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. INTERIM OPINION

I. SYNOPSIS OF DECISION

This is an interinm decisioﬁl It avthorizes an inerease in
customer billings of $11.99 million. V/

This increase is in addition to an increase of $117.0
million previously authorized in 1981. General originally requested
$296.0 million.

“ Further hearings have been scheduled for May 11, 1982 to
consider new evidence on how mueh intrastate loag <distance revenue
General expects to collect in 1982. After those hearings are
completed, we may authorize a further increase as explained in this
decision.

This decision also authorizes General to obtain an
attrition increase for 1982. The exact amount of the increase will
not be known until late 1982.

The $11.99 million in¢rease authorized by this decision
will be collected from an increase in the existiag billing surcharge.
for residential and business customers from 7.87% to 10.48%. No
other change in rates or rate design is made by this decision. After
the May hearings are complete, we will address the need for a aew
rate design.

This decision authorizes Cene¢ral to earn a return on equity
of 16.5%. The authorized increase is designed to provide General an
intrastate rate of retura of 12.71% on its rate base of approximately
$2.273 million. Such a return will provide an after tax interest
coverage of 2.34 times, a before tax coverage of 3.55 times, and an
internal generation of funds of T1%. These ratios indicate that
General will have the financial capadility to raise the capital
required for modernizing its plént and improving service.

We conclude in this decision that General is not providing .
satisfactory service. Ve do so on the basis of customer surveys
which indicate 2 very high incidence of certain common problems,
including static, ¢ross talk, and calls not going through.
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It 1s obvious from the record that there is a disparity
between the quality of service rendered by Gereral as perceived by
the subscriber and as measured by existing service indices.
Consequently, the decision provides for representatives from the
telephone utilities and Commission staff and otber'parties to the
proceeding to meet and confer for the purpose of developing more
meaningful indices. For this reason, 0II 88 will remain open to
afford an opportunity for further consideration of these matters.

Because the quality of General's service is unsatisfactory,
we are adopting a penalty mechanism which will give a credit of $71.40
per month t0 customers In those exchange areas where service does not
meet the standards we set out in this decision.

We have imposed a competitive bidding requirement on
General, insofar as its selection of central office switching
equipment is concerned, to prevent it from favoring GTE's
manufacturing subsidiary to the detriment of the service General
provides. '

We have adjusted General's projected operating results to
ensure Its ratepayers do not unduly contribute to the profits of
General's affiliated corporations. We have adjusted downward
$11,692,000 in expenses and $8,554,000 in plant to reflect this.
Numerous other adjustments to General's expense estimates were
adopted based upon investigation and testimony by our staff.

We have excluded construction work in progress‘(CWIP) from
rate base, |
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Introduction

General Telephone Company of Califormia (General)
seeks authority to effect step rates to increase its intrastate -
gross revenues approximately $296 million (21.961)l/' for the test
year 1982 and an additional $90 million (5.43%) attrition
allowance for the test year 1983.

To enlarge the scope of these proceedings to cover
essentially all aspects of General's public utility operatiouns,
this Commission issued Order Instituting Investigation (OIX) 88
into the rates, tolls, rules, charjes, operations, costs,
 separations pEactices, contracts, service, and facilities _
of General and The Pacific Telephone and 'relegriph Company
(Pacific) and of all the California telephone utilities that
interconnect with General.

After due notice 52 days of hearings were held before
Adminigtrative Law Judge (ALJ) N. R. Johnson and/or ALJ John B.
Weiss and/or Commissiovers Richard D. Gravelle and Priscilla C.
Grew during the period April 27, 1981 through October 2, 1981,
and the matters were submitted subject to the receipt of com-
current opening briefs due on or before November 2, 1981 and
concurrent closing briefs due on or before November 16, 1981.
Oral argument was held before the Commission en banc on
November 17, 1981. The matter was reopened on December 3, 1981
to permit the receipt of written evidence on the impact of the
Economic Recovery Tax Act of 1981 (ERTA) on theé operations of Geperal. =~

1/ From this requested amount of $296 million should be deducted

e the_increases granted to General subsequent to the filing of the appli- | |
cation. These are General's Decision (D.) 93255 granting a $12.7 million
attrition allowance, General's Resolution T-10451 granting a
$5.9 million depreciation expense allowance increase, and
Pacific's D.93367 providing for increased settlements
revenues of $98.7 million. The net request after deductions
for those increases is $179.0 million.
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On February 26, 1982 Genexral filed a petition to
reopen the proceedings to receive additional evidence on test
year 1982 intrastate toll revemues. According to the petition,
current economic conditions have resulted in a drastic reduction
in estimated intrastate toll revewnue from the estimates of record
in the proceeding of approximately $58.174 million.

The petition to receive additional evidence: on this
one specific item was granted and oneﬂé&ditional day of hearing
was held in Los Angeles. ;

At the hearing, City of Santa ¥onica (SM) made a rotion? that
all evidence adduced at the hearing be stricken from the record on the baces
that reopening of the procecding for the purpose of considering
changes in Gemeral's toll revenue is unconstitutional and
violates the duc process rights of all interested parties
including SM in that inadequate time was granted to prepare
testimony or cross-cxamination and the late filing constitutes
a total violation of the vegulatory lag plan. SM further
alleged that the petition was granted before many interested
parties received notice of it and thercfore denied them any
opportunity to have inmput on the question of whether the
procecding should be reopened, to what extent & reopening
should be limited, or whether other matters should be
considered in addition to toll revenue changes, such as charges
in related expenses. The motiom was granted and all testimony

2/ For the purposes of the record, SM reduced the motion to
writing and filed iz on March 15, 1982. On March 24, 1982
a similar motion to strike the above evidence was filed by
the Towm of Los Gatos.
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and evidence adduced at the hearing on March 11, 1982 were
stricken f£rom the record by an assigned Commissioner's ruling
dated March 26, 1982.

Further hearings on the issue of appropriate
{ntrastate toll revenue and related expense levels were
scheduled commencing May 11, 1982. The ruling noted that
General and the Commission staff must file and sexrve all
prepared testimony on which they intend to rely. Such
testimony is to include, but is not limited to, updated
estimates of total California toll billings, investments,
resexves, expenses, taxes, and separation factors or else
explain why showings on these matters are unnecessary.
General was directed to file and serve all its prepared
testimony on all parties by April 5, 1982 and the Commission
staff and those interested parties who wish to present
testimony are to file such testimony by April 21, 1982.

S
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Opening and/or closing briefs were received from
General, the Commission staff, the cities of Los Angeles (LA)
and Santa Monica (SM) (Cities), the County of Los Angeles
(County), Telephone Answering Service of California (TASC),
the Town of Los Gatos (Los Gatos), and CAUSE West (CAUSE).
Public Witness' Statements '

Public hearings were held at Los Angeles on April 27,
1981, at Santa Monica on April 28, 1981, at Santa Barbara on
April 29, 1981, at San Fernmando on April 30, 1981, at San
Bervardino on May 11, 1981, at Palm Springs on May 12, 1981,
at West Covina on May 13, 1981, and at Los Gatos om October 1,
1981. Statements and/or testimony were presented by more than

1300 witnesses at_these hearings. These_ statements included. .. _ ..

the following subject matters listed in order of descending
frequency: .

1. The level of the quality of service rendered
by General.

2. The amount and frequency of rate increases
by General, including the effect of thesge

increases on people with fixed incomes such
as senior citizeuns.

Excessive mileage charges included in Gemeral's
present and proposed tariffs,

The deficiencies and inequities of the Zone
Usage Measurement (ZUM) boundaries and rates
for Los Gatos and Sunland-Tujunga areas.

Billing problems.

The ipequity of granting any rate increase
until a perceptible improvement in the
quality of service has been made.
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The inability of General's management personnel

to adequately fulfill the. responsibilities of
their respective positions.

The cost and lack of necessity of Geuoeral's

commercials appeariag on television, on radio,
and in newspapers.

Individual service complaints were lavestigated and a

summary of each investigation was included in an exhibit entered
into evidence during the hearings.
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II. GENERAL'S PRESENT OPERATION

General is a subsidiary ‘of GTE vhose headquarters
are at Stamford, Connecticut. General operates within
approximately 10,600 square miles serving approximately 330
commmities and locations in portions of the following 20
California counties: Fresmo, Imperial, Kerm, Los Angeles,
Marin, Orange, Riverside, Sacramento, San Bernardino, San
Diego, San Joaquin, San Luis Obispo, Santa Barbara, Santa
Clara, Santa Cruz, Solamo, Sonomz, Tulare, Venmtura, and Yolo.

GIE was incorporated under the laws of the State of
New York on February 25, 1933. It is the parent company of
60 comunications,mﬁfacming, and research subsidiaries
with operations in 40 states and 20 countries abroad. The
GTE system bhad a combined revemue and sales of nearly $9.9

. billion in 1979, consolidated net income £rom operations of
$612 million, 227,000 employees, and more than 462,000 share-
holders. ,

General had an average of 26,999 equivalent employees
in 1979. Wage payments .applicable to operations in 1979
amounted to- $465,425,978 of which $127,211,179, or 27.3%,
was charged to comstruction. At the close of 1979 General
operated 175 central offices in 72 exchanges providing service
to 3,993,191 telephones; 2,257,875 of these telephones are
classified as main stations with 787 of the main stations
being residential subscribers.
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ITII. RATE OF RETURN

The parameters establishing utility revenue
requirements are generally set forth in two-United States
Supreme Court decisions: Féderal Power Commission et al, v
The Hope Natural Gas Company (1944) 320 US 591, 605; 88 L ed
333, 346; and Bluefield Waterworks and Improvement Company v
The West Virginia Public Service Commission (1923) 262 US 679,
692, 693; 67 L ed at 1176. The Bluefield decision establishes
the revenue requirement as the minimum amount that will permit
a utility to earn a returm on the value of its property which
it employs for the convenience of the public equal to that
generally being made at the same time in the same general part
of the country ou investments in other business undertakings
which are attended by corresponding risks and uncertainties.

The Hope. decision defines such a revenue requirement
as being the minimum to be allowed which will enable the company
to operate successfully, to maintain its financial integrity,
and to compensate its investors for risks assumed.

The applications of these guidelines to a specific
utility's operations require the valuation of numerous complex
and interrelated factors such as the cost of money, capital
structure of the utility in question as compared with other
similar utilities, Iinterest coverage ratios, return on common
equity, price/earnings ratios, and price/book ratios. It is
axiomatic that the revenue requirement derived from such a
procedure reflects an assumption of good and adequate service
by the utility. As previously noted in the summary of the
decision, we are establishing a penalty mechanism to be
applied in those areas where General's service does not meet
‘the standards we set out. Any penalty General incurs will
3ffeéSt its ability to earn the rate of return we authorize.

S - —_—
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In California, the net revenue requirement, determined
as above, is expressed as a _percentage returan on weighted
average depreciated rate base for California jurisdictional
operations and is intended to provide sufficient funds to pay
the interest on a utility's long-term debt, dividends on its
preferred and/or preference stock, and a predetermined
reasonable return on common equity. Complete showings on
rate of return were presented into evidence in these proceedings
by General, the Commisgion staff, and IA.

Pogition of General

Testimony and exhibits were presented on behalf of
General by the executive vice president and director of Duff
and Phelps, Incorporated, Francis E. Jeffries, and by Gemneral's
treasurer and assistant secretary, Charles J. O'Rourke.
According to the testimony, the principles considered by

witness Jeffries in forming his judgment about a fair rate of
return for General are that a public wtility should be permitted
an opportunity to earn a return sufficient to (1) assure
confidence in its financial soundness, (2) maintain and support
its credit standing, and (3) enable it to attract the capital
necessary for the proper discharge of its continuing duty to
serve the public. The return to the equity owner should be
commensurate with the returns of investments on other enter-
prises considering the relative investment risks. He noted
that investors are interested in the end result of utility
regulation.. and are not persuaded to commit capital based on
theoretical rates of return which are not achievable. Included
in the exhibit accompanying tbe testimony of witness Jeffries
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was a tabulation indicating that the earnings per share for
Standard & Poor's (S&P) 400 industrials had increased 10.3%

per year and that the dividends had increased 6.4% a year as
compared to the increased earnings and dividends for independent
telephone companies of 6% per year and 4.7% per year, '
respectively. '

He further noted that the telephone industry is
capital intensive and, therefore, requires substantially
greater investment in plant and property to produce a dollar
of revenue than do most other types of industries. This
witness further testified that, in his opinion, electric
utilities were more stable and less risky than telephone
utilities because of the effects of energy adjustment costs
offsetting - one of the major components of total expeunse.

He noted that the telephone industry today is facing greater
risks than it hag:in the past as evidenced by the relative
inability of telephone utilities to adjust prices for services
on a timely basis and the effects of competition. With respect
to competition, he noted that the revenue growth rate for
competitors was significantly higher than for the telephone
industry. He emphasized the fact that Califormia telephone
utilities have onme additional risk not experienced by other
telephone companies which is the potential tax liability
relating to investment tax credit (ITC) and accelerated
depreciation. One measurement technique used by this witness
to determine the implied cost of common equity is the
 discounted cash flow (DCF) method. UsSing the DCF method
Jeffries used six major independent companies listed on the
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New York Stock Exchange to measure the expected investment
return on equity for telephone companies, he used S&P 400
industrials to measure thge.expééte&;:e:ﬁfn:—foﬁ:indus;rhl
companies, and he used S&P electric power companies to measure
the-expectad: return:for: alectric power:companies.ies..

This witness evaluated four factors in arriving at
a recommended reture on common equity of 17% as follows:

1. A relative risk analysis demonstrated that
investors perceived telephone companies to
have higher risks and to require higher
returns than industrial companies generally.
An examination of the rates of return on
S&P 400 industrials indicated a rate of
return on common equity for this industrial
composite was 17.3% in 1979.

The rate of return on common equity earmed
by 10 comparable independent telephone
utility companies averaged about 15% in
1979 and 19/8. In light of inflatiom,
high interest rates, and uncertain competi-
tion, a return on common equity for a

telephone company should be higher for
the future.

" An analysis of equity debt risk spread
indicated that al8.7% return on common
equity would be appropriate.

A 172 return on common equity would produce
interest coverage ratios comparable to those
achieved by other single "A"-rated independent
telephone companies.
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General's witness 0'Rourke testified that i{nflatiom,
competition, regulatory lag, and techrological changes have
acted to increase the relative investment risk of telephone
companies. According to his testimony, inflation impacts _

they are capital intensive and unable to optimize comstruction
‘expenditures in terms of financial market conditions and =~
' profit opportunities. He notes that unlike regulated
utilities, such unregulated companies entering the tele-
commmications field such as Intermational Business Machines,
International Telephone & Telegraph Corp., Xerox, and Exxon

are free to choose the most profitable segments of the market

in which to compete and can reprice their services to fully
offset increased costs on a timely basis. Also, such
unregulated companies offer the most up-to-date equipment
forcing the regulated companies to either umsuccessfully

compete Oor to have large write-offs of equipment prior to

the expiration of their service lives.

Witness O'Rourke projected the capitalization for

General at the end of the test year 1982 as being approximately
50% long-term debt, 3% sbort-term debt, 8% preferred stock, and
39% common equity. EHe believes such a capitalizationm is
reasonable because the common equity ratio is above the minimum
level necessary to maintain an "A" bond rating but that a higher
level would be more desirable in today's market because it would

reduce the negative impact of changing interest costs, active
inflation, and uncertainty. -




A.60340, 011 88 ALi/emk/bw

Witness O'Rourke selected 17 electric utilities upon
which to base his determination of the growth rate of dividends
using the DCF method. These utiiiti’.es all had publicly traded
stock, were located outside of California, had total capital-
ization in the range of $1 billion to $4.2 billion, had common
equity ratios in the range of 35%-45%, had payout ratios not
in excess of 90%, and had nuclear fuel as an energy source of
20% or less. ‘

In addition to his use of the DCF method to derive
an equitable return on common equity, this witness used the
risk premium method wherein he applied the historical yield
spread between Moody's 24 utility common stocks and newly
issued utility bonds to the expected cost of bonds to General
in 1981 and 1982. The range of return on common equity
established by the application of these two methods was 16.7%
to 18.05%. Such a range of return on common equity produces
a pre-tax interest coverage of 3.55 times to 3.75 times.

When S&P downgraded Gerneral's bonds fxom "A" to
“BBB+", witness O'Rourke revised his estimate of the reasonable
return on common equity upward from 16.7%-18.05% té 16.9%-
20.55%. 1In the opiniom of this witness, it is hecessary to
raise the pre-tax fixed charge coverage ratio back up into
the 3.0 to 4.0 times range to regain Gemeral's "A™ bond rating
with S&P and maintain it with Moody's. Between the time
witness O'Rourke presented his direct testimouy and the time
he presented his rebuttal testimony, this Commission issued
D.93367 on Pacific's A.59849 for a gemeral rate increase.

This decision authorized a return on commoun equity of 17.4%
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and, in the opinion of witness O'Rourke, if this Commission
should fail to grant a similar return on equity to General
in this proceeding, the financial commmity ‘would downrate
General's offerings further.

‘ , Also in his rebuttal testimony O'Rourke indicated
his belief that the return on common equity recommended by LA
and the Commission staff was unrealistic in that it was below
the long~term debt interest rates of current issues and it was
not based on market data. He also testified that it was
necessary for the times interest coverage to be well above
3.0 rather than at or near that level in order to have S&P
restore General's ™A™ bond rating‘and‘in order to prevent
downrating by Moody's. :

Pogsition of the Commission Staff

. Testimony on the cost of capital and a recommended
rate of return was presented on behalf of the Commission staff
by a financial examiner with its Revenue Requirements Division
(RRD) , - Terry R. Mowrey. _ .

He recommends a rate of return in the range from
11.86 to 12.07 for test year 1982 and 12.16 to 12.37 for the
year 1983. These recommended ranges in the rates of return
are based on a return on common equity ranging from 14.75% to
15.25%. The difference between the two years' recommended .
rate of return reflects financial attrition due to the increased
embedded cost of debt resulting from both new issues of higher
priced debt and the retirement of low cost debt to be replaced
with the higher cost debt. According to this witness, attxrition
should be recognized by step rates rather than the use of year-

end calculations so that the return will more accurately reflect
the cost.
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Witness Mowrey further testified that the di.fferences
between the capital structures recomended by General and by
the Commigsion staff are minimal and reflect the use of average
year data by the staff and year-end data by General. This
witness stated that the determiration of the proper allowance
for return on equity is of necessity a matter of informed
Judgment which considers the specific requirements for a
particular utility. According to his testimony, he was gulded
by the standards set forth in the United States Supreme Court
decisions and prior Commission decisions indicating that the
return to the equity holder should be commensurate with returns
on other enterprises that have similar risks, should be sufficient
to enable the™utility to attract capital at reasonable rates
and maintain its financial integrity, and sbould balance the
interest of both the investors and the ratepayers. Included
in the exhibit accompanying his testimony were 23 comparison
tabulations pert:aﬁ:ing to Interest rates, bond yields, interest
coverage, stock values, dividends and earnings, payout ratios,
capital structures, plant investment, operating ratios, and
related informatiom.

Other factors witness Mowrey congidered in arriving
at his recommended return on equity were: Gemeral is a
regulated public utility with the obligation to provide service
at reasonable rates; the effects of contimsed inflation and
any increases in embedded costs of capital; General's capital
requirmem:s- the reduction in risk assoclated with General's

_inclusion in GTE's teélephone systems; and tHe gredter
internal cash flow relating to normalizing of federal income
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taxes for ratemaking purposes. Witness Mowrey noted that his
recommended 15% return on common equity provides for pre-tax

coverage within the range of 3.0 to 4.0 deemed appropriate by
S&P for a single "A" rating.

He further noted that General currently reports its
financial results on a restated basis. Such a computation
assunes the eligibility for accelerated depreciation and ITCs
would be lost,and the company would owe a back-tax liability
together with accrued interest. However, there is currently
a bill in the U.S. Congress which would remove the alleged
1iability and, if passed, GCeneral's books of accounts for
financial reporting purposes would no longer reflect such
lisbility and prior earnings would be restated. Such a regult
should have a poa:{.tive impact on investors on an analysis
perception of General's financial risks.

Pogition of LA ,

1A's position on recommended rate of return was
- presented into evidence by consulting engineer Manuel Kroman
who testified that the approach he used in developing a
recommended rate of return for General in this proceeding was
to make a critical aralysis of General's request to determine
whether or not the bases upon which General predicates its
request are sound. According to this witness, should such
bases be errouneocus or should the propositions and theories
relied upon in the development of the additional revenue require-
ment be shown to be invalid, then the revenue request should .
be made to conform to the correct evaluation of relevant data
and relationships. Consequently, witness Kroman closely
examined the basis of witness Jeffries' comclusion that a fair
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rate of return on common equity for General is 177 and witness
O0'Rourke's recommended range of earnings on commoun equity of
between 16.90% and 20.55% with an overall return of from 12.85%
to 14.27%. ‘ '

He noted that both of General's preseuntatiouns relied
ot the DCF method in arriving at the recommended levels of
‘return bﬁ'equity. According to this witness, the DCF method
relies on three basic assumptions which are (1) the investor
can accurately predict the future dividend payments associated
with a given stock and the annual dividend rate will increase
uniformly and indefinitely Into the future, (2) the earnings
per share of a given stock will also increase un:f.’fomly and
indefinitely into the future, and (3) the price earnings ratio
of the stock will remain constant. In the use of the DCF
method, a selection must be made of an appropriate group of
companies to serve as the basis for determining growth rates
and dividend yields, an appropriate time period over which to
compute the growth rate and an appropriate time period upon
which to base the dividend yield. This witness tabulated
variations in yields and price/earnings ratios of Moody's
24 utilities from the yearsl965 through Jaouary 30, 1980 and
noted that it is obvious from the variation in the data that
a wide range of results may be achieved with the DCF method
depending on what time period is selected:as the basis in
determining the appropriate level of yield. The tabulation
also indicated a wide variety of price/earnings ratios over
that perfiod of years.
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Witness Kroman also tabulated data on witness O0'Rourke's
17 selected utilities and found that the median computed expected
return for 1980 was 16.1% as”contrasted with the recorded return
of 12.29%. A similar variation between computed and experienced
earnings was tabulated for Dow Jones' 30 industrials. Another
tabulation prepared by this witness indicated that telephone
carriers’' and electric utilities' net incomes were far less
adversely affected by economic slowdowns than were manufacturing
corporations, invalidating, in his opinion, General's witness'
contentions that independent telephone companies are more risky
than either industrial companies or electric companies.

With respect to the risk premium method used by
Gemeral's witnesses O'Rourke and Jeffries as one method of
deriving an allowance for return on comson equity, witness
Kroman testified that the results of using the method are
dependent upon the time periods selected for averaging. In
support of this position bhe used General's witness' data and
computed 5-, 10-, and 1l5-year averages instead of the 25-year
period used by General's witnesses. His computation showed
widely fluctuating results wbich, in his opinion, camnot
produce any meaningful guide for determining the proper level
of return on equity.

Witness Kroman prepared other comparison tabulations
which indicated that:

1. The median before-tax coverage of the 17 ' -
"AM-rated utilities used by General's witnesses
in arriving at a recommended rate of return is
well below the range sought by Gerneral.
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With respect to times interest coverage,
telephone utilities have outperformed
energy utilities.. .-

The recorded return on average common
equity for GTE telephone companies, Bell
.Sptem telephone companies, witness

0 'Rourke’s 17 utilicies, and Dow Jones'
15 utilities for the years 1978, 1979,
and 1980 was in the range of 10.70% to.
13.56%Z as compared to witness O'Rourke's
1982 test year recommended returm o
equity from 16.90% to 20.55%. '

This witness' recommended capital structure for rate
computations would be as follows:

Long~term debt $1,608,000,000 51.87%
Short-term debt 80,000,000 2.58
Preferred stock 220,000,000 7.10
Common equity 1,192,000,000 38.45

Total . $3,100,000,000 100.00%

He further recommends that the overall rate of returm should
provide before- and after-tax interest coverage commensurate
with that being achieved by otber "A"-rated utilities as well

as return on common equity which is in line with other utilities’
experience. He recommends a return on common equity of 15.2%

as being fair to both investors and ratepayers. Such a
recommendation is predicated on an agssumed satisfactory level

of service being provided by General. He believes that should
gexrvice be found to be deficient, an appropriate penalty on

return on equity should be imposed commensurate with the degree
of such a sexrvice deficiency.
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With the above capital structure, a return on common
equity of 15.2% would provide a rate of return of 12.03%, a
before-tax times interest, .co'ver'a'ge of 3.11,-and an after-tax
coverage of 2.15 times.

Witness Kroman also referred to this Commission's

"OII 84, an investigation ou the Commission's own motion into
the accounting for statiom connections and related ratemaking
- effects, and testified that If the staff's recommendations in
that matter were implemented, the resultant reduction in long-
term debt should be reflected in the allowances on common
equity and thereby the overall rate of return both for test
year 1982 and computation of an attrition allowance for test
year 1983. | .
Discussion
" The recommended capital structures, cost factors,
. and weighted cost factors presented by General, the Commission
sta.ff, and LA are shown in Table I.

It will be noted that General's capitalization ratio
for long-term debt plus short-term debt is 53%, the staff’s
long-term debt ratio is 52.80%, aud IA's long-term and short-
term capitalization ratios total 54.45%, a relatively minimal
range. However, both General's and ILA's witnesses i{ncluded
short-term debt in the capital structure whereas the staff
witness excluded such short-term debt from the capital
structure. Staff witpess i{owrcy testified that short-term
debt was excluded from the staff-recommended capital structure
because most of the short~term borrowing is used for
construction and allowance for funds used during construction
(AFDC) compensates the investor £Of SHOYt-teim borrowing and™




A.60340, OII 88 ALJ/emk/bw
> TABLE I
Year 1982

—TTapitalization :-
Component Ratios : Cost

General's Requested Rate of Return

Long~-term Debt 50.00% 10.45%
Short-texrm Debt 3.00 12.00
Preferred Stock 8:.38 12.:;%.
Common: Equity 2% © 20.55
100.00%

Staff's Recommended Rate of Return
Long-term Debt 52.80% 10.403Y
Preterred Stock 6.90 8.33 -
Common Equity 40.30 }_g';g

100.00% s

1A's Recommended Rate of Return

Long-term Debt 51.87% 10.00%
Short-term Debt 2.58 12.00
Preferred Stock 7.10 8.33
Common Equity 38.45 15.20

100.00%

a/ The Commission staff's, Gemeral's, and 1A's
witnesses recommend that the rate of return
for the year 1983 be modified to reflect
the embedded cost of debt changes resulting
from year 1983 debt financing. ‘

b/ Revised for recorded financing in 198l1.

