation of a late payment charge (LPC%/and the centralized
credit check system (cccs) . in arriving at the appropriate
uncollect;ble rate. DRA witness cOughlan ontends that General‘’s
est;mat;ng model cannot accurately capture the effects of the CCCS
and the LPC as these two programs cnly/;ecently became effective.
On this basis this witness believes;ﬁbe staff estimate is a
reasonable expectation or what uncollectxbles should be for the
test year considering the downwa:vd trend of uncollectibles in
General’s own forecast. We agree ‘that the CCCS and LPC prograns
should have the effect of redu/ing the rate of uncollectibles, but
we believe General’s eatimate has understated the effect whereas
DRA’s estimate has overstatéd the effect. Consequently we will
addpt as reasonable for this proceeding an uncollectible rate of
1.2%. Applying this rate to our adopted revenue figqures results in
an unceollectible amo of $21,630,000 which we will adopt as
reasonable. ' j?t :
F. Maintepance Expense

Maintengﬁée expenses are comprised of cost for labor,
material, and administrative charges incurred in the repair and
rearrangenment of/oéerating plant. General records maintenance
expenses both in accordance with the FCC Uniform System of Accounts
as adopted bx/ths Commission and in accordance with its own |
accounting system where the accounts are designated with a “m” code
for “moves and changes” and “r” code for ~"repairs”. Repairs
consist og/ﬁharges for routine repairs'and'ceneral's upkeep to
outside paant facilities, inside wiring, central office equipment,
and bulldxngs and grounds, teo maintain them in good physical
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workihg condition. 1Included also in upkeep is the cosﬁ for
locating and clearing trouble in these facilities and the cost of
power for transmitting traffic and operating supervzsory signals.
Moves and changes malnly consist of cost of. relocat:ng,
rearranging, or replacing minor units of ou?;f&e plant equipment
and central office equipment. DRA’s test year maintenance expense
estimate is $412,062,000, which is $79,6:§4/,000 or 19.3% less than
General’s estimate of $491,676,000. ng’major reasens for the
difference in the estimated amounts are the use of different
methodologies, different productivity factors, different. labor
escalation rates, differont nonlabpf aescalation rates, different
workload volumes, and the availability to DRA of later historical
data. The tabulation that follows lists by accounts DRA‘s and
General’s estimates, together with our adopted results. The bases
for the adopted results are set forth in the ensuing paragraphs.

Mﬁlﬂ&ﬁﬂiﬂ&ﬂ.ﬁxnﬁnﬂﬁi

/ General

DRA Genexal Apount  Rexcent
(Thousands of Dollars)

Qutside Plant $183,427 $204,525 $21,098 11.5% $194,384
Test Desk Work 48,928 57,999 9,071 18.5 53,609
Central Office 120,201 139,537 19,336 16.1 121,610
Station Equip. 17,941 11,079 (6,862) (38.2) 18,157

Bldgs- & Grounds 14,554 17,402 2,848 19,6 15,365
Public Tel. Equip. 7,527 8,531 1,004 13.3 7,620
Transm. Power 18,678 19,333 655 3.5 19,333

OtherMair}t-Exp__L.z.u —1.686 — 474 . 39.1 __1.449%
Subtotal 431,527

GTED / (406)
Inside /Wiring a/ 31,584

(297)

Total 412,062 491,676 . 431,230

j’ (Red Figure)
/ v
a/ $12,978,000 for inside wiring included in
Account 605.
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working condition. Included also in upkeep is the cogt for
locating and clearing trouble in these facilities the cost of
powver for transmitting traffic and operating super¥isory signals.
Moves and changes mainly consist of cost of relogating,
rearranging, or replacing minor units of outside plant equipment
‘and central office equipment. DRA’s test yeef?:aintenance expense
estimate is $412,062,000, which is $79,614,000 or 19.3% less than
General’s estimate of $491,676,000. The

difference in the estimated amounts are the use of different
nethodologies, different productivity factors, different labor
escalation rates, different nonlabor egcalation rates, different
workload volumes, and the availabilit{ to DRA of later historical
data. The tabulation that follows Yists by accounts DRA’s and
General’s estimates, together withf/our adopted results. The bases
for the adopted results are set £orth in the ensuing paragraphs.

General

—LXceeds DRA
Iten genexal Amount  Rexcent Adopted
{(Thousands or Dollars)

Outside Plant ' - $204,525 $21,098 11.5% $194 484 V/
Test Desk Work 3 57,999 9,071 18.5 53,609
Central Office 20 139,537 19,336 16.1 121,610
Station Equip. 11,079 (6,862) (38.2) 18;151'
Bldgs. & Grounds 17,402 2,848 19,6 15,365
Public Tel. Equip. 8,531 1,004 13.3 7,620
Other Maint. Exp ___1¢212 —1.686 —474 39,2 '

Subtotal | 431,627 /

GTED (297)
Inside Wiring a/ 31,584 '

Total 412,062 491,676 ,614 43.1,330“/'7
(Red Figure)

a/ $12,978,000 for inside wiring included in
Agcount 605. '
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experienced by General for the period 1982 through 1986 was in the
year 1983 where it was slightly under 7.8. Under these
circumstances, the utilization of a 7.33 product;vzty labor level
appears excessive. We will utilize a productivity”’ facter of 7.8,
which is the equivalent of a reduction of approxémately 30% in the
noise mitigation program. This translates ;nto a reduction of
approximately $1.5 million, which we will add to DRA’3 estimate of
$32,033,000 to yield a figure of $33,533, ooo. We will increase
this Ligqure to $34,400,000 to reflect oe;/£rev1ously discussed
adopted labor escalation rate and find this figure to be reasonable
for this proceeding. P///th ‘

General’s estimate for OSP repair plant overhead is
$17,949,000 as contrasted to DRA’&/;stimate of $15,098,000.
According to witness Mirza, the main reason for the $2,851,000
difference is staff’s lower ba%ﬁé labor expense estimate and
different methodology. COn51§zent wi;h our adopted $34,400,000
basic labor expense, we will ,adopt plant overhead expense of
$16,200,000.

General’s estimate for OSP'repair minoxr material is
$9,334,000 as compared to/ the staff’s estimate of $5,073,000.
According to witness Mirza, the main reason for the $4,261, 000
differential is the staff’s lower basic level expense estimate and
different methcdologyJ/ The staff’s estimate is based on the
average of 1985 and 1586 historical ratios of minor material to
basic labor adjusted for escalation rates. We will adopt DRA’s
estimate of $5,07§{000 adjusted to reflect our adopted basic lakor
expense and our previously discussed nonlabor escalation rates oxr
$5,450,000.

Addigg the above adjustments of $2,367,000 to basic
labor, $1,102,000 to overhead, and $377,000 for minor materials to
the staff’s estimate of $81,330,000 for repairs, we derive a tigure
of 385,076,900 for repairs which we will adopt as reasonable for
this proceeding.
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productlvzty level for test year 1988 for nonspecial servmgl order
assignment hours. For the specxal service hours, DRA examined
General’s productivity level as measured by special se;wlce hours
per serving links for the period 1984 through 1986. The
productivity measurements prior to 1984 were not examined because
General did not have the necessary historical deya on serving
links. For the periods studied, General has shown a constant '
improvement in productivity. Imn addition, i will have improvehent J
from its switch access system (SAS), which provides remote test
access to spec;al service circuits and thereby improves the,abllxty
of the utility to perform the ma;ntenaﬁg/ operatlon of this specxal
service circuits. It is estimated that the test yeaxr maintenance '
level reduction from the SAS is 125, 000 hours. For the period 1981
through 1985, the average, hour per  /service oxrder was .380. ‘we will '
- use this amount for the computation of the serv;ce order asszgnment.
expense for the nonspecial servfée order asslgnment hours. We will
adopt DRA’s expenses associated with the special service hour
portion of the expense. Undet these circumstances, we find the

special order assignment expense of $42,281,000 is reasonable and
will adopt it for this prdéeedlng.

General’s estﬁmate fox plant overhead is $15,142,000,
which is $4,265,000 or 39.2% above DRA’s estimate of $10,877,000.
According to the record, the main reasons for the $4,265,000
difference are loweﬁ/étazt basic labor expense estimate and
different methodolegy used. We will adopt DRA’s estimate of
$10,877,000 increased by $303,600 to reflect our previously
discussed adopted/labor and nonlador escalation factors.

In accérdance with our above discussion, our adopted
Account 602-0ut§ide Plant Maintenarice expense amount is
$194,384,000, /consisting of $85,076,000 repair and $109,308,000
outside plant moves and changes.

eral’s estimate of Account 603~Test Desk Work is
$57,999,0004 which is $9,071,000 or 18.5% over DRA’s estimate of
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FCC Account 605-~-Station Equipment includes General’s
Accounts M43-Station Apparatus Official Moves and Changes, R43=-
Station Apparatus Official Repairs, M44-Station Appazd%us‘Repair
Shops, M45-Station Apparatus Connections (IW) Moves/and Changes,
and R4S5-Station Apparatus Connections (IW) Repairs. General’s
estipate excludiﬁg inside wiring cost is $11,o73;600, which is
$6,116,000 less than DRA’s estimate of $17,941000. The major
difference zorythé'non-inside wire portion og/%he account is DRA’s
lower estimate of the utility’s Account'M447$tation Apparatus
Repaixr Shops. This account is directly affected by the’
deregulation of terminal equipment which dgs to be 100% completed
by January 1, 1988. As of that date, the only equipment remaining
in the requlated environment will be that'equipment actually used
by the utility cbnducting'the regulaﬁqd operations known as company
official texminal equipment. According to the testimony of DRA
witness Hodges, the effect of the dg¢regulation would be to decrease
station apparatus repair shop~actid&ty by 60% in 1987 and 1988 as

compared to 1986. His estimate rdtlects this reduction as
contrasted to General’s estimate/which did not. We will adopt
DRA’s estimate of $4,963,000 for the non-inside wirxing portion of
this account increased by $216]{00 to $5,179,000 to reflect our
previously adopted escalatio:g&actars. DRA’s estimate of inside

wiring cost is $12,978,000 while General’s is $31,584,000. We will
adopt as reasonable torfthi:/proceeding_DRA's estimate of
$12,978,000 for inside wirifig costs for a total for FCC Account
605-Station Equipment amount of $18,157,000.

General’s estimqte for FCC Account 606-Buildings and
Grounds is $17,402,000 which is $2,848,000 or 19.6% greater than
DRA’S estimatq of $14,554,000. FCC Account 606 consists of two
general accounts, Ml2=-Land and Buildings Moves and Changes and Rl2-
Land and Buildings Repailrs. According to the testimony of DRA
witness Hodges, the primary difference for DRA’s lower estimate for
both accounts M12 and R12 is the effect of historical adjustments
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to these accounts as recommended by staff auditor, S. Mcgprthy. As
previously discussed, we will amortize the corporate hspdquarters
improvements carried in Subaccount M12 of $1,074, 000/:br 1985 and
$300,000 for 1986 over a three-year period. The result of this
three-year amortization will be to increase the Mié account by
$458,000. As previously discussed, we will alld& $353,000 for test
year toxic waste cleanup. We will therefore &/opt $15,248,000 for
Account 606 expense, which is equal to DRAC' estinate of
$14,554,000 plus the above-discussed two increases totaling
approximately $811,000. : rc/// '

General’s estimate for FCC Account 607-Public Telephone
Equ;pment is $8,531,000 which is $1, 004 000 or 13.3% higher than
DRA’s estimate of $7,527,000. Acco dlng to the testimony of
witness Hodges, the major differemce in this account is due to
DRA’s lower estimate for the utii&ty's Account R474Pub1ichrelephone
Equipnment Repairs because of tné use of a better productivity for
test year 1988 than was used/by General. We will adept DRA’S
estimate of $7,527,000 for this account increased by $93,000 to
$7 620,000 to reflect pregigusly discussed escalation factors.

General’s estimate of FCC Account 6l0-Maintenmance of
Transmission Towers is ${9,333,ooo which is $655,000 or 3.5% higber
than DRA‘s estimate of/$18,678,000. The difference in the
estimates for this account is due to DRA’s use of a lower test year
estimate of kilowatt~hours of usage than used by General. We will
adopt General’s estémate of $19,333,000 for this account.
General’s estima%ﬁ(for FCC Account 612-Other Maintenance Expense is
$1,686,000 or $$74,000 or 39.1% greater than DRA’s estimate of
$1,212,000. DRA,used a better productivity factor than did General
in the preparat;on of its estimates. We will adopt as reasonable

for this account the amount of $1,449,000, the average of the two
estimates.
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to these accounts as recommended by staff auditor, S. McCarthy. As
previously discussed, we will amortize the corporate headquarters
improvements carried in Subaccount Ml2 of $1,074,000 for Y985 and
$300,000 for 1986 over a three-year period. The result/of this
three-year amortization will be to increase the Ml2 adéount by
$458,000. As previously discussed, we will allow $353,000 for test
year toxic waste cleanup. We will therefore adopi $15,365,000 for
Account 606 expense, which is equal to DRA’s es te of
$14,554,000 plus the above-discussed two-ancredées totaling
approximately $811,000.

General’s estimate for FCC Account! 607-Public Telephone
Equipment is $8,531,000 which is $2,004,000 or 13.3% higher than
DRA’s estimate of $7,527,000. According o the testimony of
witness Hodges, the major difference in is account is due to
DRA’s lower estimate for the utility’s/Account R47-Public Telephone
Equipment Repairs because of the use SOf a better productivity for
test year 1988 than was used by Gengral. We will adopt DRA’s
estimate of $7,527,000 for this acgount increased by $93,000 to
$7,620,000 to reflect previously discussed escalation factors.

General’s estimate of YCC Account 6l0-Maintenance of
Transnission Towers is $19,333,400 which is $655,000 ox 3.5% higher
than DRA’s estimate of $18,678/000. The difference in the
estimates for this account isfdue to DRA’s use of a lower test year
estimate of kilowatt-hours of usage than used by General. We will
adopt General’s estimate of /$19,333,000 for this account.
General’s estimate for FCC /Account 612-Other Maintenance Expense is
$1,686,000 or $474,000 or B9.1% greater than DRA’s estimate of
$1,212,000. DRA used a bgtter productivity factor than did General
in the preparation of itg§ estimates. We will adopt as reasonable
for this account the amgunt of $1,449,000, the average of the two
estimates. '
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¢. Ixaffic Expenses

‘ Traffic expenses consist primarily of fhe salaries,
wages, and administrative costs incurred in ‘handling of
telephone calls by switchboard operators ang/the costs associated
with administering the use and performance/of the switching
network. Testimony on traffic expenses Xas presented on behalf of
DRAfbi Utilities Engineer M. J. Vannucghi and rebuttal testimony
was presented by the project planning/ manager of General’s operator
servicégstafr, Thena Pettey. The t ulation below compares DRA’sS
' estimates with General’s estimateg/ together with our adopted

results. The basis for the adop'ed-results are set forth in the

' ensuing paradgraphs. ‘ -

(Thousands of Dollars)

AcCC. ‘
No. Iten : RRA Genexal Amount Rexcent aAdepked

621 Genrl. Traffic Supvy. $ 6,927 $ 7,984 $ 1,057 | 15. S 7,19%

622 Customer Instructi 622 622 0 0.0 622
624 Operator Wages 40,834 50,271 9,437 23.1 44,518
‘627 Oper. Employ. & Tfain 1,167 1,604 437 37.4 1,269

12,9082 .14.082 __1.000 _7.& @ _13.0%82
62,632 74,563 11,931 18.8 66,632

~0.999) _ 0 2222 100.0  _(1.999)
60,633 74,563 13,830 23.0 64,683

(Red Figure)

Testimgny presented on behalf of DRA indicated that:

IY¥ was standard procedure for DRA to
lculate General’s 1988 test year
stimated expense for management and.
onmanagement labor. The procedure
inveolved using 1585 as an employee salary
base year and then calculating the 1988
labor using DRA’s wage escalation factors.

DRA adjusted those areas impacted by the
reductions in operator force levels by
summing up all expenses in service related
to the office force levels and applying the
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General’s AWT has always been and remains
higher than that provided by Pacific as
indicated by a statewide AWT for Pacific of
19.3 seconds as compared to General’s 20.4
seconds.

General did grossly understate its AWT /4An
(I&S) C.86-06=004 and did not corre
inflated AWT showing in this rate
proceeding until after the staff
prepared.

General admits that interLATA LA service
takes longer to provide than ocal 411 DA
service.

It should be noted from the ulation of traffic
expenses that Account 624-Operator Wades accodnts for approximately
two-thirds of the total traffic expghses. Furthermore, it is
apparent from the record that the /magnitude of operator wages
impacts to a large degree the otder traffic expense accounts.
Under these circumstances, DRA/s methodology of computing traffic
expenses by applying a percenfage ratio based on the number of
. operators to General’s tota) estimated amounts with other
adjustments does not appeaf unreasonable. Consequently we will
adopt DRA’s methodology deriving our adopted figqure for traffic
expenses. : ;
We are not pgrsuaded that DRA’s AWT of 19.8 seconds for
the ACDs is more reasfnable than General’s estimated revised AWT of
20.4 seconds. The .4 figure appears reasonable given the
comparisons betweer) General’s and Pacific’s operations which
demonstrate that General’s operators receive and provide listings
for more than on¢ area code. In addition the 20.4 AWT was
developed using Actual AWTS adjusted to reflect anticipated
savings. The 20.4 figure will be adopted as reascnadble for the
test year.

While we are not persuadéd that DRA’s 34 second AWT
figure is reAsonable for General’s three TSPSs, the times estimated




/
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by General of 42.5 seconds for Long Beach, 41.5 seconds for Santa
Monica, and 39.5 seconds for Ontario impress us as being somewhat’
high. Consequently, to reflect the inefficiencies of manual
handling we will adopt as reasonable for this proceeding Awrs of
1.5 seconds less or 41 seconds for Long Beach, 40 secondg/for Santa
Monica, and 38.0 seconds for Ontario. Substituting the Ve-
adopted AWTS in DRA’S computations derive a number of/operators of
1,662 which we will use for our computations of thes/traffic
expenses.

Using 1,662 operators and the DRA,methodology ror
computing expenses result in an expense allowance for Account 621-
Tratflc Expenses of $7,191,000, Account 622- stomer Instruction of
- %622, ooo Account 624-Operator Wages of $4 518,000, Account 627-
Operator Employee And Training of $1, 26%,000, and the composite of
Account 626, 629-35-Miscellancous an unt of $13,082,000.

The above figures reflect our adopted labor escalation
figures. ‘ , .

