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OPINION O~ RF.VTf~D CO~~rNG PROC?Dup'~~ 

In D~cision (D.) 9?-;.67 i3~U~e Aur,ust A.. 1981 in th~z€' 
proc~edinez~ th~ Commi3sion found ther~ wer~ suozt~ntial we~y.nesses 
in the costing Q~thods us~d by The Pa~i!ic T~10pho~e ~ne ~clegraph 
Compt:l.ny (Pa.cific) to zu:opor~ i 'tz rat~ desie;:'l proposals. 
Consequently. th~ Com:nission oreer~d i'urthl?:- heari:'\gs to review ~ne 
determine cqui t3.bl~ costing procedu:-0s. Thozp heo.rings have been 
held. At their co~clusion. bpc~us~ of the compl~y.itipz o~ the issues 
involved, the parties participating in this phas~ of the proceeding 
agreed to ~ special. s~v~n-ste~ proc~cure for bringing the izsu~s to 
the Commission for decision. Under that procedure. (1) each party 
presented the assigned ad~1nistretive law judge (ALJ) with a list of 
major issues, (2) the A"JA combined th~m into ~, single list, (';) the 
par~ie$ brie~cd their pOSitions on ~ho~e iszue~, (4) by ~ ruli~g~ th~ 
AI,'] gave his 1'O$i tion on th(.' i~sues and how they zhould ::,~ addr~$cec 

~ in the cost studies. (5) the parties th~n ncld ~ ~~ries of ~eetingz 
under the aegis of the Com~iesion sta~f (s~aff) to develop as near as 
possible a cons~nsus on th~ procedures to be adoptee. (6) the stai! ~ 
gave the recommenc.ed procedur~:=: to th~ AU who :-evie',{ee them ::l.:'ld :lade 
hie final recomm~ndation to the Com:nizsion Novemb~r 10, 1~82. and, 
(7) the parti('s filed Bxcc'Ptions to thr:- A::J j>ropost:!.l on Dece:lb~r 1;, 
1982. Exceptions to the ALJ p:-opos::o.l were fil~d. by Pa.cific. sta~f ~ 
Telephone Answe:-ing Services o~ Cali!orni~ (TASC). General Tele,hone 
Company of Ca11~ornia (Gen~ral). Western Eurglar and Fire Alarm 
Associ:?:tion (WBPA). and, collectively. ~he American Broadcasting 
COI!lp~mies. Inc., C~~ Inc ... 7.he California. ?:~tt3ilers ASSOCiation, and 
the Tele-Co~unications Association (Use:-s Grou~). Our discussion 
will g~n~rally ~ollow the subject rnt'.tter in the fO:':! and sequence 
presented oy th~ ALJ with the exception of so~e g~neral comments 
offered by P~cific. 
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to ~doyt the coot proc~du~es ~~co~mend~d by th~ A~j. the Co~mis$ion 
would not b~ able to e~ter~in~ wh~7.~er the revenues ~enerated' by 2 

particular product lin~ or ~crvice wou:e b~ sufficiont to COV0~ the 
cos~s associated with zuch product 11no. or zervic~. Any deficiency 
in revenues '!or a e:1 yen product line 0:' ~<!':,vic~ ::ruzt b~ ~rovided by 
~nother product line o~ se~vice or by th~ r~sidu31 ~atepaye~s. 
Pacific claims that adoption o'! t~~ ALJ recom~endation will ~esult in 
costs tha:: do not ma.tch baci{ to 'book totr-tls. ':')?rticula~l": in the a.rea . .. 
of invest::nent ::'I,nd d~p~eciation. This is beco.uze ~!'1~ method proposed 
by the AtJ for development of ~he depreciated 1nvestoent factor 
understates Pacific·z net book invec~~ent for ?~rticu:o.r product 
lines and services. I!'lc,::-ee. ?~.ci:-ic is correct. "ou~ the AL.] , s 
p~oposa.l !~.cec up to a problem th~,t h::>.e plagued the enti:"e scheme of 
cost development and rate setting ~rocedures used in past 
:proc~l?dings. Tha.t problem. is what a.p:p€'ars to :,,~ ~. r~:ther suostanti~l 

srnount of st:-anded investme!'1t 1 in ?~.cific '3 books of 3ccount. an 
uneepreciatee investment t~a~ will cO!'1tinue on t~~ books 3.:'lC, un:ecs 
something is done to change depreci~tion precticez, juct get la:"ger 
and larger. If the adop~ion of the ALJ'z reco~~endations will bring 
th~.'t strandee invest.::lent into focue. then so bi? it. ~.nd -r.he sooner 
the b~tt~r. 

mho( <)0 "'Aco"d ~ ~ "f'>"'1~"'~ •• .( ""h ... .A. ... ...:J ....., • .,/,. ~ .. ' .. .., ... ',., _ ........ V #0 of how ~.nd why th.e 
stranded 1nve3t:::l~nt got there: in the :::l~,in. it is :;>:'0":>a'o1y b~c~.".lze ',re 

h:;l.vC fs,iled to • .... :01 te of! eo.ui:p:ten" rl,t. p:-ope:- dep~ec12,t10n :Otltes; SO:le 

of it may be due to the so-c:?.1:ee mig:-ation strategy. ~eeause of the 
accounting methods we use, ~quipment :oeti:'ed oefo:-e we expected it 
would be ~etired leaves pa:'t of its invest~ent to be picked up by 
depreciation on other e~uip~ent ztill in service. :n Exhibit 480, 
Users Groul' wi tnes:.:: S.c:'l~'Yn gave ~. simple but telling ey.a.:lpleo of how 

1 Pacific prefers to c~ll it a rese:-ve eeficie~cy. - .:. -
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stran4ed investment can come about un4er the accounting procedures 
used by Pacific an~ approved by the Commission. From pages 6 through 
8 of Exhibit 480 the following questions and answers are quoted: 

~Q. Dr. Selwyn, a major area of concern 
throughout this proceeding has been the 
appropriate level of net investment -
the so-calle4 'Net Plant Factor' - to 
use for determining the cost of 
individual services. Pacific asserts 
that the NPF should be based upon the 
emoedded condition of the Company's 
plant accounts by product group, whereas 
you argue for an approach which seeks to 
recognize capital recovery payments 
already ma4e by existing customers as 
offsets to the original investment cost 
of the equipment or facility. Does the 
distinction you have made between 
'revenue requirements' and 'economic' 
studies enter into this issue? 

~A. Yes, most definitely. Once again, 
Pacific's approach concerns itself only 
with a single accounting period - what 
has occurred in the past, or what will 
occur in the future, 1s of no 
consequence whatsoever under this view. 
Suppose that in 1977 Pacific provided 
identical service to two customers, A 
and E - and let us assume that these are 
the only customers Pacific serves. At 
the time, the telephone company invested 
510,000 in equipment for each of the two 
customers, with an expected average 
service life for each unit of 5 years. 
Under the GE100 cost methodology which 
Pacific would have used in setting the 
rates for the service, each customer 
would have paid, as part of the 
recurring rate, an annual depreciation 
charge of $2,000 ($10,000/51. Suppose 
that, at the end of the third year, 
customer A decided to discontinue his 
service, and that the equipment would 
not oe reused once removed ~rom 
service. By the end of the th1rd year, 
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$12,000 of the original $20,000 total 
investment had been depreciated, such 
that a net investzent of $8,000 remained 
for the two units. However, when the 
unit removec from customer A is retired, 
the gross investment is reduced to 
$10,000, and the depreciation reserve is 
reduced to $2,000. Under the revenue 
requirements theory, customer B would oe 
confronted with a Net Plant Factor of 
80%, and would be required to pay for 
return and associated income taxes on 
the basis of an $8,000 remaining net 
investment out of the original $10,000 
for the equipment actually furnished to 
him, des~ite the fact that he had 
previously made $6,000 of capital 
recovery payments. Suppose further 
that, in '980, Pacific asked tor the 
adoption of a Straight Line Remaining 
Life (SLRL) depreCiation method with a 2-
year remaining lire, and, pursuant to 
the revenue requirements ap~roach to 
individual service cost studies, applied 
SLRL in its GE100 study for this 
service. The remaining $8,000 of net 
investment would now have to be 
recovered in 2 years, with annual 
depreciation charges or $4,000. If 
customer B retains the service for the 
full two years, he will have paid a 
total of $14,000 1n capital recovery 
charges ($2,000 per year tor the rirst 
three years, and $4,000 per year for the 
last two years), whereas customer A will 
have ~aid only $6,000 in capital 
recovery tor his service. Pacific's 
revenue requirement approach thus forces 
the remaining customer (customer B in 
this example) to ~ub~idize the los~ of 
capital recovery caused by the early 
departure of customer A. 