.
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it is therefore not :spptcpriate to include short-term debt in
the capital structure. Such & position is contrary to General's
position that short-term debt is issued as meeded to cover
expenditures as they become due, and that there is no diffe:-
entiation at the time of short-term borrowing between revenue
expenditures and capital expenditures or whether a given
capi.:al expenditure will beaxr AFDC.
— _.._In A.60990_filed October 10, 1981, General _sought and was. granted

authority to issue and sell 2,500 000 shares ($50,000,000)
of its common stock ($20 par value) to GIE. General estimated
that at December 31, 1981, after the issuance of the common'-

_ stock, it would not be indebted to holders of _short-term_ .

obligations. Under these circumstances, the excluaf.on of
short-term debt from our adopted capital structure appears
reasonable.

‘ It is noted from A.60990 that General's capital
structure as of December 31, 1981, including the effects of
the above-discussed common stock issue, is 52.3% long-term
debt, 7.4% preferred stock, and 40.3% common equity, which T
approximates very closely the staff's recommended capital.
structure.

General's estimate of 10.45% as the embedded cost of
debt reflects year-end figures whereas LA's and the Commission
staff's figures of 10.28% and 10.40%, respectively, reflect
average year conditioms.
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According to the record, the staff witnmess computed
the year-end effective rat:es for Geueral's outstanding debt -and
associated interest chargea "at December ‘31,1980 with projected
financing in 1981, 1982, and 1983, together with bond retirements
in each of the respective years. The estimated issuance cost
used by the staff witness was consistent with his projections
contained in A.60343, Geperal's request for financial attrition.
The staff's projection of an embedded cost of loug-term debt of
10.40% appears reasonable and will be adopted. Similarly, we
will also adopt the staff's embedded cost of debt of 10.94%
computed on an average-year basis for the year 1983 in our
determination of the amount of financial attrition.

The cost of preferred stock is computed by General,
the Comnission staff, and LA to be 8.33%. We will adopt this
figure. : '

The recoxd 3ener'a11y supports a limit of 53% debt to
preclude a worsening of Gemeral's already precarious financial
condition. In additiom, the record indicates S&P requires a
40% common equity ratio for an "A-" rating and a 437 common
equity ratio for an "A" rating when preferred stock is present
in the capital structure.

General shows a capitalizat:ion ratio of 8% for
preferred stock as compared to the staff's preferred stock
capitalization ratio of 6.90% and IA's preferred stock ratio
of 7.107% in a capital structure which includes short-term debt.
An 87 preferred stock ratio set forth in General's presentation
represents General's original estimated issuance of $60 million .
of preferred stock. This figure was later revised to $25
million following General's bond downrating.




A.60340, OIX 88 ALJ/emk/bw

For the purposes of this proceeding we will adopt
General's projected capital structure at December 31, 198l as
shown in A.60990 after including the effect of the $50 millicn
common stock issue. This capital structure consists of 52.3%
debt, 7.4% preferred stock, and 40.3% common equity. It
closely approximates staff's recommended capital structure.
Consequently, we will adopt tbat capital structure aod the
above-discussed 10.40% embedded cost of debt and the 8.33%
cost of preferfed‘ stock, leaving for determination only the
proper allowance for return on commov equity.
- Witness O'Rourke testified that the present split
rating by Moody's and S&P will not countinue indefinitely and
that unless Moody's perceives this decision as leading to the
restoration of Gemeral's rating by S&P, it will also downrate
Gemeral's bond:rating. This position was not challanged on
the record. Should Moody's downrate General's bonds, it will
have an adverse effect oun General's ratepayers in both the
cost and availability of capital. According to the record,
the average spread between "A"-rated utility bonds and "BBB"-
rated bonds was 49 basis points during the 10-year period
1971 to 1980. Furthermore, the "BBB" market is restricted
because some institutional fovestors are precluded from
purchasing the lower quality securities which, in times of
tight monmey, can result in some "BBB"-rated utilities finding
it impossible to obtain financing at any rate. It is axiomatic
that should this happen, Gemeral would be unable to obtain the

large amount of money necessary to continue its service
improvement program. :
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Under these circumstances, steps to ensure the
restoration of General's "A" bond-rating by S&P appear
warranted. S B N

In dowarating Geuneral's bonds from "A™ to "BBB+", S&P"
gstated that General's bonds were maintained at the "A™ rating
in December 1980 on the bases of a perceived‘imprbvement in
regulatory treatment by this Commission, the assumption of
eventual tax forgiveness, and S&P expectation of a more
aggressive equity investment policy by GTIE. S&P reasoned
that with greater infusions of equity anticipated due to
indications of better regulatory enviroument, as well as
estimated growth in calling volumes, service levels could be
restored and profitability enhanced to a more satisfactory
level. According to S&P, these improvements did not occur
and it did not appear that General's operations would be
gsupportive of an "A" rating.

In making the downrating, S&P also stated:

"GTE California faces a burdensome growth-
related construction program (with annual
spending expected to average 20%-25% of
capitalization) and substantial external
financing requirements in the years ahead.
Earned returns on capital and common
equity have been weak in recent years
reflecting an unsupportive regulatory
¢limate, high use of debt leverage, and
the increasing cost of capital.”

(S&P Fixed Income Investor, March 14,
1981, page 1180.)
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According to the record, an "A" rating generaily
reflects a pre-tax coverage between 3.0-and 4.0 times, a 43%
commou equity ratio, and internal geuveration of funds in the
65%-75% range. All three factors materially relate to the
utility's return on common equity. General's percentage of
common equity in the capital structure has declined steadily
from 39.87% in 1976 down to 36.11% in 1980. Such an equity
percentage deterioration stresses a utility's ability to
maintain adequate interest coverage which, as noted above,
is one of the prime criteria that rating agencies look at.

A high return on common equity increases the equity ratio by
both encouraging the iInfusion of equity capital and by
increasing retained earnings. Such an improvement in the
common equity ratio acts to relieve a utility's stress in
providing ample times interest coverage.

With the isswance of $50 million of commom stock
authorized by D.93318 dated December 1, 1981 on A.6099C, Gemeral's
common equity ratio as of December 31, 1981 was raised above 40%.
In addition, General filed A.61555 to issue an additional $75
nillion of common stock which will further increase the common
equity ratio to 41.4% as of December 31, 1982.

A return oun common equity of 16.5% will provide a
pre-tax times Interest coverage of 3.55 and an internal gemeration
of construction funds of 717%,both well within the above-listed

"A" rating parameters. Under present market conditions this is' =~ '’

sufficiently high to provide GIE every incentive to continue to
infuse substantial eqm'.ty capital.
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After careful consideration of all the recorded
evidence in this case and the arguments advanced by the various
parties to the proceeding, w'e'ac‘rovpt: ag reasonable a returm on
equity of 16.5%, assuming General provides adequate telephone
service. The 16.57% return on common equity applied to our
previously adopted capital structure and costs translates to
a rate of return of 12.71% developed as follows:

Capitalization Weighted
Component Ratios Cost Cost
Long-term Debt 52.30% 10.40% 5.447,
Preferred Stock 7.40 8.33 0.62

Common Equity 40.30 16.50 6.65
Rate of Returnm 100.007% 12.71%

The after-tax coverage of the above 12.71% rate of
return is 2.34 times and the pre-tax coverage is 3.55 times.
The internsl generation of funds resulting from this adopted
rate of return is 71%. Such ratios are high in the range of
coverages used by S&P for "A''-rated companies and should go a
long way toward restoring Gemeral's bond rating for future issues.
It should be noted that the above 12.717 rate of return
is premised on General's providing adequate service. As subse-
quently detailed, there still remain serfous service deficiencies
in General's operation. LFor this reason we are adoot:.ng a

service area by serv;ce area pe*xalty mecham.sm ‘which, as’

_',_‘dlscussed later zn th:.s 6p1nmon, w;ll have an :meact on ', ,

_”General S ability to earn its author:.zed rate of :eturn-

S b e ——a e e ks e o - e e i e AR e e e e s
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-

IV. AFFILIATED INTERESTS

-~

General T T

This Commission has a long history of reviewing transactions
between a utility and its affiliates and subsidiaries to ensure
that, for ratemaking purposes, the affiliates' costs allocated
to the utility are juéé and reasconable and the affiliates'
returns should not exceed that which would exist had the utility
performed the services or installed the facilities itself. -

With the Commission's position in mind, the affiliate
investigation team (Team) of the RRD reviewed the reasonableness
of such transactions between General and the following GTE
affiliates: GTE Service‘Corporation (GTESC) , GTE Laboratories,
Incorporated (GTE Labs), AE, GTEDS, and General Telephone
Directory Company (Directory Company). In the aggregate, Team's
estimates reflect $7,575,000 less operating expense and $104,000
less rate base than do General's estimates. For intrastate
operations, these translate to $6,185,000 less operating expense
and $92,000 less rate base.

The major portion of this difference relates to Account 674,
General Services and Licenses, with an ekpense difference of
$6,271,000 of which $2,544,000 relates to GTE Labs' estimate
and $3,727,000 relates to differences in GTESC' allocated
expense.
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Ceneral Services and Licenses

Account 674, General Sexrvices and Licensges, is
included in Chapter 11, General and Other Operating Expenses,
of the staff's Results of Operations Report. Testimony on the
1982 test year estimate for Account 674 was presented on behalf
of General by its budget director, L. E. Hegge. Direct and
rebuttal testimony describing GIE Labs' technical character,
philosophy, and function as a subsidiary of GTE and the
activities of the laboratories conducted on behalf of GIE
telephone operations were presented by the vice president and
director of research of GIE Labs, Dr. Paul E. Ritt. The Teanm's
egtimate for Account 674 was summarized in the staff's Results
of OperatiomsRepoxrt in Chapter 11 by associate utilities
engineer H. M. Mirza. The estimate for this account, however,
was prepared and presented into evidence by public utility
financial examiner K. S. Nagel. .

General estimated the 1982 test year license contract
expense to be $26,212,000 but stipulated to Team adjustments
of $350,000 for Corporate Commmications and Washington office
expenses and $388,000 to reflect license contract billing for
Quebec Telephone.consistent with D.92366. These two adjustments
total $738,000, reducing General's gemeral service and license
contract expense to $25,474,000.
| The Team's comparable amount is $19,203,000, a
difference of $6,271,000 on a total-company basis and
$5,010,000 on an intrastate basis. This $6,271,000 differential
consists of two main components: (1) $3,727,000 difference in
GIESC's allocated expemses, and (2) $2,544,000 difference in
GIE Labs' estimates.




A.60340, OTI 88 ALJ/emk/bw

The rate of growth of GIESC's pro rata charges to
General before ratemaking adjustments was 212, 28%, and 62%
for the years 1977, 1978, -and 1979, respectively. Based on
this rate of increase General increased the actual 1979
license contract billing of $14,212,000 before ratemaking
adjustments by 217%, 23%, and 247 for the estimated years
1980, 1981, and 1982, respectively, to yield its original
estimate of $26,212,000 for the 1982 test year. The Team.
rejected this estimate on the bases that General did not
consult with GTESC on tig_amount of the charges that would be
_ forthcoming, Held the disallowed expense at thé level set forth in
D.92366 when adjusting the results of operationstoushowsthe
effects of prior decisions, and did not take into consideration
certain items that would affect the 1982 test year license
contract amount., The Team adjusted GTESC's 1981 total estimate
to reflect the effect of a 1% persomnel growth ceiling which
was placed into effect on the GTE telephone operations system-
wide with the result that the 1981 base for GTESC's
estimate was reduced by $1,687,000. The Team algso adjusted.
the 1981 base to reflect the effect of the termination of the
Western Region Office in February of 198l. The Team's estimate
for the 1981 base year derived as above is $190,665,000, or
$5,287,000 less than GTESC's estimate of $195,952,000. The
Team increased this amount by 15% to reflect growth for its
test year 1982 estimate.and also reflected an adjustment of .
$5,000 for Internat:.onal ?reasury expenses ‘allocated, o General.
'~ Using the GTESC allocation factors, GTESC's expense ES—Ge'n‘e"f:Ei- -
"'is computed to be $21,747,000, ox $3,727,000 less_than General's
estimate of $25,474,000. This estimate appears to be reasonable
and will be adopted.
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According to the record, in 1979 GIE management
segregated GIE Labs into nine technology centers. Each
technology center represents a major client group within GIE.
An "advocate” is responsible for each technology center to meet
the clients' needs and to keep the clients informed ©of new
ideas and technology being developed at GIE Labs. These nine
technology centers are as follows: Commmications Products
Technology Center, Advanced Component Laboratory, Electrical
Equipment Technology Center, Lighting Products Technology
Center, Precision Materials Technology Center, Govermment
Technology Center, Telephone Operatious Technology Center,
Communications Network System ‘rechnol.ogy- Ceunter, and Advanced
Technology Laboratory.

Staff witness Nagel's review of the operations of
these various technology centers indicated to him that the
expenses, including basic and applied research, of the telephoune
operations technology center to be allocated to the network
sector department of GITESC and subsequently further allocated
to telephone operating companies (Telcos) through GTESC should
be permitted and that all the remaining expenses of GTE Labs
that are allocated to Telcos should be disallowed. According
to this witness, the activities of telephone operations
technology center are of direct and primary benefit to General's
ratepayers while the remaining expenses of GTE Labs being
allocated to the Telcos are not of direct or primary bemefit
to General's ratepayers. The 're'am- calculated the telephone
operations technology center cost to be $1,676,000 which was
$8,924,000 less than the $10,600,000 total 1981 estimated GIE
Labs' expenses to be allocated to the metwork sector department
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of GTESC. Using the 151 increase previously discussed, this
vitness computed the 1982 test year amount for telephone
operations technology center to be $1,927,000 or $10,263,000
less than t:he $1.2 190,000 total estimated GIE Labs' expense
- included_in_Team's_estimate. Multiplying the $10,263,000
reduction to the network sector department's 1982 test year
expense by General's latest allocation percentage of 24. 797.
results in the Team's $2,544,000 reduction in the network
sector department's 1982 test year allocation to Geuseral.

- According to rebuttal testimony of Gemeral's witness
Ritt, the Team's allocations were inaccurate in that telephone
operations will receive direct and primary bemefit from basic
and applied research performed in other technology centers.
Specific examples of such benefits were cited by th.is w:l’.tneu.
As an alternative to the Team's method, he suggested )
- an analysis of direct and primary benefits for each project
founded on a scrutiny of defined projects and client requests.
To provide a vehicle for implementation for this recommendation,
he submitted a list detailing all of the projects in GTE Labs
impacting the test year. This list reflects those projects
which are of primary and direct bemefit to telephone operations
regardless of the technology centers in which the project is being
conducted. Witness Ritt alleged that the exhibit demonstrates that
the direct and primary benefit criterion for telephone operations
is amply met for projects in various technology centers.
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Witness Ritt further testified that if his budget
estimate for telephone operations -project were adopted in this
proceeding and were to follow. the direct and primary benefits
standard as he has applied it, the effect on the staff's

recommended disallowaoce of $2,544,000 would be the eliminatiom
of the disallowance in its entirety. ' '

This Commission addressed the subject of the funding
of research and development expenses in D.90362 dated June 5,

1979, in Pacific's A.55492 for a general rate increase. In
that decision we stated:

"We should ask the following question:

Is the expenditure of direct and primary
benefit to the Tatepayers of the QTC?2

If€ the answer is 'yes', the expenditure
should be allowed (unless serious public .-
policy reasons favor its disallowance)

in gpite’ of indirect or consequential
value in other areas, including the
possible development of products.
Conversely, 1f an expenditure's purpose

is vot shown to be directly awnd primarily
beneficial to the ratepayers, it should not
be charged to them regardless of some
secondary or consequential benefit to
them."” (Mimeo. pages 13, 14.)

Applying staff witness Nagel's criteria tbat an allocation of
- more than 507 of the project cost to telephone operations
indicates direct and;p:imary benefits to the ratepayers to
General's witness Ritt's list detailing all of the projects
in GIE Labs impacting the test year results in a basic and
applied research amount of $2,818,096 that is of benefit to
the ratepayers. Increasing this 157 to reflect the 1982 test
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year results in a downward adjustment of $3,240,810 to be
applied to tbe Team's GTIE Labs expense estimate of $12,190,000,
leaving $8,949,190. The ap;;licétion of 24.797 allocation
factor to this amount results {n a downward adjustment to
General's Account 674 expense of $2,218,504. This adjustment
appears reasonable and will be adopted. Adding this to our
previous’ GIESC allocation adjustment of $3,727,000 results
in an Account 674 adopted figure of $19,528,000.
AE Adjustment

Both the Team and General have developed rate base
and expense adjustments for general purchases from AE based on
principles adopted in prior Commission decisions. The
difference between the Team's and General's estimates was
that the Team used a 157 return on AE's equity for the
1982 test year as contrasted with General's use of 187 return

on equity. The Team's recommended 157 return on equity was
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based on a study of a broad spectrum of American industry and
vas stated to be independent of the rate of return recommenda-
tion for a rate of return on common equity for Gemeral. After
review, General stipulated to the staff's downward adjustment
to AE of $1,091,000 for expenses and $8,465,000 for rate base.
" These figures will be adopted.
Directory Company Adjustment

"Both the Team and Genmeral had developed the Directory
Company adjustment based on principles adopted in this
Cotmission's prior decisions. The original difference of
$1,788,000 between the Team and General in the net Directory
Company expense adjustment for test year 1982 reflected
different estimating procedures used to determine gross
directory advertising revenmue collected by Gemeral, directory
advertising revenue remitted to Directory Company, and expenses
incurred by Directory Company in the publishing of General's’
directories. The Team's recommended adjustment of $4,464,000
reduction is based on the last authorized rate of return of
10.39% authorized in D.92366. Using the midpoint of the
staff's recommended rate of return of 11.97% for the computation
of the adjustment results in an adjustment of $4,067,000. After
review, Gemeral stipulated to this amount. However, cousistent
with our past practices, we will use our authorized rate of
return in this proceeding of 12.71% to derive our adopted
downward adjustment of $3,881,000.
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GTEDS Adjustment

Evidence and testimony on an appropriate GIEDS
adjustment were presented on behalf of the Team by utilities
engineer M. F. Yee. Rebuttal testimony was presented on behalf
of General by GIEDS' accounting director F. E. Hogan.

The ratemaking adjustments made by both General and
the Team were Intended to limit the earnings for GTEDS'
business with General to the rate of return authorized for
General in couformance with this Commission’s past decisions.

General developed its GIEDS adjustment by using
1980 budgeted GTEDS revenues increased by judgment growth
rates to develop 1982 revenues. It used the average return
on pet investment of 15.267% for the years 1975, 1977, aund
1978 to develop its average pet plant investument and based
its allowable earnings on an assumed 12.5% rate of return.

The Team adopted Geuneral's estimates of revenue and
expenses other than income taxes which it computed using
statutory rates. However, it computed average net investment
by applying the percentage of 1978 actual average net investment
to 1978 actual revenues of 67.97% to the 1982 estimated revemues.
It used the last authorized rate of returm of 10.39%'in its
computations but recommended that the authorized rate of return
from this proceeding be used to.calculate the GTEDS adjustment.
_ Using the above-described computing metbods, the
Team recoummends that General's net expenses and rate base
estimates for test year 1982 be reduced by $1,621,000 and
$186,000, respectively, and General recommends that reductions
of $713,000 and $82,000 be made to net expenses and rate base
estimates for the test year 1982, respectively. )




A.60340, OII 88 ALJ/emk/bw

The purpose of the rebuttal testimony submitted by
wvitness Logan was to show that Gemeral's estimated 1982 return
on investment for GTEDS of 15.26% relative to Gemeral's
operations in California although higher than GTEDS' estimate
is more appropriate than the staff's estimate of 16.59%.
Neitber General's use of three years' average return on
investment to compute the ratemaking adjustment for GTEDS nor
the Team's use of recorded data relating to average debt
investment to revenues appearsunreasonable. Consequently,
we will adopt the average of Geperal's return on investment
of 15.26% and the Team's return on investment of 16.59%, or
15.93% in the computation of our adopted ratemaking adjustment.
Relating this 15.93% returm on investment to the net income
before interest of $4,593,000 used by both Gemeral and =~
the Team results in a GIEDS adjustment of & negative $877,000
in expenses and a negative $100,000 in rate base which we will
adopt as reasonable.
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V. RESULTS OF OPERATIONS

General . - :
Complete results of operatioms tesi:imony and exhibits
were presented by Genmeral and the Commission staff. Substantial
differences in estimates exist in revemues, primarily local
service reveoues, maintenance expense, general and other
operating expense, depreciation expense, property and other
taxes, payroll taxes, and associated state and federal income
taxes. Also addressed in this portion of the decision are
maintenance balancing accounts, interest during coumstructionm,
normalization of book tax timing differences, equal life
group (ELG) depreciation, 1968-1969: flow-through, and such
rate base items as plant capital, CWIP,. materials and supplies
(M&S), working cash, depreciation reserve, and deferred tax
reserve. ‘

The results of operationsdata for total company
operations were presented into evidence on bebalf of Gemeral
by its budget director L. E. Hegge, by its vice president-
revenue requirements R. L. Ohlson, and by network engineering
manager A. H. Bush, and for the Califormia intrastate operatioms
by its business relations director G. G. Hascall. Staff
presentations were made by various subsequently identified
staff members. Rebuttal testimony was presented on behalf
of General and rejoiner testimony was presented on behalf of
the Commission staff as subsequently discussed.
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A. REVENUES

General

, Supervising utilities engineer E. Marks presented
testimony and exhibits on settlement revenues as well as
separated results of operation. Local revenue estimates wexe
presented on behalf of the Commission’'s Communications
Division (CD) by utilities engineer J. Geigenmuller. The
total operating revenues cousist of local service revenues
which include monmthly charges (including semipublic telephones),
message charges (including multimessage units (MMU) and ZUM),
sexrvice station revenue, local private lime revenue and other
local service revenue, interstate toll service revenue, o
intrastacte toll service revenue, and miscellaneous revenues.
An amount for uncollectibles is subtracted from the total
revenues to obtain total operating revenues. General's and
the Co&mission staff's 1982 test year operating revenue
estimates at present rates are tabulated below, together with
the adopted revenues:

Item General Ch Adooted
Dollars in Thousands)

Local Service Revenue $ 630,295 § 647,206 $ 647,652
Iatrastate Toll Revenue 742,280 728,025 739,685 4//
Interstate Toll Revenue 375,622 387,29 395,052
Miscellaneous Revenues 112,118 - 116,452 116,452
Uncollectibles (29,897) (32,500) (32,500)

Total Operating Revenuve $1,830,418 $1,864,475 $1,886,341 ‘//
(Red Figure) |
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Operating revenues may be divided into two broad categories:
revenues involving settlements with connecting telephone companies
and révenues not involving settlements with connecting telephone
companies. Through the settiémeﬁt process Géneral receives
revenues which reflect its separated (e.g. intrastate) cost of
providing services jointly with the connecting company plus a
return on its investment in facilities regquired to provide the
services. The adopted settlement revenues are based on the
separated levels of adopted results of operations expense and
rate base levels discussed below. '

Local Service Revenues

CD's estimate of the nonsettlement portion of local
Service revenues appears reasonable and will be adopted.
Basically, CD's estimate was developed from a later General
forecast provided in response to a staff data request. However,
according to General, this forecast was in error in that it neglected
to reduce the estimated local service revenues by the amount of
the service surcredit. Subsequently, General is willing to accept
the nonsettlement portion of the staff estimate provided it.is
reduced by $13,365,000 to reflect the service surcredit ordered by
D.92366. According to the record, the latest estimate of CD was
based on simple trend lines including totals of General's
Account 501 (exchange portion of local revenues including the
service surcredit) for the month December 1979 through October 1980
adjusted for the increased rates granted by D.92366 and founded
on the assumption that the trend line would approximate the pre-
decision results. On cross—examination CD's witness Geigenmuller
indicated that after General informed CD of General's estimating
error, he compared recorded 1980 local revenues with General's
estimated 1980 local revenues and found the recorded level to have
excluded General's estimate. This estimating difference when




A.50340, OII 88 ALJ/emk/bw.

applied to the 1982 test vear estimate does not result in an
estimate sufficiently different from CD's original estimate to
justify & c¢hange in this recommendation.

The two categories of local service revenues which
are derived via settlements ;:e hessage charges and extended
ared service. The settlement revenues £or both of the categories
as explained above reflect the adopted expense and rate base
levels discussed below.

Toll Service Revenues

Toll revenues consist of interstate and intrastate
toll revenues. For interstate revenues, General receives its
separated costs for providing interstate service and return on
its investment allocated to interstate service. The retura
received is common for all participating companies and is
known as a settlement ratio. Intrastate revemues consist of
message toll, wide-area toll service (WATS), and private line
toll. In a process similar toc the above-described division of

revenue procedure for interstate service, General receives toll
settlement revenues from Pacific for toll service provided.
within California. |

The principles of telephone cost separations have been
used by CD and Genperal to develop estimates for interstate and
intrastate toll revenmues and to develop separated results of
operations for the test year eunding December 31, 1982. The
separations factors which were used to allocate costs for
test year 1982 were based on recorded data and historiecal
relationships. Separations factors were developed for the
various classes of operating expenses and for the components
of rate base, and the same factors were used to separate the
estimated total results of operation and developed toll
settlement revenue estimates.
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The difference between CD'S and General's estimates on
both intrastate and interstate toll revenues relates to differences
in estimated expense and investment levels and estimated settle-
ment ratios. The CD-recommended interstate toll settlement ratio
which reflects the increase in message toll rates authorized by
the Federal Communications-Commission du:;ng 1981 is adopted.