' The total of the above fjgures is $66,682,000. We will
decrease this by $1,999,000 to $64,683,000 to reflect our
previously discussed GTED adjustnment.

H. gCommexcial Expenses

Commexcial expenses/are comprised of salaries, wages, and
administrative costs for handling customer service order contracts
and the collection of billings, the preparation and distribution of
telephone directories, mayketing and sales functions including
advertising, developing,/and filing tariff schedules and other
regqulatory matters, and/intercompany relations and settlements.
DRA’s presentation was/made by Public Utility Requlatory Program
Specialist XX Marshall B. Enderby and rebuttal testimeny was
presented on behalf of General by its Ventura County Division
Manager Jack F. Moore, by the Manager of Strategy Development of
GTE Service Corporation Gabriel Sidhom, by General’s Director of
Access Services Leu Culkin, and its Manager of Advertising and
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General

Adeopted

aAnount  Pexcent
(Thousands of Dollars)

Executive Dept. $ 1,277 $ 1, 394// $ 117 .23 $ 1,311
Accounting Dept. 103,066 6,886 109,952
Treasury Dept. 2,945 316 ‘ 2,967
Law Dept. 2,411 : 216 < 2,476
Other Gen. O!flce__ﬁﬁ..ﬂﬁ_ S 5"k A T2 Q76

Total 179,385 ’ : 18,251 . 188,722

668 Insurance S 3,204/ $ 3,628 $ 424 13.2% $ 3,204
669 Accidents &

Damages 1, X¥00 1,240 140 12.7 1,100
671 Oper. Rents 14 /447 + 15,228 781 5.4 14,447
672 Relief & Pensions 117,318. 164,020 46,702 39.8 148,199
674 General Services )

and Licenses 3,000 22,768 69.0 44,700
675 Misc. Other 5,141 4 2,306 44.9 5,141

677 Exp. Chg’d. Const./ (9,562) (20 312) (10,250) 1l2.4 (17,358)
Inside Wire g . 8,697 8,692 0.0 oX

Subtotal 164,648 235,711 71,063 43.2 199,433

GTED Adj. (5,235) 0 5,235 © (100.0) (3,800)
Compensation Adj. _(26,200) ____ Q0  _26,200 (100.Q0) __ __ 9O

Total 133,213 235,711 102,498  76.9 195,633

(Red Figure)

FCC /Account 66l-Executive Department includes the ‘
salaries and enses of officers engaged in general management and
administration including their assistants and office forcos. DRA’S
estimate fof this account is $1,277,000 as compared to General’s
estimate of $1,394,000, a difference of $117,000 or 9.2%. The
reasons fd& the differences are DRA’s lower labor inflation and




A.87-01-002, X.87=02-025 ALJ/NRJ/ek/jt *

General

anount  Pexcent
(Thousands of Dellars)

Executive Dept. $ 1,277
Accounting Dept. 103,066
Treasury Dept. 2,945
Law Dept. 2,411
Other Gen. Office___69,.686

Total 179,385 ,636f , 188,782

Insurance. $ 3,204 $ 3*%28' 13.2% $ '3‘204
Accidents & ‘ j!

Danages 1,100 ,240 140 12.7 1, 100
oper. Rents 14,447 15,228 781 5.4 . 14,447 o
Relief & Pensions 117,318 264,020 46,702 39.8 143,941 V/;;
General Services ‘ o

and Licenses 33,000 55,768 22,768  69.0 43, 400\/7::
Misc. Other 5,141 7,447 2,306 44.9 5,141 o
Exp. Chg’d. Const. (9,562) 4 (20,312) (10,250) Ll2.4 (17 358)

Inside Wire 0 8,697 8,692 0.0

Subtotal 164,648 § 235,711 71,063 43.2 193;375»/?,;
GTED Adj. (5,235) 0 5,235 (100.0)  (3,800)
Compensation Adj. _(26.200) _____ 0 26,200 (100.0) _____ O
§ | | A
Total 133,213 235,711 102,498 76.9 1905075~(<;?
(Red Figure) -
FCC Account 661- xecutzve Department includes the

salaries and expenses of officers. engaged in general management’ and
administration including their assistants and office forces. DRA’s
estinmate for this accounxfis $1,277,000 as compared to General’s

estimate of $1,394,000, ﬁ‘difference of $117,000 or 9.2%. The
reasons for the differences are DRA’s lower labor inflation and
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No. iten

Executive Dept.

General Qpexating Expenses

RRA

Accounting Dept. 103,066 109,952

Treasury Dept.

Law Dept.

2,945 3,261
2,411 2,627

Other Gen. Office__69.686

Total

Insurance
Accidents &
Damages
Oper. Rents

179,385

$ 3,204 3,628

1,100 1,240
14,447 / 15,228

Gengral

,886
316

140
781

-

cenexal Rercens
. - (Thousands 1::: Dollars)

$ 1,277 $ 1,39 a/, 117
6

13.2%

12.7
5.4

. 188,847 . 7. .

N 31204 o

1,100 .

14,447

Relief & Pensions 117,318 164,020 46,702 39.8 145,322
.General Services , ‘ o
and Licenses : 55,768 22,768 69.90. 42,400 .
Misc. Other ' 7,447 2,306 44.9 5,141 ..
Exp. Chg’d. Const. (20,322)  (10,250) 112.4 (17,358)
- Inside Wire , 8,697 . __8.692. 0,0 : o "

Subtotal 235,711 71,063 43.2 195,256 v

GTED Adj. (5,235) 0 5,235 (100.0).  (3,800)
Compensation Adj. / _(26,200) 0 26,200 (100.0) o

133,213 235,711 102,498  76.9 191,456 ..

(Red Figure)

t 661~Executive Department includes the
salaries and expgnses of of;icers engaged in general managexent and
administration yncluding their assistants. and office forces. DRA’S
estimate for tifis account is $1,277,000 as compared to General’s
estinate of $1/,394,000, a difference of $117,000 or 9.2%. The
reasons for the differences are DRA’s lower_labor‘intlation and
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nonlabor escalation factors, the use by General of four months’
actual expenses of 1986 to estimate cost billed to others for 1938
as contrasted to DRA’s use of annualized eleven months’ recorded
cost billed to others for 1986 to derive a 1988 figure. We will

adopt DRA‘sS estlmate of $1,277,000 based on later data xncreased by
' $34,000 to reflect our previously discussed adopted labor
escalation figures. The Account 661 expense thus copputed is
. $1,311,000. '

, FCC Account 662~Accounting Department izncludes. the
salaries and expenses of the vice president-con oller, his
' assistants, and office force. Accounting operftions include
accounting, budget, information systenms, and Anternal auditing.
DRA‘S estzmate for this account is $103,066/000 as contrasted to
General's estimate of $109,952,000, a différence of $6,886,000 or
6.7%. According to the testimony of DRA/s witness Vannucchi, there
has been a dramatic increase in the empXoyee levels for FCC Account
662 in spite of the trend toward a redQction in overall company
employees. 1According'to the testimopgy, Account 662 has grown fronm
338 total employees in 1978 to 605 gmployees in 1986. The 1988
test vear estimate is 647 employeeS. A data request response by
General indicated that the increise in employees was due to the
following reasons: ‘

1. Increases in 1982 and in 1983 were the
result of reorgAnization between GTC and
General Telephone Data Services.

Total company growth increased reporting
requirements'. .

increased/invoices, work orders, and data

An incre:?g in the construction program
processing.

Increased reporting and record Keeping
necessitated by deregulation and increased
regulatory involvement in the process.

Increased demand by both internal
f;?agement as well as the external

4
#

> - 127 -
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$2,967,000, and $619,000, respectively, for 1985 and $457,000,
$3,416,000, and $6,780,000, respectively, for 1986. TFor the test
yvear 1988, this witness held the above disallowed expenses related
to corporate image and political advocacy in conjumctlon with the
amounts as a ratemaking adjustment for the test Jear 1988 in the
‘amount of $4,094,000. As previously discussed/ we have adopted a
disallowance of $2,537,000 foxr corporate ima?e of the conpany and
$678,000 for political advocacy for test yeayr 1986 and will
continue these amcunts as a disallowance f&r Account 665 for the
test year 1988. We will therefore adopt PRA’s estimate of’
$69,686,000 increased by the difference between DRA‘s proposed
disallowance and our adopted allowance/or $867,000 and increased
further by $1,523,000 to reflect our previously discussed adopted
labor escalation amounts for a total Af $72,076,000.

Under general office salaries and expenses, General shows

of Accounts (USOA) rewrite of

$42,662,000 and inside wire costs ¢f $3,119,000. We are , |
considering the USOA rewrite matter generically'undér I.87-02-023
and therefore will not adopt Gendral‘’s adjustment for this amount.
In addition, the inside wire costs are included in DRA’s estimates
and therefore we will not adop General’s‘proposed anount. ‘

DRA’s estimate of FCC Account 668-Insurance is $3,204,000
as compared to General’s estlﬂ;te of $3,628,000, a difference of
$424,000 or 13.2%. DRA’s es te of FCC Account 669-Accident and
Damages is $1,100,000 as compared to General’s estimate of
$1,240,000, a difference of/$140,000 or 12.7%. According to the
testimony of DRA witness Shiu, the reasons for the difference are
DRA’s use of lower labor aﬁd nonlabor inflation factors and the use
of annualized 11 months’ recorded costs billed to other data of
1986 for test year 1983 rather than General’s use of four months’
actual expense of 1986 to estimate the cost billed to this account
for 1988. We will adopt DRA‘’S estimates for these two accounts as
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$2,967,000, and $619,000, respectively, for 1985 and $457,000,
$3,416,000, and $678,000, respectively, for 1986. For the test
year 1988, this witness held the above disalfowed expenses related
to corporate image and political advocacy ¥n conjunction with the
amounts as a ratemaking adjustment for test year 1988 in the
amount of $4,094,000. As previocusly digcussed, we have adopted a
disallowance of $2,488,000 for corporyte image of the company and
$678,000 for political advocacy for Lest year 1986 and will
continue these amounts as a disallgWwance for Account 665 for the
test year 1988. We will thereforg adopt DRA’s estimate of
$69,686,000 increased bymthémd“ ference .between DRA’s proposed
disallowance and our adopted allowance of $930,000 and increased
further by $1,525,000 to reflect our previously discussed adopted
labor escalation amounts foy a total of $72,141,000.

Under general office salaries and expenses, General shows
an item of expense for Undform System of Accounts (USOA) rewrite of
$42,662,000 and inside wire costs of $3,119,000. We are
considering the USOA reWwrite matter generically under I.87-02-023
and therefore will no adopt General’s adjustment for this amount.
In addition, the insjyde wire costs are included in DRA’s estimates
and therefore we wi)Yl not adopt General’s proposed amount.

DRA’s esfimate of FCC Account 668-Insurance is $3,204,000
as compared to Geperal’s estimate of $3,628,000, a difference of
$424,000 or 13.29¥. DRA’s estimate of FCC Account 669-Accident and
Damages is $1,100,000 as compared to General’s estimate of
$1,240,000, a dgifference of $140,000 or 12.7%. According to the
testimony of witness Shiu, the reasons for the difference are '
DRA’s use of lower labor and nonlabor inflation factors and the use
of annualized 1l months’ recorded costs billed to other data of

year 1988 rather than General’s use of four months’/
actual expehse of 1986 to estimate the cost billed to this account
for 1988. /We will adopt DRA’s estimates for these twe accounts as
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General

iten DRA Genexal Anouct /
(Thousands of Dollars)

Pensions $ 43,873.0 $ 59,477.0 35.6 $ 83,366
Group Life Insurance 2,219.5 2,929.0 32.0 - 2,65
Dental Insurance 4,350.8 5,629.0 29.4 5,157
Medical Insurance 58,552.8 ’ 52.5 . 78,600
Sickness Disability 13,957.2 39.4 ’
Military lLeave : 8.6 86.0

' Workers’ Comp. 15,499.0 . 17 , : 10.2

Employee Savings Plan 8,485.0 ; -31.6"

Other Benefits __6.057.0 ' 23,8
Subtotal 153,002.9 ' 62,541.1 .°40.9 193,219

Charged to Con- ‘ : ‘ : o
struction @ .233 (35,685.2) /(50,272.0) (14,581.8) NA (45,020)

Total Expensed 117,317.7 '165,272.0 47;954.3I 40.9 145,199 o
Adjustment due to '
elimination of 202

operateor serv;ce
enployee

Net Expensed = 117,317.7 .164,020.0 46,702.3 39.8

(Red Fzgure)

Testimony o Account 672 was presented on behalf of DRA
by Public UTtility Regulatory-hnalyst IXI Mark R. Loy- Rebuttal
testimony on the pension fund and administration expenses was
presented on behalf of General by the director of operations fox
GTE Investument Maéagement Corporation, Roger S. Williams, and on
the subject of';ﬁnding requirements for General’s medical benefit
plan provzded);hrough The Travelers by the vice preszdent in the
employee benefit plans department of Johnson and Higgins,

William N. Sammis.

As noted from the above tabulat;ons, General's estinate
for pensxen expense was $59,477,000 as compared to DRA’s estimate
of $43,873,000, a difference of $15,604,000 or 35.6%. Both General
and DRA presented testimony showing the effect of the use of
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Genexral

—EXceeds DRA
Iten RRA cenexal aAnount  Rexcent Adopted
(Thousands of Dollars)

Pensions $ 43,873.0 $ 59,477.0 $15,604.0 35.6 $ 53,345 v/,
Group Life Insurance 2,219.5 2,929.0 709.5 32.0 2,651
Dental Insurance 4.350.8 5,629.0  1,278.2 29.4 5,126 v
Medical Insurance 58,552.8 89,264.0 30,711.2 52.5 73 100‘/,
Sickness Disabkility 13,957.2 19,454.0 54496.8 39.4

Military Leave 8.6 16.0 . 86.0

Workers’ Comp. 15,499.0 17,083.0 ’ 0 10.2

Employee Savings Plan  8,485.0 11,163.0 ‘ - 31.6

Other Benefits —6.057.0 _10.529.0 Z3.8 .
Subtotal 153,002.9  215,544.0f/ 62,541.1 40.9 187,‘668/ :

Charged to con- //V
struction @ .233 (35,685.2) (50,272L0) (14,581.8) NA (43, 727) R

Total Expensed 117,317.7 165,272.0 47,954.3  40.9 143, 941 ;/ :}ji'

Adjustment due to
elimination of 202
operator service

employee — v / .
Net Expensed 117,317.7 :;f,ozo.o 46,702.3 39.8 143,941V
(Red/ F

iqure)

Testimony on Account 6?2 was presented on behalf of DRA
by Public Utility Regulatory Anallyst II Mark R. Loy. Rebuttal
testzmony on the pension fund and administration expenses was
presented on behalf of General/by the director of operations for
GTE Investment Management Corporation, Roger S. Williams, and on
the subject of funding recquixements for General’s medical benefit
plan provided through The TrAvelers by the vice president in the
employee benefit plans department of Johnson and Higgins,

William N. Sammis.

As noted from.theé above tabulations, General’s estimate
for pension expense wasi$?§,477,ooo as compared to DRA’s estimate '
of $43,873,000, a difference of $15,604,000 or 35.6%. Both General
and DRA presented testimgny showing the effect of the use of

[
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~ reasconable costs for these component items. Although not computed
~ in that manner, our adopted expenses seem to reflect a force
reduction of Approximately 10%.: Furthermoré, our adopted lador
escalation factors approximate 87% of the differential between the
labor escalation factors used by DRA and General. Under these
circumstances, we will adopt as reasonable for ratemaking purposes
for those component items listed above the DRA estimate plas .607
(the compound affect of our adopted force reduction and/labor
escalation factors) times the difference between DRA anhd General
estimatesﬂ' Such computations resﬁlt in the following adopted
expenses: ‘ ‘
Pensions - $53,366,000
‘IGrcup Life Insurance, 2, 6/5’1,000 |
Dental Insurance ‘ ' 2/157,000
Sickness Disability 77,294,000
Employee Savings Plan /10,111,000

DRA’s estimate for medical insurance is. $58 552,800 as
‘compared to~Genera1's estimate o;/§89 264,000, a difference of -
$30,711,200 or 52.5%. DRA used/lower work force estimates and
lower rates than General didI;br develqping‘expense estimates.
DRA’s lower employee counts amount to a 23% reduction in the
participation. Tke remaieié;mdifzerences are attributable to the
development of the rate structures charged by the Travelers Company
(72% of the total expenses) and the seven health maintenance
organizations (28% of/the total expenses). According to the
testimony of DRA witness Loy, the latest rate information from the
insurers’ actuary indicates a dramatic increase in funding deficits
beginning in 1984/ and continuing through(1987, and possibly to
1988. This witness further testified that the causes of the
funding shortfall are a dramatic increase in claims level as of
2985 and an uéproccdontad $9 million divided in 1984. As a result,
according t the record, DRA found that tho 29% and 22% increaces

'/
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million for 1986 xndlcated that the DRA
estimate of $41.3 million for 1988 is
unrealistic.

We are persuaded that DRA’s estimate of i}l,254,730 for
The Travelers medical insurance is low and GeneraL estimate of
$65,271,720 is high. In consideration to our adoptzon of estimates
reflecting work force reduction, we will not escalate the medical
insurance costs and will adopt as reasonable/kor this proceeding
the 1986 recorded medical insurance cost,of '$56.8 million.

Health maintenance'organizat%;ﬁ; make up 28% of the total
company medical insurance costs. General is assuming an annual
increase of 5% for 1987 and 10% in 1988 for health and 4.5% for all
other providers. DRA used the 1987 actual rates (a 4.4% decrease
from 1986 levels) and asshme&-no ge for the 1988 rates. DRA’sS
position appears reasonable and/we will adopt its recommended $16.3
million for BEMO costs. Adding this $16.3 million HMO cost to the
'$56.8 million adopted, The 3ravelers' cost yields a medical
insurance cost of $78.6 million for test year 1988 which we will
adopt as reasonable.