- 6 -
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WQ. What happens if customer B, faced with 
large rate increase, decides to 
discontinue his service immediately? 

"A. In that situation, Pacific will be left 
with $8,000 of undepreciated investment 
which, again pursuant to its revenue 
requirements approach, will have to be 
paid by other customers - in this 
instance, customers of other services. 
If, on the other hand, customer B were 
not subjected to a rate increase as a 
consequence of customer A's de~arture 
and, as a result, retained his service 
for the two remaining years, Pacific 
would have recovered a total of $16,000 
($6,000 from customer A and $10,000 from 
customer E) leaving only ~4,000 (instead 
of $8,000) to be recovered from other 
customers. The cost causer here was 
clearly customer A or whatever 
instigated his decision to discontinue 
the service, yet PaCific's cost 
methOdology seeks to recover those costs 
from customer B, and, if he balks (by 
leaving), from customers of other 
services. w 

Pacific recommends what it calls a "prospective deaveraged" 
depreciation investment factor. This is a different approach than 
the one it proposed in the original GE-100 costing procedures for 
this case; instead of using one depreCiated investment factor for all 
equipment cost studies, different factors would be used for different 
product groups. But those factors are still brought back to book 
totals, thereby continuing a pick up of the stranded investment on 
the company's books. On the other hand, if we adopt the ALJ's 
recommendation, some estimate of the size of the stranded investment 
should become available. 

Users Group and others claim that part of the stranded 
investment problem is due to PaCific's migration strategy policy, an 
issue ~e thoroughly discussed in D.93367. Users Group would like to 
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see the ALJ procedure adopted and any stranded invest~ent picked up 
by the stockholders of Pacific, which at this time is the single 
entity, American Telephone and Telegraph Company (AT&T). Pacific has 
two proposals be!ore us for adjusting depreciation expen~e totaling 
about $235 million per year. Granting of those requests could 
relieve some of the stranded investment pressure. However, any 
changes in equipment depreciation practices must be considered in the 
context of the two important matters currently affecting the federal 
and state regulation of ,AT&T and Pacif1c; these are the Federal 
Communications Commission (FCC) decisions concerning the Computer II 
inquiry eCl-II) and the modified !inal judgment in the antitrust case 
now being concluded in federal court by Judge Harold H.Greene. We 
believe the decision we will issue here on proper costing pro~edures 
should be done independently of the problems mentioned above with 
those problems addressed in later decis10ns on the issues of 
adjusting depreciation allowances. 

Finally, the costing methods adopted do not mean that any 
rates proposed must bear a fixed relationship to costs. Pacific can 
propose anything it wants in the way of rates which would bring the 
revenues derived from such rates to the overall revenue requirement 
found reasonable by the Commission. 

The second general criticism of tbe proposed procedures by 

Pacific is that there should be no references in the manuals to 
pricing. Pacific's pOint is well taken in that a costing manual 
should not mandate pricing plans or structures. We will make the 
appropriate adjustments to the ALJ's recommendations; however, we do 
want the manual to indicate from a policy standpoint the kinds of 
priCing plans and st~uctures the Commission will want developed from 
costing ~rocedures. Whether a utility sees fit to make such prieing 
plans available on its own is up to it; to the extent the cost 
manuals appear to require the offering of specific priCing plans they 
~ill be adjusted. 

- 8 -
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The ALJ recommends two separate cost procedures, one for 
terminal equipment service and one for private line service. In the 
following discussion we will be addressing both manuals section-by-
section unle3s otherwise indicated. 
I - General 

Pacific recomcends that paragraph 1 be deleted because 
references to pricing policy should not be contained in a cost 
manual. Pacific recommends paragraph U be deleted because the 
manuals should be generic and applicaole to the future; rererences to 
current issues such as Pacific's divestiture plans are not 
appropriate. To clarify the purpose and Objective or the manuals and 
the costing process, Pacific recommends its suggestions be adopted 
and a paragraph added to the general sections to state that: 

It is the purpose or this manual to develop 
a revenue requirement for the utility'S 
individual products and services in a manner 
that is consistent with how the CommiSSion 
calculates such utility'S overall revenue 
requirement for ratemaking purposes. Such 
individual revenue requirements are to be 
used as ~enchmarks in assessing the 
reasonableness of the rates associated 
therewith, but are not intended to be used 
as a mechanical formula for setting such 
rates. 
We yill modify paragraph 1 to reflect our previous 

discussion under PacifiC'S general comments. We agree that 
paragraph 4 should be deleted but expect those who u=e the manual to 
make appropriate allo~an¢es for matters such as that cited. We Yill 
reject Pacific's proposed paragraph for the reasons statec under our 
discussion of Pacific's general comments. However, the suggested 
statement concerning mechanical formulas and rate setting will be 
incorporated. 

Staff recommends that Paragraph 3 be rewritten so that 
costs of existing terminal equipment offerings Yould be developed on 
an individual tariff offering basis to the extent feasible. The ALJ 

- 9 -
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recommenes an option of costs cevelop~d on a product group ba3i3 to 
reflect costs of typical systems or on an individual tariff offering 
basis. We prefer the flexibility of the A~J'3 approach and note that 
both Pacific and 3ta~r witne~se3 :ace that reco:mendation. 

Staff questions how ratemaking aCjuztm~nts ~ill be 
presented or incorporated in the utility'S service cost studies. 
General requests a further explanation or the types of ratemaking 
adjustments covered by Paragraph 6 with examples of how and when they 
shoulc apply. As the stafr points out, it should be under~tood that 
proposed ratemaking adjus~=ents by the parties must be assigned or 
allocated in an appropriate manner by the party proposing the 
change. If the parties cannot reasonably make the re~uired 
modifications then they should petition the presiding officer to 
order the utility or some other appropriate party to cake the changes 
so the Commission may assess the effects of the ~roposals. Utilities 
will be expected to make a reasonable effort to reflect those 
ratemaking adjustments adopted by the Commission in previous 
proceedings with the expectation that they would ~ made in any 
future proceeding~, e.g. Weste~n Elect~ic adjust=ents. 

Staff recoc:enc, a statement in ! - General that detailed 
documentation shall be cade availaole by the utility which cescribes 
all p~o¢edu~ez and sepa~ation proceszes, input data sources. and all 
reports used in the pre?a~ation of such cost studies. Although it is 
usually unde~stood such info~=ation should be :ade available to 
parties, no harm will be done by including the requirement in the 
adopted p~ocedu~es. 

Ceneral opposes Paragraph 5 on the g~ounds that exi,ting 
accounting procedures do not allow direct reconciliation to 
historical costs or test-year esti=ated results o~ operations. 
Ceneral misunderstands ?aragraph 5; no forced reconciliation i3 
expected. But if there is not a reconciliation, then soce 

- 10 -
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explanation of the dlfference~ ~hould be provided. In contrast, 
Pacific argues strongly that total costs including a return and tax 
factor should balance out to the revenue requirement found reasonable 
for the utility; that is, we presume, ~test-year estimated re~ults of 
operations." 

