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Decision 82 01 100 J~.~ 1 91982 

BEFORE THE PUBLIC U!IL!::ES co~aSS!ON OF 

A~plicat10n of C!~!zens Uti11~ies ) 
COm?~~Y o! Caliro~nia to Increase ) 
Ce~tain Int~astate Rates and ) 
Char~es to ~f!set Chan~es in ) 
~tat10n Connection Aceount1n~ ) 
Proeedu~es. ) 

-----------------------------) 

EX-10 

A~~lieation 60707 
(?!le~ July 3, 1981) 

A~plications !or rehearing or partial rehearing o! 
Decision (n.) ~372R bave ~een ~11ee ~y The Paciric Telephone ~~d 
Tele~aph Company (?ac1~ic) General Telephone Com?~~y o~ 
Ca11rornia (General), Continental Telephone Company (Cont1nental) 
and the City and County or San FranCisco together with the City 
o~ San Diego (Cit!es) • 

!n addition to these filings, a doc~~ent entitled 
"Application For Rehearing and Reconsideration or Decision No. 
~3728" has been ~1led on ~ehal! or Cali!orn!a Retailers 
.A.ssoc1atio:'l a.."ld ':'ele-Co:'!l..-::.unica:~ions Assoc1at1o:'l (CRA/TCA). By 

la~'r, appl!cati0!'l,S !o,:, rehearint= o'!' !). 93728 ~a~· ~e riled only ~y 
parties to these comb!!'led proceedings or ~Y any stoc7~~older or 
bondholder or other pa~y pecu!'li~r!ly interested in the pu~liC 
utilities a!~ected (?u~lic Ut!l!t!es Code, Section 1731). CRA/TCA 
does not c1a~m to be any o! these. ~here!ore, we may not accept 
tbeir !11in~ as an applicao;!.o:'l ~or :-eh-ear!n,l;. ?O"ll-ever "Ire note 
that so~e o~ C?~/TCA's aller,at!.o:'ls o~ error also we~e :",a~sed ~y 
the Cities in the!.r application. 

A response to ?ac!~ic's application !o:", pa:tial :-ehear!ns 
has oeen riled by the C!t!es; ?ac!ric, !:'l tu:-n, has ~!led a 
response to the appl!cations o! the Cities and C?~/~CA. 

He ha"le ca:-e~u11y conSidered each and eve:-y allegation 
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A. ~07()7, :'/dc:':l 

above and a~e of the opinion that no ~ood cause fo~ ~antin~ 
~ehearing has been sho~~. Howeve~ u~on ~eview it appears 
evident that D. ~3728 zhould be ~odified to mo~e clearly state 
the basis ro~ the 1nc~eased ~evenue need ~ein~ met by the aeo?ted 
rates and charges, to ~rovide ~indin~s on all :':late~ial issues, 
a new effective ~ate fo~ the changed accountin~ ~~ocedures and 
a ~o~e detailed rationale fo~ the ado~ted ~ate sp~ead. 

In addition, SO:':le t~po~a?hica1 e~rors should be 
corrected. 

Continental ?oints out that, althou~h D. ~3728's 
discussion ~ecop;:'lizes that its inc~eased :-evenue need ~rill not 
be entir.ely offset by the increased rates and ~utho:-izes 
Continental to ~ake u~ this deficiency through its existin~ 
balancin~ account, no ~indin~s or order are ~rovided on this 
~uest1on. ~he modifica~1ons ordered below include such ~1ndin~s 
and o:-de~. 