Both DRA and General developed their 1988 recommended
expense allowances for/military leave as a percentage of payroll.
General used the 1985/actual percentage, but DRA used a four-year
average. We will agopt DRA’s estimate of $8,600 increased by
$4,200 to reflect the previously discussed smaller force reduction
to yield a total of $12,800 for this component item. *

#Othexr/ Benefits” includes administrative costs for
pension and meddcal plans, the nonregulated ‘operations employees
savings plan, term;nation costs, and the supplemental executive
retirement plan DRA’s estimate for this item is $6,057,000 which
is $4,472, ooo or 73.8% less than General’s estimate of $10,529,000.
Accoxding tovthe record, $5,834,000 of the $6,057,000 estimate for
other benﬁzits.zs for administration of the pension fund, leaving
$223,000 total for the cost of the nonregulated operations

® /
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million for 1986 indicated that the DRA
estimate of $41.3 million for 1988 is
unrealistic.
We are persuaded that DRA’s estimate of $41,254,730 for
The Travelers medical insurance is low and Genexral’s estimate of
$65,271,720 is high. In consideration to our adoption of estimates
reflecting work force reduction, we will not escalate the medical
insurance costs and will adopt as reasonable for this proceeding
the 1986 recorded medical insurxance cost of $56. armxlllon.
Health maintenance organizations make up 28% of the total
conpany medical insurance costs. General is as/umzng an annual

increase of 5% for 1987 and 10% in 1988 for health and 4.5% for all

other providers. DRA used the 1987 actual :ates (a 4.4% decrease
from 1986 levels) and assumed ne change forfthe 1988 rates. DRA’s
position appears reasonable and we will ad@pt its recommended $16.3
million for HMO costs. Adding this $16v3fmlllion HMO cost to the
$56.8 million adopted, The Travelers’ cost yields a medical
insurance cost of $73.1 million tor test year 1988 which we will
adopt as reasonable. f

Both DRA and General developed their 1988 recommended
expense allowances for military leagé as a percentage of payroll.
General used the 1985 actual. percentage, but DRA used a four-year
average. We will adopt DRA’s estimate of $8,600 increased by

$4,200 to reflect the previously d&scussed smaller force reduction

to yield a total of $12,800 for this component item.

7Other Benerits~” includes administrative costs for
pension and medical plans, the nonregulated operatlons employees
savings plan, termination costsn and the supplemental .executive
retirement plan. DRA’s estimate for this item is $6,057,000 which
is $4,472,000 or 73.8% less than General’s estimate of $10,529, ooo.
According to the record, $5,834 000 of the $6,057,000 estimate :or
other benefits is for adm:n;stratlon of the pension fund, leaving. -
$223,000 total for the cost gr_the nonrequlated operations
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cmployees savings plans, termination costs, and the supplemental
executive retxrement plan. We will adopt this 5223/300 estimate
for other than administration and pension fund and address the
pension fund directly. DRA witness Loy testlg;éd that the
$5,834,000 expense Zor the administration of the pension fund was
derived by multiplying the 1985 recorded figure by the force
reduction percentage and labor‘escalatlon/&actor. Such a procedure
obviously ties the pension admlnmstratlon cost dlrectly to the size
of the 1988 test year labor zorce.

_ Rebuttal testimony presented on behalf of Genexral by.
Roger S. Williams indicated that-

1. The primary functions associated with the
administration of the pension fund are
safequarding, investing, and record-keeping
of plan assets.

The assets are held and protected by an
appointed trustee.

GTE within the ERISA guidelines invests the
assets to maximize returns within an
acceptable level of risk.

The expense and fees of the pension fund
administration are based upon the value of
the pension fund ltselr.

Approximately 85% of the annual fees are
pension management fees with an additional
10% attributable to trustee funds,
including the transaction charges.

It is the growth of the pension fund which
determines the growth in administration
cogt, not the change in wages paid to

§7neral'shourly employees.
r

eduction in General’s work force by 23%
would not act to reduce plan assets nor
would such a reduction have an impact on
the cost of plan administration over an
extended time frame. _
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employees savings plans, termination costs, and the supplemental
executive retirement plan. DRA witness Loy testified that the
$5,834,000 expense for the administration of the pension fund was
derived by multiplying the 1985 recorded figure by the force
reduction percentage and labor escalation factor. Such a procedure
obviously ties the pension administration cost directly to the size
of the 1988 test year labor force. ;

Rebuttal testimony preseqﬁ%d on behalf of General by
Roger S$. Williams indicated that: ,

1. The primary functions associated with the
administration of the pension fund are
safequarding, investing, and record-keeping
of plan assets. ]

The assets are ﬁéld and protected by an
appointed trustee.

GTE within the ERISA guidelines invests the
assets to maximize returns within an
acceptable level of risk.

The expens 4and fees of the pension fund
administration are based upon the value of

the pension fund itself.

Approximately 85% of the annual fees are
pension management fees with an additional
10% attributable to trustee funds,
including the transaction charges.

b :
It is the growth of the pension fund which
determines the growth in administration
cost, mot the change in wages paid to
General‘s hourly employees.

A reduction in General’s work force by 23%
would not act to reduce plan assets nor
would such a reduction have an impact on
the ;jcost of plan administration over an
exxfndod time frameo.
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It appears from the record that the major portion of
pension fund administrative costs are based on the 1evel/o£ the
pension fund rather than the size of the workforce. Under these
circumstances, DRA‘s method of estimating this expensé by the
application of a force reduction percentage tactg;/ébpears
inappropriate. Consequently, we will adopt General’s figqure of
$10,529,000 for other items for the purposes of this proceeding.

DRA’s estimate for workers’ compensation is $15,499,000
or $1,584, 000 or 10. 2% less than- General’g/éstimate of $17,083,000.
" The rates of change in workers’ compensg;&on expenses :or the

period 1982 to 1985 decreased from 34. ]& to 10.0%. .DRA .
1ncorporated this decrease into its torecast by assuming that rates
would. lncrease but would do~so-mo:%/slowly, equal to the 1985 and
1986 exper:.ence. ' General, on the /other hand, assumed the rates
would increase at approximately the 1985 level plus payroll
escalation. We are persuaded that DRA’s estimate is reasonable and
will adopt $15,499,000 for thxércomponent item for test year 1988.

The total of the above-dmscussed component items is
$193,219,000. Reducing thms by the 23.3% charged to construction
or $45,020,000 leaves a Sptal expense for Account 672 of
$148,199,000 which we w?ll adeopt as reasonable for this proceeding.

FCC Account 674-General Services and License includes
payments to GTE Service Corporation for services received under a
general service contract which provides for the furnishing of
advisory services on general accounting, financial, insurance and
taxes, pensions agd benefits, organization and personnel, legal,
commercial, marketing and sales, engineering, plant, traffic,
public affairs, /and advertising matters. DRA’s estimate for this
account is $33/million or $22.8 million (69.0%) less than General’s
estimate of $55.8 million. As discussed under the affiliate
interest pcrﬁgon of this decision, we have adopted a figure for
this‘account/of $44.7 million.
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It appears from the record that the major portion of
pension fund administrative costs are based on the level of the
pension fund rather than the size of the workforce. Undexr these
circumstances, DRA’s method of estimating this eipense by the
application of a force reduction percentage factor appears
inappropriate. Consequently, we will adopt general's figure of
$10,529,000 for other items for the-purposgﬁ of this proceeding.

DRA’s estimate for wo;kers' comgensation is $15,495,000
or $1,584,000 or 10.2% less than General’s estimate of $17,083,000.
The rates of change in workers’ compensation expenses for the
period 1982 to 1985 decreased from 34.f§ to 10.0%. DRA
incorporated this decrease into its forecast by assuming that rates
would increase but would do so more flowly, equal to the 1985 and
1986 experience. General, on the oﬁher hand, assumed the rates
would increase at approximatelyjth€f1985‘level plus payroll
escalation. We are persuaded that’ DRA’S estimate is reasonable and
will adopt $15,499,000 for this cgmponent iten for test yeaxr 19588. |

The total of the aboveédiscussed-component items is
$187,668,000. Reducing this bx/the 23.3% qharged to construction
or $43,727,000 leaves a total expense for Account 672 of
$143,941,000 which we will adébt as reasonable for this proceceding.

FCC Account 674-Gemeral Services and License includes
paynments to GTE Service Corporation for services received under a
general service contract wh#%h»provides for the furnishing of
advisory services on general accounting, financial, insurance and
taxes, pensions and benefiﬁs, organization and personnel, legal,
commercial, marketing andﬁ%ales, engineering, plant, traffic,
public affairs, and adver;ising natters. DRA’s estimate for this
account is $33 million ox' $22.8 million (69.0%) less than General’s
cstimate of $55.8 million. As discussed under the affiliate
interest portion of this?dccision, we have adopted a figure for

this account of 543;4‘m£llion. V//
§

i

~
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J. Taxes

Testimony was presented on taxes by DRA’s Flnancxal
Examiner III Donna L. White. Rebuttal testimony on the method of
computing Callfornza corporat;on franchise tax was éesented on
behalf of General by its - Tax Manager, Jon ¥. Kze!

Taxes are subdivided into two major qgtegormes, income
taxes and taxes other than income taxes. Th:/max Reform Act of
1986 (TRAS86) provzdes a new depreciation sys em, the Modified
Accelerated Cost Recovery System (MACRS). )HACRS and some of the
 more obvious provisions of TRAS86, such as/the change in corporate’
tax rate, the repeal of investment tax‘eredlt, and the repeal ot-
deductibility of certain capitalized interest and overheads during
construction, have been estimated and incorporated into the federal
income tax calculations provided by DRA for this general rate case -
on an interim basis pending a COmm§ssion decision in OII $6-~11-019
which would establish ratemaking tax expense policy for the impact
of TRA86. In D.88-=01-061 dated Jénuary 28, 1988 on OII 86«11-019,
our investigatisn on the impact/of TRA86, we are requiring

respondents, including <.'.<=.nerzzﬂ!£.;,1 to file calculations with

supporting work papers propos a 1987 revenue requireqent
adjustment for TRAS6 and SB§72 effects in conformance with the
methodology adopted in the decision. DRA recommends that the
adoption of fedexral incomﬁ/éax (FIT) or Cglifcrhia corporation
franchise tax (CCFT) to be collected in 1988 rates be based upon
DRA’s recommendations made in this proceeding. According to DRA,
the impact of TRABGVdecﬂgion on General’s 1988 test year will be
resolved when General cémplies with TRA86 decision requirements.

We agree. General 1neluded in its application a tax deduction for
construction period 1nzerest. Treatrent of the construction period
interest will be resolved by General’s compliance with D.88«01-061 °
and therefore General's tax deduction for this item will be
excluded. ‘
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In D.88-01-061, we transferred review of the Erzv;lege
Year Adjustment to Pacific Gas and Electric Company Adas-lz-oso
Phase II, which is addressing the working cash 1mpact of when CCFT
is deductible for FIT purposes. DRA recommends that the issue of
Privilege Year Adjustment be deferred until the /Commission has
' issued its decision in A.85~12-050. We concur. DRA’s .FIT interest
deduction was derived by applying the weig%;/d average embedded
cost of debt as suppl;ed ‘by DRA’s .rate o:/return witness to DRA’s
estimated rate base. The unamortized deferred investment tax
credit (ITC) was not deducted from rate base for this calculation.
This method of “interest synchronizatién' is permitted by Treasury
Regqulation Section 1.46~6. It is gyﬁeral's position that the
propriety of using interest synch:onizatxon,zor ratemaking purposes
is currently the subject of an %pvestmgatzcn Instituted by this
Commission, I. 86-10~002, to wh.a7ch General is a party.
Consequently, General recommends that we: defer any action on the
use of interest synchronizatién pending a decision in I.86~10-002.
That investigation was closed by D.88-04-008 dated April 27, 1988.
CODSlStent with our action/in D.87-12-067 in Pacific’s latest rate
case, we will adopt DRA's/calculatxans of the FIT interest
deduction, thereby erfectlvely implementing the interest
synchronization adjustment for General. '

DRA used an/effective CCFT rate of 7.71% to compute
General’s CCFT liabiliity at current rates whereas General used the
statutory rate of QJQ%. According to DRA, the 7.71% effective rate
reflects General’s /allocated share of GTE Coxporation’s total
California CCFT 1iability based on review of the most recent
historical data available covering the years 1982 to 1985. In
General‘’s 1980, 982, and 1984 general rate cases, we adopted the
effective ccrrl;ate in calculating General’s CCFT liability but
used the statutory 9.6% rate as a floor. Consistent with our past
practices, we /will adopt the higher of the statutory rate or the:
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effective tax rate, which, in this case, is the statutory tax rate
of 9.3% in computing the CCFT.

Since General’s unitary CCFrT tax rate is established on a
three-factor formula which determines the relatlonsﬁlp of wages,
revenues, and average net tangible property ofya}l General’s systenm
. telephone operations in California to wages, revenues, and average
net tangible property of the total General system, an increase or
decrease in revenues would impact only one of the three factors
used to develop the incremental rate whi ; in turn, increases or -
decreases the average apportmonment factoé. Since only one of the

.~ three factors changes in computing the CCFT for reflecting an

increase or decrease in rates, we have/in the past used incremental
tax rates for any changes in rates ted by us. Consistent with
our past practices we used incremental tax rate developed for this
proceeding of 1.8635% to calculate/the net-to-gross multiplier.

The tabulation below sets forth taxes other than income
~ as computed by DRA and General,/together with our adopted results.
. The bases for the adopted results are set forth in the ensu;ng
T paragraphs.

General

Acc.

‘ (Thousands of Dollars)
Operating Taxes:

307.1 Ad Valorem $60,085 S 64,997 $ 4,912 8.2% S 64,334

307.4 Othexr Taxes S-Y % § 941 (9] 0.0

Subtotal sw(oze ' 65,938 4,912 8.0 65,275 .

Social Security

Taxes:
307.5 SUX 930 2,344 1,414
307.6 FUI 558 9238 380
307.7 FICA 32,002 44,286 12,284

Subtotal 33,490 47,568 14,078

Total 94,516 113,506 18,990 . 108,517

942



A.87-01-002, I1.87-02-025 ALJ/NRT/ck *

effective tax rate, which, in this case, is the statutory tax rate
of 9.3% in computing the CCFT.

Since General’s unitary CCFT tax rate is established on a
three-factor formula which determines the relationship of wages,
revenues, and average net tangible property of aIﬁ General’s systen
telephone operations in California to wages, revenues, and average
net tangible property of the total General system, an increase or
decrease in revenues would impact only one ot'the three factors
used to develop the incremental rate which, f&n turn, increases or
decreases the average apportionment tactorf, Since only one of the
three factors changes in computing. the CCFT for reflecting an ‘
increase or decrease in rates, we have 1nfthe past used incremental
tax rates for any changes in rates granéed by us. Consistent with
our past practices we used incremental ftax rate developed for this
proceeding of 1.8635% to calculate th( net-to-gross multipliex.
Appendix C of this decision reflects '?the development of our adopted ‘
CCFT and FIT.

The tabulation below sets ;forth taxes other than income
as computed by DRA and General, together with our adopted results.
The bases for the adopted "esults are set forth in the ensuing
paragraphs. /

General

Ne. Item  LRA

/
Ace. }
!

: Arnount  Rercent Adopted
(Thousands of Deollars) 1 o
Operating Taxes: ! fo ¥
307.1 Ad Valorem $60,085  j $ 64,997  § 4,912 8.2t § 64,373V
307.4 Other Taxes 942 941 ; ) 0.9 _ 941

Subtotal 61,026 | 65,938 4,912 8.0 65,3147

Social Security

Taxes:
307.5 SUX 930 ¢ 2,344
307.6 FUI 558/ '938

307.7 FICA _QZ*QEﬂ ..ﬁ&;Z&ﬁ _
Subtotal a3, 490 47,568 ,078 40 242f

94,516 113,506 8,990  20. 105, ssev’
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The State Unemployment Insurance (SUI) tax rate used by
General was 2% and by DRA was 1%. The 1% rate was most recently
‘provided by the State of Callfornxa and will be used for this
proceeding.

The U.S. Department of Health and Ruman Sexrvices (EHS)
released a base for Federal xnsurance Contribution Act (FICA) tax
of $45,000 for 1988. This base amount will be usé& for the
computation of the FICA tax for this proceeding o
‘ The most recently adopted Federal U employment Insurance
(FUI) tax rate is O. 8%. This rate will be used f£or the
computations in this proceedxng. General’:/énd DRA’s estimates of
ad valorem taxes reflect respectlve—plant alance estimates.
Consistent wmth our adopted plant balancel’we~will adopt .
$64,334,000 as reasonable for ad valor ‘

K. Depreciation’

DRA’s testimony on depreciation expenses and depreciation
reserve was presented by Senior Utilifies Engineer Ramesh Joshi.
General’s testimony on depreciation fates was presented by its

Manager of Capital Recovery and Valyation Carl R. Lanterman.
General’s Capital Recovery Researcli Manager Terence D. Robinson
testified on the .economic value degpreciation model used in part to
support the remaining lives presefited by Lanterman for digital |
central office equipment and fiber-ocptic outside plant facilities.

DRA witness Joshi recgmmends that the Commission:

1. Authorize deprec Ition rates used by the
. staff in developing accruals for test year
1988.

Approve reciproc¢al weighting method
proposed by Genpral.

Defer formally/recognizing life analysis
techniques such as economic value
depreciation ) and substitution
analysis to a/later date.
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intended recommendation but, in any event, we will consider
depreciation in this proceeding.

Excluding the estimated impact of lssue such as USOA and
SNI/RID which will be decided in other generxc/proceedlngs and
including the impact of inside wire on a bus;ness-as-usual basis,
DRA’s depreciation expense estimate is $497¢161 000 which is
$42,175,000 or 8.1% less than General’s esxzmate of $537,436,000.
DRA’s estimate of depreciation reserve i§/$2,012,217,000 which is
$38,808,000 or 1.9% less than General's/;stimate of $2,051,025,000.
Apply;ng the agreed depreciation rates to our subsequently
discussed capital plant balances in ccount 100.1 yields a
depreciation expense of $519, 494 gpo and a depreciation reserve of.
$2,013,126,000 which we will adopt as reasonable for this
proceeding. //
L. Ielephone Plank |
. DRA’s testimony on capital additions and telephkone plant
in sexvice was presented by/Program and Project Superv;sor Martin
J. O’Donnell and Assistant /Utilities Engineer Riaz Danish. Danish
did the analysis and est;mates of 1987 and 1988 capital additions
while O’Donnell did the calculatlons for plant balances and
telephone plant in serxrvice (TPIS). Discussion in Chapter 13 of
Exhibit 85 on TPIS was/limited to Account 100.1 and interest during
construction (IDC) on/Account 100.2 (telephone plant under
construction), sincﬁ/DRA takes no exception to General’s estinates
on Account 100.3 (property held for future use). Rebuttal to
Danish’s testimony/was presented by seven witnesses: (1) General’s
Network'OPerations Planning Manager David R. Bowman:; (2) General’s
Network Engineer g Manager Anthony G. Donato: (3) an Account
Executive of GrE Communications Systems Corporation Edward J.
Gronkiewicz: (46 General’s Budget Manager of Operations Frederick
K. Hesse:; (5) Generalfs Product Manager of Business Operations
Products and Services William R. Hickam; (6) Director of
Telecommunications Regqulatory Advisory Services of Coopers and
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intended recommendation but, in any event, we will consider
depreciation in this proceeding.