WBFA urges that Paragraph 5 require a "bottom up" verzus 
~top down" reconciliation between the product line and the category 
studies. We believe the ALJ recommended language makes it imperative 
that some sort of reconCiliation, perhaps not the one recommended by 
WBFA, be accomplished. We prefer to leave the exact manner of how 
that is accomplished to the parties presenting the cost studies, rate 
deSigns, and requested revenue requirement. WBFA recommends that 
Paragraph 1, the cost study format, sbould reflect that private line 
service costs are the sum of the annual costs of a numoer of 
components consisting of different investment categories. It 
suggests' that the best way to recognize this is to present the cost 
study format in multicolumnar form with a total column at the far 
right. We agree with WBFA but note there is no need to incorporate 
this into the suggested format which, by its nature, has that 
flexibility. 

Users Group recommends the manuals put more emphasiS on 
cost development that reflects a vintaged or fixed-term contract 
approach to pricing. Users Group believes contract pricing ensures 
the utility will recover the capital costs associated with the 
provision of a new service from the customer to whom the service is 
provided. PacifiC, as noted earlier, believe~ a cost manual is no 
place to indicate pricing plans and structures. We will modify 
Paragraph , so that it reflects Commission poliey on the types of 
cost studies the Commission wants so that pricing ean ~e developed 
whieh will bring into the open some of the depreCiation problems we 
discussed previously with a view toward recommendations from the 
parties on how to alleviate those problems. 

- 11 -
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II - Investment 
Pacific claims Paragraphs 1 an~ 2 appear to require Pacific 

to ~evelop two sets of co~tz for existing ~roducts and services with 
inwar~ movement. We interpret the paragraphz as requiring investment 
costs for equipment already in ~erviee and se,arate co~t~ tor 
equipment that will be inware moving 4uring the stu~y per1od. 
agree with Pacific that the reference to CI-II in Paragraph 2 

We 
shoul~ 

be deleted. We will also adopt Pac1fic's recommendations for changes 
in Attachment 2, Paragraphs 4.b., and 7. to the Pr1vate Line Service 
cost canual. 

WBFA believes there is one accounting complex1ty which the 
manual should aGdress because it otters an opportunity for uti11ties 
to double charge user~. this has to do with station connection costs 
which have now been split into a writeorf over ten years for 
connections in place prior t~ 1981 and expensing of connections 
installed after 1980. WBFA wants to make sure that costs for inside 
wiring be treated as either investment or expense but not as both. 
WBFA suggests a paragraph be added to the procedures to ensure this. 
We believe there is no need for such detail in a costing manual. the 
paragraph that we will add to I - General at the sugge~tion of the 
stafr covering documentation and 4ata sources should protect against 
the prOblem suggested by WSFA. 
III - Depreciated Investment 

Pacific again statez in its arguoent that the methoe~ 
recommended by the ALJ will not develop a 4epreciated investment for 
the individual produets or services that is consistent with the FCC 
or Commission prescribed depreciation aecounting o~ which is 
eonsistent with how the Commission develops dep~eciated investment 
for the overall revenue requirement for rate~aking purposes. Aga1n 
we recognize this but if we do not adopt the ALJ recommendation, we 
will have accomplished almost nothing in the area of depreciated 
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investment facto~s and would be right back whe~e we started pr10r to 
the rurtne~ hearings on these procedures. We will adopt Pacific's 
suggested additional paragraph conce~ning how estimate~ of total life 
and remaining life should be made. That would be subject of course 
to review by the staff and other parties. 

General requests some guidelines on how book value might be 
determined for those units removed from service since the ~ook value 
of retired units will affect the net investment in surviving units. 
We suggest that estimates of total life used for depreciation .. 
purposes be matched against the age of equipment at retirement for 
that purpose. 

WBFA recommends specific wording on how the depreciation of 
drop wire investment Should be calculated. Again, we believe this 
kind of detail should be left to the user of the guidelines and not 
included in a manual. 

~ IV - Rate of Return and Income Taxes 
Pacific recommends the return co:::ponent of the cost study 

be developed using the account or subaccount net plant factors rather 
than either of the depreciated investment facto~s recommended in the 
manuals. Again Pacific cites the potential for a revenue requirement 
deficiency as its reason for the recoccendation. Again we reject the 
suggestion for the reasons stated above. 

General recoomends that the rate of return for different 
services should vary directly with the risk associated with the 
service provided. Adoption of thiS suggestion would return us to the 
old method of dirre~ent ~ates of return for different vintages or 
types of cost studies and is firmly ~ejected. All customers shoul~ 
pay the same for the support of the investment needed to provide the 
equipment to se~vice them with the understanding of residual pricing 
a~ a policy. All customers pay a certain portion of the residual 
revenues necessary to make the utility whole. For example, all 
customers pay some toll charges at some time, though some pay more, e some less. 

- 13 -
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v - Depreciation 
Pacific again urges accounting depreciation be used. 

Again, for the reasons noted at several places above, we reject tbe 
recommendation. 
VI - Operating Ezeenses 

TASC, WBFA, and Users Group all express concern about 
testing costs and cost factors for reasonableness. !ASC believes the 
provision that a panel of estimators, most likely from the utility, 
should develop work times and other cost factors with a review by tbe 
Commission staff would provide no improvement over the studies 
originally submitted in this proceeding and found wanting by the 
Commission. rASe claims the record demonstrates that no meaningful 
staff review of Pacific's estimates has been or is likely to be 
undertaken. TASC submits that Pacific should be required to document 
the costs it claims to have incurred in the provision of maintenance 

~ and installation services and, when its costs are challenged, submit 
evidence through competent witnesses, tracking mechanisms, and Tecord-
keeping systems Which will prOvide appropriate proof of costs and the 
opportunity for meaningful review. 

WBFA recommends two mod1ficiations to § V!. Paragraph ~ 
would be reworked to emphasize both recurring and nonrecurring work 
activity validations and a new paragraph would be added to ensure 
clear delineation of recurring and nonrecurring work actiVities so 
there could be no double counting of expenses. 

Users Group otters two ~uggestions ~hich it believes would 
help assure the work times Pacific uses in the development or 
nonrecurring work costs are reasonable and rerlect only efficient 
operations. The first would be a rewording ot the ALJ's Paragraph ~ 
to require starf review or Pacifie's estimates under certain 
conditions. The second is recommended only if the Cocmission does 
not adopt the first, and would provide for indepeneent panels of 
experts paid by the ratepayers if they verify Pacific's estimates or 

~ by Pacific's ~tockholders if they do not. 
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We will adopt some rewording of the section that is a 
combination of the recommendations o~ TASC, WBFA, and Users Group 
which we believe will provide the protections the parties seek and 
yet not put too great a burden on Pacific or the starf, although it 
will require a ~uch more active role for the starr in the rirst one 
or two applications or the costing procedures. 
IX - Installation Charge Credit 

Both Pacific and staff attack the proposed method of 
developing the installation charge cred~t. They claim the metho~ 
recommended by the ALJ will overstate the value or the installation 
revenues received during the year or installation and thus understate 
adjusted annual costs. Starf states further that treatment in the 
cost study should be consistent with the actual accounting treatment 
of nonrecurring costs and investments made in connection with 
establishment of service. Staff views the installation charges as an 
advance payment of charges that would otbe~ise be recovered over the 
location life of the installation. It recommends installation. 
charges be converted to a series of pay:ents over the location life 
using capital recovery ractors to provide unirorm annual payments. 
The method adopted by the ALJ is a return to the method used prior to 
1978 and recommended by Users Group. This method may be termed the 
return and depreciation credit methOd. By this method the 
installation charge is assumed to be an advance pay=ent of ca~ital 
costs which will be incurred over the location lire of the 
installation. Credits to the annual charges are made for return and 
taxes and depreciation of the nonrecoverable, up-and-down costs to 
the extent they are recovered by the installation charge. The 
staff's prinCipal objection to the methOd is that it require~ a 
complex, three-factor calculation. The stafr gave an example of the 
two types of calculations in its brief and the resulting monthly 
charge is almost identical under the two methods. We ~ill adopt the 
ALJ's recommendation because it appears to be more con~istent with 
the development of other estimated annual charges. 
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Application or the Adopted Procedures 
Users Croup recommends that, at the very least, Pacific 

should ~e required to make revised cost studies ~ased on the 
procedures adopted in this deci~ion tor those services it proposed to 
increase in A.59849. We note that the interim rate increase granted 
by D.93367 held rate increases to a minimum tor equipment and 
services subject to the questionable cost study procedures of 
Pacific. We further note that Pacific now ha~ before us another 
major rate case. We believe it would ~e reasonable to allow Pacific 
to make the decision on whether it wants to redo A.59849 stUdies or 
make new studie~ and present them in the current rate case with any 
necessary rate adjustments being made in the decision on the current 
case. 

