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In ~he Ma~~e~ of ~he Application'of ) 
T~ PACI?IC TELEPHONE AND TELEGRAPH ) 
COMP)U~~ a co:po~a~10n, fo: autho~1~y ) 
~o inc~ease cer't.a.in in:t:3.state ra~es) Applica'tion 82-1\.1-07 
and cha~ges appl1cable~'to.~ele:phone. ) (Filed Novembe~ 4, 1982) 
se:,vices i'''.l:'nished within the S'ta'te r

.: ) ~ '~'-"" ~-:/2" '.:.::.~~:.'~' :-~-::::'),~,r: ::>:~' 
of Ca.lii'o:'nia due 'to inc:eased) v'' , ..... -
c.e:p:"ecia-:ion expense. ) , ... 1. , '.- .. 

-----------------------------------) ) 
In -:he Ma~'te~ 0:: 'the Applica'tion of-· .. ··y·_-,·_-----_··· ~ .. -.-.. -.'.---..... ---:--
TEE PACIPIC TELEPHONE AND TELEGRA1H ) 
COMPANY, a corpo~a'tion~ for:: au'tho:'i't;?: ) .. -:Ap:p1ieat10n 83-01-22 
'to inc:'ease ce~'tain in't:'as'ta'te :ates ) (Piled Janua~ 17, 198') 
a~d eha:'ges applicable 'to 'tele~hone l 
se~vices tu:'nlsned within 'the S~a'te 
of Califo:nia. 

!nves-:ig3.tion on -:he Commission's 
own ~o~~on 1:0.-:0 'the :a-:es~ "Colls, 
~es, cha~gesp o~e~a'tions, cos"Cs, 
sepa:'3."Cions, in'te~-eompan1 se't"C1e
~en"Cs~ con"C~ac-:s, se:,vice, and 
i'acili-:ies o! TEE PACIPIC TELEPEONE 
A.I."ID T:E:I.EGP.A?~ COMP AN!, 3. Calito:-nia 
co:~o:a"Cion; and o! all 'the "Cele~hone 
co:,~o~ations lis-:ed in Appendix A, 
a::-:achec. he:e"Co. 
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In -:he Ma"C"Ce~ ot -:he Applica'tion of 
TEE PAC!?!C TELEPHONE ~~D TELEGRAPK 
COM?~~, a co:po:a'tion, !o~ autho=i-:y 
"Co adop-: in't:as~a'te access cha~ge 
-:a:'it!s ap:plieable 'to 'telephone 
se~v1ces !~=nished wi-:hin 'the S-:a"Ce 
oi' Cali!o:''O.ia. 

) 

~ 
) 

l 
----------------------------) 

. -; , .. -

App11ca"Cion 83-06-65 
(Piled J~ne ;0, 198;) 



.' 

A.82-ll-07 et al. 

TE!.E?BONE·:ANsWERING :SERVICES 
OF CALIFORNIA, 

Complainant, 

- VS. 
". t .. o 

......, ... ' ... :. ... '+-':'c .. -' .... _- ... ":r:;'-',r;,'..r;:- ::-
~ ...... -...... .;. ..... _. ":' '";." .... f"~ ... 

_ ...... - ... 

) 
~~)~~-.~~~;~~~ ~~~ ~O ~877£~ ~~~ 

~:J. ~, = :::\~~:.:: J~:: ,~. Z:~':::':~~Z~::':I :: f~:: :;~~ ~ Z:.::: 
~~W_ • • :)/:-:t:-.~.:,:. "" .. / ... ~:J':)~:':'::"':lj~:C.~ ,-- • ;"::A~)':~'~:\:' 

: )''': :':' ,',~ ;~,' ": Cas~ 8.2~1·O~O·9:;~·: :c"': :,:-~.: :.:. 

"':'); .,>~. ~ ·(Filed,:,Oc.tober::-28r,:,.-1·98:21 :::!:f,:. 
THE ?ACIFIC '!EI.EI>HONE AND TELEGRA?H::)'~···"" ~:.::::: ;:"(0 .;::~)<:::.::.:r:'" :>'-:::.:-::~ .. ::: 
COMPANY, ) I •• :.~ ," , ."'" " " I' '. ,,'r.' ....... < ..... '. r"\ 

..., -' - .. '. ~, ........... '.,' r ... . 
" ...... ' ....... . 

Defendant. 
) 
) .. _--)---_. __ . __ ._----_ .. _-

----------------------------------~ ... ••• .... ,... ""r ~ .... " _. oJ J ~ ,.: .......... ___ '. ",,_", ',:1, .... :: 
,,::.;-.?;~::~: :~:/. :::~~:;=;~z.::::' ::::~.::./~~ 

('See·A~pendix.-A -:for :.Appearances).-)v C:,:, '::.: 
~ -:.. ~,' ....... r ~ #'" 

... , .......... " .. .... 
. , .... ,:;:.::;~. (".-; \ . .'~ ~'.'::: .. :.~:.:. ..... -.. ,-,~ .. :-.:~)~,:~:~:_I:' ;:.~.~:. 

'.,",,, '.,.. _,0,::: "'_::'::-';"t,· ""<,:-,::~,,,::,,:':i"'-: C4>::'~\,"~'::I~ 

--------_ .. _ ... __ ._---------_. 

'-\ "'
." .. t.- .. :, \.1"-

~. "If .. , '":C· .~. "'rK .,... 

''' ..... " 

. .. 
"' ..... 
..... "of 

" . 
'~- ..... ,,-. ...} ... 

:~"'l··~ - '''./\ 

: !; C .: :- 2 ~ ":<'I "'~ :; : . 
:~·v':: :'".f~: ":::--= ;1:-

--_._---------_._---------
~', :, ..:, :" I'", "., , ... ~ .~ • 

.. "," , 

.. 
"..," ;, 

,,::",~ ~',,":":- ,': F;' ..... ":;' _ 
....... ,·'-' •. ,1 ... \0.1.\0.0.-1 ... , .. 

.. , ,..-
,J(. 

.... " ... '- " ... , ,-., .... oj, 

: .. :~ i\ -=:7"::' :; 
~,:(; j.:..~ 0:-

" ..... ,.' ........ '.. ~ .',--
' .... -- ........ -.. " 

------_._,-

- - c-



~~'. ""*". ':.. pO- l.., •• \. ,,' - ". ~.. -.' '; • 

A.82-1i-01 ALJlvdl */jt 4 
.... , .• \ -"._~ \'.f"",,,~,. -, -:::"\..,.,", 

INTERIM 

,., 'l' ., ., 

!! ~- g X-
.. , .... I •• ' .-., ~ .. 

-?a:gi~ 
,.. , • , -. " •.....••. ;;:"": .:, ~ ....... :.:,!:: :~~, ::..; r'~ ~ :~ \" "'; ~2 

OPINION- -. _ ........................... ';'". ' ............ r ..... ·.'": • ., ....... -~ ... .., ... ,',. _ r. " .. 3.....:.,.,..... f~ 
• • • • • • • • • • ,.. .., • < .... ' .~ • oj ,," ,,""..... • ............. 

Summa.ry .... .- ; ......... ., ............. ., ................ ".' ", -., ,- "'1;03: ""'. ~,.~ ... '" . :' .... : 
Nature of PrOCeed.1ng ." •••. : •........•.... ;: . .,~_ . .-:.' .•. ~,: :;-:.~> ~~::: ~ ~ ;~l(: ' :~ ;~',;~: ;:~~ .~~ 
Desc::-iption and. Operations. .of'. ,Applicant. ' .• ' .• _.,:r:":.' •. ~. "" • .::03: ~:. ': ':'.: : '.' ,; 
Rec'ent Organizational Developmen:ts:::. .. :).~'.'; •• '.:.: .... :.}:; '~S:-::: , .. ';~. ,~,~:, ;:: 
Regulatory Framewo~k .· ••• f.'.· • .:. ~ ••.• ,:_ ..... ":".> ..... --:." ... :. <::" ,~O,:::,· ;,.:, ,-.'::'.'. 
Scope of This Decision .•..••.•..••••. " '. • . . . • . . '2 .' 
Separations aria Settleme1:1te . .: ...... " ... ~: .. .:::. ~ '.' .<: .;~ ~-;:,:' .:: ~''3' :.1 ,.,. .::: c,' - .... .;,. 
Format of Estimates and. Tables................ '6.,;,.·:.~""···r~'~':,::·;:" 
Estimatea 1983 Resuits or Operat10rl5 '.'.'.:::::::'" "S'-'··· ."_" 

. . ...... , ................ " ..... ~ ~. ::r:, .. '.-:-.:"'''''' ... ·,;:·_ . .:. ':: :~.,~-:: 
REVENUES ......... ~. -........... , "', ... ~, ....... , .. "~.o' ~','." .... .:,: -: .. -:~' ..... *-: eo .... .::.. ... ~.:-.~.: ..... , 'j ~ ( . ..2.3.:. ~"'''': ~-: ~ :_ ': _ ....... ; .... : 

Revenue Estimates -: .................... p •••••••• *: ......... ;~~':~.~'~ .• ~ •. ;, .. ',: ·:~~~S ~::::;:; "'c.:,:.;::~I~ 
'.' ••.• j,., .••• , .••• ~ ,. I., ... • •• , •••• ;·~~, .. :.:,:.T:' ;\.~ ... :::('..:..,.:)j:.... 

