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~ INTERIM OPINION 

~ 

~ 

I. SYNOPSIS OF DECISION 
'" 

This is an interim decision. 
customer billings of $11.99 million. 

It authorizes an increase in ~ 

This inc~ease is in addition to an increase of $'17.0 
million previously authorized in 1981. General originally reques~ed 

$296.0 million. 
o 8 ~,' Further hearings have been scheduled for May 1', 19 2 to 

consider new evidence on how much intrasta~e long dis~ance revenue 
General expects to collect in 1982. Af~r those hearings are 
completed, we may autho~ize a further increase as explained in this 

decision. 
This decision also authorizes General to obtain an 

attrition increase for 1983. The exact amount of the increase will 

not oe known until late 1982. 
The $11.99 million inc~ease authorized by this decision 

will be collected from an increase in the existing billing surcharge 
for residential and business custome~s from 7.87% to 10.48%. No 

other change in rates or rate design is made by this decision. After 
the May hea~ings are com~lete, we will address the need for a new 

rate design. 
This deciSion authorizes Ceneral to earn a return on equity 

of 16.5%. The authorized increase is designed to provide Ceneral ~n 
intrastate rate of retu~n of 12.71% on its ~ate base of approiimately 

$2.213 million. Such a return will p~ovide· an after tax interest 
coverage of 2.34 times, a before tax coverage of 3.55 times~ and an 
internal generation of funds of 71%. These ratios indicate that 
General will have the financial capability to raise tne capital 

required for mOde~nizing its plant and improving service. 
We conclude in this deCision that General is not providing· 

satisfactory service. We dO so on the basis of customer surveys 
which indicate a very high incidence of certain commOn problems, 

including static, cross talk. and calls not going through. 
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It i~ obViou~ trom the record that there is a disparity 
between t21e ctua11ty of service rendered 'by General as perceived 'by 
the sub~cr1ber and as measured bY.,eXisting service indice~. 
Consectuently,. the dec1~ion proVides for representatives· from the 
telephone utilities and Commission starr and· other partie~ to the 
proceeding to meet and confer tor the purpose of developing more 
meaningful indices. For thi~ reason, OII 88 will remain open t~ 
afford an opportunity for further consideration or the~e matter$. 

Because the quality of General's serVice is unsatisfactory, 
we are adopting a penalty mechanism which will give a credit or $1.40 
per month to customers in those exchange areas where service does not 
meet the standards we set out in this deCision. 

We have imposed a competitive ~iddillg requirement on 
General,. insofar as its selection o~ central office switching 
equipment is concerned,. t~ prevent it fro~ favoring GTE's 

rDanufacturl.ng subsidiary to- the de~riment of the serVice General 
proVides. 

We nave 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 dOWDward 
$" ,69Z, 000 in expenses and $8,.554,000 in plant to reflect this. 
Numerous othe~ adjustments to General's expense estimates were 
adopted based upon investigation and testimony by ou~ staf~. 

We have excluded COn3truction wo~k in progre~s 'CCWIP) from 
rate 'base • 

-3-
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Introduction 

General Telephone ~y of Califoni.a (General) . . .. 
aeaka aathority to effect' step rates to increase ita intrastate' 
groaa revenues approz1mate1,. $296 1II111ion (21.961.)1/ for the:' test 

year 1982 aDd· an additional $90 million (5.43%) attrition 
allowance for the test year 1983. 

To enlarge the acope of theae proceedings to- cover 
eaaentially all aspects of General's public utility operations. 

this Coaaias1on issued Order Institutiug·_lny.estigation _' (Orl) . S8 .. ' ____ _ 
in~~._.the~_.;?:t~~t~f..~.~; __ ·r~l~~_ e~E.ie~;~?_~·ra_t_;~~s-.,.· ~~stS:,.._·._ .. , 

. separations-;···practices;· c6ntracts~" service, 'ana' facil£t~e_i:.·._ , __ :~'~-:, . -,- . - - -. - _._." ... --------.-- _ ... _----- -_ .. -.. - _ .. _-* ....... _-_ .............. ,_. --_ ... .:.-. __ . ---- -, 

of General and' The Pae1fic Telephone and Telegraph CoIapan~ 

(pacific) and of all the C&l1forrda telephone utilities that' 
intercoUnect with General. 

After due notice S2 days of bearings were held before 
Administrative Law Judge (ALJ) If. R. Johnson· .and/or A'L3. John B-. 

Weiss and/or CoDID1saiouers Richard D. Gravelle and' PriscU1a C. 
Grew during the period AprU 27. 1981 through October Z,. 1981. 
and,the matters were submitted subject to the receipt of con

current opening briefs due on or before November 2. 1981 and, 

concurrent c1os~ briefs due on or before November 1&. 1981. 
Oral argument was held' before the COIIIDiasion en 'ba= on 
November 17. 1981. The 1U.tter was reopened on December 3, 1981 
to permit the receipt of written evidence' on the impact of the 
Econortic ~ety l'aX--ACt-~f.1981 CERrA) on the ~rations-of General":" '. 

1/ From .. this reqa.es~e~_~~t _of$2.~6_mi11ion should be~educte~_ .. 
. ___ the_ipcreases granted. to General subseqJ~~_tp_tlf~_f.i!.in9 of the appli~ T," 

cation.. 'lbese are General·'s Decision (D .. ) 93255 granting' a S12.7 million 
attrition allowance, General's Resolution T-I0451 grautfng a 
$5-.9 million depreciation expeuse allowance increase. and 
Pae1£ic's'D ... 93367 providing for increased settlements 
revenues of $98.7 million. The net request after deductions 
for those increases is S179.0 million .. 

-4-
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On February 26, 1982 Gener.:ll filed a ?etition to 
reopen the ?roceedings to receive .addition.al evidence on test 
year 1982 intr.:lstate toll revenues. According to the t>etition, 
current economic conditions hsve resulted in .:l drastic reduction 
in est~ted intrastate toll revenue from the estimates of r.ecord 
in the proceeding of approximately $58.174 million. 

!he pctition to rece·ive add~tional evidence: on this 
one specific item was granted and one'·,~d:.ditional day of hearing 

was held in Los Angeles. 
At the hearing ~ City of Sant.:l ~cnic.:l (SM.) m.:1CC .:l rrotioll:J' t..~.:lt 

all C\~dencc ~dduccd ~~ the hC.:lring be stricken (rom the rcoord on the boces 
that reopening of the procecding for the puy.p¢se of considering 
changes in General t.s toll revenue is ut"constitution.:ll and 

viol.:l.tes the due process rights of all interested parties 
including SM in that inadequate time was granted to ?re?a~e 
testimony or cross-examination and the late filing constitutes 
a total violation of the regulato~y lag plan. SX further 
alleged that the petition was gr~nted bcfo~e ma~y inte~ested 
parties received notice of it ~nd therefore denied them any 
opportunity to h~ve inp~t on the question of whethe~ the 
proceeding should be ~eopcncc, to what extent ~ reo?cning 
should be limited, or whether other rn~tte~s should b~ 
considered in addition to toll revenue cha~ges~ such as cha~ges 
in related expenses. The motion was granted and all testimony ~ 

1.1 For ~he purposes of the record. SM reduced the motion to 
writing and filed it on March 15~ 19SZ~ On March 24. 1982 
a similar motion to strike the above evidence was filed by 
the Town of Los. Gatos • 

-5-



• 

• 

• 

A.60340, OII 88 ALJ/emk/bw * 

and evidence adduced ~t the hea~ing on March ll~ 1982 were 
stricken from the record by .:I.n assigned Commissioner's ruling 
dated March 26, 1982. 

Further he.:l.rings on the issue of a?pro?riate 
intrastate toll revenue .:lnd related expense levels were 
scheduled commencing May ll~ 1982. The ruling noted that 
General and the Commission staff must file and serve all 
prepared testimony on which they inten~ to rely. Such 
testimony is to include~ but is not limited to. u?datcd 
estimates of total California toll bi1lings~ investments, 
re·serves, expenses, tmces, .:lnd 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 • 

-6-
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0pen1Dg aud/ar closing briefs were received: from 
Ceueral, the eo-ua1011 staff, the cit1e. of Los Angeles (I.A.) 
and Santa Motdca (SK) (Cities), ~'the eounty of to. Aqe1es 

(County)" Telephone Anawering Service of C&l1forn1.a ('USC),. 

the Tovn of Los- Gatoa (Los Gatos) II aDd CAUSE West (CAUSE). 
Public Witnes.'Stateaents . 

lablle beariDga. were belel· at Los Angeles OD April 27,. 
1981, at Santa MoDica ou· AprU 23, 1981,.. at Satlta Barbara 011 

April 29, 1981,. at San Fernando on April 30, 1981, at: San 

BerD&rdino on Hay 11,. 1981,. at Palm SpriDgs OD May 12, 1981,. 
at: West Cov1Da on Hay 13,. 1981, and at Los Gatos on October 1, 
1981. Statemeuta aDd/or testimony were pre.ented~ by more than 

- ", - -~ • ,.' • ..._ _.. • n •.• . ~ • . .... '. ' 

300 _~i tnesses ,~at_the.s~ .. _hearings. .Tbese~.statements. __ ineluded_ .. _ 
the fo11owi12g subject: matters listed: 111 order of c:leaceud:lng 
frequency: 

1. The level of the quality of service reudered 
by (;eD,era1. 

2. the aDlOuut and frequeuey of rate increases 
by General" including. the effect of these 
iuereases on people with f!xed iueomes such 
as senior eitizeus·. 

3. Excessive mileage c~e. included in General's 
present and proposed tariffs. 

4. The deficier&e-ies. aud inequities of the Zone 
Usage Measurement (ztJM) boundaries and rates 
for Los Gatos and Sunlaud"'Tujunga areas. 

5. Bi.lling problems. 

6-. the iDequity of granting auyrate increase 
uutU & perceptible :t:mprOVe1DeD.t in the 
quality of service has been made • 
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7. !he inability of General's management ?ersonnel 
to adequately fulfill the responsibilities of 
their respective' po.sitions. . .. 

S. The cost and' laCK of" necessity of Geceral t s 
commercials appearing on television" on radio" 
and in newspapers. 
Individual service complaints were investigated and a 

aunnary of each investigation was included in an exhibit entered" 

into, ~dence during tbe hearings • 

. . 

-8-

;' 
i 



• 

• 

• 

A.60340, 011 83 ALJiemk/b'w 

II. GENERAL'S PRESENT OPERATION . 
General 18 a subsidiary of GtE whC?se headquarters 

are at Stamford, Ccnmectieut .. : General operates within 

approxtmately 10,600 sqaare mile. servtng approzimetely 330 
c01JllnD1itiea and locatious in por1:i01lS of the following 20 
C&l1fornia counties: FreallO, Imperial, K.ern, Los Angeles, 
:Marin, Orange, Riverside, Sacramento, San Bernardino-,> San 

Diego, San Joaquin, San tua Obispo,. Santa Barbara, santa 
Clara, Santa Cruz, Solano, Sonoma, tulare, Ventura, and Yolo-.. 

GTE was iDcorporatea under the laws of the State of 

New York 011 February2S., 1933. It is the pareut eompauy of 
60 cOlllllUUicatioDS, manufacturiDg, and> research subs.1d:1aries. 
with operations in 40: states and" 20 countl!ies ahroad~ 'l'be 
GtE system bad' a ~omb1ned reveua.e aDd· sales of nearly $9' .. 9' 

billion in 1979', consol:tdated· net income- from operations. of 
$632 million, 227,000 employees, and more th.a.t'1 462,000 sba3:e-

bolders. 
General had an average of 26-,999" equivalent employees 

in 1979'.. Wage payments .applicable to operations in 1979' 
.taDOunteci to·' $46S,42'S,973 of which $127,211,179', or 27.n, 
was charged to coustructiou. At the close of 1979- .General 
operated 175 central offices in 72 excb&uges prorld-ing service 
to· 3,993,191 telephones; 2',257,875 of these telephone. are. 
classified as main stations with 7~· of the main stations 
be1Dg resident1al subs~ibers • 
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III. RAIE OF RETURN 

The parameters establishing utility revenue 

requirements are generally: set forth in 'two· United States 
Supreme Court decisions: Federal Power Commission et &1. v 

The Hope Natural Gas Company (1944) 320 US 591, 605; 88 Led' 
333, 346; and Rluefield 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 return on the value of its propertywh!ch 
it employs for the convenieuee of the public' equal to that 
generally being made at t~ same time in the same general part 
of the country on. investments' in other business undertakings 
which are attended by corresponding. risks and uucertainties. 

The ~.decision defines such a revenue requirement 
as being the minimum to be allowed which will enable tbe cO!Jlt)&ny 
to operate successfully, to' maintain its finaocial integrity, 
and to compensate its investors for risks assumed. 

The applications of these guidelines to a specific 

utility's operations require the val'aat,ion of numerous complex 
and interrelated' factors such as the cost of money, capital 
structure of the utility in question as compared with other 
similar u~ilities, interest coverage ratios, return ou common 
equity, price/earnings ratios, and price/book ratios. It is 
axiomatic that the revenue requirement derived from, such a 
procedure reflects an assamption. of good and adequate service 
by the utility.. As previously noted in' the summary of the 
decision, we are ~establfsb1n9a-~pe'naity: 'meehan'ism "to. be -:--- . 

, appli'ed' in -tho-se- -areas -wher~e-Ge-ne£al-;s . service' does"-n~meet"-'" ,~ 

- -, thestan(rards--w~ set-out:"--.Any-'penal-iy--c;ener.ii"lncurs wiTl--"--~'--
-, -- "cif'fect-l-ts --abil'ity-'to-e'arn the~'rat;-o"f-return we -'"authorfze':-----' 

• 
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In C&l1foruia,. the net revenue requirement. determined 
as above. 18- expressed as a percentage ret1:lrl:L on weighted" . . " 

average depreciated rate base for CalifOrnia. jurisdictional 
operations and is intended" to- provide s~f1c1ent funds to' pay 
the interest on a utU1ty'. long-term debt.. div1detlds on its 
preferred" and/or prefereuce stock, and a predetermined" 
reasonable retlD:'n 011 CODIIDOIl equity. Complete showinga on 

rate of return were presented into evidence- in these proceedings 
by Geueral. tbe Commission staff. and LA. 
Position of General 

Testimony and exhibits were presented: on behalf of 

General by the executive vice president and director of Daff . 
and" Phelps, Incorporated, Francis" E. Jeffri,es" anet by General's 
treasurer cd assistant secretary. Charles 'J. O'Rourke. 
According. to the testimony,.. the prinCiples considereci by 

witness Jeffries in forming his judgment about a fair rate of 
return. for General are that a public utility" should ~ permitted 

an opportunity to' earn a return sufficient to (1) assure 

confidence in its financial. 8O'QIld-aess, (2) maintain aud"" support 
ita credit atand~. and (3) enable it to attract the capital 
necessary for tbe proper discharge of ita continuing duty to 
serve the public. the return to" the equity owner should be 

coaaensurate with the returns of investments 01). other enter
prises cousidering. the relative investment risks. He noted 
that investors are interested in the end· resalt of utility 

regulation.: and are uot persuaded to commit capital based 011 

theoretical rates of return which are not achievable. Included" 
in the exhibit accoapan~ the teBtimouy of witness Jeffries 

-11-



• ,> 

• 

• 

vas a tabulation indicating that the earuings per ahare for . 
Standard & Poor's (S&P) 400 in~ustrial8 had increased 10.3% 
per year and that the div1dend~ had inCreaSed 6.4% a year as 
compared to the increased earnings and, dividend's for iudepenc1ent 

telephone companies of 6%, per year and 4. n per year. 
respectively. 

Be further noted that the telephone industry is 
capital intensive and. therefore, requires substantially 
greater 1uvestme~ tn plaut and property to produce a dollar 

of reveuue thaD. do most other types: of industries. this 
vitaess further testified that, in his opinion. electric 

utilities were more stable and less ,risky tbau telephone 
utUities because ~f the effects of energy adjustment costs 
offsett'ing:: one of the major components of total expense. 
Be noted that the' telepbo-ae iuduatry today is fac'iug grea.ter 

rules' than :tt:"has~: in the past as. evidenced' by the relative 
, . 

inability of telephoDe utilities t~ adjust prices for services 
on a timely basis and the effect. of competition. With respect 
to competition, he noted that tbe revenue- growth rate for 
ca.pet1tors was significantly higher than for the telephone 

industry. Be emphasized' the fact that Califoru1& telephone 

utilities have one additional risk not experienced by other 
telephone companies which is the potential tax liability 

relating to investment tax credit (lTC) and accelerated' 
depreciation. One- measurement technique used by this witness 
to determine the implied cost of common equity is the 
discount'ed.' c.;:sh-fio;-·{ri6h"method;~",--Usl.ng the DCP- met'hod 
Jeffries used aix major independent companies listed' on, the 
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New York Stock. Exchange to measure the expected investment 
return OIl equity' for telephone companies, be used S&P" 400 .. ~. 

1ncluatr1als to measure t~..;.expeeted,.,retUru::for.:, :!J:1dU8~1al 

compa1lies~ aUG' be used S&P electric power companies to measure 
tha:-' .. e.tad~;,~.tun';.;.f~.;· alictr,1c-. powe~-::C:OlIpanies.:;. ~c~ :, 

this witness evaluated foar factors 1n arriving at 

a recommended return on common equity of 11t as follows: 
1. A relative risk analysis demoustrateci that 

investors perceived telephone companies to 
have higher riaks and to require higher 
returns than industrial companies generally. 
An examination of the rates of return ou 
S&P 400 indua-erials indicated a rate of 
return on common equity for this industrial 
composite was 17.n in· 1979'. 

2. The rate of return on common equity earned 
by 10 comparable independent telephone 
utility'companies averaged about 15~ in 
1979- and 1973.' In light of inflation, 
high interest rates, and 1:Illcertain competi
tion,. a return 01l common equity for a 
telepboae company should be higher for 
the future .. 

3 •. An analysu of eqaity_debt risk spread' 
indicated that ~13.74 return on common 
equity would be appropriate. 

4. A 1 n return on COlllllOQ equity would- produce 
interest coverage ratios comparable to' those 
achieved by other single "A"-rated· independent 
telephone companies • 

-13-



• .. 

• 

• 

A.60340, 011 88 ALJremk/b'w 

General's witness 0 'Roarke testified that inflation, 

competition., regulatory lag, cd technological changes have 

acted to iuC%ease the relat.1ve investment risk of telephone 

companies. According. to his- teat:lmony,~~~~_1o~_~~~~._~_ 
. te~~~~n~ ~~J1~~~~~~~!.... t:~n' othei~ 1tl.c!u~;ries-· ~~.~~e'·-:~ 
_t~y, ar~ _c;.apl~~lQte1?-!!!~_.!..n~·- tm.a~:le ~~ -o.p.tJmtze~.c.oUstruetiotl 
-~t:l.~f.~e~·~~~ te~~~~_J1~~~;~~ __ ~1.c~~_ .~~~~~t.~9~. __ ~ti«(~~~.'~~~ 

. ,_ PJ:'o~~~ ~p~~~t.ies_., -. He _ not_es~t,b&t .. _ uUl1ke __ regula:t~~ _._~~~-, _~~ ... ~_~ ~ 
utilities, such unregulated companies entering the tele

co_"'n i c.ae1ons field such as International Business Machines, 
International Telephone & Telegraph ~., xerox, and Exxon. 

are free to choose the most profitable segments of the market 
:£.n which to compete and can -reprice their services eo- fully 
offset increased' coats ou a timely basis.. Also, such 
unregulated companies offer the most up-to-date eqn1pmeut 
forcing the regulated companies to either unsuccessfully 
compete or 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 ehe test year 1982 &8 being: approximately 
50% lODg ... term debt~ 3t ahort ... term debt~ 8t preferred' stock. and 

39% C01IIDO'O. equity. He believes such & capitalization is ' 

reasonable because the cODIDOn equity ratio is above the minimum 
level necessary to maintain au '~" bond rating bue that· a higher 

level would be'more desirable in today's market because it would: 
reduce the negative impact of chaug1ug interest costs ~ active 
iDflat 1on~ aud uncertainty. . 
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W1tn88a O'Rourke selected 17 electric utilities upon 
wh1ch to base his determiuatiol1 of the growth rate of dividends 

using the DCF method. the:s~ ut:Uit1es all bad· publicly traded 

stock. were located outside of California. had total capital
ization in the range of $1 billion. to $4.2 billion, had' COIllllOD. 

equity ratios in the range of 351-451. had payout ratios not 
111 ezcess of 901. and had nuclear fuel as an energy source of 
201 or less. 

III addition to· his use of the' DCF method:· to- derive 

an equitable return on. cODIDon equity, this witueas used the 
risk premium' method wherein he applied the historical yield 
spread between Moody' a 24 utility common. steeles. and newly 
issueduti1ity bouds to the expected cost of bonds to General 
in 1981 and: 1982. 'l'he range of return 011 common equity 

established' by the- applicat:ion. of these two methods. was 16·. n 
to 18:.05%. SUch a range of return on common equity produces 
a pre-tax interest coverage of 3.55 times to 3.7> times. 

When. S&P' downgraded General's bonds from· "A" to· 

"BBB+". witness O'Rourke ~ev1sedhis estfmate oftha reasonable 
return 011 COIIIII01l equity .~ward . from -16 -}t~~8. O§%-=.tC> ,16<9%'::'. -

20.551. In the opi1li.on of this witness, it is necessary to 
raise the pre-tax. fixed' charge coverage ratio back u~ into· 
the 3.0 to 4.0 times range to regain General's "A ~ bond rating 
with S&P' and maintain it with Moody's. :Between the time 
witness 0 'Rourke presented' his. direct testimony and the time 

~e presented his rebuttal testimony ~ this. Commissioll iSsued 
D.933&7 on Pacific's ~.5984~ for a general rate increase. 
'!his .decision authoriZed a return on ccamon equity of 17.4% 

, 
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and, ill the opinion of witness 0 'Roarke. if this Commission 
should fail to grant a similar return on equity to- General 
in this proceed1Dg" the f1na""ncid collllltUi.ity·woa.ld: dowarate . . 
General t S offerings further. 

Also in his rebuttal testimony 0 'Rourke indicated 

his belief that the return on COllllllOU equity recommended by IA 

and the CODIIlissioD. staff vaS unrealistic in· that it was below 
the lODg-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' a "An bond ~ating ~nd in order to prevent 
dovnrat1ng. by Moody's .. 
Posi.t:10tl of the Commission Staff' 

, Testimony on the cost of capital and a rec:oDlDeDded 

rate of return was presented on behalf of the Commission staff 
by a financial examiner with its Revenae Requirements Divisiou 
(RRD)., . Terry R. Mowrey. 

Be 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 1985. These recommended ranges in the rates of return 

are based on a return on COlllDO'D. equity ranging from l4.7~ to 
15.25t. The difference between the two years t 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 witueas ~ attrition 
should be recogn1zed by step rates rather than the use of year-. '. 
end' 'eaiclifa t.ions so tha t-' the~- return -w:Lil""more-acciira-~ei:i-re-fiect
the eost • 
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Witness Mowrey further testified that the differences 
between the capital structu%es recCUlDe1lded by Gelleral and by 
the Coamission staff .are D;liriimal and reflect the use of average 
year data by the staff and year-etKi data by General. This
witness stated that the determination of the proper allowance 
for return 0!1 equity is of llecessity a matter of informed 
judgmeut which con.siders the specific requirements for a 
~icular utility. According. to· his test1mony ~ he was guided 
by the. standards set forth in the United States SUpreme Court 

decisions and prior Coumdssiou decisions indicating that the 

return to' the equity holder should- be c:01DIDf:USttT:ate with returns 
on other enterprises that have simUar r1sks~ should be sufficient 
to enable the-utility to attract c:apital at reasonable rates 
and maiutain its f1nar1cial integrity ~ and should balance the 

interest of both the iDvestors and the ratepayers. IDCluded 
in the exhibit &ecompanying his' testimony we:e 23' comparison 

tabulatious pertaining to interest rates ~ bond yields,. inte:est 
c:overage ~ stock values ~ dividends and earnings,. payout ratios,. 
capital structures, plant investment, operating ratios,. and 
related information. 

Other factors witness Mowrey cOtlSidered itt arriving 
at his recommended- return on equity-were: General is a 
regulated publie utility with the obligatiott to provide service 
at reasonable rates; the effects of continued inflation and 
any increases in embedded costs of capital; General's capi.tal 

requirements; the reduction in risk associated with Getle%al '. 
·inclusionfn-G'l'Er-s--tel-ephone-sisteIIis-i-ariQ·-tli~-g-r-e~~ter- ~---~-

internal cash flow relating. to normalizing of federal income-
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taxes for ratemak111g purposes. Witness Mowrey noted that his 
recommended 15% return ou common equity provides for pre-tax 
coverage wi:thin the range. 5'£ 3.0 to 4.0 'deemed appropriate by 
S&P' for a s1Dgl.e "A" rating:. 