One conSideration, which in fairness to Pacific it might 
like to know in assessing its options, is that in D.93367 we adopted 

4It the principle of a maximum 50 percent increase in anyone application 
for those services or equipment requiring a greater than 50 percent 
increase; we would amend that to 100 percent should Pacific choose to 
adopt the new costing procedure~ in the current application and 
forego any recalculation of the A.598~9 studies. 
Several parties commented on the hard work that has gone into 
revising the procedures; we join in those comments commending all the 
partiCipants for their efforts. We hope the parties will give the 
procedures a fair try. We will ~e the first to acknowledge they will 
not be found perfect and may have to be amended as experience is 
gained in their application. 

- 16 -
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Finding~ of Faet~ 
i. In D.93367 the Commi~s10n found there were zu~stantial 

weaknesses in the costing methods uzed by Pac1fic to support its rate 
design proposals and ordered further hearings to determine equitable 
methods for developing cost of service studies for ratemaking. 

2. The hearings ordered ~y the Commission have oeen held and 
all interested parties had a chance to appear and oe heard. 

3. The azsigned ALJ made a proposal to the Commi~sion on the 
procedures he recommends be adopted, and the parties have filed their 
exceptions to the ALJ's proposal. 

4. The costing procedures attached a~ Attachments A and Bare 
the procedures recommended by the ALJ, amended as discussed in the 
body of this opinion as a result of Commission review of the record 
and comments or the parties. These costing procedures are reasonable 
for the purpose of developing cost of service studies for telephone 
utilities under the jurisdiction of the Commission. 

5. It is reasonable to give utilities subject to these 
proceedings the option of applying the new procedures to recalculate 
costs in these proceedings or use them for the first time in their 
next major rate case. 

6. Because there is a need for the expeditious application of 
the procedures adopted, this deciSion should be effective on the date 
signed. 
ConclUSion of Law 

Eased on the foregoing findings of fact and under Public 
Utilities Code § 4S4(~) the Commission may require telephone 
utilities to U$e the costing procedures adopted by the follOwing 
order as part of the $howing required to be made in su~port of rates 
for the ~rovision of telephone service~ and equipment. 

- i1 -
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IT IS ORDERED th~.t: 

1. Telephone utilitir.:-s subject 'to this Coo:nission sha.ll use 
the costing procedureo contain~d in AttRchment~ A pnd B in support ot 
ra.tes for the provision of t~lp.i'hone sorV'iees ~.nd eo.uipment une{>!" th~ 
jurisdiction of this Commission. 

2. The f"irs't applic:.l.tion of the co~ting procedur(!'s adoptee by 
this decision mP.t.y be m$.de in any ongoing m:ljor r~.tl?' c~.se of" the 
utilities or in the next m~jor rat~ case ~OI of the utiliti~s 
tendered after June ;'0, 198;. 

This order is ef.f~ctive today. 
Dated April 6, 1983 , a.t San Fra.ncisco, Ct\lii"ornis .• 

LEONARD TJj. GRIMES •• rR. 
President 

VICTOR CA!;VO 
PR!SCILLA C. GP.EW 
DONIJJD VIAL 

Comcissione:"s 

1: Cz;.:T7.::-'Y 7:":~· .. -: 7r7:S DZ:!S:O~ 
~.;/,>S l .. ~) . ':~;1::T) B·: "L':73 ~~SO·'/E 
CCI'~:'::" ~~;:.>~. l~' -,23 ':0::':4 -.'! • 

- 18 -
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PROCEDURES FOR. T)EVEI.OPME~"'l' OF 
~~NAL EQUI~"'l' SERVICE COSTS 

I - ~"'ER.AI. 

1. In the development of costs for proposed rates :lnd ch4rges for new or 
existing service offerings consideration should. be given to the rate treatment 
to be applied. Among the rate structures the Commission would like considered. 
whenever feasible is the provision of service on 4 "vintaged" or fixed. term 
contract basis in addition co trad.itional month-to-month service. A special 
charge for early termination could. be includ.ed in fixed term contract offering~. 
and a choice of contract period (e.g. 3, 5, 1, and 10 years) should be made 
available When appropriate. Cost studies should be formulated 50 they support 
the proposed. tariff structure:. For eX4mple, if services :Ire to be offered 
under a contractual type tariff arrangement such as "Variable Term" (Decision 
82-03-058) or "Tvo Tier" (t>ecision 83958) payment plans, cost studies should 
reflect vintage investment eosts. 

2. I~gener4l all cost inputs should be service specific where appropriate 
and should refleet a "prospective" two-year study period. Cost inputs associated 
with vintaged, fixed term contract type studies should. reflect estimate4 operating 
expenses during the contract period. 

3. Costs of existing terminal equipment offerings may be developed on a product 
group basis to reflect eosts of typical systems or on an individual tariff 
offering basis. 

4. Wherever possible cost estimates should reconcile to historical costs or to 
test year estimated results of operations; where they do not, an explanation 
should be provi.ded (e.g. see '''Oepreeiated Investment" below). R.evenue require-
ments may be used as benchmarks in assessing the reasonableness of rates 
associated with costs developed by these procedures but are not intended to 
be used i.n a meChanical formula for setting rates. 

5. Ratemaking adjustments should be assigned or allocated to eost studies 
where appropriate. 

6. Cost study format should generally follow that shown in Appendix A. 
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7. $0 that interested parties may effectively analyze and audit cost stu~ies 
presented by the uti1ities~ detailed documenta.tion sh411 be m4de available for 
review which includes algorithm$ describing all procedures and sepa.ration 
processes, workpapers, input data sources, and reports used to prepare the 
cost studies. 

1. For equipcent and services provided to existing customers investment should 
reflect average original cost (AOC) during the study period plus appropriate 
loadings. 

2. For services provided to inwa.rd moving customers or as additions to existing 
systems (prospective placements) i~estment should reflect a melding of new and 
reused equipment costs during the study period. 

3. For vintage pricing cost studies, the investment ~unt, either AOC or 
weight~d average inve5~ent during the study period, once set, will not be 
changed for future eost a.naJ.:;&ee of that vintage. 

4. In nonvintage priCing eost studies the investment will reflect the AOC of 
units provided on a. companion basis or a.ll units provided on a month-to-month 
basis, whichever is applica.ble. 

III - DEPRECIATED I~"VES'IM::!o."'I 

1. ~ere fea.sible, the level of depreciated inves~ent used for terminal 
equip1:1ent cost studies will be determined by a "depreciated investment factor" 
(DIF) calculated on the basis of one of the following methods: 

3. Scale to position in life; or 
b. Net investment in surviving units. 

2. Different types of investment may have different DIYs, thus factors should 
be developed for each inves~ent account and subaccount represented in the 
cost study. 

3. DIFs may require recalculation for each new planning period. 
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4. The total life and remaining life values shall be based on esti=ates made 
by the utility's marketing and engineering personnel. 

IV - RAtt OF R.El'OR.N A."tO INCOME tAXES 

1. Rate of return and income taxes (Rlt) should reflect the authorized or 
requested rate of return as appropriate and applicable income tax laws. 