The adopted intrastate toll settlement ratio is derived from the
estimated total California toll billings sponsored by both CD
and General and from the adopted intrastate levels of expense
and rate base. As with the settlement portion of local service
revenues, the adopted toll service revenues reflect.subsequently

dxscussed and adopted expense and rate base items.
Miscellaneous Revenues

Miscellaneous revenues consist of telegraph commissions,
directory advertising, rent revenues, and other revenues. The
staff's estimate of $116,452,000 exceeds General's estimate of
$112, 118,000 by $4,334,000. The staff's estimate based on
later data will be’ adop:ed

Uncollectibles

CD's estimate for uncollectibles is a negative
$32,500,000 as compared to General's uncollectible estimate of

a negative $29,897,000. The staff estimate based on later data
will be adopted.

B. MAINTENANCE EXPENSE

General

Maintenance expense consists of the cost of labor
and materials and related administratioe charges for the repairs
and rearrangements of operating plant. The staff presentation
of mainterance expense for the staff's results of operations
report was made by senjor utilities engineer C. 0. Newman.
Direct and rebuttal testimony on maintenace expense was

presented on behalf of Gemeral by its budget director L. E
Hegge.
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General follows the Federal Communications Commission
(FCC) Uniform System of Accounts for telephone companies but
further subdivides the FCC accounts into "R™ for repair or
"M" for moves and changes. General's network engireering and
construction, service, switching services, and supply and
transportation departments have the primary respousibility
for plant maintenance accounts. .

The maintenance functions are performed under the
general direction of the vice president-marketing and customer
service and of the vice president-network engineering and
coustruction. The following tabulation compares the 1982 test
year estimates prepared by Gemeral and CD, together with the
adopted amounts. The bases for the adopted results are discussed
in the ensuing paragraphs.

Acct. - a/
No. Account CcD General=~’' Adopted

Maintenance Expenses (Dellars in Thousands)
602  Outside Plant $ 41,483  $ 42,439 . $ 41,483
603 Test Degk Work 29,256 29,991 29,256
604  Central Office Equipment 136,036 148,984 143,572
605 Station Equipment 154,724 159,866 154,724
606 Buildings and Grounds 7,927 8,079 7,927

610 Maintain Transmission .
Power 10,426 10,284 10,426

612 Other Maintenance 1,162 1,173 1,162
Total $381,014 ﬁOO’lslﬁ §28_§.550_

a/ General's figures include a negative adjustment
of $960,000 for labor class 06 included in CD's
estimate and stipulated to by General.
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The method used by General in estimating labor
costs parallels the method followed in the actual payroll
transactions on its books of ‘accounts. Each' hourly paid
employee and most of management employees are assigned to
appropriate labor group and associated payroll clearing accounts.
The remaining portion of management employees is assigned
directly to final accounts instead of payroll clearing accounts.
The forecasted levels of employees for 1980, 1981, and 1982 are
entered in account detail into a computer model called company-
wide budget model (CWBM). CWBM generates estimated operating
expenses (excluding depreciation), gross counstructicn additions,
including cost of removal and salvage value based on various
{inputs which include employee levels, materiél, contract costs,
and various other factors. The wage rate projections for
hourly paid employees are based on General's labor agreement
which became effective March 5, 1980 and expires March &4, 1983.
General estimated the level of overtime will remain constant
for the period 1980 through 1982. Major nonlabor expenditures
were separately forecasted based upon historical experience or
estimated need giving recognition to changes and growth patterus
in operating procedures. The estimated oumber of managerial
employees was based on the ratioc of management to hourly
employees. '
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CD's engineer followed General's estimating procedure
for determining the mmber of hourly management employees for
1982, applied average wages for 1982'baséd‘oﬁ,1979‘reco£ded-data,
increased to reflect increased labor rates, and used labor
dollars as the vehicle for estimating nonlabor expenses where
a relatiounship existed and trended or averaged those expenses
that had no relatiomship to labor. According to this witness,
most of Gemeral's labor estimates were equated to productivity
(hours per unit of measure) and this productivity was compared
to the recorded amounts for prior years. Where the productivity
derived from General's estimates appeared reasomable, it was
used by CD's engineer, otherwise he established a productivity
based on recorded experience.

The CD engineer calculated the actual average
productive hours per employee per year for each labor class,
including overtime, from the actual recorded experieunce for
the year 1979. The productive hours were compared to those
used by General in its estimates in establishing the number of
employees by responsibility center (RC) in all but labor class
06 (1C-06). The productive hours per employee used by Genmeral
appeared reasonably accurate. For 1C-06 General used 1,727
productive hours per employee per year for estimating 1982
hourly employee levels whereas the 1979 experience was based
on 1,826 productive hours. CD's engineer tested General's
estimate for this item by using 1,826 instead of 1,727 hours
which resulted in a total overall adjustment of $2,286,000
that affected maintenance expense by a unegative $960,000.
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General stipulated to this $960,000 adjustment and General's
originally estimated figures were adjusted by :his amount in
the tabulation appearing above.

The difference between CD's and General's estimates
results from the 1LC-06 adjustment above discussed, different
estimates in the mmber of telephones, different estimating
procedures, and/or different productivity factors. As noted,
LC-06 labor adjustment was stipulated to by General. Gemneral
used an estimate of 4,566,029 average total telephones in
1982 as compared to the CD engineer's estimate of 4,482,992

average total telephones. CD's estimate was prepared
using later data and will therefore be adopted.

OQutside Plant, Account 602
Desk Work, Account 603
Other Maintenance Expense, Account 612

For these three accounts, the productivity factors
resulting from Gemeral's labor estimates were found to be
reasonable by the CD engineer who used them in arriving at his
estimates. The difference in account estimates therefore
relates to different estimates of telephomes and, as previously
stated, we will adopt the staff's estimate based on later data.
Central Office Equipment

Account 604, repairs of central office equipment, is
subdivided into three subaccowmts: M-20 and R-20 for central
office moves and changes and repairs, respectively, and R-27
for frame maintenance. CD's estimates for central office moves
and changes (M-20) Is $16,744,000 as compared to General's
estimate of $17,036,000. The difference is due to a difference
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in the number of telephone estimates and cousequently we will
adopt CD's estimate for this subaccount.

The difference in estimates for central office repairs
(R-20) and frame maintenance (R-27) reflects differences between
CD's and General's estimates of productivity factors and total
telephones. The productivity factor used by General's
witness in the determination of R-20 expense was 8. 10 hours
per hundred telephones. CD's witness noticed that the
productivity had been deteriorating since 1976 primarily due
to General's unprecedented hiring of new persommnel. Such .
hiring had subsided by 1979 and, in his opinion, General
should have now realized some benefits from training experience.
A counterforce to improved productivity was the increased
calling volumes and additional customers necessitating
additional facilities to handle the increased load. It was
the opinion of CD's witness, however, that this counterforce
would not offset the other positive improved effects on
productivity. Consequently, in his original estimate, he
used 7.5 hours per hundred telephones in estimating R-20

labor which was slightly less than the 7.54 recorded for
1980 and more than the 7.43 of 1979.

Witpess Newman testified that it was called to his
attention that clerical and counference and training time was
not included in the computations of his productivity figures
used in his estimate but was included in the prcductivity
figures he derived from General's 1982 estimate for R-20
expenses. As a result, General's 1982 estimate of 8.10 shown
in the staff report should have been 7.57 to be comparable with
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the other figures set forth in the report. Witness Newman
testified that upon receipt of the above information, he again
reviewed estimates for this account and con¢luded that it
adequately covered clerical and confereunce and training time;
however, the productivity estimate of 7.5 showed in the '
original tabulation should be revised to 7.00 to be comparable
with other figures.

According to this witness' testimony, a similar
situvation prevailed for Account R-27.  As a result, Gemeral's
estimate for R-27 labor with a productivity factor of 2.24
hours per hundred telephomes should be 2.09 to be comparable
with the other figures.

General's witness Hegge testified that the allowance
for conference training and clerical activities included in
CD's estimate, which he computed to be 7.17%, was inadequate
as indicated by the 1980 recorded figure of 12.57 and a 1981
budget estimate of 13.8%. He fuxrther testified that the
estimate of 13.8%Z for 1981 would hold true for the test year
1982 because the emphasis in 1983 uvpon conversiou to electronics
including digital as well as ongoing training will require
training and clerical support to be coutinued at least as high
as the 1980 and 1981 level. Using a 13.8% time for
couference training and clerical activity and using witness
Newman's method would have resulted in a productivity )
factor of 7.97 and would produce a R-20 dollar estimate of
$102,962,000 compared to witness Newman's estimate of $96,890,000.
The same procedure applied to witness Newman's R-27 estimate of
$22,402,000 would result in an estimate of $23,806,000. These
adjustments to witness Newman's trended estimates appear
reasonable and will be 'adopted for this account.
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Station Equipment _
Account 605, repairs of station equipment, is subdivided
into five subcategories conélstfng of large ‘PBX (M&R 30), station
equipment (M&R 45), and equipment production center (M~44). CD
accepted General's estimate for repairs and moves and changes
of large PBX equipment. The balance of the labor charge
differentials in this account relate to differeunces in estimates
of the number of telepbomes. Consistent with our other adopted
results, we will adopt CD's estimates based on later data.
CD's estimate for the equipment production center portion of
this account is $30,061,000 as compared with General's estimate
of $33,407,000, a difference of $3,346,000 or 11.1%. General's
estimate of materials resulted from applying inflation
factors for 1980, 1981, and 1982 to the 1979 recorded data and
adding in a special program. According to the record, CD's
engineer used the same method but started with 13980 recorded
data. Because it is based on later data we will adopt the CD's
estimate for this portion of the subaccount. General also used
the same method for computing the contract portion of the
other portion of this subaccount. CD's engineer found the
contract amount fluctuated from ome year to the next and
consequently used a 3-year average to establish a base to which
the inflation factors were applied. The staff method
appears reasonable and will be adopted.
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Buildings and Grounds p

Account 606, repairs of duildings and grounds, is
divided by General into twofEubéccountsi M-12" counsisting of
contracts and R-12 consisting of repair labor. After review,
CD's witness accepted the expenses In M-12 account of $304,000
ags reasonable. General estimated the R-12 account for 1982
at $7,776,000 as compared to CD's estimate of $7,623,000.
The difference in the estimates results from differencesin
estimated number of telephones and consistent with our

previous actions, we will adopt CD's estimate for this
account.

Maintaining Transmission Power

General's estimate for Account 609, maintaining
transmigsion power, for the test year 1982 was $10,284,000
as contrasted to the CD's estimate of $10,426,000, a difference
of $142,000, or 1.4%. General's estimate provided for anmual
increases of 207 on a 1980 estimate used as a bagse. CD's
estimate was based on the estimated kilowatt-hour usage and
the estimated price per kilowatt-hour, and reflected an
electrical energy base rate of $0.023 per kilowatt~-hour which
became effective Jamuary 21, 198l and an energy cost adjustment
clause (ECAC) rate of $0.067 per kilowatt-hour derived from
escalating the ECAC rate for 1981 of $0.041 per kilowatt-~-hour
by 3.3% every four moanths through 1982. CD's estimate appears
reasonable and will be adopted.
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Maintenance Balancing Account

On bis owo initiative, CD's utilities engineer
T. I. Toczauer recommended that Gemeral be dérdered to set up
& balancing account for traffic expenses, commercial expenses
(with the exception of Account 649, Cirectory expenses), and maintenance
expenses to assure that savings from authorized traffic and
commercial expenses either be used for service improvements
above and beyond the original maintenance expense allowance,
be refunded to the ratepayers, or be recorded in a balancing
account requiring Commission authorization on how it would be

used. This recommendation was neither endorsed mor opposed by
CD.

General argues that all can agree that equipment
maintenance is important and that lack of adequate maintenance
can affect service level., Bowever, according to General,

there are 2 oumber of reasons that singling maintenance out
of the many complex facets of the telephone busiress for special

treatment is impractical and probably unworkable. Included
among these reasons are:

1. The proposed intrusion of this Commission
into the prerogative of management.

2. The prevention of management's ability to
allocate finite finmancial resources to any
spbere of operations which require such

resources based on the need existing at any
given time.

The timing of withdrawals and/or deposits
to the balancing account and the adminis-
tration of such an account have not been
adequately addressed on this record.

1
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Because the current inflationary period results in
General's filing for a general ;q:g;increa§e every o;heg"yeér,'
its expenditures in maintenance, traffic, and commercial
accounts are under almost constant review. Expenditures
over and, under the authorized level are promptly noted and
reflected in presentations at the hearings on the rate increase
applications. - Under these circumstances, establishment of the
recommended balancing account appears umnecessary and will not
be authorized.

C. TRAFFIC EXPENSES

Traffic Expense Estimates

Testimony on the traffic and commercial expense
portions of CD's results of operationsreport was presented into
evidence by utilities engineer T. I. Toczauer.

According to his testimony, the traffic expense
estimates were prepared by cousidering the latest recorded
expenses and adjusting for anticipated growth, inflation,
and efficiency. This witness used several methods in
preparing his estimates of traffic expeunses. The results
generally bracketed General's estimates of the various expenses.
Conseqﬁently, this witvess adopted General's estimate for total
traffic expeunse for the test year 1982 of $97,731,000. We will
use this figure in our adopted results.
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D. COMMERCIAL EXPENSES

CD's testimony on .commercial expeuses was presented
into evidence by utilities engineer T. 1. Toczauer.

The following tabulation sets forth commercial
expenses by FCC account number for the test year 1982 as

estimated by CD and by General, together with the adopted
results:

*Acct.:

: No.

; Item

Staff ; General ‘;Ad'opted-

640
642
643
644
645
648

649

Commercial nses
General Cﬁzcm Admin.

Advertising

Sales Expense :
Connecting Company Relations

Local Commercial Operations

Public Telephone Commissions

Directory Expenses

Other Commexrcial Expenses
Total

(Dollars in Thousands)

$ 7,386 § 7,386 ¢ 7,386
5,807 6,3622 5807
15,782 16,508 15,782
1,381 1,381 1,381
84,007 85,4158 84,007
2,970 2,970 2,970
53,837 53,352 53,837

29 29 29 -

$171,199 _$173,4032/ $171,199

a/ CD figure stipulated to by Genmeral.
b/ $171,168 stipulated basis by General.
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According to the record, CD based its estimates on
an analysis of ongoing and recorded expenses adjusted for

unusual and nonrecurring- expenses, {nformation and data
obtained from field trips, data respounses, and discussions

with General's employees; consideration of the effects of
knowm and planned-chaﬁges in General's operatiomns; and
efficiency levels. The estimates were prepared by considering
the latest recorded expenses and adjusting for anticipated
growth, inflation, and efficiency. ,

For Accounts 640,Gereral Commercial Administrationm,
644, Connecting Company Relations, 648, Public Telephone
Commissions, and 650, Other Commercial Expenses, CD's and
- General's estimates for the 1982 test'year are the same and
will be adopted.

CD's estimate for Account 642, Advertising, is
$5,807,000 and is $555,000 less than General's estimate of
$6,362,000. The difference reflects an adjustment made by
the staff for advertising expenses conducted nationwide by
GTIESC. General stipulated to this adjustment. Consequently,
we will adopt the staff's estimate for this account.

CD's estimate for Account 643, Marketing and Sales
Expense, is $15,782,000 and is $726,000, or 4.67% less than
Genmeral's estimate of $16,508,000.

' The $726,000 difference is due to an adjustment of
$272,000 to Phone Mart expenses and a $454,000 adjustment
related to matiomal advertising. The Phoue Mart adjustment
reflected the allocation of additionmal sums to nonregulated
retail sales activities of Phone Mart. Gemeral stipulated to
this adjustment. The $454,000 adjustment made by the staff
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reflects the deletion of a portion of natiopal advertising
expense which is charged to this-account. The staff

adjustment appears reasounable and will be adopted.

- CD's estimate for Account 645, Local Commercial
Operations, is $84,007,000 and is $1,408,000 less thamn
General's estimate of $85,415,000. The difference reflects
the staff's adjustment of allocating approximately 107 more
of Phone Mart expenses to unregulated retail sales. This
adjustment was stipulated to by Gemeral and the CD estimate
will therefore be adopted.

CD's estimate for Accowmnt 649, Directory Expenses,
is $53,837,000 and is $485,000 more than General's estimate
of $53,352,000. CD's estimate is based on more recent

information from the Directory Company and will therefore
be adopted.

E. GENERAL AND OTHER OPERATING EXFENSES

The staff's presentation on gemeral and other
operating expenses, excluding Account 674, General Services
and Licenses, was made on behalf of the Engineering Analysis
section of RRD by utilities engineer E. M. Mirza. As
previously stated, the testimony on Account 674 was presented

on behalf of the affiliate Team section of RRD by financial
examiner Kent S. Nagel.

Tabulated below by FCC accoumts are the test year
1982 estimates prepared by Revenue Requirements Division and General,
together with the adopted results. The bases for adopting
the figures we did are set forth in the following paragraphs.
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:Acct.: a/*
: No. : Account Staff General=': Adopted
(Dollars in Thousands)

General Office Salaries &
Expenses

Executive Department ) $ 2,907 $ 2,907 § 2,907
Accounting Department | 50, 1609 50, >750 50 750
Treasury Department ! *467 "727 727
Law Department ’ 1,355 1,490 - 1,355
Other Gen. 0ff. Salaries . ‘ ‘

& Exp. 41,580 41,917 41,580
Equal Ewploy. Opport. Adj. (4) 4) (4)

Total Gen. Office Exp. 96,914 97,787 97,315 -

- Qther Qgerafing‘zxgenses

Insurance 1 2,018 2,096 2,018
Accident and Damage 311 311 311
Operating Rents 17,297 16,303 17, 297
Relief and Pensions 103,006 103,006  103,8108/
General Services & Licenses 19,203 25,474 19,528
Other Expenses 1,022 - 1,022 1,022
Exp. Charged to Construction _
(Cr.) (12,582)  (11,448)  (12.686)2/
Total Other Operating ‘
Expenses 130,275 136,764 131,200

Total General & Other
Operating Expenses $227,189 2234,551 228,615

(Red Tigure)

a/ General's original estimates before stipulations
were as follows: Account 661-$3,167, Account
663-$1,037, Account 665-842,036, Account 668-
$2,271, Account 672~ -$109, 150 Account 674-
$26 212 and Account 675-$1, 022 and Equal
Employment Opportunity adjustment - §4.

b/ Consistent with ddopted payroll.
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General Office Salaries and Expenses

General office salaries and expenses (Account 661 to
Account 665, inclusive) are those operating ¢osts incurred in
performing the executive, accounting, treasury, law, persounnel,
public relations, engineering, and other general office fumctious.
The cost includes salaries, office supplies, and periodicals, ‘
contracts for outside services, together with traveling and
other expeunses of general office employees. Engineering
Analysis' estimate of Account 661, Executive Department, for
the test year 1982 was $2,907,000 as compared to Gemeral's
estimate of $3,167,000. The difference was due to an adjustment
made by the Engineering Analysis witness for lobbying expenses
of the govermmental affairs department as recommended by the
accountants. General stipulated to this adjustment and
Engineering Analysis’ estimate for this account will be adopted.

For Account 662, Accounting Department Expense,
Engineering Analysis estimated 1982 test year expense of
$50,609,000 as compared to Genmeral's estimate of.$50,750,000,
a difference of $141,000. The $141,000 difference reflects
Engineering Analysis witness' adjustment for unbudgeted man-
power savings by General for an accounts payable system (APS).
Such a system is a complex comprehensive computer program
capable of providing many accounting reports, extensive
auditing details, processing accounts payable, and cash .
management. The program is expected to generate savings in
the test year 1982 once the system is in operation. Because
General did not provide sufficient information for the eungineer
to adequately evaluate the impact of APS on his test year man- .
power estimate, the Engineering Analysis' witmess recommends
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that $141,000 for four additioral employees budgeted for test
year 1982 be disallowed. .

General's wi:ness"Hegge presented’ rebuttal testimony
indicating that four additional employees, one management and
three hourly employees, were already on General's payroll as of
1981 and that regardless of whether a mechanized APS system is
implemented in 1982 or not, these employees will still be
required because of volume increases. Under these circumstances,
the Engineering Analysis witness'’ adjustment appears inappropriate .
and will not be adopted. Consequently, the adopted dellar amount
for this account will be $50,750,000.

Treasury Department

Engineering Analysis’' estimate of Account 663,

Treasury Department, for the test year 1982 was $467,000 as
compared to General's estimate of $1,037,000. The $570,000
difference cousists of $310,000 exclusion by Engineering

Analysis’ witness duplicative budgeted cost and the elimination

of $260,000 for a credit line fee which he testified was not of a
beneficial nature to General. Gemeral stipulated to the exclusion
of the $310,000 duplicative budgeted cost.

According to Eugineering Analysis witness Mirza's
testimony, the $260,000 credit line fee is not necessary to
sell commercial paper or to obtain short-temm loans. He
further testified that General has not borrowed against this
credit line secured by payment of such fees for at least five
years. Under these circumstances, it is his belief that the
$260,000 adjustment was fully justified. According to the
test imouy of General's witmess O'Rourke, the $260,000 represents
payments by General to bauvks for credit lines for approximately
$2 million maintained by General. He further testified that
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by maintaining these bank credit lines, Gereral is judged
less risky and therefore attains better ratings from rating
agencies for short-term borrowings and that the credit lines
are required to satisfy rating agency criteria for such short-
term ratings. Without such credit lines the credit ratings
could not be obtained and General would be unable to borrow
by issuing commercial paper which is less costly than other
bank borrowings which are at or above prime rates. Gemeral's
argument is persuasive and we will not adopt the staff's
recommended adjustment of $260,000 resulting in our adopting for
Account 663 a 1982 expense figure of $727,000.
Law Department

Engineering Analysis' estimate of $1,355,000 for the
1982 test year law department expense is $135,000 less than
General's estimate of $1,490,000. This $135,000 adjustment
reflects the elimination of anticipated legal fees associated
with the tax rebate case. Engineering Analysis' witness
testified that it is unlikely that these legal services will
be required because the tax rebate case is now being decided
by the U.S. Congress. He stated that it appears likely that
the legislation now pending in Congress will be enacted.
Whether this is still true or not, adoption of the staff
adjustment may provide General an additional small incentive
to see the legislation enacted. Under these circumstances,
the staff adjustment of $135,000 appears reasonable and will
be adopted, leaving an Account 664 expense for the 1982 test
year of $1,355,000.
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Other General Office and
Salaries and Expenses

Engineering Analysis'’'estimate of.Account 665, Other
General Office and Salaries and Expenses, is $41,699,000 before Labor
Class 06 adjustment for the 1982 test year as compared to General's estimate of
$42,036,000, a differeunce of $337,000. This $337,000 difference
counsists of Engineering Analysis' estimate of $617,000 lower
estimate of engineering expense which was partially offset by
an inclusion of $280,000 for tuitiom aid cost. Engineering
Analysis' adjustment of $617,000 consisted of the application
of a 3.6% or $558,000 underrun experienced by General for the
year 1980. The application of this 3.67 difference to the
1982 test year results in a decrease in the 1982 budget figure
of §$737,000. This $737,000 decrease was reduced by $119,000
for the LC-06 adjustment, leaving a met difference of $618,000.
This ad4ustment appears reasonable and will be adopted. In
this same account Engineering Analysis' witness included the
cost of tuition aid for the estimated year 1982 of $280,000
based on the recorded years 1978, 1979, and 1980. This amownt
appears reasonable and will be adopted, leaving an Account 665
amount for test year 1982 adopted for the purposes of this
proceeding of $41,580,000.
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Insurance

Engineering Analysis' estimate for Account 668,
Insurance, was $2,018,000 as coﬁpared to Gemeral's estimate
of $2,271,000, a difference of $253,000. The $253,000
difference is due to estimating errors of $175,000 by Gemeral
and a lower insurance premium estimate of $78,000 by Engineering
Analysis. Gemeral stipulated to the $175,000 estimating error
adjustment. The lower insurance premium estimate of $78,000
advocated by Engineering Analysis is based omn later data tharn
was available to Gemeral and will therefore be adopted.
Adopted expense for Account 668 is therefore $2,018,000 as
estimated by Engineering Analysis. '
Accident and Damage

Engineering Analysis and General estimated expense
of Account 669, Accident and Damage, to be $311,000. This
figure will be adopted.
Operating Rents

Zongineering Analysis' estimate of Account 671,
Operating Rents, was $17,297,000 as compared to Gemeral's
estimate of 516,303,000, a difference of $994,000. Engineering
Analysis' estimate was based on more recent data indicating
that higher operating remts will be incurred by General.
Because it is based on later data, we will adopt the staff's
estimate of $17,297,000 for this account.
Relief and Pensions

Engineering Analysis' estimate for relief and pensions
was $103,006,000 as contrasted to Gemeral's original estimate
of $109,150,000. After review, General stipulated to the
staff's estimate of $103,006,000. EHowever, consistent with our
adopted payroll we will adopt $103,810,000 for this item.
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General Services and Licenses

As discussed in the section under Affiliated Interests,
we adopted as reasomnable for this proceeding $19,528,000 for
Account 674, General Services aud Licenses.

Qther Expenses .

Both Engineering Analysis and General estimated the
expense for Account 675, Other Expenses, to be $1,022,000 for
the test year 1982. This figure will be adopted.

Expenses Charged to Construction-Credit

Engineering Analysis' estimate of Account 677,
Expeunses Charged to Counstruction-Credit, was a negative
$12,582,000 for the 1982 test year as contrasted to Gemeral's
estimate of a vegative $11,448,000, a difference of $1,134,000.
The difference between these estimates relates to the allocation
of payroll expense for geuneral office persomnel, salary grade 8
or above, to capitalized coustruction on the part of Financial
Analysis as contrasted to General's treatment of expensing
these managerial salaries. According to the record, personnel
expense under the accounting change proposed by Engineering
Analysis includes those in public affairs, accounting, legal,
revenue requirements, and treasury departments. In D.92366
we stated that 'given the magnitude of General's curreut
construction program, it is difficult to conceive of any of
the managerial persounnel not being involved in ome way or
another.” Such an observation appears as valid today as it
did at tbe time of the issuance of D.92366 and we will therefore
adopt the staff's expense estimate as adjusted to recognize
adopted payroll for Account 677 ©f a negative $12,686,000.
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F. TAXES

Testimony and exhibits were preseunted on behalf of
RRD on ad valorem and other state and local’'tax expeunses by
utilities engineer A. A. Maungold, on payroll taxes by research
analyst S. A. Miller, and on taxes based on income by financial
examiner N. C. Fabian. In addition, research program specialist
D. T. Gardmer presented testimony on the normalization of book
tax timing differences.