EXPENSES .................................................................................. 25 . . 
,': '" .. .., .... r. :'~.::._. ~~',., : ... ,~~.:.~~-~~:.":::~ .. ~ ,::::::..;:(~ :;::::>~.:':'~~.~': 

Expense Estimates ............. '" .. .. .. • .. . .. .. .. .. .. . .. .. . . .. . .. .. . .. 25 ... . """ -.,e: c -. -. - ,~,' .. ' ." Maintenance t.xpense .~;:.:.: .... ::: .... .:.:; .. : .. :.:.:.:.:.: .... '- ·'···"0·· .... ,'~ .' .... ~:.~ 
Discussion of .. Maintenance Expe'n's:e's':' ~ .' ~ . ~:~. ~ ~':.' .:::.:: ~:",~ . .:' ;'3'8 ::, c,;" \:'~;: :~~;:,": -

D~prec1at1on Z""""eose ............. ,., .... , .... ' .. '1+';:'~.:.'':;'':;::':'.: 
.- --~ .............................. ,"" .. .. .. .. .. .. .. ' '~ ~ r . "t-". ,'- .. ./" .... . 

Represcription . . . .. . . . .. " ., .. ,'., ... , .... '42-- :.!~' .. ~: .. ' 

Deprec1at10n'Appii~iti~~ ~A~82:i ;:07"'::: ~::::::::' ... ·4J.f:';~::····:·:~-"<~ ,:," 
E"'fI'ect 0"" D 83 08 031 ".... ... ': .'" ,: .'!~ 4'6-: - -::'," - ."~'~ ,: .t.. .... - - ............................................ . 

Opposition to Represcription'Results ....... :'.:.:- '.' 45':>~'-<:"~"-::~ 
TURN Depreciation .......••••••................ , .. ,46'::,\~,:~ ~::.»:::' .. ,:::::~' 
TCA Group's Depr-eciation Position ....••••••.. ~ 48. 
Giobons' Comments .on·Depreciat1on·.:;.:.:.:· .. ~·~·~·:·., ~ ~-49"""~~:'::<<::: 
Staff Counsel "s Position on ·Depreciat'ion:. ~.'.~ ~~·;~~SO: - .. \ " .-,'. 
Depreciation .·Discussion ....•....• ~ ~ .;: .. : ..... "~'~'.'-::" 51 : :',: :.:: ':': .:.;':. 
!:-aff1c Expense~ ... ~ ~ .. ~ .. :. ~ ......... ~.' ~~, ~~'~' ~~: .-. ~~' .. ~- :., ~" ~~ ~ ~'. ~:.' ~ 5·4' .-~" ~~: ~,:;~.... .~: - ".~ 
CommerCial Expenses - Overview ....•...• ~.::~~<'-:- - 56·'·:-.. :,;··::: ::::'"-~ 
Comme rc ial Exp e nse s; 'BAO' ana . . . ,.:: '" -:=: , ... ~ . ~~ '<'):~ .:: :<, ,~ 

CI-II Differenee:!' ~ .. ~ ~ . ~ ~ ~ ~ .; ." ........ ~>~,: ~ .. ,,:: ... :: :~~ .. : ':': "~'.:'58·:' : .... :~, -: ,~:,~,: ,~'''-:./::. 
, , ,~~..-,,": ..... i., ..... •• ',... ~ ~ ".... .... .... j - ........ '. ~p ,.../ ,P". • .... 

Ac. 61+0, General Commercial 'Expeoses - ; ~ ... :~. ~.~. : - ~~: '~59 :: .: .' .I .• , ~ .• : ::~: .:: 
Ac. 61+3, Sales Expense· .... ~ ........ :~ ~ .'~: ... ~ ', .. '59 .. --"~.~ .. ,.J'~.~. f 

Ac. 61+5, Local Commercial ' Operations' ; : : ; ; ; ; ~ .... 60 .. " ,:,~, : ,:. .. '-., 
Ratemaking-Aaju~tments ...................... ~ 0:.' - .... ,.62.-" .:' .;. -.,,; .. . .. ~ .... . ....... .. ....... .- ~'\"" 

Commercial Expenses; Rebuttal' , ,- ~ - ":.. ..::: ~; ,~~ .;.:: ::. ::;:-:.:::~ 
and Surre bu t tal ;;.;;;; ~ ; .: ~ ; ; ; ; :. ; ; ; ; ~ ~ ; ~ .;. ~ ~ .; ~ ~ .... ,63' ::'.~:": :" -.:~ :'.:.~, .:. 

Discussion of' Commercial' Expenses' .•.. ~ .;. ~ •.• ; /'. :·6S;"·~:; G ;.:.:: -~:<: 
General Office Salaries' and. 'Expenses' ............ ~~. - - 65 ~::-, ,::"C ': i:.::2 
Service Measurement· " .••..•...•..•.....•....•... ,. 58 -:-: c .~: ': '~'. ,.::~ ... ' 
Ope'" tinO' Re .. ts '''.I'~':.' '"-10~'''''''~''''~~''''~~''' ... a 0 .. • .......... ,. ...................... ~ .. _ ... II ...... ' •• ' • '.' ., • "~ "" , ......... ,'lIp1o '. -- ""''' 

- .. i -



A.82-11-07 ALJ/vdl *1 jt *. 

General 
Balance 

I N D E X _ ...... _-...a_ ... 
Subject Page ~ 

: .... ~:', '..., ~;~ 

Services and Licenses .................. -76'-"-
· ~'''''-''t'-('"'''''' "Other Operating "Expenses" ............................ ·7 ('~- .'. - ':~'-' 

OPERATING !AXES .......... " ... ~ •• ' .... ~""'-.'.: ....... ~.>.~~:~- :' •• :;:~':'. ~~.:\ -: :··,·~a:a ~ ~:~ .. ~:) .:: , ... ::;- .'~ ':: 
.... - • -~ ·-.-1..... . ........ . .. ~ "" - ... , -, ...... '-.ft." '" ... f ...... - V. f" ". , ... -

Tax Differences .. ~ .'.' __ :.': ~.: .' .. "'~'~::':'. ~":L: •• ~:) ~ ~.:' : ~ ~',"\ 88": -' -~ -"",-,~ ,.~." 
California COr"l'oration ·Franchi·se 'Tax .. ' ..................... ·88· . . .. ~~::::; :/2 ... :=::: 
Proper CCFT R.a.te fo~ .1.983 ........................................... "; :::' ::8:9:.:.::".-:::: ,;,~:;: :~.v"-:: 
Adopted Taxes ......................... III • • • • • • • • .. • • 8·9 . 

h\ " P'l -, .. , "!.-. -, ,,. •.• 

CUSTOMER PREMISE: EQUIP~.ENT 'SALES '. : .... : .. :::::::: :: .. , '89 . . . .. :..:1.;.'·· .. :. '-.... ~ 

Nature of CPE :Issue .:: ...... :::::: .... ::::::::::::: ~ ;.:~-~:89:;,~·,:;:. '~'~~~'~=:~':~ 
Ord.ina:-y and ::Extrao~di:la~i :~e~i~e~,~p~~ ;:~: . ~,;,~ .. :;;< ::': _ :~~:"::: -.~ ~.~':" _::~. ;'~': 

A e C oun ti:l8_ .-. 1ft ............................. - .......................... ,. .. , ... , ,,",, .. ·9' to. ...... '- .. ," '.-., ~" .... ..,. ':'~.,. , .. . , . . . . . . . . . , . . . . . .. . . . . . ... ..' '." .. ~ ". '''9 3 ... '- ~ ..... ~ ~-:.. .. " ,. _ 
• ax ...... e c t's .' .: .............................. _ . • • . .. ". __ ~.... . ,"" " '.:' • 
Re fu~ b i~hmen.t~ ~' .... _ .. ~ ~ •• ~ : .' ~ ~ ~ : : ~ :. ~\: .. ; ; .~ ... ~ ~ ;. ~ ~:,:.: ~~, ~ :. ~ .... 9 5 ~ ~ ~, : ,~ "~, ;"', _~ :~ ~~-, ..: 
Nondisposit1on Mate~ial .: ~: .. ~ •• ~ ••. *:~".'. ~.~. :::.';"·:::"96··:''';.:·-:: ... ~;,.~ 
Discussion o! .. CPE Sales':::: ~ ~ :,~. ~~ :,,~: ~~.:..:.:: .... :. :,:~.,~ :96: \. .... :.~. ~ v. -:-:~'::~' 

., • • • •• "'. ,.. .• ','. ' ... ..... ... '..".... ,_ '.' '0' , ~" •• ,1 I • ...1 ... • j \,." _ ... _ ,~ .~ '- ... , •• 

TELEPHONE PLAN!'- ........................ ' ...... e". ~.' fle ..... !If ............ 1,"'~C'~98~~!/\~~·,,: ~/'~:;-: 

Telephone Pl~nt - Ove~view' ~.':;. :: . .:: =;:L~: . .::~: :~··':=98",; .. <~:'·~·~::: ~~~.= 
PT&'l"s Plant ·in Se:-viceEstimate,:~;,:.< ~~. :. ... : .. ~·:-.·~:':·99:'~::'~::'···-:'~-::~' 

~ , • '. •..• "_0' _ ..•• ' _ ._ .~.... •. ~I ".' .' .... ~p ',,", ." ~ ,_, ........ " 

Statf Plant in Service Estimate ••..•••.. ••• w •• , ,,, .. ·'03.~·,· .... ,,,N.,,~ 
P:-operty Held .,for Future. Telephone Use' ~ : . ~': ~-;. :"',.1,1.0:::;: ~ .~ .. ,;,: .... ::. 
Plant Estimate - Rebuttal, ... , .. , .... ,', :,:,~'.: ~. ~. ~:~::~:.~~.i ~:~;~,;,~,~~;;: 