Excluding the estimated impact of issues such as USOA and
SNI/RID which will be decided in other generic proceedings and
including the impact of inside wire on a business-as-usual basis,
DRA’s depreciation expense estimate is $497 161,000 which is
$42,175,000 or 8.1% less than General’s est;mate of $537,436,000.
DRA’s estimate of depreciation reserve 1s/$2,012,217,000 which is
$38,808,000 or 1.9% less than General’s/estimate of $2,051,025,000.
Applying the agreed depreciation rates/to our subsequently
discussed capital plant balances in Ac¢count 100.1 yields a
depreciation expense of $521,177,000/and a depreciation reserve of
$2,013,282,000 (excluding Communications System Corporation
adjustments) which we will adopt as reasonable for this proceeding.
L. Telephone Rlant /

DRA’s testimony on capytal addxt;ons and telephone plant
in service was presented by Program and Project Supervisor Martin
J. O’Domnell and Assistant Utilities Engineer Riaz Danish. Danish
did the analysis and estimates fof 1987 and 1988 capital additions
while O’Donnell did the calculations for plant balances and
telephone plant in sexvice (TPIS). Discuséion’in'chapter 13 of ‘
Exhibit 85 on TPIS was limited to Account 100.1 and interest duxing
construction (IDC) on Account 100.2 (telephone plant under.
construction), since DRA takes no exception to-General’s'estimates‘
on Account 100.3 (property held for future use). Rebuttal to
Danish’s testimony was.pre ented by seven witnesses: (1) General’s
Network Operations Plannin .Manager'David-R- Bownman: (2) General’s
Network Engineering Managexr Anthony G. Donato; (3) an Account |
Executive of GTE Communications Systems Corporation Edward J.
Gronkiewicz: (4) General’ é Budget Manager of 0peratlons Frederick
K. Hesse: (5) General’s Eroduct Manager of Business Operations '
Products and Sexvices Wi{iliam R. Hickam; (6) Director of
Telecommunications Regulatoxy Advisory Services of Coopers and
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Lybrand Carl O. Thorsen; and (7) General’s Network 0pera;ions
Planning Manager Kevin A. Young.

The tabulation below sets forth DRA’s estimate ot gross
additions for the test year 1988, togethexr with General’s estimate
and our adopted results. The basis for the adopted results is set
forth in the ensuing paragraphs.

General
AccC.

LExceeds DRA '
Lo ‘ (Dollars’ in Thousands) .
€11 Land $ 2,527 $ 2,527 /S 0 0.0 $ 2,527
¢12 Buildings 29,491 29,491 .0 0.0, '29,491
€201 Electronic o . .
Toll 619 619 0 0.0 619"
€203 Electro- /

mochanical 2,048 6/729 4,681 228.6 5,200
€205 Carrier Equip. 46,273 84,385 38,112 82.4 . 84,385
C206 Radio 10,576 10,576 o 0.0 . 10,576
€207 Analog 8,445  A9,927 11,482 ' 136.0 ° 13,985
€209 'Digital 91,748 186,014 94,266 102.7 119,150
C4XX- Station

Apparatus . 16,727 16,727 0 0.0 . 16,727
C60 Outside Plant 139,846/ 322,908 183,062 130.9 305,190
CBXX General Plant —41.207 2,475 _29.6 _28.740Q

"/ ‘
Total 380,332 721,410 341,078 ' 89.7 626,590

{

General’s gross addition capital budget for 1988 for
Account C203~Electromechanical was $7,042,000, consisting of
$996,000 lines and tegminals, $1,290,000 trunking, $1,838,000 pair
gain CO terminals, and $2,918,000 unidentified. According to the
testlmony of DRA.witness Danish, the combined cost of lines and
terminals of $996, qpo and trunking of $1,290,000 is $2.286 million,
which for the 1,650 lines and trunks to be installed in test year
1988 computes tojbe a cost of $1,400 per line. According to this
witness, $1,400 per line is excessive. DRA‘s estimate for the SxS
additions (Account C203) was derived by multiplying the proposed
1,610-line additions by a cost of $160 per L/T to arrive at an
amount of $252C000 for SxS growth. To this, witness Danish added




A.87=01-002, I.87-02-025 ALJ/NRI/ek *

Lybrand Carl 0. Thorsen; and .(7) General’s Network Operations
Planning Manager Kevin A. Young.

The tabulation below sets forth DRA’s estimate of gross
additions for the test year 1988, together with General’s estinate
and our adopted results. The basis for the adopted results is set
forth in the ensuing paragraphs.

General
AcCC.

~—ExXceeds DRA __
No. Iken DRA Genexal anount Rexcent Adeopted
, (Dollars 1nyThousands)

Land $ 2,527 $ 2,527 S 0 0.0 $ 2,527

Buildings 29,491 29,491 o}
Electronic

Toll 619 619 0
Electro-

mechanical 2,048 6,729 4,682
Carrier Equip. 46,273 84,385 38,112
Radio 10,576 10,57 (o]
Analog 8,445 19, 9?7 11,482
Digital 91,748 186,0 94,266
Station ‘

29,491

*

134

ol
ow 9N
OO0 BMNRAORN® O O
L]
bo Yoodran o o

L ]

Apparatus 16,727 0 16,727

Qutside Plant 139,846 3‘22 / 908 183,062

[ =
(24

General Plant __32.032 ___ué.s_qz

d

;

~—28.740
/ -
380,332 721,410 341,078  89.7 634,938

General’s gross additfgn,capital budget for 1988 for
Account czos-zlectromechanicaljwas $7,042,000, consisting of
$996,000 lines and terminals,}$l,29o,oooltrunking, $1,838,000 pair
gain CO terminals, and $2,918;000 unidentified. According to the
testimony of DRA witness Dani@h the combined cost of lines and
terminals of $996,000 and tqpnking of $1,290,000 is $2.286 million,
which for the 1,610 lines and trunks to be installed in test year
1988 computes to be a cost or $1,400 per line. According to this
witness, $1,400 per line 1§ excessive. DRA’s estimate for the SxS
additions (Account €203) VPS derived by multiplying the proposed
1,610-line additions by aﬁcost of $160 per L/T to arrive at an
amount of $252,000 foxr SxS growth. To»thzs, witness Danish added

) i _

S

'
!

619

5,200
84,385
10,576
13,985

127,498 v

305,190
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these projects involved”. General subsequently provided 'g Exhibit
184 a document which identified all of the projects by)work orxder
number. We will add this amount to the above $1%5,410,/000 to yield
$20,178,000 for the gross additions capital budget. /Translating
this figure to gross additions to Account 100.1 for the test year
1988 yields a figure of $13,985,000, which we w:z.]ﬂ. adopt as '
reasenable for this proceeding.

| DRA’S estimate of gross additions t¢ 100.1 for Account
C209 digital COSE for test year 1988 is $91¢748 000 as contrasted
to General‘’s estimate of $186,014,000. Tabulated below are the
component items comprising General and DRA estlmates, together with
our adopted results. The bases for the/adopted results are set
forth in the ensuing paragraphs;

General DR3 .

Digital - New : S 82, 404 . $51,038
Digital - Growth 9,065

Modifications Line and

. Truck Testing _ ' 1,833
Capital Planning Adj. -

PPCTF

Enhanced Switching ' 13,606

COE Tools 936

Emexgency Generators 1,090

Special Projects
USS/MSS 6,481
Unidentified , : - -
Analog/Misidentified 1.026 1.018 —_—2.018

Subtotal 186,014 85,067 119,150
Times TPI. —_— £.681 '

Total ' 186,014 91,748

General’s estimate for new-digital equipment of
$82,404,000 is based/on its budget estimates. DRA’s witness
testified that, in any instances, the budget amount of the COSE
plant exceeded th bid amount in excess of 40%. On this basis, he
believes General?s figures are invalid. DRA‘s estimate is equal to
the product of the number of L/Ts and the average weighted cost per
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L/T for rounds 5-8 of $177.94.  On rebuttal General contended
that the use of such an average cost is znappropriate because of
the difference between round 5 of $255.14 and round 8 cost of
$218.87. This pos;tzon appears valid and we wlll adopt as
reasonable the unit cost of $218.87 for round £ increased by the
TPI of 1.045 for 1987 and 1.0785 tqr 1988 to,yield $246.68 per L/T.
Applying this to .the estimated number of new-L/Ts utilized by the
staff in its estimate yields a new construction figure of
$70,945,000, whlch we will adopt as reasonable. .DRA’s estimate of
$9, 065,000 for digital growth was beseé on the above=discussed
$177.94 per L/T per additional llneu/ We will utilize the above-
discussed $246.68 per L/T rather thnn the $177.94 used by DRA to.
arrive at our figqure of $12,567, 000 for growth which we will adopt
as reasonable.
| In rebuttal testimon ’ DRA.wntness Danish testlfled that
prior to his cross—examlnatlon it was his understandlng that the
vendor does the line and trunk testing when he perzorns the
construction of the sw;tcha/ However, during cross-examinatmon,
this proved to be 1ncorrect, $0 witness Danish included a line and
trunk testing of $1,833, ooo based on the application of the loaded
laboxr cost to the product of 10 minutes per test time for each line
and trunk and the number of trunks installed in the test years.
The lO0=-minute figure was furnished to him by a representative of
Continental Telephone Conpany. This amount appears reasonable and
will be adopted fog.tnis-proceeding.

This witness further testified that he applied the ratio
of General’s budgeted gross additions to Account 100.1 to derive
revised figqures for COE tools, enhanced switching, emergency
generators, US%/MSS analog/MISS, and the outside plant. We will ‘
adopt as reasonable for this proceedlng the revised figures for COE
tools, emergency generators, USS/MSS, and analog/MISS. DRA
disallowed $1.888 million for an item budgeted in this account as
mmodifications”. Rebuttal testimony presented by General indicated
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that every manufacturer of COSE releases an updated genexic
designed version for its previously purchased system, /but does not
project the cost for these design releases. Consequently General
must estimate these costs and include them for budéeting purposes.
DRA argues there is no evidence in the record tbat General will, in
- effect, purchase “modifications” from COSE mannracturers in the
test year nor is there any evidence to estabXish the reasonableness
of the amount budgeted for this amount. We agree and will disallow
this item. | -
DRA also recommended disallowance of a $20 million -
capital planning adjustment on the basis General did not provide
support material to justify this amount. On rebuttal General
asserted that it had explained to wi%ness Danish that the dollars
budgeted under capital plannan adjﬁstment were specifically
designed to meet unexpected requ%rements. General argues that on
cross—examination Danish agreed /it was appropriate for the company
;o'have funds available to'megf/:nexpected capital requirements.
However, the only funds he rg;ommended for unexpected projects
would have to come from other identifjied programs in the budget’
which are unexpectedly canceled or which do not increase at the
rate of growth the company/forecasts when the budget was developed.
General’s rebuttal witness Bowman further testified that General
has since completed a study recommending the conversions of its
TSPS equipment to newer/Operator Services System (0SS) equipment in
1989. According to his testimony, this replacement increases the
capital budget requirement in 1988 by approximately $15 million, an
anount currently not/budgeted. We note that although it may be
appropriate to include dollars in the 1988 construction budget for
expenditures made 1988 for this new equipment, the equipment
will not be 1nsta led until 1989. Under these circumstances it
will be znappropriate to allow the amount as gross additions for
the test year 1988. The $20 million capital planning adjustment
will be disallowed consistent with our past practices.
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Another item disallowed by DRA was entitled 'PPCF”
According to the rebuttal testimony, this category is an/and;cator
of the prepayment funds required for digital switch procurement.
Further, according to the testimony of this witness,/this capital
budget amount must be included in the total budget /estimate to
allow General the funds to promptly pay for switches in its
modernization program. DRA argues that its estimates only
addressed digital COSE L/T additions for the/;ést year and it is
not important as to when paymenps are made‘§o~the~manu£acturer.
DRA further argues the key variable is 'in what year the plant will
go into service and payments made in 1988/ for 1989 plant additicns
are probably excludable. We agree and wéll disallow the $2.530
million PPCF item. L o :

The differences between General and DRA for enhanced
switching reflect the recommended dﬁéallowance by DRA of $10.152
million for common channeling smgnalzng and $5.039 nillion for
Centrex. General’s rebuttal tessi;ony persuaded DRA that the
$10.152 million for common channelihg signaling was properly
includable, but since the servxée is to be phased in in 1988 and
1989 with all the expenditures/occurring in 1987 and 1988, DRA
recommends that we allow 75% /: the proposed expenditures in 1988
or $7.65 million. This proposal appears reasonable and we will
adopt it. .

DRA’s recommend?d disallowance of $5.039%9 million for
Centrex was based on its understanding that the NTE in competitive
bid rounds six to eight /included a provision for Centrex service.
Further, DRA did not k§0w~when Centrex features would be available.
Rebuttal testimony by/General clarified that the fee which appears
as part of the NTE price is only for the software capability to
provide Centrex within the switch and does not cover the cost of
the Centrex equipme E. DRA argues, however, that the record in
this proceeding is/replete with facts indicating that Centrex
service offerings from digital COSEs were delayed and that at the
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tinme the DRA witness was conducting his investigation therxe were no
Centrex services being provided from a digital switcn/in General’s
service territory. <onsequently, according to DRA, it was proper
to disallow the cost. DRA further arques that thé assuned
availability date of the GID5 switch was changgé from Maxch 1987 to,
June 1988, thereby pushing back the EBSS deliéery capability by
1.25 years for 40% of the central offices. /Because of the |
‘uncertainties of the extent of Centrex availability in Genexal’s
‘service territory, DRA urges us to disallow the Centrex cost. We
will disallow the above discussed 40% jt the Centrex budget item
because of the uncertainties occasioped by the ‘delay in delivery of
the switching equipment. o

' We will gdopt as reason?ble for this procee&ing fo
enhanced switching the amount of£/$24.276 million in keeping with
the above discussion. The total amount for Account €209 computed
in accordance with the above efécussion is $119,150,000, which we
will adopt as reasonable for this proceeding.

General’s outsid:/plant (OSP) construction budget for

1988 is $334.730 million-as¥ compared to DRA’S estimate of $137.353
million. This budget in?deed some dollars for items outside the

test year. When viewed‘ptrictly in terms of test year 1988, these
amounts translate to gross additions to Account 100.1 (for Account
C60) of $139,846,000 %pr DRA.and'$322,908,000 for General.

Testimony presented on behalf of DRA by witness Danish
indicated that: '

1. Although General’s customer concentration
in its service axea is 277 access lines per
square mile as compared to Pacific’/s 231
access lines per square mile, General is
spending more than twice as much as Pacific
for every new inward movement line. .

General’s outside plant expenditure”
indicates that it spends $257 per line of
inward movement as compared to Pacific’s
$120 per line of inward movenent.
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In 1986, General had over 1,800 people 4An
outside plant construction while Pacific
had 3,973. In view of the fact that/
Pacific had about four times as many
customers as General, it appears that
General had an excess of over 900/people in
outside plant comstruction force/ (3,973
divided by 4 minus 1,800) in 1986.

Inasmuch as the central office
modernization program is virtually over, it
appears that General had shifted resources
from central office construction to outside
plant construction. Outside plant is
budgeted for $334 million in 1988 as
compared with an expenditure of $260
million in 1986 with over 80% of the budget
attributed to growth.

General tried to justify the outside plant
construction expenditure by presenting the
#CAF Plan” (customer access facilities
plan). Upon studying the CAF Plan, DRA

" determined that the maintenance savings due

to the CAF Plan are minimal.

. /
" Using TPIS and Pacific’s estimate for

outside plant, /DRA determined that Pacific
will spend (labor and material on contract)
$128 per inward line mavement.

Using $128 pér inward line movement, DRA
projects for “normal growth” $112.793
million for / test yeaxr 1988.

DRA. has determined that the dollars
presented by General in the CAF Plan for
service and San Fernando grooming and
analog subscriber-carrier removing should
be accepted and therefore adopted. Adding
construction cost of $15.44 million for
grooming” and $9.17 mnillion for analog
subscriber removal to the product of $128
and the number of inward line movement

/

3 Grooming is the removal of loose wires and circuit elements
which for one reason or another are n¢ longer functiconal.

/

/
/

- 158 -
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_— | | g
. results in a total estimate for outside
' plant of $137.353 millien.

'Rebuttal'testimony presented on behalf of General by
Ms. Young indicated that:

1. The CAF Plan is a companywide “tops-down”
description of changing technological and
service environment in the CAF petwork that
(a) cquantifies the effects of introducing

. digital pair gain devices and /fibre optics
into the local loop, (b) identifies the
expected change in the sophistication of

.'service that General customers will
require, and (¢) identifies the need to
constantly improve the cquality of sexvice
provided to General customers. ,

'The vast majority of Gééeral's C60
investment is required to meet new customer
service requirements /[An General’s service
territory.

Thé total circuit qain is a much more
meaningful driver ©f OSP investment than
inward Eovement 1‘nes.

The major factors that contribute to
General’s OSP capital requirements which
are budgeted to Account C60 are (a) the
total circuit gain, (b) the level of plant
utilization in the CAF netwerk, (¢) the
level of pair gain deployment, (d) the type
of OSP construction (aerial, buried,
underground, conduit etc.), and (e) the
condition and age of the existing plant.

Inwardvmovément activity only creates
additional OSSP cost if the activity occurs
at a new/location or address not already
served.

A lower/level of utilization means there is
more existing capacity available to meet
custoner demands for service and only after
the extess idle capacity is used would
tgere be a requirement to add additional
plant. '
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A telephone company with high utilization
levels may need to- invest in additional
plant over and above 'that recuired for the -
new circuit gain in order to lower its
utilization levels and to increase its /

plant margins. ///

. In terms of average investment per pair
mile, underground construction in conduit
is the least costly for large cables
provided vacant conduits exist; direct
-burial construction is the most expensive
since you need to dig a trench for each
cable placed:; and aerial constxuction falls
'somewhere between underground/construction
in conduit and direct buri:?;

‘The APF utilization percentages for the
feeder portion of the CAF /network is 67.6%
for Pacific and 77.5% fox/ General.