Rebuttal testimony and exhibits on normalization of
book tax timing differences were presented on behalf of General
by its budget director L. E. Hegge.

Tabulated below are the 1982 test year estimates of
taxes other than income as presemted by General and the
Commission staff, together with our adopted figures. The
bases for our adoption of these figures follows.

: ing .
Account :Analysis : General : Adopted:
(Dollars in Ibousands)
Operating Taxes

307.1 TAd Valorem laxes $38,460 S 40,894 $39,
307.4 Other State and Local Taxes 240 294 240

Subtotal 38,700 41,188 40,128

Payroll Taxes ‘
307.5 1fornia Unemploymert Ius. 1,837 1,900 1,856
307.6 TFederal Unemployment Ims. 655 681 664
307.7 Federal Iumsurance Contribu-

tion Act : 32,139 33,120 32,506
Subtotal 34,631 35,701 35,026

Total Taxes Other Than On

Income ' $73,331 _ S 76,889 $75.154
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Ad Valorem Taxes

General's estimate of, $40,894,000 for Account 307.1,
Ad Valorem Taxes, was derived by the application of the latest
effective tax rate of 4.74 available at the time General made
its estimates times 257 of the market value which was computed
on the average ratio of market value to unet investment of
97.05% for the S5-year period 1976 to 1980. Engineering
Analysis’' estimate was similarly computed using the themn
latest available tax rate of 4.697 aund the 1980 ratio of
market value to preseunt a net plant investment of 91.6% to
yield its estimate of $38,460,000. General agrees that the
latest effective tax rate of 4.697 should be used in the
computation of the ad valorem taxes but that the average 5-
year ratio of market value to net plant investment should be
used rather than the 1980 figure used by Engineering
Analysis. Engineering Analysis' witness testified that the
ratio of market value to the net plant investment dropped to
95.47% in 1979 and 91.67 in 1980 after having held constant at
close to 1007 for 1976, 1977, and 1978. Engineering Analysis'
use of the recorded figure 5k% below the latest S-year
recorded average appears wunjustifiable; similarly, General's
use of the S5-year average in face of indicated downward txend
in the percentage used is not justified. Under these circum-
stances, we will adopt as reasonable a figure of 957 ratio
market value to net plant investment and a tax rate of 4.69%
to yield an ad valorem tax of $39,888,000.
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QOther State and local Taxes

Engineering Analysis estimated Account 307.4, Other
State and Local Taxes, at.$fh0,000 as compared to General's
estimate of $294,000. Engineering Analysis' estimate, based
on the trend for the 5-year period 1976 through 1980, appears
reasouable and will be adopted.
Payroll Taxes

Payroll taxes paid by General comsist of Account 307.5,
California Unemployment Imsurance, Account 307.6, Federal
Unemployment Insurance, and Account 307.7, Federal Insurance
Contribution Act. The total of these three payroll tax accounts
is estimated by Engineering Amalysis as $34,631,000 as
contrasted to Gemeral's estimate of $35,701,000, a difference

of $1,070,000. Both Engineering Analysis and General used the
same method in computing the payroll taxes. The differences

in the estimates are due to different labor expense estimates.
Payroll taxes adopted for the purposes of this proceeding of
$1,856,000 for Account 307.5, $664,000 for Account 307.6, and
$32,506,000 for Account 307.7, totaling $35,026,000, reflect
our adopted payroll levelé. -
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G. TAXES BASED ON INCOME
General .
Differences between Gemeral and RRD estimates of
state and federal income taxes generally related to differemnces
in estimated revenues and expenses. The adopted income taxes
in this proceeding are based on adopted reveuues and expenses.

Compounent items to be considered in the computation:
of federal and state income taxes include the following
items: tax depreciation including the cost of removal expense
and plant retirements in the test year, federal deferred tax
reserve, ITC, normalization of book tax timing differences,

CCFT effective rate, incremental CCFT rate, and the impact of
ERTA. '

Tax Depreciation
Financial Analysis used Gemeral's tax depreciation

estimate for this proceeding after making adjustments for the
differences in the plant additiouns and depreciation estimates.
In the computation of CCFT the full bemefit of accelerated
depreciation has been flowed through whereas liberalized tax
depreciation on a normalized basis was used for th
development of federal iuncome taxes (FIT).

Federal Deferred Tax Reserve

The cost of removal expense has been included in
excess tax depreciation and the tax effect of the cost of removal
deduction has been included in deferred tax reserve. Financial
Analysis reviewed and evaluated General's development of deferred
tax reserve for the test year 1982 and used its method in
its computations. Gemneral's deferred tax reserve estimate of
$363,980,000 is less than Finamcial Analysis' estimate of
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$368,484,000 by $4,504,000 due to differences in the depreciable
plant and the depreciation rate used by Engineering Analysis.
Qur adooted federal deferred. tax reserve reflects our adopted
values of depreciable plant and the depreciation rate.
ITC

Financial Analysis' estimate of ITC for test year 1982
used as a reduction of FIT is on a ratable flow-through basis.
The ITC realized on plant additiouns since 1971 is amortized om a
full-year couvention basis over the life of the plant additioms.
Fixed Charges

Financial Analysis' fixed charge estimate of $136,667,000
is less than General's estimate of $164,217,000 by $27,550,000
due to the inclusion of short-term CWIP in rate base by General
and a difference in the estimate of the cost of debt. Oux
adopted fixed charges reflect the exclusion of CWIP from rate.
base.
Normalization of Book Tax Timing Differences

‘In addition to normalizing book tax timing differences
relating to straight-line versus accelerated depreciation in
computing federal income taxes as required by D.87838 and D.91337,
General proposes the normalization of book tax timing differences
for capitalized pensions, capitalized payroll taxes, capitalized
use taxes, and capitalized state income taxes caluclated for the
purpose of computing federal income tax expense. Pensious,
payroll taxes, use taxes, and state income taxes are currently
being deducted from current income for tax purposes, thus
reducing Gemeral's tax liability. Normalization would result
in the recomputation of tax expense for ratemaking purposes
as though the expenses were not currently deductible but must
be capitalized for tax purposes. The difference between the
actual tax liability and the recomputed tax expense would be
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recorded in a reserve account for deferred taxes. Normalization
. of book tax timing differences will increase Genmeral's 1982
revenue requirement by about $31 million.

The Coumission staff opposes normalization of these
book tax timing differences based on its belief that this
Commission and the Califormia Supreme Court have long favored
flowing through such benefits to the utility ratepayers. In
support of this position, the staff witness quotes this
Commission's response to the Federal Energy Regulatory
Commission (FERC) Docket No. RM8042 dated July 3, 1980
which stated in part:

"3. The Commission (FERC) recognizes that a
utility that normalizes will increase its
cash flow because ratepayers will be providing
the utility an interest free loan. The
Commission advocates this policy because

of its belief that if a utility normalizes,
its debt and equity capital cost, for which
the consumers are respousible, will be less.
California questions this premise because
such a devise ignores the traditional rate-
making process of raising capital to a
reasonable wate of return allowance but
instead legitimizes a scheme to obscure
from the ratepayer how much money the
utilities are really receiving. If a
utility is in need of any increase in cash
flow the proper place to comnsider such
issues is in a proceeding which sets a

Jjust and reasonable rate of returm on a
utility's common equity, not the manipula-
tion of the utility's cost of service
income tax allowance.”
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Because of this policy position taken before FERC and in various
Commission decisions, Financial.Analysis does not recommend the
normalization of book tax timing differences othexr than
accelerated depreciation. :

Witness Garduer opposed rormalization of book tax
timing differences:

"This argument is valid under ordinary
circumstances, but when amual constructxon
outlays approach 207 to 25% of the utility's
earnings base, adequate cash flow levels may
not be obtainable by simply increasing the
rate of return. To do so would require
authorizations greatly in excess of returus
earned on commensurate-risk iovestments and
violates the nrinciples established by the
Hope and Bluefield cases."”

This witness went on to state that it should be noted that
neither Gemeral's mor the staff's tax witnesses are aware of
any existing tax law which would preclude the Commission from
revoking the requested normalization of book tax timing
differences at a future date should such action appear desirable
at that time, '

In his rebuttal testimony, Geuneral's wituess Hegge
noted that FERC had rendered a decision on Docket No. RMB042Z.
requiring tax normalization. This rule (Exhibit 134 in this
proceeding) was published in the Federal Register, Volume 46,
No. 93, Thursday, May 14, 1981, at pages 26613 to 26638. The
rule amended Part 2 of FERC's regulatioms to require a public
utility making a rate £iling under theFederal Power Act or an
"interstate pipeline making a rate £iling under the Natural Gas
Act to use tax normalization for miscellameous timing differences
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to compute the income tax compounent of its cost of service.
The rule requires a rate applicant to use tax normalization
for all timing differences transactions except those addressed

in prior FERC orders. At page 26615 of this rule, FERC states
as follows:

. ..tax normalization better achieves the
goals of equity and fairmess in rates than
does flow-through. The primary rationale
for tax normalization is matching the
recognition in rates of the tax effects of
expenses and revenues with the expenses
and revenues themselves. In terms of
expenses only, this meauns that tax normal-
ization matcnes tax benefits with cost
respousibility. Tax normalization
allocates the tax benefits of an expense
to the same time periods that the expense
itself is allocated." (Order stayed July 6, 1981.)

' It is noted that ERTA does not mandate
the establishment of the normalization of book tax timing
differences as proposed by General. Furthermore, it is believed
that increasesin internal source of funds that flow from this and
others oOf our recent decigions are more than sufficient, as demonstrated in our v////
decision below on CWIP. Therefore, we will not unnecessarily burden the rate-
payers by the imposition of the additional revenue requirement resulting from
normalization of the book tax timing differences.
CCFT Effective Rate

Consistent with treatment of other urilities £filing
CCFT returns on a combined report basis, Financial Analysis
computed CCFT using the effective tax rate with the statutory
rate as a floor. An evaluation of the data provided indicated
that General's tax rate was on the average less than the
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‘statutory rate. Therefore, Financial Analysis used the
statutory rate of 9.6% for CCFT. This will be used for our
adbptéd results.

Incremental CCFT Rate

o General's CCFT rate established by the State Franchise
Tax Board uses a three-factor formula which determines the

relationship of wages, revenues, and average net tangibdble
property of all General system tclephone operations in
California to wages, revenues, and average net tangible
property of the total Gemeral system. Since only the revenue
factor changes in computing CCFT for reflecting an increase in
rates, this Commission has in the past usad incremcntqi‘tax

. vrates for any increases in rates granted by the Commission.

The incremental tax rate developed for this proceeding is 1.68
and, consistent with our past practices, will be used in
the computation of net-to-gross multiplier.
ERTA
On August 13, 1981 President Reagan signed into
law ERTA which provided for o new accelerated depreciation
system £or business. The estimated change 1n net income and
rate base due to the diroct cffects of HRTA were set forth in
Exhibit 188. ERTA also institutes the Acceleorated Cost Recovery
System (ACRS) for recovery property placed in service after
December 31, 1980. It further provides that normalization‘of
accelerated depreciation, useful lives, and the investment credit
is mandatory for all public utilitices with’roswoct Lo pProperty
depreciated under ACRS. These provisions do not affect the
AAA/AA treatment of accelerated depreciation authorized by
D.87838 for pre-1981 property. Accordingly, pbnding the [inal
outcome and resolution of the tax remand matter (see lxhibits 69
and 70), rates authorized in this decision =hall be subject to
refund upon further order of the Commission. :
Subsequently, the proceeding was reopened by an ALJ
Ruling to receive written cvideace by the parties To the
proceeding on the effects of ERTA. The exhibits filed
by Gemeral and the Commission staff were received as late-filed
Exhibits 190 and 191, respectively. General aand the Commission
staff computed the effects of ERTA ucing both a 1l0-year
and 5-year recovery pexiod for central office equipwent (COE).

-72~

/




A.60340, OII 88 ALJ/emk/b% w

The Treasury Department has approved, effective January 1, 1981,
a reduction in the asset depreciation range (ADR) guideline c¢lass
for COE from 20 to 18 years resulting in the classification of
such equipment placed in service on or after Januvary 1, 1981, .
as S5-year xecovery propexty for depreciatidn. |

Tabulated below is the 1982 and 1983 intrastate change
in revenue requirement due to ERTA as computed by the '
Commission staff. General's computed intrastate revenue require-
ment reduction is $5,547,000 for 1982 and $13,283,0C0 for 1983.
Substituting this decision's autborized rate of return of 12.713
increases the intrastate revenue reduction to $7,077,000 for 1982
and $13,189, 000 foxr 1983. We will include the former in our ‘
adopted summary of earanings and the latter in our computations
of an 1983 attrition allowance. |

Intrastate Operations

1982 1983
Cost of Service : : (Dollars in Thousands)

1. Additional ACRS Depreciation $ 48,601 $ 76,831
2. Statutory Tax Rate x 467, x 467
3. Current Taxes Payable R N
4. Deferred Taxes Payable 22,356 35,342
5. Ratemaking Tax Expense $ 783 $ 1!461'
Rate of Return
Avg. Resexrve for Deferred Taxes $ 32,376 $ 60,346
Rate Base : a/ (32,376) (60,346)
8. A.60340 Recommended Rate of Return— x.11.97% x 1L.97%
9. Net-to~Gross Multiplier x 1.91 x 1.91
10. Gross Revenue Requirements
1l. Net Change in Revenue Requirement .
(Line 10 plus Line 5) $ (6,619) $(12,336)

> ’

(Red Figure)

a/ Counsistent with original staff's results of operations for

1983 'a 0.3% rate of return adjustment is iacluded in the
financial attrition allowance.
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D.93851 dated December 15, 1981 on these proceedings
made revenues collected from Jamzary 1, 1982 on subject to
refund pending our final determimation of the effect of ERTA.
Our inclusion of the effect of ERTA for both test years 1982
and 1983 obviates the necessity of ordering any such refuund.
pire]

General's estimate of this item was $1,084,000 for
the test year 1982 as coatrasted to the staff's estimate of
$2,471,000. The difference reflects the inclusion of IDC in
lieu of short-term CWIP in rate base and is consistent with
the Team's exclusion of shorxt-term CWIP from rate base. As
subsequently discussed, we have excluded short-term CWIP
from rate base. Counsequently, we will adopt the Team's
estimate of IDC excluding short-term CWIP from rate base for
both expense and rate base.

CCFT Flow-Through

Both the Team and General estimated this item to be

$778,000 for test year 1982. We will adopt this figure.
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H. TELEPHONE PLANT, DEPRECIATION EXPENSE
AND RESERVE, AND RATE BASE

General - : .

Zxhibits aud testimony ou Chapter 13, Telephoune Plant,
and Chapter 15, Rate Base excluding Working Cash, were presented
by senior utilities engineer A. A. Mangold; testimony and
evidence on Chapter 14, Depreciation Expense and Reserve, were
presented by utilities engineer M. F. Yee; and evidence and
testimony on the working cash portion of Chapter 15, Rate Base,
was presented by utilities engineer B. Y. Tan. In additionm,

utilities engineer K. P. Coughlan presented testimony and
an exhibit on EIG depreciation, and research programs

specialist D. T. Gardner presented testimony relative
to the inclusion of short-term CWIP in rate base.
General's witness Hegge presented rebuttal

. testimony on M&S estimates presented by staff witness

Mangold and the working cash presentation made by

staff witness Tan. In addition, General's witness A. H. Bush

presented rebuttal testimony relating to staff witness Coughlan's
presentation on ELG depreciation.
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Tabulated below are 1982 test year telephome plant,
depreciation expense and Tesexve, -and rate base items as.
presented by RRD and General together with the adopted results.

The bases justifying our adopted results appear in the following
paragraphs.

Ttem RRD General Adopted
_ - (Dollars in Thousands)
Telephone Plant

Telephone Plant in Service $ 4,335,561 S 4,490,715 $ 4,490,715
(Weighted Avg. Net)

- 264,892 . -
Plant Held for Future Use 376 361 376
Materials and Supplies 41,000 96,500 42,200
Working Cash (126, 060) 5,850 (125,153)
Depreciation Reserve (1,147,123) (1,146,006) (1,146,006)
Def. Tax Reserve , (368,~84) (363,980) (363,980)

Rate Base before Adjust. 2,735,270 3,348,332 2,898,152

Adjustments

InC _ 26,931 14,662 37,318
Automatic Electric (8 465) (8,465) (8,465)
Directory Company - -
GIEDS (186} (82) (100)
Norm. Book Tax Timing - -
ELG Depreciation - -
CCFT Flow Through 5,845 5,845
Average Reserve for - ) :

Deferred Taxes - © (40,279)

Total Rate Base 2,759,395 3,348,126 2,891,871

Figure)
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Telephone Plant in Service

Engineering Analysis' 1982 test year estimate of total
weighted average telephone plant in service is $4,335,561,000
as compared to Gemeral's estimate of $4,490;715,000, a
difference of $155,154,000 or 3.6%. For the test year 1982
Engineering Analysis' estimate of gross construction expenditures
is $780.0 million as compared to General's estimate of $777.8
million. The difference in estimates of total weighted average
telephone plant in service relates to different apportionments
of gross comstruction expenditures to Account 100.1, Telephoue
Plant In Service, and Account 100.2,Plant Under Counstruction.

In the year 1980 the actual gross construction expenditures of
$656 million caused Account 100.1 to increase by $547 millionm
or 83.4% of the gross construction expenditures and Account
100.2 to increase by $109 milliom or 16.67 of the gross
construction expenﬁi:ures.

According to Engineering Analysis"” witness, these
percentages approximate the average split for the five-year
period 1976 through 1980 which was 86.67 annual gross expend-
itures to increase Account 100.1 and 13.4% to increase
Account 100.2. Engineering Analysis' witness testified he
used the average split for the five-year period 1976 through
1980 for each of the four major plant accounts contributing
Lo CWIP, i.e. land and buildings, central office equipment,
outside ‘plant, and gemeral equipment, with the result that
Engineering Analysis' estimates of gross construction
expenditures were split with Increases to Account 100.1 of
84.17 of the construction work and increases to Account 100.2
of 15.9%. Account 100.2,CWIP,is in turn split into long-term
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interest-bearing and short-term noninterest-bearing CWIP. In
1980 the split of the average balance was 87, long-term and
927 short-term. Eungineering Analysis used that split for its
estimates for the years 1981 and 1982.

According to the rebuttal testimony of General's
witness Hegge, staff witness Mangold's estimating procedure
results in unrealistic results. He testified that with
witness Mangold's method Account 100.2, CWIP, will always
grow regardless of the level of gross construction expenditures.
He noted that in the historical pattern of growth in work-
order-related coustruction, expenditures would not coutirue
throughout the test year as indicated by a tabulation showing a
decrease in the percentage increase over the previous year
from 24.87 in 1980 down to 12.67 in 1982. 1In additiom, ke
presented a tabulation showing the historical relationships
between gross construction expenditures and the level of CWIP
for the years 1975 through 1980 and the projected relationships
using witness Mangold's estimates. This tabulation presented
results which, according to witness Hegge, were unrealistic.
For example, central office equipment, representing the largest
of the four components affecting CWIP, showed Account 100.2
ending balaunces as a percent of gross additions ranging from
64.77. to 85.47 of actual recorded balances for the period 1975
through 1980 and 107.17% for test year 1982 using witness
Mangold's estimates. Gemeral's testimony and arguments axe
persuasive and we will adopt General's estimate of telephone

plant in service of $4,490,715,000 for the purposes of this
proceeding. '
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Depreciation Expense and Reserve

The major issue between -General and the Commission
staff on this item is the .use of ELG for future years. General
currently employs a straight-lirne vintage group (SLVG) method
as prescribed by this Commission's Standard Practice U-4 for
depreciating the majority of its plant investment. The
adoption of ELG for test year 1982 would result in an increase
of 81,366,000 in depreciation expense and a decrease in rate
base of $827,000. |

General advocates the use of ELG depreciation
accounting because it permits depreciating each group of
assets over its actual life as contrasted to the SLVG method
which breaks downm depreciable property into vintage groups
counsisting of all the plant and depreciation catégory-added
in a single year. ' The weighted arithmetic average of the
lives of all units in that group is called the "average life".
Reciprocal weighting is used to produce depreciation charges
for the category which will equal the sum of the charges that
will be made in each wvintage group were each vintage group
depreciated separately. General argues that under the SLVG
method of depreciation, some of the items will be retired with
lives shorter than the average service life resulting in the
accumulated depreciation account being reduced by more than
the depreciation those items have generated. As noted,
California uses SLVG with remaining life depreciation to
compensate for changes in life estimates. When re-estimates
of life remaining in a vintage group of assets are made, a
new depreciation accrual rate is established for the survivors
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by deducting the amount already depreciated f£rom the cost of
the plant and accruing the remaining cost over the estimates
of the remaining life of thé”sufviving units. While not
disputing the theoretical advantage of ELG over the SLVG
method of depreciation, Engineering Analysis opposes the
adoption of ELG on the following bases:

1. ELG in actual use will provide no better
match of capital recovery with consump-
tion of capital than the SLVG method
presently in use.

ELG will increase Gemeral's revenue
requirements with more depreciation
accruals in early years with question-
able benefits to the ratepayer.

ELG will increase the staff work load
and may prove so complex as to preclude
effective regulatory oversight.

In support of the above position, staff witness
Coughlan testified that rarely, if ever, does actual experience
match forecast and that the useful life of the utility property
is ouly oue of the estimates required for the determination
of the depreciation accrual. The other basic estimate required
is net salvage. According to this witness, the precision for
life survivorship is no better than the precision for the
estimated net salvage and the useful life estimate requires
the use of expert judgment with the result that the
apparent precision of the ELG method is only illusionary.
This witness further testified that while General has proposed
ELG for all of its plant investment, such a depreciation practice
is unnecessary for units of property where depreciation expense
is computed in accordance with the forecast method which has
the identical results as ELG depreciation.
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General argues that compared with SLVG, ELGC shifts
the capital recovery costs for a group toward the early years,
thereby more accurately matching capital recovery to the
consumption of asset life which further allows implementation
of the basic financial principle of matching cost with revenues.
The record in this proceeding confirms cthe fact that ELG will
cost ratepayers more than SLVG depreciation. However,
according to the staff, this increased revenue requirement
is not matched by any increase in benefits to the ratepayers.

Engineering Analysis witness Coughlan testified that the
imolementation of ELG would recuire additional records to be maintained by
Geuneral and consequently would require additiomal regulatory
review by the Commission. That such additional record-keeping
would be required if ELG were authorized is not deunied by
General. However, General states that with the availability
of the modern computer, such additiorval record-keeping would
present a minimum burden on General and therefore would be a
ninimum burden on the ratepayers. According to the staff,
the record-keeping requirement for ELG is perhaps the most
important reason for the FCC's limiting ELG to new plant additions.
After conmsideration, we are not persuaded that the advantages
qf the theoretically more precise ELG method in depreciation
accruals outweigh the disadvantages to the ratepayer of the
increased revenue requirement nor the disadvantages to
General and to the Commission staff of the increased record-

keeping. Consequently, we will not authorize ELG aécounting
depreciation practices. |
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Exclusive of ELG comsiderations, General's estimate
of depreciation expense is $361,078,000 or $13,082,000 higher
than Engineering Analysis' estimate of $347,996,000, and General's
estimate of depreciation reserve is $1,146,006,000 or
$1,117,000 less than Engineering Analysis' estimate of
depreciation reserve of $1,147,123,000. Differences in
these estimates reflect Engineering Analysis' lower estimate
of telephone plant in service. Consistent with our previously
discussed adoption of General's teleﬁﬁone plant in service
figures, we will adopt General's depreciation expeuse and
reserve figures for the purposes of this decision.
M&S

General's estimate of M&S {s $96,500,000 as contrasted
to the Engineering Analysis' estimate of $41,000,000, a difference

of $55,500,000. The significant difference in these two estimates

results from the inclusion by General inm its M&S inventory of
M&S used for comstruction and the exclusion of such M&S by
Engineering Analysis. Engineering Analysis is of the opinion
that M&S for construction should not be included in the M&S
component of rate base since it is also included in construction
expenditures which are flowed through to rate base through

the allocation of comstruction to Accounts 100.1 (plant in
service) and 100.2 (CWIP).

According to the testimony of Engineering Analysis'
witness Mangold, some of the materials used in the construction
program flow through Account 1220, M&S, as a part of normal
accounting procedures and such materials may have been
purchased or salvaged. Similar reuse of salvage materials
is anticipated for test year 1982 and the book cost of such
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salvage material is included in the estimates of gross
coustruction expenditures. According to this witness, to the
extent that such materials.ﬁ&ve?in the past ‘flowed through
Account 1220, Account 1220 should be adju&ted‘if reccrded
amounts in Account 1220 are the bases for estimating M&S for
inclusion in rate base.