Rejoinder, and Briefs ....•..••. _ •. ~~~.~~~ .• ~.~~ltl~ ~~~:_~~~:~ 
Evalua t10n of' Plant Estimates •..•.••...• - .•..•... -1.13-, '... . .. ~ '" 
Plant Underutilization Adjustment p.:-oposaJ. <.~" .. -"118 ~ .- ':. :~ .. ~ 
UnC1erutilized. ~Plant·-Discus:.s!oc.(':·~'. ~<'.::':~':;'~~':- .. ' '''i23'~ . - .. ;; . :'" 

· '. ... ..... , ' .. ~ . . .. . . . . .. .; : ...... ,' ...... :~ .. ::~ .~-' -c~ ,';" ,,~C" . :"'.;. 
RA'l'E BASE ••.•• - •...•.•.....•••• _ ••••• ~ .• __ ._ •• _.~ ·130· .; '~., 

• , •• - • • • ... T' •• " _ .......... "', _ ,..,. ,,' t,. ". ." ••• >,.J ..... ' _', ~ ........ • '"" .~, • ..,' .-

Rate Base Determ.ination· .•.•. ~ ••.•.• ~ .••• :: ::.:::'.:<, i'30?:-;.::.:"··:;:~<·'~ 
Adopted'. Results of Operations' •••••• ~ rr .......... .: • • :-~, .... ',3.1-:: '_ .... ~_.,._., 
Background •• ~ ................ - •••••• ,. ~ .... : : :" : ~ '.~ . :.: . '--: ',: :J 3-3 ~ ,",::; ,~~~;, ~ '~I ~.~;' '- ,~ 

_ • • - • • • • - • , • • • • • •• T ...... _ •• , ,,", I •• " \ .. , '-. " .. 10",.... ... • g "'_ 

Capital St:-ucture ···~····~···~-~~~~~~~~·~~=~~~~~0~440 ~o~~~~~~~: 
Six Percent Equity ......•.••. ~.~~~~~~~~~~.~~:~~~;~'45~~~c ~~~~~~: 
Meyer for PT&! II _ ....................... 11> .......... ~.~~).~."':~1.4.6c:~.:::~>~ C-\:.,~,·/""':'j:, 
Litzenberger~for P'l'tr ..••...•.••••.••..••••••.•.. J52,:~~: ~..::'.::,::~·":::c.:-: 



ALJ/vdl */jt * 

",.""': ~-~;~,=~.:;. ----
Subject,,::::: ::- ''''''-,i .. (.; . " :'-" Page ... :--_ .... - ..... .. 

"Jos'es"; '·for~ PT&'I··~ ~::: .... ' ....... r _~ • ~., :: ~;~; •• ;;". ::~::.... • '~.'··.;.~'56c;·;:~ 
"0,. ,'. ~ ," ..... _., .~:~ .' ,'" 

. .... ' • "'" .i. ... <- __ .-
Mowrey of·.t.he~ C.ommission "Sta!'.! ,~.,~ ...... , ••.•• ",'".,' .~'>' _," .1 64 __ 
Kroman .,for the Ci ty' of ~Los' Kngel"es - •• ~' .... '-:~~"; :'.'~ '." "17'3" ..... 
!.angsam~ for· U·':S'·: Government;'~ •• -. ;;'::..,; ... .: .:,;:.v,::,,:, ..;: • .::.:; £ {-1,1,8:: c: : .. ~ I .. :; ~I~ ~ ~ ::-~I:: 
D.iseu~~~ ~;: ,~~ :;e~ ~t:: Re~~.~n. ,,:~":.":".":'::',:,.-:::. -: .• ::."~"' -:'\:.",,:--:~ ':~,;:~ 11'§::...: ': 

NET-TO-GROSS MULTIPLIER ',' '.' ',' •• ~::-.'::-:,,":"'.;':~~';..'~' "':.';,~;~~ .,.....:::.)_..:r.~.2 .: 
INCREASED .REVENUE. REQU,IREMEN,T ........ 

. \.: 
. . . 

" - . 
1. , ... 

Method. of Det.ermining. Re:venue. . '. _ 
Increase Requ1red.·· ••• ;'.".. ., •••••• '.':, .:' "i:: 1:82'~" ;:i);:. 

Revenue"Inerea~e Required. ~ • .:. ;:~ • .;;., .... ..:: •• :.: •• .:: .... "-.::;.,,:.182:'"::, 
Need. for Rate Relief ••••• , •• , •••• ~.- •••. ~.~ ~84 .. 
Attrition •..... , ..... ,',- .•... . ........ :~~~,':~' .. ' 1S'5a 

,,,,,,,: ._~:,., ,....,\ ,;<:.40-"'" ...... -- .-:-,:'.~.",:;:,';' .... ::(..'::;:;~':"-J~"":'!':':'.,.~ J •• ~i~":' 

OTHER MATTERS •••••• 186 

... \ ' .... 

' .. , • 'w .,; ,'~ .:~ .~, :::) - ,-" • ( I' • 1_.';-',:. ~ ..... , 
',86 .. Affirmative Action 

The Service Em:ployees' 
., ' ... ;, :: '..:: 

I:lterna:t±oaal- :'Uu:1;on,., .. Loeal : 81.',. ::;. :.;;.~:;:. . 
SURCI:!ARGEDESIGN>~ ........ ..: .~ ... ~.,~'-. ........ ' •• - ~.:'::':"':'~;)':'" 

SurellargeDesi:gn; C0ll3iderat1ons : .• -. ..... ~~:. 
Positions of the Parties 
Discussion 

THIRD ORDER 

APPENDIX A 

APPENDIX B 
'., . 

. ,,.: ... , 

. ........ .... 
.. , ............. J .. , .• 

r ->-.' ''';'-. .......... ........... 

, ,~·,I •. '~:', J. :.:~.::" 

,'- ,8,'1·· • ........ , -.' ~ 1- I .. 

.," "'. ,,1 8'8· ,', .. ... '. '.... ~ , , ~ 

' .. 
y', Iv I''',';'''" 

' ... ' ..... '-



A.82-"-Oi et al. iALJ/vd~ w 

SUmmaM' , 

INTERIM OPINION 

..... , .' ~ , .... ': 
1-;,,, '. 

The:,Paeific Telephone and Telegraph Compa..o.y..:~(n&T) is 

seeking an inc:-ease in. rates .or. .$837. .. 9 .millioll. , . Thi~, proe~~ding.~as 
, -'\- ", .~~' " ,.' ...... , .... ,.., ., '., r~ ~ ',. i~ ..... I +,- 'V 

bifurcated into:. two peases, 'a' ''''Bustlless''''as-:trsllal''':-'-' R'evenu:e ','" ~:: 
. •.• .•. " , • ',' _"...... '" .>~.: •. ; . ':.... 'r.pO _: ... ' ~',":.':: r-:..:," :: ,~'._ :.~ ::' r'~ ,1'-, 

Requirement phase and a. D1.v.est.1tu~e .- .Rate<~:Design phase·.~·~ 'the.;::\.~ .:,": 
Commission fir::td; that· 1.>'1"'&'1"' h'asdemonstrated"'''ovo!rridin'g :rinanefal: 
need for rate r-elier" an'd' 'authorizes 'a: 'revenu~~-:: i~~'~:e'ds:e' ~:f::~O - '::'.~ :-;~:. 

:. • ...... ,r ' '" 1'-' .,' _.. . .... , •.. ,'" .... , ... ~ .... ' ... ..-.... ,-. .-. ,'-' "I • ,.. ,~ ,.-. ". ,t, 

$445,450,000 th'rough the' imposition ofsurc:h'a;r·ge·s·~.~o ;'pJ:'e:se'nt , .. :. : .. ,,:: ~ .. 
• -.• ~ - ," ., • ,:: ... - I ...... " ........ .., .......... ,... ") _ ". I"" ... " '~' 

rates in addition to the S61 million alre'ady'"grar(t:e:d:~i~n,,~'~, .~,~_,,:<'~:,'" 
•• • • -~ , • , , • • • .. • • • , • • ~ • • • • • • " • • " •• ....... ...,.. <. ~ •• ~ .' < __ 1_"" "" ." ~ .. 

0.83-08-21. The "increase is .based .on ,a ,t6t'.,ret~r·li on.common~>~·:~·.'.<~ 
equity and a 12~7%' rate 'of 'return 'on 'rate 'base. '>~ -.. > .. ~ ".::.-::': ,:':;':. ::~~: 

The'Commissi'ori 'accepts 'a 'staff 'eoriteriti"ori 'that the 'rate .. 
. '.' .. '-,' 0,''' ,.;; I""'.., "'"", ,~, '.;' .",.. 

base in the amount of' S483~5 'million' intrastate 'olant' ..... ~.... _. -, 
"..,. ,_. ',. .. r. ~ \,.; ..... ,".~ .... _ ,,:, r.~ .. 

~is underutiliz~. The 'order' finds' that' the 'u~.~~~:~ ~~:,~: . .: ,/-::.' .~' ..... :~: 
ut.ilization re'sults par.tly ,fr.om .PT&T·':s.:imp.r.udent'."!Ilan:aqement~·and::· 

partly from effects .of the' .economy~ , ,We ,author-ize ,on~Y-:b.aJ:f ::o~f·,the~.::~ 
nor:nal rate of~return ,on ·this ,plant,.:,which::res.ul;ts::in.:a,(di:sa.l:J;ow.a.nce 
of about $48 m:tilion.: .. , , . , ...... , .. .... > ... ':"'::.::.;::: ':;) :"::;C' •. :· >::':';. 

, • • . • • • • • • • • .. • " • • • . • • • • • • • • • .. • • • • • •• ;'~ ,,:"I ..:. :: .~: _;,...' ':1 :...:. .. : -.... 