Based on a 19 central office sample taken
in 1987, General determined its average
distribution plant utilization level is 40%
as compared to Pacifie¢’s distribution plant
. utilization factor 3# 28%.
The $334 million additions to outside plant
are required to meet the service needs of
General with the najority of the investment
necessary to meet/ the increase and demand
for new service./ Such an investment would
not result in unneeded plant investment
which will incyease rate base.

We are persuaded that the level of plant utilization in
the CAF network, the level /of the pair gain deployment, the type of
outside plant constructior/, and the age and condition of existing
facilities are suf:icien?&y different between General and Pacific
to preclude the use of Pacific’s unit costs in estimating the
allowance for General’s/ OSP construction. We are also persuaded
that the key driver of/the construction budget is the number of new
circuits that must be/physically installed to meet that growth. We
note with concern, hpwever, that the unit cost per circuit gain
used in General’s coOmputations for the 1988 test year exceeds that
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for the 1987 estimated year by far more than the increase related
to the TPI. We can discern no reason for such a substantial
increase and, for computing the growth figure, we will use’ the 1987
unit cost increased by the TPI for that year. Computing’ the growth
in outside plant on this basis results in $274.27 m;lllon for
growth which we will accept as reasonable for thls proceedxng. In
,,'add;tlon, we will adopt DRA’s other estimates zor/the outside plant
account consisting of San Fernando grooming $14.89 million, analog
subscriber removal $8.84 million, and pair gain/$7.19 million, for
a total of $305.19 million for 1988 test year/plant additions to
. Account C-60 of Account 100.1.
' General’s 1988 constructlon budge for general equipment
Account CAXX is $48.051 million. Xt is DRA’s understanding that
$41.507 million of this amount will be expended for plant that will
go into service in 1988. DRA has adoptéd the $41.507 million .
budget item and has reduced it to ref ect DRA’s estimated employee
level for 1988 by applying the ratio/of its employee estimates :or
1988 to General’s estimated employeé 1988 level. On redbuttal
General’s witness Hesse indxcateQ/éhat such a reduction would be
inappropriate because almost ha%: of the 1987 additions and
approximately one~third of the 1988 additions are for new hardware
and software enhancenents necessary to achieve productivity gains
in the maintenance accounts and, therefore, are not directly
associated with a given empréyee level. We will accept General’s
cne~third of the account, or $13,836,000, as being not dependent
upen the numbex of employégs, and reduce the balance of $27,671,000
to reflect our adopted-l?% force reduction to yield an adopted
figure of $38,740,000. /The total capital additions to Account
100.1 for test year 1988 computed as discussed above is
$626,590 boo, which we/will adopt as reasonable for this
proceeding.
Both DRA and General agree that property held for future
use is equal to-$77/ooo and the Communications System Corpeoration

- 161 -
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circuits that must be physically installed to meet that growth. We
note with concern, however, that the unit cost per circuit gain
used in General’s computations for the 1988 test year exceeds that
for the 1987 estimated ycar by far more than the increase related
to the TPI. We can discern no reason for such a substaﬁtial
increase and, for computing the growth figure, we wiailuse the 1987
unit cost increased by the TPI for that year. Compyting the growth
in outside plant on this basis results in $274.27 million for
growth which we will accept as reasonable for this proceeding. In
addition, we will adopt DRA’s other estimates f£¢r the outside plant:
account consisting of San Fernmando grooming $14.8% million, analog
subscriber removal $8.84 million, and pair gain $7.19 million, for
a total of $305.19 million for 1988 test year plant additions to
Account C=-60 of Account 100.1l.

General’s 1988 construction budget for general equipment
Account CBXX is $48.051 million. It is DPRA’s understanding that
$41.507 million of this amount will be Axpended for plant that will
go into sexrvice in 1988. DRA has adopted the $41.507 million
budget item and has reduced it to reflect DRA’s estimated employee
level for 1988 by applying the ratio/of its employee estimates for
1988 to General’s estimated emploveg 1982 level. On rebuttal
General’s witness Hesse indicated fhat such a reduction would be
inappropriate because almost half/of the 1987 additions and
approximately one-third of the 1988 additions are for new hardware
and software enhancements necessary to achieve productivity gains
in the maintenance accounts and, therefore, are not directly'
associated with a given employ e level. We will accept General’s
one-third of the account, or 913,836,000, as being not dependent

' and reduce the balance of $27,671,000

to reflect our adopted 10% force reduction to yield an adopted
figure of $38,740,000. The /total capital additions to Account
100.1 for test year 1988 cemputed as discussed above is
$634,938,000, which we wil) adopt as reasonable for this
proceeding. '
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adjustment is a negative $15,122,000. Adding these figures to the
above $626,590,000 yields a total figure for telephone plant added
for test year 1988 of $611,547,000. .
M. Rakte Base x Va
Rate base consists of the sum of wezghte%/average plant
in service, property held for future use, workang sh allowance,
materials and supplles less the sum of depreczat;on resexve, and
deferred taxes, and adjustments for interstate /construction ‘work in
progress, comm;ss;on coxrp. TPIS, and comm;sszon coxrp. depreciation
reserve. The tollowing tabulation sets forth the rate base for
tast yoear 1988 as estimated by DRA and General, together with our
adopted results: ‘

/

t

General

o ' —ixsceeds DRA__
Jren DRA Senexal Amount - Rergcent 2Adopted
' / (Theousands of Dellars)
! ' .

Wtd., Avg. Plant in ' / ) '

Service - $6,271,872 $6,81%,173 $539,301  8.6% $6,61,888
Interstate Tel. ,

Plt. Under Const. - 48,312 . 48,112 0.0 -
Property Held For / | N
.  Future Use 79 79 0 0.0 : 79
Materials & Supplxes 16,874// 25,021 8,147 48.3 21,688
Working Cash Allow. 15,785 . 4,726 (11,059) (70.1) 18,293
Less: Depr. Resv, 2,024,056 2,051,025 26,969 1.3 2, 013 126ﬁ

Deferred
Taxes 656, 125 694,503 38,378 5.8 672, 958

USOA TDIS / (21.331)  (21,331) 0.0 o
v}

USOA Depr. Reserve
USOA Acc. Deferred ,

(926) (926) 0.0 o .

Tax / o (637) - (637) 0.0 0

Adjustments:
Comm. Bid (7,900) 0 (7,900)
Comnm. Corp. TPIS
Comnm. Corp. Depr.
Resexve JoAl.B32  Al.206 o __(A33) (.) 11796
Totai Adjustments / (56,750) (3,416) 53,334 21,316
Tota 3

(Red Figqure)

(68,589) (15,122) 53,467 (78.0) (15,122) -
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Both DRA and General agree that property held for future
use is equal to $795,000 and the Communications System Corporatien
adjustment is a negative $15,122,000. Aadding these figqures to the
above $634,938,000 yields a total figure for telephone plant added
for test year 1988 of $619,895,000.

M. Rate Base

Rate base consists of the sum of weighted/average plant
in service, property held for futurxe use, working Lash allowance,
materials and supplies less the sum of depreciatifon resexve, and
deferred taxes, and adjustments for interstate Lonstruction work in
progress, commission corp. TPIS, and commissioh coxrp. depreciation
resexrve. The following tabulation sets forth the rate basc for

test year 1988 as ostimated by DRA and Goncgal, togethexr with our
adopted results:

General

ikenm DRA ampount  Rexcent
. (Thousands of Deollars)

Wtd. Avg. Plant in -
Sexvice $6,320,960 - $523,008 8.3% $6,616,063 -
Interstate Tel. ‘ :
Plt. Undexr Const. - : 48,112 0.0 -
Property Held For
Future Use 79 - 0.0 79
Materials & Supplies 16,874 : 8,147 48.3 21,977 Vv -
Working Cash Allow. 15,785 ‘ (11,059) (70.1) 18,428
Less: Depr. Resv. 2,024,056 ,051,951 27,895 1.4 2,013,282
Deferred : ‘ B ;
Taxes 656,125 695,140 39,015 5.9 673,362 |

Total Rate Base 3,673,518 4;174,815 501,297 13.6. 3,969;903

Adjustments:

L&B Transfer (1,756) - 1,756 (100.0) - -1

Competitive Bid (50,000 - 50,000 (100.0) (7,900) 1 -

Cash Compensation (8,100 - 8,100 (100.0) SR O

Comm. Syst. TPIS (15,122 (15,122) L - 0.0 (15,222) |

Thousand Oaks (42,700) - 42,000 (100.0) -1

Comn. Syst. Depr. o
Resv. 11,837 11,706 (131)  (1.1) 11,706

Total Adjustment (105,840) (3,416) 102,424 (96.8) (11,316) |
Net Adjusted Rate o

Base $3,567,678 $4,171,399 $603,721 16.9 $3,958,587

(Red Figure)
- 162 ~
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Both DRA and General agree that property heré/for future
use is equal to $79,000 and the Communications System Corporation
adjustment is a negative $15,122,000. Adding these figures to the
above $671,925,000 yields a total figure for telgphone plant added
for test year 1988 of $656,882.

M. Rate PBase

Rate base consists of the sum of weighted average plant
in service, property held 'for future uscéld;rking cash allowance,
materials and supplies less the sunm orts preciation reserve, and
deferred taxes, and adjustments for interstate construction work in
progress, commission corp. TPIS, and ommission.corp. depreciation
reserve. The following .tabulation sets forth the rate base for
test year 1988 as estimated by DRA/and General, together with our
adopted results:

General
Iten DRA general Amount  Rexcent
(Thousands of Dollars)
wtd. Avg. Plant in ' "
Interstate Tel. f :
Plt. Under Const. 48,112 48,112 Q.0 -
Property Held For
Fature Use 79 79 - 0.0 79
Materials & Supplies f 16,874 25,021 8,147 48.3 23,258 -
Working Cash Allow. 15,785 4,726 (11,059) (70.1) 18,738,
less: Depr. Resv. +024,056 2,051,951 27,895 1.4 2,015,626 .
Deferred 1
Taxes 656,125 695,140 39,015 5.9 679,418

Total Rate Base 3,673,518 4,174,815 501,297 12.6 4,022,379

Adjustments:
L&B Transfer (1,756) ~ 1,756 (100.0Q) -
Competitive Bid (50,000) - - = 50,000 (100.0) (7,900)

Cash Compensation (8,100) - 8,100 (100.0)
Comm. Syst./TPIS (15,122) (15,122) . - 0.0 (15,122)
Thousand Oaks (42,700) - 42,000 (100.0) -
Comm. Syst. Depr.

Resv. 11,837 11,706 (131) (1.1) 11,706

Total Adjustment (105,840) (3,416) 102,424 (96.8) (11,316)
Net Adjusted Rate , .
Base $3,567,678 $4,171,3%99 $603,722 16.9 $4,011,063 .
(Red Figure)
- 162 ~
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DRA’s estimate for materials and supplies is $1§;874,000
as compared to General’s estimate of $25,021,000, a difference of
$8,147,000 or 48.3%. The major reason for the dispar?t& is
different estimated plant investment. Consistent with our adopted
weighted average plant balance we will adopt as redé;nable a
material and supplies figure of $21,688,000.

Working cash allowance (WCA) is designed to compensate
investors for funds provided by them which are permanently
committed to the business for the purpose of/ paying operating
expenses in advance of the receipt of orfiptting revenues from the
company’s customers and in order to maintain minimum bank balances.

The following tabulation sets/forth the component parts

of the WCA as estimated by DRA and General, together with our
adopted ‘results: :
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DRA’s estimate for materials and supplies is $16,874,000
as compared to General’s estimate of $25,021,000, a difference of
$8,147,000 or 48.3%. The major reason for the disparity is
different estimated plant investment. Consistent with our adopted
weighted average plant balance we will adopt as reasconable a
material and supplies figure of $21,977,000. ; \//

Working cash allowance (WCA) is desigpned to compensate
investors for funds provided by them which are/permanently
comnitted to the business £or the purpose of paying operating
expenses in advance of the receipt of otfseﬁéing revenues from the
company’s customers and in oxder to maintain minimum bank balances.

The following tabulation sets forth the component parts
of the WCA as estimated by DRA and Genexal, together with our
adopted results:
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working Cash Allowance

o
General.”
' 3 z
LLem DR3 Genexal Amount
(Thousands of llars)
Gross Working Cash

Requirement: ,
Misc. Spec.

Deposits $ 1,887 . $ 1,887
Misc. Receivables 57,702 57,702
Working Funds 325 325
Other Deferred 32,512 o 32,512
Prepaynments 16,303 . 16,303
Pay Exp. Before. '

Revenues. - —
Total Gross Reg. 108,729 , ‘ 108,729

Deduction of Funds
Not Supplied By
Investors:
Avg. Ant. Coll.

Before Exp-. (23,652) (24,170)

. Excise Taxes 652 692 : 692
. City Users Tax 451 . 451 451

Employee Withhold. 11,665 11,864 : 11,665
Other Def. Credits 73,923 75,147 73,923
Rev. Settlements (16,666) (16,666) (16,666)
Cr. from Suppliers / s

for Cap. Mat’l. 30,379 30,379 ' 30,379
lag Pay Cap. Items _14.,162 : 2462

Total Deductions 904954 121,402 30,448 20,436
Working Cash Allow. 5,785 4,726 (11,059)  (70.1) 18,293
(Red Figure)
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_ I' woxking Gash_allowance

Ceneral
o

Xtem RRA anount  Pexgent
(Thousands of Dollars)

Gross Working Cash
Requirement:
Misc. Spec. '

Deposits $ 1,887 $ 1,918 .6 S 1,887
Misc. Receivables 57,70 58,658 -8 57,702
Working Funds 3285 329 -2 325
Other Deferred 32,512 33,596 -3 32,512
Prepayments 16,303 16,572 .7 16,303
Pay Exp. Before

Revenues — —15,055 0.0 ___ 9
Total Gross Reg. 108,729 126,128 108,729

Deduction of Funds
Not Supplied By
Investors: o
Avg. Amt. Coll. _ fo
Before EXp. (23,652) . (24,305) V.
Excise Taxes 692 692 :
City Users Tax 451 451
Employee Withhold. 11,665 : 11,665
. Other Def. Credits 73,923 73,923 -
Rev. Settlenments (16,666) - (16,666)
Cr. from Suppliers
for Cap. Mat’/l. 30,379 - 30,379
Lag Pay Cap. Items _14,162 ' : —4.lez

Total Deductions 90,954 30,448 33.5 90,301 |
Working Cash Allow. 15,785 (11,059)  (70.1) 18,428 | .
(Red [Figure)
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‘ll’ Working Cash Allowange

General
L=

Iton )22, enoxal o
(Thousands of Pollarzs)

Gross Working Cash
Requirement:
Misc. Spec.

Deposits $ 1,887 $ 1,887
Misc. Receivables 57,702 57,702
Working Funds. 325 325
Other Deferred 32,512 32,512
Prepayments 16,303 16,303
Pay Exp. Before : o

Revenues - : o)
Total Gross Reg. 108,729 : 108,729

Deduction of Funds
Not Supplied By
Investors:
Avg. Amt. Coll. . L
Before EXp. (23,652) - (24,665) v
Excise Taxes 692 692 692
City Users Tax 451 _ 451 451
Employee Withhold. 11,665 11,864 ' 11,665 .
Other Def. Credits 73,923 75,147 . 73,923
Rev. Settlements (16,666) (16,666) o} (16,666)
Cr. from Suppliers : !
. for Cap. Mat’l. +37 30,379 o ] 30,379
Lag Pay Cap. Items ' 19,535 —_—adl3 2482

Total Deductions 121,402 30,448 33.5 89,941
Working Cash Allow. 4,726 (11,059) - (70.1) 18,788 .
(Red Figure)
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N. sSummaxy of Farnings
The following tabulation summarizes our adopted results
of operation for test year 1988 for the company as a whole and its
intrastate operations which is also reflected in Appendix D of this
decision:
General Telephone Company of California
ummaxy of Earninag/.

3
1988 Test Year
($000)

Iien —DRA_____

A2

Local Service 779,228 $ 780,686
Toll Sexrvice 781,079 825,325 817,213
Intrastate Access 215,908 201,963 206,526
Interstate Access 480,425 480,425 -
Miscellaneous 322,670 262,770 : 258,162
Suxrcharge 73,287 184,675 74,730}
Gain on Sale on Prop. (o} 3,639

1987 Attrition (52,978) -
Less: Uncollectibles 24,368 — 20,438 ¢
Total Operating Rev. 4, 2,713,036 2,624,408 2,120,518 |

Adopted

Maintenance 491,676 431,330 336,774-| -
Traffic 74,563 64,683 57,733 | -
Commercial 275,725 257,207 212,825 |
Gen. Off. Sal. & Exp. ‘ 197,636 188,782 159,448
Other Oper. EXp-. : —t32. 7 190,075 __ 152,413 |
Subtotal 491 1,275,311 1,132,077 922,193 |

Depreciation 161 539,288 519,807 = 424,084
Taxes Other than R

on Income . 113,506 105,556 83,679 |

State Income Tax 59,464 68,662 57,495 | . -
Federal Income Tax 184,207 184,735 149,655 |

Total Operating Exp. 1,932,029 2,171,776 2,010,837 1,637,106
Net Operating Income 712,464 541,260 613,571 483,412
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@.

Lten

A4
Local Service

Toll Serxrvice .
Intrastate Access
Interstate Access
Miscellaneous
Surcharge

Gain on Sale on Prop.
1987 Attrition

Less: Uncollectibles

. Total Operating Rev.

Maintenance

Traffic

Commercial !
Gen. Off. Sal. & Exp

Other Oper. Exp,/
Subtetal

Depreciation /
Taxes Other than
on Income /
State Income/Tax
Federal Income Tax

Total 0perati;q Exp.

/
Net Operating Income

1988 Test Year

779,228
781,079
215,908
480 425
322,670
,73 287
10,490

'"2,644,493

412,062

60,633
240,198
179,385

1,025,491

497,161

94,56
71,528

1,932,029

712,464

e

835,224
825,325
201,963
480,425
262,770
184,675
o.
(52,978)

2,712,036

. 491,676

74,563
275,725
197,636

T

1,275,311

539,288
113,506

—234.207

2,271,776

541,260

The following tabulation summarizes ouradopted results
of operation for test year 1988 for the company/as a whole and its
intrastate operations: !

Y
General Telephone Company of/California
p 3 .