However, in this particular case, witness Mangold
testified that the receunt escalation of comstruction
expenditures has caused Accoumt 1220 to escalate also and
it is difficult to use recent Accownt 1220 balances to test
the reasonableness of General's estimate. Counsequently,
Engineering Analysis did not use recent Account 1220 balances
to derive its estimate but rather used the relatiounship for
the weighted average balance in Account 1220 of 0.947 of the
weighted average balance in Accoumnt 100.1 for the years 1972
through 1978 as the bases for his 1982 test year estimate.
He noted that for test year 1980 the adopted M&S was 0.927
of the adopted wed ghted average utility plant in service.
Engineering Analysis' method of using 0.94% of the weighted
average utility plant in service for test year 1982 appears
reasonable and will be adopted. The application of the 0.94%
factor to our adopted weighted average net telephone plant
in service figure of $4,490,715,000 vields $42,200,000
(rounded which we adopt as reasonable.
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Property Held for Future Use

The staff's estimate for this item for the 1982 test
year is $376,000 as contrasted to General's esctimate of
$361,000, a difference of $15,000. Set forth in the staff's
audit report under comparative balance sheet as of December 31,

1980 is property held for future use of $375,000. We will
therefore adopt the staff's estimate of $376,000.
CWIP in Rate Base

-

General seeks authorization to have work orders
which have gross additiouns undexr $25,000 or a coastruction
period of 60 days or less included as plant in service and
thereby be included in rate base, work orders which have
gross additions over $25,000 and a construction period of
between 60 days and one year be treated as CWIP but included
in rate base (short-term CWIP), and work orders which have

gross additions over $25,000 and a conmstruction period of

over one year (long-term CWIP) be treated as CWIP and not
included in rate base. Undexr General's proposal, the AFIC (some-
times referred to as IDC) would cootinue to apply to long-
term CWIP not included in rate base. General's request as
above-summarized countrasts with present practices which

treat work orders that have gross additions under $10,000 or
a construction period of 60 days or less as telephone plant
in service to be included in rate base, and work orders which
have gross additioms of over $10,000 and a comstruction period
of over 60 days as CWIP.
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Acéording,to»the testimony of Gemeral's witness
Hegge, the proposal to raise the limit from $10,000 to $25,000
is sound because price levels and interest rates have increased
substantially since the $10,000 limit was established in 1957.
And, further, the $25,000 limitation is comnsistent with
accounting procedures established by the FCC in Docket
No. 21230 (68 FCC 2nd 902) amending the FCC's Uniform System
of Accounts (31 C FR Sec. 100.2) effective Jamuary 1L, 1979.

In his testimony, General's witness Hegge contrasts the
inclusion of short-term CWIP in rate base wherein the money
is collected from the ratepayer in the same period as the
money is paid out by the inmvestor to the curremt IDC procedure
used by this Commission which records the return on CWIP as
income in the current period and spreads the collection of
this return over the service life of the plant. Under such
an arrangement, according to witness Hegge, the ratepayers
are further required to pay Gemeral a return on the return
until the IDC is fully amorxrtized as contrasted with CWIP in
rate base wherein once it is transferred to plant in service
General is entitled to start collecting a return from the
ratepayer.

General argues that CWIFP construction includes such
items as cables which include a variety of plant for both
growth and modernization that benefit today's ratepayers.
According to Genmeral, these counstruction activities consist
of such work as modernizing local and toll facilities, relieving
the congested metropolitan networks, reestablishing plant margiss,

and restoring service levels; all of which benefit today's
customers. |
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The Commission staff opposes the inclusion of CWIP
in rate base as a departure for traditional ratemaking as
evidenced by the following decisions: Pacific's D.90642
(1979); Gemeral's D.87505 (1977) 82 CPUC 15; Sanm Diego Gas
& Electric Company's D.87639 (1977) 82 CPUC 291:Southern
California Edison Company's D.86794 (1976) 81 CPUC 49; and
Pacific Gas and Electric Cémpany's D.86281 (1976) 80 CPUC
396. The staff further argues that although short-term
noninterest-bearing CWIP was included in rate base in
General's most recent rate case, D.92366, the Commission
was careful to limit the decision to the unique facts involved
in that case. According to the staff, compelling arguments
against the inclusion of CWIP in rate base were summarized by
staff witness Gardner as follows:

L. Although CWIP in rate base would theoretically
improve earnings quality, there is no way to
measure the subsequent impact om either stock
prices or bornd ratings.

The amount of cash flow generated by including
CWIP in rate base may be too small to have any

effect on external financing needs or finan-
¢ilal bealth.

Ratepayers should not be required to pay the
utility a return on plavt which is not "used
and useful'.

AFDC provides an incentive for utilities to

complete comstruction projects in the shortest
possible time,

CWIP in rate base makes present customers
involuntary investors in new plant, from
which they may or may not receive a benefit.
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"6. AFDC properly allocates the cost of construction

to future customers who will benefit f£from the
new plant. '

"7. CWI? in rate base, when measured on a present
value basis, may be more costly to ratepayers
than the addition of AFDC to rate base.'r

In the above-referenced Pacific’'s 2.90642, it is
noted that CWIP in rate base was not at issue. In General's
matter, D.87505, we stated as follows:

"In General's case we are not couvinced that
inclusion of CWIP in rate base would necessarily
lead eventually to a fair rate of return lower
thar would otherwise be required. In this
comnection it was brought out that Gemeral has
minimal needs for additional extermal fimancing
and that General's finmancial condition has
improved as the result of normalization of
Federal Income Tax expense and since in
Genmeral's case CWIP represents a relatively
small portion of total capitalization and

AFDC a relatively minor item on the income
statement and so long as the conditiorn sub-
scribed in the preceding paragraph obtained,
the ratemaking treatment of CWIP should have
little effect on the fair rate of return
determination.” (82 CPUC 15 at 29.)

Obviously, these conditioms do not prevail today in connection
with this instant proceeding. Furthermore, San Diego Gas &
Electric Company's D.87639, Southern California Edison
Company's D.86794, and Pacific Gas and Electric Company's
D.86281 all relate to our exclusion of lomg~term rather than short-term
CNIP £rom rate base. Under these cirgunstances, the citations quoted

by the staff in support of its position appear to bear

little, if any, relevance to this proceeding.
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After consideration, it appears to us that the more
persuasive arguments for the Iinclusion of short-texrm CWIP in
rate base are the improvement in earnings quality, the increase
in cash flow, the elimination of AFDC cost over the operating
life of the plant, and the elimination of paper income from
General's income statements. From the record in this
proceeding, it appears that the improvement in earnings would
have little, if any, impact on either Genmeral's stock prices
or bond ratings; that avc increase in cash flow above that
resulting from our authorized earnings is not required and
would uunnecessarily burden the ratepayers; that when measured
on a present value basis in the present financial market, the
addition of AFDC to rate base might possibly Iimpact the rate-
payer less than CWIP in rate base; and that AFDC income is
presently correctly evaluated by the fimancial community.
Under these circumstances, we will not imnclude short-term
CWIP in rate base in this proceeding. |
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The following tabulation compares Engineering
Analysis' ard General's estimates of the effects of inclusion
and exclusion of short-term CWIP in rate base:

Bngineexing Anslveis' Egtimate General's Estimate
Increase resase
General's in General's in
Present Proposed Rate Present Proposed Rate
Policy Policy Base Policy Policy Base
- (Dollars in Thousands)

Short-term CWIP $ $486,500 $686,500 § 0 §264,892  5264,892
Net Rate Base

Effect of

AFDC on Short-

Tern: CWIP 26,900 14,662 (12,238)

63,322 14,662 (48,660)
Total 26,900 501,162 474,262 63,322

N " a 279,554 216,232

(Red Figure)
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The difference between Engineering Analysis' estimate
of $486,500,000 and General’ s estimate of $264,892,000 was the
amount of short-term CWIP prevxously discussed under telephone
plant in service wherein we adopted Geumeral's estimate of
$264,892,000. It will be noted that for the period 1979~1982
Gemeral's estimate of the net rate base increase due to AFDC on
short-term CWIP was $48,660,000 as compared to Engineering
Analysis' estimate of $12,238,000. The $36,422,000 difference
was due to the exclusion of AFDC by Engineering Analysis for the
years 1980 avd 1981. Both Gemeral and Engineering Analysis
excluded 1979 AFDC. According to the record, the staff excluded
AFDC for these two years as a result of our inclusion of CWIP
in rate base in D.92366. D.92366 became effective in November
1980; bowever, it was based on the test year 1980. Counsequently,
AFDC should be excluded for both 1980 and 198l. However,
because this decision excludes CWIP from rate base, 1980 ard
1981 are the 6nly years that AFDC should be excluded from rate
base. Under these cifcumstances, the net rate base increase
adjustment we will adopt for this proceeding is $37,318,000,
reflecting the inclusion of AFDC in rate base for the years
1979 and 1982. |

We will also adopt Geueral's proposal of classifying
as short-term CWIP work orders of less than one year's duration
or iovolving less than $25,000 in telephone plant expenditures.
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Working Cash

Working cash balance in.rate base is to compensate
General for funds it has prévidéd to pay the operating expense
of the business in advance of receiving offsetting revenues.
Tabulated below by component parts is the working cash estimate
as prepared by Engineering Analysis and Genmeral, together with
our adopted results. The bases for adopting the specific
amounts are discussed in the following paragraphs.

Engiveering

Ttem Analysis General Adopted
%EOIIars iz Thousands)
Operational Cash Requirements

Minimum Bank Balances S 0 $ 18,404 $ 4,518
Misc. Special Deposits 2,346 2,346 2,346
Misc. Receivables 13,460 . 19,988 13,460
Working Funds 414 414 414
Other Deferred Charges 11,950 13,548 11,950
Prepayments 10,459 10,459 10,459

Total Gross Requirements 38,629 65,159 43,147

Deductions, Funds Not
Supplied by Investors

Avg. Amount Available -

Rev. before Expenses 37,445 $(26,927) § 45,694
City Users Tax 205 205 205
Employee Withholdings 7,505 7,674 7,567
Other Deferred Credits 20,931 20,931 20,931
Revenue Settlements 2,765 (1,923) 2,765
Credit Received from

Suppliers Lized 68,750 59,349 64,050
Lag in Payment Capitalize

%tems i P 27,088 0 27,088

Total Deductions 164,689 59,309 168,300
Working Cash Allowance $(126,060) $ 5,850 (125,153)

(Red Figure)
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Minimum Bank Balances

Engineering Analysis excluded minimm bank balances
from working cash because as"ofzuay 1, 1980 ‘General has been
paying activity fees for banking in lieu of maintaining
compensating bank balances and the staff felt the minimum
bank balance payment unnecessary. However, the record
indicates that minimum bank balances are still required to
support Gemeral's approximately $200 million of credit line
with some 20 banks to support Gemneral's commercial paper.
According to the record, Gemeral is countractually obligated
to maintain bavk balances in the amowmt of $4,518,000 in order
to support the above credit line. We will use this amouns
for the computation of working cash.

Miscellaneous Special Deposits
Engineering Analysis and General both agreed that

this item of operational cash balance should be $2,346,000

for the test year 1982 and this amount will be adopted.
Miscellaneous Receivables

Engineering Analysis' estimate for this item is
$13,460,000 as compared to Gemeral's estimate of $19,988,000.
The difference reflects Engineering Analysis' exclusion of
interest~bearing notes on the basis that such notes should
not be inmcluded in rate base to earn a return while they are
also earning interest for Gemeral. Engineering Analysis’
position appears reasonable and will be adopted.

Working Funds
' Both Engineering Analysis and Gemeral agree that
this item should be $414,000. It will be adopted.
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Other Deferred Charges

Engineering Analysis' estimate of this item is
$11,950,000 as coantrasted to General's estimate of $13,548,000.
The differecce in these estimates 'results from Engineering
Analysis' adoption of Financial'AnalysiS’ recommendation
pertaining to payments made prior to 1980 for M&S that have
not been received and c¢losed work orders for materials in
process of fabrication. The staff's position appears to be
cousistent with our past decisions and will be adopted.
Prepayments .

Both Engineering Analysis and General agree that

this item should be $10,459,000 and this amount will be adopted.
Average Revenue Before Expenses

The average revenue available as a result of collecting
revenues in advance of paying expenses and taxes and accruing
depreciation was estimated to be 2 negative $26,927,000 by General
and a positive $37,445,000 by Engineering Analysis. The major

difference in the estimates is the amount of income tax used in the
lead/lag study. General used revenue At present rates whereas
Engineering Analysis computed income taxes at an assumed 133%
companywide rate of return. The adopted amount of $45,694,000
assumes the authorized rate of return ané includes the effects of
General's D.93255 and Resolution T-10551 and Pacific's DI23367.
City Users Tax

Both Erngineering Analysis and General agree that
this item should be $205,000. This amourt will be adopted.
Emplovees' Withholdings

Engineering Analysis estimates this item as
$7,505,000 as compared to General's estimate of $7,674,000.
The minor difference in this estimate is due to differences
in payroll estimates. A Our adopted figure of §7,567,000

reflects the payroll expense associated with our adopted
level of expenses.

Other Deferred Credits
Both Engineering Analysis aod Ceneral estimate
this item as $20,931,000 and this figure will be adopted.

-92-
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Revenue Settlements

Ecgineering Analysis computed this item to be a
deduction from working cash of $2,765,000 as countrasted to
General's estimate of an addition to working cash of $1,923,000.
The difference in these estimates reflects the direction of
cash flow between General and Pacific in the settlements
process. Engineering Analysis' estimate reflects cash flow
from General to Pacific in accordance with historic patterns’
as countrasted with General's estimate which is based on
accounting aceruals indicating a cash flow from Pacific to
General. We are persuaded that actual cash flow rather than
accownting accruals should be used in the working cash
computations for test year 1982. Cousequently, for purposes
of this proceeding, we will adopt Engineerirg Avalysis'
estimate for this item of working cash.
Credit Received from Suopliers

Engiveering Analysis' estimate for this item indicates
a deduction from working cash of $68,750,000 as contrasted with
General's estimate reflecting a deducticn from working cash of
$59,349,000. This item reflects value of labor material and
cther supplies received but not yet paid for by Gemeral which
thereby reduces General's operational cash requirements. Both
Engireering Analysis and General estimated the base yeaxr 1979
amount to be $49,383,000. General developed its estimate based
on the ratio of this amount to actual materials purchased which
was then applied to anticipated purchases in test year 1982.
Engineering Apalysis used the ratio of total comstruction
expenditures less capitalized payroll to estimate the test
yvear 1982 credit received from suppliers. The staff argues
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that General's estimate is inaccurate because credit is based
on materials only and does not recognize the total comstruction
expenditures whereas General argues that the staff's estimate
is inaccurate in that it ignores changes in inveutory levels
and reuse of salvage material, and includes transactious
entirely unrelated to credit received from suppliers. Both
arguments have merit and we will therefore adopt the average
of the two estimates, or $64,050,000.
Lag in Payment Capitalized Items

For this item the staff estimates a working cash
deduction of $27,088,000 as contrasted to Gemeral's estimate
of zero. Engineering Analysis made this adjustment to
working cash requirement to reflect the lag in payment of
capitalized items that are either in plant in service, MiS,
or in CWIP and thereby earnm either a rate of returm or
accrue IDC during a period when other parties are actually
furnishing this capital. 7The capitalized amounts forming
the basis of this estimate by Engineering Analysis include
such items as payroll, federal insuraunce contribution tax,
federal unemployment insurance, state unemployment Insurance,
workers' compensation insurance, pension, medical and dental
insurance, vacation pay, vacation acerual, and GTEDS payments.
The expensed portion of these items are considered on an overall
basis in connection with the working cash estimates as
related to the lag in the payment of expenses. We can
discerr no basis for different treatment of capitalized
items and will, therefore, adopt the staff's recomnended
working cash deduction of $27,088,000.
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Average lLag in Collection of Revenues

Engineering Analysis estimated33.78 lag days for
this item as contrasted to Gemeral's estimate of 35.19 days.
The difference reflects an adjustment by Engineering Analysis
to Accounts Receivable to reflect that portion of revemue
receivable that belougs to Pacific as a part of the final
settlement process. Engineering Analysis' position appears
sound and will be adopted.
Average Lag in Pavments

Engineering Analysis estimated the average lag in
making paywments as 43.155 days as contrasted to General's
estimate of 28.07 days. The major reason for the difference
is due to estimated federal and state income taxes used in
the lead/lag study. General used income taxes at present
rates for the income tax expeunse with lag days geumerated by
proposed rates. ZIZngineering Analysis used income taxes that
assumed a rate of returu of 137. Other differeunces were in
the lag days used for federal uremployment I{msurance, goods
and services, vacation expense, and vacation acecrual. Our
adopted results are based on income taxes computed in
accordance with our authorized rate of return and 128.93
days lag.

For federal unemployment insurance, Engineering
Analysis, consistent with its usual practice, computed the
lag days from the midpoint of each quarter to the date of

quarterly payment. This method appears reasounable and will
be adopted.
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For goods and services, .Engineering Analysis computed
lag days from the date they"wexé received to date of payment
except for goods and services received on a regular basis
where the midpoint of the service period to date of payment
was used. General used the midpoint of the month of accrual
to the date paid for all goods. The staff method appears
reasonable and will be adopted. ]

Engineering Analysis computed the lag days for
vacation expense and accrual from the midpoint of the year of
accrual to the date the vacations were actually taken whereas
. General estimated its lag days for both vacation expense and
accrual on actual accounting records and vacation experience.
General used 351.81 days of lag for vacation expeuse as
contrasted to 139.75 lag days for wvacation accrual. Geuneral
conceded that 351.81 days of lag should be used for both.
Recomputing this item on that basis substantially reduces the
difference between Engineering Analysis' and Geuneral's estimates.
In view of this and because, as the record shows, Engineering
Analysis' wethod follows historical practices, we will adopt
Engineering Analysis' figures.

CCFT

The staff estimate for this rate base adjustment
item was $5,845,000 for the test year 1982 as countrasted to
General's estimate of $5,641,000. General's estimate was
based on the statutory tax rate of 9.67% whereas the staff's
estimate was computed using the effective tax rate with the
statutory rate as a floor. Consistent with our past practices,
we will adopt the staff estimate.
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Deferred Tax Reserve
Financial Analysis estimated the deferred

Lax reserxve

Lo be $368,484,000 for the test vear 1982 as compared to General's

estimate of $363,980,000. The estimates differ beca
differences in depreciable plant and rate of depreci
by Financial Analysis and General.
of General's'depreciation expense and reserve, we wi
General's estimate of deferred tax reserve.
Net-to~Gross Multiplier

Itenm

Gross Operating Revenues
Uncollectibles at 1.49 (Intrastate
Operations only) ‘

State Corporation Franchise Tax at 1.68%

Federal Income Tax at 463
, Net Revenue
Net-to~Gross Multiplierﬂ(Gross Revenue + Net Revenue
Capitalization
Ratio
£2.30
7.40
40.30

Weighted
Cost

$.44
0.62
6.65
12.71

Cost
©10.40
8.33
16.50

Component
Long-term debt
Preferred stock
Common equity

X

X
X

19.40 + 12.71 = 1.53 = net-to~gross multiplier
for interest deductions

2/ Allowance for uncollectibles.

I. SUMMARY OF EARNINGS
Table II contains the summary of earnings

use of the
ation used

Consistent with our adeption

1l adopt

Ratio
100.00

1.49
98.51
1.66
96.85
44.55
52.30
1.91

1.015%/
1.91
1.91

5.52
1.18
= 12.70 .
19.40

adjusted

in 1982 test

vear as estimated by the Commission staff and General, together
with our previously discussed adopted revenue, expense, and rate
base items for the company as a whole and our adopted intrastate

summary of earnings.
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Item

Staff

a/

ati «VeTUE S~
ota ating Revenuas
after Uncollectibles

%atig‘ Expenses
ncanance

Genaral 0ffice and
Other Operating Expenses

Subtotal Oper. Expenses

Depreaciation Expense
Taxes Other Than on Income
Taxes On Income

Total Oper. Expenses

CCFT Flow-Through
Automatic Electric
Directory Coapany
GIE =~ Data Services

81,846,475

381,014

130.275

$1,830,418

400,816
97,731
171, 2168
97, 791
136,764

C

$1.866,341

388,550
97, 731
171, +199
97.315
131,300

: Adopted :
Total :

-
-
-
-
-

+ Intrastate

$1,483,263

109,249

877,137

347,996
73,332
188 284

904,270

361,078
76, ~889
146,176

886,095

361,078
75,154
179,353

726,812

283, 736
60,524
132,125

1,486,744
2,471

(1,091
56 yobl

Norm. Book Tax Timing Differences

1968=69 Flow-Through
Iqual Life Croup

Net Operating Expenses
FIT (ERTA)

Net Operating Reverues

Rate Base before Adjustments

pos of

CCFT Flow-Through
Automatic Electric
CTE « Data Services

Norm. Book Tax Timing Differences

ELG Depreciation
Avg. Deferred Tax (ERTA}

Total Rate Base
Rate of Return

Pacific's D.931367.

78
:

1 621)

1,488,809

1,048
ars)

1,092

1,501,680
1.084

778y
(1,091)

(3.881)
(877

1,203,297
853
=70

)
(3.361}
770

1,481,261

365,214

2,727,939

26,931

@ 2:22

(186

1,507,187

323,231
3 .%9'“7

14,662
S, V641
(8, 6653

(&

1,135)

13271_7 (40 87&1

1,497,126
989
369,215
2,898,152
37,318
5,845
(8,465)
(100)

1,199,844
782
283,419
2,282,078
29,530

0

(6,641)
(79)

(32,376)

13.27

(Red Tigure)
a/ Includes effects of General's D.93255 and Resolution T-1045]1 and

3,349,241
9.66

2.891.871
12.77

2,272,528

12.47
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VI. . ATTRITION

Attrition may be defined as erosion in a utility's
earnings when its operating and financial eipenses increase
at a more rapid rate than its revenues and productivity gains.
The two main compoments of attritiom are finmancial attrition
and operational attrition. Under this Commission's regulatory
plan, major rate cases require alternate year test year
pexriods. The effect of attrition for the years between
general rate imcrease applicatiors is to preclude the utility
from earning its authorized rate of return during those years.
Both Gemneral and the Commission staff agree that an allowance
should be provided through a step rate increase to compensate
the utility for attrition expected to occur in the year between
rate applications.

Testimony oun attrition was presented on behalf of
General by its vice president-revenue requirements Richard L.
Ohlson and on behalf of the Commission staff by finmancial
examiner T. R. Mowrey and utilities engineer B. Y. Tan.

General computed the additional reveunue requirement
necessary to compeusate for attrition by the applicationm of
the change in the embedded cost of debt and preferred stock,
the change in depreciation rates, the iunflation impact, and
productivity gain to the Commission's determined level of 1982
operations. The Commission staff's estimate of the attrition
allowance necessary was developed by adjusting the 1982
estimated levels of revenues, expenses, and rate base by
‘significant known or expected changes and historical trends
to arrive at an estimate of General's 1983 operations.




A.60340, OIX 88 ALJ/emk

General's estimate of financial attrition was $7,416,000 and
operational attrition was $48,473,000. According to the record,
General is also requesting an additional attrition allowance
of $14,790,000 rto compensate for the imcrease in the 1983
depreciation rates over the authorized 1982 depreciation rates
for a total of $70,679,000. The Commission staff computed the
financial attrition allowance to be $7,047,000 and originally
computed the operational attrition allowance to be $4,161,000.
This latter amount was subsequently revised to a negative
$2,078,000, making a total attritiom allowance of $4,969,000.
This allowance excludes the ERTA effects which are included as
a separate adjustment and the additiomal attrition allowance
for increased 1983 depreciation rates which, as subsequently
discussed, will be treated separately after the staff's review
of Gemeral's 1982 -depreciation study.

It is axiomatic that the relevance of either estimate
is predicated on the accuracy of the forecast. In both D.92497
dated December 5, 1980 on Southern Califermia Gas Company's
A.59316 and D.92549 dated December 30, 1980 on Southernm
Califormia Edison Company's A.59351, we authorized attrition
allowances to become effective January 1 following the test
year without the necessity of further hearings. 1In both these
matters the staff proposed the utility £ile an advice letter
late in the test year which would include results of operations
for the test year with eight months' recorded and four mouths’
estimated data. The staff recommended the advice letter be
served oun all parties to the general rate increase proceeding
and that a period for comments be allowed. If necessary,
public bearings could be held. In both matters we rejected
the staff’s proposal ou the basis that we are inadequately
staffed to undertake the required review and the potential
for establishing a "mini rate case" would have an adverse
effect on the operation of the Regulatory Lag Plan.

-100-
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For the above reasons, we will similarly authorize
an attrition allowance now to be recovered through a billing surcharge
to be implemented at the beginning of the year 1983. However,
as subséquently discussed, an advice letter £iling containing
General's 1983 revenue cstimates, depreciation rates, and
plant-in-service estimates will be required for Commission
staff review and Commission approval before the implementation
of the step rates. As pfeviously stated, we will adopt RRD's
revised embedded cost of debt on an average-year basis for the
year 1983 of 10.947 . and will use thiz to determine the financial
aterition allowance.

Arriving at a similar allowance for operational
attrition is considerably more complex than the determination
of suitable financial atctrition allowance. In deriviog his
original estimate of operational attrition of $4,161,000,
Engineering Analysis' witness Tan used various estimating
techniques including the application of average gains, least
square projections, and the application of contract percentage
increases. General's rebuttal witness Ohlson testified that
such inconsistent trending techniques produced distorted results.
He applied least squares trending methods to staff data to
produce an operational attrition of $49,704,000 and to General's
data to derive an operational attrition requivement of
$70,589,000. Wituess Ohlson further testified that his
original estimate of operational attrition of $65,190,000 was
based on a gross national product (GNP) deflator forecast
estimate of 10.17%. As of June 23, 1981, the inflation rate
forecast for 1983 over 1982 was 8.17%. Usiog this latter figure
and iacluding the cffects of General's acceptance of the staff's
estimates, he estimated the operational attrition to be
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$48,472,000. To this figqure witness QOhlson added depreciation
expense attrition of $14,790,000 and a rate of return attrition of
$7,416,000 to derive a total additional revenue requirement
for attrition for the test yéar 1983 of $70,679,000 which he
recommends the Commission adopt for purposes of this proceeding.
After consideration, we conclude that the staff method
for computing operational attrition is reasonable and will adopt
it. Tabulated below is the operational attrition revenue
requirement by component items as estimated by the staff and
General, using staff's data and General's data. The bases for
the computation of our adopted attrition allowance are set forth
in the ensuing paragraphs.
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CPERATICNAL ADTRITION AND REVENUE REQUIRIMENT

General
Staff : Utility
Item : Data : Data

(Dollars in Thousands)

Expenses
En—b—or & related overheads $ 55,568 $ 72,484 § 76,100
Materials & related overheads 5,267 3,802 4,035
Others ‘ 26,534 25,651 27,035
Payroll taxes 5,271 6,239 6,534
Ad Valorem taxes 2,616 2,809 4,390
Depreciation expense 32,353 33,712 41,091
Investment credit a/ (6,439) (6,439) (6,439)

Total Expenses 121,170 138,258 152,746

Rate Base
Plant in service 405,112 415,952 506,840
Plant under construction - - 19,453
Property held for future use 20 20 -
Mater{als and supplies 3,852 5,280 18,586
Working cash allowance €9,946) (9,946) 624
Depreciation reserve (185,337) Q85,641) (176,254)
Deferred tax reserve (26,600)  (26,600)  (20,500)

Total Rate Base 187,101 199,065 348,749

Revenue Requirement Rate Base? 33,820 35, 980 69,092

Total Revenue Requirement 154,950 174,238 221,838
Less Tax Act Effects 12,336

Revenue Growth - 157,068 131,617 160,241
Net Operational Attrition $_(QL W14 § 49,706 8 61,597

(Red Figure)

Investment tax credit x 1,91 (net-to-gross multiplier).