Be further noted that GeDual currently reports it. 
fiDancial: results on. a restated basis. . SUch' a computation 

assumes the eligibility for accelerated deprecatio11 and Il'Cs 
would be lost,and the company would owe a back-tax liability 
together with acc:ued interest., However ~ there is c:arreutly 
a bill in the U .$. Congress vhic.h ~u1d' remove the all~ed 
1iabUity &1ld~ 1£ passed, General t. books of accoants for 
financial reportiDg purposes would DO longer reflect such 
liability aDd prior earnings would: be restated. SUch.a result 
should have a pos.itive impact on imre.tars. 011' an aualys1s . 
perception of General' a filW1Cial ,risks.-
Position of LA 

LA. , s. position on recODDe:tlded rate of return was 
presented into evidence by consulting engi1left' Manuel Kroawm 

who testified' that the approach he used in developing a 

recommended rate of return for Geueral in this proceeding: was 
to make a critical analysis of General' a request to determine 
whether or not the bases upon which General predicates its. 
request are 801l1ld.. According to- this witness, should such 
bases be errotleous or should the propositions ana theories 
relied upon in the development of the additional revenue require
ment' be showtCtcioe'!nval:lcf;-' then thereveiiu~--request-·should.~~~ 

be- made to' conform· to the correct evaluation of relevant data 
and relation,ships.. Co1l8equeutly _ witness Kroman closely 
examined the basis. of witness .Je£fr1e's· conclusion that a fair 
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rate of return 011 CODIIlO1l equity for Ge11eral is 1 n and witness 
O'Rourke'. recOIIIDended range of earumgs on CODIDOll equity of 
between 16-.9OX and 20 .. 551 wi:th au overal·l return of from, 12.851 

to 14.27%. 
Be DOted that both of General's presentations relied 

011 the DCF method in arriving. at the recOIIIDeuded levels of 
. return 011 equity. According to this witness, the DCF method 
relies on three· bas:le 4881laptions which are (1) the 1tNestor 
can accurately predict the future divideud payments associated 

with a given stock and the aumtal dividend rate will increase 
UDiformly and indefinitely into the future, (2) the earuings 

per share of & given stock will also increase uniformly and· 
inclefiu1tely into the future, and (3) the price earnings ratio 
of the stock will remain· constant. In the use of the DCF 

method, a sele.ctiol1 mast be made of an appropriate group- of 
companies to serve as. the basis for determining growth rates 

and dividend yie-lds, au appropriate time period over which to 
. . 

compute the growth rate aDd an appropriate time period" upon 
which to. base the div1deud' yielct.. This witness tabulated, 

variations in yields and price/earnings ratios of Moody's 
24 utUit1es frOlil the yem:s 1965 through .January 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 
depeudiDg 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/earuings ratios over 
that period' of years_ 
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Witness !roman alao tabulated data OIl witness O'Rourke's 
17 selected utU1t1es and found that the median computed" expected 
return for 1980 va 16.11 as" contrasted with the recorded re1:'a'J:U 
of 12 .29t. A s:lm1lar var~t1~u between computed aDd~ experienced 

earnings was tabulated for Dow J'01leS' 30 industr:La1s. Another 
tabulation prepared by this witness indicated that telepboue 
carriers' and electric utilities' net incomes- were far less 

adversely affected by econoad~ slowdowns than were manufacturing 

corporatiOU8,.1nvalidatiug. 111 his" op1nion.. Ge-o.eral' $ witness" 
contentions that 1ndependeut telephone compau1es. are more risky 

than either industrial companies or electric companies. 
With respect to the risk premium- method used by 

General's witnesses O'Rourke and Jeffrte8~as ODe method of 
deriving an allowance for rettzrn 011 <:01lIII011 equity ~ vituess 
Kromau testified that the x:esu1ts of using the method are 
dependent upon the time periods selected for averaging.. In 
support of thiB position he used" General's witness' data and 

computed 5-. 10-,. cd· 15-year averages· instead of the 25-year 
period used by Geueral t s witnesses. His computation showed 
widely fluctuating. results wbieh. in his op1n1on~ cannot 
produce any meardngful guide for determiuing the proper level 
of return on equity. 

Witness lCroman prepared other comparison tabulations 
which indicated that: 

1. the median. before-tax coverage of the 17' . 
"A"-rated utilities used by Getleral' 8- witnesses 
in arriv1Dg at a recOi1IDended rate- of return. is 
well below the range sought by General .. 
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2.. With respect to times interest coverage:t 
telephone utUities have outperformed 
energy utilities... ' ~,' ' '. > 

3. The recorded return on average coamon 
equity for GTE telepho'De companies. Bell 
S~tem telephone companies, witness 
ORourke's 17 utilities. and Dow Joues t 
15 utilities for the years 1978,. 1979"" 
and 1980 was i11 the range of lO .. 7cn to 
13 .. S6X as compared to wit'DeSS 0 'Rourke r s 
1982 test year recommended return on 
equity from l&.9ot to 20.5~. ' 
!his wibless' recoameuded' capital structure for rate 

of return computaticma would be as follows: 
Long-term debt $1,608.,000,000 
Short-term debt 80,000,000 
Preferred stock 220,000,000 
Common equity 1,192,000,000 

Toeal ' $3,100 3 000,000 

51.&74 
2.58 
7 .. 10 

38.45 
100.001. 

He further recommends that the overall rate of return should 
provide before- aud' after-tax interest coverage commensurate 
with that being. achieved by other "A"-rated utUit!es as well 
&8'return 0'0. commo'Q equity which is in line with other utilities' 
experience. Be recommends a return on common eqa~ty of lS.Zt 
as be~ng fair to' both~ invt:stors and ratepayers.. Such a 
recommendation is predicated on au assumed satisfactory level 

of service being provided by General.. He believes that should· 
service be found to be deficient.> an appropriate penalty on 
return on equity should be imposed eommensarate with the degree 
of such a service 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 .. 0 3~, a 
before-tax times il:Lterest .. cOverase of 3 ":11, ·and an after-tax , 
coverage of 2.15 t1me8~ 

Witness Xroman also referred to this Commissionts 
- -. 

011 84,. an investigation on the Commission t s own motion into 
the accounting for station connections and related ratemaking 
effects:. and testified that if tbe staff t s. rec01IID8ndations in 
that matter were implemented,. tbe 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 atLd' computation of au attrition allowance for test 
year 1983:. 
Dis cus. tOft 

'l'he rec01lllleuded capital structures,. cost factors, 
and weighted cost factors presented by General ~ the Commission 

staff,. and 1A are shown in Table I. 
It will be noted that General's capitalization ratio

for long-term debt plus ahort-term· debt is sn, tbe stafft s 
long-te.rm debt ratio is 52-_80%., and LA's long-term· and short
term. capitalization ratios total S4.45~, a relatively' minimal 
ra'D8e. However, both General's and lAts witnesses 1nc:luded 
short-term debt in the capital struct':lre whereas the staff 
witness excluded such sbort-term·debt from the capital 

, 
structure. Staff witness Mowrey testified that short-term 
debt was excluded from the staff-recommended· capital structure 
because most of the short·termborrowing is used for 
coostructiou and allowauce for funds used during construction 
(DDC) compensates the .Investor~for"-shoit~~e~-l??-rro~fng--~d--"-·~-· 
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TABLE I 

Year 1982 

:,--------------------~:.~ea~p~!~t~al~!ii~~t~lou~~:~·------~:--~w~e~1iE~t~ea~/--: 
: _______ C~~~poo~en~t~ ____ ~: ____ ~R~at~1~o_s~ __ ~:~~CO~s~t ___ : _____ Co~s~t~: ___ : 

General's Regaested Rate of Return 

Long-term Debt 
Short-term Debt 
Pref~ed .St.ock 

'. 'tot',... ...... • .. ..' .~.,... 

COIDOll-Equity 

50.~ 
3.00 
3-.00 

39-.00 

100.0~ 

lO.45l: 
12.00 

8:.33 
1&.90 
20.55 

Staff' 8. lteeo'lllDended Rate of Return 

Long-term Debt 
Preferred Stock 

CODIIlon Equity 

S2.8~ 
6..90 

40.30 

100.OOX 

bl 10.40%-
S.33 . 

14.75 
15.25-

• ." .J'. 

LA t S RecOIIIDe'ftded Rate of Return 

Long-term Debt 5l.871 10 .. 00% 
Sbort-term-Debt 2.53 12.00 
Preferred Stock 7.10 3.33; 
COlIIDO'O. Equity 38.45 15 .. 20 

lOO.O~ 

,5...231 
0.36 
0.6-7 
6.59-
8.01 

12.Sn 
14.271. 

5_4.9% 
0 .. 57 
5-.94-
6.15 

12 .. 00~ 
12'.21% 

S .. 29t. 
0.31 
0.59' . 
5.84 

12.03% 

a/ The Commission staff's. Getlera1' s~ and lA's 
- witDesses recommend that the rate of return 

fOt: the year 1983 be modified to reflect 
the embedded cost of debt changes result~ 
from year 1983 debt financing .. 

bl Revised for/recorded financin9 in 1981 • 
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-it is therefore lIOt appropriate to include short-term debt in 
the capital structure. Such a position is contrary to· General t s 

position that sbort-term <!e~t. is issued' as needed to cover . 
expenditures as· they become due. and that there is no differ-"r 
entiatioD. at the time of ahort-term,'borrowing, between. reveuae 
expe-o.diturea and' capital expenditure a or whether a given 
capital expenditure will bear AFDC. 

__ ._ .... __ In .. A.,6099_0_,fil~_~~.1..q'.·-~9S;L.t:_~et'~_.sought· .. arld .~_ 9ranted 
authority to issue and, sell 2»500,000 shares' ($50,.000,000) 
of its C0Dllll011 stock ($20 par value) to GtE. General ,estimated' 
that at December 31. 1981» after the issuance- of the CODlD01l.'· 

stOCk, it would not be indebted to holders Cit shor't-term . . .._ 
. w__ ..... T~ , ".¥"." ............... ' _" •.•••• ~ _~ _____ ' ......... -_ " ... +c __ ..... ~_· ........ __ "_~. ___ • -,0-'-.", .---_- .. -.- ..... ,.. - ..... '. -, - •• ,---".--""---

obligations. Under these- C:irC\1lDStaucesJl' the exclusion of 
abort-term,debt from oar adopted capital structure appear$ 

reasonable • 
It is noted from A.60990 that General's capital 

structure as of December 31. 1981» includ11lg the effects of 
the above-discussed common stock issue, is S2.3% long-term 
debt, '.7 ~~i pr'eferr~""st~~~;~_~nd~~:O~~'%~~cc;~on" equ:U:y ;_~h:ieh' -- ....... _. 
approximates very c:1oselythe staff's Tecommended capital. 
structure. 

General' ~ estimate of 10.4SX as the embedded: cost of 
debt reflects year:'end f1gu:res whereas LA r f1 and the- Commission. 
staff's figures of lO.28t and lO.40l, respectively» reflect 
average year conditions • 
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According to the record. the staff witness computed 

the year-end effective rates for General's. outstanding debt 'and 
&8aociated interest charge's. "at December '31. '1980 with projected 

financing in 1981,.. 1982,. and 1983. together with bond' retirements 

in each of the respective years. Ihe estimated issuance cost 
used by the staff wituess was. consistent with. his projections 
contained in A.60343, General's. request for financial attrition ... 
the s·taff' s projection of an embedded cost of long-term· debt of 

10.40'4 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 :tn our 
determination of the amount of financial attrition. 

The cost of preferred stock is computed' by General,. 
the C01IIID1ssion staff. and IA to be 3.33X. Ve will adopt this 
f.1gare • 

:rhe record' generally S1.lpports a limit of 53~ debt to
preclude a worsening of General's already precarious financial 
condition. In addition, the record indicates, S&P requires a 
401 cOUlDOn equity ratio- for an "A-" rating and' a 434 cOllllDOn 

equity ratio for an t'A" rating when preferred' stock is present 
in the capital structure. 

General shows a capitalization ratio of 8t for 
preferred stock as compared to the staff's pr~ferred stock 

capitalization ratio of 6.9ot and lA's. preferred stock ratio-
of 7.107. in & capital structure which includes short-term- debt. 
An 87. preferred stock ratio set forth in General's presentation 
represents General's or~inal estfmated issuance of $60 million 
of preferred stock. '!his. figttre was later revised to $25-
million following General's bond downrating ... 
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For the purposes of this proceeding we will adopt 
General's projected capital structure at December 3-1, 1981 .as 
ShOW11 in A.60990 after inel';d.ing the effect- of the $50 million 

common stock issue.. This. capital structure consists of 52 .3~ 
debt, 7.4X preferred stock. and: 40.3X common equity. It 
closely approximates staff's recommended capital structure. 
Consequently, we will adopt that capital structure and the 

above-discussed lO.40X embedded cost of debt and the 8.33X 
cost of preferred stock, leaving for determination only the 

proper allowance for return on common eqaitYr 
Witness 0 'Rourke testified that the present split 

rating by Moody's and S&P will not continue indefinitely and 

that uuless. Moody's. perceives. this decision as leading to the. 
restoration of General t S rating by saP, it nll alSo. c10w0rate 

Geueral t s bonc1:;·rat'1ng. 1'his position vas not cballanged on 

the record. Should Moody' 8 c10wnrate General t s bonds~ it wi.ll 

have an adverse effect 011 General's ratepayers in both the 

cost and availability of capital. According to' the record, 
the average spread between "Alt-rated utility bonds and: "BBB-""

rated bonds was 49 basis points during the lO-year period 

1971 to 1980. Furthermore, thel "Btm;" market is restricted 

because some institutional illve!stors are precluded from 
purchasing the lower quality securities which, in times of 
tight lIlOtley, can result in some ''Blmtt-rated' utilities finding 

it impossible to obtain financing at any rate. It is. axiomatic 
that should this happen, Geuer.au. would be unable to obtain tba 

large amount of money necessar,~ to continue its service 
improvement program • 

-26-



• 

• 

• 

A.60340, 011 83 ALJ/'emk!'o'w 

'Onder these c ircumstauces, steps to ensure the 
restoration of General's "A tt bond-rating by S&P appear - ~. 

warranted'. 
In dowa.rating General' a bonds from· ttA~ to "BBB+", S&P" 

stated that General r. boncis were maintained at the "A"- rating 

in December 1980 on the bases of a perceived imprOvement in 

regulatory treatment by this Comadssion, tbe &StnlDlptiou of 

eventual tax forgive1l8ss, and S&P' expectation of a more 
aggressive equity investment policy by GTE. S&P" reasoned 
that with greater :tDfus:tons of equity aut ieip..ated· due to 
indications of better regalatory euvirOmDeut, as well as 
esttmated growth in calling volumes, service levels could be 
restored and profitability enhanced' to a more sat:tsfactory 

level. According to S&P', these improvements did not occur 

and it d:td not appear tbat Ge'Deral'8 operations would be 

supportive of an "A'" rat1ug. 
In making. the downrating, S&P also stated: 

"GTE Californ1.a faces a burdensome growth
re1ated~ construction program, (with annual 
spending expected to average 20~-2S.4 of 
capitalization) and substantial external 
financing requirements in the years ahead. 
Earned retarns on capital and common 
e~ity have been weak in recent years 
reflecting an unsupportive regulatory 
climate, high use of debt 1ever~e, and 
the iuc:reasing. cost of capital." 
(S&P Fixed' 'Income Investor, March 14, 
1981, page 1180.) 
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According to the record, an "Aft rating generally 

reflects a pre-tax coverage ]:>etween 3.0-a1ld 4.0 times~ a 43: 
CODIDOU equity ratio, and illteraal geuer":t:1ou of funds in the 

6St-7St range. All three factors materially relate to the 
ut:Uity's return on commo11 equity. General's percentage of 
common equity fn the capital structure has declined steadily 
from 39.8n. in 197& down to 36.111. in 1980. Such au equity 
percentage deterioratiou"stresses a utility's ability t~ 

maintain adequate interest coverage- which,. as noted above, 
is. one of the prime criteria that rating. agencies look at. 

A high return 011 common equity increases the equity ratio- by 
both encouraging the infusion of equity cap-ital and by 

increasing retained ea:rnit1gs.. Such' an improvement in the 

C01llDOU equity ratio acts to relieve a utility's- stress in 
providing ample tilDes interest eoverage • 

With the issaance of $50 million of common stock 
authorized by D.933lS dated" December 1~ 1981 on A..60990,. CeueraJ. 'a 
CODIIlOll equity ratio as of December 31, 1981 was raised- above 40'4. 
In add1tiot4 General filed A.615S5 to issue au add1tiotl4l $75, 
million of coimDon stock wh!ch will further increase the common 
equity ratio- to 4l.4~ as of December 31. 1982. 

A return on common equity of 16-• .5"4 will provide a 

pre-tax times interest coverage of 3.55 and an :tnternal generation 

of construction £U'Qds of 71"~both well within the above-listed 
"A" ra.ting pa.rameters~" ~Onder "?resent market c6nditions~ this "is' .... 
sufficiently high to provide GtE every incentive' to· continue t~ 
infuse substantial equity capital • 
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After careful consideratiou of all the recorded 
evidence in this case and the argameuts advanced by the varioas 

parties to the proceeding~. we , adopt as reasonable a return ou 
equity of 1&.5~~ assuming General provides adeqaate telephone 
service. The 16.5~ retu1:tl ou common equity applied: to- our 
previously adopted capital structure and costs translates to 
a rate of return of 12.71~ developed' as follows: 

Capital:Lzat1on Weighted 
Component Ratios Cost Cost 

I.ong,-term Debt 5Z.3~ 10'.401 S..44~ 

Preferred~ Stock 7.40 3.33: 0.62 
Common Equity 40 .. 30 16.50 6.65-

Rate of Return 100.Oo-t 12.7lX 

The after-tax coverage of the above 12 .. 7l~ rate of 
return is. 2.34 times and the- pre-tax coverage is 3:.55 times.. 

the internal generation of funds, resulting from this adopted 
rate of return is 71X.. Such ratios are high in 'the range- of 
coverages used by S&P' for "A"-rated compauies and should' go a 
long, way toward restoring General'$ bond rating for future issues. 

It should be- noted that the above 12.711.. rate of retttrn 
is premised' on General t S providing adequate service.. As subse
quently detailed, there still remain serious service deficiencies 
in General t 8 operation. ~For'- th~s--r~,a,s'on, ~e 'are adopting' a'" , 

, .. discussed later -in~thi·i:-op.inIon'; "Wfif:)ave an' fmpact 'on"··-' 
-,~- "General' sabii~ty"to"'eain-£ts- authorlZ'ed'rate' ofieturn~ ,',. ,,' -,-_ ... ' , 

• • • 0" , ._", ••• _'. • ..;.'_ 

• - •• -" '-- " ...... --._ + ....... -- ........ -~ ................ , •.• ..oAL •• ___ , _~. __ • __ • ___ • __ • __ ....... _ ..... ___ • __ ..... _ -0. T. ___ .. _., ....... __ .' ... __ ....... ,., __ ~_~. ". _ "" 

• 
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IV. AFFILIATED INTERESTS 

General 
This. Commission h.as 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 just and reasonable and the affiliates' 
retu.rns should not exceed- that which would exist had the utility 
performed the 'services or installed the facilities i1:self. 

With the Commission's position in mind, the affiliate 
investigation team (Te~) 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 ~ompany ,(Directory Company). In the aggregate,. Team's 
estimates reflect $7,575,000 less operating expense and $104,000 
less rate ~ase than do General's estimates. For intrastate 
opera1:ions, these 1:ransla1:e to $6,18$,000 less operating expense 
and $9'2,000 less rate base. 

The major portion of this difference relates to Account 674, 
General Services and Licenses, wil:h. an expense difference of 
$6,2,'i,000 of which $2,544,000 relates to GTE Labs' estimate 
and $3,727,000 relates to differences in GTESC' dllocated 
expense • 
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Genual Senices and Licenses 
Account 6-74, General Services and Licenses. is 

iDcluded' in Chapter 11 ~ ~er:al~' and Other Operating: Expenses. 
of the staff's Results of Operations Report. Test~y 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 testimouy c:leacr1bing G'IE Labs f ,technical character. 
philosophy. and function as a subsid1a%y'of GTE and the 
activities of the laboratories conducted' on behalf of GTE 
telephone operations were presented by the vice president and, 

director of research of GTE Labs, Dr. Paul E .. Ritt.. !he Team' 5 

e8t~te for Account &74 was snmmarized in the staff's Results 
of OperatiomRepor1: 'in Chapter 11 ,by associate utilities 
engineer H ... ·K. Mirza.. The estimate for this account. however .. ' 

was, prepared and' presented into, evicleDCe by public utility 

financial examiner It. $.. Nagel. 
General est~ted the 1982 test year license contract 

expense to be $26.21Z.000 but stipulated to- Team adjust."nents 

of $350,000 for Corporate CODID1micatio'Q8' cd Washington office 
expenses and $38S.000 to re~lect license contract b!ll~ for 
Q\1ebec Telephone /co~1stent with D.92366. These two adjustments 
total $738,000, reducing General's general service and license 
contract expense to $25,474.000. 

The Team's comparable amount is $l9',203,000~ a 
difference of $&,271.000 on a total-company basis and 
$5.010.000 ou an intrastate basis. This $6.271,000 differential 
consists of two main components: (1) $3.727.000 difference in 
G'rESC's, allocated expenses. and (2) $2,544,000' difference in 
en: Labs t est:lmates. . 
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!he rate of growth of GtESC's pro rata charges to 
General before ratemaking adjus~ts was 21~,. 2~,. ana, 6n 
for the years 1977, 1978,· ~d 1979·,. respectively. Based 011' 

this. rate of increase General increased the actual 1979 
license contract billing of $14,212,000 before ratemaldllg 
adjustments by 211., 231.,. and' 241. 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 estfmate ou the bases that General did' DOt 

coasu1t with GTESC,on'-the amount' of" the eharges that WOUld' be ~ " 
---~--,------ .... - ..... -- ... --'_,,...-.-, .-,. .. ---------.-.-....... --.-.... ,,~-..... ,.-.-. 

forthcomintT , held 'the 'disallowed expen~' at . the 'level··set forth in __ ~. _ ... __ '..... _.~.....,. •• ~._. _____ ->-. __ .• ____ ... _ ...• __ . ____ .......... __._4<r __ • __ • __ ._._ •• _-~_._-.. ___ • _._.- •• --' -. •• ---.,.-- •• ---

D.92366-, when adjusting the results of operations..t.o';~~the 
effects of prior decisious,. and did not' take into cous:l.deration 
certain items that would affect the 1982 test year license 
contract amount. 'The Team adjusted GTESC's 1981 total esttmate 
to reflect the effect of 'a 11. personnel growth ceiling. which 
was placed into effect on the GTE telephone operatio1l8 system
wide with the result that the 1981 base for GTESC's . 
estimate was, reduced by $1,.687 ,000. '!be Team- also- adjusted· 
the 1981 base to reflect the effect of the termination' of the 

Western Region Office in February of 1981.. The Team·'s estimate 
for the 198.1 base year derived as above 1s $190~665-,OOO,. or 
$S':J287~OOO less than GTESC's. estimate of $195,952,000. The 
Team- increased this amount by lSX to reflect growth for its 
test year 1982 est1mate, and al~ "reflected' .anadj u·st."nen,t, of 

- -- SS,OOO~ 'for' I nte'rnatJ.onal ~)'re~sury, expenses-alloeateo..~-~.o-.-general. 
"usin9' !:he GTESC ,ailoCa-fi?n-factorS,GTESC"'s--eipense--to-e;eneral·~·'

- -. 'ii 'compute<:C to-b,e -S:21-;747;60-6;-or -sj, 7-:if;0-60--iess:than"General- s 
estimate of $,25,,474,..000. 'l~is. estimate appears to be reasonable 
and will be adopted. 

' ' '. 
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AccordtQg to the record, in 1979' GtE ..nagement 

segregated GTE Labs into uine technology centers. Each ' 
technology center represents" a ~jor client 'group within GtE. 

An "Advocate" 18 responsible for each technology center to meet 
the clients' needs and to, keep the clients informed of new 
ideas and technology be~ develope~ at GtE Labs. Theae nine 
technology centers are &8 follows: Coammic:atiotUJ Products 
Technology Center, Advanced CompotJeut Laboratory, Electrical 
Equipment Technology Center, Lighting Products Technology 
Center, Precision Materials Technology Center, Government 
Technology Center, Telephone OPer:at10tl8- Technology Center, 
CoaautlicatiotLS Network System Technology Center, , and Advauced: 

Technology Laboratory. 
Staff witness Nagel' s- review of the operations of 

these various technology centers indicated to him that the 
expenses, including basic and appl1edresearch, of the telephone 
operations technology center to be allocated to the network 
sector department of GTESC and subsequently. further allocated' 
to' telephone operating companies (Telcos) through GTESC should 
be permitted and that all the remaining expenses of GTE !.aha 
that are allocated to Telco. should be dis.llowed.. According 
to this witness, the activities- of telephone operations 
technology center are of direct and primary benefi.t to- General's 
ratepayers while the remaining expe11Ses of GTE Labs b~ing 
allocated to. the Telcos are not ~f direct or prtmary benefit 
to Generalis ratepayers. The Team calculated the telephone 
operati.ons technology center cost to be $1,676-,000 which was 
$3,924,000 lesa than the $:10,600,000 total 1981 estimated', GTE , 
Labs I expeuaes to be allocated to the network sector department 
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of GTESC. Us1Dg the l.51. 1Dcreaae previously discussed. this 

witness coaputed the 1982 test year amount for telephone 

operations technology ceuter,to>be $1~92r.OOO "or $10,263.,000 
less than the $12,190,000 total estimated G'rE Labs t expense 

,"_.incl'udeo._i n_1eam:s_ es.timai,e. __ ' _' Mu.l_t.~p.lyj.ng __ ~he,$_l.Q.;,~.?~~9_9 0 -- ~' __ 
reduction to the network sector department t s 1982 test year 

expense by General t a latest allocation percentage of 24.791. 
results in the 'Team"-$: $2:544 ~OOO- re<iuction- in the network' , _._ ... __ .... _ .. _h_. _._ ... ___ ... ___ ,~ __ ._ .. " __ .. , __ ... __ -. ___ .. ~ ._ ............. ~..... . .. _,_,.0_, .. " ... - ...... ~. 

sector departmentts 1982 teat yearal1ocatioD. to General. 

According to rebuttal testimony of General t s witness 
ltitt, the Team's' alloea-tio1lS were inaccurate in that telephone 
operatiotlS will receive direct and, primary benefit from- basic 
and appl:ted'rese4rch performed' in other technology centera. 
Specific examples of such benefits were cited by this witness. 
M au altexuative to the_,;,e·~~,~.··rnet,~~; lli~ .su9,9~St.~_,~' ... ', ~ _. .. . 