Because a decision in the second pb.a.se-::of ..... the pl:oce,eding.- '; 
~ r •••••• ,.~ •••••••• ,., ••• _r" .... ·_ ......... ,_-...I_ ... ,v ..... , ... , __ L...J~I_""""""',,,. 

is scheduled t~ .be issued on May 30, 198'4,. no speci~ic attr.ition '.: 
mechanism is ~dopted 'i~ 'thi~ :Ph~~~ .~ithO~9h '~~ f.ind:,that:th~,~:~:·:~>· 
establishment . of: such a ·mechanism. 'is ·reasonable. ''':coriiid:;f;~~~ri:~C;f 

.. ' ~.-~ -'"' ,''"' ,-, ,"~.' ..... 
female and minority business 'enterprise 'arid custOdial":jant~or~iaI-·-.' 
questions is also deferred to the second phase. . ::::::;;::: ~ ':.: 

.- 'y ... ..--;~/·~C(,& 

PT&T is granted authority to use FCC-prescribed deprec'ia";; 
tion factors for California intrastate purposes, to use single decimal 
depreciation rates and to base depreciation rates on current year's 
depreciation data. The effec.t of the adopted depreciation rates is 
to increase ?'r&T"s revenue requirement by about $123 million 
including settlement effects. 

-3-
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Nature o'fcPro<:eedin.g:~'~~',,'~: ~':',~:: '.~,",..:,: .. _ ,":,,': '.<:.:: ,,':,::-,.:2 

Pl'&'l': '1:s 3-eeking 'a!1 $8·3.1-~ .. 9:':mil110~:'1n.c·~as.e:':1n:"tho~e..: of,::j,~ 
telephone' rates-~ubject ,to·,the',jurisQ·ie.t·1on:: o.~~:this:: COmm1sSl.on~~!·,:':,:-

; l'he.:· p-roc-edural h.i.:s to-roy __ ,o-f::. thi~,~r-eque's.t is. complex'.,:O'n·'~: '.: .. > 

August~ 30, 1.982·,P'l'&T ,tend.er-ed,' i;ts _ "Notice:: o-r,. In·tentio·Q'"::toc.File ,:..: ,: ~ 

Application for: General Rate: Iner-ease:"~ CNOI"L according .to ,the:::::c. ~ ::';' :,.,.:~ 

COmmission.' s' .then effecti v.e' 'R.e gulato'rY" La g.:. Plan:-.C Rt.,P') ,: ': The",: NO!" W3.$.: 

accepted' for filing 00.- November-· :.1:7 ,.": :19-82 ,'::·'a::5:,·N,OI·,: N.o .. :,. ,85"...::.; App~iea.t.ion 

CA'.)· 83-01-22 wa~ then: f11edo.o..':Janu-ary' :1'7:,:',1:9·S3.~::..: 'l'h:e~ a'ppli¢3.t'ioll:~: 
requ'ested" an. annual' ge,neral .ra te' inc-rease:' .of,:$.8l9,~2:', mi1J:i(o.n;· .. ~;-~: ::::: 

. A.82'-ll-07·- ·was. fi·rea bY' .P'l"'&l',' 00: Novemt>er4:,: ';~'82~ ,': 'l"l:l:!:s':,.: .: 

ap?11eat1on reque,.$ted.:an increase in~ a:nnu:a'l:'revenues:' o,r:. $1.6s-..'9:·',,,·,.~,,;~ 

:l1 11 i"oli to, offse-'t. :increased.- depre,cia.tioQ..', exp.en$e~!"esu:l"t1:n;g·; from ':. '.:.' ':: 

represcr.iption·ofc1epreeiation·' rat'es ~On .Ma-reh;~\3;:~ ,1.98'3:~;k;.:8·2':'''' "'O,1~'. 

w:a.:s C0Il.301idatedwitb. n&l"".s. general"rate,,<case,,_- ·k.:8.3-.0JI-22'_·, ',: .; ... ,;':--: 
NOI 85 and.' A .. 83:-01-'22-' asked.' th.a.t ~th.'e· proee.ed.i:ng: 'b-e~,'" ':, . 

o:!.t"urcated. into a revenue requi.re.men:t: ·:phase.: 'and.. :a .ra:te,~·, <:1e:s.ign pha.:se. 
At a prehearing cont'erenee hel.d.. on: February. ·24:~"': :, 9:83 r :j.n: San' ':':, :;·c.~ 

Francisco ~ counsel, t:or.·,Pl'&:'I'··decl"ared: that he,' would.f.11e:: avr1 tten:': 
motion to bifurcate-the case' .into tw:o .ph.ase·s..a:nd.;. to:;seekrate rel'1'ef 

upon 'complet10n .o:r a rev:enue require'men.t :phase:.-;3.Il;d·:1n "adv.ance~o.~ :a;;:. 

rate spread. phase.. Ihe'mot10n ,vas ,riled. on.. Mar,cb::'4",.'·.1'983:,.:.·-and..;oll:' "
April 6,.~ 1983;-the" Commissj;on~ ~j.n. .Decisio.n: CD'.:) 8'3:-04'-O'ZT~" b1'furcat;e<L 
the ease a!1<1 'estaol"1shed'a sch.ed'U-le' :that wa-s :an:-·:aeceleratiotl::o!:"-.the 

COmmission "s-: .Rate' 'Case Plan·"( RCP)- '.: s'chedule' to ~accommod:ate ::the::, ,~.--: 
exigencies of the case.. The first: 'phase "Iol:aS" ::to, 'cons i:d.:e r:: .-1:983~ ,resu·l'ts 
of operations~ an-at-t'ri-ti-o:n: meehan.i.sm:,,' ~and:an.: i.:lt'.er1m'surcharge 
design. "The second.'-'phase, was'.to~con31·der: 198:4':at.tritio:c.."t Aeees.$:~ :~_. 
cllarges,...the ·et"fec:ts..,of d1ve"st:1"ture:ot>P::'!&''r:'·'by:Ame:r1can;·T-el:e-pho.ne':'and 
Telegraph Company: ~(A'l':&:.':t:'),":: :and.. £l.na1~:ra."te: design:.:' .. J':. ',: •. '::" :::'.~ .:;.::::- ~ 

.. 
I 'l'he"RCP:: is :the :Commi~sion.""$. .stand:i.ng·p~an<and "'3-chedul'e~:t'o;r: ::; ; ,"': ':' -' 
pro'eessing maj.or-:uUlity-general ,~te' ea-ses.:.~.: ' .. :,:: :::':.,' jc<~ ..:::-:c.:...:..;: :r.: 

--'~~-
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- ... ~.~ ,.~ ......... ~ 

.... ... v-, • -..,:\ Ih It " .. , 

Since the t"ac 1 l:1. tiez or other Calirorn;'~::.:.t~~l:;..~~e~:;., ;~ ~ 
companie~,:: are" interc'Onnected:: with;-. tho$eot ·Pl'&l'~.· t.o pro'vi"d(e an 

integrated. commull1ca.ti·ons:' ne:t.worky"C anY' change: i·n:.'P:r.&'I':.'~:ra tes:::-rlll,:

at!"ec·t the diVision o·r revenue,s·:~ b'etween:t.b.:e j.nde.penden ts and l?'I' &! • 

It. is customary-:theretor-e:: in= P!,&!I' s;:· gene-raJ.'.:. ,rate: "i'ti'creas·es. :tor:the.:, 

Comm1ss.1o·n to ·1s.s.u·e., an: Order Ins.t1tllt.1ng.I,nvest'1·ga::t:-ioll~"(O!:I:')~· ;1n.tO=:the 

operation~~ 'of Pl"&l':' and.- all:. o·t.b:er: Ca.li:fo.rnj:a..:.tel"e·p,none::.util:i:.t.i:e.,:::so<.' 
t!lat· adju,st.ment,s. occasioned. 'by' changes. ~n: 'n.&'t's ;rate3~. C'an: b.e.c,made:.to 
the' rate~. ef the':' interconnecti"Ug.c.omp'anie.:s,· •.. ·.: Sueh.' an: OII~- 'd:e-s:igna..t:e·d 
OIl 83-04-02~ wa.s~ issuecf1n'thi's:ease:' .on Apr11~·:20':';·-1:9:a.3 .,~ ,.' 'the' 'order': 
d.itfered from the 'Usua-l OIl ·is's.ue<1 "in 'p!&'r:~ s; gen-eraJ: ·~a'te:. cases, . 
however." in . that. it· provided-· t'o t":-.. aninvesti gat1:on;: :.of .. o::t-he :a:c..tion.s~ ;o!: 

Pl'&! ruler the .independ.ents< to. adj.ust -for; the:-.d1'Ve-s.ti-tur:e:(0!:-:P·Nu~:.~by..::.~ 
A'!&l'·. ·Because 1 t appeared. t.ha t. .A.t&!, w:ouldoe ,·pro.v:td.1ng.,.a' .:torm;·of.'· ," 

intrastate toll· service .. and .termin:al~'ectui'Pme·tft :r:e.n..tals-· .to, .. Calit'orn.ta . 
telephone cust.omers,:' Al'&l'wa;s.- named. a~r"e:s.p-o:tid.ent:..··.:.;:::, :,~ .. 