Revenue requirement for rate base equals total rate base x rate of
return x 1.53 (net-to-gross multiplier adjusted for interest
deductions). '
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Labor and Labor Overhead

Engineering Analysis' witness estimated a 11.95%
increase in this categoryﬁbised‘on 9.0% iuvcrease in wages
and a 4.637 increase in primary services offset by 2%
improvement in productivity. This estimate appears reasonable
and will be adopted for purposes of this proceeding.
Materials and Materials Overhead

This component item reflects a 12.27 increase as
estimated by Engineering Analysis and reflects material
inflation of 7.37% and a 4.637% increase in primary services.
The material inflation is based on a projection of recorded
1974 through 1980 costs for primary services in this category.

The estimate appears reasonable and will be adopted.
Others

Engineering Analysis' estimate for this compounent

item reflects a 12.79% increase based on a 7.8% cost
escalation with a 4.637 increase in primary services. This
estimate appears reasonable and will be adopted.

Payroll Taxes

Engineering Analysis estimated this item by the
product of the estimated payrell and the estimated 1983 overall
payroll tax rate as contrasted to Gemeral's estimate based on
least squares trends. We will adopt General's estimate based
on staff data of $6,239,000 for this item.

Ad Valorem Taxes '

Engineering Analysis estimated these taxes by
increasing 1982 ad valorem taxes in proportion to the higher
1983 rate base (without working cash). General's estimate for
this item was based on least squares projection. We will adopt

General's estimate based on staff data of $2,809,000 for this
item.
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Depreciation Expense |

Engineering Analysis' estimate of this item is based
on estimated 1983 plant in service and 1982 depreciation rate
as estimated by the depreciation unit of Eungineering Analysis.
It does not include supplemental depreciation expense resulting
from an Iocrease in depreciation rates in 1983 over 1982.
General's estimate reflects a least squares projection.
Cousistent with our adoption of General's deprecilation expense,
we will adopt Gemeral's estimate using General's data of
$41,091,000 for this item.
Investment Credit

This item was estimated by both Engineering
Analysis and General to be $6,439,000 equal to ITC of
$3,371,000 mltiplied by 1.91 net-to-gross multiplier
and will be adopted.

Rate Base

Engineering Analysis’' estimate for rate base items
is based on the increase in plant in service derived from
construction budget experditures of $864 million for 1983
which in turu is based on the coustruction cost per additional

primary service, the cost of plant added to serve existing
customers, and the inflation effect on counstruction
costs. Additional M&S for 1983 was derived from the

increase in construction expenditures. Working cash allow-
ance was estimated by applying a 10% increase to the 1982
working cash estimate. Depreciation reserve and deferred tax
reserve were based on the estimated 1983 plant in service.

Consistent with our adopted 1982 test year rate
base items, we will adopt Engineering Analysis' estimate
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of property held for future use of $20,000, a working cash
allowance of $9,946,000, and defarred tax reserve of a negative
$26,600,000, and General's utility data estimates of $506,840,000
for plant in service, S$176,254,000 for depreciation reserve, and
$19,452,000 for »lant under construction. TFor materials and
supplies, we will adopt $4,764,000 developed f{rom our previously
adopted ratio of 0.94% of plant in service. |

The total of these individual rate base items is
multinlied by our adepted rate of return of 12.71% and ¢he 1.53
modified net-to-gross multiplier gives an attrition allowance
raguirement for rate base items which added to :hettotal:
expense attrition allowance regquirement yields a total revenue
requirement for an attrition allowance.

Revenue Growth

Engiveering Analysis' estimate for this item was

based on the projection of historical growth in revenue per
primary service of 6.257 increase in revenue per primary
sexrvice and 4.637% increase in the number of primary services,
a combined overall growth of 11.17% to yield a reverue growth
estimate of $157,068,000. General's estimate, based on a
least squares trend, was $131,617,000 using staff data and
$160,241,000 using General's data. Eogineering Analysis'
estimate was based on the product of revenue at staff-
recommended rate of return of 11.97% and a 11.177 growth in
revenue whereas Gemeral's utility data computation was based
on revenue at its recoumended intrastate rate of return of
13.12% and a 9.78% growth in reveaue based om 4.527 growth
in revenue per primary service and 5.03% growth in General's
primary sexvices in 1983.
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OQur adopted revenuce growth figure reflects revenue
at our adopted rate of return of 12.71% and 9.78% growth in
revenue based on General's projected growth in revenue per
primary service of 4.52% and the staff's projected growth in
primary services of 5.03%.

As previously discussed, our adopted ERTA effects
for test year 1983 were computed to be & revenue requirement .
decrease of $13,189 ,000. . —

Deducting the revenue growth and the ERTA effect from
the total revenue requirement leaves an operational attrition
requirement which added to our adopted financial attrition
allowance vields the total attrition allowance.

As previously noted, General has proposed that the,
attrition allowance authorized in this proceeding include
the estimated effect of 1983 changes in General's composite
depreciation rate. The staff supports this. request in
principle but recommends that the amount of such allowance
be determined after the staff has reviewed General's 1982
depreciation study and notes that this rccommendation is
consistent with the procedure recently followed by the
Commission in authorizing increased rates to reflect the
changes in Gencral's 1981 composite depreciation rate in
Resolution T-10451. Such a recommendation appears reasonable
and will be adopted.
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Modification of Attrition Allowance

The adopted attrition allowance for General is the
first such provision for any telephone utility by this
Commission. The volatilicy of telephone utility revenues is
traditionally recognized as the major f£factor ia sharp earnings
fluctuwations. Except for capital costs, expeanses are largely
under the control of the utility management. Utility revenues,
so largely dependent on toll, are not readily predictable two
years in advance. Therefore, we will require Gemeral to submit
for review by the staff an estimate of revenues for the year
1983 concurrently with the previously vnoted depreciation £iling.

Based on the record in this procceding, the rate base
estimates of General and the staff are extreme in their
divergence. Although we have adopted General's estimate,
we do not desire to compound the lack of uncertaiaty for test
year 1982 by a further uancertain plant-in-service choice for
attrition year 1983. Therefore, it is appropriate for cthis
proceeding to require a further review of plant in service
before the adoption of a £inzal attrition allowance. Accordingly,
Gemeral will be required to submit for staff review and
Commission determination the plant-in-service estimate for
1983 concurrently with the previously noted depreciation and
revenue estimate submissions. Such a submittal will be in the
form of an advice letter f£iling on October 1, 1982 and would v//
contain updated plant in service, depreciation expense, and
revenue f£igures. The basic operational allowance
will be modified to reflect the updated plant-in-service and
revenue figures. Any changes in :ans regulting from the
attrition allowance will be subject to authorization by Commission
resolution.
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VII. RATE DESIGN

As the record now stands, the additional revenue needed
to enable General to earn its authorized 12.71% rate of return
is $10,420,000. This will be obtained by authorizing an increase
from 7.87% to 10.48% for the surcharge presently applicable for
Schedules A-l through A~40. An increase in billings of $11.99
million is necessary to generate $10.42 million additional revenue
to General. The differeance reflects the-effect of toll settlements
paid by General to Pacific.

The matter of rate design will be fully addressed in
our decision following the additional hearings in May 1982.

-109-110-
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VIII. SERVICE

The quality of service rendered by Gemeral as perceived
by its customers and as measured by various réporting standards
was by far the most controversial issue raised in this proceeding.
Testimony on the quality of service and related matters was
presented on bebalf of General by its vice president-service
E. Gasser, by its vice president-revenue requirements R. L.
Ohlson, by its network engineering director R. B. Shirey, by
its general network engineering manager of traffic engineering
R. E. Shultz, by its network plamning director J. R. Miller,
by its labor relatioms and compensation director C. A. Greenm,
by a senior research fellow at the Hoover Iustitute oun War,
Revolution, and Peace at Stanford University, William
Schneider, by a senior assoclate at Management Analysis
Center, Imc., Dr. R. C. Baesemann, by a professor in the
School of Business Administration at the University of
Western Ontario, M. R. Leeunders, by the executive director-
technical strategic planning of GIE Automatic Laboratories,
Incorporated, E. J. Glenrer, and by senior account executive
of the senior research division of Walker Research,
Incorporated, J. W. Marr; on behalf of the Commission staff
by supervising utilities engineer H. Strahl, by utilities
engineers R. Howard and M. Hodges, by financial examiner
T. R. Mowrey, and by Mervin Fileld of Field Research Corporation;
on behalf of CAUSE by Dr. Norman Kaplan, W. A. Kargas, Jr.,
and Marvin Kaitz; on behalf of SM by Mayor Ruth Yannatta
Goldway; and on behalf of Los Gatos by vice mayor B. Ventura.
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The above testimony encompassed the following subject matters:

Customer perception‘of quality of
service. T .

Quality of sexrvice as established by
measurement standards.

Competitive bidding.

Selection of central office switchivg
equipment (COSE).

‘Maintenance of adequate margins.
6. Management compersation plan.
7. .Dynamic rate of return.
g.~-"tablishment of a citizens utility
- board.
A. I ‘CUSTOMER PERCEPTION OF QUALITY OF SERVICE
Correspmdence

Fcuffeen petitious with a total of 745 signatures
from 32 cities protesting the rate increase were received by
the Commission. The majority of these petitidns included as
one of the bases for protesting the rate increase the perceived
poor quality of service rendered by General. Those that
referred to the perceived poor quality of service generally
requested that no rate increase be graunted until the quality
of service is improved to a satisfactory level.

Acéording to the record, the Commission also received
513 pieces of miscellaneous correspoundence protesting the
quality of service. Fifty-one of these complained of poor
service on business telephones and 462 complained of poor
service on residential telephones. These 513 pieces of
correspondence were received from a total of 119 different
cities.
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Questionnaires

A check 1list of the 16 most common service prodblems
experienced by General's subscribers had been used in connection
with public witness hearing in Diamond Bar held on Gemeral's
A.59132. This check list was somewhat modified to provide for
a rating of the overall quality of service as perceived by the
customer and the frequency of occurrence of the various service
problems. The modified check list was then distributed as
questionnaires by SM, CAUSE, and at public witness heariags
by the Commission staff.

Approximately 1,717 persons responded to the
questionnaires distributed by SM and the results were tabulated
in exhibit form and presented by SM. This exhibit indicated
that from 84.57 to 91.3% of the subscribers rated the overall
quality of service of General as being unsatisfactory. The
most common service problems rated by respondents as occurring
often or very often were excessive noise or static on the line,
line goes dead after dialiung, line reverts to dial tome,
dialed number does mot ring, pay phones inoperative, all
eircuits busy, and cross-talk.

The Commission staff received 539 questiomnaires
listing 15 problem classifications and indicating the frequency
of the problems experienced by the. respondents according to
three categories, i.e. seldom, sometimes, or often; 38 question-
naires listing 16 common service problems similar to SM's
sexrvice survey, and 236 of its own 16 service problem
questionnaires. Of the 539 15 sexrvice problem questionnaires
received, 327 respondents checked off all 15 service problems
listed as having been encountered and 211 checked at least
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ove or more of the service problems listed. Of the 38 SM
questionnaire responses received, 23 respounded to the overall
quality of service with 21% rating the overall quality as
being unsatisfactory and 1% as satisfactory.

0f the forms received from the public witness thearings,
10 rated the overall quality of sexrvice. All 10 rated the
sexvice as being poor. Of the 236 responses received, 209
indicated the subscriber had encountered one or more of the
service problems and only 18 Iindicated that they had rot
encountered ome or more of the common service problems.

Survevs

Two scientific customer polls were introduced into
the record to.reflect the subjective perception of service
levels held by General's customers. These two surveys were
the monthly customer surveys conducted by Walker Research,
Incorporated (Tel-Cel) and the Commission-ordered survey
conducted in August 1981 by the Field Research Corporatioun.

The Walker Research survey provided measurements of
customer satisfaction levels with service order installation,
repaix service, Phone Mart, and dial service-local and direct dis-
tance dialing (DDD). According to Gemeral, the Tel-Cel reports
showed customer satisfaction levels ranging from 837 to 937%
in these categories on a companywide basis with 7% to 177 of
the customers expressing some level of dissatisfaction.

General also notes that the trouble areas, such as the Santa
Mouica division whose objective service measures fall below

companywide results, also show poor results in the measures
of customer satisfaction.

The results of the Field Research Corporation's
survey were introduced 'into evidence on the last day
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of hearing on October 2, 198l. This survev showed that
companywide, 59.37% of Gemeral's ome-party residential customers
say they are either very (227.) or somewhat (37.37%) satisfied
with service provided by Gereral. O0f the 35.9% expressing
some degree of dissatisfaction with General's service, 15.87%
were somewhat dissatisfied and 20.1% were very dissatisfied.
The survey also revealed that the degree of satisfaction with
Gereral's sexrvice is directly related to the number of daily
calls made by customers with the heavy users, those making

10 or more calls in a typical 24-hour period and who represent
about 207 of all residential customers, indicating the least
satisfaction with the level of their residential telephone
sexvice. Of the residential customers interviewed, 65.8%
have the impression that Gemeral's overall service has stayed
at the same level during the past year while 297, believed the
level of service had changed. Of this 297 perceiving a change,
17.97% think the service has deteriorated and 11.1% think the
service has improved. In the Santa Monica division, 57.1%

of the subscribers interviewed are dissatisfied with the level
of sexrvice and only 37.87 were satisfied with the service.
With respect to the residents in the Monrovia Exchange, 51.2%
are dissatisfied with General's overall sexvice while 42.27%
are satisfied; 58.07 think service has stayed the same during
the past 12 months, 24.37, think service has deteriorated,

and 12.77 say it bas improved.
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With respect to service problems, the survey indicated
that companywide 70.07% of all custcemers contacted who made a
call during the previous 24-hour period from their residential
telephone reported that they had experienced one or more of
the following nine telephoune service problems: uo dial tone,
reached wrong number when number dialed correctly, received
false busy signal, call did not complete, cross-talk on line,
static or noise on line, voices fading in and out during
conversation, difficulty with low volume, and being cut off
while on the line. The survey summarized the different kiuds
of problems reported during a 24-hour period on a companywide
basis as follows:

' Percent

No problems reported 30.0%
One Kind 20.5
Two Kinds 15.2
Three Kigd5~ 13.1
Four Kinds 8.3
Five Kinds 6.2
Six Kinds 3.6
Seven Kinds 2.1
Eight Kinds 0.5
Nine Kinds 0.5
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The survey also noted that the degree of satisfaction
with General's service is directly rxelated to the aumber of
daily calls made by the subscribers. Those making 10 or more
calls in a typical 24-hour period, who represent about 207
of all residential users, are less satisfied with their
service than the medium or light users.

Discussion

The correspondence, questiondaires, and surveys
discussed above indicate very clearly and strongly that a large
segment of Genmeral's business and resideantial customers find
the quality of sexvice rendered by General to be unsatisfactory.
It is equally clear that those subscribers that are experiencing
sexrvice problems generally do not perceive any improvement in
service in the past year. General argues that although its
measured service levels do not yet reach the highest level
desired in all categories, they have shown steady improvement
and are meeting or exceeding all measuremeant criteria established -
by D.92366 standards for telephone service. . General further
argues that there is a very definite lag in the customers'
perception of quality of service when service levels either
improve or deteriorate and that it is only a matter of time
until the customers perceive that service is indeed improving.
This assertion is subject to question in view of the results of
surveys indicating that far more subscribers believe that
service iIs deteriorating than believe it is improving. The
wide discrepancy in the subscribers' perception of the level
of sexrvice as indicated by the professional surveys above-
described and as weasured by D.92366 criteria necessitates a
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review and revision of the existing objective service
neasurements as subsequently discussed.

The Tel-Cel survey, indicating a companywide raage
of customer satisfaction of 83% to 937 with respect to service
order installacion, repair service, Phone Mart, and dial
sexvice-local and DDD, was based on residence and single-line
business customers sampled as follows:

Service Order Recent serviece oxders requiring
a premise visit.

Phone Marxt Recent sexvice orders placed at
a Phone Mart.

Repair Service Recent trouble xeports.

Operatoxr Service Random sample from customer
records and billing file. .

Dial Service Random sample from custower
(Local and DDD) records and billing file.

In contrast, the Field Research sample was randomly
selected from Geperal's complete single-party residential
customer billimg list. While the Tel-Cel survey is undoubtedly
a2 useful tool in evaluating trends and the effects of company
actions in the specific categories evaluated, the overall
quality of service as perceived by the customers, who after
all are the ultimate judges of the quality of service being
provided would be more accurately reflected by the Field
Research survey. It is this overall quality of sexrvice which
this Commission must evaluate when establishing a reasonable
rate of return for the utility. With more than 35% of the
customers contacted expressing some degree of dissatisfaction
with the quality of service and with 707% of the customers
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contacted having experienced ome or more service problems withia
the 24-hour period preceding. the interview, it is axiomatic that
the record will not support a finding that the overall level

of service rendered by General is satisfactory or adequate.

In this regard, we must mention some of the most cogent
details in the Field Research Survey. The overall incidence
of customers experiencing the following problems at least once
during the preceding 24 hours was as f£ollows: static or noise,
47%; call did not go through, 43.5%; other voices on the line,
24.1%; dial tone problems, 23.7% faulty busy signal, 17.1%; low
volume, 12.9%; voices fading in and out, 12.2%; f&ulty wrong
numbexr, 11.9%; and line cut-off, 7.2%. '

The above problems are experiencelmore frequently in
Santa Monica and Monrovia.

When 43.5% of all General's customers contacted in a
random survey by a highly—feputable public opinion firm report
that at least once in the preceding 24 hours their call did not
go through, something is definitely wrong in General's service
territory. Such evidence explains the broad public dissatisfaction
registered at the public witness proceedings and our finding
that service is inadequate.
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B. MEASUREMENT STANDARDS
Introduction o

Ordering Paragraph 3 of D.92366 required Gemeral to
file quarterly reports setting forth the reports of data
preseuntly required by GO 133, the standard of service being
performed as measured by additional indicators set forth in
paragraph 1 of Appendix D to the order, the type, make, and
capacity of new Class 5 or 4/5 switches installed during the
period in each exchange, and a list of major service improvements
that have beern implemented. On the record in this proceeding,
General, the Commission staff, CAUSE, and SM criticized certain
portions of both GO 133. and the additional indicators for
measuring sexvice set forth by D.92366 and recommended
revision and/or elimination of certain provisions of both
of these measuring standards.

60 133

The purpose of this Commission's GO 133, Rules
Goveruing Telephonme Service, is to establish uniform standards
of service to be observed in the operation of telephone
utilities. The specific telephome service measures included
in GO 133 are held primary service orders, held regrade service
orders, imnstallation commitments, customer trouble reporxts, |
dial tome speed, dial service, toll operator auswering time,
and directory assistance operator answering time. Staff
witness Howard testified that a review of GO 133 indices
disclosed the following information as of December 1980:
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Installation commitments of four days' average
time were met about 98.17% of the time.

Customer reports per 100 telephones averaged
7.gzl§g§ 1980 as contrasted to 7.1% for 1978
an .

Dial tone speed averaged 99.47 for 1980,
ggll above General's reporting level of
17,

The dial sexrvice index was consistently
below the 98.27% reporting level and averaged
97.87% for 1980.

Toll operator answering timelaveraged 89.5%
fgr8%9gg which is above the reporting level
O - (X

Directory assistance operator answering time
ggst matched the year-end level for 1979 of

-77% and exceeded the 1980 year-end
objective of 81.9%.

Staff witness Strahl testified that with the changing

technology, such as electromechanical conversion to electronics,
cordboard operator offices to computerized traffic service
position systems (TSPS) and directory assistance systems/
computer (DAS/C), the relevance of some of the indices has
become questionable. He cited as an example the dial tome
speed index which measures how fast a subscriber gets a dial
tone upon lifting the receiver is essentially meaningless on
digital switches and that 1f the digital switch does mot give
a dial tone within a fraction of a second, there is a problem
in the outside wire or terminal or else there is something
wrong with the switch itself. Also, the dial service measure-
ment which measures the ability to successfully complete a call
does not take into comsideration such factors as noise on the
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live and disconnection in the middle of the conversation. In
addition, lack of dial tone would not be reflected in this
measurement and would be reflected in the trouble report
measurement ouly if a complaint was lodged about it. Further
criticism of GO 133 indices testified to by witmess Strahl
was that the concept of peak demand was completely overlooked
and that the network performance during the high calling
volume hours might be lost in the total system average.

CAUSE witness Kaitz presented testimony indicating
that both the dial service index and the trouble reports per
100 telephone index produced distorted results. According
to his testimony, General's practice in reporting dial service
as a three-month moving average not ouly destroys much of the
- value of the index but provides a possibility of deliberate
distortion and quoted as an example a substandard performance
in the months of December and January balanced by a good
reading in the month of February would average an overall
acceptable level whereas the dial service remdered in that
three-month period was only satisfactory in ome of the three
months. He further noted that General does not provide any
weighting to compensate for uneven distribution of calls and
that operators have the discretion to disregard certain types
of calls which could result in an improperly trained operator
giving erroneous results.
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With respect to the trouble reports per 100 telephone
index which is intended to reflect the calculation of the
number of customer problems or complaints that relate to dis-
satisfaction with the telephone company-provided equipment
and/or service, this witness testified that the results are
inaccurate in that many major categories of customer problems
are never included on trouble tickets as a result of the
subscriber's preference to ask for operator assistance rather
than dial 611 to report trouble. Another example of discrepancies
in the reported trouble reports per 100 telephones are the
trouble reports made at Phome Marts. The reporting practices
are alleged to be not well enmough defined to be able to measure
how many customer problems are actually reported on trouble
tickets. This witness further stated that the trouble reports
per 100 telephone index is further misleading in that it is
essentially based on the number of phones rather than the
number of customexrs which would be more understandable to
most parties concerned with the quality of service and notes
that if the number of trouble reports in December 1980 was
compared with the number of customers rather than the number
of telephones, the trouble reports per 100 telephones would
be 14.0, which he believes would be closer to the subjective
rating of quality of service as reported ir the various
surveys.

t
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SM recommends that the sexrvice indices currently

contained in GO 133 be reexamined, and those that are outdated
or no longer necessary should be eliminated and those that
best measure trends and the actual level of service received
by the consumer should be retained or expanded upon. According
to SM, redefinition of key measurements such as the problems
to be included in trouble reports must occur to ensure the
definitions are broad emough to observe the results in the
reporting of those problems actually being experienced.

| In general, the participants in these hearings are
in agreement that it would be desirable to review GO 133
standards with the participation of all respondenttelephone
companies to determine if new or revised standards are needed.
Under a motion by the staff joined by CAUSE and other
parties, presiding ALJ Johnson directed that General and
interested parties meet and confer with discussions directed
toward the necessity or desirability of revising GO 133.

The initfal conference was held in Los Angeles on

October 8, 1981l. This was attended by represeuntatives of the
Comnission staff, Gemeral, Pacific, CAUSE, Citizeuns Utilities
Company of California (Citizens), Continental Telephone Company
(Continental), and the University of Califormia at Los Angeles (UCLA).
A statewide GO 133 task force has been established and is currently
looking at existing measurements, possible revisions, and parallel
testing of existing and possible future measurements. Because of
the complexity of the matters uuder conmsideration and in view of
pending deregulation and its possible effects on any service
measurement system, it iIs anticipated that concrete results
from the GO 133 task force will not be forthcoming until well
into 1982.




A.60340, OII 88 ALJ/emk

A written summary of the conference oo October 6, 1981
was issued by staff member Strahl on October 16, 1981 and was
distributed to all those attending the initial meeting. A
conference call was scheduled for November 12, 1981 to discuss
the results of the October 6, 1981 meeting. Participation in
this conference call was by the Commission staff, Gemeral, UCLA,
CAUSE, Continental, Pacific, University of California Systemwide
Telcom Department (UC), Citizens, Roseville Telephore Company
(Roseville), Volcano Telephome Company (Veolcano), and the
California Independent Telephone Company Association (CITA).

Because the statewide task force would not complete
its project until well into 1982, it was necessary to establish
a committee limited to Genmeral, the Commission staff, and
parties to A.60340 to formulate a possible overlay of a value
system on the existing GO 133 measurement system. A meeting
of this limited committee was held on December 7, 1981 and was
attended by the Commission staff, General, UCLA, County, and
CAUSE. General presented for comsideratior such a value system
relating to existing GO 133 indices and measurements.

Additional meetings of the limited committee were
held on Jamuary 8 and 22, 1982 and on February 16, 1982. These
meetings were generally devoted to the application of existing
GO 133 indices to a dynamic rate-of-return procedure in
connection with this instant proceeding. As subsequently
discussed, we are not adopting a dynamic rate of return
procedure at this time and it is, therefore, not necessary
to detail the results of the limited committee's activities.
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As will be explained, we are requiriug the application of
specific service measurement indices by General for use on a
central-office-by-central-office penalty mechanism. This
penalty mechanism I{s for General only and is not meant to slow
progress toward the development of revised GO 133 standards to
be applicable on a statewide basis. To provide an appropriate
vehicle for the recommendations and proposals from the statewide
task force, OII 88 will remain open. The order that follows
provides for a prehearing conference to schedule further
hearings on this matter in conmection with the statewide
task force.

D.92366 Service Indices |

Appendix D of D.92366 provided 17 indices, including
the six GO 133 indices for the measurement of the quality of
sexrvice, to assist in the complex problem of evaluating service
levels. Also included were service level objectives to be met
by year-end 1980, 1981, and 1982.