Also, ?ac~.:':'ic and Gene:-Cl.l have asked that the 1m~le­
~entat1on date ~O~ ~lash-cut acco~~ting be chan~ee ~~o~ ~ctobe~ 1, 
1981 to Novembe~ 28, 1981, the date the offsetting :-ate increases 
beco:':le e~fective. As thei~ applications point out, althou~h 
the PCC' S o:-der ... ras to r,o i:'lto er!ect :'lO late~ than Octobe:- 1, 
1981, the PCC may gra:'lt wai vers ~rom that reo.uirement. !:'l 
addition, as we have al~eady stated i:'l D. 93728, we are not 
bound by the ~~ovisio:'ls of. the PCC order. ~he~efo~e we ~ll 
exercise our autho~ity a:'ld ch~~ge the ef!ective date or the 
flash-cut accounting procedu:-e as well as the !i:'ld1ngz a:'ld cO:'lclu­
sions ~elatin~ thereto. ~he Cities point out that the issue o! 
the re~zonableness or ?aci!1c's need for additional ~evenues 
bas~d upon the ado?ted ~ate base in necis10n 03367 is no~ be~ore 
the Ca1~f'o:-nia 'Supre:"le Cou:'t in S.F. 21.J361, Cit:v anl~. 'Count', o~ 
San :c':--anc1zco: et a.l •• .,. ?u'b1ic T::'tili tiesCo~""'l. ~he outco~e o! 
that proceed~ng ~ay a.ffect ou!'" concluzionz !;I.S to ";l"l.e level o~ 
Pacitic's ~ate increases here. ~here~ore we shall make Paciric's 
increase subj ect to reru:'ld pending that rev~.e~·r. 

:ro ~u~ther co:n.."':'Ients are necess:?:-y. ~he~e!ore, 
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A. ~')71")7, !"/d1~ 

!T IS ORDE?~D that, 
D. 93728 shall be ~od1f1ed as follows: 
1. Findin; of Pact No. It on pa~e 72 (~i~~o) 

shall read in full as follows: 

3 • 

noc ... o .... e-, , Q8' "'a'" "''I.e da"e 0 .... 0< ........ a' l~· • '" >.I • .., ... " ... .. oj "'.. '" .. _", ..... _ ~v 

announced by the PCC as the latest date 
that station connection accountinp, ~roce­
dures ~ust be adopted at the federal level. 
!:o":eve:", the FCC ~ay g:"ant wa~ ve:-s to allow 
telephone co~pa~ies to ado~t flash-cut 
expensing at a later date if we a,prove 
such date. ~ince offsetting rate relief 
will not be effect1 ve 1;..."'l.t11 ;~ovembe:- 28, 
1981, that date 1s appro,:-iate ~o~ the 
1~,le~entat!on of such account1n~ chan~es." 

shall read full as :"'ollows: 

"!f pOSSible, eX?e:'ls1n~ of station connection 
costs should be 1~ple~ented on the 5~~e 
date as offsettin~ :-ate re!!ef beco~es 
e:"'fect1ve. ~hat date is Nove:':'lber 2~, 1981." 

Orde:-in~ ?ara~ra?h ; on page 79, (~1~eo) shall 
:::oead as follows: 

"The accounting changes necessary to 
a~ortize over a 10 year period the 
e~bedded cost of the inside wirin~ 
portion of Account 232 and to expense 
on a ~lash-cut basis the on-g01n~ cost 
o~ the inside i'ri:"ing port!.on o~ said 
account shall CO::l:nence on ~;ove:nbe:" 28, 
1981, the date upon which offsetting 
rate :"e11ef will be effective." 

4. The last sentence of pa:-agraph 3 of ~aoe 7, 
~i:neo., of the P. 93728 shall :"ead: 

',. CO::".."'!'lencinp: 0:'1 the ef!"el!t! ve date o~ the 
accounting chan~e5 ado?t~d he:-ein ~or the 
""'5.1 .lip. .,~ .... " .... ~ .... 0 ...... " 0'" 0'" • cco~'''''' 2?2 "Po ~ .... .. \4 ... 'f'W~_ ..... ~ .. r' ,~ .. v....... .. Jt\ .,....... ~,~-

