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BEFORE THE PUBLIC UTILITIZES COMMISSION OF T

Avplication of Citizens

Comrany of California ¢0 *nc.

Certain Intrastate Rastes and Anplication 60707
Charpes to ﬁffset Changes in (Filed quly 3, 1981L)
Station Conmnection Acecounting

Procedures.

ORDER MODIFVING DECISION 03725
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Aoplicat : ons for rehearing oOr parvial rehearing of
Decision (D.) 93728 have deen filed by The 2acific Telephone and
Telegraph Company (Pacific) General Telephone Company of
Californta (General), Continental Telephone Company (COﬁtiﬁeﬂta’)
anéd the City and County of San Francisco together wi the Cizy
of San Diego (Cities).

In addition to these
TApplication For Rehearing and
03728" nas heen filed on behalf of Cal:forn:a Retallers
Assoclation anéd Tele-Communications Association (CRA/TCA). 3y
law, applications for rehearing 0F D. 03728 may he filed only by

parties to these combined »roceelings or by any stocxnolder or

honcholder or other party pecunterily interested In <the pub"c

- e —QAU--

utilities affected (Public Uvilitles Cede, Section 1T731). CRA/TCA
does not claim To he any of these Tnerefore, we mav not aceenst
their fil‘nz as an aonlicavion for rehearing. However we note
that some of CRA/TCA's allepations of error also were ralsed by
the Cities Iin “Heir application.

A Tesponse to Pacific's application for partial rehearing
has been Tiled by the (il es; Pacific, in turn, has Tiled a
response to the aprylications of the Citles and CRA/TCA.

Ve have careflu ”y considered each and every allegation

in the various applications for rehearing descerided

o,
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above and are of the opinion that no goold cause for granting
rehearing has heen shown. However upon review 1T appears
evidens that D. 83728 should he modified to more clearly state
the basis for the increased revenue need heing met Dy the adopted
rates and charges, %0 »rovide findings on all material iLssues,
2 new affective Aate for the changed accounting nrocedure: and
2 more detailed rasionale for the adopied rate spread.

In addition, sonme twpographical errors should be
corrected.

Continental ous that, although D. 03728's
discussion recogmizes increaseld revenue need will
he entirely offset dy e Znereased rates anéd authorizes

not

Continental £o0 make un =thals deficliency through Lts existing
halaneing account, no findings or order are »rovided on this
suestion. The modifica<ions oxdered below Lnclude zsuch findings
and order.

Also, Pacific and Gen ) that the imple-
mensation date for ’”aEH-cu: _ changed from October 1,
1981 to Novembver 28, increases
Decome effective. As ‘ , ‘ o *, althou:h
sme FCC's order was %o £0 Znto effect no later than Octoder 1,
1681, the FCC may grant waivers Irom that recuirement. In
addition, as we have already stated Iin D. 03728, we are not
nound Hy the provisions of the FCC order. Therefore we will
exercise our authority and change the effective date of the
flash-cut accounting procedure as well as the findings ané conclu-
sions relating cthereto Tne Cities point out that the lssue of
the reacsonableness of Pacifi 's need for additional revenues
hased upon the adopted rate dase In Neclision @3367 45 now before
the California Supreme Court in S.7. 20361, Citv and Countv of
San Prancisco, e% al, wv. Pudblic Teilicies Comm., The outeome of
that proceeding may affect our conclusions as T0 T level of

Pacific's rate increases here. Therefore we shall make Paclflic’s
tnecrease subject to refund pending that review.
WO further comments are necessary. Therelore,




IS ORDERED <that,

83728 shall be modified as follows:
Pinding of Fact No. 14 on page T2 (mimeo)
shall read in full as follows:

"Oetober 1, 1981 was the date orisinally
announced by the FCC as the 1 zest date
that station connec¢tion accounting nroce-~
dures must Ye adopted at the federal level.
However, the FCC may grant waivers to allow
te e:ho e companies to adopt flash~-cut
expensing at a later date i we approve
such date. Since offsetting rate relied
will not be effective un:il ﬂoveﬂb 28,
10281, that date iz appronriate for the
4~vléﬂentati0ﬂ of zuch account 1ﬂ£ changes.”