2. The same rate of return should be used for all cost studies. 

3. The development of the RI'l' factor is shown in Appendix 13. 

v - DEPRECIAXION 

1. The depreciable portion of an investment is the original cost less the net 
salvage value (NSV) of the asset when it is removed from service for the last 
time •. NSV represents the gross salvage value at the time of removal less the 
costs associated with the removal. An estimate of NSV must be made pri~r to the 
development of the depreciation rate because only the origiU3l cost less net 
salvage may be recovered through depreciation charges. 

2. NSV should reflect the value received at the time of retirement if sold as: 
4. Operable telecommunications equipment; or 
b. Component parts for use in maintenance, 

expansion or other purposes for equipment 
of like variety which is still in active 
use; or 

c. Scrap; 

whichever is greatest. Cost of removal should reflect estimated location cycles 
where applicable and actual method of removal. The following inf0rm4tion to 
support estimates of salvage value should be provided: 

4. Estimated future gross salvage value; 
b. Nature of disposition assumed in s., i.e. 

intact, in parts, or as scrap; 
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c. 

d. 

e. 

AnACBMD."! A 
Page 5 

Source of the estimate (e.g. arm's length 
sale; ~ualified independent appraiser; 
imputed from experience in other used 
e~uipment =a.rkets); 
Explanation of the basis for believing 
the estimate is highest possible value~ 
including q~lifications of sources 
relied upon; 
Est~ted costs of removal and the basis 
for the estimate. 

3. For fixed term contract pricing cost studies the remaining life CRt) depre-
ciation rate ~ll not be changed once established for that study period. 

4. For nonfixed term contract (month-to-month) pricing cost studies~ the RL 
depreciation rate may be changed to reflect changes in esticated RL. 

5. RL for depreciation purposes vill be developed on a basis consistent ~th 
the development of the DIF in Section III above. 

6. Depreciation expense will be calculated as follows: 
Depreciation expense. [(AOC x DU') - NSVl ;.. RI. 
where AOC • average original cost (loaded) 

DIF • depreciated investment factor 
NSV • net salvage value 
RL • remaining life 

1. Operating expenses include maintenance and commercial expenses and other 
charges and taxes. 

2. Operating expense should be service (product) specific to the ~eut 
feasible. Expenses may be directly est~ted or based on ratios (e.g. maintenance 
to plant) where service (product) specific studies are not feasible. 
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3. Costs and benefits or service improvement programs should be a.llocated or 
4ssigned on a consistent basis to the specific services to whieh the 
i=provement programs apply. 

4. Operating expenses associated with recurring and nonreeurring work aetivities 
should reconcile to historical totals and should be validated for reasonableness 
and operating efficiencies. The manner in which inputs are tested for reasonable-
ness and efficiency will be by a panel of estimators subject to Commission staff 
review. Staff will make its review only when nonreeurring costs inerease on a 
percentage basis greater than utility usage rates, or when evidence is presented 
which shows that nonrecurring cost studies may not have properly accounted for 
improved efficiencies. 

S. Recurring and nonrecurring work activities should be clearly delineated so 
there are no omissions or double counting of operating expenses_ 

VII - GENERAl. AJ:)MIr.1:Sl'RA.TIO~ EXPENSES 

1. Administration expenses directly related to 4 service group/product line 
should be developed on a service/product specific basis. 

2. Administration expenses which reflect joint eosts or common cor,orate 
overheads should be allocated to service groups/product lines on an appro-
priate basis (e.g. on the basis of i~estment or other direct costs). 

VIII - R.Al'EXA1<ING ADJT]S~-rS 

1. Known ratecakiug adjustments (see Section I above) developed by the utility 
for the purpose of indicating results of operations on 4 r4tecaking basis ("post 
column 'a' adjustments") should be reflected in the cost studies submitted ...rith 
supporting work papers when the results of operations are tendered for 
considel:aeion. 

2. Ratemaking adjustments proposed by interested parties or the CPUC staff should 
be assigned Or 4lloc~ted to cost studies in an appropriate ~nner by the party 
proposing the adjustment. If parties choose to revise the service cost studies 
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submitted by the utility in lieu of recalculating cost elements proposed by the 
utility, the adjusemcnts should reconcile the service cost studies to the level 
of expenses and rate base included in that party's showing of results of 
operations. 

IX - INS'l'AI.I.ATION CHARGE CREDU 

1. A credit to annual charges to reflect paycent of an installation charge will 
be included in all cost studies for terminal equi~ent offerings which anticipate 
inward movement. 

2.. The adjustment to annual eb.4rges will be calculated as shwn in Appendix C. 
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APPENDIX A 
COMPU'tATION OF SERVICE COSl'S 

Inv •• t:me'Qt 

1. Average Origi.u.1 Coat (loaded) 

2. Depreciated Inveatment Factor 
3. Net Depreciated Investment (tn 1 x 1.n 2) 

Armua1 Cha1:'ges 
4. Rate of ltetum ~ Income Teces (lUT x Ln 3) 
S. Depreciation (I,.n 1 x %) -
6. Maintenance 
7. Commercial/Marketing 
8. Other tues/ other charges 
9&. General Administration Expenses: Direct 
9b. : Allocated 
10. Rate Making Adjuatment 

11. 'rOTAI. ANNtIAL COSTS (tn.a 4 throush 10) 

12. Installation Charge Credit 

13. Adjusted Annual Costs (Ln 11 - Ln 12) 

$-----------------
% 

---------------------$------------------

$~---------------
$-------------------
$-------------------
$,------------------
$------------------
$------------------
$------------------
$-------------------
$------------------
$------------------
$-------------------
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or 

Where: 

Eump1e: 

Calculation. 

A.PPE:Nl)IX B 

iAtt OF RE'l'ORN AND DlCOM!''tAX FACTOR 

RIT - ~ - IC - X(t1 • t2 - t 1( 2) - D(~l - t 1e2) 
(1. - t1 - t2 • t 1(2) (1. - Depreciation Re.~rve) 

JUT • ( It • T1 + T2) .;. (1. - Depreciation Re.e~e) 

R - return [COM x (1 - Depreciation 1te.erve - Deferred TAX ReMrve)] 
T1 • .tate taxe. 
T2 - federal taxe. 

COM • co.t of money (authorized or reque.ted rate of return) 
t1 - .t~te tax rate 
t2 - federal tAX rate 
X - intere.t [intere.t rate x debt ratio x(l-Depreciation Re.erve-Deferred 

Tax Re.crve) 1 
IC - inve.tment tax credit (e.g. 10% ; prod~ct life) 
D - difference between accelerated and .trai¥ht line depreciation 

Rate of :Return • 12% 

COM - .12 Interest Rate - .08 
IC • .00667 Debt htio" .45 
1>- .02~23 Deferred Tax Re.erve - .0906 

t1 • .105 Depreciation Rc.erve • .130 

t -2 .46-

R • .12 X (1. - .130 - .0906) • .0935 

I - .08 x .45 x <1. - .130 - .0906) • .0281 

t1 + t2 - t1t2 - .10~ •• 46 - .10~ x .46 - .5167 
tl _ tlt2 • .10~ - .10~ ~ .46 ~ .0567. 
1. - t1 - t2 + tlt2 • 1. - .105 - .46 + .105 x .46 • .4833 

RIT - .0935 - .00667 - .0281 x .5167 - .02523 x .0567 
.4833 x (1. - .130) 

JUT - .1686' 



A.S9849 ~t: a1. AtJ/ec ATtAC'fTMZNT A 
Page lO 

APP'EN'DIXC 
INS'XAI.LA.nON CHARCE CREl>Il' 

Line 12. Appendix A. Installation Ch&rge Credit will be calculateeS ... 
follows: 

where 

ICC • CRXT • Q) - Xl'L 

ICC - Iustallation charge credit 
CRIT - Credit for return and taxes 

CD • Credit for depreciation 
ITL • Income tu 10 •• 

waen an installation Charge i. applied. the total ccnual cost. (line 11 
of Appendix A ) .hall be credited by the coat of money and income tax (ret"m 
and tax factor) effects as.~iated vith the installation chArge. lhe 
credit is calculated by multiplying the return and tcx factor (line 4. 
AppencSixA) by the amount of the iuatallation cM.rg~. A credit for 
depreciation expense ahall Also be calC1.l1ated consistent with the depreciation 
expense determined in line S of Appendix }, .. 