. an analysiS of direct and primary benefits for each project 

foanded on,a:scru~iny' of .. ~ef1tied· projec~s-and'-.cl:[en~ .. ·r~qu~~ts'."····. 
To provide a vehicla for implementation for th1a recommendation, 
he submitted a l1at det&U1ng: all of the projects. in GTE Labs 
1mp&ct1ng; the test year. 'l'h18: list refleets. 'those projects 

which are of primary and d:t:rect benefit to telephone operations 
regardless of the teehDology centers i.n which the project is being 

conducted:' . Witness" R!tt '-aIleged --tbai-the- exMb1t demonstraies~ that 
the direct and primary benefit criterion for telephone operations 
is amply met for projects in varioua 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 follo;'. the direct and prfmary benefits 
standard' as he has applied~ it, the effect on the staff '5 

recommended disallowance of $Z,544,OOO would be the elimination 
of the disallowance in its entirety. 

This Commission addressed the subject of the funding 
of research and development expenses iuD.90362: dated .June .>, 
1979", in Pacific's A.S549Z for a general rate increase. In 
that decisiouwe stated: 

r~e should ask the following question: 
Is the expenditure of direct and primary 
benefit to the ratepaFs of the, O'IC! 
If the answer is 'yes , the expenditure 
should be allowed (unless serious public, ", " ' 
policy reasons favor its disallowance) 
in spite' of indirect or consequential 
value in other areas, including the 
possible development of products. 
Conversely, if an expenditure's purpose 
is not shown to,be directly and prfmarily 
beneficial to the ratepayers, it should not 
be charged to them regardless of some 
secondai-y or consequential benefit to . 
them .. " (Mimeo. pages 13, 14 .. ) 

Applying staff witness Nagel's criteria that an allocation of 
more than 50~ of the project cost to telephone operations 

indlcate$ di%ect and" primary benefits to the ratepayers to 

General's witness Ritt's list detailing all of the projects 
in GTE Labs fmpacttng the test year results in a basic and 
applied research amount of $2,SlSt096 that is of benefit t~ 
the ratepayers. Increasing this 15% to reflect the 1982 te$t 
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year results in a downward adjusetneut of $3;t240 ;t810 to be 

applied to the Team's GtE Labs expense' estimate of $12;t190;tOOO;t 
leaving $3;t949,190. The applic~tion of 24.79t allocation 
factor to this: amount results in a downward adjustment to 
General '$ Account &74 expense of $2;t2l8;t504. This adjustment 
appears reasonable and will be adopted'. Adding this to our 
previou~' GIESe allocation adjustment of $3;t727;tOOO resalts 
in an Account 674 adopted figare of $19,52S;tOOO. 
A:e Adjustment: 

Both the Team and General have developed rate base 
and expense a.djustments for general purchases from AE based on 
princi~les adopted in prior Commission decisions. !he 
difference between the Team,t s and Ge'C.eral f s estimates was 

that the Team. used a lS';' return on AE' s equity for the 

1982 test year as ,contrasted with General's use of lSi. return 
on equity. The Team's recommended IS';' return on equity was 
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based on a study of a broad- spectrtlm- of American industry and 

vaa stated to be independent of the rate of return recODIIIeUda-.. ~. 

tiotl for a rate of return- on common equity for- General.. After 
review. General atipulated to the staff's dOWDWard~ adjustment 

t~AE of $1,091.000 for expenses and SS,465,OOO for rate base. 
these figarea vill be'adopted. 
Directory Company Adjustment 

, Both the Team and General bad' developed tbe Directory 

Company adjustment baaed on principles adopted' in this 

Commission's prior decisions. 'I'he- original difference of 
$-1,788',000 between the 'ream and General in the net Directory 
Company expense adjustment for test year 1982 reflected 
different estimating procedures used tG determine gross 
directory aclvertising revenue collected- by Geueral, directory 
advertising revenue remitted to Directory Company, and expeu.ses 

incurred- by Directory Company in the publishing of General's' 

directories. !he- Team's recommended adjustment of $4,464.000 
reduction is based on the last authorized rate of return of 

10.391 authorized in D.92366. usi.IlS themi~pointof the 
staff f s rec01llDellded rate of return of 11-9Tt for the computation 

of the adjustment results in an adjustment of $4,06-7,000. After 

review, General stipulated to this amount. However. cot1$istent 
with our past practices ~ we w1.ll tlSe our aut:hor1zed rate of 

return in this proceeding of 12.71% to derive our adopted 

dowaward adjustment of S3,SSl,OOO • 
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GTEDS Adjustment 

Evidence and testimony on an appropriate GTEDS 
adjustment were presented o~.beb&lf of the Team by utilities 

engineer H. F. Yee. Rebuttal testimony was presented 011 behalf 

of General by GTEDS' accounting director F. E .. Hogan. 
'!he ratemaking adjustments 1I&de 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 conformance with this Commissiou's 'past decisions. 

General developed its GTEDS adjustment by using " 
1980 budgeted' GtEDS revenues increased by judgment groweh 
raees to- develop- 1982 revenues. It used the average return 
on net invesemeDt of 15.26: for the years 1975. 1977, and-
1973 to· develop' its average uet plaut investment and' based 
its allowable earningS- on an 48s12IDed 12 .S~ rate of return • 

The Team,adopted General's esetmates of revenue and 
expenses other thau income taxes wllich it computed' using 
statutory rates. However. it computed' average net investment 
by applying the percentage of 1975 actual average net investment 
to 1978 aceua.l revenues of 67.971. to the 1982 estimated reveuues. 
It used the last authorized rate of return of 10 .. 394', in its 
computations but recommended that the authorized rate of returo. 
from this proceeding be used to"calculate the GTEDS adjustment. 

UsiDg the above-described computing. methods. the 
Team recommends that General's net expeuses and rate base 
estfmates for test year 1982 be reduced by $1.621,000 and 
$186,000, respectively. and General reeo'lllDeuds that reductions 
of $713,000 and $82.00,0 be made to net expenses and rate base 
estimates for the test year 1982. respectively. ' . 
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The purpose of the rebuttal testimony stlbmitted by 
witness Logall was to show that General's estimated 1982 rettc:U 

on investment for GTEDS 0; .I5:.26~ relative to Geueral r S 
operations :Ln california although higher than GIEDS' estimate 

is more appropriate than the staff' 5 estima'te of 16 .. 59%. 
Neither General's use of three years' average return on 
investment to compute the ratemaldng adjustment for GTEDS nor 
tbe Team's use of recorded data relating to average debt 
investment to revenues appeaxs unreasoua.ble .. Cousequeutly. 
we will adopt the .average of General's return on :Lnvestmeut 
of 15 .26X and' the team r 8 return on investment of 16·.591. or 
lS.93t in the computation of our adopted ratemaldng adjustment. 
Relating this 15.9n return 011 investment to the net income 
before interest of $4~S93.000 used by both ~?-eral and_. 

the Team- results in a GTE1)S, adjustment of a negative $a77.~_OOO.' 

i.n expenses and a negative $100,0'00 :Ln. rate base wb.!eh we will 
adopt as reasonable .. 
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V.. RESUL'rS OF OPERATIONS 

General . 
Complete results of operationstestfmony and exhibits 

were presented by General and the COIIIIIl1ssion staff. SUbstantial 
differences in estimates exist in revenues, primarUy local 
service reve1:N.eS, maintenance expense, general and other 
operating expeu.se~ depreciation expense~ property and other 

taxes, payroll taxes, aud associated state and federal incOllle 
taxes. Also, addressed in this portion of the decision are 

maintenance balancing accounts ~ interest during eO'DStruction, 

normalization of book tax timing differences, equal life 
group (ELG) depreciation, 1968-1969: flow-through, and: such 
rate base items as plant capital, CWIP' ~:-mater1al$ and supplies 
(H&S), working cash, depreciation reserve, and: deferred, tax 

reserve. 
The results of operationsdata for total company 

operations were presented into evide'CCe on behalf of General 
by its budget director L. E. lIegge, by its vice president

revenue requirements It. L. Ohlson, and" by network engineering, 
manager A. R. Bush, and for the California intrastate operations 
by its business relatioU8 director G. G. Hascall. Staff 
presentations were made by various subsequently identified 
staff members. Rebuttal testimony was presented on behalf 
of General and rejoiner test~ny was presented on behalf of 
the Coumisaion staff as subsequently discussed • 
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A. REVENUES 

General 
Supervising utilities engineer E. Marks presen~ed 

testimony and exhibits on settlement revenues as well as 
separated results of operation. Local revenue estimates were 
presented on behalf of the Commission's Communications 
Division (CD) by utilities engineer J. Geigenmuller. The 
total operating revenues consist of local service revenues 
which include monthly charges (ineluding s~mi?ublic tele?hones)~ 
message charges (including mUltimessage uni~s (MMU) and ZUM)~ 
service station revenue~ local private line revenue and other 
loeal service revenue~ interstate toll service revenue~ 
intrastate ~oll service revenue~ and miscellaneous revenues. 
An amount for uncollectibles is subtracted from the total 
revenues to obtain total o?crating revenues. General's and 

" 

the Commission staff's 1982 ~es~ year o?erating revenue 
estimates at presen~ rates are tabulated below~ together with 
the adopted revenues: 

I~em -
Loeal Service Revenue 
Intrastate Toll Revenue 
Interstate Toll Revenue 
Miseellaneous Revenues 
Uncollectibles 

$ 

General CD Adoo~ed 
(Dollars in-Thousands) 

630~295 $ 647 ~204 $ 647 ~652 
742,280 

375,622 

112,118 
(29,897) 

728,025 739,685 

~87~294 395~052 

116~4S2 l16:t452 
(32,500) (32,500) 

Total Operating Revenue $=1=,=8=3=O~,=4=18~~$=1~,=8=6=4=,~4=7=5===$==1=,8:8:6=2=3:4:;1 
(Red F igu.re ) 
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Operating· revenues may J::>e divided into two broad cat~ories: 
revenues involving settlements with connecting telephone companies 
and revenues not involving settlements with connecting telephone 
companies. Through the settl~me~t proceSs General receives 
revenues Which reflect~ its separated (e.g. intrastate) cost of 

providing services jOintly wi th the connecting company plus a 

return on its investment in facilities required to provide the 
services. Tbe adopted settlement revenues are based on the 
separated levels of adopted results of operations expen~ and 
rate base levels discussed below. 
toeal 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 Gener.ll, this forecast was in error in that it neglected 
to reduce the estimated local service revenues by the amount of 
the' service surcredit. Subsequently, Generalis willing to accept 
the nonsettlement portion of the staff estimate provided it.is 
reduced by $13,30.5,000 to reflect the service SJrcredit ordered by 
0.92366a According to the record, the latest estimate of CD was 
based on simple trend lines includin<] totals of Ceneral'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 <]ranted by 0.92366 and founded 
on the assumption that the trend line would approximate the p're
decision results. On cross-examination Cors witness Geigenmuller 

indicated that after General informed CO of General's estimating 
error, he comoared 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 

. . 
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applied to the 1982 test year es~imate does not result in an 
estimate sufficiently different f=om cots original esti~ate to 
justify a change in this recommendation. 

The two cate9'ories of local service reve:lues which .. . 
are derived via settlements are message ch~iges and extended 
are~ service. The settlement revenues for both of the categories 
as expl.)ined above reflect the ~do?ted 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 cos~s for providing interstate service and return on 
its investment allocated to interstate service. '!he return 
received is common for all participating companies and is 
known as a settlement ratio. Intrastate revenues cO'D.$ist of 
message toll~ wide-area toll service (WATS), and~ private line 
toll. In a process similar to the above-deseribed division of 
revenue procedure for interstate service, General receives toll 
settlement revenues from Pacific for toll service provided:· 
within California .. 

The principles of telephone eost separations have been 
used by CD and General to develop estimates for interstate and 
intrastate toll revenues and to develop separated results of 
operations for the test yea~ ending December 31, 1982. The 
separations factors which were used to allocate costs for 
test year 1982 were based on recorded data and historical 
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 t~ separa~e the 
estimated total results of operation and developed toll 
settlement revenue estimates • . 
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The difference between cots and General's estimates on 
both intrastate and interstate toll revenues relates to differences 
in estimated expense and inves~~ent levels and estimated settle
ment ratios. The CD-recommended interstate toll settlement r~tio 
which reflects the increase ;"n mesSage toll rates authorized by 

• 6' •• 

the Federal Communications'Commission during 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 
discussed and adopted expense and rate base items. 
Miscellaneous Revenues 

Miscellaneous revenues consist of telegraph commissions, 
directory advertisitlg.~ rent revenues, and other revenues. The 
staff's estfmate of $116~452~OOO exceeds General's esttmate of 
$112.118»,000 by $4,334.000.. !be- staff's estimate based on 

I • 

later data will be- a.dopted. 
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. !he staff est~te based on later data 
will, be adopted'. 

:&. MAINTENANCE EXPENSE 

General 
Maintenance expense consists of the cost of labor 

and materials and related administration charges for the repairs 
and rearrangements of operati1lg. plant. !he staff presentation 
of maintenance expense for the staff's results of operations 
report was made byseuior utilities engineer C. O. Newman. 
Direct and rebuttal testimony on maintenace expense was 

presented on behalf of .General by its budget director L. E. 
Hegge • 
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General follows the Federal Communications Commission 
(FCC) Uuiform System of Accounts. for telephone- companies but 
further subdivides the FCC icco~ts into ''R''" for repair or 
"M" for moves and changes.. Genera.l t s network engineering and 
construction, service, switching services, and supply and 
transportation departments have the primary responsibility 
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 
construction. The following tabulation compares the 1982 test 
year estimates prepared by General and CD, together with the 

adopted amounts\. ~ basea for the adopted results are discussed 
in the ensuing paragraphs • 

Acct. 
No. 

602 
603 
604 
60S 

606 
610 

612 

General!'/ Account CD Adopted -
Maintena'DCe 'E?!iP!nses (Dollars in Thousands) 
OUtside Plant $. 41,483 $. 42,439" . $. 41,.483. 

Test Desk Work 29,256- 29,991 
Central Office Equipment 136-,036- 148:,984 
Station Equipment 154,724 159,866-
Buildings and Grounds 7,927 8:,079-

Maintain Transmission 
Power 10,426- 10,284 

Other Maintenance la162 1a 173-
'total $381.014 ~OOI816-

!,f General's figures include a negative adjustment 
of $960~OOO for labor class 06 included in CD's 
esttmate and stipulated to by General • 
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The method used .by Gener:al_ in estima~in9' lal'x>r . 

costs parallels the method followed in the actual payroll 
transactions on its.·booka of "accounts. Each'bourlypaid 

employee and most of management employees are assigned' to 
appropriate labor group aud associated pay.roll clearing accounts. 
The remaining. portion of management employees is. assigned 
directly to final accounts instead of payroll clearing accounts. 
'l'he· 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 construction additions, 
includ1ug cost of removal and salvage value based on various 
inputs which include employee levels, material, 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 
esttmated need giving recognition to changes aud growth patterns 
in operating procedures.. The estimated number of managerial 
employees was based on the ratio of management to hourly 

employees • 
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CD's engineer followed Generalts estimating procedure 

for determining the number ol hC?urly management employees for 
1982. applied average wages for 1982 based on 1979' recorded data~ 
increased to reflect increased labor rates:. and used labor 
dollars as the vehicle for estimating nonlahor expenses where 
a relationship' existed and trended or averaged' those expenses 

that had no relationship to labor. According to this. witness:. 
most of General's labor estimates were equated ~~ producti~ty 
(hours per unit of measure) and this productivity was compared 
to the recorded amounts for prior years. Where the productivity 
derived from General's estfmates appeared reasonable:. it was 
used by CD's eugineer, 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 experience 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) i.n all but labor class 

• 

, ' 

06- (1£-06). 'Ihe productive hours per employee used, by General 

appeared' reasonably accurate. For I.C-06 General used' 1,'727 
productive hours per employee per year for estfmatiug 1982 
h~urly 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 negative $960:.000 • 
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General stipulated to this $960.000 adjustment and General's 
originally estimated fi.gures w~e adjusted by this amount in 
the tabulation appearing ab~e. " , 

The difference between CD's and General's estimates 
results from· the LC-06 adjustment above discussed, different 
estimates in the number of telephones. different estimating 
procedures. and/or different productivity factors. As noted:. 
LC-06 labor adjustment was stipulated to by General. General 
used an estimate of 4,566-.029 average total telephones in 

1982 as compared' to the CD engineer's eS1:imate of 4.482.992 
average total telephones. CD's estimate was- prepared 
usin9 later data and will therefore be adopted~ 

Outside Plant. Account 602 
Desk Work,. .Account 603 
Other Maintenance J!!Xpeuse J Account 612 

For these three ac:Cota:lts, the productivity factors 
resulting frOm General's labor estimates were found to be 
reasonable by the CD engineer who used them in arriving at his 
estimates. The difference in account est1mates therefore 
relates to d:tfferent estimates of telephones and. as previously 
stated, we will adopt the, 8taff' 8 estimate based on later data. 
Central Office ggpipmep.t 

Account 604. repairs of central office equipment, is 
subdivided into three subac:co'a1'lts: M-20 and R-20 for central 
office moves and changes and repairs, respectively, and R-27 
for frame mafntenance~ CD's estimates for central office moves 
and changes (M-20) is $16~744~OOO as compared to General's 
estimate of $17,036-,000. !he difference is- due to' a d·:tfferenee 
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iu the number of telephone estimates and consequently we will 
adopt CD's estt=ate for this su?aeeount. 

'I'he differeuce. in" est'imates fOr central office repairs 
(R-20) and frame maintenance (R-27) reflects differences between 
CD's and· General t S estfmates of prodw:tivity 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 prtmarily due 
to General t s unprecede1lted h:i:ring of new perso1l1lel. Such . 
hiring. had subsided by 1979 and, in his opinioll~ General 
should have uow 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 witlless~ 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 thau the 7.54 recorded for 
1980 and more than the 7 .43 of 1979·. 

Witness Newman testified that it was called to his 
attention that clerical and conference and training time was 
not included in the computations of his productivity figures 
used in his estimate but was included in the productivity 
figures he derived from General t s 1982 estimate for R-20· 

expenses. As a result. General t s 1982 estimate of a .. 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. "acc~unt aud' concluded' that it 
adequately covered clerical and conference and traiDing time; 
however, the productivity estimate of 7.5 showed in the 
original tabulation should be revised to 7 ~ 00 to be comparable 
with other f:lgures. 

According to this witness' testimony, a similar 

situation prevailed for Accotmt R-27. ,~a· result, General's. 
estimate for R-Z7 labor with a productivity factor of 2.24 
hours per hundred telephones should be 2.09' to be comparable 

with the other figures .. 
General's witness Hegge testified that the allowanee 

for conference tra:lniDg and clerical aetivi.ties included in 

CD's estimate, which be computed to. be- 7 .l~, was inadequate 
as indicated by the 1980 recorded figure of U .5~ and a 198;1 
budget estimate of 13 .. 8'7.. He further testified that the· 
estimate of 13.8t for 1981 would hold true for the test year 
1982 because the emphasis in 1983 upon conversion to electronics 
iucludiug digital as well as ongoing training nll require 
training and' elerical support to be continued at least as high 

as the 1980 and 1981 level. Usin9 a 13 .• 8%, time for 
conference training and clerical activity and: using witness 
Newman's method would have resulted fn-i productivity 
factor of 7.97 and would produce a R-20 dollar estimate of 

$102,962»000 compared to witness Newman's est~te of $90.890.000. 
The same procedure applied to witness Newman's R-27 estimate of 
$22,402»000 would result ~n au 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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staeion Eqaipment 
Account 605~ repairs of staeion equipment, is subdivided 

into five subcategories co~lsting of large -PBX (M&R 30). station 
equipment (M&R: 45) ~ and equipment production center (M-44). CD 

accepted General's estfmate for repairs and moves and' changes 
of large PBX equipment. !'he balance of the labor charge 
differentials in this account relate to differences in estfmates 

of the number of telephones. Consistent with our other adopted 
results, we will adopt CD t S estimates based on. later data. 
CD's estfmate for the equipment production center portion of 
this account is $30~061,OOO as compared with General "5 estimate 
of $33,407,000, a difference of $3,34&,000 or ll.rt ... 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 
en9ineer used the same method but startee with 1980 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 c6mputin9 the contract portion of the

other portion of this subaccount .. ' CD t S engineer fowd the 
contract amount fluctuated from one year to the next and 
consequently used a 3-year avera.ge 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 
Account 606, repairs of buildings and grounds, is 

divi~ed by General into tw,o, SU~CCOtnlts:' M~12'· consisting of 

contracts and R-12 consisting. of repair labor.. After review. 
CD's wituess accepted the expenses in M-12 account of $304,.000 
as reasonable.. General estimated the R-12 account for 1982 
at $-1,716,,000 as compared to CD's estimate of $7,623,000. 
The difference in the estimates results. from differences in 
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 

transmission 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 1.4l. General's estfmate provided for annual 
inC1:eases of 201. on a 1980 estimate used as a base.. CD's 
estfmate was based on the estimated kilowatt-hour usage and 
the estfmated price per kilowatt-hour, and reflected an 
electrical energy base rate of $0.023 per kilowatt-hour which 
became effective January 21, 1981 and an energy cost adjustment 
clause (ECAC) rate of $0.067 per kilowatt-hour derived ,from 
escalating the !CAe rate for 1981 of $0.041 per kilowatt-hour 
by 3.3% every four months through 1982. CD's estimate appears 
reasonable and will be adopted • 
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Maintenance Balaucing Account 

On his own initiative, ,CD's utilities engineer .. .' 
T. I. Toczauer reccnrmended. that General 'be Ordered to- set up-
& balancing aceaant for traffic expenses, commercial expenses 
(with the exception of Account 649',9~~~ry .. ~s) ,_.:md mainte."'lanCe 

expenses to assure that savings from- authorized traffic and 
commercial expenses either be used for service t=provemeuts 
above and beyond the original maintetl11uce expense allowance" 
be refunded to the ratepayers, or be recorded in a balancing 
account requiring Commission authorization on how it woald be 
used. This recommendation was neither endorsed nor opposed by 
CD. 

General argues that all can agree that equipment 
maintenance is important and that lack of adequate maintenance 
can affect service'level.. However, according. to- General, 
there are a tlllmber of reasons that singling. maintenance oot 
of the many complex facets of the telephoue business fen: special 
~eatmeut is impractical and- probably unworkable.. Included 
among these reasons- are: 

1. the proposed intrusion of this Commiss ion 
into the prerogative of management ... 

2.. Tb.c prevention of managemen.t t s ability to
allocate finite financial resoarces to any 
sphere of operations which require such 
resources based on the need existing at any 
given time. 

3. The timing. of withdrawals cd/or deposits 
to the balancing. account and the adminis
tration of such an account have no~ been 
adequately addressed on this record • 
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Because ebe current tnflationary period results in 

General.· s _ filing fo~. agenera~ ;r~t~_ increas.~ every Other:.xear, 
ita expenditures in mainteua'DCe~ 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 unnecessary and will not 
be authorized. 

c. 'tRAFFIC EXPENSES 

Traffic §!pense Estfmates 
Testimony on the traffic and commercial expense 

portions of CD's results of operati~nsreport was presented int~ 
evidence by utUit.1es engineer T. I. Toczauer. 

According to his. testimony, the traffic expense 
estimates were prepared by considering the latest recorded 
expenses and adjusting for anticipated growth. inflation. 
and efficiency. This witness used several methoQs in 
preparing his. estimates of traffic expenses. The results 
8ener~ly bracketed General's estimates of the v~lous expenses. 
Consequently. this witness adopted General t s estimate for ,total 
traffic expense 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 ..co1Dllleicial expe~es was presented 
into evidence by utilities engineer T. I. 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: 

:Icct.: · . · . . . .' . 
: No. . Item · Staff : General ':Ada;ted : . · (DOllars iii Thousan ) 

640 

642 

643 

644 

645 
64S 
649-
650 

Commerc~nses 
Geiieril ~iil Admin., $ 7,386 $- 7,38& $: 7,386 
Advertis!llg 5,807 5,362~1 5,807 ' 
Sales Expense 15,782 16,508: 15,782 
CollnectiDg COmpany Relations 1,331 1,331 1,331 
Local Coumereial OperatiotlS 84,007 8S-,4~1 84,007 
Public Telephone Commissions 2,970- 2,970 2,970" 
Directory Expenses 53,837 53,352' 53,83-7 
Other Commercial Expenses Z9 c 29- 29-

'rotal $1711199- ~173140~, ~1711199' 

~/ CD figure stipulated to by General. 
bl S171,168 stipulated basis by General • 
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According to the record, CD based its estimates on 
an analysis of ongoing and rec,orded extX!1lSeS adjusted for 
unusual and nonrecurring· ~es, inf~tion and data 
obtained from field trips, data respot18es, and discuss ions 
with General's employees; consideration of the effects of 
1cnown and. platmecichanges in General's operations; and 
efficiency levels. The estimates were prepared' by considering 
the latest recorded expenses and adjusting. for antici.pated' 

growth, inflation, and efficiency. 
For Accounts 640,General Commercial Administration, 

644, C01l1lecting Company Relations, 648, Public Telephone 
COIJIJlissions, and' 650, Other CouIDerc ial 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, i.s 

$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 aclvertis.ing expenses conducted nationwide by 
GttSC. General stipulated to this. adjustment. Consequently, 
we will adopt the staff's esttmate for this account. 

CD's estimate for Accouut 643, Marketing and Sales 
Expense, is $15,782,000 and is $726,000, or 4.61 less than 

General's estimate of $16',508:,000. 
'Ibe $726,000 difference is due to an adjustment of 

$272,000 to Phone Mart expeuses and' a $454,000 adjustment 
~elated to tlational advertising. The Phone Mar,t adjustment 

reflected the allocation of additional sums to nonregulated 
retaU sales activities ,of Phone Mart. Geueral stipulated to

this adjustment. The $454,000 adjustment made by the staff 

-55-



• 
A.60340, 011 88 ALJ/emk/bw 

reflects the deletion of a portion of national advertising 
expense whi.cb. is charged to this' account. The staff 

" . 

adjustment appears reasonable and will be adopted • 
. CD r s estimate for Account 645, Local Commercial 

Operations, is $84,007,000 and is $1.408,000 less than 
General's estimate of $85,415,000" The- difference reflects 
the staff's adjustment of allocating approximately 101. more 
of Phone Mart expenses to unregulated retail sales. This 
adjustment was stipulated to by General and the CD estimate 
will therefore be adopted. 