·.,·~11 allow Cont!nental to account ~o,:" this 
~~~ll de!"!ciency, as well as the adJustment to 
its ,:"eve:'lue requ1~e~e~t caused ~y the 
de?:"eciation :"ate chan;e ~o:" the outs!ee 
~':ir1.ng !,o:"tion of ACCOU!'lt 232 effect! ve 
January 1, 1982, with the ~alanc!n~ account 
set ~u:-suant to Dec!sion ~o. 936,; dated 
Octobe~ 20, 1981." 
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5. ~he ~ollowin~ se~tenee be added beto~e the last 
sentence o~ Finding o~ ?act ~o. 22 on pag~ 73: 

7. 

"The agg~egate 0: the :!.nc~eased toll settle­
ment revenue derived bot Continental :~0::1 the 
~essage toll increases· ~anted Pacific and . 
the revenues ~~o~ local ~ate inc~ear,es ~anted 
Continental will ~ot ecual ~ontinentalfs 
total ~e~/enue ::'eou1:o:'e:':'lent caused b;I the 
account~ng chanp:es ado:?tec! he~e~.!'!, and 
Continental should he authorized to account 
1'or such det"!c1enc:I with the balancinp' account 
set pursuant to Decision ~o. ~36;5 ~ated 
October 20, 1~81~" 

~he :ollowin~ be added to the end or. Orderin~ 
?a~ag:"a:oh ~10. 8 0:'1 ~a.F';e 77: 

"Co::'l.":ienc~.np: on the e ri"ecti ve date o!' t:"le 
accounting changes ado~ted herein fo~ the 
inside 'Ir1~inP: po!"tio:-:. of Accou."'lt 232, Con­
tinental shall account :o~ any de!'iciency 
in its ::,evenue ::,e~ui::,e~ent caused by the 
accountin~ chanr.es ado~ted herein ove~ the 
revenues accruing to Continental as a ~esult 
o!' the ~essa~e toll increases ~!"anted ?acitic 
and the local ~ate inc!"eases ~anted Continental 
1n the oalanc!n~ account set pu~suant to 
nee1s10n No. 93655 dated October 2~, 1981." 

On ~~g~ 61, the second and th~~d se~:e~ces 
o~ the !'i~st !'ul1 pa~ar,raph shall be deleted 
and the following lan~ua~e shall be ~~se~ted 

in thei~ place: 

"'!'he i~c~ea.sed reve~ue :-eoui~e:'!'lents a~e 
due to (1) the ~ncreased eYapense as a 
:-esul t oi" eYapens~np: i:'lsteac. o~ car>~.talizi~g 
the onr,oin~ costs o~ inside • .. :-::'~1n; and (2) 
the cost o~ a~0~t!z1n~ over a 1~ ycp.r 
o;,e~!od the !ns!de ·'f1:-~n~ <;jo:-tion. of the e!':'lbedded 
~osts in Account 232. Wi~h ~es~ect to that 
latter ele~ent a~c! as we have al~eady stated, 
unde:- cu~rent ~rt!ctice the de~:,eciat~.on :-ate 
applied to Account 232 is intended to e~ense 
only those ite~s phY~ically retired tro:'!'l 
se~vice at costs which a~e duplicated when 
one custO:'!'ler ~oves out and anothe~ custO:'!'ler 
~oves in. O:-!ginal cost o~ installation is 
neve~ actually dep::,ec~ated. As a result, 
unde~ that method the :'!'lajo~ity o~ costs cu:-~ently 
ca?italized in Account 232 will still be in 
that Rcco~~t 10 years f~o:'!'l now, whereas 
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u~de~ tn~ new expens~ accountin~ they will 
b~ 1nO~ expensed at that tiMe (Exhib~t 1, 
~~c. !, pp. 3-~ to 3-9). 

Although the inc~eased ex?enses desc~~bed 
above "1:111 eo,entuall:l be o!'!'set by the 
cec~ease ~n dep~eciat1on, inco~e taxes, 
?~ope~ty taxes a~d ~educed ~eve~ue requi~e­
~ent a:soc~ated w1th ~ate base (Exhibit 1, 
Sec. It, ?p. 1-1~, l-l~), in the nea~ te~ 