In addition 1ihen an iutallatiou c;harge i. made. the amount is us"a111 
credited to the revenue account.. Thi. results. in the firat year. in 

reven"es exceeding expense and Federal and State income taxes are a~lic.ble 
to the differeuee. In succeeding years. the reverse i. true and e:q>enae will 
exceed revenu.e. reaul ting in income tax crediu 1fIhieh will result in complete 
recovery of the firat year·. ace .. tax payment 1>1 the cn4 of the I.oeation 
Life. There i., however. a 10.. of earning power on the unrecovered por1:io: 
of the tax during this interim period (secODd through last year.). '%'heae 
&mO\mu converted into present worth cd tben into an eq,uivalent &mluity 
must be added to the ADnu.£l costs. 
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PROCEOtmES FOR DzvttOP~'l' OF 
PRIVA'l'E LI~"E SERVICE COSTS 

:r - GENERAL 

1. In the 4evelopment of costs for pro?Qsed rates an~ charges for n~ or 
existing service offerings, consideration should be given to the rate treatment 
to be appli~. Among the rate $tr~ct~res the Commission wou14 like consid~red, 
whenever feasible, is the provision of servic~ on a -vintag~- or fix~-term 
contract basis in addition t~ traditional month-to-month service. A special 
charge for ~arly termination could be included in fixed-terz contract offerings, 
and a choice of oontract peri04 (e.g. 3, 5, 7, and 10 years) should be made 
available when appropriate. Cost studies shoul~ ~ form~lat~ so they support 
the proposed tariff structure. For e~~p1e, if services are to be offered 
under a contractual type tariff arrangement such as -Variable Term- (Decision 
82-03-058) or -'tWo Tier- (Decision 83958) pay:nent puns, cost stuc:Ues should 
refl~t vintage investment costs. 

2. In general all cost inputs should be servic~ s?eCi:ic where appropriate 
and should reflect a -prospective- two-year study period. Cost inputs 
associated with vintage4 fixed-term contract type studies should reflect 
estimated operatin9 exrenses during th~ contract peri04. 

3. Cost studies for existing private line offerings Should ~ ~evelo~ on a 
service group/pr04uct line basis. (Service 9roups/product lines to be studied 
by Pacific are indicated in Attachment 1.' 
4. Wherever possible cost estimates should reconcile to historical costs or 
to test year estl.:n4ted results of operae:f.otlS; where they do not .. an explanation 
shoul~ be prov:i.4ed (e.g. see- "Depreciated Invest:!lent" below). Reven~e require-
ments may be used as benchmarks :i.n asseSSing the reasonaoleness of rates 
associated with costs developed by these procedures but are not intended to be 

use4 in a mechanical formula for s~tting rates. 

5. Ratemakinq aejustments should be assigned or allocated to cost $tudies where 
appropriate. 

6. Cost stu4y format should generally foll~ that shown in Appendix A. 
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7. So that intereste4 parties may effectively analyze and audit cost stu~ies 
presented by the utilities, detailed documentation shall be ma4e available for 
review which includes a190ri~~ describin9 all procedures and separation 
processes, WorK papers,. input data sources, a~ reports used to prepare the 
cost studies. 

1. Investment should reflect average ori9inal cost (AOC) durin9 the study 
period plus appropriate 10adin9s for each basic cost element for each $ervice 
9roup/pr04uct line studied. Cost elements to be studied are indicated in 
Attachment 2. 

2. For fixed-term contract pricin9 cost studies, the investment amount will 
not be changed once it has been established for that study peri04. 

1. ~~ere feasible, the l~vel of depreciated investment associated with each 
private line cost element will be determined by a ~depreciated investment 
factor~ COIF) calculated on the basis of one of the followin9 methods: 

a. seale to position in life~ or 
b. Net investment in survivin9 units. 

2. Oifferent types of investment may have 4ifferent OIFs, thus factors should be 

developed for eaCh investment account and subaccount represented in ~~e cost study. 
Specific OIFs should be developed on a disa9grcgate4 basis for each major generiC 
and homogeneous subcategory of plant within the central office circuit equipment 
investment subaccount (e.g- for appropriate cost elements Shown in Attachment 2), 
and main frame costs should be diS4ggregated from switchin9 costs for the purpose 
of developing On's. 

3. DIFs may require reealcu!ation for each new plannin9 peri04. 

4. The total life and remaining life values Shall be based on estimatea mAde by 

the utility's marketin9 and engineering personnel. 
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IV - RA'1'E OF ~RN AJ:m INCOME TAXES 

1. RAte of return a~ income taxes CRIT) shoul~ reflect authori:ed or 
requested rate of return as appropriate and applicable income tax laws. 

2. The same rate of return should Oe used for all cost stu~ies. 

3. The development of the RIT factor is shown in Appendix B. 

v - ~EPRECIATION 

1. 'l'he depreciable portion of An investment is the Original cost less the 
net salvage value (N~ of the asset when it is removed from service for the 
last time. NSV represents the gross salVAge value at the time of removal 
less the costs associate~ with the removal. An estimate of NSV must be ~e 

prior to the development of the ~epreeiation rate because only the originAl 
cost less net salvage may be recovered through ~epreciAtion charges. 

2. NSV should reflect the v,due received at the t~ of retirement if sold 

as: 
a. Operable telecommunications equipment: or 
b. COmponent port: for use in mAintenance .. expon:::ion, 

or other purposes for equipment of like variety 
which is still in active use; or 

c. SCrap: 
whichever is greatest. Cost of removal shoul~ reflect estimated location 
cycles where applicable an~ actual method of removal. 1he follOWing information 
to support estimates of salvage value should be provided: 

a. Estimate4 future gross salvage value. 
b. Nature of dispoSition assume4 in a., i.e. intact .. 

in parts, or as scrap. 
c. SOurce of the estimate (e.g. arm's length sale: 

qualified inde~ndent appraiser: imputed from 
experience in other used equipment markets). 
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d. Explanation of the basis for believing the estimate 
is highest possible value, including qualifications 
of sources relied upon. 

e. EStimolte4 costs of removal And the basis for the 
est:i.mate. 

3. For fixed-term contract pricing cost stu~i~~ the remaining life (Rt) 

depreciation rate will not be change6 onCe established for that stu6y period. 

4. For nonfixe~-term contract (month-to-month) pricing co=t st~ies, the 
Rt, depreciation rate mAy be changed to reflect cMnges in estimated RL. 

5. RIo for depreciation pu~ses will be developed on a basis consistent with 
the development of the OIF in Section III above. 

6. DepreciatiOn expense will be calculated as follows: 
Oepreeiaeion expense • [(AOC x DIP) - NSV) -:- RIo 

where AOC • average original cost (loaded) 
DIF • depreciated investment factor 
NSV • net salvage value 
RL • remaining life 

VI - OPEAA1'ING EXPENSES 

1. Operating expenses include maintenance and commercial expenses and other 
charges and taxes. 

2. Operating expenses should be service (product) specific to the ~xtent 
feasible. Expenses may be directly estimate4 or based on ratios (e.g. mainte-
nance to plant) where service (pr04uct) specific studies are not feasible. 