CD' s estimate for Account 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 m.ore recent 
information from the Directory Company a.nd will therefore 

• be adopted. 

E. GENERAL AND OntER OPERATING EXPENSES 
The staff's presentation on genera.l and other 

operating. expenses, excluding. Account 674, General Services 
and Licenses, was made on behalf of the Engineering Analysis 
section of RR:D by utilities engiueer R. 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 accounts are the test year 
1982 estimates prepued by Reven!J~ Requi:ements Division a."l.d 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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: :Ac:ct. : : - :J./: 
:_N~o~.~ __ :~ ________ ~A~c_c~o_u_n_t __________ ~· __ S~t_a~f~f~~:_Ge __ n_e~r_a~l~-__ : __ A~d~o~o~t_e_d __ : 

(Dollars in Thousands) 

661 
662 
663 
664 
665-

663 
669 
671 
672 
674 
675 
677 

General Office Sa1:J.ries & 
£x?enses 

Executive Department $ 2,907 $ 2,.907 $ 2,907 
Accounting Department 50,609 50,.750 50,.750 
Treasury Department 467 727 727 
Law Department 1,35.5- 1,490 1,355-
Other Gen. Off. Salaries 

& Exp-. 41,;580 41,917 41~5S0 
Equal Employ. Oppor'!:. Adj. (42 (4~ . ~4) 

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

Other O~ratin8: Exeenses 
Insurance 2,.018 2,096 2,018-
Accident and Damage 311 311 . 311 
Ope-;r:ating Rents 17,297 16,303 17,297 
Relief and Pensions 103,006 103,006 103,SlO~/ 
General Services & Licenses 19,.203 25,.474 19,528, 
Other Expenses 1,022 1,022 1,022 
~. Charged to Construction 

~12z6S6)~/ (Cr.) ,12 ~5822 ~11244S2 

Total Other Operating 
130~275 Expenses 136~764 131,300 

Total General & Other 
Ot>er~ting Expenses $227 t 189 $234;r551 228.615 

(Red Figure) 

~/ General's original est~tes before stipulations 
were as follows: Account 661-$3,167, Account 
663-$1>037, Account: 665-$42~036, Accourle 668-
$2,271, Account 672-$109,150~ Account 674-
$26,212, and. Account: 675-$1,022 .:lnd Equal /' 
Employm~n't OPPo,r'tuni ty ",djuztmc-nt - $4. ./ 

~/ Consistent with a'dopted pZlyroll a 

• 
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General Office Salaries and Expenses 
General office salaries and expenses (Account 661 to .. 

Account 665. inclusive) are those operating costs incurred in 
performing the executive, accounting,. treasury. law" personnel, 
public relations,. engineering,. and other general office fuuctiotlS. 
The cost includes salaries,. office supplies,. and periodicals,. 
contracts for outside services,. together with traveling and 
other expetlSes of general office employees. Engineering 
Analysis' estimate of Account 661, Executive Department,.. for 
the test year 1982 was $2,907,.000 as compared to Genera.l's 
estfmate of $3,167,.000. The difference was due to an adjustment 
made by the Engineering Analysis: witness for lobbying expenses 
of the governmental affairs department as recommended by the 
accountants. General stipulated to this adjustment and 
Engineering, Analysis' estimat~ 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 General's estimate of. $50,750,000,. 
a difference of $141,000. The $141,000 difference reflects 
Engineering Analysis witness' adjustment for uubudgeted, 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 engineer 
to adequately evaluate the impact of APS ou his. test year man
power estimate. the Engineering Analysis' witness recommends 
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that $141~000 for four additional employees budgeted for cest 
year 1982 be disallowed. 

General f s witness "Hegge presented' rebuttal test imony 
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 

tmplemented in 1982 or not, these employees ~ll 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 dollar amount 
for this account will be $50,750~000. 
Treasury Department 

Engineering Analysis t estimate of AccoU'llt 663" 
Treasury Department, for the test year 1982 was $4&7,000 as 
compared to General's estimate of $1,037,000. The $570,000 
difference consists 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. General stipulated to the exclusion 
of the $310,000 duplicative budgeted cost. 

According to Engineering Analysis witness Mirza IS 

testimony, the $260,000 credit liue fee is not necessary to 
sell commercial paper or to obtain short-tenn 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- tbe 
test imo'O.y of Geueral t s witness 0 'Rourke,. tbe $260,000 represents 
payments by General to banks for credit lines for approximately 
$2 million maintained by General. He further testified that 
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by maintaining these bank credit lines~ General is judged 

less risky and therefore attai~ 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 ra'tes. General • 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' estfmate 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 eltmiuation of anticipated legal fees associated 

with the tax rebate ease. Engineering Analysis' witness 
testified that it is uulikely that these legal services nll 

be required because the tax rebate ease is now being decided 

by the U.S-. Congress. He stated that it ap~ars likely that 
the legislation now pending in Congress will be enacted. 
\';hether this is still true or not, adoption of' the staff 
adjus~~ent may provide General an additional small incentive 
to see the legislation enacted. Under these circumstances, 
the staff adjus~~ent of S135,000 app~ars reasonable and will 
be ad¢pted, leaving an Account 664 expense for the 1982 test 
year of Sl,355,000 • 
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Other General Office and 
Salaries and Expenses 

Engineering Ana1ys'u' ~ estimate of . Account 665~ Other 
General Of:ice and Salaries ar.e Expenses,. is 54l,.699,.000 before taJ:or 

Oass 06 adjustment for t."'le 1982 test year as compared to General f s estil'nate of 

$42,036~OOO~ a difference of $33-7,000. This $337,000 difference 
consists of Engineering Analysis' estimate of $617,000 lower 
estimate of engineering expense whicnwas partially offset by 
an inclusion of $280,000 for tuition aid cost. Engineering 
Analysis' adjustment of $617,000 consisted' of the application 
of a 3.6~ or $558~OOO underrun . experienced by General for the 
year 1980. The application of this 3.61. difference to the 
1982 tes,t year results in a decrease in the 1982 budget figure 
of $,737 ~,OOO.. This. $737 ~OOO decr~ase was reduced: by $119,000 
for the LC-06 adjustment, leaving a net difference of $618,000 .. 
This adjustment appeus 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 197&, 1979, and 1980. This amount 
appears reasonable and will be adopted, leaving an Account 665 
amount for test year 1982 adopted for the purposes of this 
proceed"ins. of $41~580,OOO. 
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Insurance 
Engineering ADa.lysj-s r :estimate for Account 668, 

Insurance,. was $2,018,000 as compared to General's estimate 

of $2,271",000, a difference of $253,000.. The $253,000 

difference is due to estimating errors of $175,000 by General 

and a lower insurance premium estimate of $78,000 by Engineering 

Analysis. General stipulated to the $175,000 estimating error 
adjustment. l'he lower insurance premium estimate of $-780,000 

advocated by Engineering AnalysiS is based on later data than 
was available to General and will therefore be adopted. 

Adopted expense for Account. 668- is therefore $2,018,000 as 

estimated by Engineering Analysis. 
Accident and Damage 

Engineering A:oalysis and General estimated expense 

of Account 669', Accident and Damage, to be $311,000. 'Ibis 
figure will be adopted. 

O~rating Rents 
Zngineeriug Analysis' estimate of Account 671, 

Operating. Rents, was $17,297,000 as compared'· to General r s 

estimate of $16,303,000, a difference of $994,000. Engineering 
Analysis r estimate was based on more recent data indicating 

that higher operating rents 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 General's origi:1lal estimate 

of $109,150,00(). After review, General stipulated to the 

staff's estimate of S103,006,000. However, consistent with our 
adopted payroll we will adopt $103,.$10,000 for this item • 
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General Services and Licenses 
As discussed in the s~ction under Affiliated Interests s .. 

we adopted as reasonable for this proceeding $19,528,000 for 
Account 674~ General Services and Licenses. 
Other Expenses 

Both Engineering. Analysis and General estimated the 
expense for Account &75, Other Expenses~ to be $l s 022,OOO for 
the test year 1982 .. This figure will be adopted. 
Expenses Charged to Construction-Credit 

Engineering Analysis' ~timate of Account 677, 
Expenses Charged to Construction-Credit~ was a negative 
S12,582,000 for the 1982 test year as contrasted to General's 
estfmate of a negative $11,44&,000, a difference of $1,l34,000. 
The difference between these est~tes relates to the allocation 
of payroll expense'for general office personnel. salary grade 8 

or above, to capitalized construction on the part of Financial 
Analysis as contrasted to General's treatment of expensi~ 
these managerial salaries. According to the record, personnel 
expense under the accounting change proposed by Engineeriug 
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 current 
construction program, it is difficult to conceive of any of 
the managerial personnel not being· involved in one way or 
another .. tt Such an. observation appears as val id today as it 
did at the ttme of the issuance of D.92366 and we will therefore 
adopt the stafft s expense estimate as adjus~ed to recognize 
ado?ted ?ayro11 for Account 6i7 of a ne9ative $12,.686,000 • 
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F. TAXES 
Test~ony and exhibit~ were presented on behalf of 

RRD on ad valorem aud other. "state and local' tax expenses by 
utilities engineer A. A. Mangold" on payroll taxes by research 

analyst S. A. Miller. and on taxes based on income by financial 
examiner N. Cp Fabian. In addition, research program speci.alist 
D. '!. Gardner preseuted 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 ~low are the 1982 test year estfmates of 
taxes other than income as presented by General and the 
Coumission staff ~ together with our adopted figures. The 

bases for our adoption of these figares follows .• 

.. :Engineer- : .. · . 
:Acct. : . ing . .. .. .. .. 

· · · .. 
: No. · Account :Ana.l~iS : General : Adoyted: · ( lIars in Thousands 

0uati~ Taxes 
307.1 Valorem taxes $38,460 $ 40,894 $39',888 
307.4 Other State and Local Taxes 240 294 240 

Subtotal 38·~700 41,18S 40,128 

Pffi011 Taxes 
307p5ifOrnl.a Unemployment Ius .. 1,837 1,900 1.856-
307.6, Federal Unemployment Ins. 655- 681 664 
307.7 Federal Insurance Contribu-

tion. Act 32 2139 332120 32:11 506-
Subtotal 34:1 631 35:1 701 35:11 026 

Total Taxes Other Than On 
Income $73~331 S 761889' $-75 1154 
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Ad Valorem Taxes 
General's estimate. of:$40~894,OOO for Account 307.1~ 

Ad Valorem. Taxes~ was derived by the applica.tion of the latest 
effective tax rate of 4.74 available at the time General made 
its est~tes times 251. of the market value which was computed 
on the average ratio of market value to net investment of 
97.051. for the 5-year period 1976 to 1980. Engineering 
Analysis J estimate was similarly computed using the then 
latest available tax rate of 4.691. and the 1980 rati~ of 
market value to present a net plant investment of 91 .. 6"7. to' 
yield its estimate of $38~4607000. General agrees that the 
latest effective tax rate of 4.69"7. 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 lS80 figure used 1:>y Engineering 
Analysis. Engineering Analysis t witness testified' that the 
ratio of market value to the net plant investment dropped to 
95.41. in 1979 and 91.61. in 1980 after having held constant at 
close to 100"7. for 1976~ 1977, and 1978. Engineering Analysis' 
use of the recorded figure 5~% 1:>elow the latest 5-year 
recorded average appears unjustifiable; s!m.i.larly, General's 
use of the 5-year average in face of inclicate<!' downward trend 
in the percentage used is not justified. Under these circum
stances, we will adopt as reasonable a figure of 951. ratio 
market value to net plant investment and a tax rate of 4.691. 
to yield an ad valorem tax of $39~888,OOO • 
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Other State and Local Taxes 

Engineering Analysis ~stimated Account 307 .4~ Other 
State and Local Taxes~ at .$240~000 as compared to General's 
estimate of $294~OOO. Engineering Atlalysis' estimate~ based 
0'0. the trend for the S-year period 1976· through. 1980~ appears 
reasonable and will be adopted. 
Payroll Taxes 

Payroll taxes paid by Geueral consist of Account 307.5,. 
California Unemployment Insurance~ 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 Analysis as $34~63l~000 as 
contrasted to General's estimate of $35~70l~000, a difference 
of $1~070~000. Both Engineering Analysis and General used the 
s~~e method in computin; 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. 
$1,8?6,000 for Account 307 .5, $664~OOO for Account 307.6" and 
$32,506,000 for Account 397.7, totaling $35~.026,OOO, reflect 
our adopted payroll levels • 
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G. TAXES!tASED ON INCOME 
General 

Differences between ceneral and RRD estimates of 
state and federal income taxes generally related to differences 
in estimated revenues and expenses. The adopted income" taxes 
in this proceeding are based on adopted revenues and expenses. 

Component items to' be considered iu 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, 
CCF'r" effective rate~ incremental ccn rate, and the impact of 
ER'l'A. 

Tax Depreciation 
Financial Analysis used General's tax depreciation 

estimate for this proceeding after making adjustments for the 
differences in the plant additions and depreciation estilllates. 
In the computation of CCFT t?e full benefit of accelerated 
depreciation has been flowed througn whereas liberalized tax 
d~preciation on a normalized basis was used for the 
development of federal income 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 r s development of deferred 
tax reserve for the test year 1982 and used its method in 
its computations. General t s deferred tax reserve estimate of 
$363,980,000 is less than Financial 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 • . 
Our adopted federal deferred.. tax reserve ref.lects our adopted 
values of depreciable plant and the depreciation rate. 
tTC - Financial Analysis' estimate of ITC for test year 1982 
used as a redu,ctiotl of FIT is on a rata.ble flow-through basis .. 
The I'IC realized on ?lant additions since 1971 is amortized on a 
full-year convention basis over the life of the plant additions. 
'F ixed Charges 

Financial Analysis' fixed charge estimate of $130,6&7,.000 
is less than General's estimate of $l64,2l7,000 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. Our 

adopted fixed charges reflect the exclusion of CWI? from rate 
base. 
Normalization of Book Tax Timing Differences 

Iu 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 capital1zed pens-ions, capitalized payroll taxes, capitalized" 
use taxes, and capitalized state income taxes caluc1ated for the 
purpose of comput ins federal income tax expense. Pens ions , 
payroll taxes. use taxes. and state income taxes are currently 
being deducted' from current income for tax pttrposes, thus 
reducing General'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 d'ifference between the 
actual tax liability and the recomputed tax expeusewould be 
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recorded in ~ reserve account for deferred taxes. Normalization 
of book tax timing differen:es ~ll increase General's 1982 
revenue requirement by about .$31 million. 

The Commission staff opposes normalization of these 
book tax t imiug differences based on its belief that this 
Commission and the California Supreme Court have long fa.vored 
flowing through such benefits to the utility ratepa.yers. In 
support of this position~ the staff witness quotes this 
Commissi1on f s response to the Federal Energy Regulatory 
Commission (FERC) Docket No. RMS042 dated July 3:t 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. 'rhe 
Commission advocates this policy because 
of its belief that if a utility normalizes, 
its debt and equity capital cost, for which 
the cous'Umers are responsible,.. will be less. 
california questions this premise because 
such a devise ~ores the traditional rate
making process of raising capital to a 
reasonable rate 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 consider such 
issues is in a proceeding which sets a 
just and reasonable rate of return 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 dec is ious , Financ"ial :Atialysis does not recommend the 
normalization of book tax ,t1m:ing differences other than 

accelerated depreciation. 

Witness Gardner opposed normalization of book tax 
timing differences: 

"This· argument is valid under ordirutty 
circumstances~ but when annual construction 
outlays approach 2~ to 251. of the utility's 
earnings base, adequate cash flow levels may 
not be obtainable by sfmply increasing the 
rate of return. To do so would require 
authorizations greatly in excess of returns 
earned on commensura,te-risk investments and 
violates the principles established by the 
Hope and Bluefield cases .. " 

This witness went on to state that it should be noted that 
neither General's nor the staff f s tax witnesses are aware of 
any existing tax law which would preclude the Commission from 
revoking the requested normalization of book tax timing 

di££erencesat a future date should such action appear desirable 
at that time .. 

In his rebuttal testimony, Geueral' s witness Hegge 
noted that FERC had rendered a decision on Docket No. RMS042 
requiring tax normalization. This rule (Exhibit 134 in this 
proceeding) was published in the Federal Register, Volume 4&, 

No. 93, '!ho.rsday~ May l4~ 1981, at pages 26613 to 26638. !'he 
rule amended Part 2 of FERC t S regulations to require a public 

utility :na.ld.ng a rate filing under tmFederal Power Act or an 
"interstate pipeline making a rate filing under the Natural Gas 
Act to use tax normalization for miscellaneous timing differences 
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to compute th~ income tax com?onent of its cost of service .. 
The rule requires a r..:l.te .lpplicant to 'Usc t..:l.X normali~tion 
for all timing diffe~ences tranS..:l.ctions C'xcept those addressed 
in prior FERC orders.. At page 26615 of this rule~ FERC states 
as follows; 

ff .... tax normalization better achieves the 
goals of equity and fairness 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 ~~th the expenses 
and revenues ther:lSelves. In terms of 
expenses only, this means that tax normal
ization matcnes tax benefits with cost 
responsibility. Tax normalization 
.:LllocOltes t:he tOlX benefits of an expense 
to the same time periods that the expense 
itself is allocated." (Oreer stolyed July 6; 1981.) 

It is noted that ERTA ooes not mandat~ 

the establishment of the normaliz.:Ltion of book tax timing 
differences as proposed by General. Furthermore, it is believed 
that increasesin internal source of funds that flow from this ~no 

otbers·of our recent decisions ~r~ rrorc th~n sufficient, ~s demonstrated in our 
oecision belO'W on a-:xp. Th~rcfore,. we will not unncccs~rily burden the rllt~ 

p~yers by the L~sition of th~ addition31 rcvcnu~ requirement resulting from 

normaliz~tion of the book tax timing differences. 
CCIT Effective Rate 

Consistent with treatment of other utiliti~s filing 
CCFT returns on a combined repo::t basis, :'inancial Analysis 
co~puted CCF! using the effective tax rate with the statutory 
rate as a floor. An ev~luation of the data provided indicated 
that General's tax rate was on the average less than th~ 
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." 
sta~utory rate. Therefore~ Fin.l(lcial Analysis used the 
Btat~toryrate of 9.67. for CCFT. This will be used for our 

, , 

a~opted results. 

• 

Incremental CCFT Rate 
Generalts CCFl' r.:l.te est.:l.blishC'd by the State Franchise 

., '-Tax·'rioard uses a three-f.)ctor formul.) which determincz the 

relationshi? of wages~ revc~ucs. ~nd ~VCY~g¢ net t~nsible 

property of all General system telephone op~ra.t:ions in 
California to wages~ revenues~ .:I.nd avcr~ge net ta.ng:i~le 

pro~rty of the total Gcner.,.l system. Since only the revenue 
factor changes in computing CCFT for reflecting .:I.n inct:,e.:r.se in 

" 
rat·es, this Commission h.:lS in thc p~st Ll:;ccl increment~l tJX 

, . 
rates for any increases in rates gr.:r.nted by the Commission. 
The increment.:!.l tax rate' developed for this proceeding is 1 .. 68 
and, consistent with our P.:l.st pr.:r.ctices~ will be u~ed in 

the computation of net-to-gross multiplier. 
ERTA 

On August 13, 1981 President Reagan sigt'led into 
law ERTA which providc(1 for.) new ':lcc('J(~r~lt(.:'d (lC'[,'ccci<:1tion 

system :0: business. The e::;tim.)tca ch'::ln'l(' in t.ct in<.:omc .;lnd 

rate case due to the direct c£fect~ o[ I':l,'l'j~ were set Lorth in 
Exhibit 18,8. ER'rJ\ ~lso institutes the I\ccclcr.:ltc(j Co:;t Recovery 

System (ACRS) for recovery proper ty pl.:.C'\.'cl i. n ~crvice .:. ftcr 

December 31, 1980. It lurther provides th~t norm.)li~~tion ot 

.lccelerated depreciation, uscful live::;, ':'1110 the invc::::tmcnt credit 
is mandatory for .:lll public utiliticc wi lh rr~'spcct to property 

depreciated under ACRS. Thesc provi::.ion::: ~lo not .:.tf.cct tbe 

AAA/AA trc-~tment of acceler~tc-c1 ccprcciution .:luthorizcd by 
0 .. 87838 for pre-1981 pro?erty. Accordin~Jly, i,)ending thc [in.:'.ll 

outcome ilnd resolution or the to:lX rC'm.:tnd lB.)tter (sec E:.;hibits 69 

ane 70), rates authorized in this deci:;ion :::h.;Jll he ::;;u»jcct to 

refune u'Oon fu:thcr ordcr ot the Commi :::; ion • .. 

• 
Subsequet'ltly,. the ?roceeding W':LS rcopened by ~n AW 

Ruling. to receive written evidence by :h..: parties :0 the 
proceeding on the effects of ERT,\. T!IC" ~::,hibit~:: filed 

by General and the Commission staff were received as I~te-filed' 

Exhibits 190 and 191 ~ res?ec"tiv~ly. Gener.:ll and the Comrniss ion 
staff computed the effects of ERT,\ USill'.i both.) lO-yc.lr 

and 5-yc.:I.r recovery period for central office ~quipment (COE). 
-72-
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The Treasury Department has ~pproved~ effeetive January l~ 1981> 
a reduction in the asset depreei.:ttion t'.:lngc (ADR) guidcli"C'e class 
for COE from 20 to IS years resulting in the clsssific~tion of 
sueh equipment placed in service on or ~fter January l~ 19S1~ " 
as 5-year recovery property for depreciatitn. 

Tabulated below is the 1982 and 1983 intrastate change 
in revenue requirement due to ERTA as computed by the 
Commission staff. General's computed ~ntrastate revenue require
ment reduction is $5-~547,OOO for 1982 and $13~283~OCO for 1983. 
Substituting this decision's authorized rste of returt"l of 12_71~ I 
increases the intrastate revenue reduction to $7;077,000 for 1982 
and $13,189, 000 for 1983. We will include the former in our 1 

adopted summary of earnings .:tod the latter in our computations 
of an 1983 attrition allowance • 

Cost of Serviee 
1. Additional ACRS Deprec iat ion 
2'. Statutory Tax Rate 
3. Current Taxes Payable 
4. Deferred Taxes Payable 
5. Ratemaking Tax Expense 

Rate of Return 

Inerastaee Operatiot'ts 
1982 1983 

(Dollars in Thousands) 

$ 48,601 
x 46% 

(11,356) 
22' ,.356 

$ 783 

$ 32,376 
(32 ~376) 
x.ll .. 97i. 
x 1.91 

(7,402) 

$ (6~619) 

$ 60~346 
(60~346) 
x 11.917. 
x 1.91 
(13,797) 

$(12 ~336) 

a/ - Consistent with original staff's results of operation:; for 
1983·3. 0.3% rate of return a.djustment is included in the / 
financial attrition a.llowance • 
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0.93851 dated December 15~ 1981 on these proceedings 
made revenues collected from .. Ja~y l~ 1982 on subject to 
refund pending our final determination of the effect of ERIA. 
Our inclusion of the effect of ER'.I:A. for both test years 1982 
and 1983 obviates the necessity of ordering any such refund. 
IOC -

Generalts estimate of this item was Sl~084~OOO for 
the test year 1982 as contrasted to the staff's estimate of 
$2~47l~OOO. The difference reflects the inclusion of IOC in 
lieu of short-term CW1? in rate base and is consistent with 
the Team's exclusion of short-term CWI? from rate base. As 

subsequently discussed~ we have excluded short-term CWIP 

from rate base. Consequently~ we will adopt the Team's 
estimate of !DC excluding short-term CWI~ from rate base for 
both expense and rate base. 
CCFT Flow-Through 

Both the Team and General estimated this, ~item to be 

$778.~OOO£or test year 1982. We will adopt this figure • 
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Gen~al 

H. TEtEPHONE PUNT ~ DEPRECIATION zxtn:'..NSE 
AND RESERVE, AND ~ BASE 

Exhibits and testimony on Chapter 13, Telephone Plant, 
and Chapter 15, Rate Base excluding Working Cash, were presented 
by senior utilities engineer ~. A. Mangold; testimony and 
evidence on Chapter 14, Depreciation Expense and" Reserve, were 
presented by utilities engineer oM. F. Yee; and evidence and 
testimony on the working cash portion of Chapter 15, Rate Base, 
was presented by utilities engiueer :8:. Y. Tau. In addition, 
utilities engineer K. P". Coughlan presented testimony and 
an e~~ibit o~ ELG depreciation, and research pr09r~~ 
specialist D. T. Gardner presented testimony relative 

to the inclusion of short-term CWIt> in rate base .. 
General's witness Hegge presented rebuttal 

testimony on M&S estimates presented by staff witness 
~angold and the working cash. presentation made by 

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

presented rebuttal testfmony relating to staff witness Coughlan's 
presentation on LtG depreciation • 
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Tabulated below are 1982 test year telephone plant~ 

depreciation expeuse and re~.erv~~ ·and rate base items as 
presented by RRD and Geueral~ together with'the adopted results. 
The bases justifying our adopted results appear in the following 
paragraphs. 