Conclusion of Law No. 5 of page 75 (mimeo)
shall read 4n full as follows:

vensing of station connection
¢osts should he implemented on the sanme

date as offsete ﬂ? rate vellefl bacomes
affactiva, That date iz November 23, 1021.7

"If possible, expe
-y
v

Ordering Daragradh 5 on page 79, (mimeo) shall
read as Jollows:

"The agcounting changes necessary vo
amortize ove* a 10 vear period the
embedded cost 0F the inside wixzin
portion of Accoun: 232 anéd to expense
on a "auh-cuu hasis the on=g O-ﬂt cosy
0f the in de wiring porcion zaid
acecouns sha commence on november 28,
1081, +he gace upon which offsetiing
rase reliel will be effective.”

- -

The last of varagraph 3 of »age 7,
mimeo., of N. ©3728 shall read:

“Commenc*ﬁg on_ : ve date oF the
acecounting cha cad herein Tor the
inside wiring no.w-oﬂ of Account 232, w
will allow Continental %o accouny for *his
small deficlency, 2s well as the adfusiment
Zts revenue requirement caused by the
depreciation rate change for the outsice
vi*ﬂqg porzion of Account 232 eflective
January 1, 1882, with the dalancing account
ueu sursuant to Decision Yo. 93555 dated
ctober 20, 1921."

-3~
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5. The following ! added bDefore the lac+
sentence of Pingl ; No. 22 on page 73:

"The aggregate of the increased toll settlew
ment revenue derived by Continental from the
message to0ll increases granted Pacific and

the revenues Irom local rate incrcases pranted
Continental #Z1ll not ecual fontinental's

total revenue recuirement caused bHv she
accounting changes adopted here’n, and
Continental should be autherized %o accouns
for such deficliency with the »alaneing account
set pursuant to Decision “o. 02655 dated
October 20, 1031.,"

The following be 2dded to =he end of Orlering
Paragrash No. 8 on page 77:

"Commencing on the eflfecsive date of <ne
accounting changes a2dopted herein for the
ingide wiring portilon of Account 232, Con-
tinental shall account for any deficilency
n Its revenue recuirement caused by <he
accounving chanpmes adopced herein over <he
Tevenues aceruing vo Continental az a resuls
I the messape toll increases mranted Paclll
and the local rate Znereases pranted Contimental
in the balancing account set pursuans <o
NDecision No. 93655 dated Octoder 20, 1681."

econd and third sentence
shall de

"The increased revenue reguiremen

due to (1) the Zncreased expense

result of expensing Znsstead

the onpoing costs of Znside wiving an

the cost of amortizing over a 10 vyear

peried the iInside wiring nortion. o0f the emvedded
costs Iin Account 232, With respect %o that
latter element and as we have already s< ted,
under current practice the depreciation rate
applied to Account 232 4s intended 4o expense
only those items physically retired from

sexrvice at costs which are AGuplicated when

one customer moves out and another customer
moves In. Original cost of Znstallasion is
never actually depreclated. Az a result,
uncer cthat method the majority of costs currentiy
capitalized in Account 232 will s¢ill be in

that account 10 years from now, wherezs

-l




under the new expense accounting they will
be 1007 expensed at that time (Exhidit 1,
See. I, pp. 3=L 20 3~9).

Although the inecreased expenses deserided
above will eventually be offset by the
degrease in depreclation, income taxes,
Provercy varves and reduged revenue reguire-
ment associased with rate hase (Exhidis 1,
See. IT, pp. 1-14, 1-1A), in the near term
there Lz an Lacereased revenue raguirenent
as discussed in detall in Chapter 1,
Section IT of RRD's Exhibit 1 and in
Txhibhit 25."

On pare 65, Tirst two daragravhs shall
he deleted and the following lansuage inserted
In thelir vlace

"As we have already stated, part of the
increased revenue reguirement for the wvarious
utilitles resulting from the 2ronosed accounting
changes relates ©o the amortization of the
inside wiring nortion of the embedded costs

Ln Account 232. Fallure %o offset these
adélvional expenses now will édiminizsh the
utllities’ net earniy

Although 4% 4is <true thavt the rec¢ent ranid
inegrease In the amount of these capitalized
costs was largely created by a relatively small
number of the ratepayers, a2ll ratenaver:s

re Involved in the capitalized costs by having
nald thelir connection charpes as well as the
previous rates set by capitalizing some of
those costs. Ve shall explain

devall under %the discussion of

Furthermore, the future long=-term reductions
in rate bhase resulting from the amortization
0F the inside wiring sortion of the emhedded
¢costs in Account 232 will redound to all
ratepavers, not merely a few."