_ .. OIl'" Apri-18 ,..."98-3,. P:1'&'J> d:i:s-tr:~bu'ted.' .-r:e.vi"!led :pre,paT:e.d: :::''':. ': .::: 
tes timoo.y wnich1.t·· pr.opos·e-d ~to in troduc-e' a.t-tne. 'f.ir.s 1:;: .:day:. 'of -hearing, 
April' 18 •. 2 . In:tb.1s~te.stimonY' . .P!&'!'. revised/ ·.i:ts~ ~com'b-ined' :.increase- _o-t:: 
S81.9·.·2 mtll1:oc; and $155 -9· mill!.:on: (a; 'to tal<o f .$985:: .... 1:;·mil.J:ion::) '.~":: 0;:: 

d.o~nwards ~ .to'.a combined. total' ·o·t "$831 .• "9 mill.ion.l' '!he~ :r-_eduC:t'i:on-in;~ 

revenue reQ:uirement·..ras brougb..t.. 'aOou.t 'by :a··:reduction:.,in: the·~combined 

sett.lement' ef'tec·ts <:If: the two appJ:ic'a:tions,: :a:':l:ow.er:i-nt·Eir~·st :exp'ense, 

a ·red.uction. ·in. .the cost ·of· equj;ty .money:· (trom' :t9.$.~to: ·:t.7 .:5'%-:) ,. .a r. 

resulting decrease in requ.i.red.· :rat'e otr"etu~-('.trom· "1.4·.3:-1'$~:to>. ~.:':.:::< 
13-~49'%) .,: and 't!le correctio·nef' :errors:' . ..-: ,~: .... : ' .. ':-: ': '- .":', " .:::~ ,':;:): 

O'n June 3:0,. , 9·83: P1'&I'. filed ·A:.8::3'-·0:6:"·6:S: ·:to·~ ,es.t:a;bJ..j;sh, ... <~ '>: 

intra-state access' .cb.ar-ges to r.ecover::fr-om..' illter:ex:eb:ange 'c-arrie-r;s: :and 
.. -end· -users the-. e-ost.s,~.ass:oc1a'tect :wi.th:.; :P.!&!.: ·,pr.oV'i:din~ :ac:ceS!\~.:to.-i:t;s~ .';:;.:: 

local networks for- the· .ini.tia-tion;..auce complet:ton~ ,ot::·intr:a:sta-te:~::·..:.,- ~ 

---"---------" 
2 The RCP: 'and: its' ·predecess.or ~Rt..P: :-require- ::that.:~.prre:pared ;:t:es:'t~mony:' 
be submitted with the NOI: an-d: again .wj;th:~b.e>a:p.p~"icat1.on when: :£±J:ed.:. 

--s.:-



A.S2-'1-07 et al. ALJ/jt/vdl 

inter-exchange Communi:cat1oas.': n&'t'pr-opo'se" 'to -reeover "approx1ma i'ely":;; 
• ,.., ~ •• , ' .... " - • "" '. h, '" ',," _ " • - '\~, "' -:' ...... ' ': .' ,.., f:' . ~" ' "': ,,+.,.' 

$1.3' cil:lion in annual roevenues "throough1ntra'sta teaecess 4 chat"'ges,;' "e','" 

calculated. to 'pr-ovide a level" 'o'r c'ont'r1'~~t£~n:' toward', -re'covery ~o~:r ~ ,.:: ,-; 
!'ixea local networ-k costscompara:ole to' tlla t 'w!iien hai: 'lieen "p'r'o-:..r.t:dea= 
in the past byPT&Tis 1ptras-tate' t'oil' operoation~ "wh:teh~~are'~being 
troansferred to AT&l' io'Januari' f9'84 'i'neonne;et1onW'i tl'i';the:::;~<: 
divestiture required'by an -antitrus-t eo'rlse'nt"d:eeree,.:' , ,;,'" ::';~:.:::~,' ' .... 

AU July '5,. ':"983,~ P'!&t flied:'a-n -a:mend:ment ,to: k."a'3~O ,·~'22; ~t'o~~' 
re!'leet effects of the d.i"ve'sti tu'r~e'ci!' P:'!&T" ~bi ;-A'l'&'r: '~and:'O-r' attr"i:tfon' ;';: 

in P!&!'s earnings i'n 1984 as 6-"ompa~d to' 19'53 r an~~ to;"es~'io'lish ':.::;',: 
, . . '. .....' .,.1· _,..~..,..... ~ .. I' "_",\ ,~.. • 't \ •. 

rates to re!'lec,t·tlle~e changes1n P'!&'I's opera't1-ons';""!n,'this' f1'l""1'ng'" 
?'!'&'!'asked for an' 'a(1ditional "$4 fo oiiliion in'annual !grosi:reve1lue::i'~: :': 

On October'28; j9:8i~:: Tele~llone 'Ans'wet"1D:g'S:eMr1cie's~"ot"~- , .. ~""
California (TASC)' fi'leda 'com'Plai'ni 'a'g a'i'n it', :PT&T;"a$~ertfn~g tha:.e- -:," .: 
P,!,&T's rates fer provision of direct inward 'di-af1rig' ;-serV1ees~-"'a:nd'>::' 
facili ties to telephone answer£n~,-se:r.v1ce:s-w:ere:.~urU:a.W!'.u1.~y-~:'~': :~':::"'":2.:.~", ': 

a1scr1minatory.: By an Administra-tive :r..:aw:~'J·udge';"s;"fALJ')·::-ru::ting ot 
August 1,1983, the 'rAse eo'm?la~nt- wa3-'coo:;:)oliQ.3:t'eQ Wfih A:~a:3-:0'1;";22;A' 
ace the' asso~eiateci matters.; '::: ' "',;:' ~.. - ,: '.".: . j:-: ~ • ',: .,,:: .; ::::::;: :' 

On April 18, 1983 P'I&'! began presenting its case. On 
June 23, 1983, Phase I was submitted after 26 ciays of technical 
hearings and 105 exhibits. On June 27, 28, and 29 hearings were held 

on the surcharge methodology to spread any interim increase that 
might be granted. Phase I ot the case now stands submitted with 

concurrent opening oriets tiled on oro betore July 29, 1983. Oral 
:-eplies were presented on August 5, 1983 pursuant to, D.83-04-021. 
Four Commissioners were present for the oral replies. Notice of the 
hearoings was p~ovided to the public ~y bill inser-ts. 

During the course of this proceeding, three separate series 
of public participation hearings, two sessions per day for a total of 

15 days were publicly noticed and held at locations throughout P!&T's 
service area. Four days of public hearings were held in Los Angeles, 

-- '6 .;: 
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three 1n .San.. .Franei.!seo~.ana one ~each -in SaIl. Jaego.,.. .. Monterey", .. San, .... , 
" •• • ~. ' • r _ • ~.~. • ...... , ,,' '_. ",. • ~-' ...... M ....... _ ~ .. A" ........ _ '-' •• ~ •• " _.'~ __ ...... 

Jose ~ Santa Rosa,.., Red Blur.f,... Sacramen.to,. .. S.toek.ton.,. ... ana ..Fre.sno. .Ill. ' . 
• - " ~ .'''' o· " .. "" •• • , I •• , ..... .' .... ' , _ ... ' "'~'" ,. ...... ..~ -.J _ .... ~ ....... ' ,..,,.., " 

additioll,..,a:p:pt"oximately. 2 .. ,..700 le:tter.s .have .been r;ecei:v:e.d ,from ... ' ., .... _ 
..' . -... ..,..., '.' '" •• ,~ _ ".' ..' l , ... , , ! .,.j~ • • -....i '~ '.... ... "" .. \, , ........ " ,'~ ... 

Califo.r.nia rat_ep~yet"s. cOAllc:~r~ng. t.h~: re~~~s.;,te.~ :.~r:ex:,.e;~~~,,:.c ,:,::~,c.~ >:;~ _:'~ 
.. L1 terally, hundreds. of P·T&:I. r-atepay:,ers ad.dr.essed.; their ... v:i.e~s 

..... • -- ~, ..... • '" ... , .... ' '." ..... ' .... ~ •• J •• -'_ ...... l ........... w .... ~ .. ) .... " ..... ~ ... . 

to the Commissio.c.at,the. pu.bllc hearin·gs_ 'their, predominant ~t.heme5 ... ... 
_ ~ , •• ' ••• ' ....... "'" ~, ' ... " ~."" j •• '_ •• .......... ,~.j .'.''',.,J ..• ,,-, 

were concern fOt" the . .ma.int.enance of ba.sic .. telepr .. one,~.ser,v1ce, .... and .1.ts. \. 
• L., , ,' ... _... ~ ..... ~.' • ' .. ',' ... L> L .... '0- '". , + .......... _ ..... ~ .... ,"w ... 

~niv~r-sal a.vailabilit.y especially: for the,~ld.-e~ly, ;"the- poor,. and. the 
- '..' - - .. _ -. ...",. ~ _.. , f... '. ......... < ... 

unemp·loy.e<i·; opposi tion ·to.· the ·¢oncen t.rat1on,. cf .. rat.e ·.iner,eas.e.s. up.on'"" 
• ~ , ........ '. •• '_ • " .... ~ ._ ~, , ,... " _ ~ __ L • _'" • ~ .. ... -' _+' '. ~ ", _ .;, _. ..." •• .-. "". • 

basic resid.en.tial. ra'T;;es :an<1 to any . ..increase ._in· .rates ... toe. .... li.feline.:" _ 
, .• _.. _._, --.... -, ~" '- .... '., -'. "~ -.'". ." .. ~ " ~ --- --- <',' '" .~ ....... ,-' .. ' -" -"- j.. " ....... 

~ervi-ee or any l1m1 ta.t.1oo..ot the- .life~ine .:cal11ng. ,.aJwlowanc.e;.. and " '. .. 
•. ,. - ... , • -' ... , . -•• ' " •• _ ._. '.' •. ,' , .- • '*... .. 'w '. *. •. • ..,.... ',,' ........ , 

opposi t1on.~,to a .. ra teo inerea.se. of· t.h.e ,maglli tud.e _proposed "or. to, a.oy " .. , -.~' 
." -" .,. ~,... . ", .... , .... ",," ,'.', ~ ' ... , ..... , .', _ ..... _ .... , _... ... ____ ' .. 'I ,_ " •• r' • ...... 