Item RRD General Adopted - (Dollars in Thousands) 
Tele2hone Plant 
IelepbonePlant in Service $ 4~33$~561 S 4,490,715- $ 4~490~715 

OHeighted Avg. Net) 
C'WIP 264~892 
Plant Ee1d for Future Use 376- 361 376 
Materials and Supplies 41~OOO 96~500 42~200 
Working cash C126~060) 5~850 (1.25,15-3) 
Depreciation Reserve (1~147~123) (1 ~ 146,.006-) (1~146~OO6) 
Def. Tax Reserve (368,484) ~363:t980) ~36:>1980) 

Rate Base before Adjust. 2,735,.270 3,348-,332 2,S98,lS2 

Adjustments 
IDe 26- 931 14,.662 37 ·,.318 
Automatic Electric (8:465) (8,.465) (8~465) 
Directory Company 
GTEDS (186) (82) (100) 
Norm.. BOok Tax Timing (11~135) 
ELG Depreciation (827) 
CCFT Flow· Through 5~845 5.641 5,845 
Average Reserve for 

Deferred Taxes ~ (40,379) 

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

(Red Figure) 
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Telephone Plant in Service 

Engineering . .Analysis' 1982 test year estimate of total 
weighted average telephone plant in service is S4,33S,5~1,OOO 

as compared to General's estimate of $-4~490~7lS~OOO~ a 
difference of SlSS,lS4,000 or 3.61.. For the test year 1982 
Engineering Analysis' estimate of gross construction expenditures 
is $780.0 million as compared to General's estimate of $777.S 
million. The differetlce in estimates of total weighted average 
telephone plant in service relates to different apportionments 
of gross construction expenditures to Account lOO.l,Telephone 
Plant In Service, and Account lOO.2,Plant Under Construction. 
In the yea:r 1980 the actual gross construction expendittIres of 
$656 million caused Account 100.1 to increase by $547 million 
or 83.41. of the gross construction expenditures and Account 
100.2 to increase by $109 million or 16.61.. of the gross 
construction expenditures. 

Acc~di'Og to Engineering Atlalysis t 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't to increase 
Account 100.2 .. Engineering Analysis' witness eesti£ied he 
used ehe average split for eb.e five-year period 1976 through 
1980 for each of the four major plant accounts contributing 
to CWI?, i.e. land and buildings, central office equipment~ 
outside' plant,. and general equipment,. with the resul,t that 
Engineeritlg Analysis' estimates of gross construction 
expenditures were split with increases to Account 100.1 of 
84.11. of the construction work and increases to Account 100.2 
of 15 .. 97... Account 100.2,CWIP, is in turn split into long-term 
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interest-bearing and short-term noninceresC-bearing CWIP. In 

1980 the split of the average b~lanee was 87. long-term and 
921. short-term.. Engineering Analysis used that split for its 
estimates for the years 1981 and 1982. 

According to the rebuttal test~ony of General's 
witness Regge~ staff witness Mangold's estimating procedure 
results in unrealistic results. He testified that with 
witness Mangold's method Account 100 .. 2",. On?, will always 

grow regardless of the level of gross construction expenditures. 
He noted that in the historical pattern of growth in work
order-related constructio~expenditures would not continue 
throughout the test year as indicated by a tabulation showing a 
decrease in the percentage increase over the previous year 
from 24.81. in 1980 down to 12.61. in 1982.. In addition. he 
presented a tabulation showing the historical relationships 
between gross cons,tructiou. expenditures and the level of CWIP 

for the years 1975 tbrougn 1980 and the projected relationships 
using witness Mangold's estimates.. This tabulation presented 
results which~ according to witness Hegge~ were unrealistic. 
For ex.am?le~ central office eqaipment~ representing the largest 
of the four components affecting CWIP". showed Account 100.2 
ending balances as a percent of gross additions ranging from 
64. i7. to 85,.41. of actual recorded balances for the period' 1975 
through 1980 and 107.17. for test year 1982 using witness 
Mangold's estimates. General's testimony and arguments are 
persuasive and we will adopc General's estimate of telephone 
plant in service of $4~490~715~000 for the purposes of this 
proceediDg • 

-7&-



• 

.' 

• 

A.60340~ OIl 88 ALJ/emIt/bw 

Depreciation Expense and Reserve 
The major issue b~twe~n'General and the Commission 

staff on this item is the .use, of ELG for future years. General 
~ently employs a straight-line vintage group (SI..VC) method' 
as prescribed by this Commission r s Standard Practice U-4 for 

depreciating the majority of its plant investment. The 
adoption of EtG for test year 1982 would result in an increase 
of $1~366,?OOO in depreciation expense and a decrease in rate 
base of $827~OOO. 

General advocates the use of EtG depreciation 
accounting because it permits depreciating each grou~ of 
assets over its actual life as contrasted to the SI..VC method 
which breaks down depreciable property into vintage groups 
consisting of all the plant and depreciation category 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 cbarges 
for the category which will equal the S'Om of the charges that' 
will be made in each vintage 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 =esulting in the 
accumulated depreciation account being reduced by more than 
the depreciation those items have generated'. As noted,9 
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 s~ivors 
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by deducting the amount already depreciated from the cost of 
the plant aud accruing the remaining cost over the estimates 
of the remaining life of the~ 's~ving units. While not 
disputing the theoretical advant~e of ELG over the SLVG 
method of depreciation~ Engineering Analysis. opposes the 
adoption of E'LG on the following bases: 

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

2. ELG will increase General t s revenue 
requirements with more depreciation 
accruals in early years with question
able benefits to the ratepayer. 

3. 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 only one of the estimates required for the determination 
of the depreciation accrual. The other basic estimate required 
is net salvage. According to this witness~ th~ 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 ~~e result that the 
apparent precision of the ELG method is only illusionary. 
This witness further testified that while General bas proposed 
ELG for all of its ?lant 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, EI.G shifts 
the capital recovery costs for a group toward the early years, 
thereby more accurately matchini, capital recovery to the 
consumption of asset life which further allows implementa.tion 
of the basic financial ?rineiple of matching. cost with revenues. 
The record in this proceeding confirms t:he fact that EI.G 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 ra.tepayers. 

Enqineering Analysis witness Cougru.an" testified t."".at the 
i:wlementation of EtG would reqUire addi tior.al records to be maintained by 

General and consequently would require additional regulatory 
review- by the Commission. Ibat such additional record-keeping 
would be required if ELG were authorized is not denied by 

General. However,"eeneral states that with the availability 
of the modern computer, such additioual record-keeping would 
present a minimum burden on General and therefore would be a 
minimam burden on the ratepayers. According to the staff, 
the record-keeping requirement for EtG is perhaps the most 

important reason for the FCC's li:niting ELG to new plant additions. 
After cons ideration,. we are not persuaded that the advantages 
~f the theoretically more precise ELG method in depreciation 
accruals outweigh the disadvantages to the ratepayer of the 
increased revenue requirement nor the disadvaneages to 
General and to the Commission, staff of the increased record
keeping. Consequently> we will not authorize ELG accounting 
depreciation practices • 
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Exclus ive of EtG considerations, General's estimate 
of depreciation expense is $361,078,000 or $13,082,000 bigher 
than Engineering Analysis: esti;:nate of $347',996,000,. and General's 
estimate of depreCiation reserve is $1~146~006~OOO or 
$1,117,000 less than Engi1leeritlg Analysis' estimate of 
depreciation reserve of $1,147,123,000. Differences in 
these estimates reflect Engineering Analysis' lower esttmate 
of telephone plant in service.. Consi,stent with our previously 
discussed adoption of General's telephone plant in service 
figures, we will adopt General's depreciation expense and 
reserve figures for the purposes of this decision. 
M&S -

General's estimate of M&S is $96,500,000 as contrasted 
to the Engineering Analysis:' estimate of $41,000,.000, 'a difference 
of SSS ,500 ,000.. The significant difference in these two estimat~s 
results from the inclusion by General in its M&S inventory of 
M&S used for construction and the exclusion of such M&S by 
Engineering Analysis. Engineering Analysis is of the opinion 
that M&s for construction should not be includ'ed 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 construction t~Accounts 100.1 (plant in 
service) and 100.2 (CWIP). 

According to the testtmouy of Engineering Analysis' 
witness Mangold, some of the lD3.terials 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 
construction expenditUl:es.. Accord,ing to this wit-qess, to the 
extent that such materials. have ~in the past 'flowed through 
Account 1220, Account 1220 should be adjusted if recorded 
amounts in Account 1220 are the bases for eS1:imating M&S for 
inclusion in rate base. 

However, in this particular case, witness Mangold-

1:estified that the recent escalation of construction 
expenditures has caused Account 1220 to escalate als~ and 
it is difficult to use recent Account 1220 balances to test 
the reasonableness of General's estimate. Ccnsequently,. 
Engineering Analysis did not use recent Account 1220 balances 
to derive its estimate but rather used the relationship' for 
the weighted average balance in Account 1220 of 0.947. of the 
weighted average balance. in Account 100.1 for the yectts 1973 
through 197& as the bases for his 1982 test year estimate# 
He noted that for test year 1980 the adopted M&S was 0.9Z1. 
of the adopted weighted average utility plant in service. 
Engineering Analysis t method of usinq 0.94% of the weighted 
average utility plant in service for test year 1982'~ appears 
reasonable and will be adopted. The application of the 0.9~ 
factor to our adopted weighted average net telephone plant 
in service figure of S4,490,715,000 yields $42,200,000 
(rounded) which we adopt as reasonable • 
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Property Held for Future Use 
!he staffrs estimate for this item f01: the 1982 test 

year is $376~OOO as contrasted to' Generalrs.estimate of 
$361,000, a difference of·$15>OOO. Set fO'rth in the staff's 
audit report under cO'mparative balance sheet as O'f December 31, 
1980 is prcperty held for future 'tXse cf $375,000. We will 
therefcre adopt tbe staff's estimate cf $376~000. 
CWlP in Rate Base 

General seeks authorizatiO'n to' have wcrk O'rders 
which have gross additions uncle-:' $25,000 Or a C'o~st't'uctioo 

period of 60 days Or less iccluded as plant in service an.d 
thereby be included in rate base, work orders which ha. ve 
gross additions over $25,000 and a construction period of 
~een 60 days and one year be treated as CWlP but included 
in rate base (short-term C~P), and work orders which have 
gross additions over $25,000 and a construction pericd of 
over cn.e year (IO'ng-term CWIP) be treated as CWIP and not 
included in rate base. Under General's proposal, the fI.J:-OC (some
times referred to' as IDC) would continue cO' apply to long
term CWIP not included in rate base. General'$ request as 
above-summarized contrasts with present practices ~ich 
treat work orders that have gross additions under $10,000 or 
a construction period of 60 days or less ,as telephcne ~lant 
in service to be included in rate base, and work O'rders which 
have grcss additions of over $10,000 and a construction peri.od 
cf over 60 days as CWIP • 
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Accordi~ to the testimony of General's witness 
Hegge, the proposal to raise th~ limit from $10,000 to $2.5,000 
is sound because price levels and interest rates have increased 
substantially since the $10,000 limit was established in 19$7. 
And, further, the $25,000 limitation is consistent with 
accounting procedures established by the FCC in Docket 
No. 21230 (68 FCC 2nd 902) amending. the FCC r s Uniform System 
of Accounts (31 C FR Sec. 100 .. 2) effective Janaary 1, 1979'. 
In his testimony, General's witness Hegge contrasts the 
inclusion of short-term CWIP iu rate base wherein the money 
is collected from the ratepayer in the same period as the 
money is paid out by the investor to the current !DC procedure 
used by this Commission which records the return on CWIP" as 
income in the current period and spreads the collection of 
tb.is return over the service life of the plant.. Under such 
an arrangement, according to witness Hegge, the ratepayers 
are further required to pay General a return on the return 
until the !DC is fully amortized as contrasted with CW!P 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 CWIP' construction includes such 
items as cables which include a variety of plant for both 
growth and modernization that benefit today's ratepayers. 
According. to General, these construction activities consist 
of such work as modernizing local and toll facilities, relieving 
the congested metropolitan networks, reestablishing p-lant margins ~ 
and restoring service l~~els; all of which benefit today's 
customers .. 
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lhe Commission staff opposes the inclusion of CWI? 
in rate base as a departure for traditional ratemaking as 
evidenced by the following dec~ions: Pacific's D.90642 
(1979); General's D.87505 (1977) 82 CPUC 15; San Diego Gas 
& Electric Company's D.87639 (1977) 82 CPOC 29l;Southern 
California Edison Company's D .. 86794 (1976) 81 CPUC 49; and 

Pacific Gas and Electric Company's D.86281 (1976) 80 CPUC 
396. The staff f'?X'thel: argues that although short-term 
noninterest-bearing CWIPwas included in rate base in 
General's most recent ra~e case, D.92356, 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: 

"1. Although CWIP iu rate base would theoretically 
improve earnings quality, there is no way to' 
measure the subsequent impact on either stock 
prices or bond ratings. 

"2. !he 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
cial health. 

"3.. Ratepayers should not be required to pay the 
utility a retura on plant which is not 'used 
and useful r .. 

"4.. J\FDC provides an incentive for utilities to 
complete construction projects in the shortest 
possible time. 

"5. CWIP in rate base makes present customers 
involuutary investors in new p-lant, from 
which they mayor may not receive a benefit. 
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"6.. AFDC properly allocates the cost of eonstruetiO'O 
to future customers who will benefit from the 
new ~lant. ' . 

"7 • ooP in rate base, when measured on a present 
value basis,. may be more costly to ratep,ayers 
than the addition of AFDe to rate base. r 

In the above-referenced Pacific's D.9064-2, it is 

noted that CWIP in rate base was not at issue. In General's 
matter, D.87505, we stated as follows: 

"In General t s case we are not convinced that 
inclusion of CWIP in rate base would necessarily 
lead eventually to a fair rate of return lower 
than would otherwise be required. In this 
connection it was brought out that General has 
minimal needs for additional external financing 
and that General's financial condition has 
improved as the result of nonnalization of 
Federal Income Tax expense and since in 
General's cas~ CWIP represents a relatively 
small portion of total ca?italization and 
AFDC a relatively minor item on the income 
statement and so long as the condition sub
scribed in the preceding paragraph obtained, 
the ratemaking treatment of CWlP shoald have 
little effect on the fair rate of return 
determination .. " (82 CPUC 15 at 29 .. ) 

Obviously,. these conditions do not prevail today iu 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 Compauy's 
D.86281 all relate to our exclusion of long-te~ rather ~1an short-te~ 

Cil? from rate base. Onder t.'ese cirCt.1li'St:arlces, t.'e eitatior.s ~oted 

by the staff in support of its pOSition a?pear to bear 
little, if any, relevance to this proceeding • 
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After consideration,. it a~pea.rs to us that the more 
persuasive argaments for the inclusion of shor~-term CWIP in 

rate base are the im.prove~nt: in. earni.ngs quality,. the increase 
in cash flow,. the elimination of AFDC cost over the operating 
life of the plant, and the elimination of ~aper income from 

General's income statements. From the record in this 
proceeding, it appears that the improvement in earnings woald 
have little, if any, impact on either General's stock prices 
or bond ratings; that at! increase in cash flow above that 
resulting from om: authorized earnings is not required and 
would unnecessarily burden the ratepayers; that when measured 

on a present value basis. in the present financial market, the 

addition of AFDC to rate base m~~ possibly ~pact· the rate

payer l~ss than CWIP in rate base; and' that AFDC income is 
presently correctly evaluated by the financial community • 
Under these circumstances,. we will not include short-term 

CWIP in rate base in this proceeding .. 
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The following tabulation compares Engineering 
Analysis' a~d General's est~t~s'of the effects, of inclusion 
and exclusion of sbort-term CWI? in rate base: 

Sbort-texm CWIP' 

Net lta~e %Sue 
Effec:1: of 
4FDC on Short-
Tem·CWIP 

Total 

ing1neSIipg Anall,1,' &~:1mate General'. Est:1m&t. 
IDere.ase 

1n 
Rate 
Base 

Present 
Polisy 

$ 0 

26,900 

261900 

General'. 
Proposed 
Polisy 

$486,500 

14,662 

501.162 

Inereaae 
1n General'. 

Rate Present Proposed 
Baae Polts: Policy 

(J)oll4rs 1n l'houaands) 

$486~0 $ 0 $264,892 

(12,238) 63,-1322 14,662 

474.262 63.322 279.SSf" 

(Red" Figure) 
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The difference between Engineering Analysis' estimate 
of $486~5007000 and General's estimate of $264~892~OOO was the 

~f' ~. 

amount of short-term CWIP pr.eviously discussedu:der telephone 
plant in service wherein we adopted General's estimate of 
$264~S92~OOO. It will be noted that for the period: 1979-1982 
General's estimate of the net rate base increase due t~ AFDC on 
short-ter,Q CWI? was $48,660~000 as compared t~ Engineering 
Analysis' estimate of $12 7 235,.000. !'he $36~422"OOO difference 
was due to the exclusion of MDC by Etlgineering Analysis for the 
years 1980 and 1981.. Both General and Engineering Analysis 
excluded 1979 ArDe.. According to the record~ the staff excluded 
ArDe 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; however~ it was based on the test year 1980. Couseqaently~ 

AFDC should be excluded for both 1980 and 1981. However~ 

because this decision excludes CWIP from rate base,. 1980 and 
1981 are the only years that AFDC should· be excluded from rate 
base.. Under these circumstances~ the net rate base increase 
adjustment we will adopt f~ this proceeding is $37,.318,.000,. 
reflecting the inclusion of AFDC in rate base for the years 
1979 and 1982. 

We will also ado?t General's proposal 'of classifying 
as short-term CWII> work orders of less than one year r S duration 
or involving less than $25~OOO in telephone ~lant expenditures • 
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Working Cash 

Working cash balance in, rate base is to compensate 
Gen~al for funds it has provided 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 General ~ together with 
OU'J: adopted results. 'I'b.e bases for adopting the specific 
amounts are discussed in the following paragraphs .. 

Engineering 
AnalY{is General Adoptee 

Doilars in Thousands) . 
Item -

O~ation31 Cash Re~irements 
Minimum Bank Balances $ 0 
Misc. Special Deposits 2~346 
Mise. Receivables 13,460 
Workitlg Ftmds . 414 
Other Deferred Charges 11,950 
Prepayments 10,459 

$ 18,404 $ 4,5l8 
2,346 2,346 

19,988 13,460 
414 414 

13,548' 11,950 
10,459 10,459' 

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

DeductiOns, Funds Not 
SU221ied: bI Investors 

Avg. Amount Available -
$ Rev. before Expenses 37,,445 

City Users Tax 205 
Employee Witbholdings 7,50S-
Other Deferred Credits 20,931 
Revenue Settlements 2,765 
Credit Received from 

$(26,927) $ 45,694 
205 205· 

7,674 7' 5&7 
20~931 20~931 
(1»923) 2,.765 

Suppliers 
Lag in Payment capitalized 

68,750 59,349' 64,050 

Items 27 ,088 0 271 °88 
Total Deductions 164,689 .s9~309' 168',,30'0 

Working Cash Allowance $(125,060) $ 5,850 (125,.153) 

(Red Figu%e) 
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Minimum Bank Balances 

Engineering Analysis ~xcluded min~ bank balances 
from working cash because as" of 'May 1,. 1980 'General has been 
paying activity fees for banking in lieu of maintaining 
compensating batik balances and the staff felt the minimam 
bank balance payment unnecessary. However,. the record 
indicates that minimum. bank balances ~e still required to' 

support General's approximately $200 million of credit line 
with some 20 banks to support General r s commercial paper. 
According to the record,. General is contractually obligated 
to maintain bank balances in the amouo.t of $4 ,5l8' ,000 in order 
to support the above credit line. We will use this atr.ount 
for the computation of 'WOl:king cash .. 
Miscellaneous Special Deposits 

Engineering Analysis and General both agreed that 
this item of operational cash balance should be $Z ,.346,. 000 
for the test year 1982 and this amount will be adopted. 
Miscellaneous Receivables 

Engineering Analysis' est~te for this item is 
$13·,460~000 as compared to General'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 included in rate base to earn a return while they are 
also earning interese for General. Engineering Analysist 
position 4?pearS reasonable and'will be adopted .. 
Working Funds 

Both Engineering Analysis and General 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 contrasted to Getleralfs estimate of $13,548,000. 
The difference in these estimates 'results from Engineering ... :. 

Analysis' adoption of Financial Anal~sisf recommendation 
pertaining to payments made prior to 1980 for M&S that havc 
not been received and closed work orders for materials in 
process of fabrication. The staff's position appears to be 
consistent 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 aeoptee. 
Average Revenue Before Expenses 

The average revenue available as .:l result of eolleetin9 

revenues in .ldvance of ?.lying expenses .:lnd t.:l.xes ane .:lccruing 
depreciation W.lS esti:n.:l.tcd to be .:l. neg.:l.tive $26,927,000 by General 
and a positive $37,445,0'00 by Engineering An.:l.lysis. The major 
difference in the estir:'tates is the amount of income tax USe<l in the 
leae/lag stuey. General used revenue .:l.t present r~te~ whereas 
Engineering Analysis computee income t.:l.xes at .:l.n .:l.ssumec 13~ 

companywide rate of return. TheadopteC ar:'tOl.lnt of $45,6-94,000 

assumes the authorized rate of return one includes the effects of 
General's D.93255 and Resolution '1"-10';51 and Pacific's O~93367. 

City Users Tax 

Both Engineering Analysis and Gener~l agree that 

this item should be $205,000. This amOU!lt will be adopted. 
Employees' Withholdings 

Engineering Analysis est~ates 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 •. Our adopted figure of $7,567,000 
reflects the payroll expc:lse associated with our adopted' 
leve 1 of eX?enses • 
Other Deferred Credits 

Both Engineering Analysis and General estimate 
this item as $20~931~000 .lod this fig\.."'T.'c will be ado?ted. 
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Revenue Settlements 
Engineering Analysis ~omputed this ite:n to be a 

deduction from working cash, of $2,765,000 as contrasted t~ 
General's estimate of an addition to working cash of $1,923>000. 
The difference in these estimates reflects the direc~ion 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 contrasted with General's est~te which is based on 
accounting aCC1:tlals indicating a cash flow from Pacific to 
General. We a:e persuaded that actual cash flow rather than 
accounting accruals should be used 'in the working cash 
computations for test year 1982. Consequently, for purposes 
of, this proceeding., we will adopt Engineering. Analysis' 
estimate for this item of working cash. 
Credit Received from SU?Rliers 

Engio.eeric.g Analysis' estimate for this item indicates 
a deduction from working cash of $68',750,000 as contrasted with 
General's est~te reflecting a deduction from working cash of 
s59,349,000. !his item reflects value of labor material and 
other supplies received but not yet paid for by General which 
thereby reduces General's operational cash requirements. Both 
Engineering Analysis and General estimated the base year 1979 
amount to be $49~.383,OOO. General developed its est:i::late based 
on the ratio of this amount to actual materials purchased which 
was then applied to anticipated purchases in test year 1982. 
Engineering Analysis used the ratio of total construction 
expenditures less capitalized payroll to estimate the test 
year 1982 credit received from suppliers. The staff argues 
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~hae General's esttmate is inaccurate because credie is based 
on :na.terials only and does not recognize the total construction 
expenditures whereas Gene;-al argues that the staff's estimate 
is inaccurate intbat it ignores changes in inventory levels 
and reuse of salvage material, and includes eransactions 
entirely unrelated to credit received from suppliers. Both 
arguments have merit and we will ther~fore adopt the average 
of the two estimates, or $64,050,000. 
Lag in Payment Capitalized Items 

For this item the staff esttmates a working cash 
deduction of $27,088,000 as contrasted to General'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 ~lant in service, M&S, 
or in CWIP and thereby earn either a rate of return or 
accrue IDC during a period when other parties are actually 
furnishing this capital. '!he capitalized amounts forming 
the basis of this estimate by Engineering Analysis include 
such items as payroll, federal insurance contribution tax, 
federal unemployment insurance, state unemployment insurance, 
workers' co=pensation insurance, pension,. medical and dental 
insurance, vacation pay, vacation accrual, and GTEDS payments~ 
T~e expensed portion of ~~ese ite~s are considered on an overall 
basis in connection with the working cash est~tes as 
related to the lag in the payment of expenses. We can 
discerc no basis for different treatment of capitalized . 
items and will, tberefore~ adopt the staff's recommended 
working cash. deduction of $27,08S~OOO • 
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Average Lag in Collection of Revenues 
Engineering Analysis estimated 33.78 lag days for 

this item as contrasted to General's est~te of 35.19' days. 
The difference reflects au adjustment by Engineering Analysis 
to Accounts Receivable to reflect that portion of revenue 
receivable that belongs to Pacific as a part of the final 
settlement process. Engineering Analysis' position appears 
sound and will be adopted. 
Average Lag in Payments 

Engineering Analysis estimated the average lag in 
making payments as 43.155 days as contrasted to General's. 
estimate of 2S.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 expense with lag days geoeratedby 
proposed rates. Engineering Analysis used income taxes that 
assumed a rate of return of 13'7.... Other differences were in 
the lag days used for federal unemployment insurance, goods 
and services, vacation expense, and vacation accrual. Our 
adopted results are based on income taxes computed :tn 
accordance with our author·1zed 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 quarte~ to the date of 
quarterly payment. This 'Oethod appears reasonable and will 
be adopted • 
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For goods and serviees,.En9ineering Analysis computee 
lag days from the date they~wer~ received to date of, payment 
exce.,:>t for goods and services received on a re9ular basis 
where the midpoint of the service period to date of payment 
was used. Generru- used the midpoict of the- :nonth 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 t.:lKen whereas 
General estimated its lag days for both vacation expense and 
ac~l on actual accounting records and vacation experience. 
General used 351.81 days of lag for vacation expense as 
contrasted to 13~~75 lag days for vacation accrual. General 
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 General's estimates. 
In view of this and because~ as the record shows, Engineering 
Analysis' method follows historical practices, we will adopt 
Engineering Analysis' figures. 
CCF'r - The staff estimate for this rate base adjustment 
item was $5,845,000 for the test year 1982 as contrasted to 
General's estimate of $5,641,000. General's estimate was 
based on the statutory tax rate of 9.61. whereas the stafft 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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Defer~ed T~x Reserve 
Financial Analysis estimated t~e deferred tax reserve 

t.o be $368,484,000 _for the test year 1982 as compared to Genera1 9 s 
estimate of $363,980,000. The esti!Uates dif:5er because of the 
differences in depreciable plant and rate of depreciation used 
by Financial Analysis and General. Consistent with our adoption 
of General's depreciation expense and reserve, we will adopt 
General's estimate of deferred t~ reserve. 
Net-to-Gross Multi~lier 

t 

Item -
Gross Operating Revenues 
Onco11ectib1es at 1.49 (Intrastate 

Operations only) 

State Corporation Franchise Tax at 1 .. 68% 

Ratio 
100 •. 00 

1.49 
98..51 

~ Federal Income Tax at 46% 

1.66 
96.8S. 
44 .. 55-

S,2.30 Net Revenue 
Net-'co-Gross Multiplier (Gross Revenue ~ Net Revenue 1.91 

Capi ta,li za tion Weighted 
Com'Oonent Ratio Cost Cost 

II 

Long-term debt 52 .. 30 10 .. 40 5.44 X 1.015~/ 1:1 5.52 
Preferred stock 7 .. 40 8 .. 33 0 .. 62 X 1.91 = 1.lS 
Common equity 40.30 16.50 6 .. 65 X 1 .. 91 = 12.70 -

12 .. 71 19.40 

19.40 + 12.71 = 1.53 ~ net-to-gross multiplier adjusted 
for interest deduc~ions 

!I Allowance for unco1lectibles. 