$ 776,247

819,735
206,526
480,425
281,381
74,730
4,485

2,621,899

431,230

64,683
257,207
188,782

—2195,633 .
1,137,535

519,494

105,517
68,323

182,719
2,015,066

608,320

$ 776,247

819,735

! 206"526

257,562
74,730
3,639

—iD 420
2,118,009

336,696
57,733

212,825

159,448

926,663
423,804

83,649
57,162

_147.932
1,639,210

478,799
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N. Summaxy of Farnings
The following tabulation summarizes our adopted results
of operation for test yéar 1988 for the company ag a whole and its
intrastate operations which is also reflected iy Appendix D of this
decision:
General Telephone Company of/California

Adonted

item

Local Service $ 835,224 $ 78,134 S 781,234
Toll Service 825,325 822,392 822,392
Intrastate Access 201,963 206,526 206,526
Interstate Access 480,425 480,425 -
Miscellaneous 262,770 281,981 258,162
Surcharge ' 184,675 74,730 74,730
Gain on Sale on Prop. 0 4,485 3,639
* 1987 Attrition (52,978) - ! -

Less: Uncollectibles | —24.368 21,638 K __20.438
Total Operating Rev. ‘ : 2,713,036 2,630,035 2,126,145

Maintenance 412,062 49),,676 431,330 336,774
Traffic 60,633 74,563 64,682 57,723
Commercial 240,198 275,725 257,207 212,825
Gen. Off. Sal. & Exp. 179,385 197,636 188,847 159,500 ~
Subtotal 1,025,491 1,275,311 1,133,523 923,352 .

Depreciation 497,162 539,288 524,494 428,000 ‘

Taxes Othexy than _
on Income 94,516 113,506 106,135 84,238

State Income Tax 71,528 59,464 68,473 57,422

Federal Income T 243,333 __184.207 _ 382,112 __147.581 |
Total Opexating 1,932,029 2,171,776 2,014,737 1,640,451
Net Operating Infome 712,464 541,260 615,298 485,694 ..
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General Telephone cOmpany of California (Cont'd )
sumnary of Farnings

Ltem

Adjustments of Income
+ CCFT
Communications Systen
GTE Directories
Total Adjust. to
Income

Net Adjusted Incoma

Rate Base .
100.1 Tel. Plant in

Sexrvice o

100.2 Tel. Plant Under
Const.

100.3 Prop. Held Forx
Future Use

Materials & Supplies

Working Cash '

Less: Depr. Reserve

Less: Def. Taxes

Total) Rate Base

Adjustment to Rate Base
Communications Syst

Net Adjusted Rate Bas
Rate of Return

1988 Test Year

$000) |
—Total Company
—DRA___  _General / Companvy.  Inkrastate

712,464

6,203,282
0
79

6,874
15,785
2,/012,217

3,567,678

3,567,678
19.97%

6,843,968
48,112
79
25,021

4,726
2,051,951

4,174,815

(3,416)
4,171,399
13.03%

(Red Figure)

/

-

/

Total

608,320

6,588,866
0

79

21,6388
18,293
2,001,420

3,954,548

3,954,548

15.28%

478,799

5,215,201

16,372
14,902
1,588,200

3,126,317

3,126,317
15.32%
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General Telephone Company of California (Cont‘d.)
—_—_——sunnaxy of Earnindgs

1988 Test Year
(5000)
—_Total Company . /_pdopted

Total
Intrxastate

Ltenm

Adjustments of Income
CCFT
Communications System
GTE Directories
Total Adjust. to
Income

Net Adjusted Income

Rate Base

100.1 Tel. Plant in
Sexvice

100.2 Tel. Plant Under
Const.

100.3 Prop. Held For
Future Use

Materials & Supplies

Working Cash

Less: Depr. Reserve

Less: Def. Taxes

Total Rate Base

Adjustment to Rate Base
Comnunications System

Net Adjusted Rate Base
Rate of Return '

712,464

6,203,282
0

79

16,874

15,785
2,012,217

3,567,678

3,567,678

79
25,022
4,726
2,051,951

4,174,815

(3,416)
4,171,399
13.03%

(Red Figure)

613,571

6,593,042
0
21,977

18,428
2,001,576

3,958,587

3,958,587
15.50%

5,218,789
0

62
16,590

15,011
1,588,427

3,129,6&5

3,129,685
15.45% |
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. General Telephone Company of California (Cont’d.)
Sumpary of Earpinas
1988 Test Year
($000)

Item

Adjustments of Income
CCFT
Communications System
GTE Directories
Total Adjust. to
Income

Net Adjusted Income 712,464 615,298 485,694

Rate Base
100.1 Tel. Plant in . ‘ o
Service 6,203,282 6,652,276 5,266,757 -
100.2 Tel. Plant Under o
Const. 0 48,112 0 0
100.3 Prop. Held For
Future Use 79 79 79 62
Materials & Supplies +874 4 25,021 23,258 17,557
Working Cash . 4,726 18,788 15,305 .
Less: Depr. Resarve 2,012,221 2,051,951 2,003,920 1,590,73% .
less: Def. Taxes ' —69%.140 ___679,418 537,127

Total Rate Base ,567, 4,174,815 4,011,063 3,171,815 .

Adjustment to Rate Base :
Communications System (3,416) - -

Net Adjusted Rate Base - 3/567,678 4,171,399 4,011,063 3,171,815

Rate of Return 19.97% 13.03% 15.34% 15.31%

(Red Figure)




A.87-01-002, I.87-02-025 ALJ/NRJ/ek

l 0

follows:

The net-to-gross multiplier (NTG) is 1.56267 computed as

Intrasﬁate

iten
1.00000

Uncollectible rate ' ,/6.01200 '
Difference - . / 0.98800
/

CCFT at incremental rate 0. 018635 / 0.01841
Dizzeronco - 0.96959% .

FIT at 34% . 0.32966
Difference : o - 0.63993

1.0000 = 0.63993 = . . 1.56267
mmsm_xmmg.mmum (000 Dollars)

Rate Base . - ‘ y, . $3,126,317

Rate of Returm (D.87-12-OZQ) 0.1090
Net Revenue : . 340,769

Net Revenue at pres. rates _ 478,799
Difference ' (138,030)
Revenue requirement (Diff. NTG) (215,697)
Interstate USF (High Cost) (784)
D.87-12-070 Rev. Req. Add Back (112,190)
Total Revenué’Requirement $(328,671)
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=
The net-to-gross multiplier (NTG) is 1.56267 computed as
follows: ‘

Iintrastate
Lkem
1.00000

Uncollectible rate 0.01200
Difference 0.98800

CCFT at incremental rate 0.018635 . 0.01841
Difference : 0.96959

FIT at 34% 0.32966
Difference 0.63993

1.0000 % 0.63993 m= 1.56267
Intrastate Revenue Requirement (000 Dollars)

Rate Base $3,129,685
Rate of Return (D.87-12-070) 0.1090
Net Revenue 341,136
Net Revenue at pres. rates 483,412

- Difference (142,276)
Revenue requirement (Diff. NTG) (222,332)
Intexrstate USF (High Cost) (784)
D.87=12-070 Rev. Reqg. Add Back 132.190)

Total Revenue Requirement ' $(335,306)
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0. Net-to—Gross Multiplier
The net-to-gross multiplier (NTG) is 1.56267 ¢dmputed as
follows:

In;xastate

ikem
00000

Uncollectible rate 0.01200
Difference 0.98800

CCFT at incremental rate 0.018635 0.01841
Difference 0.96959

FIT at 34% . , ' 0.32966
Difference ' : 0.63993

1.0000 + 0.63993 ‘ 2-56267

$3,171,815

0.1090

Net Revenue ’ 345,728
Net Revenue at pres. 485,694
Difference (139,966)
Revenue requirement/ (Diff. X NTG) (218,722)
Interstate USF (Hjgh Cost) (784)
D.87-12-070 Rev./Req. Add Back £112.299)
Total Revenfie Requirement $(331,696)
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VII. Attxition

As discussed in the section entitled r Productivity
Adjustment for Attrition Years 1989 and 1990%7/supra, we are
partially adopting DRA’s proposal for an atirition formula with a
base 5% factor based on the c¢hange in nuhber of access lines for
employée (ALPE). Any savings in exce r the 5% productivity
level will be shared equally between th/pratepaye:s and General.

In its direct showing, General requested the option of
f£filing for operational and financig} attrition in 1989 and 1990.

+ recommended that the methodoloqy ordered by this Commission and
used as a basis for General’s 1986 attrition award (D.85-03-042 and
D.85-12~081) continue as a prcveé mechanism. However, that
_mechanism was subsequently‘nodi&ied by D.86-12-099 in Pacific’s
A.85-01-034 for a 1986 test year rate case. General therefore
proposes that the attr;tzonltormula as modified by D.86-12-099 be
used for attrition years 1989 and 1990. We will adopt this
recommendation for this matter, subject to any changes resulting
from our current investigation, I1.87-11-033, which is considering
the merits of continuing/attrition adjustments for telephone
companies genexally, as/part of the establishment of new regqulatory
framework for local exchange telephbone utilities.

As noted in /Interim D.87-12-070 on this matter, we
indicated that events occurring in the financial market in October
1987 indicated that we should reconsider our plan of considering
revision of the ROE/and capital structure every three years and
have General’s capital structure, interest costs, ROE, and
financing plans r?biewed in the attrition years. The order that
follows will so provide.

In adjzzion in D.88-06-024 in A.88-05-009, we have
specified that General file its application for 1989 financial
attrition by July 15, 1988, and its advice letter for 1989
operational attrition by October 1, 1988. Financial attrition will
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VIX. Attxition

As discussed in the section entitled “Labor Productivity
Adjustment for Attrition Years 1989 and 1990” sup 3, we are
partially adopting DRA‘s proposal for an attrig?on formula with a
base 5% factor based on the change in number of access lines for
employee (ALPE). Any savings in excess of the 5% productivity
level will be shared equally between the ratépayers and Genexral.

In its direct showing, Genexal recuested the option of
£iling fox operational and financlal attrdtion in 1989 and 19550.
It recommended that the methodology ordgmed by this Commission and
used as a basis for General’s 1986 attrition award (D.85-~03~042 and
D.85-12-081) continue as a proved mechénism. However, that
mechanisn was subsequently modified by D.86-12-099 in Pacific’s
A.85-01=034 for a 1986 test yearx rate case. General therefore
proposes that the attrition tormule/as nodified by D.86=-12-099 be
used for attrition years 1989 and 1990. We will adopt this
recommendation for this matter, subject to any changes resulting
from our current investigation, ;LBV-l;-O33, which is considering
the merits of continuing attritibn,adjustments for telephone
companies generally, as part o:/the establishment of new regulatory
framework for local exchange telephone utlllties.

As noted in Intexrim D 87-12-070 on this matter, we
indicated that events occurri % in the financial market in October
1987 indicated that we should reconsider our plan of considering
revision of the ROE and capital structure every three years and
have General’s capital structure, interest costs, ROE, and
financing plans reviewed in/the attrition years. The orxder that
follows will so provide. '

In addition in D.88-06-024 in A.88-05-009, we have
specified that General tiie its application for 1989 financial
attrition by July 15, 19&8 which General has filed and 1ts advice ‘»//’
letter for 1989 operatlonal attrition by october 1, 1988.
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be heard on a consolmdated record for General and Pacxflc, as
ordered in D. 88-06-024.

VIII. Rate Desian

Te expedite the flow through of the revenue reduction and
avoid any conflict with other ongo;nq/proceedzngs, we will not
address the final rate des;gn at this time.

As prevzously noted, the gross revenue requirement
reduction adopted in this decisiou/gs $328.671 million which
includes the revenue requiremen%/éeduction of $112.190 million
derived from the billing surcharges/surcredits ordered in interim
decision, D.87-12-070 as revised by Advice letter No. 5125, filed
February 29, 1988.

For this interim decision, we will be spreading the:

/
: addxtxonal revenue requirement reduction of $216.481 millien

($328 671 less $112.190) by an incremental bill and keep surcredit
of 13.34% on access serv%ces, on intralATA message tell and toll
private line services and on local exchange services. (I.e., for
access sexrvices negative 0.296% plus (negative 13.34%) equals

' negative 13.636%.)

The develop?ent of the incremental bill and keep
surcredit and the adopted billing bases are as follows:

Adopted Incremental
> l' » s :o!
(5000)

Intrastate
Access $ 33,201 S =31,101 =13.34%

IntralATA '
Toll 663,367 -88,471 =13.34%

Local
Exchange L _726.639 ~—=26.909 =13.34%

Total 21,623,207 $=216,481 ~13.34%
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Financial attrition will be heard on a consolidated record for
General and Pacific, as ordered in D.88-06~024.

VIIXI. Rate Desiqn

To expedite the flow through of the revenue reduction and
avoid any conflict with other ongoing proceedings, we will not
address the final rate design at this time. /

As previously noted, the gross revenue requirement
reduction adopted in this decision is 3335.Bgﬂlmillion which
includes the revenue requirement reduction 9@ $112.190 million
derived from the billing surcharges/surcredits ordered in interim
decision, D.87-12-070 as revised by Advice Letter No. 5125, filed
February 29, 1988. |

For this interim decision, we /will be spreading the
additional revenue requirement reduction of $223.116 million
($335.306 less $112.190) by an incremd%tal bill andrkeep-surcredit
of 13.34% on access services, on intralATA message toll and toll
private line services and on local e&change services. (i.e., for
access services negative 0.296% plus negative 13.75% equals
negative 14.046%.) f/

The development of the incremental bill and keep
surcredit and the adopted billinJ’bases“are as follows:

. Adopted / , | Incremental

Suxeredit
($000) ($000)

Intrastate ,
Access $ 233,201 $ =32,055 -13.75%

IntralATA . ' :
Toll 663,367 -91,182 -13.75%

Local
Exchange 726,639 —=99.879 =13.75%

Total $1,623,207 $=-223,116

~ 180 -~
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Financial attrition will be heard on a consolidated record !or/
General and Pacific, as ordered in D.88=06=024.

VIII. Rate Design

To expedite the flow through of the revenue reduction and
avoid any conflict with other ongoing proceedin
address the final rate design at this time.

As previously noted, the gross revghue requirement
reduction adopted in this decision is $3314696 nillion which

includes the revenue requirement reductign of $112.190 .million ... __:. .

derived from the biliing'surcharges/sur edits orxdered in interin
decision, D.87-12-070 as revised by Adfice Letter No. 5125, filed
February 29, 1988. _ '

For this interim decisio , we will ba spreading the
additional revenue requirement reguction of $219.506 million
($331.696 less $112.190) by an.jficremental bill and keep surcredit
of 13.52% on access services, intralATA message toll and toll
private line services and on Jocal exchange services. (i.e., for
access services negative 0.396% plus negative 13.52% equals
negative 13.816%.)

The developnent/of the incremental bill and keep
surcredit and the adopted billing bases are as follows:

Incremental
Surcredit

(5000)

Intrastate
Access $ =-31,536 -13.52%

IntxralATA
Toll 663,367 -89,707 =13.52%

_ Local _
Exchange —=98,263 =13.52%
Total $1,623,207 $-219, 506 -13.52%
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The above incremental surcredits will be rerlected/ggiceneral's
Schedule Cal. P.U.C. No. A-38.

In D.B5~06-113, we modified D.85-03~056, to requ;re that
within 14 days of local exchange utilities nakmng their advice
letter filings to reduce local access chcfges, AT&T-C pass on to
its customers through a .corresponding incremental reduction in the
" billing surcharge any reduction in its/expense stemming from -
‘reductions in local exchange utilmties' access charges. We will "~
require a slzghtly different txeatment in this instance cons;stent ‘
. with our action in Pacific Bell's/rate design decision in
A.85-01~-034. Specifically, we will require AT&T-C to accunulate
the reduced accoss expense resgi%xng from this decision in a Qz
memorandum account, with lnte:est, commencing on the effective 'date
of the General tariff: rev;s;on and running through December 31,
1988 at which time AT&T=-C shall roll this accumulated reduced
expense into its computation of the effects on access rates ot’the'
SPF to SLU phase down oz/uhe local exchange carrzers which will be
reflected in AT&T-C’s rates.

IX. other Issueg

' We are iscuing this decision as an interim decision to
effect the rate requctions as soon as possidble. Issues we will
address in the next interim decision are as follows:

1. The fina) apportionment of the rate
reduction to the various customer groups
and the rinal tariff schedules, based on
this record.

,Issues raised at public-participation
‘hearings including monthly inside wiring
, charges, physical size of bills, quality of
' serxvice, pay phone availability, and the
13~second time limit for dialing.
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L. An additional incremental revenue requirement reduction
of $216.481 million for a total reduction/er $328.671 nillion is
appropriate for the test year 1988.

2. A rate of return of 10. 90§/4er test year 1988 round
reasonable in D.87-12-070 dated Decenmber 22, 1987 should remain in
effect. : g |

3. To erfect the above revenue reduction, the surcredits
'set forth in Appendix A to this decision should be effected on a
bill and keep basis. ‘

4. A total of $161.9; million for the test year 1988 level of

GTESC expenses to—be prorated to General and the other GTOCs is
reasonable. :

5. A prorate factor of 29.6% to allocate GTESC expenses to

General is reasonable. ‘

' 6. General’s 20 4 AWT rzgure is reasonable given its

- development with rererence to actual AWTS data, and given the
characteristics of General's operations, as previously discussed.

7. A reasonable expense allowance for Account 674-General
Services and Liceases for the test year 1988 is $44.7 million.

~ 8. Since/General has not supported its Account 675-Other
Expenses estimate, DRA’s figure of $5,141,000 which uses lower
escalation factors, lower estimate of ”cost billed to others,” and
excludes dued‘payable to the US'Telephone Association, comsistent
with cOmmlsséon policies, is reasonable, and adopted.

9. Aftelephone plant adjustment equal to a negative
capitalized sales adjustment of $15,122,000 minus the associated
depreciatien reserve of $11,706,000 or $3,416,000 and a
corresponding depreciation expense of $1 370,000 is a reasonable
ratemakxng adjustment for GTE Communications System Corporation.
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indi 3 lusion

Eindings_of Fact |

1. An additional incremental revenue r;ﬁuirement reduction
of $223.116 million filor a total reduction of $335.306 million is
appropriate for the test year 1988.

2. A rate of return of 10.90% for t?st year 1988 found
reasonable in D.87-12-~070 dated December 22, 1987 should remain in
effect.

3. To effect the above revenue reduction, the surcredits
set forth in Appendix A to this decisio{,should be effected on a
bill and keep basis.

4. A total of $165.4 million f£or the test year 1988 level of
GTESC expenses o be prorated to Gengral and the other GIOCs is
reasonable.