!"ate incr.ease. wha,tever •.. Many speakers.-. acU:b-.tea ~theneed.,·t'or a rate 
- .. .' ..... ~. ./ .' ' - - . , " - ~ l w.' -.. 't ,,~ _, .. ...... ,,' .. ' ....... ~ ..... 

increase,.. ana ·expressed. 'eoneern..about. .ine.!ticien.cy ,.in ···P!&!' s . "',. _" ." 
, '. r' , •• -." ~. " .... ~'. ,.. _. • ...... , .. ... ' .... ,.. • J ' __ " .~. ... .• 

ope:-at.ions ancLmanageme.nt.. "', ~ ., ..... '. _.' .... , ....... " ~ _ '. ". "'" . , ... "," 
• , ....." _.. ,...... ~ -,.. ..," _ J. '_. _ • '"- ,. '-, > ~_' ,., ~.... '. , • _ .. ~,.., 

Deso:-iption .a'n-d· Operations of Apcl1eant. .. : .. ~ .... I.'::. :',:' .. -: ,:~' :.:.:,.,.,- .... .c.;.'. 

At -the presellt; :~i.me, .. :~!&"I: .. ~".~.n.~ :~~.(. 21 ;,:t..el:~ph~~e.:,~~.~,r:~t..~t;~.~:, e 
s~bsi.d.iaries (01.C.s). cfAT&T· .... , . At&T also ow.ns West-er.nEleotrtc· " ....... ' 

. .. .. , .., ',~ .. .. ~ , ,- _. '\ .. ., •• ,.,' ._ ..... _ 1 _ ~, ~- • '.. r' , of'" ' ............. ~ , 

Co::pany ~ Inc. (Western. Electric) which manu.!'.a~t~~.~.s .:a~a...~~s.~al~,s::-

," '. rtf. -' _-"\ -.. ' .. '~ " , ..... 

. - ..:.. " .. " .... ,. .. ,~-•• -,", "\ ':.~' _~::'l'o.'" 
r '_~' 

. :-- '.:.\:: ~ 
I _ .. '" 

,..~ ,-, .. 
" ... i\ .... 

-, 
, .• '"0' '~, 

.... "" . . . . ~ ~ ....... - .', 
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" ..... , ..... .. " - ~ ... . -- . .,.~ ':' .' -' - ~ 
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..... '. • \. " V ,-..10 .... ~. 

equipment: for' At&T -and. 'th.e-OtCs ~ ': A't&! cando Western :Electr'le eaeh O~tl 
50% of Bell !elephone'~a'oorat.or1e~ ,:-Inc< ' (BelJ: ; La'bs )~,:. :wl:ticll:'::':!;s.::1:s..:tb.-e 
Bell System r $.' research and development 'arm _.:.. ~A'!&'.t ~ ~W:e.s tern ':Eleet~ie;' 
Bell Labs, and..tlle ~'O'tCs rorm~wb.at'1s present.ly ':knowll ,a .. !L".the cBell :';", ,.'~ 
System. These arrangements(w1l1:be restructured'=in tb.e:immed:tate~ ;"':: .. ' 

future_as divestiture of the OTCs by AT&T~,1:s implemented;. :>: .. ,":'. ,~. 

As of December 31, 1981 ,~p_!.&ri.h.ad.'.'::a:PRr:o:x,.1ma.t.e~lr..:J'O;.2J.5-,g'99 
main ana ectu1valent,main·telephones .1n'·servic'e'out: of· ,a: state total 

of approximately :12;7S3',OOO'~- PT&T estimates"that,it::set"ve.s~·~' . ,A. 

approximately 80~ of-tb.e:~ popula t:1:on ,in the State -: ot"::;.Cal:!:t"orni:a ;::, :~~:: 
haV!.ng exchanges in- 52 of the-- 58, couo.ties, 10. the :::'state;; ,.:;.::The~,oo.lyx .. , 
counties not serv.ed:' by. nacT' are:." Mono';-:Alpine; ','Lassen;:'SModoc ,""along 
the Neva'd.a borod.er; , .. Del. Norte-,. in: the nOr'tb.west~,corner;,:,and. Santa .:. :~, 

Barbara', io. the' ~oc.thcentral. coastal.' area •.. '~Pacific:~,s~·telepb.on'e::plant 

in service as of December· 31 ;:' i981 amounted ~ to"'$:.16.~156.,166,,,803,.~ .',~::. 

: p,!&,!, has~~one" suosid.iary.,. Bell '!elephone-:Company':of Nevad.a, 

which. rend.er's' telephone. serVice' only, with1n:-the'":State'.-0! Nevada:.c..::All 
the outstanding-~'capital stocko! this company l.s::owned.(·by:::PT&T·;'::"~;::~ 

,PT&'! es-timate:s that as of"~ Decemoer-:-. 31 ,: 198,j,'; approximately 
94,0'00 square miles-' of ,th'e,. S-tate: ot':California weroe su~plied;'wi tb.:,; ,:. 

te:'ephone~.'serv1ce.;. '~. P!&T .seroved. about 5j~, OOO~ square:-m:tles::,by means,~of 

390 exehanges .:. !h.-e-' re'maic.in'g. area' wa,.s'.-. ~erved oy: 24:: independent..::', ':"', 
telephone companies: with. 238: exchanges-.' PT&.I,. had 'J:,960(;.cen:tral. :"',,' 
offices, o'f which S03·were e-lectronic'... . .. :: , '" : ',:', '- " ., :;,":, :.' ': <', 

'the utili ty-outs1de: plant 1n.c-llld.es:.:. 59;,.OSS:.mile-s: of:: ae-r-1al~. 
wire an~·· 93,12"') :niles" cf:" aerial. eab'le:-,- ca'rr'ied': on: '1 ;:;254,,813.-.: p'oles';'j" 
!b.e aerial cable' conta1'ned. approxima tely::28, 26,8-;,3,69:' m'11e.s:: of"-¥r1re-•... ::.: 
There was al$O und.ergroun'd:'cabl:e: o;t'::'43;;-91:1.:..mi'le;s;·:t.hat contained.,.::,.,.:. 
86,. 3-51,'061 :niles' or-: 'wi:re;- 'ou:r1ecL 'cable'o'f- 49·,·04.6'~m11es:.::tha.'t::,contain-ed 

13,368,.8"84 m1les ,ot:.-w1re;: and' submari~e cab-l:e:.o:t:,16L m1:les:.::thatc:,::..::' 
conta1:l.ed. 164,..43.7 mi'les of~ W'.1.r.e-.~ .In:add-i:t-iotly'..:t-h:e-,r,e :Ne'r~; 1;5-:,.:10·9,.~' .' 
miles of coaxial cable and9.',,88'l: :m.j.les-: '0£.: :ra:d1.~ Te-l.ay;-:'systell1·: •. __ . :'..: r , 
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'or1..Sinat1ng ,ealls;.:tha t',j.;ll. i 98-', =the-re~were ,;;approximately ,~~', i: '::: :.::'~: 

29,:.399,:000 ;000 lo'caI:.callsi"an.:'average':of t,:i46':per:.;telepl:l:one.;.::: There 
were .'also ·.3:~23Z, S60;:480 ~ completecL toll ,·calls· anctC2,.:I:J 3,;.905,. 486.,. ,,: .:-:: 

uncompleted:. toll calls-mad.e-'f'or-'a-total ,'of ~ 5 ,.3-46 ;;465,.966·,toll. calls"'~ 
• I" ...... _t _ '"," ._ 

~ .... ' v ........ \ " ' ....... -.. 
" 

Recent 'Organizat'follalDevelopments.' ". -;- ":.<:' '.:~', : ~ '., 

. ' , .On May: 12,,:198,2', PI&T, became :a,wholly'owned.~,~ubsid.iary of,,' 

AT&T.. To ,accomplish.this ~ merger-, 0';.35 AT&! ~ common' shares::were~;: ... ~ ~ 

exchanged" for .. each': of: the "9;' 59,. 701,' PT&!;: common';shares',~outstanding" 
whicl:l.-were:'not owned',01 AT&T,.. and :,$60 ::per: sllare'~W'as paid,~.for~ each"~or 

the. 119 ~043: 'P'l'&'l' '6%--':voting ,:preferr-ed.: share~f~outstanding wh1cb:.·were:;:) 

not ov."nea bY':AT&T;":~As~a result of~'the merger, .. aIl:shares of;~P!&T:.-;·,':: 

except "one' were cancelled." and. the·~ single .. o1;Ltstand.'ing·) share b-e'came,,:':: 
the only 01;Ltstand:1ng;voting~ share 0(' PT&T:· ," <".< ': ;::'" :.: -,", .. ' ~. 