3. Costs and benefits or service improvement programs should be allocate4 
or assigned on a consistent basis to the specific services to which the 
improvement programs apply. 
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4. Operating e~n~eG associated with recurring and nonrecurring work acti~ti~s 
s~ou1d reconcile to historical totals and should be validated for r~aS0ft4blene$s 
and operating efficiencies. ~e manner in which inpQts ar~ tested for reasona~le
ness and efficiency will be by a panel of estimators subject ~ Commission staff 
review.. Staff will make its review only wh~n nonrecurring costs increase on a 
percentAge basis greater than Qtility usage rates, or when evidence is presented 
which shows that nonreeQrring cost studies may not have properly acco~te4 for 
improved efti¢iencies .. 

S. Recurring and nonrecurring work activities should Oe clearly delineated $Q 

there are no omissions or double-counting of operating expenses. 

VII - GENERAL ADMINISTRATION txnNSES 

1. Administration e~nses directly related to a service group/pr~Qct line 
should" be developed on a service/pr~uct specific basis. 

2. Administration expenses whicn reflect joint costs or co~~n corporate 
overheads should be allocated to service groQPs/pr¢dQct lines on an appropriate 
basis (e.g. on the basis of investment or other direct costs.) 

1. Known ratemaking adjustments (see Section I above) developed 'rJy the utility 
for the purpose of indicating results of operations on a ratemaking basis 
("post col~ 'a' adjustments") should be reflected in the cost stQdies submitted 
with supporting work papers when the results of operations are tendered for 
consideration. 

2. Ratemaking adjQstments proposed by interested parties or the CPOe staff 
should be assiqned or allocated to cost studies in an appropriate manner Oy the 
party proposin~ the adjustment. If parties choose to revise the serviCe cost 
stu~ies submitted by the utility in lieQ of reealcQlating cost elements proposed by 

the utility, the adjustments should reconcile the service cost studies ~ the level 
of expenses and rate base ineluded in that party's showing of results of operations. 
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APPENDIX A 

COMPtTrATXON OF SERVICE COSTS 

Inve.tment 
1. Average Original Co.t (loaded) 

2. Depreciated Inve.tment Factor 
3. Net :Depreciated Xnve.tment (tn 1 x Ul 2) 

Annual Charse. 
4. bte of Return and Income Tue. ~'l'x I.n 3) 

s. Depreciation (tn 1 x %) -
6. Kaintcance ,. Commercial/Marketing 
s. Other taxe./otber charge. 
9a. General Admini.tration Expenae.: ])ireet 
91> .. : Allocated 
10. bte Haltini Adju.tmellt 

11 .. TOTAl. ANNUAL COSTS elM 4 throuih 10) 

.. 
$ 

$ 
$ 

$ 
$ 

S 
$ 
$ 

$ 

$ 
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or 

Where: 

Example: 

APPENDIX g 

RAl'E OF REtURN AND. DlCOM:!·T.AX FACTOR 

KIT - R - IC - I(t1 + t2 - t 1t 2) - Detl - t l t 2) 
(1. - tl - t2 + t 1t 2 ) tl. - Depreciation Reserve) 

RIl' • ( R + '1'1 + '1'2) .;. (1. - Depreciation Reserve) 

R • re~ [COM x (1 - Depreciation Reserve - Deferred. Tax lteserve)1 

Tl - .Ute taxes 
T2 • federal taxes 

COM • coat of money (authorized or requested rate of return) 
tl - state ecx rate 
t2 • federal tax rate 
I - interest [i:terest rate x debt ratio xCl-Depreciation Reserve.Deferre4 

Tax Reserve).1 
IC • investment tax credit (e.g. 10% ~ product life) 
D • difference berween accelerated and straight line·depreciation 

Rate of Return • 12% 

COM - .12 

IC • .00667 
D - .02523 

tl - .105 
t2 - .46 

Int:e't'est Rate - .08 

Debt Ratio • .'5 
Deferred Tax Reserve - .0906 
Depreci.ation Reserve - .130 

Calculations 

R - .12 x (1. - .130 - .0906) - .0935 
I • .OS X .45 x (1. - .130 - .0906) • .0281 
t1 + t2 - t1t2 - .• 105+ .46 - .105 x .46 - .5167 
Cl ~ tlt: - ~105 ~ .10$ x .46 ~ .0567. 
1. - tl - t2 + tl1:2 • 1. - .105 - .46 + .105 x .46 - .4833 

lIt • .0935 - .00667 - .0281 x .5167 - .02523 x .0$67 
.4833 x (1. - .. 13() 

U'l • '.1686 



A.S9S49 et a1 •. AtJ/jt 

PRODOc-r LINE/ 
SERIES T'lPE 

1. 1001 

2. 1009A 

3. lOO9B 

4. 1009C 

s. 1002 

G. 1005 

7. 1006 

S .. 2001 

9. 2002 

10. 3001 

11. 3002 - A 

12 .. 3002 - B 

A'l"rACBM!:N'r B 
Page 9 

PRIVATE tINE SERVICE 

A1"tA~ 1 
Page 1 of 3 

DESCRIP'l'ION 

Metering, Bur9lar, and Fire alarm circuits: 
30 bau~: requires facilities arrang~ in 
parallel. 

Meterin9, Burglar,an4 Fire Alarm circuits; 
30 baud; requires metallic: facilities 
arran9ed in parallel with DC continuity. 

Metering, Burglar, and Fire alarm circuits; 
30 bau4: requirez metallic facilities 
arranged in series with ~ continuity. 

Metering, Burg~r, And Fire alarm 
circuits; 15 baud; requires facilities 
arranged in series. 

Remote Metering, Teletypewriter, 
Teletypesetter, and ~ta circuits 
tran&~itting at rates from 7S to 150 ~u4. 

Remote Metering, Teletypewriter, 
Teletype-setter, and :oata circuits 
transmitting at r~tes from 75 to 150 baud. 

Remote Meterin9, Teletypewriter, 
'l'elet~setter, and Data circuits 
tran~~tting at rates 9reater than or 
~ual to 150 baud. 

PriVAte Line 'l'elephone. 

Mobile Radio Telephone 

Remote Metering, supervisory control, 
miscellaneous signalling, two-way an4 
one-way audio tone protective relaying. 

Voice 9rade - 4ata - two po:i.nt. 

Voice grade - 4ata - multi-point. 
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13. 
13-5 
14. 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

22. 

23. 

24. 

PRODOCT LINE! 
SERIES 'l"lPE 

3002 - c 
3009 
3040 

304lA 

3041B 

3041C 

60 

61 

62 

63 

70 

71 

72 

A'l'TACHMEN'l' B 
P"'ge 10 

PRIVA'l'E LINE SERVICE 

ATV.~1 

P",g~ 2 of 3 

DESCRIPTION 

Voice 9rad~ - ~ta - Bddg~ Alarm. 
Voice grade - Alarm Circuit-
~taPhone Seleet-A-Station; two-wire 
station chann~l (to protected premises). 

I>ataphon~ ~lect-A-Station: !our-wir~ 
trunk channel (primary link to alarm 
central station). 

~ataphone Seleet-A-Station; four-wire 
connecting channel (~on&ry link to 
alarm central ztation). 

Dataphon~ ~leet-A-Station: four-wire, 
pol11ng station channel (to protected 
premises) • 

Audio: Two point. Onidireetional 
effective two-wire audio service which 
is nonequa1ized. 

Audio: Two point. Onidireetional 
effective two-wire audio service. 
100 to 5000 HZ. 

Audio: Two point. Onidireetional 
effective two-wire audio service. 
50 to 8000 Hz. 

Audio: Two point. Onidireetiona1 
effective two-wire audio service. 
50 to 15,000 HZ. 

Wired music:: Onidireetiona1 two-wire 
local channel without equalization. 

Wired music: Onidirec:tional two-wire 
local channel. 50 to 5000 Hz. 