me
e}
«

On pame 69, the second paragranh is delesed
ané revnlaced with the following lanruage:

"3y this order we shall authorize increases in
vhe avoidable components of the multi-element
connection charges <0 a level where they will
egual or exceed their respective ¢osts. 70
21llustrate this we will compare residential
stavion connection charges <hat will he in eflfle
as 2 result of this decision ané Pagific's
acvual full cost for the avoildadble connection

o b &
activities.
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PFSINENCEY

Premises Visit Charge
Premises Viring
Station Handling
Total 26.00 32.50

Turthermore, although the sexrvice order

and the centrzl office (C.0.) charge are
not now priced at full cost, the recoxd
1ndicaces that these charges are only
partially assigned vo Account 232. 3Sased
on these facts 4T 4is reasonable to conclude
that most or 211 of the station connection
expenses will now be bdborne by The customers
causing those ¢osts.

Te also follows that we shall have to turn

©o other wavenue sources ToO meet the rest

o0f the increased revenue reguirement. CD's
witnesses recommended an assirmment o the
Znerastate “oll operations because, under

“he current separactions »rocedures, 2 portion
o0f <he revenue reguirement will be assigned
©0 the fntrastate t0ll operations. That

i1s reasonadble, and we shall adopt that
aporoach. The remaining revenue reculrenens,
$175 million, must be spreald to the exchange
operations 4in some manner. For this purpose,
we 2@opt CD's recommendation that a uniform
vercentage or surcharpe be spread 0 all
recurring monthly rates, excluding directory
and message charges. Our rationale s as follows:

Zven 4in the past, when 4t was generally agreed
+hat service connection charges (SCC) cshould

he kep: low, even below thelr costs, because
the growsh of <he networx benefitted all
ratepayers (the "universal service” coneept),
“he fact cthat some OF Those COsSTs were
capitalized 4in Account 232, rather than
expensed, reduced the estimated tTest year
revenue requirement associated with those costis.

FIn tne anmregate, our adopted comparadble charges for business
cussomers, 2lso exceed che aggregzate of the ¢osts thereol.
. (Exnidis ¥No. 18).

-
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This 2s turn esulted In lower rate increases

'H
, )
for the peneral »ody of ratepavers,

Although the record does not show the exten
To which the actual SCC's may have offses
or even exceeded the associated revenue
recuirements, it is clear that the general
body of rac eoave‘g, has nart cina ed in the
capit 1,~ation o7 these costs, hoth throush
oavme“. H-*“ own SCC's as xn’l 2s the
rates wh’ch resulted from those ec2nitalizations.
Furthermore, the loﬂr vernm ’1nacia’ benefll
of the new accounting orocedure, which w
have discussed elsewhe*e, will “@dounﬁ “he
general bodv of ratepavers through 1o"er
revenue regulremensts., Tt is :he“e'o"e
reasonadble to assess vars of “he immediate
increase in revenue recuirements to that bodv.

Finding of fact 19 4z modified +o read in

full as follows:

"Although 2 relatively small percent arn of
subsceridbers appear resv01 Zhle for most of

vhp dramatic growth in Accouns 2°2 all the

epave“e nave participaved % .he er ent that

they have oa-d service con nec on charpes as

well as the »ates which were set based unon
capitalizing much of the associated cos=s."

O page 2, mimeo., the las+

complete paragranh shall read:

"utility provided Jack for multi-story

oremises for future Znstallations.”

On page 69, mimeo., <he sixth line of the 2
naragraph shall read:

"Mhich the addls a’ revenue reguiremens
exceeds the ¢ al o

The Tollowing sentence 45 aé
Paragranh 3:

"Pacilic'es rate Increase shall he = e
refund pending the outcome oF 5.7, 24361,
City and County of San Franciseo v. Pudlilce

4 o+ ) a
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N. 83728 as modsilied herein

T San Franclsco, Californi:z

JOEN . BRYSON
Prasident
RICHARD D GRAVELLE
LTONARD M CRIMES, JR
VICTOH CAILNO
PRASCILLA ¢ GREW
Commissoners
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