I. SUMMARY, OF EARNINGS 
Table II contains the summary of earnings in 1982 test 

year 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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umzu 
IOIIWtY at IADDlCS 

A% IUID'r UDS 
a.t1,Mta4 '1_ 1982 

xaoflea : 
I'tem 

~.t:1n&..l!Y.nue.!.' 
=tOUl op;ratIii, Revenue. 

&fter Uncoll.ctibl •• 
~at:in& §!pen ••• 

Itlc.naTu:e 
Traffic 
Cc: rc1.al 
Ceneral Office aDd Salary 
OCher ep.r.at1T1& Expen ••• 

Subtotal 0pe'1'. ~n .. s 
n.~r.c1&t1on Expenae 
Tu .. Othu 'thatl on I'nCODt 
Taxes On IncOIM 

Total Oper.. Expenaes 
IX 
CCFI nov-Through 
Automatic Electric 
Dir.ctory Company 
ctE .. l),au Scrv1c .. 
Norm. look Tax T1m1ng ~1!!~r.nc~s 
1968~9 Flow-'1"brOUCh 
lqual W. Croup 

Net: Opft.t1~ ~t\8 •• 

FIT (l:R'!'A) 

Net Operating ReveftUea 

RAte Base before Adju.tmcots 
IDe 
CCF'1' FIOW--l'brOUSh 
Automatic !ieeerie 
C'.tE - nat:.a Servkea 
Sor~. Bc¢~ TAX T.~n9 ~it!eren~~s 
EtC De~r.c1&t1on 
AVi. Deferred Tax (ER':A.) 

Total Rate BAle 

kte of Retu%t'l 

Staff 

1-77,137 
347.996 

73.331 
188,284 

36,5.,2l4 
2.727 .. 939-

26,931 
5,845 

(8.465) 
(186) 

2,752.064 
13.27 

(]ted 'rieure) 

400.816 
97.731 

171.168 
97,791 

136,764 
904.210 
361,078 
76 889 

146;176 

1,488.809 
1,048 

(77S) 
(1.092) 
(4,067) 

(713) 
22~70 

379 
1,2~ 

323.231 
3,349'.447 

14,662 
S.641 
(s·m~ 

(l1.135) 

(827) 

388 • .5.50 
97.731 

171,199 
97.315 

131,300 
886.095-
361,078 

75-.lS4 
17~(353 

l .. 501.680 
1.084 

(778) 
(1,091) 
(3.881) 

(877) 

1.~"97r1.26 

989 

369,215-
2 .. 898 .. 152 

37 .. 318 
.5,845-

(8-,465) 
(100) 

(40 .879) 
2 .. 891 .. 871 

l2.77 

at Iftel'Udea .ffecta of Ca1M'ra1'. 1).93255 atld I •• olution -r-104S1 &ftd 
- Pac Ute '. D.93367 .. 
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726 .. Sl: 
283,736 

60.,.521; 
132.1:5 

1.203.:'97 

(85S) 
(3 .. 36:') 

(770) 

1 .. 199~a4" 
78Z 

283,419 
2,282 .. 078 

29 .. 530 
o 

(6.641) 
{791 

-(32,3"16) 
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VI. Al"IRITION 

Attrition may be ~e£ined as erosion in a utility's 
. .' 

earnings when its operating and financial expenses increase 
at a more rapid rate than its revenues and productivity gains. 
Ihe two main components of attrition are financial attrition 
and operational attrition. Under this Commission's regulatory 
plan, major rate cases require alternate year test year 
periods,. l'he effect of attrition for the years between 
general rate increase applicatiocs is to preclude the utility 
from earo.ing its authorized rate of return during those years. 
Both General and the Commission staff agree that an allowance 
should be provided through a step' rate increase to c:ompeusaee 
the utility for attrition expected to occur in the year between 
rate applications • 

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

General computed the additional revenue requirement 
necessary to compensate for attrition by the application of 
the change in the embedded cost of debt and' preferred stock, 
the change in depreciation rates, the inflation 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 reveuues~ expenses~ and rate base by 

significant known or expected changes and historical trends 
to arrive at an esttmate of General's 1983 operations • 

-99-



• 

• 

• 

A.60340~ 011 88 ALJ/emk 

General's estimate of financial attrition was $7.416':JOOO and 
operational attrition was $4S,473,OOO~ According t~ the record, 
General is also requesting an additional attrition allowance 
of $14~790:JOOO to compensate for the increase in the 1983 
depreciation rates over the authorized 1982 depreciation rates 
for a total of $70,679~OOO. The CommisSion staff computed the 
financial attrition allowance to be $7:J047:JOOO and originally 
computed. the operational attrition allowance to be $4,161,000. 
This latter amount was subsequently revised to a negative 
$2,078:JOOO, 'CIlaking a eotal attrition allowance of $4,969-,000. 
This allowance excludes the ERL\.. effects which are included as 
a separate adjustment and the additional attrition allowance 
for increased 1983 depreciation rates which, as subsequently 
discussed~ will be treated separately after the staff's review 
of General's 1982 -depreCiation study • 

It is axiomatic that the relevance of either estfmate 
is predicated on the accuracy of the forecast. In both D.92497 
dated December 5, 1980 on ~tltberu California Gas Company's 
A.59316 and D.92549 dated December 30, 1980 on Southern 
California Edison CompanY'$ A.5935l, we authorized attrition 
allowances to become effective Janaary 1 following the test 
year without tbe necessity of further hearings. In both these 
matters the staff proposed the utility file an advice letter 
late in the test year which would include results of operations 
for the test year with eight months' recorded and fo\Z' months' 
estimated data.. The staff recommended the advice letter be 

served 0'0. all part ies to the general rate increase proceed'ing 
and that a period for comments be allowed. If necessary:J 
public bearings could be held. In both matters we rejected 
tbe staff's proposal 0'0. 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. 
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For tbe above reasons, we will similarly authorize 
an attrition ~llowa'Oce now to be recovered through .:l billing zurch.:lrge 

to be implemented ilt the beginning of th~ year 1983. However, 
as subsequently discussed, ~n advice letter filing containing 
General's 1983 revenue cst~tes, 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 previously stated~ we will adopt R&D's 
revised embedded cost of debt on an average-year basis for the 
year 1983 of 10 .. 947., and will use, thiz to iletermine the finan<;i<?l 

attrition allowance. 
Arriving at a similar allowance for operational 

attrition is considerably more complex than the determination 
of suitable financial attrition allowance. In deriving his 
original estimate of oper3tional attrition of $4,161,000, 
Engineering Analysis' witness Tan used various estimating 
techniques including the application of Qvcrage gains, le~st 
square projections, and the application of contract percentage 
increase's.. General's rebu'Ctal witness Ohlson testified that 
such inconsistent trending techniques produced distorted results. 
He ap?lied 1e.:lst squ.:lrcs trending met:.hods to staff data to 
produce an operational at'Crition of $49)704~OOO .:lnd to General's 
data to derive ~n operatio~l attrition requiremen'C of 
$70,589~000. Witness 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 rat.e 
forecast for 1983 over 1982 WilS 8~1%. Using this latter figure 
and including the effects of General's accept.ance of the st.aff's 
estimates, he estimated the operational attrition to be 
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S48,473,000. To this figure witness Ohlson added depreciation 
expense attrition of $14,790,000 and a rate of return attrition of 
$7,416,000 to derive a tota~ additional revenue requirement 
for attrition for the test year 1983 of S70,679,000 which he 
reeoIn."nends the Commission adopt for purposes of this p·roceeding .. 

After consideration, we conc~ude that the staff method 
for computing operational attrition is reasonable and will adopt 
it.. Tabulated below is the operational attrition revenue 
re~uirement by component items as estimated by the staff and 
General, usin9 staff's data and General's data. The bases for 
the computation of our adopted attrition allowance are set fort..'".J. 
in the ensuing paragraphs .. 

I 
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: . .. 
: 

: .. General : .. 
:Eog1neenng: StAff : Ut1lity . .. 

Item : Anal~s1s : Da1:& I : :Data : 

tXDen.ses CDcl1ars in 'IboaNtM1.' 

tabOr & relat.eci oveme.a4a $ 55,568- $ 72 .. 484 $ 76,100 
Hater1.I.. & related overheads 5,267 3~802 4,035 
Other. 26 .. 534 25,651 27,035-
Payroll taxes 5,271 6,239' 6,534 
Ad V.I.orem ~es 2,.616 2,809 4,390 
l)epree1&t1ou expense 32,353- 33,112 41,091 
Investment ered1 t. ~ (61439) (6,439) (61439) 

Total ~e. l2l,170 138,253 152 .. 746 

Rate Bue 
Plane 1n aervice 405,.1l2 415,952 506,840 
?l&nt UDder coa.e1:rUetiou 19,453 
Property held for futu:e use 20 20 
H&'ter.t.I.. and auppl1ea 3,852 5,280 18,586 
llork1ng. ea.ah .tl1ov~e (9,946) (9,946) 624 
Depreciation reserve u'85,337) U85,.641) u'76,254) 
Deferred tax reserve (26&600) (261600) (20.500) 

Tot.! Rate Baae 187 .. l01 199,065 343,749 

Revenue Requirement ~te B ... ~ 33,820 35,980 69,092 

Total Revenue Requ:lrement 154~990 174,238 m~838' 
Len Tax Act Effects 12,.336 - -Revenue Grovth . 1571°68 131,617 160 1241 

Net OperatiO'DBl AtU:l1:1oQ. $ (14,414) $ 49,704 $ 61 z597 

Uted.. Figure) 

..!I Investment tax credit x- 1.91 <net-1»-gro.8 multiplier). 

bl Revenue requlrement 'lor rate bue equals to~ rate baae x rat.e of 
- retw:n x 1.53 (uet-to-grou multiplier adjusted' foX' interest 

deductions) • 
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Labor and Labor Overhead 
Engineering Analysis' witness estimated all. 95" 

increase in this category.bised on 9-0~' in~rease in wages 
and a 4.634 increase in primary se:vices offset by 21-
improvement in productivity. Tb.1s estimate appears reasouable 
and will be adopted for purposes of this proceeding. 
Materials and Materials Overhea.d 

This component item reflects a 12.21. increase as 
estimated by Engineering AnalysiS and reflects material 
inflation of 7.34 and a 4.631. increase in primary services. 
The material inflation is based on a projection of recorded 
1974 through 1980 costs for primary services in tbi s category .. 
The estimate appears reasonable and will be adopted. 
Othe-rs 

Engineering. Analysis f estimate for this component 
item reflects a 12.791. increase based on a 7.81. cost 
escalation with a 4.631. increase in primary services. This 
estimate appears reasonable and will be adopted-. 
Payroll Taxes 

Eugineeri~ Analysis esttmated this item by the 
product of the estimated payroll and the esttmated 198~ overall 
payroll tax r~te as contrasted to General'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 Analys is est imated these taxes by 
increasing 1982 ad valorem taxes in proportion to the higher 
1983 rate base (without working cash). Generalts 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 t estimate of this item is based 

on estimated 1983 plant in s~ice and 1982" depreciation rate 
as estimated by the depreciation unit of Engineering Analysis. 
It does not include supplemental depreciation expense resulting 
from an increase in depreciation rates in 1983 over 1982. 
General's estimate reflects a least squares projection. 
Consistent with our adoption of General's ciepreciation expense, 
we will adopt General's estimate u.sing General ts dat.a o£' 

$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 o~ 
$3,371,000' multiplied by 1.91 net-to-gross multiplier 
and will be adooted • . . 
Rate Base 

Engineering Analysis f estimate for rate base items 
is based on the increase in plant in service derived from 
construction budget expenditures of $864 million for 19~ 
which in turn is based on the construction cost per additional 
primary sel:Vice, the cost of plant added to serve existing 
customers, and the inflation effect on construction 
cost.s_ Addit.ional M&S ~or 1983 was derived ~~om the 
increase in construction ~nditures. WOrking c~ allow
ance 'Was es~imated by app1r-!'1g a 1~% inc:.-ease 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 propcrty hc1d foc future use of 520,000, a working c~sh 
allow~nc~ of S9,946,000, ~nd gef~rred t~x reserve of a negative 
S26 ,600 ,000, ~nd General's tttility data estimates of S506 ,.8.40 ,000 

for plant in service, 5176,254,000 for depreciation reserve, and 
S19,453,.000 fO,r ~l.:l.nt und~r constructio!".~ for materials and 
supplies, we will ~do?t $4,764,000 deve:oped from our previously 
adopted ratio of 0.9" of plant in service. 

The total of these individu~l rate base items is 
multiplied by our ~do?ted r~te of return of 12.71~ and the l.53 
modifi~d net-to-gross ~ulti?lier gives an ~ttrition allowance 
require:,:,:~nt for r~te b.lSC items which added to thetot~l 
expense attrition allow~ncc re~uire:ne:"lt yields a total r~venue 

requirement for an attrition allowance. 

Reveoue Growth 
• Engineering Analysis" estimate for this item was 

• 

based on the projection of historical growth in revenue per 

primary service of 6.25% increase in revenue per primary 
service- and 4 .. 63% increase in the number of primary services~ 
a combined overall growth of 11.177. to yield a revenue growth 
estimate of $157,,068,000. Genera1's estimate, based on. a 

least squares trend, was $131,617,.000 using staff data and 
$160,241,000 using General's. data. Engineering Analysis f 
estimate was based on the product of revet1ue at staff
recommended rate of return of 11.9n. and a 11 •. 171. growth in 
revenue whereas General's utility data com?utationwas based 
on revenue at its recommended intras~ate rate of return of 
13.12~ a~d a 9.7~!. growth in revenue based on 4.527. growth 
in revenue per primary service and 5.03'7. growth in Generalts 

pr imary services in 1983; • 
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Our ~dopted revenue growth figure r~[lects revenue 
Qt 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 S.03~. 

As previously discussed, our olooptco ERTA effects 
for test year 1983 were computed to be ~ revenue requir~ment 

deerease of S13,189 ,000. 
Deducting the revenue grow~h and the ERTA effect from 

the total revenue requirement leaves an operational attrition 
requirement which added to our adopted financial attrition 
allowance yields 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~requcst in 
principle but recommends that the amount of ~uch allowance 
be determined after the st~£f has reviewed General's 1982 
depreciation study and notes that this recommendation i~ 

consistent with the procedure recently followed by th~ 

Commission in authorizing increased r.:ltes to reflect the 
ch.)nges in General's 1981 composite dcprcci.)tion rate in 
Resolution '1'-10451. Such a recommendation ap?~ars reasonable 
and will be adopted . 
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Modification of Attrition Allowance 
!he adopted attrition allowance for General is the 

first such provision for ~ny telephone utility by this 
Commission. The volatility of telephone utility revenues is 
traditionally recognized as the major factor in sharp earnings 
fluctuations. Except ~or capital costs. expenses are largely 
under the control of the utility management. Utility revenues, 
so largely dependent on toll,. are not re~di1y predictable· two 
years in advance. Therefore, we will r.equire General to submit 
for review by the staff an estimate of revenues for the year 
1983 conc-ur:rently with the previously noted depreciation. filing. 

Based on the record in this proceeding, the rate base 
est~tes of General and the staff are e~reme in their 
divergence. Although we h.lve udopted Gener.:ll's estim.:lte, 
we do not desire to com?ound the lack of uncertainty for test 
year 1982 by a further uncertain plant-in-service choice for 
attrition year 198~. Therefore, it is appropriate for this 
proceeding to require a further review of plant in service 
before the adoption of a final attrition allowance. Accordingly, 
General will be required to submit for staff review and 
CotDIll.ission determination the ?l.:lnt-in-sc-rvice estimate for 
198~, concurrently with the ?reviously noted depreciation and 
revenue estimate submissions. S'och a submittal will be in the / 
form of an advice letter filing on October. 1, 1982 and would 

contain updated plant in service~ depreciation expense~ and 
revenue figures. The basic o?Crational allowance 
will be modified to reflect the updated ?lant-in-service and 
revenue figures. Any ch~nges in rates rezulting from the 
attrition allowance will be subject to ~uthorization by Commission 

resolution • 
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VII. RATE OESIG~ 

AS the record now stands, the ~dditional revenue needed 

to enable Gener~l to earn its authorized 12.71% r~te 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 incre~se in billings of $11.99 
million is necessary to generate $10.42 million ~ddition~l revenue 
to General. The difference reflects the-effect of toll settlements 

paid by Ceneral to pacific. 
The matt~r of rate design will be fully addressed in 

our decisi6n following the additional hearings in May 1982. 
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VIII... SERVICE 

The quality of s~ce- rendered by General as perceived 
by i1:s customers and as measured by various' reporting. standards 
was by far the most controversial issue raised in this proceeding .. 
Testimony on the quality of service' and related matters was 
presented on behalf of General by its vice president-service 
R. Gasser, by its vice president-revenue requirements R. L. 

Ohlson, by its network engineering director R. :S.. Shirey, by 
its general nerwork engineering manager of traffic engineering 
R. E ... Shultz, by its network planning director J. It. Miller, 
by its labor relations and compensation direc'1:or C .. A. Green, 
by a senior research fellow at: the Hoover Institute on War, 

Revolution, and Peace at Stauford' Uuivers ity, William: 
Schneider, by a seuior associate at Management Analysis 
Center, Inc., Dr .. it. C. Baesemann,. by a professor in the 
School of Business Administration at the University of 
Western Ontario,. M. R. Leenders., by the executive director
technical strategic planning of GTE Automatic Laboratories. 
Incorporated'" E • .J .. Gleuner, 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 R. Strahl, by utilities 
engineers R .. Howard ana M. Hodges ~ by financial examiner 
T. R .. Mowrey, and by Mervin Field of Field Research Corporation; 
on behalf of CAUSE by Dr. Norman Kaplan, W. A. Kargas, Jr. ~ 
and Marvin Kaitz; ou behalf of SM by Mayor Ruth Yannatta 

Goldway; and on behalf of Los Gatos by vice mayor 30. Ventura • 
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The above testimony encompassed the following subj ect matters: 
1. Customer percepti?u'of quality of 

service.. H. • 

2. Quality of sexviee as established by 
measurement standards. 

3. Competitive bidding. 
4. Selection of central office switchitlg 

eqaipment (CaSE). 
5. 'Maintenance of adequate margins. 
6. Management compensation plan. 
7._Dynamic rate of return. 
8:~~,'\~~-;tablishment of a citizens utility 

,.' board. 
'. 

A.:~: C\J~OMER PERCEPTION OF QUAI.ITY OF SERVICE 
Corres.';'~dence 

F"urteen petitions. with a total of 745 signatures. 
from 32 cities protesting the rate increase were received by 
the Commiss:ton. The majority of these petitions included as 
one of the bases for protesting the rate increase the perceived 
poor quali'ty of service rendered by General., Those that 
referred to the perceived poor quality of service generally 
requested that no rate increase be granted until the quality 
of service is improved to a satisfactory level. 

According to the record. the Commission also received 
513 pieces of miscellaneous correspondence 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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22estionnaires 
A check list of the l? most common service problems 

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

Approximately 1,717 persons responded to the 
questionna.1res distributed: by SM and the results were tabulated 
in exhibit form and presented by SM. This exhi1>it indicated 
that from 84.51. to 91.31 of the subscribers rated' the overall 
quality of service' of Ge-o.eral as being unsatisfactory. The 

most common service problems rated,by respondents as oCCUTring 
often or very often were excessive noise or statie on the line~ 
line goes dead after dialing~ line reve-rts to d-ial tone, 
d-ialed number does not ring, pay phones inoperative, all 
c:ircuits busy~ and cross-talk. 

The Commission staff received 539' questionnaires 
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 $M's 
service survey~ and 236 of its own 16 service pro~lem 
questionnaires. Of the 539 l5 service problem questionnaires 
received, 327 respondents checked off all 15 service problems 
listed as having been encountered' and 211 cheeked at least 

-ll3-



• 

• 

• 

A.60340» 011 88 ALJ/emk/bw 

one or more of the service problems listed. Of the 38 SM 
questionnaire responses received,. .23 responded to the overall 
quality of service with 2~~" 'rating 1:he overall:" quality as 
being unsatisfactory and l~ as satisfactory. 

Of the forms received from the public witness hearings» 
10 rated the ovttall quali1:y of service... All 10 rated' the 
service as being poor. Of the 236 responses received, 209 
indicated the subscriber had encountered" one or more of the 
service problems and only 18: indicated that they had not 
encountered one or more of the common service problems. 

Surveys 
Two scientific customer polls were introduced into 

the record to~reflect the subjective perception of service 
levels held by General's customers. These two sarveys were 
the monthly customer surveys conducted by Walker Research, 
Incorporated (Tel-Cel) and the Commission-ordered survey 
:onducted tn August 1981 by the Field Research Corporation. 

The Walker Research survey provided measurements of 
customer satisfaction levels with service order installation,. 
repair service,. Phone Mart,. and dial service-local and' direct d"is
tance dialing (DDD). According to General,. the Tel-Cel reports 
showed customer satisfaction levels ranging from 831. to 931. 

in these categories on a companywide basis with 17. co 177. of 
che customers expressing some level of dissatisfaction. 
General also notes that the trouble areas, such as the Santa 
Monica division whose objective service measures fall below 
compauywide 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 ~~e last day 
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of hearin~ on October 2, 1981. Tn·is surve:r showed t.."l.at 
companywide, 59 .. 31. of Gene):al's :one-party residential customers 
say they are either very (221.) or somewhat (37.31.) satisfied 
with service provided by General.. Of the 35.94 expressiug 
some degree of dissatisfaction with General's service, 15 .. 87-
were somewhat dissatisfied and 20 .. 17. were very dissatisfied. 
The survey also revealed that the degree of satisfaction with 

Ge~al's service 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 
service. Of the residential eustOlllel:'S interviewed, 65.87. 
have the impression that General's overall service has stayed 

at the same level during the past year while 297. believed the 
level of se%Vice had changed. Of this 291. pe%ceiving a change,. 

17 .91. think the service has deteriorated and 11 .. 11. think the 
service has improved.. In. the Santa Monica divis iou, 57. Ii. 
of the subscribers interviewed are dissatisfied with the level 

of service and only 37.81. were satisfied with the service. 

With respect to the residents in the Motll:ovia Excb.ange~ 51.27-
are dissatisfied with General's overall service while 42.27-
are satisfied; 58.Oi. think service has stayed the same during 
the past 12 months~ 24.87. thitlk service has deteriorated, 
and 12. 7i. S<J:y it has improved • 
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With respee~ to serviee problems, the survey indicated 
~hat c:ompanywide 70.01. of all customers eonta.c'ted who made a. 

call dtrring the previous 24~ho~ ~riod' from. their residential 
telephone reported that they had experienced one or more of 
the following nine telephone service prob'lems: no dial tone, 
reached wrong number when number dialed~ correctly, received 
false busy signal, call did ttot: complete, cross-talk on line, 
static or noise 00. line, voices fading in and out during: 

conversation, difficulty with low volume, and being cut off 
while on the line.. The survey s1nmnarized' the different kinds 
of problems. reported during a 24-holl'r period' on a companywide 

basis as follows: 
Pe1:cent 

No problems reported 30.01-
One Kind 20.5 
Two Kinds 15.2' 

'Ibree Kinds 1.3.1 
Four Kinds 8.3 
Five Kinds 6 .. 2 
Six Kinds 3 .. 6-
Seven Kinds 2.1 
Eight K:£.nds· 0.5 
Nine Kinds 0.5 
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The survey also no~ed :ha~ ~hc degree of satisfaction 
with General's service is directly related to the number of 
daily calls made by the subscribers. Those making 10 or more 
calls in a typical 24-hour period~ who represent about 20% 
of all residential users~ are less satisfied with their 
service than the medium or light users. 

Discussion 
The correspondence, questionnaires, and surveys 

discussed above indicate very clearly and strongly that a large 
segment of General's business and residential customers find 
the quality of service rendered by General to be unsa~isfactory. 
It is equally clear that those subscribers tha~ are experiencing 
service problems generally do not perceive any improvement itl 
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 measurement criteria established .. 
by, D.92'366 standards for tele?hone 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 'Co question in view of che results of 
surveys indicating that far more subscribers believe that 
service is deterior.:l.ting than believe it: is improving. The 
wide discrep.:l.ncy in the subscribers' ?Crcept:ion of the level 
of service as indicated by the professional surveys above
described and as measured by D .. 92366 criteria necessitates a 

-117-



• 

• 

'. 

A.60340, 011 88 ALJ/emk/bw * 

review and revision of the existing objective service 
measurements ."lS subsequ,ently discussed. 

The Tel-Cel survey, indicating a companywide range 
of customer satisfaction of 83% to 93% with respect to service 
order installation, repair service~ Phone Mart~ and dial 
service-local and DDD~ was based on residence and single-line 
business customers s3mpled as follows: 

Service Order Recent service orders requiring 
a premise' visit. 