5. A prorate factor of 29.6%/to allocate GTESC expenses to
General is reasonable.

6. General’s 20.4 AWT figure is reasonable given its
development with reference to actual AWTS data, and given the ‘
characteristics of General’s operations, as previously discussed.

7. A reasonable expense allowance for Account 674-General
Services and Licenses for the teét’year 1988 is $43.4 million.

8. Since General has not/supported its Account 675-Other
Expenses estimate, DRA’s figqure of $5,141,000 which uses lower
escalation factors, lower esti?ate of #cost hilled to others,” and
excludes dues_payable to the_qs Telephonie Association, consistent
with Commission policies, is Feasonable, and adopted.

9. A telephone plant adjustment equal to a negative
capitalized sales adjustment pof $15,122,000 minus. the associated
depreclation reserve ofysll,Jze,ooo or $3;416,000 and a
corresponding depreciatien efpense of $1,370,000 is a reasonable
ratemaking adjustment for GIE Communications System Corporation.

vz

v
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X. FEindings and Conclusions
Findings of Xact . ,

1. An additional incremental revenue rgfuirement reduction
of $219.506 million for a total reduction of /A4331.696 million is
appropriate for the test year 1988.

2. A rate of return of 10.90% for Xest year 1988 found
reasonable in D.8§7-12=-070 dated Decembey 22, 1987 should remain in
effect. ‘

3. To effect the above revenug reduction, the surcredits
set forth im-Appendix-A-to this degision should-be effected on a
bill and keep basis.

4. A total of $165.4 million for the test year 1988 level of

GTESC expenses to be prorated Yo General and the other GTOCs is
reasonable.

5. A prorate factor 29.6% to allocate GTESC expenses to
General is reasonable. .

6. General’s 20.4 AWT figure is'reasonable‘given its |
development with referente to actualfhﬂTsndata, and given the
characteristics of Gen¢ral’s operations; as‘previously'oiscussed.

7. A reasonabl¢ expense allowance for Account 674~General
Services and Licenseg for the test year 1988 is $43.4 million.

DRA’s fiqure of $5,141,000 which uses lower
, lower estimate of ”cost billed to others,” and

ratemaking/ adjustment for GTE Communications System Corporation.




A.87-01-002, I.87=02-025 ALJ/NRJ/tcg

10. A ratemaking adjustment to expenses other than taxes for
the operations of the directory corporation of $9,ooiiooo is
reasonable.

11. It is reasonable not to adopt Team s recommendatxon with
respect to mandating that General undertake an ual competitive
analysis of its directory service contract including the soliciting

of bids from other directory publishers.
' 12. General’s revenue requirement should not be adjusted to
rezlect,the earnings of GTE Telecomlnar§eting Corporation resglting
from a marketing agreement with ATELT Communications covering the
period from May to Decembexr 1985.
'~ ' 13. It is reasonable to require General to conduct a
conpetxtive analysis prior to~its next rate filing and include the
study in its work papers to support the continued affiliate
transactions between General and GTEDS.

14. A GTEDS adjustment o/{/ $3,044,000 to reflect two-thirds of
the 1988 implemental cpet of customer records and billing system
and facilities management system is reasonable. |

15. A 1988 test year/éxpense of $9,885,700 for Acéount 996~
Computer Usage is reasonable.

16. It is reasonable to adjust General’s revenue requirement
for test year 1988 by 3687 000 to reflect imputed Yellow Page -
fillers for GTEL. ,

17. It isfreasenable to adjust General’s 1988 test year
revenue requirement/by $762,000 to recognize the expected revenues
for the cost of providing 1988 referrals to GIEL and $2,367,000 to
recognize the expected revenues for the market value of provid;ng
projected 1988 rererrals to GTEL. '

18. It. is/reasonable to require General to establish referral
guidelines to track successful and unsuccessful referrals to GTEL
and to perform/a study to be completed within six months of the
effective data of the decision, to determine the cost plus 10%
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10. A ratemaking adjustment to expenses other than taxes for
the operations of the directory corperation of $9,001,000 Is
reasonable.

11. It is reasonable not to adopt Team’s recommghdation with
respect to mandating that General undertake an annuxl competitive
analysis of its directory service contract including the soliciting
of bids from other directory publishers.

12. General’s revenue regquirement should not be adjusted to
reflect the earnings of GIE Telecom Marketipg Corporation resulting
from a marketing agreement with ATET Commphications covering the
period from May to December 1985, _

3. It iz reaczonable to regquire general to conduct a
competitive analysis prior to its neyt rate f£iling and include the
study in its work papers to support/the continued affiliate
transactions between General and @gTEDS. |

14. A GTEDS adjustment of /53,044,000 to reflect two-thixds of
the 1988 implemental cost of cfstomer records and billing system
and facilities management system is reasonable.

15. A 1988 test year xpensé of $9,885,700 for Account 996-
Computer Usage is reason

16. It is reasonabYe to adjust General’s revenue reguirement
for test year 19388 by $487,000 to reflect imputed Yellow Page.
fillers for GTEL.

17. It is reasgnable to adjust General’s 1988 test year ‘
revenue requirement/by $762,000 to recognize the expected revenues
for the cost of pyoviding 1988 referrals to GTEL and $2,361,000 to |
recognize the expected revenues for the market value of providing.
projected 1988 referrals to GIEL.

i4 reasonable to require General to establish referral
guidelines t¢ track successful and unsuccessful referrals to GTEL, f
and to perform a study to be completed within six months of the '
effective date of the decision, to determine the cost plus 10%
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-markup for each referral made to GTEL and to bill GTEL for such
referrals. '

19. For the test year 1988 a corporate overs;ght allocation
adjustment of $1,694,000 for services per:orned/%or GTEL is
reasonable. : ‘

20. It is reasonable to require Generdl to conduct 2 market-
based pricing study to determine market rates for services it
. provides to GTEL. . '

2. A compounded labor escalation factor of 1. 118% is
reasonable for test year 1988. // : .

22. A compounded nonlabor escalation factor of 1. 09003 is
reasonable for test year' 1988.

. 23. An adjustment for 198§/test'yenr compensation levels in
addition to various ratemak;ng isallowances is inapppropriate.

24. A 5% productivity tnctor for attrition vear labor
adjustment is reasonable. Savings from productivity gains in
excess oz 5% should be dmvmdéd equally between ratepayers and

General. :

25. D.88=-06-024 directed General to make a 1989 operational
attrition £iling by Octoéer 1, 1988. It also directed General to
file an application, testlmonles and exhibits for capital structure
and cost of capital review for 1989 on or before July 15, 1988.

26. The actual /productivity factor will not be known until
after the end of the attrition year. Therefore, it is appropriate
to implement the sharing of the productivity savings on or before
January 31 of tho/pear following the attrition year.

27. It is reasonable for General to retire $3.8 million
Olympics plant below the line for ratemaking and accounting
purposes.

28. It /is reasonable to disallow for ratemaking purposes a
labor overrun of $7.9 million for cost overruns of switching
equipnment.
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29. It is reasonable to amortize the costs of improvements in
property prior to occupancy over a three-year period.

30. Interest during construction should not be allowed on
land.

31. General has failed to justify $2.362 million toxics
cleanup recuest but the record indicates some future costs will de
. incurred, and as a matter of judgment we padopt $353,000 as

reasonable for test year 1988. n

32. Given the scanty record, and/the 1988 test year
allowance, it is appropriate to allow/General to file an
application seeking recovery of 1989/and 1990 toxics cleanup
amounts, contingent on its submiss on of a plan for investigation
and progran‘development,.consistenﬁ with the preceding text.

33. It is reasonable tordfgallow $0.6 million employee stare
losses together with inventorx/%eduction of $253,000 for 1985 and
$449,000 for 1986 for ratemaking purposes. .

* 34. It is reasonable to refund unclaimed PCA refunds,
including interest, tovra?gﬁayers in one test year billing cycle.

35. Ratemaking adjgptments for institutional advertising
items of National Prorates, “Image,” “Public Information,” “NFL
Sports,” and “Indy 5004 totalling $10.3 million for the year 1986
are not necessarily appropriate for adjustments for test year 1983.

36. It is reasonable to disallow $5.7 million commercial and
marketing expense anﬁ $0.3 million operating rent expense for test
year 1988 for one~time programs.

37. It is ﬁgasonable~to-adjust General Office and Other
Operating expenses by $2.7691 million for 1985 and $3.425 million
for 1986. ' ~

38. General’s decision to invest in a new administration
building in Thousand Oaks is not imprudent.

39. It/is reasonable to include $4,485,000 a year as
miscellaneots revenue representing the difference between the gain
from the sale of property and the cost of relocation amortized over
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29. It is reasonable to amortize the costs of improvements in
property prior €O occupancy over a three-year p%fiod-

30. Interest during construction should noet be allowed on
land.

31. General has failed to justify $2.362 million toxics
cleanup request but the record indicates some future costs will be
incurred, and as a matter of judgment we add%t $353,000 as
reasonable for test year 1988.

32. Given the scanty record, and th/ 1988 test year
allowance, it is appropriate to allow General to file an
application seeking recovery of 1989 anj7i990 toxics cleanup
amounts, contingent on its submission of a2 plan for investigation
and program development, consistent with the preceding text.

33. It is reasonable to disallow/ $0.6 million employee store
losses together with inventory reduction of $253,000 for 1985 and
$449,000 for 1986 for ratemaking purpéses. ‘

34. Ratemaking adjustments for/ institutional advertising v/’
items of National Prorates, ”Image,/ #public Information,” “NFL
Sports,” and “Indy 500” totalling $L0.3 million for the year 1986
are not necessarily appropriate toF adjustments for test year 1988.

35. It is reasonable to disallow $5.7 million commercial and
marketing expense and $0.3 million operating rent expense for test
year 1988 for one-time programs.

36. It is reasonable to adjust General Office and Other ,
Operating expenses by $2.7691 million for 1985 and $3.425 million
for 1986. _

37. General’s decision to/invest in a new administration
building in Thousand Oaks is not imprudent.

38. It is reasonable to include $4,485,000 a year as
miscellaneous revenue represenging the difference between the gain
from the sale of property and the cost of relocation amortized over
a three-year period; the relocation cost offset is appropriate in
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29. It is reasconable to amortize the costs of improvements in
property prior to occupancy over a three-year period.

30. Interest during construction should not b
land.

31. General has failed to justify $2.362 nm¥llion toxics
cleanup request but the record indicates some guture costs will be
incurred, and as a matter of judgment we ado 5$353,000 as
reasonable for test year 1988.

32. Given the scanty record, and the¢/ 1988 test year
allowance, it is appropriate to allow
application seeking recovery of 1989 ayd 1990 toxics cleanup -
amounts, contingent on its submissiorn of a plan for investigation
and program development, consistent/with the preceding text.

33. It is reasonable to disgllow $0.6 million employee store
losses togethexr with inventory yeduction of $253,000 for 1985 and
$449,000 for 1986 for rate i '

34. Ratemaking adjustments for institutional advertising
items of National Prorates/ ~Image,” ~public Infoxmation,” “NFL
Sports,” and “Indy 500~ tbtalling $10.3 million for the year 1986
are not necessarily appxYopriate for adjustments for test year 1988.

35. le to disallow $5.7 million commercial and
maxketing expense '$0.3 million operating rent expense for test
year 1988 for one-¥ime prograns.

36. It is réasonable to adjust Genmeral Office and Other
Operating expensé: by $2.930 million for 1985 and $3.843 million
for 1986.

37. Geyeral'sudecision to invest in a new administration
building i%/Thousand'Oaks is not imprudent.

3s3. t is reasonable to include $4,485,000 a year as
miscelllreous revenue representing the difference between the gain
from the sale of property and the cost of relocation amortized over
a three-year period; the relocation cost offset is appropriate in
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a: three-year pericd: the relocation cost offset is appropriate in
this specific instﬁnce, since this was not a stand-aXone sale of
property, but a unified transaction.

40. The adopted estimates, previously dis/ ssed, ¢f revenues,
operating expenses and rate base for test yea§/1988 as summarized
on the tabulation in Section V.N of this decision reasonably
indicate General’s operations in the futur&/

41. It is reascnable to‘require,Geneéal to prepare a
cost/benefit analyses of advertising' campaign to justify
advertising expenses for ratemaking puréoses. |

42. DRA’s total factor productivity study raises concexns
which need to be resolved before the/study can be used for
establishing productivity levels.

43. Labor costs computed on/the number oz employees is not
variable within a monthly perzodé and' consequently the entire cost
function model is misspecified

44. DRA’s failure_to-adeﬁuately measure the capital quality
would not in itself cause us/to fault the. results of tha'sﬁudy.

45. The productivity galns indicated by DRA’s total factor
productmvity study are excesszvely high.

46. D.85=06~113 dateé June 12, 1985 directs AT&T-C to flow
through any reduction in/ﬁts access expense stemming from
reductions in local exchange utilities’ access charges to its
customers.

Conclusions of Iaw

1. The Commission concludes that an incremental revenue
reduction of $216. 48!’million in addition to the $112.290 million
reduction ordered by/D 87-12-070 for a total of $328.671 million is
appropriate.

2. The revenue reductions authorized in Append;x'h are just
and reasonable.

3. A competitive analysis to ascertain whether GTEDS is the
appropriate party to perform General’s data processing and
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/

information services should be performed by General p/xbr to its
next rate case filing and the results of the analysis and
supporting work papers should be included in the zii;ng. o

4. General should be reguired to establlsn(referral
guidelines to track successful and unsuccesstuilrererrals to GTEL
and perform a study to be completed within six months of the
effective date of the decision, to determine the cost plus 10%
markup for each referral made to GTEL.

5. General should be requzred toy conduct a market~based
priczng study to determine market rates for servxces mt provxdes to
GYEL. , .

6. Savings in excess of a 7 attrition year labor'ractcr .
adjustment should be shared equally by ratepayers and General.

7. Since the actual produétivity factor will not be known
untll atter the end of the attrltxon year, General should be
required to implement the productivity savings on or before
-Januvary 31 of the year rollowlnq the attrition year.

" 8. In future rate c&ces General should present cost/bene!xt
analyses to justify advert;sing campaign expenses for ratemaking
purposes. /

9. DRA’s total £actor productivity study cannot be used for
any interpretative purpcses including the measurement of technical
change .

10. General snould make an advice letter filing on or before
October 1, 1988, setting forth an appropriate operational
attrition allowancé for the year 1989, and should file an
application for }989'£inancial attrition on July 15, 1988, in
accordance with/D.88-06-024.

11. General is now well into the 1988 test year and since
the rate reductions are substantial, this ordexr should be efrective‘
today. ‘
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General’s billing system to reflect the necessary route revisions
provided we impose a 90-day implementation period and regquire
Pacific and General to provide written notice to those custoners
who will be impacted by the changes within 30 days prior to the
implementation of such changes.

gonglusions of Law .

1. The Commission concludes that an id&remental revenue
reduction of $223.116 million in addition t&lthe $112.190 million
reduction ordered by D.87-12-070 for a totd& of $335.306 million is
appropriate.

2. The revenue reductions authorized in Appendix A are just
and reasonable.

3. A competitive analysic to ascertain whether GIEDS is the
appropriate party to perform General’s/ data processing and
information services should be performed by General prior to its
next rate case filing and the results of the analysis and
supporting work papers should be iné&uded in the f£iling.

4. General should be requirdg to establish referxal
guidelines to track successful and/unsuccessﬂul referrals to GTEL
and perform a study to be comple%éd within six months of the
effective date of the decision, to determine the cost plus 10%
nmarkup f£or each referral made td GTEL.

5. General should ke reqﬁired to conduct a market-based
pricing study to determine market rates for services it provides to
GTEL. : ‘ .

6. Savings in excess of a 5% attrition year labor factor
adjustment should be shared d&ually by ratepayers and General.

7. Since the actual péoductivity factor will not be known
until after the end of the ’ trition year, General should be
required to implement the productivity savings on or before
January 31 of the year foll#wing the attrition year.

v o
v’t_z
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General’s billing system to reflect the necessary route revisions
provided we impose a 90-day implementation period and require//r
Pacific and General to provide written notice to those cusxskers
who will ke impacted by the changes within 30 days.priorfgo the
implementation of such changes.

Sonclusions of Iaw .

1. The Commission concludes that an incremontal revenue
reduction of $219.506 million in addition to the/$112.150 million
reduction oxdered by D.87-12~070 for a total of $331.696 million is
appropriate.

2. The revenue reductions authorized/in Appendix A are just
and reasonable. : eéﬁ:

3. A competitive analysis to asc in whether GTEDS is the
appropriate party to perform General’ssdata processing and
information services should be performed by General prior to its
next rate case filing and the resul¥s of the analysis and
supporting work papers should be iacluded in the filing.

4. General should be required to establish referral
guidelines to track success:ulland unsuccessful referrals to GTEL
and perform a study to be completed within six months of the
effective date of the decisida, to determine the cost plus 1C%
markup for each referral e to GTEL.

5. General should H@ required to conduct a market-based
pricing study to determig; market rates for services it provides to
GTEL.

6. Savings in #xcess of a 5% attrition year ladbor factor
adjustment should be¢ shared equally by ratepayers and General.

7. Since actual productivity factor will not be known
until aftex the ¢hd of the attrition year, General should be
required to-ing;@ment the productivity savings on or before
January 31 of Lthe year follewing the attrition year.
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o . S/
YT IS ORDERED that: -

1. Five days after the effective date Of/éhls order, GTE
California (General) shall file revised Schedule Cal. P.U.C. No.
A-38 to reflect the revisions shown in Appendix A of this decision.
Such filing shall conply with the General rder 96 series. The
effective date of the revised schedule all be S days after the
date of filing. Revised schedules shaI{sipply only to service
rendered on or after the effective date.

2. In accordance with D. 88-06-024 on or before October 1,
1988, General shall make an advice/ietter f£iling setting forth an
appropriate operational’ attrition allowance for the year 198%. In
accordance with that same: decision General shall file its
application for 1989 rinanciarlattrition on July 15, 1988.
General’s operational attrit’en advice letter filing shall provide
for savings resulting from/productivity in excess of 5% to be
shared equally betwoen ratepayers and stockholders. Both filings
. shall be served on all perties to this proceeding.’

3. General shal%/%onduct a competitive analysis prior to its
next rate filing and ipclude the work papers with the f£iling to
support continued affiliated transactions relating to data
processing and informational service between it and GTEDS.

4. Within so/days of the effective date of this order,
General shall estdblish referral guidelines to track successful and
unsuccessful referrals to GTEL.