It is obvious from the record that these 17 indices
do not provide objective standards that correlate with the
standard of service as perceived by General's customers. Some
of the shortcomings of these indices were discussed on the
record by staff witness Strahl. According to his testimony,
six of the measurements pertain to the adequacy of trunking
with no mention of the quality of transmission on the trunks,
just the ability to handle calls, and notes that successful
call completions are currently indicated in dial service
measurement. On this basis he recommends that basic dial
service measurement be redefined to make it more valid and
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eliminate the necessity of the additional reporting indices
ordered by D.92366. He further testified that the same
counsiderations apply to director performance and director
conversion to electronics wmeasurements and should therefore

be eliminated. One additional measurement index measures

the conversion of all pay phones to single-slot coin telephounes.
General has indicated that such conversions will be completed
by 1982 eliminating the necessity of this measure. This witness
recommends the retention of the two remaining indices measuring
the ratio of total limes in service to total lives installed
and measuring the percentage couversion of step-by-step central
offices to electronic certral offices.

It is acticipated that all of the above-described
indices required by D.92366 will be considered in the revision
of GO 133. Until the decision revising and/or supplementing

the present GO 133 issues, we will continue to require General
to file the quarterly reports of these indices.
D.92366 Service Penalty

D.92366 imposed a reduction in the return on common
equity of 0.57%, or $7.4 million, as a penalty for inadequate
service. Under the terms of D.92366, this penalty could be
removed no earlier than December 1, 1981 upon petition for
modification of the order and a showing by General that the
service measurement indices objectives set forth in Appendix D
of D.92366 are met and that reporting units serving at least
90% of General's subscribers have dial service indices above
the reporting level. The financial impact was origirnally
calculated on an annual basis. It bas now lasted four months
in excess of one year, resulting in an additiomal $2.5 million
pevalty.
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On November 6, 1981 General filed an application
for the removal of the service penalty alleging that as of
that date it was meeting or exceeding the December 1981
objectives for all of the specified measurements except for
conversion of public telephones to single-slot coin telephoues,
and that it was anticipated that this last objective would be
met by the end of the year. D.82-02-088 dated Februaxy 17,
1982 denied the application because the quality of service
being provided by General, including the necessity or lack
of necessity of a service penalty, was one of the issues that
would be addressed in the forthcoming decision on this
proceeding.

It is apparent that General has satisfied the
requirements for the removal of the penalty imposed in D.92366.
We commend General for this achievement, but we ruefully note
that it has not eliminated the serious service prodblems in the
areas which General serves. As stated above, we £ind that
General's service is still far from satisfactory. Simply
because General has met the objectives of D.92366 does not
mean we should refrain from taking such additional steps as
are necessary to ensure that Genmeral's sexrvice does improve ,v//
in the areas where it is currently most deficient.

We are removing the penalty reducing Geueral's
authorized return' on equity by one-half perxcent. We are,

 however, imposing in its place a central-office-by-central-
office penalty mechanism. This penalty mechanism will provide
each customer of a central office with inadequate service with a
$1.40 credit on his monthly bill. The credit will be in force
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for a three-month period, i.e., until submission of quarterly

reports permits evaluation of whether the credit will be

continued oxr discontinued for a particular central office.
Service Pedal;x

As subsequently discussed, the record fully supports the
imposition of a central-~office-by~central-office service penalty
to both provide Gemeral additional incentive to improve sexvice
and to compensate the subscriber in sowe small measure for
having to endure such inadegquate service.

The number of user trouble reports for each 100
staticas and the dial service index, 2 measure of the ability
of the equipment to complete a customer-dialed call over the
local and toll message network without encountering an equipment
malfunction and/or all-paths-busy condition, are perhaps the
two most critical service measurement indices contained in
GO 133. It is obvious from this record that GO 133 is in need
of revision including the above two indices. This will be done
in commection with OII 88 which will remain open for this purpose.
In the interim, however, we will use the trouble reports per
100 stations and the dial service indices as a basis for
evaluating the service provided cach central office. A penalty
of $1.40 per line, ia the form of a surcredit on each subscriber's
bill, will be imposed for each line in each central office where
inadequate service is being prov;ded‘as indicated by both more
than 8.0 trouble reports per month per 100 celephones and a
dial service index of less than 97.07% at time of peak use.

It should be noted that the 8.0 trouble reports per 100 telephones
is the GO 133 reporting level for this index ac compared tO & standard \/
for adequate service of 6.5 trouble reports per 100 telephones.
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Similarly, a dial service index of 97% is the GO 123
reporting level as compared to the standard for adequate
gsexrvice of 98%. The dial service index data is presently
obtained throughout most of the day. Consequently, most of
the test calls are placed outside of the hours of peak use.

In those cases where the facilities are adequate to meet the
peak loads, the dial sexvice index would be relatively
unaffected by the call volume at the tipe the calls axe placed.
Howevexr, when the margins are insufficient to adequately meet
the peak call volume loads, it is probable that the dial sexvice
index will deteriorate at that time. It is axiomatic that these
are the facilities that need to be supplemented and/or replaced
at an early date. For this reason, the order that follows
requires that the dial service index for each ceantral office
be measured during the two-hour pexriod when the call volume
is greater than any other two-hour period during the day.
It also provides that General is to begin compiling trouble
reports per 100 telephomes and the dial service index data as
above~described on a central-office-by-central-office basis
as of May 1, 1982. |

7 It is ancicipated that the revision of GO 133 might
well encompass the reporting of trouble reports per 100
telephones on a central office entity basis and raise the
standard level for both trouble reports per 100 telephones and
dial service indices above present levels. Naturally, such
revised GO 133 standaxds will evolve from the efforts of the
statewide committee and be applicable to all telephone
utilities on a statewide basis.
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The precise application of the central-office-by-
central office evaluation is to be based on quarterly reports
to be filed with the Commission for review and evaluatioun.
For each quarter commencing with May 1, 1982, the trouble
reports per 100 telephones and the dial service indices are
to be provided on a monthly basis for each central office.
Such quarterly reports are to be submitted 30 days after the
quarter ends.

For those central offices where the trouble reports
per 100 telephones exceed 8.0 for two of the three months in
the quarter and the dial service index at time of maximum
use is less than 977% for two of the three months (mot
necessarily the same two months in the quarter), the
Commission, by resolution, will impose a surcredit of $1.40
per line for each lime in the central office. Such surcredit

is to remain in effect until a subsequent quarterly report
indicates an improvement in the service levels above the
penalty criteria limits. |
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C. COMPETITIVE BIDDING
General's Position ‘
Ordering Paragraph 6 of D.92366 states:

"6. On oxr before July 1, 1981 General shall
submit a complete plan to the Commission
for Commission approval for acquiring
central office equipment on a competitive
bid basis. If General does mnot indicate
that it is going to use competitive
bidding for future purchases of central
office equipment, Gemeral shall provide
specific justification for not doing so."
(Mimeo. page 169.)

In compliance with this provision of D.92366, General submitted
to the Commission in Junme 1981 the study on the purchasiag aad
procurement procedures used throughout the United States
prepared for Gemeral by Management Analysis Center, Inc. (MAC).
This study was admitted into evidence in this proceeding as
Exhibit 145 and its principal author, Baesemann, testified

"~ tvo the methodology followed in researching, compiling,.

and producing the study and recommendations. Dr. Baesemant
concluded that closed competitive bidding is not an effective
procurement technique for equipment such as central office
equipment and found that Gemeral's existing purchasisg and
procurement practices are in conformance with those advocatred
by experxts, practiced by other industries, and followed by
major telephone companies today. Baesemann did recommend
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that Gemeral's procurement procedures be formalized and that
a clear audit trail be established. Accoxrding to Ceneral,
these recommendations have been accepted and can be implemented.
In further support of this position Leenders
testified that the type of competitive bidding recommended
by staff witness Strahl is inappropriate for COSE
and that a competitive inquiry method such as that used by
General is more appropriate for private sector procurement
as opposed to governmental sector procurement. He further
testified that the procurement procedure recommended by
Baesemann is the most appropriate procedure for the
acquisition of ceuntral office equipment.

, General further argues that it uses competitive
bidding for the procurement of standard fungible goods where
first price is the appropriate criterion for purchasing
decisions as contrasted to the procurement of high technology
capital acquisitions. At the oral argument held before the
Commission en banc, Gemeral's president Anderson stated that
to the best of his knowledge no major telephone company in
this country serving a metropolitan area uses a competitive
bidding procedure for COSE.

Commission Staff's Position

Staff witness Strahl recommends that Geuneral be
directed to adopt competitive bidding for the selection of
COSE because with competitive bidding General would have the
motivation to purchase the best available and least costly
switching equipment for its system, thereby rectifying a
considerable number of service problems and decreasing the
requirement for large amounts of construction capital.
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He further testified that in respomse to a recurring question
from General's managers why he was singling out General with
this issue when Pacific follows the same practices of buying
switching equipment from an AT&T subsidiary, he noted that:

1. Pacific has good service in California
where General does not.

2. Pacific, years ago, converted s
considerable number of step-by-step
central offices to crossbar whereas
General's supplier, AE, did not
develop crossbar technology.

Pacific has gone heavily into
electronic switching specifically

the ESS~1A machine which he believes

to be the best electronic analog
machine in the industry whereas

AE has not produced anything comparabdle.

The Bell System, cognizant of the fact
that its digital switch ESS~5 will not
be in service for awhile, approached
independent manufacturers about
supplying digital switches to meet

the needs of the operating companies.

5. TFrom 1981 to 1985 approximately 39
Northern Telecom DMS10s are planned
for service in Pacific's service area
as well as 3 DMS200 toll switches.

This witness further testified that Continenzal,
Roseville, Central Telephone Company of Nevada, Citizens,
United Teléphong, and all the small telephome companies
throughout the United States which depend upon the Rural
Electrificétion‘Adminisp:ationf(REA) use switching equipment
from‘several’d;rrefent;ﬁanufaéturers as contrasted
with General'sfééliépcé primarily on AZ output.
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He noted that GIE invests moneys in General for the purpose
of promoting improvement projects; General shifts the funds
to AE for the purpose of COSE and AE returns the funds to

GIE through an array of conduits. This is esseuntially the
same relationship»bétween Pacific, AT&T, and Western Electric
(WE) with the notable exception that WE produces state-of-the-
art switches which can perform their task for many years
without significant changes or modifications whereas AE COSE
are not state of the art and do not at times meet the needs
of the customers requiring their replacement or augmentation.
Witness Strahl then proceeded to recite details of the lack
of ability of AE to provide equipment necessary for Geveral's
operations which, according to this witness, derived fxrom the
fact that AE felt no need to modernize the technology of its
COSE offerings in the early 1950s because aside from General,
which serves a growing metropolitan area of LA, all other
companies served areas with relatively low population density
and low call volumes.

_ General has established certain basic criteria as
ninimum stacdards to be met before a particular manufacturer's
digital switching equipment would be included in any compara-
tive study. These criteria were: (&) avallable capacity of.
30,000 lines or more, (b) custom-calling features in addition
to basic service features, (¢) EBSS Centrex features as an
available option, (d) remote switching unit capabilities,
and (e) a 1983 in-service date capability. Based on these
limiting criteria Gemeral conmcluded that only two of the six
digital switching systems which it considered qualified would
be Included in the study. The two were AE's GID-5 and
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Northern Telecom's DMS~100. Witness Hodges indicated that it
was difficult to understand why General did not include the
Nippon NEAX~61, SC DCO System Century, and the ITT-North
DSS-1210 in the study in view of the fact that they apparently
met the criteria described above. Based on his review of the
results of these studies of these two switching systems,
witness Hodges indicated that the selection decision to

select the AEGDT-5 digital switching system over the NIDMS~-100
digital switching system was a reasonable decision and presented
an acceptable basis for justifying Geumeral's current near-
term plans for using the AEGDT-5 as a standard digital switch
iv its Class 5 central office modernization program. Wituness
Hodges further testified that he was not convinced that the
study has developed any substantial justification for using
the GDT-5 as the ultimate or only company standard, installing
the GID-5 in central offices which have less than 30,000 limes
and have no Centrex or remote switching requirements, or
purchasing only GDT-5 switches for all central office installa-
tions after 1983. He believes that because of the significant
and tremendous impact on future costs and operations of a
decision of this nature, General should perform another more
encompassing study which includes most, if not all, presently
and soon to be available digital switches as well as more

sample alternative serving arrangements indicative of Geveral's
varied franchised service area in the State of California.
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With respect to competitive bidding, CD's witness

Strahl recommended as follows:
1"

a. That Gemeral be directed to prepare and adopt
competitive bidding procedures for its COSE
within four weeks after the date of the order
in this proceeding.

That such procedures be thereafter submitted for
review and approval by the Commission.

That such procedures in a above must contain
él) common bid specifications which may not
avor any particular manufacturer, (2) clauses
in the solicitation which will protect General
(and its ratepayers) against delays in
delivery, imstallation and cutover, and
improper operation of the purchased machine,
and (3) firm price quotes on the basic equip-
ment and price ceiling quotes for line
additions.

That any bid evaluation should be fully

documented, conducted without any pressure
by any manufacturer and done on the basis
of selecting what is best for the ratepayers.

That the Commission's engineers and auditors,
as well as all interested outside parties,
be allowed to review the bid evaluvation
documents, aftexr the award of each bid.

That this Commission put General on notice
that any Class 5 or 4/5 COSE, which were
contracted for imstallations and cutover
after January 1, 1984, will be disallowed
for rate-making purposes. This is to
prevent General from contracting out to AE
all of its COSE requirement well into the
future prior to any decision on this issue."
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As further support for his position of requiring
competitive bidding, witness Strahl noted that during 1979
at the request of Canadian Telecommunications Commission (CTC)
the British Columbia Telephone Company (BCTC) (a sister company
of Genmeral) filed a notice stating that henceforth it would
select all available equipment costing over $50,000 on the
basis of competitive bidding. Under these circumstances,
all COSE purchased by BCIC will be subject to competitive
bidding.

According to the record, it is BCIC's practice to
standardize oun a particular product until such time as the
price differential of a competitive product is sufficient to
offset the embedded benefits of the use of ome standard.

Under these circumstances, it would appear that the successful
bidder would receive orders for blocks of specific equipment

which would tend to mitigate the problem of the utility's having
to stockpile spare parts and materials and supplies for a wide
variety of COSEs.

Discussion

In general, the staff recommendations establishing
the pafameters for a competitive bidding procedure appear to
be well-reasoned. There are, however, certain aspects of the
staff's proposal that require special attention in order that
the primary purpose of obtaining the best available equipment at
the cheapest price not be defeated. Ome such area of concerm
is the requirement that the bidding procedure must contain
common bid specifications which may not favor any particular
manufacturer. Different manufacturers use different desigan
parameters and care must be exercised that the common specifi-
cations are not so rigid as to eliminate competitive bids
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being made by manufacturers who have equivalent equipment that may
adequately perform the required functions but for some technicality
the equipment specifications fall outside the design criteria

set forth in the common bid specificatiomns. Another possibly
troublesome requirement is the recommendation that the
Commission's engineers and auditors as well as all interested
outside parties be allowed to review the bid evaluation

documents after the award of the bid. Such a requirement

might very well result in prospective bidders who are adverse

to having their system design features open to public perusal
declining to submit bids.

One of the bases for General's opposition to the
solicitation of bids from various manufacturers for specific
switching machines is that such a procedure could lead to a
wide variety of various types of switching equipment scattered
throughout the company in unpatterned groupings. Such a
variety of COSE could, according to General, lead to increased
costs for the training of maintenance and support personnel
and for the stocking of the spare parts required to service
such variety of machinery. The effect of such increased costs
can be mitigated 1f the solicitation of bids is limited to
groups of equipment rather than individual items.

After reviewing General's procurement procedures,
MAC made two recommendatioms: (1) the procurement procedure
be formalized, and (2) a clear audit trail be established.

The formalization of the procurement procedure would be

accomplished by the establishment of an assessment committee
that would be responsible for reviewing and reporting on all
significant developments regarding central office equipment.




A.60340, OII 88 ALJ/emk /vdl

Such a committee would, according to MAC, ensure continuous
congideration of new equipment by a group of experts

and thereby maximize General‘'s use of valuable skills

as well as promote coordinated decision-making. MAC further
recommended this committee maintain a qualified vendor list
and effect a formal step-by-step procedure for soliciting
technical and pricing proposals from vendors. Such a procedure
would include requesting technical proposals from all qualified
vendors, meeting with all vendors who respond, selecting
suitable candidates, performing an economic evaluation, and
allowing vendors to contribute additional information using
cost minimization as acriterion to select as a standard those
switches which are superior subject to the counsideration of
the advantage of standardization and negotiating the price

of individual switches whemever specific quotes do not counform
¢losely to the submitted pricing information. According to
MAC, such a formalized and detailed procedure would assure
that all qualified vendors receive equitable treatment during
the selection process because their technical proposals and
pricing information would all be subject te the same procedures.
According to MAC's witness, such a procedure would make it

- obvious that Genmeral's primary objective is cost minimization
over the life of theequipment.
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MAC further recommends that General review its economic
evaluation methods and consider adopting aspects of the "life-
cycle-costing" procedures developed in the defense and aerospace
iadustries. Theoretically, such a formalized and detailed
program should result in cost minimization over the life of
the plant and eliminate any advantage to GIE's subsidiaries.
However, it is noted that comparable equipment is not evaluated
simultaneously but rather over varying periods of time dependent
ou when a specific item is noticed by the committee. It would
appear that only through a competitive bidding procedure will
equitable, simultaneous evaluation of COSE occur. We are
persuaded that such equitable, simultaneous evaluation of COSE
is mecessary for Gemeral t¢.obtain the best equipment at a
reasonable cost. Consequettly; the order that follows will
require General to establish a competitive bidding procedure.

D. SELECTION OF COSE

General's switch selection process, which resulted in
the selection of AE's GID-5 digital central office switch as an
initial company standard, was discussed by staff witness Hodges.
He concluded that the selection of AE GID-5 digital switching
system was a reasonable decision in that it presented an
acceptable basic for justifying Genmeral's current near-
term plans for using it as a standard digital switch in its
Class 5 central office modermization program. He noted,
however, that the study may not have developed substantial
justification for using the GID-5 as the ultimate or only
company standard, for installing it in central offices which
have less than 30,000 lines and have no Centrex or remote
switching requirements, or purchasing only GID-5 switches for
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all central office installations after 1983. He therefore
recomnended that Gereral perform another more encompassing
study which includes presently and soon to be available
digital switches, as well as more sample alternative serving
arrangements indicative of General's varied franchised service
areas,

It Is anticipated that the competitive bidding
procedure required by this decision will produce such
comprehensive studies in the evaluation of the bids received
from the various manufacturers. Consequently, it is unnecessary
for us to require such studies as recommended by the staff,.

E. MAINTENANCE OF MARGINS

Staff witness Strahl recommended that this Commission
order Genmeral to maintain the industry standard of two-year

maxgins in step-by-step switching cffices inm boththis pro-
ceeding and in A.59132. With respect to this recommendation,
we stated in D.92366 as follows:

"According to General, such a shorter period
is necessary because of the uwnavailability
of sufficient step~by-step central office
equipment to provide for a two-year planning
period. Such equipment is unavailable
because it is not obtained from manufacturers
but, rather, is a reuse of step-by-step
equipment which has been replaced by
electronic equipment. Ir thoseinstances
where planned conversion to electronic
switching at an early date is scheduled,

an even shorter design period is used.
General's position appears reasonable

and we will permit utilization of such a
design criterion for purposes of this

proceeding." (Mimeo. page 145.)
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Such a statement is as valid today as it was on October 22, 1980,
the date of issue of D.92366. 1In addition, General notes that
reserve margins in mid-year 1981 were at 88.77 f£ill or substantially
below D.92366 goals of 94.17 year end 1981 and 93.37 year end 1982.
For the above reasons we will not require Gemeral to increase its
step-by-step central office equipment margins.

F. MANAGEMENT COMPENSATION PLAN

CD's witness Strahl testified that service quality
should be one of the crucial factors by which management's
performance is measured and recommended this Commission direct
General within six months from the date of the order in this
proceeding to set up & new salary structure for all management
personnel whose work impacts upon service quality. He further
stated that there should be monetary recognition for good service
quality that should take into consideration the span of responsi-
bility for service. He noted that the practice of rewarding
ultimate performance is quite common in nonregulated private
industries and sees no reason why similar practices should not
be adopted by Gemeral. This recommendation is opposed by both
General and SM. Gemeral's witness Greene testified that Gemeral's
program of salary administration recognizes individual performance
as the basis for granting periodic merit imreases for management
employees. General believes that Iits existing salary‘administra-
tion plan adequately recognizes the individual's contribution to
service quality and that exclusive focus on a service geal as a
single meanfngful component of managerial evaluation for

compensation is not feasible. ' |

\
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SM opposes the concept of a salary structure designed

to reward management for service improvements that it should
seek anyway.

We are persuaded that a managerial salary incentive
program based on service provided in the area of manager's
responsibilities‘is inappropriate at this time and cousequently
such & plan will not be authorized.

G. DYNAMIC RATE OF RETURN

In A.59132, staff witness Strahl proposed the addition
of a dynamic rate of return factor to be superimposed upon the
rate of return figure found fair and reasonable. According to
bis testimony in that proceeding, this new factor will allow
for dynamic antual variations in the authorized rate of return
that are dependent uporn the quality of service being rendered
by Gemeral. According to this witness, such a dynamic rate of
return factor will result in rigorous self-regulations and the
rates will not be impacted directly because (a) General will
adjust its level of expenses and capital investment consistent
with the service posture, to fit it to the authorized rate of
return; (b) the dynamic rate of return will be recognized by
the financial commmity with the resulting rating of General's
financial instruments, thereby giving Gemeral the incentive to
provide a better service; (c) General will feel overly exposed
if it is authorized to earn less than what its rates generate:;
and (d) Gemeral will have all the incentives to find and
implement cost-cutting measures should its actual rate of return
be below the authorized rate of return. D,92366 did not provide
for a dynamic rate of return factor so in this proceeding
witness Strahl resubmitted the same recommendation with the
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uwnderstanding that it should be based om previously discussed
staff-recommended service indices. At the request of the
presiding ALJ, General, the staff, and intervenors submitted
proposals on how to implement a variable rate of return if such
a ratingmechanism were to be adopted by this Commission.

The specific staff proposal would use GO 133
indices as they now exist or are subsequently revised. These
indices will be used to develop an average overall index for
General ranging from zero to 10, with 5 being average service.
The overall iundices minus 5 and divided by 5 will
be applied to a rate of return variation allowance to yield a
rate of return variation. The dynamic rate of return would
equal the authorized rate of return plus the rate of return
variation. The rate of return variation allowance as developed
- by financial examiner Mowrey would be set at 0.207% which would
equate to a maximum possible movement in return on equity of
approximately plus or minus 50 basis points. According to
the staff, such a penalty is comparable to the peunalty imposed
in D.92366. '

General opposes the imposition of a dynamic rate of
return factor because there are many forces influencing sexrvice
levels which are outside the control of Gemeral's management,
there are constitutional limitations on the ability of the
Commission to reduce rates below the minimum amount which will
enable General to operate successfully to maintain its financial
integrity and to compensate its investors for risks assumed
which must be obsexrved, and that in today's financial c¢limate
iavestors may well percéive an increased risk to their
investwent if a variable rate of return might be used to keep
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cost of service to consumers as low as possible rather than
at a fair and reasonable level. In the event the Commission
should adopt the dynamic rate of returm concept, General
proposes the use of a weighted companywide index for each
service measure of GO 133.

According to Genmeral, this Commission should then
establish a minimum and maximum rate of return range beyond
which rate adjustments would not be permitted with the minimum
set at a level high enough to attract the external capital
needed to meet General's financing requirements. The rate of
return range would be divided into an odd number of increments
with a surcharge or surcredit associated with each increment
and the central increment would have a zero surcharge.
Standard quality of service index range would be equated to
the zero surcharge increment with variations above and below
the standard range associated with a surcredit or surcharge
and Gemeral would be required to file an advice letter each
six months to establish an appropriate surcharge or surcredit
for subsequent six-months' periods commencing 30 days after the
advice letter filing.

CAUSE proposes the use of a dynamic service quality
adjustment (SQA) to directly applysubstantive penalties and
incentives that will have a positive Iinfluence on the quality
of telephone service. The net result would be a substantial
decrease oxr increase in the earming rate of return while the
authorized rate of return would remain stable. According to
CAUSE, the selection of any technique intended to influence the
quality of service provided by General must provide some
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immediate short-term improvements which can be readily perceived
or measured by General's customers, especially after a period of
inadequate service and it must provide incentives for General to
improve the quality of telephone service to a specified level of
adequacy and to at least maintain that level or make further
improvements. CAUSE further proposes a subjective questionnaire
survey be taken on a regular basis and used to measure the
adequacy of service as perceived by Gemeral's customers.
Subsequently a correlation should be obtained between the
objective and subjective measurements to provide validation

for each type of fndex.

Cities appreciate the underlying philosophy of the
staff proposal but believe that the traditional ratemaking
principle which requires the Commission to set a fixed overall
rate of return is the best method. According to Cities, it
is a more stable method in that the utility will know exactly
what amount of revenues it is allowed to earn and should be
able to rely on a relatively certain amount of revenues for
planning purposes. Also, a utility should not be rewarded
for providing good service as "adequate, efficient, just, and
reasonable service" is required by Public Utilities Code |
Section 451. While rejecting the dynmamic rate of return
concept Cities urge a 17 reduction in the authorized return
on equity to become effective one year after the date of the
decision in this proceeding if service quality has not improved
to a reasorable level by such time. Cities further propose
that if the level of sexvice for a central office falls below
the reporting level, affected ratepayers in such service area
must receive relief in a form of an automatic rate reduction
to compensate for such poor service.
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SM recommends that such a reduction remain in effect
until the service is brought up to ar acceptable level. SM
also recommends that any authorized rate Increase for SM must
be preceded or accompanied by a demonstrable improvement in
the quality of service being provided by General in SM. The
basis for this recommendation is that the record is replete
with evidence that SM has long suffered totally inadequate
telephone service. It therefore recommends that for those
Santa Monicans currently experiencing substandard service any
general rate increase be offset by a negative billing surcharge
until such time as the quality of service reaches an acceptable
level. SM specifically recommends that 257, of the monthly
service charge be automatically credited to the bill of a
subscriber suffering inadequate service to compensate for

poor service and to provide an incentive to General to remedy
the service problem.