Phone Mart 

Repair Service 
Operator Service 

Dial Service 
(local .:lnd DDD) 

Recent service orders placed at 
a Phone Mart. 
Recent trouble rc?orts. 
Random sample from customer 
records and billing file •. 
Random satn?le from customer 
records and billing file. 

In contrast, the Field Research sample was randomly 
selected fro~ General's complete single-party residential 
custO:le-.t' billing list. While the "Ie'l-Cel survey is undoubtedly 
a useful tool in evaluating trends and the effects of 70mpany 
actions in the specific categories evaluated~ the overall 
quality of service as perceived by the customers, who after 
all are the ult~te judges of the quali~y of service being 
provided would be more accurately reflected, by the Field 
Research survey. It is this overall quality of service which 
this Cormnission must evaluate when ,establishing 3. reasonable 
rate of returo for the utility. With more th~n 35~ of the, 

customers contacted expressing some degree of dissatisfaction 
with the quality of service and with 70% of the customers 
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contacted having experienced one or more service problems within 
the 24-hour period ?recedi~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 c0gent 
details in the Field Research Survey. 'rhe overall incidence 
of customers experiencing the following problems at least once 
during ~~e preceding 24 hours was as follows: static or noise, 
47%; call did not go ~'lrough, 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%; faulty wrong 
number, 11.9%~ and line cut-off, 7.2%. 

'rhe above problems are experienced more frequently in 
Santa Monica and Monrovia. 

• When 43 .. 5% of all General's customers contacted in a 

• 

random survey by a hiShly reput~ole 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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:s. MEASUREMENT STANDARDS 

Introduction 

OrderitJg Paragraph 3 ~f D. 92366 required General eo 
file quarterly reports setting forth the reports of data 
presently required by GO l33~ 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 d1lX'ing the 
period in each exchange7 and a list of major service improvements 
that have been implemented _ On the record in this proceeding~ 
General> the Commission staff 7 CA.USE~ and SM c:ritic'1zed certain 
portions of both GO l33~and· the additional i.ndicators for 
measuring serVice set forth by D.92366 and recommended 
revision ana/ar elimination of certain provisions of both 
of these measuring' standards. 

GO 133 
The purpose of this Commission's GO 133, Rules 

Governing Telephone Service> is to establish utliform standards 
of service to be observed in the operation of telephone 
utilities. The specific eelephone service measures included 
in GO 133 are held primary service orders, held regrade service 
orders, installation commitmetl.ts~ customer trouble reports~ 
dial tone speed, dial service> toll operator answering ttme, 
and directory assistance operator answering t:iJne. Staff 
witness Howard testified that a review of GO 133 indices 
disclosed the following information as of December 1980: 
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1. Installation commitments of four days' average 
t!me were met about 98'.11. of the t!me. 

2.. Customer repor'ts per 100 te-lephones averaged 
7.01. for 1980 as contrasted to 7.11. for 1978 
and 1979. 

3. Dial tone speed averaged 99 .. 41. for 1980~ 
well above General's reporting level of 
98:.11.. 

4. The dial service index was consistently 
below the 98.21. reporting level and averaged 
97 .. 81. for 1980. 

5. Toll opera.tor answering time averaged 89 .. 54 
for 1980 which is above the reporting level 
of 88.97.. 

6. Directory assistance operator answering time 
just matched the year-end level for 1979' of 
82.71. and exceeded the 1980 year-end 
objective of 81.97.. 
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 (OAS/C)~ the relevance of some of the indices bas 

become questionable. He cited as an exam~le the dial tone 
speed index which measures how fast a subscriber gets a dial 
tone upon lifting the receiver is essentially meaningless on 
digital switches and that if the digital switch does not 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 consideration such factors as noise on the 
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line 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 only if a complaint was lodged about it. Further 
criticism of GO 133 indices testified to by witness 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 testtmony~ General's practice in reporting dial service 
as a three~onth moving average not only 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 rendered in that 
three-month period was only satisfactory in one 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 diseretion 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 Phone Marts. The reporting practices 
are alleged to be not well enough 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 customers 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 in the various 
surveys • 
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SM recommends that the service 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 enough 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 desira~le to review GO 133 
standards with the participation of all respondenttele?hone 
companies to determine if new or revised standards are needed. 
Under a motion by ~he staf~ 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 lS3. 

The i~al conference was held in Los Angeles on 
October a, 1981. Ihis was attended by representatives of the 
Commission staff, General, PacifiC, CAUSE, Citizens Utilities 
Company of California (Citizens), Continen~al Telephone Company 
(Continen~), and the University of CalifOrnia at Los Angeles (~CtA). 
A sta~ewide GO 13) task force has been established and is eurren~ly 
looking at existing measurements, possible revisions, and parallel 
testing of existing and possi~le future measurements. Because of 
the complexity of the matters under consideration and in view of 
pending deregulation and its possible effects on any service 
measurement system, it is anticipated that concrete results 
from the GO l3~ task force will not be forthcoming until well 
into 1982 • 
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A written summary of the conference 00 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 diseuss 
the results of the October 6, 1981 meeting. Participation in 
this conference eall was by the Commission staff, General, UCLA,. 

CAUSE,. Continental, PacifiC,. University of California Systemwide 
Telcom Department (UC), Citizens, Roseville Telephone Company 
(Roseville), Volcano Telephone Company (Volcano), and the 
california Independent Telephone Company Association (CIlA). 

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

Additional meetings of the ltmited committee were 
held on January S and 22, 1982 and on Feb%uary 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 necessa:ry 
to detail the results of th~ limited committee's activities • 
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As will be explained. we are requiring the application of 
specific service measurement indices by General for use on a 
central-office-by-central-office penalty mechanism. This 
penalty mechanism is 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. OIl 88 will remain open.. The order that follows 
provides for a prehearing conference to schedule further 
hearings on this matter in connection with the statewide 
task force .. 

D.92366 Service Indices 
Appendix D of D.92366 proV'id~ 17 indices. including 

the six GO 133 indices for the measurement of the quality of 
service~ 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 1 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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e1tminate the necessity of the additional reporting indices 
ordered by D.92366. He further testified that the same 
considerations apply to director performance and director 
conversion to electronics measurements and should therefore 
be eliminated. One additional measurement index measures 
the conversion of all pay phones to single-slot coin telephones. 
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 i.ndices measuring, 
the ratio of total lines in service to total lines installed 
and measuring the percentage conversion of step-by-ste~ central 
offices to electronic ce~tral offices. 

It is anticipated 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 tmposed a reduction in the return on common 

equity of 0.51., 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 
901. of General's subscribers have dial service indices above 
the reporting level. The financial impact was originally 
calculated on an annual basis. It has now lasted' four months. 
in excess of one year, resulting in an additional $2.> million 
penalty .. 
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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 telephones, 
and that it was anticipated that this last objective would be 
met by the end of the ye~r. D.S2-02-0SS dated February 17, 
1982 denied the application because th~ quality of service 
being provided by General, including the necessity or lack 
of necessity of a service penalty, was one of the issues ~hat 
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 ru,efully note 
that it has not eliminated the serious service problems in the 
areas which General serves. As stated above, we find that 
General's service is still far from satisfactory. Simply 
because General has met the objectives of D.92366 does not 
mean we shou,~d refrain from taking such .:l.dditional steps as 
are necessary to ensure that General's service does improve ,~ 
in the areas where it is currently most deficient. 

We are removing the penalty reducing General's 
authorized return: on equity by one-half percent. We arc, 
however, imposing in its place ~ central-office-by-ceneral
office penalty mechanism. This penalty mechanism will ?rovide 
each customer of a central office with in.:l.dequate 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., u~til submission of quarterly 
reports permits evaluatio~ of whether the credit will be 

continued or discontinued for a particular centr~l office. 
Service Pen.:tlty 

As subsequently discussed, the record fully supports the 
imposition of a central-office-by-central-office service penalty 
to both provide Gener3.1 additional incentive to improve service 
and to compensate the subscriber in some small measure for 
having to endure such in.:ldc'quaee service. 

The nomber of user trouble reports for each 100 
statio~ and the di.:ll service index, a measure of the ability 
of the equipment to complete a customer-dialed c.:1:l1 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 t~o indices. This will be done 
in connection with OII 8S 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 each centr~l office~ A penalty 
of $1.40 per line, in the form of a surcredit on each subscriberrs 
bill. will be imposed for each line in each central office where 
inadequate service is being prov~ded ~s indicated by both more 
than 8.0 trouble rCj>orts ?er month per 100 telephones ~nd a 
dial service index of less than 97.0% at: time of peak use. 
It should be noted that the 8.0 trouble re?orts per 100 telcPhones/ 
is the GO 133 reporting level for this index .JZ comp",(:d to ., SUll"lODrd 

for adequate service of 6.5 trouble report:s per 100 tele?hones • 
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Similarly, a di~l service index of 977. is the GO 133 
reporting level as compared to the standard for adequate 
&ervice of 987.. 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 f.:tcilities are adequate to meet the 
peak loads, the dial service index would be relatively 
unaffected by the call volume at the ti~e the calls are placed. 
However, when the margins are insufficient to adequately meet 
the peak call volume loads, ic is probable eh3t the dial service 
index will deterioraee at thac time. It is ~iomatic 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 central office 
be measured during the two-hour period when the call volume 
is greater than any other ewo-hour period during the day. 
It also provides that General is eo begin compiling trouble 
reports per 100 telephones and the dial service index data as 
above-deserrbed on a centr~l-o£fice-by-central-office basis 
as of May l~ 1982. 

It is anticipated t~t the revision of GO 133 might 
well encompass the reporting of trouble re?orts per 100 
telephones on a central office entity basis and raise the 
standard level for botn trouble re?orts ?Cr 100 tele?hones and 
dial service indices above present levels. Naturally~ such 
revised GO 133 standards will evolve from the efforts of the 
statewide committee and be ap?licable to all telephone 
utilities on 3. st.:ltewide basi$~ 
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The precise application of the central-off1ce-b~ 
central office evaluation is to be based on quarterly reports 
to be f1led~th the Commission for review and evaluation. 
For each quarter commencing with May 1, 1982, the trouble 
reports per 100 telephones a~d 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 971. for two of the three months (not 
necessarily the same two months in tbe quarter), the 
Commission, by resolution, will impose a surcredit of $1.40 
per line for each line in the central office. Such surcredit 
is to remain in effect until a subsequent quarterly report 
indicates an tmprovement in the service levels above the 
penalty criteria limits • 
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C. COMPETITIVE BIDDING 
General's Position 

Ordering Paragr~ph 6 of D.92366 s~ates: 
"6. On or before July 1 ~ 1981 General shall 
submit a complete plan to ~he Commission 
for Commission approv~l for ~cqui~in~ 
central office equipment on ~ compctitiv~ 
bid basis. If General does not i~dic~te 
that it is going to use eom~~titive 
bidding for future purchases of central 
office equipment~ General s~~11 ?rovide 
specific justification £04 not doing so." 
(Mimeo. page 169.) 

In compliance with this provision of D.92366~ General submitted 
to the Cocmission in June 1981 the study on the purchasing. and 

procurement procedures used throughout the United States 
prepared for General by Management: An.llysis Center~ Inc .. (MAC). 
This study W.:J.S admitted into evidence in this ?roceedi~s .as 
Exhibit 145 and its principal author, Baesenlann., 'Ces,'Cii"ied 

to the methodology followed in :-esearchin.;, eO::lpiling, 
and producing the study and recommend~tions.. Dr. 33esemann 
concluded that closed competitive bidding is not ~n effective 
procurement technique for equipmerlt such ~s central office 
equipment and found that General's existing purchasit'l"g and 
procurement practices are in conforIl:!.:lrlce with those advocated 
by experts, practiced by otb.er industries, ~nd followed by 
major telephone companies today. B;lesem;')nn d.id :-~C'o~"'!:end. 
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that General t s procurement procedures be formalized and that 
a clear audit trail be established. According to General,. 
these recommendations have been accepted and can be 1m~lemented. 

In further support of this position Leenders 
testified that the type of co~pet1t1ve bidding recommended 
by staf"f witn~ss. 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 ror the 

acquisition of central office equipment. 
General further argues that .it uses competitive 

bidding for the ~ement of standard fungible goods where 
first price is the appropriate criterion for purchasing 
decisions as contrasted to the procurement of high technology 
cap.ital acquisitions. At the oral argument held before the 
Commission en banc,. General's president Anderson stated that 
to the best of his knowledge no maj or telephone company in 
this country serving a metropolitan area uses a competitive 
bidding procedure for CO~ 

Commission Staff's Position 
Staff witness Strahl recommends that General 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 response to a recurring question 
from General's managers' why he was singling out General with 

this issue ~en Paci£ic £ollows the same practices o~ buying 
sw.£.tching equipment. :from an AT&T subsidiary, he noted that: 

1. Pacific has good service in California 
where General does ::'lot. 

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

3. Pacific has gone heavily into 
electronic switching specifically 
the ESS-1A machine ~ch he believes 
to be the best. electronic analog 
machine in the industry whereas 
J.:E has not produced anything comparable. 

4. The Bell System, cognizant of the :fact 
that its digital sWitch ESS-S 'Will not 
be in service :for awhile, approached 
independent manufacturers about 
supplying digital switches to meet 
the needs of the operating companies. 

5. From 1ge1 to 1ge5 appro~tely 39 
Northern Telecom DMS10s are planned 
for service in Pacific's service area 
as ~ll as 3 DMS200 toll s'W:i:tches. 

!'his 'Witness f"urther testi£ied that Continen:al" 
Roseville, Central Telephone Company 0'£ Nevada, Citizens, 
United Telephon~, and all the small telephone companies 
t.hroughout;: the U:l.ited States lIIhieh depend upon the Rural 

Electrification, Administ,~ation. (REA) use s'Witching eqUipment 
.from several ·'d1.r.rerent.:~u.raeturers as contrasteO. 
with General 's.:·reli~ce P~ly on A£. output • 
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He noted that GTE invests moneys iu General for the purpose 
of promoting tmprovement projects; General shifts the funds 
to AE for the purpose of COSE and A£ returns the funds to 
GTE through an array of conduits. Tb.is is essentially the 
same relationshit> between Pacific, AT&1:, and' Western Electric 
(WE) with the notable exception that 'WE produces state-of-tbe
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 aug:meutation. 
Witness Strahl tben proceeded to recite details of the lack 
of ability of AE to provide equipment necessary for Ge~eralts 
operations which, according to this witness, derived from the 
fact that AE felt no need to modernize the technology of its 
COSE offerings in the early 19508 because aside from General, 
which serves a growing metrot>Olitan area of lA,. all other 
companies served areas with relatively low t>Opulation density 
and low call volumes. 

General has established certain basic criteria as 
minimum standards to be met before a particular manufacturer's 
digital switching equipment would be included in any compara
tive study. These criteria were: (a) available capacity of 
30,.000 lines or more,. (b) custom-calling. features in addition 
to basic service features,. (c) EBSS Centrex features as an 
available option, (d) remote switching unit capabilities, 
and (e) a 1983 in-service date capab"ility~ Based on these 
limiting criteria General concluded that only two- of the six 
digital switching systems which it considered qualified wOl;1ld' 
be included" in the study ~ The two were AE' s G'ID-5 and 
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Northern Telecom's DMS-lOO. Wlitness Hodges indicated that it 
was difficult to understand why General did not include the 
Nippon NEAX-61. SC DeO System Century. and the In-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 ~1roMS-IOO 
digital switching system was a reasonable decision and presented 
an acceptable basis for justifying General's current near-
ter:n plans f'or usj,ng the AEGDT-; as a standard digital switch 
in its Class 5 central office modernization program. Witness 
Hodges further testified that he was not convinced that the 
study bas developed any substantial justification for using 
the GDT-5 as the ult~te or only company standard. installing 
the GTD-5 in central offices which have less than 30.000 lines 
and have no Centrex or remote switching requirements, or 
purchasing only GDT-5 switches for all central office installa
tions after 1981. He believes that because of the significant 
and trelZlelldous 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 General'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: 

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

''b.. !hat such procedures be thereafter submitted for 
review and approval by the Commission. 

ftc. That such procedures in a. above must contain 
(1) common bid specifications which may not 
favor any particular manufacturer~ (2) clauses 
in the solicitation which will ~rotect General 
(and its ratepayers) against delays in 
delivery, installation 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. 

"d. l'bat a.ny 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. 

"e. That the Commission f s engineers and auditors, 
as well as all interested outside parties, 
be allowed to review the bid evaluation 
documents, after tbe award of each bid. 

"f.. That this Commission p'ut General on notice 
that any Class 5 or 415 CaSE, which were 
contracted for installations and cutover 
after January 1, 1984, will be disallowed 
for rate-making purposes.. Tb.is is to 
prevent General £rom contract iug out to AE 
all of its COSE requirement well into the 
future prior to any decision on this issue. fI 
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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 Tel~phone Company (BCTC) (a sister company 
of General) filed a notice stating that henceforth it would 
select all available equipment costing over $50~OOO on the 
basis of competitive bidding. Under these circumstances ~ 
all COSE purchased by BCIC will be subject 'to competitive 
biddillg. 

According to the record, it is BClCts practice to 
standardize on a particular product until such time as the 
price differential of a competitive product is sufficient to 
offset tbe embedded benefits of the use of one 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 4ndsupplies for a wide 

variety of CO~. 
Discussion 

In general, the staff recommendations establishing 
the parameters 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 prtmary purpose of obtaining the best available equipment at 
the cbeapest price not be defeated. One such area of concern 
is the requirement that the bidding procedure must contain 
common bid specifications which may not favor any particular 
manufacturer. Different manufacturers use diffe~ent design . 
parameters and care must be exercised that the coramon 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 tbe required' functions but for some technicality 
the equipment specifications fall outside the design criteria 
set forth in the common bid specifications. Another possrbly 
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 a4e adverse 
to having their system design features open to public perusal 
declining to submit bids. 

One of the bases for Generalts 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. group.ings. 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 if the solicitation of bids is Itmited to
groups of equipment rather than individual items. 

After reviewing General's procurement procedures. 
MAC made two recommendations: (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 • 
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Such a committee would~ according to MAC, ensure continuous 
consideration 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 ma1n~ain a qualified vendor list 
and effect a formal step-by-step procedure for soliciting 
technical and pric ins. proposals from vendors. Such a procedure 
would include requesting technical proposals from all qualified 
vendors, meeting with all vendors who respond~ selecting 
suitable ca~didates, performing an economic evaluation. and 
allowing vendors to contribute additional information using 
cost minimization as a eri tenon to select as a standard those 
switches which are superior subject to the consideration of 
the advantage of standardization and negotiating the price 
of individual switches whenever specific quotes do not conform 
closely 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 to the same procedures. 
According to MAC's witness, such a procedure would make i~ 
obvious that General's primary objective is cost minimization 
over the life of the equipment • 
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MAC further recommends that General review its econom.ic 
evaluation methods and consi.der adopting aspects of the "life
cycle-costing" procedures developed in the defense andaerosp.a.ce 
industries. Theoretically. such a formalized and detailed 
program should result in cost minimization over the life of 
the plant and eliminate any advantage to GTE's subsidiaries. 
However~ it is noted that comparable equipment is not evaluated 
simultaneously but rather over varying periods of time dependent 
on 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 necessary for General to~ obtain the best equipment at a 
reasonable cost. Conseque~:ly~ the order that follows will 

• require General to establish a competitive bidd'ing. procedure. 

• 

D. SELECTION OF COSE 
General's switch selection process~ which resulted in 

the selection of AE's G'I'D-S digital central office switch as an 
initial company standard ~ was discussed by staff witness Hodges .. 
He concluded that the selection of AE GTD-S digital switching 
system was a reasonable decisi.on in that it presented an 
acceptable basis for justifying General's current near-
term plans t'or using it as a st.andard digital switch in its 

Class 5 central office modernization program. He noted~ 
however. that the study may not have developed substantial 
justification for using the GID-S as the ultimate or only 
company standard. for installing it in central offices which 
bave less than 30.000 lines and have no Centrex or remote 
switching. requirements. or purchasing only G'!D-5 switches for 
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all central office installations after 1983. He therefore 
recommended that General 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 General to maintain the industry standard of two-year 
margins in step-by-step switchi~ offices in boththis pro
ceeding and in A.59l32.. With respect to this recommendation, 
we stated in D.92366 as follows: 

'~ccording to General, such a shorter period 
is necessary because of the unavailability 
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 t rather ~ is a reuse of step-by-step 
equ~pment wnicb has been replaced by 
electronic equipment. In those instances 
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. In addition, General notes that 
reserve margins in mid-year 1981 were at SS.7i. fill or substantially 
below D.92366 goals of 94.11. year end 1981 and 93.37. year ~nd 1982. 
For the above reasons we will not require General to increase· its 
step-by-step central office equipment margins. 

F. MANAGEMENT COMPENSATION PIAN 
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' a 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 pract ice of rewarding 
ultima~e performance is quite common in nonregulated private 
industries and sees no reason why similar practices should not 
be adopted by General. !his recommendation is opposed by both 
General and SM. General' s witness Greene testified tb..a.t General's 
program of salary administration recognizes individual performance 
as the basis for granting periodic merit in:reases for management 
employees. General believes that its existing salary administra· 
tioD plan adequately recognizes the individual's contribution to 
service quality and that exclusive focus on a service goal as a 
single meaningful component of managerial evaluation for 
compensation is not feasible • 
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8M opposes t:be concept: of a salary structure deSigned 
to reward management for service improvements that it should 
seek anyway. 

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

G. DmAMIC RATE OF RETURN 

In A.59l32. staff witness Strahl proposed the additioo 
of a dynamic rate of return factor to be superimposed upon the 
rate of return figure found fair and reasonable. According to 
his testimony in that proceeding. this new factor will allow 
for dynamic annual variations in the authorized rate of return 
that are dependent upon the quality of service being rendered 
by General. 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) C~neral ~ll 
adjust its level of expenses and capital investment consistent 
with the service posture. to fit it to the authorized rate of 
return; ~) the dynamic rate of return will be recognized by 

the financial community with the reSUlting rating. of General's 
financial instruments. tbereby.:Siving General the incentive to 

provide a be~ter service; (c) General ~ll ~eel overly exposed 
if it is authorized· to earn less than what its rates generate; 
and (d) General 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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understanding that it should be based on previously discussed 
staff .. recommended service indices. At the req,uest of" the 
presid.ing ALJ, General, the staff', and intervenors submitted 

proposals on how to fmplement 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 indices 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 penalty imposed 
in D.92366. 

General opposes the impOSition of a dynamic rate of 
return factor because there are many forces influencing service 
leve~ which areouts1de the control of Generalts 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 observed. and that in today's financial climate 
investors may well perceive an increased risk to their 
investment 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 return concept~ General 
proposes the use of a weighted companywide index for each 
service measure of GO 133. 

According to General, 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 ~ernal capital 
needed to meet Generalts 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 a~d below 
the standard range associated with a surcredit, or surcharge 
and General would be re~uired to file an advice letter each 
six months to establish an appropriate surcharge or surcredit 
for subsequent six-months' periods commencing 30 days after ~he 
advice letter filing. 

" 

CAUSE proposes the use of a dynamic service quality 
adjustment (SQA) to directly apply substantive penalties and 
incentives that will have a positive influence on the quality 
of telephone service. The net result would be a substantial 
decrease or increase in the earning rate of return while the 
authorized rate of return would remain stable. According to 
CAUSE, tbe 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 General's customers. 
Subsequently a correlation should be obtained between the 
objective and subjective measurements to proovide validation 
for each type of index. 

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~ eff1c1ent~ just~ and 
re&sonable service" is required by Public Utilities Code 
Section 451. While rejecting the dynamic rate of return 
concept Cities urge a 11. 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 reasonable level by such time. Cities further propose 
that if the level of service for a central office falls below 
the -reporting level~a£fected ratepayers in such service area 
must receive relief in a form of an automatic rate reduction 
t~ 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 an 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 provide a 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 ~bat· 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 251. of the monthly 
service cbUge be automatically credited to the 'bill of a 
subscri'ber suffering inadequate service to compensate for 
poor service aud 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 service and a bonus or rewm:d if it provides adequate 
service. 'When consideration is given to the fact that Public 
Utilities Code Section 451 states~ in part: 

t~very pu~lic utility shall furnish and 
maintain such adequate, efficient, just~ 
and reasonable service, instrumentalities, 
equipment, and facilities, including 
telephone facilities, as defined in 
Section 54 ... 1 of the Civil Code~ as .are 
necessary to promote the safety, health, 
com£ort~ and conveDience of its. patrons~ 
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 additional 
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 unreasonable and 
unwarranted burden on the ratepayer and will not be adopted. 