Oo.'January:'8:;. 1982 AT&T announced., it, had::agr'eed,~to a 

proposal:by the' Department_of. Justice ··(DOS.) in:'; ,the': DOJ' ~"', ,1.914-: : C ,'~.~ 

antitrust: case. against A.T&'l';:to modify'; an:: existing~J95~6(~ co'nsec..t~·~: : .~,~. 

decree.;.: ':As::a result., , botb.:the·DOJ~and. U&T have::",s,t.ipula'ted to 

dismissal· or~,the ~ 914 actiOll. The:. terms~.o.f:,:,the( :lew:coc:sen:t~, deeree.·_ 

:"eq1;Lire tlla t AT&T. divest', those pa-rts o·r, the Bela.. System-", OTCsctb:at> ,~ 

provide' local exchange and" exchang.e·' access:' ser-vi~:and,a:l'Z,o,: req-ui.re: 

terminat.ion" of' the licens'e" contr.aet.s:: oetween" :A't&'l'::;and-, OTC.! ·and:.--:.;t:b.e:: 

standard supply contracts between:~ Western E'lectr.1e and.:-'OTC's •.. ,.~-; , ': ':: 
!nterexchange facilities, 1ne-11lding. .. tl:lo-se,~ curren.tly:, ,ownecr by OTCs, 

would~ r-ema1n, a part- of, A!&T, wb.:1cll would'::c-ont.inue: .. t-o o:wn"Wes:tern-: - ..... 
Electric' and· Bell: Lab-s.~ . AT&t~,s" 3;cees's:: .to .tb..-e; .s.er:vic'e.s::.o..r _.the---,,:, 

divested local exchan.g.e .. compan1.es: ,would.:, :ev:e:ntu'a:l-ly.:- be ,:o-n'~ .. te.r,m.s;a-nd-' '.:' 

. cO.lldi:t,ions.-, eCl.u~: tha.t: of. ot:b:er"" i:lt'e~xC'b.:ang~·ca:rrier:s'. __ :.Owne-r.shi:p; '.0-£ 

eus tome:r premi:ses equipment: (CPE') 1l0u-ld:: :remad:ll.~ ,wi.t.h. .'A.n.!::. ,<'t~e::;:., -:. . 
separa ted. local exchange: CODlpalli'e~ wOIl1d.,' b'e:- d.i'Vies.te-~r 'bj"~:a: s..pin.-ott ~o 
At&T f s shareowner-s' 'or: ,by:·'oth.er::dispo·s.1ti'oo;.:~, _. ':: -:'; ,:.:':: ;': .. : C::' '::: .:' _ .:: 
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... _ ",.J ~I "" '"" 'J \!,.-" ~ ... ' 

On 'August 'i 1~" J982 Judge~HaroId':-H;~ ~'Greeile;;:of~ thecUD.1ted ";:;, 
States District Cour't fOr" the· District,' of:Colum'oia.~·1!~ued.i an~opin:lon 
in which he'ruled that the'"court::would' approveCthe::proposed consent.:' 
decl:"ee agreed to. by AT&T" and"the~ DOJ·, provided that"'AT&T and·' the';:DOJ 
a~ed.· to mod.ifications.' The' modif1cation:s~were per-m1 tting~,the'-' ;. <: 

divested. local operating companies' iJoprovide, ~ 'out~:not:.m3.nufactul:"e:;;';
C?E and. to: retain' the d.irectory advertising: ("Yellow''':Page;'') 
business, and to permit any divested::company( to;' engage· in:~any:>other-:; 
business' up'on a :showing to: the: cou.rt~ tha t···there~,would:· bet: no '-; '-< - ;:'~. ~: 

, . . _,.' .. • ... __ . • r ' ,",... /'"' r' ~. J ",~ ',>, ~ 

su'o'stantial possibilitY' that' the'companycould"use its~monopoly- power 
to imped.e competition ill the-market:it-sought"to':ent~r-> !he:.····;~,;·~::-··· 
mod,1fi'oa'tion 'WOUld': a'lso- l:"'e·ctu.'ire·' tha't'/ it~~ the:' exchange~: access\ offered 
by a divested lo<:al' op-erat1ng,' co'mpany to' an interex'change:: earM.e;~ 1~ 
not- 'equal: in type and'~ quality to· that' provid'ed in;, AT&'t;:-'tb.e~ tariffs':
t11ed.'fol:" such access..· shall ref'lec't-· the lesser': co·s't·, ~'if any', of 'su'cii . 
access as.. comp-area: t,o:' the· acees-s'" p:rovid.ea to-" AT&T;~ . The:::: modi fica tio'n 

also would l:"equire the assignment of jointly':: used faciJJ.ties::' and; .. ';'::. 

other assets to a divested local operating company':-1£the .. _U:s,e::'_.'oY':::tha. t 
company p.red.ominates·' o'vel:"" th-e, use' ,by' Al"&T:~ At the'::' t'ime .. o'r 
di ves~titure AT&t WOuld ha~ :to~ as's'u-re that~ ea-ch" 'd'1;ves·ted:: 'lo<:al"'::: ";:-: 
operating comp-any wou'ld. h.·ave: a·'d.e'bt ~a:t1o': o'r 'app:roximately-- 45%~' '~. ',.: 
(except for· a 50,%', debt, r-ati¢:' for ·n&T) 'aad" that:'the":qu'a'11t:y"of~the" '. 
d.ebt of each company· should.' 'be r-ep'~senta:tive:' of -the-· de'b,t,:- of AT&T and 
its sub-s-id.:iaries at: the time o·r d'iveS't1ture.~· :~. . '_ ..... ,;','. ::.C"\' ::.:,""'~' 

Orr August , 9;'" 982" AT&T': and.-the: DO'J~:' notir1ed~ th'e judge(::tha t 
they would. accept his- mo(!'-1t"ica,tion:r-: to ·the: consen't- de'Or-ee .:: :: On:' ,~ ~',,:", " 

August '2'4.:, , 98-2' ,the· cou.rt, 'apprOVed,' ana: ent.e-r-e'ath-e .. :: con:sen:t:": dec'r-e-e:- '.--
wi th the' court,'s. 'modif1ca t:ion. "-". -: >, , ~- ~,,: '::.: v::'::' :~:~' ,-::; ,~ . 

. In- adcfi·tionto the up-heava'l·'ea:us'ed.·~ by :th'esettl'e'ment:; 'o:r:':=the 
anti~l:"ust- case, action· by the Federal,'Commun1cat1ons·:Comm1ss1on::{FCC)' 
has also had. a pl:"ofouna impact on the telephone::"indu3try·~c:;In:'·i-98o;;:, 

the FCC, by its D.80-628, in Docket 20828, ordered. deregulat-10n 
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of te~~phoc.e: te~nal. equi?ment.(~ and: o,rder.e~ ~ A'l'&T and~:: Ci,en,eral . 
TelePllone and.. Electrooics:Corpora:t.~on: (G:rE) ": ~o to~r:n:, t:;.:l.f.y: s~pat:'a~.e~: 
terminal eqUipCle~ t subs idiaries.: ~~SS).: to. handl~ . .the;: d.~regula;te~:- ''; ;'; ~ 
activ1ties •. 'l'.b.1s-.:FCC decision is-:,commonly.: known ~s .~he::.Comput~r, ..... .:,.,,: 
Inquiry -' II.- d.ecision ~ CI~II) ~ although:, its:" grea:tes :t:. impac:t:- is.:- ,on::, :tl:l-e:.' . 

ownersn1P. of·· plain, old., telephones_:: ' ... :'. :~'.:.: :::"';:.:.'~'<':' :.,:<.~: .'.<~~:' .. ~: 
Following_~the CI-II d.ecisio~.y: ~h.e" Calitol!"nia: Commiss:1.on::-::: 

d.ecid.ed.,·in.D.93367. d.a:te~:;August;:4,.:198J -;n;:A:--5:9849 e,t al._ (th.e~,la;s-~t 

previous general ~ate increase decision.)" tha t- sale"" or ter:-mioal." '.'" .-: 
.' -,' .". '-'.,' ... ' • I.· _.. .... • .".. ~ - • ....~ _ ........... 

equipment. QY- PT&T to its cus.tomers .. would." be .. d.,esirable.~.~ Af.ter~ fur.ther . ... .. ... ~ ~ . ,_.... .. '............ ... ." ~... ... ~.. .... '.... -. ..."'''''''' ~...... ,. ., ... - ,-

hearings. in tha t, proceed.ing.~ in 0 .. 82.-08-0.17 ~ - d.ated. .. August" 4". ,1.9.82' ~ . 
• , -'-' •••. • ~ - ,_~ - - ..... ~.. ~" ,'. , ~. .. .... _ ..... _~ , ',' ,'Or" ,_. ... ~ , ... ', 

(exactly. a year later) the: C<lmm~.ssi~n. ot.dered:. ~:r,&T~,,~.o:,f11~. ~.~.1'rr~.:. 
tor-" and. .to proce~d..: with the- sa~.e. of:1 :: s:ingle .. line~.t:ermi.ca.l:;eQ.uipme~~t 
-:'0' its customers', and. by: D·.8·3:-09.~024,:d.a:~ •. e~: S~ptemb-er::?,) .-1,983;.,,:. .o,rd.-er,ed. 
P'r~T to f~letariffs. tor. and. ·to: impleme·ot.:a .. eompa,rable.,,::sale--:,pr'l)gr.am~ , 

tor: keY' telephone system: whi<:.h .. eompr:is-e. a~· s.u:ostao.t.ia·l;.J>Or~t1,on ,o:f~::i:.t,s 

mul tiline, ;ermina'l ectuiPt1?-ec. t._: '. ~ - _ , .... , ·H, .. _" , 
~. v.' '" .'.j., • 

Regulat.ory Framewo-rk;:". '.- : '-. --::: : .. '::: .. :.,..:~ .' c< ~;~;.<::~ .• ' '~'..:",.~ 

Public:- util:!.:ty rat.e·~· se·~.titlg: in:-'. Cali,torn-ia, gec,-e:ra,UY'(:fo-l:lows 
the trad.i.tional.: Americao. regula.t.o:ry prco.ce..s.3~s ;t.ha:.t,.. ha,~/ de.v,.e~.o:p:ed .. _.:.:; 
over the. last OQ~:,: h.und.re-d.: yea,r3--, .in.response ,to:. yar'~.ou.s::·::.:.:: ';:: .:-: .": :.~ ': 
proQoun¢ements~.ot, the Supreme COU'I't -¢·f: t.a~.:.U.ni:t:ed.~S'ta~e.s...-;:::· .. :::. '::::.; 

Tne first 'ques·tion· ·to:. !>e .. ans.wered.;.in.-.: tk?-e' ,tr:a,d.1.:t:i.o.nak r:a:~ 
~king p~o¢ess is: Wha t.i's a ... rea·s.onab:le.<j~d.gllle.o t; .of:: .t.h-e~ .u:.t.ii.i:,ty .::. 