there is an ~nc~~ased revenue ~equi~e~ent 
as discussed in detail in Cha?te~ 1, 
~ection !~ o~ R?D's Bxhibit 1 and in 
Exhi1:)it 2,." 

p.. Or:. paJ!':e 65, the ~1~st t .... :o !,a~a~a~hs shall 

o. 

be deleted a"'ld the follo~"!np: lanp:uaF4e inse~ted 
!.n the~~ 'Ola.ce: 

ft As we have al~ead~1 stated, part of the 
1nc~eased revenue requ1~ement !'o~ the va~1ous 
utilities result!nr. ~~o~ the p~o~osed accountin~ 
chan~es ~elates to the a~ort!zation o!' the 
inside w1~in~ portion o~ the e~bedded co~ts 
~n Account 232. ?ai1ure to o!'t"set these 
add! tional expenses no· .... will diminish the 
u~~l!ties' ~e~ ea~n!ngz. 

Althou~h it is t~ue that the ~ecent rapid 
increase in the a~ount o!' these ca~italized 
costs was largely created by a relatively s~ll 
nu~be~ o!' the ratepayers, all ~ate~ayers 
a~e ~nvolved in the capi~al~zed cozts by hav~n~ 
~aid ":he~.:, connect~on cha:"p,es as "I:ell as the 
?:,e"r~ous :,ates 5et b:r ca~i -:a11z::'n~ so~e or 
those costs. ~,re shall eY.'Ola~n th~s in :':'lore 
detail unde:' the discussion o!' ra":e s~~ead. 

Fu:'thermore, t~e ~uture long-te~ reductions 
in rate base result~n~ ~rom the amortization 
o~ the inside wirin~ ~o:''':ion o~ the embedded 
costs in Account 232 will :,eeoun~. to all 
~atenaye~z> not ~e~ely a rew." 

0n pa~e 60 , the second ?aragra~h is cele":ed 
8.nd :'e'Olaced ,,:i t!'l th~ :'ollo~'ri!'lJ!': lanp:uap:e: 

"~:I ":hi.s order we shall autho~:tze increases in 
the avoidable com~onents o~ the mul-:1-ele~ent 
connection char~es to a level whe:'e they will 
e~ual or exceed their re~pective costs. ~o 
~.llustrate this ·,:e • .... ::.11 co:"'!:oa~e :-esidential 
station co~_~ection char~es that will be in e~fect 
~s a result of this deCision and ?aciric's 
actual tu11 cost for the avoidable co~~ection 
activit~es. 
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to !)e :ul=. CO::;"; Cha::"ge::: 
?F~InF.~C~* (Ex. ~ro • 18) !n e~~eet 

?~e::,.!ses Visit Cha:-ge $ 6.00 • 7.75 oJ 

?:-em!ses ~T!:-1ng' 16.00 16.75 

Station Hand11n~ ~.I')O 8.(')0 

Total 26.0~ 32.50 

?u:-the:-mo:-e, a1thou~~ the se::"vice o:-de:-
and the cent:-al o~~!ce (C.O.) cha::"r.e a:-e 
not now p:-ice~ a"; ~u11 cost, the ::"eco::"d 
!nd!ca";es that these cha::,,~es a::"e only 
pa::"t!ally assigned to Account 232. Eased 
on these ~acts it is ::"easona'ble to conclude 
that ~ost 0:' all o~ the station co~~ection 
expenses ..... 1.11 nO\l;' 'be 'bo::"ne 'by the custo~e::-s 
causin~ those costs. 

!t also ~ollows ~hat we shall have :0 ~u~~ 
~o othe::" ::"evenue sou::"ces to meet the ::-est 
o~ the !nc::"eased ::"evenue ::"equi::"ement. CD·s 
witnesses ::"eco~endeci an assi~ment to the 
int::"astate toll ope::"ations 'because, unde~ 
the cu::"::,,ent sepa::"ations ~::"ocedu::"es, a po::"t!on 
o~ tbe ::-evenue ::"e~ui:,e~ent will 'be assigned 
to the int::"astate toll ope::"ations. ~hat 
is ::"easonable, and we shall adopt that 
app::"oach. ~he ::"e~inin; ::"evenue ::"e~u~::"ement, 
~175 ::'~llion, ~ust 'be sp::"ead to the exchange 
ope::"ations in some ~nne::". ?o::" this pu::"pose, 