The imposition of a penalty for in3dequate service~ 
however, is an entirely different matter. Such a ?enalty not 
only provides' an incentive for the improvement of service but 
provides the customer a small measure of compensation for having 
to endure such substandard service. ConseC[uently~ the order 
that follows will provide for a Sl.40 surcr~dit on th~ basic 

exchange rate for those serving area'S where the measuring 
indices. indic3t~ service ~t ~n un~cc~pt~hl~ level • 
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H.. CITIZENS UTILITY BOARD 

Cities recommend that this Commission should authorize 
the establishment~ 00 a~ experimental basis, of a citizens 
utility board (CUB), consisting of an independent, privately funded, 
nongovernmeotal body to represent Santa Monica and West Los 
Angeles telephone consumers in their dealings with General 
and before the Public Utilities Commission. 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 subjective evaluation of 
telephone services and thereby relieve the Commission of the 
responsibility of such service evaluations • 

Such an independent ~ privately funded', nongovernmental 
body could possibly serve a us·eful function with rest>ect to the 
subscribers in Santa Monica and West Los Angeles areas by 
providing a central point for the receip~ of reports of unsatis
factory service conditions by the residents of these areas and 
thereby conceotrate and compound the effect of such reports .. 
However It Commission approval for the formation per se of such a sroup 
is unnecessary inasmuch as such a voluntary organization could 
be formed at any time. It is uncertain from Cities' proposal 
how a CUB would 'oe funded or whether Commission action to provide 
a mechanism"for funding through utility bills is ~ontem?lated .. 
Commission authoriz~tion for such an activity lies completely 
outside the scope of our regulatory powers as contained in the 
Constitution and Pu'olic Utilities Code.. Cities sU9gest tr.at 
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the Commission provid~ a syst~m by which subjective evaluations 
of telephone service can be collected on a regular and frequent 
basis with a CUB performing the administrative and investigative 
functions relating, to these evaluations. Such approval might 
possibly be interpreted by sueh COB as a delegation of some portion 
of this Co~~ission's regulatory powers. For these reasons, our 
approval or authorization of a CUB will not be forthcoming_ 

Such a board, if formed, will be free to partieipate 
in accordance with our Rules of Practice and Procedure and 
the Public utilities Code as a party in any proceeding before the 
Commission. We note with interest that there are several currently 
pending l~islative meaS1.lres which provide for establishment 
of a CUB. The Co:n .. nissi'on has taken a neutral position on these 
measures and it would be inappropriate for us to depart from 
that pOSition by adopting Cities~ reeo~~endation • 

. -150-



•• 

• 

• 

A.60340, 011 8S ALJ/emk/bw 

IX. FINDINGS AND CONCWSIONS 

Findings of Fact 
1. General is in need of additional revenues, but the 

requested increase of $29& million (21.961.) at the estimated

test year 1982 level of sales is excessive. 
2.. General r S projected capital structure at December 31, 

1981 as set forth in its A.60990 of 52.37. ~ebt, 7.41. preferred 
stock, and 40.31. COtmnOU equity closely approximates the 
Commission staff's recommended capital structure, is reasonable, 

and should be adopted. 
3. The Commission staff r s projection of an, embedded 

cost of long-term debt of 10.401. appears reasonable and 
should be adopted. .. 

4.. 'I'b.e cos-t of preferred stock as computed by General, 
the Commission staff, and LA is 8.331. 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 
16.51. assuming. General provides adequate telephone service. 

6.. The rate of return computed using the above adopted 
capital ratios and cost factors is 12.717. ana will provide 
an after-tax coverage of 2.34 times, a pr~tax coverage of 
3.55 times; and an internal generation of funds of 7l%. 

7 • The above factors are high iu the range of coverages 
used by S&P' for "Aft-rated companies and should go a long way 

toward restoring General's bond rating for futtn'e 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 

mi11io~/ increase in revenues ~fter settlements and 
uncollectible effects and the effects of D.93255, Resolution 
T-10451, and D.93367. 

9. The authorized rate of return on rate base and return 
on common equity (resulting in the increased revenue requirement 
found necessary herein) is expressly a~thorized in recognition 
of the next earliest test year to be used in est~blishing 
General's revenue requirement being 1984. Accordingly, the 
rates found reaso~blc herein are reasonable only if 1984 is 
the next earliest test year used to set rates for General. 

lO~ An attrition allowance is necessary to reflect 
~ncreasing costs in the second year of the rate life outside 
General's control. 

11.. !he request for the specific attrition ."llowatlce will 
be in the form of an advice letter to be submitted on October 1, 

1982 for staff review and Commission determination as follows: 
a. Fin~ncial Attrition allowance based 

on ~ projected embedded cost of 10ng
term debt of 10.9St on ~n ~ver~ge year 
basis. 

b. O?<!rational attrition allowance of 
as developed in this decision 
and as modified to reflect u~ated 
p1ant-in-service and revenue'figures. 

c. A ca?ital attrition allowance reflecting 
the estimated effect of 1983 changes in 
General's composite de?reci~tion rate. 

/ 

2/ (Authorized ra~e of re~urn-present r~ce of re~urt'l) times ra~e 
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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The. effective date of the .3.ttrition allowance should be 
January 1, 1983 and it should be implemented by D c."1.:ll'lge in the 
billing surcharge subject to au~~riz6tion by COmmission resolution. 

12. The Commission staff's affiliate investigation 
team's est~te of $19,203,000 for the 1982 test year for 
Account 674-General Services .:lod Licenses increased $325,000 
to $19,528,000 to reflect additional direct: and primary 
benefits to the ratepayer from GTE Labs' opera.tions as 

discussed ~t pages 33 through 35.:1 is re.:lsonable and should 
be .:tdopted. 

13. As discussed on pages 3503. and 36, a downward 
adjustment of $1.,091,000 for eX?enses and $8,465,000 for AE 
is reasonable and should be- adopted. 

14. A downwa.rd 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 Gl'EDS adjustment of a negative $877,000 in 
expenses and a negative· $100,000 in rate b.:lse as discussed 
on page 38 is reasonable aod should be adopted. 

lS.a. The Oldopted estimates previously discussed of 
operating revenues~ operating expenses, ~nd rate b~se for 
test year 1982 reasonably indicacc the results of Gene~~l's 
operations in the future. Specific findings are as follows: 

(1) The total operating revenues for company 
operations are $1~lj66, 341,000 an,d for : 

(2) 

intrastate operations are $1)483,263,00:0. 

Total maintenance expense for the 
comp~ny oper~tionz i~ $388,550,000 
and for General's intrastate o~erations 
is. $306,488) 000 • 
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(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

The total traffic expenses for General's 
company operations are $97.7~1,OOO and 
intrastate traffie expenses are 
$82.003.000. 
Commercial expenses for the company's 
operations as a whole are $171.199.000 
and General's intrast.ate commercial 
expenses are $148.124.000. 
The general and other operating expenses 
for the company's operations as a whole 
are $228,615,000 and for intrastate 
operations are $190.197.000~ 
The property and other taxes for General's 
operations as a whole are $75.154.000 
of which $60,524,000 are for intrastate 
operations. 
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 General's 
intrastate operations. !he above adopted 
rate base includes $42,200,000 for 
materials and supplies and a negative 
$125,153,000 for working cash. 
The ado?ted 1982 test year rate of 
return is 12.77% for the company as a 
whole and 12.4 n. for its California 
intrastate operations. 
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16., Because maintenance expendi tures over and 'under the 
authorized level are promptly noted and reflected in presentatrons 
at the hearings on biannual rate increase applications, it is: 
unnecess-ary to establish a balancin<; 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, ~ 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 additional 
revenue requirement resul'tin9' from normalization of the book 
tax timing differences • 
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18. The Economic Rccov~ry Tax Act of 1981 results in ~ 
reduction of General's il"\trastate reVCO\.l(~ r~quirement of 
$7,077,000 for 1932 ano $11,189 ,DUO for 1983. The fO't"mer 
should be included in our .:ldo?ted su~~,ary of c.:lrnings ~nd 
the latter in our comput.:ltions of the 1983 o?Cr.:ltional 
attrition allow~nce. 

- ,. 

19. The inclusion of CWIP i1.1 r.:ltc base is not wo.'rr.:lnted 
in this proceeding bec.)use the resul t.il1'J improvement 

in earnings would have little, if any~ impact on either 
General's stock prices or bond ratings; the incr~.:lse in cash 
flow above that resulting from our decision is not 
required ana would unn~cess.:lrily burden the ~.:ltcpayers; when 
measured on .:l present value basis in the prC'~<?"nt fin~nci.:ll 

market) the addition of AVDC to rate b.:l~\.~ might pos~ibly 

impact the ratepayer 10~$ than O~IP in rate b~se: andAFDC 
income is presently correctly CV.:lluatcd by the financial 
coramunity • 

/ 
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20. Pu:blic witness statements~ corTespondence~ and 
questionnaires indicate a large portion of General's customers 
are dissatisfied with the quality of service provided by 

General. 
21. Th_~ Walker Research~. Incorpora.ted (Tel-Cel) survey 

showed eustolller satisfaction levels ranging from 83% to 931. 
for service clrder installation, repair service, Phone Mart, 
and dial service-local and direct distance dialing. -22. The, Field' Research Corporation's survey. showed that 
companywide 519.31.. of Genera.l r S one-party residential customers 
expressed sati.sfaction with the service provided by General; 
that in the $ilnea Monica division 57.17. of ehe subscribers 
wexe dissatisfied with the level of service; that in the 
Monrovia Exchange 51.27. of the subscri~rs w~re dissatisfied 
with General's, overall service; that co:npanywide 70.0% 

of all customers 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 telephone 
·service, problems: no dial tone, reached wrong number when 
number dialed correctly, received f;llse busy signal, call did 
not complete, cross-talk on line, static or noise on line,. 
voices fading in and out during convers.lti?t'l. difficulty with 
low volume, and ',being cut off while 00 the lioe~ and that the , . 
overall incidenc.e of custo:n~rs ~xperi~nciI'l9 th~ following· 
problems at leas:t once during the preceding 24 hours was as 
follows: static or noise, 47%; call did not go through, 43.S%; 

other voices on the line, 24.1%; dial ton~ problems, 23.7%;. faulty 
busy' signal, 17.1%'; low volume, 12.9'6; voices fading in and out, 
12.2%; faulty wrong nu;nber, 11.9~; and line cutoff, 7.2% • 
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23. With in excess of 35% of customers contacted 
expressing dissatisfaction with the quality of service being 
rendered and with 707. of the customers contacted having 
experienced service problems within the previous 24-hour 
period, General's overa},l quality of service is inadequate .. 

24. In spite of having met the service level o~jectives 
set forth in D.92366, General's service is still 

inadequate. 
25. The 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 th~ 
revision of~O 133. 

27. OIl 88 should remain open for the purpose of resolving 
the matter of establishing proper and adequate measurement 
standard indices for all California telet>hone utilities. 

28". General should ret>lolce its present pr.lctice regarding 
the purchase atld supply of switching equipment with nonbiased 
competitive bid solici~ation and evaluation practices. 

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. General should adopt a com?e~i~ive bidding procedure 
for its COSE and submit such a procedtl1:~:~for review' and approval 
by the Commission. Such procedure must contain (a) commOn bid 
specifications which may not favor anypartieular manufacturer; 
(b) clauses which will adequately protect General against delays, 
deliveries, installations, and cutover a-:ld a proper dlpe-ration 
of the purchased machine; and (c) firm pie-ice quotes on the basic 
equipment and price ceiling for additions. 

3l. '!'he cost of AE-mauufactured Cl;ass 5 or Class 4/5- COSE 
cutover after three years from the eff·ective date of this order 
should be disallowed for ra~emaking purposes ~less it~ can be 
shown that the selection of the equipmL~t resulted from valid 
competitive bids. 

32. General's present practice Q,f maintaining margins iu 
its step-by-step switching offices bas.ed on the availability of 
usable step-by-ste~ central office equipment is reasonable. 

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

34. The imposition of a dynamic ra~e of return procedure 
would result in the extractiou of additional revenues from 
ratepayers to reward a utility for perf~ing in the manner 
required by the Pub-lic Utilities Code and, therefore, such a 
procedure should not be authorized. 

35. A penalty for ioade-qaate service provides an 
incentive to the utility for the imp~ovement of service and 
provides the customer a small measure of compensation for 
having to endure such substandard service • 
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36. To cvaluate service levels for the assessment of tl 

penalty for inadequate service> it is reasontlble to use customer 
trouble reports per 100 telephones and the dial service index 
at time of ~~ call volumes on tl c~neral-office-by-central

office basis. 
37. Coccencing May l~ 1982 General should collect data 

of the trouble reports per 100 telephones and the dial service 
index duriog the two-hour daily period.of m3X~ call volume 
on a central-office-by-central-office basis. 

38. The data collected~ as described in Finding 37, should 
be forwarded on a quarterly b~is for Coomission st~f review 
and evaluation within 30 days from the last day of the quarter .. 

3~. A surcredit of $1.40 a line for etlch line in a 
cent=al 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 8.0 and in two of 
the three months (not necessarily the same two months) the 
dial se~~ce index at time of ~imum call volume is below 
971.. 

40. The surcredit thus imposed should remain in effect 
until a quarterly report indicates improvement '~n one or both 
of the indices to the acceptable level. 

40~~· For this interi~ decision ~n increase in the billing 
surch~rge is ~n appropri~te method for recovering the revenue 
r~qui:ement authorized by this decision • 
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41. Co~~ission 3utho'i~y for ~h~ ~~t~blizhmcnt of ~ CUB 

'~to:'partici?ate in regul.:..tory m~ttcrs before thiz Commissicn is 

not necess~ry. 
42. General~s rates con ~nd should be ~uthorizcd sUbject 

to refund on further order of the Commission oftcr completion of 
1i tigation · .. ti th the .IRS concerning the 1\1\,\ ond AA methods w 1 t is 

theCom.~ission's intent, .)s expressed in D.87838, thJ.t eligibility 

be preserved. 
43. If at any time General is not mJ.kins a good faith effort 

in seeking to ret~in its eligibiltty fo~ acccler~ted deprecio~ion 
", 

and the investmen~ tax credit, the Commi~:ion sholl consider 
current r<lte-setting under ,V\!\ and /'v\ beCore J. fin.:;.l ruling on 

the eligibility question. 
Conclusions of Law ' 

1. The: Commission concludes th~t. the .:l!??;"icJ.tion should 

• 

be granted to the extent set forth in tho order that follows. ~ 

2. A surchJ.rge of 10.48% to be applied to Ceneral's RJ.tc 
Schedules A-l through A-40 is r0';lSOt'lJ.ble ~ /\ny o';he-r rotC'S .:lpplicd 

.\ 

• 

~ft~r this surch~r9C' is in C'ficct ;lre un;~l~t ond un~e.)~onoblc. 
3.. Gcner.:\l !::hould ::;l.lomi t for Commi~:; ion revi:cw ;l comprc-

,. 

hensive pl~n for comp~titivc bidding for the purch5=c or ccntr.:ll 
office switching equipment to be implemented 30 d.:lY::':; .:t(ter 

Commission .:l?proval .. 
4. The cost of AE-m~nuf~cture-d Cl.)~s 5 or .Cl.)z~ 4/5 COSE 

cutover ~ftcr thrce ye.:\rz [rom the e{rcctiv~ d~t~ of thlz order 

should be disallowed for !~:em.)kin9 purposes unless It C.:ln be 
shown that the sel~ction or the cqui[)nl<-'nt rC':o;ultcci [rom v~lid 

competitive ~ids. 
4a. General a,.-,d staff should submit ?l.:mz for a quarterly filing 

imposing or :emoving su:crecli.ts on a ccntr.:11-o(fice-by-centr.:tl
office basis in accordance with the level of service being 
provided ~s indic~ted by the level ot the- cu~t.omcr rcrottS pcr 
100 te-leohones Zlnd the dial servicc indc-;< during the two-hour . . 
daily period of !'I1~ximum cJ.ll volume. 
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5. General should continu.e tofil~ tho qU3rtorly reports 
on service quality ordered by Ordering P~r~9r~ph 3 of 0.92366 
until revised me~surement indices h~ve been ~uthorized.by this 
Commission. 

6. OIl 88 should remain open for the purpose of receiving 

evidence on the revision of GO 133 and/o~ the establishment of 

service measurement indices. 
7. "\The imposition of a $1.40 per line surcredi t is re.:tsonable 

" ~ . 
for those 'service areas where bo·th the cu'stomer trouble reports 
per 100 stations exceeds 8.0 and the dial service index falls celow 
97.0% measured at peak hours in any two out of three months. 

" 8,. General should make an advice -letter filing on October 1, 

1982, setting forth an ap~ropriate ~ttri~ion allow.:lnce for the 
year 1983 reflecting our ~doptod financial attrition allowance, 
our ~dopted operational attrition. allowance as modified by updated 

• revenue and plan-in-service data, and a depreciation attrition 
allowance reflecting the 1983 composite attrition allow~nce. 

9. General is now fOl.:r mO::lths into its 1982 test year and 
since there is an immediate need for r~te relief, this order should 
be effective today. 

INTERIM ORDER 

IT IS ORDERED that: 

./ 

1. Five days after the effective date of this order, 
Gener~l Telephone Company of California (General) is authorized 
to file tariff schedules imposing a surcharge of 10.48% for 
Schedules A-l through A-40. Su.ch filing shall comply with Gen-era1 
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 to service rendered on or ~fter the effective 
date. These rates shall be subject to refund pending further 
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Commission ~ction on the trc~tmcnt of ~cceler~tcd dcpreci~tion 
and investment t~x credit for r~temaking income tax expense 
purposes and on further hearings on the ~?propri~te levels of 
intrastate toll revenues. 

2. Within 60 days of the effective d~te of this order, 
Gencr.J.l sh~ll subrni t for Commi.,ssion rev iew .:l. comprehensive pl.:ln 

for competitive bidding for the purchase of central office 
switching equipment. Such.:l. pl~n is to be implemented 30 d~ys 

after Com."nission approval. The cost o·f ·AE-manuf~ctured Class 5 
\ 

or Class 4/5 COSE cutover ~fter three YC.:lrs from the effective 

date of this order shall be dis.:l.lloweo for r~tem.:l.king purpose·s 
UI').lcss it c~n be shown thClt the selection or the equipm<.-n~ 
r~sulted from valid competitive bids. 

3. Gener~l sh~ll continue to file the qU..1rterly reports 
on service quality order~d by Ordering P~r.:lgraph 3 of Decision 

, 
92366 until revised service measurement indices h.:l.ve been 
authorized by this Commission. 

4. A prehearing conference is scheduled for 10:00 .:l.m., 

Thursd.:lY, Apr il.22, 1982, in the Commission Cour troom, St.:l te Office 
Buildin9~ 107 South Broadw.:lY, Los Angeles, California, before 
ALJ Johnson, for the purpose of determining the nature of ~ne times 
.:lnd places for future hearings on orr 88 in connection with modi-
fying, .:lddin9 to, supplementing, .:Ind/or deleting portions of this 
Com.~issionts General Order 133, Rules Governing Telephone Service. ~ 

S. General is .:luthorizec to file on October 1, 1982 ~n 
advice letter for .:In attrition allowance to be effective J.:lnuary 1, 
1983. Such an attr i tion allow.:lnc~ shJ.ll include fin.:lncial .;)ttrition, 

operational attrition as modified by updated 1983 estL~ted revenues .:lnd pl~~t 

in service, and.:l depreciation .:lttrition ~llow.:l.nce to compcns~tc 
for the increase in the composite depreciation rate (or the 
year 1983 over 1982 as disc\Jcsecl in thiz decision. The- .3lttrition 
allowance shall be implemented by a change in the billing surchange 
set forth in Schedul~ Cal. PUC NO.A-3.S subject to ..1l.lthorization 
by Commission resolution. 
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6. Generc.l shall present .:l report, within 60 days, on~he 
feasibility and cost of converting within 6 months its dial 

'servfce me~suremcnt system to J. fully J,utom.lted system cJ.p.lble of 
., , ~--.".'- ~ ....... .. ". 

• 

• 

,~akin~ and tabulating measurements during peak hours without the 
attendance or intervention of manual oper.:ltors. 

7. Commencing May l, 1982., General shall commence 
collec.tin& data on customer trouble reports per 100 telephones 
and dial service indices during the daily ewo-hour peri~ of 
maximum call volume on a central-office-by-central-office 
basis. 

8. 'Ioe 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 
day of the quarter. 

9. A sureredit ,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 telephones 
exceeds 8.0 and in'two of the three months of the quarter 
(not necessarily the same two months) the dial service index 
during the daily two-hour period of maximum call volume is 
less than 977. .. 

10. The surcredit imposed by Ordering Paragt'aph 9 shall 
remain in effect until a subsequent quarterly report in~icates 
improvement in one or both of the indices. to the acce?table 
level. 

~ ,.' ••••• .,.; I 
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11. Co:nmunications oivisio:1 is directed to monitor,. on a 

r~ndom basic, Gener.)l's me.:1surement of the trol.lble report index 
and the dial service index to be used for impo~ition of the 
surcredit in those central office areas which fail to meet the 
standards for any two out of three months. 

12. General and staff shall submit ~ plan wi~hin 60 days for 
a quarterly filing imposing or removing surcredits on'a central 
office by central office basis in accordance with the level of 
service being provided .:1S indicated by tDc level of customer 
trol.lb~e reports per 100 telephones .:1nd the dial servicQ Index 
during the two-hour daily period of maximum call volume. 

This order is effective today. 
Dated April 6, 1982, at San Pran~isco, California • 
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JOH~ Er BRYSON 
. President 

RI CHARD o. CRAVELLE 
LEONARD }1. CR!!vlES,. JR .. 
VICTOR CALVO 
PRISCILLA C. GREW 

Commissioners 
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APPENDIX A 

LIST OF APPEARANCES 
I 

Applicant: A •. M. Hart~ H. Ralph SnydertaJr., Dale W. Johnson, 
and. Kathleen S. Blun:e, Attorneys at w~ for General Telephone 
Company of: Cali£ornia~ 

Interested Parties: George W. Tice, Director, Los Angeles 
County Department of Communications, by James K. Nelson III, 
for Los Angeles County; St~nley Sackin, for himSelf; sarah 
Shirlel, Attorney at Law (Texas), Consumer Affairs. SpecIalist, 
Office of the City Attorney, for the City of Santa Monica; 
James S. Hamasaki and Daniel oJ. McCarthy, Attorneys at Law, 
for The Pacific Telepbone and Telegraph Company; ~ 
Sia!e 1 and Mike Florio, Attorney at Law, for 'J:'URN; -Consumer 
Fe eration of california, Gray Panthers-, California Legis-la
tive Council of Older Americans and Consumer Cooperative; 
Ira Reiner, City Attorney, by Ed Perez, Deputy City Attorney, 
for the City of Los Angeles; James C. Dycus, for himself; 
A. John Terrell, Carl Dewey, and Alan Donnell, for Regents 
of the university of California; Ruth .Benson, Attorney at 
Law, for Communications Workers of America, District 11; 
Morrison & Foerster, by James P. Bennett and Elwood R. 
Sturtevant, Attorneys at Law, and Scott W. Flournoy. for 
Telephone Answering Services of California!; Inc:.; and Marvin J. 
Xaitz, Brian Kiely, and Susan :8:. Jacoby, ~or CAUn West. 

Commission St&ff: Rufus C. ThaaRer. and Edward W. O'Neill, 
Attorneys at Law, Harry ::>tr 1~' and Robert. t. Howard. 

, . 
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A. 
ACFS 

.ADR 

I\E 

AFDC 

PJ..J 
APS 
AT&T 
Berc 
CAUSE 
CC'F'! 

CCS 
CD 

CIl'A 

Ci:ies 
Ci:izens 
Cot 
Continen~al 

COSE 
County 
erc 
CTJB 

CWBM 

CWl? 

D. 
D~A. 

rJAS/C 

PCF 

DID 
Directory 

Company 
DOD 

GLOSSARY 

Application 
Accelerated cost recovery system 
Asset depreciation range 
GTE Automatic Electric, Incorporated 
Allowance for funds used during construction 
Administr~tive Law Judge 
Accounts payable syst~ 
Anerican Telephone and Telegraph Company 
British Telephone Co~pany 
CAUSE t·Tes: 
California Corporation Franchise Tax 
Customer calling service 
Co~unications Division 
Califo=nia Independent Telephone Co~?any 
Ac:;sociation 
Los &~geles and Santa Monica 
Citizens Utilities Com~any of Calif.ornia 
Central office equipment 
Continental Telephone Companv 
Central office ~witchin~ equipment 

. County of Los Angeles 
Canadian Telecommunications Commission 
Citizens utility bo~rd 
Comp~nywide bucget model . 
Construction work in pro9ress 
Decision 
District ~re.lS 
Directory assistance system computer 
Discounted cash flow 
Direct inward dialing 

General Telephone Directory Company 
Direct outward dialin9' 
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BAS 
EBSS 
ECAC 
E'LG 

ERTA 
FCC 
nRC 
'FEX 
FIT 
General 
GNP 

GO 
GTE 

GTEDS 
G'IE l.3.bs 
G'IESC 
IDC 
ITC 
I..A 
LC-06 
1m< 
Los Ga~os 
'LPC 
MAC 
}u1U 

MORE 
M&S 
OCMS 
011 
ons 
Pacific 

GLOSSARY 
- -(~on1:rnuea)-

Extended· area service 
Elec~ronic business system service 
Energy cos~ adjustment clause 
Eq,ual life group 
Economic Recovery Tax Act of 1981 
Federal Communica~ions Commission 
Federal Energy Regulatory Commiss·ion 
Foreign exchange 
Federal income taxes 
C~neral Telephone Company of California 
Gross national product 
General Order 
General Telephone &Elec~ronics,Corporation 
GTE Data Services~ Incorporated 
GTE Laboratories, Incorpora~ed 
GTE Service Corporation 
In~erest during cons~ro.ction 
Inves'tment: tax credit 
Ci~y of Los Angeles 
Labor class 06 
Business flat rate trunk line 
Town of Los Gatos 
!.a.~e payment charge 
Mana~emen~ AnalYsis Center, Inc. 
Multi~essaee units 
Measured optional residence extended service 
Materials and supplies 
Optional calling measured service 
Order Instituting Investigation 
Optional residence telephone service 
!he Pacific Telephone and Telegraph Company 
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RC 
REA 

Roseville 
RRD 

SL 
SLVG 

Sl1 
S&P 
SQA 
SRA 

TAEQ 

TAS 
TASC 
Team 
Tel-Cel 
Telcos 
'ISrS 
UC 

UCLA 
Volcano 
\~ATS 

WE 

ZUM 

Responsibility center 
Rural Electrification Administration 
Roseville Telephone Company 
Revenue Requirements Division 
Secretarial lines 
Strai~~t-line vintage group 
Santa Monica 
Standard and Poor 

Service ~uality adjustment 
S~ecial rate area 
Telephone answering service equipment 
Telephone answering services 
Telephone Answering Service of California 
Aff.iliate investigation team 
~.1alker Research. Incorporated 
Telephone operating companies 
Traffic service position systems 
Universitv of Calitornia SysteIIIW'ide Telcom 
De:oar1:men t-
University of Calitornia at Los Angeles 
Volcano Telephone Company 
Wide-area toll service 
Western Electric 
Zone Usage Measurement 