Wire4 music: Onidirec:tional two-wire 
local channel. 50 to 8000 Hz. 
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PRODOC'.t' LINE/ 
SERIES 'l"LPE 

25. 80/82 

26. 2 - Port A 

27. 2 - Port B 

28. 2 - Port C 

29. 2A 

30. 4 

31. 4A 

32. 4B 

33. 6 

34. 6A 

35. GB 

36. 7 

37 * 272 

38. 29 

A'l"l'ACHM:EN'1' B 
PACE l.l 

PlUVA'l"E LINE SERVICE 

A'l"J:ACHMZN1: l. 
Page 3 of 3 

DESCRIPTION 

toeal A:ea Data Ch4nn~l: "!'Wo point, 
two-wir~. 

Off Premises PBX Stotion with loop 
resistonce of 0-199 ohms. 

Off Premises PBX Station with loop 
resistance of 200-899 ohms. 

Off Premises PBX SUtion with loop 
resistance of 900 ohms or more. 

Off Premises CTX Station. 

Tie Line PBX to PBX. 

Tie Line PBX to C'.t'X. 

Tie Line CTX to CTX. 

Off Premises EXtension (non PBX). 

Telephone Answering Service Line 
not terminating in coneentrators. 

Patron Line for Telephone Answering 
Service terminating in concentrator 
(concentrator loeate4 in CO). 

Concentrator I~entifier Tr~nk for 
Telephone Answering Service 
(concentrator located in CO). 

Patron Line for telephone Answering 
Service terminating in concentrator 
(concentrator not loeatea in CO). 

Concentrator Identifier Trunk for 
Telephone Answering Service 
(concentrator not l¢ca~ in CO). 
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PRIVATE LINE SERVICE 

A'rrA~"'l' 2 

PRIVATE LI}."E COST ~'l'S 

The basic cost elements to De studied are as follows: 

1. Loops (~e Att4chment 3, -Service Offering Croups 
for Loop Study-). 

2. Bridging function. 
3. Signalling. 
4. Channel terminations, dis.ag9regate4 on the basis of 

length of interexchange channel mileage. 
S. Conditioning (nonrecurrin9 cost element only). 
6. Interoffice trunk equipment and facilities on a 

service specifie basis recognizing the speei!ic 
characteristics of multipoint circuits. 

7. Interexchange equipment and facilities using switched 
network route-to-air mileage ratio unless a more or 
less direct routin9 is required for the generic type 
of service. 

s. Service Area Transmission (SAT). 
a. Assigned on service specific basis using service 

s?eCific loop lengths. 
b. Station SAT and central office SAT. 
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1. 

2. 

3. 

4. 

S. 

6. 

7. 

ALJ/jt 

PlUVA'l'E LINE SERVICE 

M"l'ACHMEN'l' 3 

SERVICE OFFERING GReOPS FOR LOOP STfm"t 

l009A, 10098, 3002C 
1009C, 3001, 3009 

6a, 7, 29, 27B 

SPECIAL SIGNAI.tING 

soavOlCE 
VOXCEGRADE 

0'l'HER 

EXCHANGE REtA~ 
PRIVATE tINE 

RESIOENCE 

BUSINESS 

~CO 

M:S:n':RING, BO'RCLM., FIRe A:J\RM 
SEPA'AA'1:EJ:J IN'I'O CENTRAL STA1'ION 
tlr.."ES AND PM'RON LOOPS 

:excumES l009A, 10098, 3002C 
l009C, 3001, 3009, 1001 

EXctO'OES 6A, 7, 29, 278, 2A 

INctO'OES 6 
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OPINION ON REVISED COSTING PROCEDURES 

In Dec1sion (D.) 93367 issued A~gust 4, 1981 1n these 
proceedings, the Commission tound there were 3u~stant1al weaknesses 
in the costing methods used cy The Pacitic Telephone and Telegraph 
Company (Pacific) to support its rate design proposals. 
Consequently, the Commission ordered further hearings to review and 

/ determine equitable costing procedures. Those hearings have been 
/ held. At their conclUSion, because of the comp~xities o! the issues 

/ involved, the parties participating in this pyase of the proceeding 
agreed to a speCial, seven-step procedure fQr bringing the issues to 
the Commission for decision. Under that p~cedure, (1) each party 
presented the assigned admin1strative law/jUdge (ALJ) with a list of 
major issues, (2) the ALJ combined thec~nto a s1ngle list, (;) the 
parties oriefed their positions on th~e issues, (4) by a ruling, the 
ALJ gave his position on the issues and how they should be addressed 
in the cost studies, (5) the partie~ then held a series of meetings 
under the aeg1s ot the CommiSSion Itaff (statf) to develop a3 n~ar as 
possible a concensus on the proceiures to ce adopted, (6) the staff 
gave the recommended procedures 10 the ALJ who reviewed them and made 
his final recommendation to the/commiSSion November 10, 1982, and, 
(7) the parties filed exceptiO,s to the ALJ proposal on December 13, 
1982. Exceptions to the ALJ proposal were tiled oy PaCific, staff, 
Telephone Answering serViceS/Of California (!ASC), General Telephone 
Company of California (Gene~l), Western Burglar and Fire Alarm 
Association (WBFA), and, e~llectivelY, The American Broadcasting 
Companies, Inc., CBS Inc'ithe California Retailers Association, and 
the Tele-Communieations ?Psoc1ation (Users Group). Our discussion 
will generally follOW the subject matter in the form and sequence 
presented by the ALJ with the exception of some general comments 
offered by Pacific. 

- 3 -
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Pacific's General Comments 
Pacific expresses great concern that if the CommisSion were 

to a40pt the cost ~rocedures recommended by the ALJ, the Commission 
would not be able to determine whether the revenues generated by a 
particular product line or service would be sufficient to cover the 
costs associated with such product line or service. Any deficiency 
in revenues for a given product line or service must be ?rovided by 
ar.other product line or ~ervice 
Pacific claims that adoption of 

or by the residual ratepaye~s~ 
/ 

the ALJ recommendation w~rl result in 
I / 

costs that do not match back to book totals, particularly in the area 
of investment and depreciation. This is because t»~etnod proposed 
by the ALJ for development of the depreciated in~st=ent factor 
understates PacifiC'S net book invest~ent for ~rticular product 
lines and services. And, indeed, Pacific i~orrect, but the ALJ's 

/ proposal faces up to a problem that has p}Qgued the entire scheme of 
cost development and rate setting ~roce06res used in past 

I proceedings. That problem is what ap~ars to be a rather substantial 
amount of stranded investment' in P~1fic's books of account, a~ 
undepreciated investment that will~ont1nue on the books and, unless 
something is done to change depr~iation practices, just get larger 
and larger. If the adoption o~the ALJ's recommendations will bring 
that stranded investment int~ocus, then so be it, ana the sooner 
the better. ~ 

This record i:t::r. plete with examples of how ana why the 
stranded investment got he~e; in the =ain, it is probably because we 
have failed to write 0 r eQuipment at ~roper depreciation rates; some 

/ ~ of it may be due to the so-calle4 mis~at10n strategy. Because of the 
accounting methOds/Ie use, equipment retired before we expected it 
would be retired leaves part or its investment to be picked up by 
depreCiation on other equipment still in service. In Exhibit 480 y 

U~ers Group witness Selwyn gave a Simple but telling example of how 

, Pacific ~refer3 to call it a reserve deficieney. 
- 4 -
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IT IS ORDERED that: 
1. Telephone utilities suojeet to this Co~ission shall use 

the costing procedures contained in Attachments A and B in support of 
rates for the provision of telephone services and equipment under the 
juriSdiction of this Commission. 

2. The first application of the costing procedures adopted ~y 
S~ this deCision may ~e made in any ongoing major rate cas~r the 

utiliti",es or in the next major rate cas~Ofr" the ut11~es? p,.,.~J/ o..j1k 
~ 30 1'1~:;'· .-v (J~his order is effective today. 

Dated A?R 6 1983 .. at San 
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LEONAP.D x.. GRXXES. JR. 
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vrc,:,o~ c/.Zvo 
!-'Z::SCI:.r,A c.. G?.EV1 
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