we ado~t CD's ::"eco~~enciation that a uni~o~ 
~e::"centa~e 0::" su:,cha:-~e 'be sp::"eaci to all 
::"ecu:-::,,!n~ monthl~ ::"ates, excluci!n~ di::"ecto~· 
and message cha::"ges. ~u::" ::"ationale is as ~ollows: 

Even in the past, -,,:he:'l it ..... ·as gene::-ally ag:-eed 
that se::"vice connection cha::"ges (seC) should 
be kept low, even 'belo": the!::" costs, 'because 
the O::"o~~h o~ the netwo::,,% bene~!tted all 
:-ate?aye::"s (the "u~ive::"sal se~v!ce" co~cept), 
the ~act that some o~ those costs we~e 
ca~1ta11zed in Acco~~t 232, ::"athe~ than 
e~e~seci, ::"educed the estimated test ~ea:­
:-evenue ~equi::"ement associated with those costs. 

* !n the a~~~er,ate~ o~ ado~ted co~a::"able cha::,,;es ~o~ 'business 
custome::"s, also exceed the a~g::"e~ate o~ the costs the::"eo~ • 
(Exhi'bit ~o. 18). 
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This is tu~n, resulted in lower rate increases 
for the ~eneral bod~ o~ rate?a~ers • 

Al thoup.;h the reco~d does not sho~t the extent 
to which the actual SCC's ~ay have offset 
or even exceeded the associated revenue 
!'ec.uire:':'lents, it 1s clear t.hat the ~eneral 
body o~ rate~ayers, ha~ ?~tici~ated in the 
capitalization o~ these costs, ~oth throur~ 
;:>::tY:.lent of the::':, o· ... n ~CC' s ;l.S ·,.,.ell ::ts the 
rat~s which resulted fro~ ~hose ~~~1talizat!ons. 

Further:.lore, the lon?, te~ f1nac1al bene~::'ts 
o~ the ne~'t account1nr, !'>:'ocedure, 1'lh1ch "Jre 
have discussed elsewhere, ~ ... ill :-edound to ":1'le 
~eneral bod~ of :-ate,aye:-s throu~h lowe:­
revenue reou1re:':'lents. It is there~ore 
reasonable to assess :>art of the ~.:T' .. ":1ed~.ate 
inc:-ease in revenue :-e~u1re~ents to that body. 

In. Pindin~ ot ~act l~ is ~odif1ed to read in 
full as :"'ollo~ ... s: 

11. 

12. 

"Althou~h a relativel:, s:nall ?crcentage of 
subscribers appear res,onsible tor :':'lost o~ 
the dra~t::'e ~o~~h in Acco~~t 232, all t1'le 
ratepayers have part::,ci~ated to the extent that 
they have ?aid se:-vice connection char~es as 
.... tell as the rates ~'lh1ch '~ere set 'based upon 
cap1ta11z1nF! :':'luch of the associ::t.ted costs." 

On pa~e 8, ~i~eo., the last line of the second 
co~plete pa~ac;a,h shall ~ead: 

"utility l':,o·,1ded jac? fo:' ::'lult1-$tory 
?:,e::'l~ses ~o:, ~utu:,e ~~stallations.fl 

nn pa~e 69, ~~::'leo., the s~xth line of the 
pa:-agra?h shall reae: 

'''-Thich the ad.d! tional revenue re~uiZ"e::le~ts 
exceed~ the total o~" 

l~. ~he ~ollo~1ng sent~nce is added to ~:,de:'in~ 
?~:,?~:,a,h 8: 

fl?acific's rate 1ncre~se shall he subject to 
:,e~und pend!n~ ~he outco~e of ~.? 2U~6l, 
Cit~ and County ot ~An ?~~nc1seo v. PubliC 
O-:11~:e!.es CO~~" h 
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Rehea~1~~ o! n. 93728 a: ~od!!1ed he~ei~ is de~ied. 

Th!z o~de~ is ef~eetive today. 
Pated J~,~~ 1 91982 a~ Sa.:'l ?:"ancisco, Cal!!o:"!'l1a. 

JOP.:-': ~, nRYSO~ 
Prt'<iidl'nt 

RfCH.\I\D D GR;\ \"'F.LLE 
LF.O~J.r.D M GHI~1£S.)1\ 
\'r\.i"OB (.:\1.\'0 
Pl'.!SCILt.A <: GREW 

Comm~~ofler" 