5. Withiﬂ/B months of the effective date of this order,
General shall eﬁbmit a study of the cost plus 10% markup for each
referral made/to GTEL and thereafter bill GTEL the cost plus 10%
markup for all referrals near the market value of successful
referrals.

6. thhin 6 months of the effective date of this order,
General shell submit a market-based pricing study determining the
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market rates for service it provides to GTEL/’ Until further CPUC
~action on the matter, General shall bill GTEL at its fally
allocated cost including return on znvestment.

7. In future rate procoodings, if Ceneral wants to recover
advertising expense in connection wi campaigne to promote wusage
or new services, it shall present in/&ts direct showing a
cost/benef;t analysis of such camggégns over the latest available
12-month recorded period as well as its pro proma analysis of
proposed future campaigns. Likewise, if General seeks to recover
marketing expense (Account 643y/ it shall present the sane types az

‘ analysis as required above :or advertising expenditures.

' 8. Five days after the effective date of this order, General
shall make an advice letter £iling to revise Schedule Cal. P.U.C.
No. A-38 to reflect revisions to customer billing surcharge
refunding the remaining Protectzve Connecting Arrangement unclazmed‘
refunds of $1.58 m;llxonfplus interest of $660,000 to ratepayers in.
one test year 1988 b;lldnq cycle. Such £iling shall comply with
the General Order ser%és. The effactive date of the revised
schedules shall be S/days after the date of filing. Revised
schedules shall apply only to service rendered on or after the .
effective date. '

9. General 11 refund the remaining PCA unclaimed refunds
of $1.58-million/p1us interest of $660,000 to ratepayers in one
test year 1988 gilling cycle.

10. Wlthln five days from the effective date of this
decmsion, General shall establish a balancing account into which it
shall book thé'dzrzerence ‘between currently authorized rates and
rates it wouﬂ& be collecting if it revised its accounting for
refinancings/to follow the net of tax method.  The balancing
account amountn shall be subject to refund, in whole or in part,
following hearings to determine (1) whether Ceneral ought to be
ordered permanently to revise its accounting of bond refinancing -
prem;ums,’and unamortized discounts and expenseaes, and (2) wha:

o /
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method General may use to do SO. A Prehearing Conference will be
held to set hearing dates and dates for submission of testimony in
connection with this issue.

11. If General wishes to seek recovery for additional toxic
waste cleanup expenses, in accordance with the preceding discussion
in this decision, it shall include in any such request a plan for
investigation and program development over a five-year time
horizon, as well as a detailed budget and project description
relative to the expenses for which it seeks rate recovery.

12. Within 14 days after General makes its advice letter
filing to reduce access charges in accordaﬁce with this decision,
AT&T-C shall file an advice letter with this Commission under the
terms of GO 96-A, which proposes accumulatang the reduced access
charge expense resulting from this decislon in a memorandum
account, with interest, commencing. onjphe efffective date of the
General tariff revision and running through December 31, 1988 at
which time AT&T~C shall roll this accumulated reduced expense into
its computation of the effects on access rates of the SPF to SIU
pPhase down of the local exchange carriers which wall be reflected
in AT&T-C’s rates. :

This order is etfective’today.
Dated -/ ___, at San Francisco, California.
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cost/benefit analysis of such campaigns over the latest avAi
12-month recorded periocd as well as its pro proma analysds of
proposed future campaigns. Likewise, if General seeks/to recover
marketing expense (Account 643), it shall present the same types of
analysis as required above for advertising expendijlres.

8. Within five days |
decision, General shall establish a balancing agcount into which it
shall book the difference between currently apthorized rates and
rates it would be collecting if it revised jts accounting for
refinancings to follow the net of tax me . The balancing
account amounts shall be subject to refynd, in whole or in part,
following hearings to determine (1) whefher General ought to be
ordered permanently to revise its accpunting of bond refinancing
premiums, and unamortized discounts/and expenses, and (2) what
method General may use to do so. - Prehearing Conference will be
held to set hearing dates and dates for submission of testimony in -
connection with this issue.

9. If General wishes to/seek recovery for additional toxic

waste cleanup expenses, in actordance with the preceding discussien

in this decision, it shall jynclude in any such regquest a plan for
investigation and program development over a tive-year-time
horizon, as well as a detAiled budget and project description
relative to the expenses/ for which it seeks rate recovery.

10. Within 14 days after General makes its advice letter
f£iling to reduce accegs charges in accordance with this decision,
AT&T=C shall file an/advice letter with this Commission under the
terms of GO 96-2A, wiich propeosées accumulating the reduced access
charge expense resylting from this decision in a memorandum
account, with intérest, commencing on the effective date of the
General tariff rgvision and running through December 31, 1988 at
which time AT&TAC shall roll this accumulated reduced expense inte
its computation of the effects on access rates of the SPF to SWWU

v/
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phasze down of the local exchange carriers which will be reflected

e

in ATLT-C’s rates. _ A///
11. To be effective not less than 90 days after the effecyive
date of this order, General and Pacific are authorized *o:

a. Move the rate center coordinates for the
tiwanda exchange in orxder that the route
between the Ontario exchange and the
ttiwanda exchange becomes a local route.

Establish the route hetween the Etiwapnda
exchange ané the Rialto exchange wit
Pacific 235 a ZUM Zone 2 route.

Revise the »illing systenm to refllct the
tariff revisions set forth in Apbendix 1-F
of Exhibit 230. Both General gnd Pacizic
shall provide written notice ¥o their
customers who will be impactgd by the
change within 20 days prior/te the
implementation of the ch

12. Within 20 days of the effect{ve date of this decision,

: of the tariff? revisicn h¢reafter discussed. The f£iling siaall.
rased on 1955 adopted atyfition results of operations and the
adopted financial attyition. Consistent with D.37-12-067,
General shall not adjust fnanmortized ITC to reflect the impacts of

repand. The interest synchronization effect fZoxr 1987 shall be
rafiected as a bill keep surcredit based on 1987 adopted
pilling base, the ampfint to be amortized through December 31, 1988.
The »ill and keep sprerecdit shall be effective Octebexr 1, 1588, and
szall apply to serfrices rendered on and after the effective date of
the tariff. | B
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repmand. The interest synchronization effect for 1987 shall be
reflected as a bill and keep surcredit based on 1987 adopted
billing base, the amount to be amortized through December 31, 1988.
The bill and keep surcredit shall be effective October 1, 1988, and
shall apply to sexrvices rendered on and after the effective date of
the tariff.

This oxder is effective today.

Dated , At San Francisce, California.
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APPENDIX A
Sheet 1 of 1

SCHEDULE CAL. P.U.C. NO. A-38
BILLING ADJUSTMENT
The following revisions are ordered:

Monthly Percentage
Bases Insrement

Adjustment Factor . (13.75%) v

Adjustment Factor (13.75%) »» v
Adjustment Factoxr (13.75%) www Ve

* The monthly percentage factor applies to all services '

provided under Tariff Schedule ¢-l1, Facilities for Intrastate
Access.

** The monthly percentage factor /applies to all recurring and
nonrecurring rates and charg for sexrvice or equipment
provided under all of the Utility’s Tariff Schedules except
the following:

The present list of exceptqgd services shall remain unchanged.

*** The monthly percentage factor applies to all intralATA toll
and toll private line seriices.
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APPENDIX C

. Fage 1 of 2

GTC CALIFORNIA
Califoraia Corporation Franchize Tax
Test Year 1982
(3000)

Operating Revenues $2,824,408

Operating Expenses 1,132,077
Taxes On QOther Than Income ; 105,556

Subtotal 1,237,622
Net Before Add=s & Deducts 1,386,775

Net Deductions Trem Taxable Income
State Tax Dapreciation 421,580
Fixed Charges 138,777
Pansions & Benefit Capitalize 43,727
Use Tax Capitalized 6,92¢
Payroll Taxas Capitalized 14,626
Cost of Removal 22,835

Subtotul of Deductions 648.474

Net State Taxable Income 738,301

CCFT @ §.3% | , $68,662
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APPENDIX C

. Page 2 0f 2

GTC CALIFCRNTA
Federal Iacoms Tax
Tear Year 1528
{(3C00)

Opearating Revenuss $2,624.408
Operating Expenseas 1.132,077

Taxes On Oth=r Than Inceoms 105,558
State Income Tax 38,662

Subtotal ‘ 1,306,285

Net Before Addsa % Dadustsa 1,318,138

Net Deductionz From Tarable Income .
Federal Tax Depregistion ‘ 487,017
Deferred Tax Reverazal 73,538
Fixed Charges ; 148,051
Construction Period Taxes (3,633)
Resarve for Uncollectibles (1.850)
Dividend Paid Credi= 77

Subtotal of Deductiensa 683,200
Net Federal Taxable Income ‘ 634,913
FIT @ 34% 215,87

Adjustment:
ITC Amortization (31,138,

Net FIT $184,735
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ARPENDIX D
Page 1 of 1

6TC CALIFORNIA
Rdopted Separated Sussary of Earnings
Test Year 1968
{$000)

.

Total
Coapany

Inter-
State

In/traStatc

Total IntralATA

fczess Exchange

DPERATING REVENUES
Local Revenues
Intrastate
Access Aevenues
Toll Revenues
Interstate Access. Revenues
Hiscellaneous Revenues
Surcharge Revenues
Bain on Sale of Properties
Dther Miscellaneous
LESS: Uncollectibles

Total

OPERATING EXPENSES
10 Maintenance

Traffic

Comsercial

13 General Q¢fice Sal. & Exp.
14 Other Operating Expenses

13 Subtotal

16 Depreciation

17 Taxes Other than on Income
18 State Income Tax

19 Federal Income Tax

20 Total
21 Kot Revenues

RATE BASE
2 100,1 - Tel Plt in Serv
23 100.2 - Tel PLt under Const.
24 100.3 - Prop Held $or Future Use
25 Naterials & Supplies 122
26 Working Cash
27 LESS: Oepreciation Reserve
28 LESS: Deferred Tax

‘ Total

30 RATE OF RETURN

la)

780,686

206,526
817,213
480,425
281,984
74,730
4,485

0
21,639

2,624,408

431,330

64,683
257,207
188,782
180,073

1,132,077

319,807
105,356

68,862
164,735

2,010,857

813,37¢

6,593,041
0

79

21,977
18,428
2,001,376
673,362

3,958,387

15.50%

b}

0

0
0
480,425
23,819
0
B4s
94,556
6,930
4,38
29,334
34,662
209,884
95,723
21,877
11,167
35,080
YA

130,159
1,374,252
0.

17

5,37
43,149
41,022
828,902

15.70%

(c)m(a=h)

760,686

206,526
817,213
0
258,162
TATI0
3,639

¢

20,433

2,120,351

m,;u
M
zxi:azs
159,448

199,413
922,193
424,084
83,679
57,493
149,455
1,637,106

483,412

3,218,789
-0

62
. 16,590

15,011 -

1,588,427
SS2,340

3,129,685

1SS

{d}

¢
206,526
0

0
1675
6,903)
420
OA

0

26,723

43,974

1,985
13,365
20,621
16,752

96,657

85,952
10,411

3,979
11,310

178,009

48,714

677,937
0

8
2,169

- 4L,5T

208,392
48,566

404,729

12,050 25791

Tota)
(elp o)

¢

0
817,213
¢

0
29,368
1,317

0

7,980

839,958

118,224
27,5%
28,231
57,552
49,200

280,810

145,%00
829
26,814

94,801
578,616
263,342

1,825,603
0

22,

5,833
4371
5, 137

185,01F

1,106,879

NTT
(f)

0

0
782,20
0

0
28,719
1,187

0

7,719

804,354

103,377
27,429
27,190
54,260
43,137

257,398

128,245
23,048
27,842

100,435

339,18%

265,171

1,585,884
0

19

5,092
4,190
455,254
161,082

968,849

2.3Th

- 138,0%

PL

tg)  (hie{cotee)

0 780,486

0
34,682
0

0 Wi

669 52,245

134 1,897

0 V

18 12,47

35,604 1,053,657

14,847

165
1,041
3292
'4.072

174,576
28,154
17,26
81,275

89,452 -
BAT 58,726,
222,252

8,27

26,702

3,584

17,655
3,263
(1,028)
(5,854

TAS 86,481

(1,829} 17,386

239,719 2,715,28%
0 S0
M iyl
w85
38L 8,867

78,887  8I%,898

B3 8L

1,618,477

<L 10.59%
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APPENDIX A
Sheet 1 of 1

BILLING ADJUSTMENT

SCHEDULE CAL. P.U.C. NO. A-38 /
The following revisions are ordered: //

/

xoeyhly Percentage
-~ _Increment

Rates ‘
' . Adjustment Factor // (13.34%)

I'4

' Adjustment Factor / (13.34%) #w

/

Adjustment Factor | | (13.34%) www

*.rho monthly percentage factor applies to all services

provided under Tariff Schedule C-1, Facilities for Imtrastate.
AccCess.

* The monthly percentage factor Aapplies to all recurring and
nonrecurring rates and charges for service or equipment

provided under all of the Utility’s Tariff Schedules except
the following:

The present list of excepted services shall remain unchanged.

The monthly percentage actor applies to all intralaTA toll
and toll private line services.

(END OF APPENDIX A)
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APPENDIX A
Sheet 1 of 1

SCHEDULE CAL. P.U.C. NO. A-3
BILLING ADJUSTMENT

The following revisions are oxdered:

Monthly Percentage
Rates Ingrement

Adjustment Factor : (13.52%) *

Adjustment Factor . (13.52%) ww
Adjustment Factor (13.52%) www

* The monthly percentage factor applies to all services

provided under Tariff gchedule C=-1, Facilities for Intrastate
Access.

The monthly percentyge factor applies to all recurring and
nonrecurring rates /and charges for service or equipment

provided under all/of the Utility’s Tariff Schedules except
the following: ‘ .

The present list of excepted services shall remain unchanged.

The monthly p réanxage':actor applies to all intralATA toll
and toll private line services.
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. APPENDIX C

Page 1 of 2

GTC CALIFORNIA
California Corporation Franchise Tax
Test Year 1988
($000)

Operating Revenues £2,630,035

Operating Expenses 1,133,523
Taxes On Other Than Income 108,135

’Subtotal.

Net Bafore Adds & Deducts

Net Deductions from Taxable Mcome
State Tax Depreciation
Fixed Charges
Pensions & Benefit Capftalized
Use Tox Capitalized
Payroll Taxes Capitali ‘
Cost of Removal : 22,83

Subtotal of Deducti : 654,107
Net State Taxable /Income 736,270
CCFT @ 9.3% $£683,4732
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APPENDIX C
Page 2 of 2

GTC CALIFORNIA

Federal Income Tax

Test Year 1588
(3000)

.

Operating Revenuves

Operating Expenses

Taxes On Qther Than Income

State Income Tax

Subtotal

Net Before Adds & Deducts

Net Deductions from Taxable lrcome
Fadaral Tax Deprsciation
Deferred Tax Reversal

Fixed Charges
Construction Period Taxes

Dividend Paid Credi

Subtotal of Deducfions
Net Federal Taxable Income
FIT @ 34%

Adjustment:
ITC Amortimation

Net FIT

32,630,035

1,133,523
106,135
68,473
1,308,131
1,321,804
471,218
73,538
150,014
(3,833)

(1,850)
TrT
589,364
632, 540

- 215,084

(32,952)
$182,112
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APPENDIX D
Page 1 of )

GTC CALIFORNIA
Rdopted Separated Summary of Earnings
Test Year 1988
($000)

Total Inter= traState
Company State Total dccess e INtPALATR Exchange
\ nr L
{a) (b} {et=(a=b) (+) () (him(ceg=e)

QPERATING REVENUES

Lotal Revenues 781,134 781,154 0 78,534
Intrastate

Agcess Revenues 206,526 06,526 J206,528 0

Toll Revences  ~ g22,392 ¢ % 0 822,382 \ Vel 08L

Interstate Access Revenues 480,429 . 430,425 0 0] )
Hiscellaneous Revenues 281,984 23,819 26,675 0 0 Ui.4E7
Surcharge Revenues 74,730 ‘ {6,503 29,388 68% 52,235
Gain on Sale of Properties 4,435 435 {4017 oy 4387
Other Miscellaneous 0 0 0 0 8
LESSt Uncollectibles 21,438 ' 0 7.960 8L '.2,‘73

.

Tetal 2,630,035 2,126,143 226,727 GALLIT 809,474 3S,be% 1,054,265

OPERATING EXPENSES . :
Maintanance 336,774 43,974 118,224 L0537 15,847 174,576
Tratfic 6,950 §7,753 1,985 27,594 7,429 168 18,15¢
Consercial 44,382 212,828 13,345 28,238 27,190 1,040 171,209
General Office Sal. & Exp. 20,547 139,50 20,627 7,570 54,276 74294
Other Operating Expenses J4,9%76 . 155,320 16,830 49,366 47,463 4,107

Subtotal 20,471 925,382 9,781 2BL,135 28T,V 23,480

Depreciation 924,494 96,494 428,000 6,868 147,299 29,682 TWEIT
17 Taxes Other than on [ncome 106,138 22,000 B&, 13 10,17L 28,450 20,186 <abd
18 State Income Tax 68,473 11,050 57,427 L 27,045 5,084 S ]
19 Federal Income Tax 182,052 WhETL L4754 L5088 W70 L0L,e2 {3,518

20 Total 014,737 TTH2B6 LoM0AEL 78,365 STS.GHE SAR.0T6  STSEY g6

Lt T

24 Net Revenues 615,298 129,604 485,694 45,238 265,392 247,398 (LS00 1M Eén’v::

ol by

RATE BASE :

2 100.1 - Tel Pt in ferv 0,652,276 1,385,519 5,206,757 084,170 1,842,59% 1,600,648 281,545 2.759,9%

25 100.2 = Tel PLt upber Const. 0 0 0 0 0 0 0 '

28 100.3 - Prop Hald for Future Use 7% 17 02 8 ol 19 3 hv 3

% Materials & Supblies 122 pATPLL S PP} S O 1. S 2 IO T o S o 7 9,08
2%  Norki 18,789 3,483 15,305 1,604 4,86 §m W9 040

by g Deprtciation Reserve 2,005,920 413,181 1,590,739 208,692  S4S,010  40b,012 7B 3IT0%
.23 LESS: Deferred Tax 679,418 12,291 WT,7T 49,%B6 1BA.TT  a2,550 24,147 280,864

29 Total 4,011,060 '639,2§8 SJATLELS 409,800 1,121,760 981,786 139,878 1,640,205

30 RATE OF RETURN Y4 L5447 L9eoih £1,80% w07l ' 19952