Discussion

The basic premise underlying the dynamic rate of return
concept is that a utility should receive a penalty if it provides
inadequate sexrvice and a bonus or reward if it provides adequate

service. When consideration is given to the fact that Public
Utilities Code Section 451 states, in part:

"Every public utility shall furnish and
maintain such adequate, efficient, just,
and reasounable service, instrumentalities,
equipment, and facilities, including
telephone facilities, as defimed in
Section 54.1 of the Civil Code, as are
necessary to promote the safety, health,
comfort, and counvenience of its patrouns,
employees, and the public.” "
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it becomes obvious that the application of such a dynamic

rate of return would result in the extraction of additiomnal
revenues from the ratepayer to reward the utility for performing
in the manner required by the Public Utilities Code. Conse-
quently, such a procedure would place an unreasounable and
unwarranted burden on the ratepayer and will not be adopted.

The imposition of a penalty for inadequate service,
however, is an entirely different matter. Such a penalty not
ouly provides an incentive for the improvement of service but
provides the customer a small measure of compensation for having
to endure such substandard service. Consequently, the order
that follows will provide for a $1.40 surcredit on the basic
exchange rate for those serving areas where the measuring
indices indicate service at an unacceptable level.
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HE. CITIZENS UTILITY BOARD

Cities recommend that this Commission should authorize
the establishment, on ar experimental basis, of a citizens
utility board (CUB), consisting of an independent, privately funded
nongoveromental body to represent Santa Monica and West Los
Angeles telephone consumers in their dealings with General
and before the Public Utilities Commissfon. Cities further
recommend that this Commission provide a system by which a
subjective evaluation of telephone service can be collected on
a regular and frequent basis. According to Cities, a citizens
utility board organization could perform the administrative and
investigative functions related to such subgectxve evaluation of
telephone services and thereby relieve the Commission of the
respousibility of such service evaluatioms.

Such an independent, privately funded, nongovermmental
body could possibly serve a useful function with respect to the
subscribers in Santa Monica and West Los Angeles areas by
providing a central point for the receipt of reports of unsatis-
factory service conditions by the residents of these areas and
thereby concentrate and compound the effect of such TEeports.
However, Commission approval for the formation per se of such a group
is unnecessary inasmuch as such a voluntary organization could
be formed at any time. It is uncertain from Cities' proposal
how a CUB would be funded or whether Commission action to provide
a mechanism for funding through utility bills is contemplated.
Commission authorization for such an activity lles completely
outside the scope ©of our regulatory powers as contained in the
Constitution and Public Utilities Code. Cities suggest-that )

r
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the Commission provide a system by which subjective evaluations
of telephone service can be collected on a regular and fregquent
bagis with a CUB performing the administrative and invesztigative
functions relating to these evaluations. Such approval might
possibly be interpreted by such CUB as a delegation of some portion
of this Commission's regulatory powers. For these xéasons, our
approval or authorization of a CUB will not be forthcoming.

Such a board, if formed, will be free to participate
in accordance with our Rules of Practice and Procedure and
the Public¢ Utilities Code as a parxty in any p:oceedihg before the
Commission. We notewith interest that there are several currently
pending legislative measures which provide for establishment
¢f a CUB. The Commissfon has taken a neutral position on these
measures and it would be inappropriate for us to depart from
that position by adopting Cities' recommendation.
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IX. FINDINGS AND CONCLUSIONS
Findings of Fact

1. General is in need of additional revenues, but the
requested {ncrease of $296 million (21.96%) at the estimated
test year 1982 level of sales is excessive.

2. General's projected capital structure at December 31,
1981 as set forth in its A.60990 of 52.3% debt, 7.4% preferred
stock, and 40.37% common equity closely approximates the
Commission staff's recommended capital structure, is reasonable,
and should be adopted. '

3. The Commission staff's projection of an embedded

cost of long-term debt of 10.407 appears reasomable and
should be adopted. | i

4. The cost of preferred stock as computed by General,
the Commission staff, and LA is 8.337% and should be adopted.

5. After carefully considering all the recorded evidence
in this case and arguments advanced by the various parties,
we should adopt as reasonable a return on common equity of
16.57 assuming General provides adequate telephone service.

6. The rate of return computed using the above adopted
capital ratios and cost factors is 12.71% and will provide
an after-tax coverage of 2.34 times, a pre-tax coverage of
3.55 times, and an internal generation of funds of 71%.

7. The above factors are high in the range of coverages
used by S&P for "A'-rated companies and should go a long way
toward restoring Gemeral's bond rating for future issues.
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8. A rate of return of 12.71% applied to our adopted
intrastate rate base of $2.273 billion would yield $10.42
millionél increase in revenues after settlements and
uncollectible effects and the effects of D.93255, Resolution
T-10451, and D.93367.

9. The authorized rate of xreturn on rate base and return
ou common equity (resulting in the increased revenue requirement
found necessary herein) is expressly authorized in recognition
of the next carliest test year to be used in establishing
General's revenue requirement being 1984. Accordingly, the
rates found reasonable herein are reasonable only if 1984 is
the next carliest test year used to set rates for General.

10. An atcrition allowance is necessary to reflect
increasing costs in the second year of the rate life outside
General's control.

11. The request for the specific attrition allowance will ////
be {io the form of an advice letter to be submitted on Oc¢ctober 1,
1982 for staff review and Commission determingtion as follows:

a. TFinancial attrition allowance based
on a projected embedded cost of long-
term debt of 10.95% on an average year
basis.

Operational attrition allowance of
as developed in this decision

and as modified to reflect updated
plant-in-service and revenue figures.

¢. A capital attrition allowance reflecting
the estimated effect of 1983 changes in
General's composite depreciation rate.

3/ (Authorized rate of return-present rate of return) times rate
base times net-to-gross multiplier equals net revenue increase
requirement (.1271 ~ .1247) x $2,272,512,000 x 1.91 = §10,417,000.
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Théﬁeffective date of the attrition allowance should be
Jadhary 1, 1983 and it should be implemented by a change in the
billing surcharge subject to authorization by Commission resolution.

12. The Commission staff's affiliate investigation
team's estimate of $19,203,000 for the 1982 test year for
Account 674-General Services and Licenses increased $325,000
to $19,528,000 to reflect additional direct and primary
benefits to the ratepayer from GIE Labs' operations as
discussed at pages 33 through 35a is reasonable and should
be adopted.

13. As discussed on pages 35a and 36, a dowaward
adjustment of $1,091,000 for expenses and $8,465,000 for AE
is reasonable and should be adopted.

14. A downward adjustment to Directory Company expenses
of $3,881,000 reflecting our adopted rate of return of 12.71%
as discussed on page 36 is reasonable.

15. A GTEDS adjustment of a unegative $877,000 in
expenses and a negative $100,000 in rate base as discussed
on page 38 is reasonable and should be adopted.

15.a. The adopted estimates previously discussed of
operating revenues, operating expeuses, and rate base for
test year 1982 reasonably indicate the results of Genmeral's
operations in the future. Specific findings are as Lollows:

(1) The total operating revenues for company
operations are $1, 866,341,000 and for
intrastate operations are $1,483, 26,,000.

(2) Tortal maintenance expeuse for the
company operationz ic $388,550,000 :

and for General's intrastate operatmon
is $306,488,000.
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(3) The total traffic expenses for General's
company operations are $97,731,000 and
intrastate traffic expenses are
$82,003,000.

(4) Commercial expenses for the company's
operations as a whole are $171,199,000
and General's intrastate commercial
expenses are $148,124,000,

(5) The general and other operating expeuses
for the company's operations as a whole
are $228,615,000 and for intrastate
operations are $190,197,000.

(6) The property and other taxes for General's
operations as a whole are $75,154,000
of which $60,524,000 are for intrastate
opexations.

As set forth in the summary of earnings
table, the total company depreciated

rate base is $2,891,871,000 of which
$2,272,512,000 is rate base for Gemeral's
intrastate operations. The above adopted
rate base includes $42,200,000 for
materials and supplies and a negative
$125,153,000 for werking cash.

The adopted 1982 test year rate of
return is 12.77% for the company as a
whole and 12.47% for its California
intrastate operations.




- l
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l6. Because maintenance expenditures over andtundet the
authorized level are promptly noted and reflected infpreséntations
at the hearings on biannual rate increase applications, it is '
unnecessary to establish a balancing account to assure that ‘
savings from authorized traffic and commercial expenses either
be used for service improvements above and beyond the original
maintenance expense allowance, be refunded to ratepayers, or
be recorded in a balancing account requiring Commission authorization
on how it would be used. :

17. The increases in internal source of funds that flow from
this and others of our recent decisions are sufficient to obviate
the necessity of imposing on the ratepayers the adaitional
revenue reguirement resuiting from normalization of the bhook
tax timing differences. | |
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18. The Economic Recovery Tax Act of 1981 vresults in-a
reduction of General's intrastate revenue requirement of
$7,077,000 £or 1982 and 513,189,000 for 1983. The former y//
should be included in our adopted sullnary of earnings and
the latter in our computations of the 1983 operational
attrition allowance. ‘

19. The inclusion of CWIP in rate base is not warranted
in this proceeding because the resulting improvement
in earnings would have little, if any, impact on cither
General's stock prices or bond ratings; the increase in cash
flow above that resulting from our decision is not
required and would unnecessarily burden the %atepayers; when
measured on a present value basis in the present financial
market, the addition of AFDC to rate base might possibly
impact the ratepayer less than CWIP in rate base: ana,AFDC

s/

income is presently correctly evaluated by the financial
community.
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"

20. P&blic witness statements, correspondence, and
questionnaires indicate a large portion of Gemeral's customers
are dissatisfied with the quality of service provided by
General. |

21. Th# Walker Reseaxch, Incorporated (Tel-Cel) survey
showed customer satisfaction levels ranging from 83% to 937
for servicefqrder installation, repair service, Phone Maxt,
and dial service-local and direct distance dialing.

22. The Field Research Corporatién's survey showed that
companywide 59.37 of General's one-party residential customers
expressed satisfaction with the service provided by General;
that in the S@nta Monica division 57.17% of the subscribers
were dissatisfied with the level of service; that in the
~ Monrovia Exchange 51.2% of the subscribers were dissatisfied
with General' s overall sexrvice; that companywide 70.0%
of all customers contacted who made a’ call during the prevxous
24-hour period from their residential telephone reported that
they had experienced one or moxre of the following nine telephone
»service‘probleds: no dial tone, reached wrong number when
nunber dialed cbrrectly, received false busy signal, call did
not complete, cross-talk on line, static or noise on line,.
voices fading in and out during conversation, difficulty with
low volume, and: being cut off while on the lime; and that the
overall incidence of customers experiencing the following:
"problenms at leasﬁ onge during the preceding 24 hours was as

follows: staticior noise, 47%; c¢all &id not gc through, 43.5%;
other voices on the line,24.1%:; dial tone problems, 23.7%; faulty
busy signal, 17. l%- low volume, 12.9%; voices £fading in and out,
12.2%; faulty wrong number, 11.9%; and line cutoff, 7.2%.
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23. With in excess of 357 of customers contacted
expressing dissatisfaction with the quality of service being
rendered and with 70% of the customers contacted having
experienced service problems within the previous 24~hour
period, General's overall quality of serxrvice is inadequate.

24. 1In spite of having met the service level objectives
set forth in D.92366, General's service is still
inadequate. .

25. 7The quality of service provided by General as
perceived by the subscriber differs from the quality of service
as measured by existing indices indicating the necessity for
review and possible revision of existing measuring indices.

26. It is desirable to review GO 133 standards with the
participation of all respondent telephone companies and other
parties to the proceeding who wish to participate in the
revision of 50 133. _ |

27. OII 88 should remain open for the purpose of resolving
the matter of establishing proper and adequate measurement
standard indices for all California telephone utilities.

28. Gemeral should replace its present practice regarding
the purchase and supply of switching equipment with nonbiased
competicivé bid solicitation and evaluation practicés.

29. General should solicit competitive bids for groups of
five or more switches rather than for single switches. General's:
bid evaluations should be made available for review by the
Commission staff.
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30. Gemeral should adopt a competi:&ve bidding procedure
for its COSE and submit such a procedurs 'for review and approval
by the Commission. Such procedure must coatain (a) common bid
specifications which may not favor any particular manufacturer;
(b) clauses which will adequately prcﬁect General against delays,
deliveries, installations, and cutover aad a proper cperation
of the purchased machine; and (¢) firm price quotes on the basic
equipment and price ceiling for additions.

31. The cost of AE-manufactured Class 5 or Class 4/5 COSE
cutover after three years from the effective date of this order
should be disallowed for ratemaking.pu?poses unless it can be
shown that the selection of the equipmen: resulted from valid
competitive bids. : |

32. General's present practice of maintaining margins in
fts step-by-step switching offices based on the availability of
usable step-by-step central office equipment is reasonable.

33. A managerial salary incentive program based on service
provided in the area of & manager's responsibility is
inappropriate at this time.

34. The imposition of a dynamic rate of return procedure
would result in the extraction of additionmal revenues from
ratepayers to reward a utility for performing in the manner
required by the Public Utilities Code and, therefore, such a
procedure should not be authorized.

35. A penalty for inadequate service provides an
incentive to the utility for the improvement of service and
provides the customer a small measure of compensation for
having to endure such substarcdard sexrvice.
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36. To cvaluate service levels for the assessment of a
penalty for imadequate service, it is reasonable to use customer
trouble reports per 100 telephones and the dial service index
at time of maximum call volumes on a central-office-by-central-
office basis. | '

37. Commencing May 1, 1982 General should collect data
of the trouble reports per 100 telephones and the dial service
index during the two-hour daily period,of maximum call volume
on a central-office-by-central-office basis.

28. The data collected, as described in Finding 27, should
be forwarded on a quarterly basis for Commission staff review
and evaluation within 30 days from the last day of the quarter.

39. A surcredit of $1.40 2 line for each line in a
central office should be imposed for each of those central
offices where in two of the three months of the quarter the
trouble reports per 100 telephones exceeds §.0 and in tweo of
the threc months (not necessarily the same two months) the
dial service index at time of maximum ¢all volume is below
97%.

40. The surcredit thus imposed should remain in effect
wmtil a quarterly report iadicates improvement %t ome or both
of the irndices to the acceptable level.

40a.  For this interim decision an increase in the billing

surcharge is an appropriate method for recovering the revenue
requi:ement authorized by this decision. ‘




41. Commission authority for the cctablishment of a CUB
torparticipate in regulatory matters before this Commission 15
not necessary.

42. General's rates c¢an and should be uhthorlzca subject
to refund on further order of the Commission after completion of
l;tzgatxon with the. IRS concerning the AAAN and AA methods. 1t is
theJCommzsu*on's intent, as expressed in D.87832, that el,glbllxtv

be preserved.

43. If at any time General ic not maxking & good faith effort

in seeking to retaan its eligibility fo* accelerated depreciation
and the .ﬂveetweﬂt tax credit, the Commiszion shall consider
current rauefsett*ng'under AAA and AA before a final ruling on
the eligibility guestion.

Conclusions of Law

1. The Commission concludes that the application should
be granted to the extent et forth in the order that follows.

2. AAsurcharée of 10.48% to be applicd to Ceneral's Rate
Schedules A-1 through A=40 is reasonable. Any other rates applied
after this surcharge is in effect are unjust and unreasonable.

3., General schould submit for Commiszion *evxcw a compro-
hensive plan for competitive bidding for the purchase ol ¢entral
office switching eguipment to be implemented 20 days after
Commission approval.

4. The cost of AE-manufactured Class 5 or Clags
cutover after three years {rom the effcctive date of
should be disallowed for ratemaking purposes unl
shown that the selection of the cguipment resulted from vulid
competiti ive bids.

4a. General and staff should submit plans for a cuarterly “xlzng
imposing or removing surcredits on a ccubLal—oxLﬁce-by-ccntrql-
office basic in accordance with the level of service being
provided as indicated by the level of the customer reports peor
100 telephones and the dial service index dur ing the two-hour
daily period of maximum <¢all volume.
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5. General should continue to £ile the quarterly reports
on service quality ordered by Ordering Paragraph 3 of D.92266
until revised measurement indices have been authorized by this
Commission. J

6. OII 88 should remain open for the purpoese of receiving
evidence on the revision of GO 133 and/or the ostablishment of
service measurement indices.

7.”\phe imposition of a $L.40 pexr line surcredit is reasonable
for those service areas where both the customer trouble reports
pex 100 stations exceeds 8.0 and the dial service index falls below
97.0% measured at peak hours in any two out of three months.

8. General should make an advice-letter ffling on October 1, V/“
1982, setting forth an apwpropriate attri%ion allowance for the v
year 1983 reflecting our adopted financial attrition allowance,
our adopted operational attrition allowanee as modified by ﬁpdated
revenue and plan-in-service data, and a depreciation attrition
allowance reflecting the 1983 composite attrition allowance.

9. General is now four months into its 1982 test year and
since there is an immediate nced for rate relief, this order should

be effective today.

INTERIM QRDER v/’

IT IS ORDERED that:

L. Five days after the effective date of this order,
General Telephone Company of California (General) is authorizea
to file tariff schedules imposing a surcharge of 10.48% for
Schedules A-l through A-40. Such filing shall comply with General
Order 96-A. The effective date of the revised schedules shall be
not less than 5 days after the date of filing. Revised schedules
shall apply only o service rendered on or after the cffective
date. These rates shall be subject to refund pending furthef

-1l61-
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Commission action on the treatment of accelerated depreciation
and investment tax credit for ratemaking income tax expense
pPurposes and on further hearings on the appropriate levele of
intrastate toll revenues. |

2. wWithin 60 days of the effective date of this order,
General shall submit for Commission review a comprehensive plan
for competitive bidding for the purchase of central office
switching equipment. Such a plan is to be implemented 20 days
after Commission approval. The cost of -AE-manufactured Class 5
or Class 4/5 COSE cutover after three years from the effectiGe
date of this order shall be disallowed for ratemaking purposes
unless it ¢an be shown that the selection of the cquipment
résulted from valid competitive bids.

3. General shall continue to file the gquarterly reports
on service quality ordered by Ordering Paragraph 3 of Decision
92366 until revised service measurement indices have been
authorized by this Commission. ,

4. A prehearing conference is scheduled for 10:00 a.m.,
Thursday,Aprilwzz; 1982, in the Commission Courtroom, State Office
Building, 107 South Broadway, Los Angeles,_California, before
ALJ Johnson, for the purpose of determining the nature of and times
and places for future hearings on QII 88 in conncction with modi-
fying, adding to, supplementing, and/or deleting portions of this
Commission's General Order 132, Rules Governing Teléphon¢ Service.

5. General is authorized to file on October 1, 1982 an
advice letter for an astrition allowance to be cffective J&n&ary 1,
1983. Such an attrition allowance shall include financial attrition,
operational attrition as modified by updated i983 cstimated revenues and plant
in service, and a depreciation attrition allowance to compensate
for the increase in the composite depreciation rate for the
year 1983 over 1982 as discucsed in thic decizion. The attrition
allowance chall be implemented by a change in the billing surchange
set forth in Schedule Cal. PUC No. A=28 subject to authorization
by Commigsion resolution.

/
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6. General shall present & report, within 60 days, on the
feasibility and cost of converting within 6 months its dial

Tservice measurement system to a fully automated system capable of

>ﬂf;§£§5dwahd tabulating measurements during pedk hours without the

7. Commencing May 1, 1982 General shall commence
collecting data on customervtrouﬁle reports pexr 100 telephones
and dial service indices during the daily two~hour pexioed of
maximm call volume on a central-office-by-central-office
basis. .

8. The data collected in accordance with Ordering //
Paragraph 7 is to be submitted for Commission review and
evaluation on a quarterly basis within 15 days of the last v
day of the quarter. | ‘

9. A surcredit of $1.40 a line shall be imposed for
each line in a central office where in two of the three months
of the quarter the customer trouble reports per 100 telephomes
exceeds 8.0 and in two of the three months of the quarter
(ot uecessarily the same two months) the dial service index
during the daily two-hour period of maximum call volume is
less than 97%.

10. The surcredit imposed by Ordering Paragraph 9 shall v//
remain in effect until a subsequent quarterly report indicates
improvemenc in one or both of the indicds. to the acceptable |
level. ?
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11. Communications Division is directed to monitor, on &
random basis, General's measurement of the trouble report index
and the dial service index to be used for impozition of the
sureredit in those ¢entral office areas which £ail to meet the
standards for any two out of three months.

12. General and staff shall submit a plan within 60 days for
a quarterly £iling imposing or removing surcredits on'a céntza;
office by central office basis in accordance with the level of

service being provided as indicated by the level of customer
trouble roports per 100 telephones and the éial service index
during the two-hour daily period of maximum call volume.
This order is effective today. «
Dated April 6, 1982, at San Frangisco, California.

JOHN E. BRYSON
" President
RICHARD D. GRAVELLE
LEONARD M. GRIMES, JR.
VICTOR CALVO , .
PRISCILLA C. GREW
Commis 510ner°

I CERTIFY TEAT THIS DECISION
WhS APPROVED BY THE APOVE. -
COMISSIONERS T w_f.

e

%4 “’Z/ { & f:’///”""ie

/’ - -
seph E. Bodovitz, Extcu:;vc DY
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- APPENDIX A

LIST OF APPEARANCES

Applicant: A. M. Hart, H. Ralph Snyder, Jr., Dale W. Johnson,
and Kathleen S. Blunt, Attorneys at Law, for General Telephone
Company of California.

Interested Parties: George W. Tice, Director, Los Angeles
County Department of Communications, by James M. Nelson III,
for Los Aungeles County; Stunley Sackin, Tor Rimself; Sarah
Shirley, Attormey at Law (lexas), Counsumer Affairs Specialist,
Office of the City Attorney, for the City of Santa Monica;
Jameg S. Hamasaki and Daniel J. McCarthy, Attormeys at Law,
for The Paclilic Telephone and Telegraph Company; Sylvia
S:[ggel and Mike Florio, Attormey at Law, for TURN, tonsumer

ederation of California, Gray Panthers, California Legisla-
tive Council of Older Americans and Consumer Cooperative:;

Ira Reiner, City Attormney, by Ed Perez, Deputy City Attorney,
for the City of Los Angeles; James C. Dycus, for himself:
A. John Terrell, Carl Dewey, aud Alan Domnell, for Regents
ot the University of Califormnia; Ruth Benson, Attormey at
Law, for Communications Workers of America, District 11;
Morrison & Foerster, by James P. Bemmett and Elwood R.
Sturtevant, Attormneys at Law, and Scott W. Flournmoy, for
Telephone Answering Servicesof Califormia, Inc.; and Marvin J.
KRaitz, Brian Kiely, and Susan B. Jacoby, for CAUSE West.

Commission Staff: Rufus G. Thayer. and Edward W. O"Neill,
Attorneys at Law, Harry StrﬁﬁI, and Rovbert L. Howard.
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A.
ACRS
ADR
AE
AFDC
ALJ
APS
AT&T
BCIC
CAUSE
CCFT
ces
CD
CITA

Cities
Citizens
COE
Continenzal
COSE
County

cIC
cUB

CWBM
CWir
D.
D.a.
DAS/C
ocr
DID

Directory
Company

DoD

CLOSSARY
Application
Accelerated ¢OST recovery system
Asset depreciation range
GTE Automatic Electric, Incorporated
Allowance fZor funds used during'construction
Administrative Law Judge
Accounts payable system
American Telephone and Telegraph Company
British Telephone Comﬁany
CAUSE West
California Corxporation Franchise Tax
Customeyr calling sexrvice
Cormumications Division

California Independent Telephone Company
Associlation

Los Angeles and Santa Monica

Citizens Utilities Company of Califormia
Central office equipment

Continental Telephone Companv

Cenzral office switching equipment

_County of Los Angeles

Canadian Telecormunications Commission
Citizens utility boarxd

Companywide budget model -
Construction wOrk in pregress
Decision

District areas

Directory assistance system computer
Discounted ¢ash flow

Direct inward dialing

General Telephone Directory Company
Direct cutward dialing’
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FERC
FEX

FIT
General
GNP

GO

GTE
GTEDS
GTIE Labs
GTIESC
IDC

ITC

LA
LC-06
1FTK
Los Gatos
LPC

MAC

M&S
oQMsS
0II
ORTS
Pacific

GLOSSARY

~ T(Continued)
Extended area service
Electronic business system service
Energv cost adjustment clause
Equal life group ,
Economic Recovery Tax Act of 1981
Federal Commumications Commission
Federal Fnergy Regulatory Commission
Foreign exchange
Federal income taxes
General Telephone Company of California
Gross national product
General Ordex
General Telephome & Electronics. Coxporation
GIE Data Services, Incorporated
GTE Laboratories, Incorporated
GTE Service Corporation
Interest during construction
Investment tax credit
City of Los Angeles
Labox class 06
Business fiat rate trunk line
Tovn of Los Gatos
Late payment charge
Management Analysis Center, Inc.
Multimessage uits
Measured optional residence extended sexrvice
Materials and supplies
Optional calling measured sexvice
Order Imstituting Investigation
Optional residence telephone service
The Pacific Telephone and Telegraph Company
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RC

REA
Roseville
RRD

SL
SLVG
SM

S&P
SQA
SRA
TAEQ
TAS
TASC
Tean
Tel-Cel
Telcos
TSPS
vC

UCLA
Voleano
WATS
WE

ZUM

GLOSSARY
(Continued)

Responsibility center

Rural Electrification Administration
Roseville Telephone Company

Revenue Requirements Division
Secretarial lines

Straight-line vintage group

Santa Monieca

Standard and Poor

Sexrvice quality adjustment

Smecial rate area

Telephone answering service equipment
Telephone answering services
Telephone Answering Service of California
Affiliate investigation team

Walker Research, Incorporated
Telephone operating companies

Traffic sexrvice position systems

University of California Systemwide Telcom
Department

University of Callfornla at Los Angeles
Volcano Telephone Company

Wide-area toll service

Western Electric

Zone Usage Measurement