. company's re:sul ts', ot~ opera t.ions.?... F'or" ,the~ pllrpose:.' of,:;.d.,ete:rmining the 

results ot. operations,' a: test per"'io<1 .. is.:S'e.lec-ted. .•. ·· .Tb.e:,·.tes:t..: periO:d.:-: :1s 
usually. the:- .i:a.med.ia te !'u·t-ure ... calend.a'rc' ·year .:. r. Es:tima.-tes.:of' ~h:.e £u..t1lre 
are thus involved.. The test year d.oes .. c.o.t:-.simp_ly:~:reflec;,t::the~:· ::.:: ..... 
expected ... r-esuLt.s but il.'lS:tea.d.,.t"epresents 'C:b.eope,~a.t:i.0:c;s1: o-t: the utility 

adjusted to.~':l:'eflect: average", co nd.1·t-io n-s and. z:-easona:b.le.le:vels::.:~o-f.:: _~:; ~~. 

expenses' and.ra:te:.base._~·· ~ 
. , • t",. , •. , ..... ," ".", • - .' .. 
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- The~ £inal'ou teomeot..: the.; re~ul t.s.: o'!,-; operat.1orl'~ is: the, : '.::.:.: ,;: 
:-ealized. rate ot'retu'rll,tor'the: tes.t. p'er-iod at "Pres.en,t 'rate'~,,: ~'Xh'i$:" 

realized. 'ra te . of return.: ind.iea tes ·theamoun t,· of.' -re;ven1l'e:; change',,~: .' ::. :-. 
required. to bring. the~-rates: of return..- to:: reasonable:. levels. ... ';:: ~':< '":'~.:: 

~~r-.,1;_l;~ .. J~.ul"'P,o.se of" (!.e'terminillg,: a rate: of_ return:~ it, i':s 
nece'ssary to:, make' r-easonable allowances' tor". oper-a,tin~ e,xp.e:nse.:5.,~, " ' .. ~, ~. • __ ... __ .-__ .....-.."_. __ 4. ~_ ........ _" 

depreeiation expense, ano. taxes. These are subtr-acted from,:: the:~ ~ . :;~~ 
estimated revenues to obtain the net revenue. .. ...... ':' 

. '!he-· n-et r-evel:lue is' .t,ne::- n1lmerator-': orr: the fr:actio:ll': 
:-epresen ting the rate, ofretllrll • .'~ .,!,b:e d:enom1nator l.'s: ,the" rate~ 'oas;e;.,:".'::: 
or net va-luatiol:l, wl:li¢h 13-.' the res.1;ll t. o'f; 'subt-rae-ting: aect"ueo.:: '._ > -. '.~ 

depreciation. !'rom~·th.e gro:ss', valuation ¢'f: ut.ility:. p-rope:rtY':d.evoted to~ 

rend.e.:t'?~~g; P.~~_l.1~~~~~~i~y: ._~~r~i.c:~ .. ~~·:~ __ =~ ,,_. , __ , .. ~_ .. ,:,::,,:::'_..;,:;..,-,_., ;;:...' ~ :.: ", ~':',,'~:: _:: " " 
The second que:stion is: What., is .the reasonable:· rate: of' ,:'< . 

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

r-eturn that sh.ould be applied to rate base'? Rate of retut'Jl', while, ::: ~ . 
equally as impor-tatltas~ rate. base:~,: ,depend:s.: mu~b.~ mo.~e'- heav:i'ly on 

juo.gment·and. is the. subject of. wide-ly va..rY'1ng,~e.xp:er-top:itl10.n.s .:-::: ::.' .~" 

The reasonable return' .is: .o.btained 'oy_ app'lyin~. :the·;a-dopte<L::. 

rate of return' to~te base. l'heretu~n is ad-ded::,to, .t-b.~ r~as.onabl~.':_ 
allowance tor expenses to 'd·etermic.:e-. ·.the--: reveuue-·-r:equi:rement·.:,.': . :J: .. :':: 

. !h.ethird. "question to~ be .. asked., 'is:',.How: ,shal·l~:the·,t"'evenue~ , 
requirement be allocated to various" c·la-:sse.,s.,o'! .. util:1:t.y-: 'u.s.e~?..:..: ·l'h::Ls·' :. 
allocat1on~ often known as'rate sp'rea-d., a'lso~'depend;s:b.ea..V"1'1Y',,; on .... ·: 'c,: 

opinion and judgment and freq,uently· ·involves. tb.er:es.ol~-tio:c .. :.' :o-f::.w:1:d.ely 
0.1 vergent expe~t .t-es.timony:. ",:' 

- U·no.er- Ca'lit:ornia· .law.:,:- i t~' ~i.s' -p·r.es,umec1:. that ,.the ~exis:ti·ng;;:.: 
r-ates ,are reasonable .and.':, lawful- (..PubliC: .. U.t:i·li ties, ~P.U), ·C.ode,··§ 4.5-1.}~.',; 

theretot"e,.. ill order"'. to raise-- rates,'it' i:s~ .inCt.lmben.t·,·on.;,the,\~t:i:li'ty..!:to 
justify the inerease. (Northern California Power- Company, 
Consoliaatea, D.134 aated July 13, 1912, in A.62, 1 eRC 315, 320.) 
'!b.1s is so because the Commi:ssion cannot raise rates unless it is 
d.etermined that such increase is ju:st and r-easonable CPU Code 
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A.82-'1-07 et ala ALJ/jt/val 

§ 454)., . .' Accor-aingly',:: tb.e'.: utilitY", s-eeki'ng a:n::. inerea!3:e .. 'in...o:ra tes has 

the' ouraen: of ~b.owing ,oy clear:'. and .. ,coIlv1l'l'ei'ng:'en<i-ence that,,: ~t.1.s~;:.~:,,:, 

en ti tlec.;; to -. such: increase.:. ~ , . Ift.b.e ut.il1ty-:aoes;..: no't 'su~ta1'n :the: ":' .. :: -: 

our-aen of sati'Sfying; th.e . CoXllIlli.s:3i'on~t'ha:~; tlle:pT~o.s e'd:~ ,i'Ucr-:ease' -:ls.: ;:;~' ": 

justifiec.~ the appllcatio'O. will.: be;-'aeniecf~:, {P:aC'i.fj,C'~<r:el:e.phone ana 

Telegraph,: Company:,_ D .'9 0&42",.": 'd.atea.::.J:uly,: 3",": ::L9:7S'~.111'~ k.:S.8:2Z3: 2'.: "C?O C' ::«"', 

2na 89',,-·98.:,)~~' ~ ::.",: '~::' '.' '~"·~"·.';~l ,,~~-,:<~:: ~:.-~,: I:'~:~:;'~;cx'~-· .. ",,:I~~:~~,...:~~~~~.~>~\ 

Scope of This DeCision " \'" :":".", ";;;;:::: :::; ~;~<.::""':'::,,,::;<,~-':,:'.~.:;;,;:; 

'this: ca:s'e ~s.: proee<111ra'lly:: p:erha:ps :the':"mo's t:' ~coml>'J:ex that the 
Commission:' has.' ever 'co,nsid.ered.::' 'coming~'as~ 'i't 'd.oes:'atthe ~same~~tl:me,::.;'" 

?'1' &7 is being: c.i ves t.ed.,: 'by: AX &,!:: as~: part o!f:; th.e ,gene',ral~; ·dj,:s:mantli:ng-: or
the Bell', System" pl;l:rsu'an.t: to .. the Mod,U"1ed.', F.1tl'a:l~ J:u:d;gmel'l't'~ in:,-t:h:e.: :A'l"U·.: 

antitrust case (United. States v AmericalF'T:ele'pho,ne:;and-.'t..el-egra.ph:<:::~~.''': 

£2.:.C1vi1. Nos-.· 74-'169'8 'and. 8.2-0·:1.9,2 : ~- ~' F~.~~Supp.;:;:"':~"~ ':, :,,~:": r 

(D.D'.C~'" '9'8'2~)·)~" ": ,L, '.," .::.<> ':;; ;::';' . .::,:,:,:; :.:,~~;-;: ,~';,,<.,'''; 

'!,he Comm'1'ss1:on,,:~' in; D:.S3';"04--0'Z·' ,- :d,e'c1<l.~d.~' :tha:e:· :the :o:es·,-e:.way~:, 

to cope- with ,t'he :C'omp:le:d:ty .. 'wa'S to:.:e,valu'at:e~'Pl':&-T's<r:esult:s:;ot::-.::·,:·::,.:,~~ e 
op~ra ~l:ons' ;'(:R/O') as:' tiled. in'- A' .:s.'S~O''':''2~-t'o> 'estab<l~i"",~ 'a;-, r9'e:3 rate base 

an~- :revenue" r-equiremen:t-:'"Ad.jus..tmen t-S- would.:.:th.en:- ,be cmade':r :1;n~ a:.::see:o,nd. 
phase, for d.:i.ves..titure, and-, fo~ ,acce'ss,"charge~: tOe' ,be"(e,f.'fe'c:t1 ve)·'l;·n": .:...::-

, j 984~ , ~e Commis:s.iQn=d.ecl'ared :that :only :11'·:t.."le., ::result.s -of.: the 
j:lroce'ed1ngc ,war-r-an-ted.:',. woulcti tcon:.s.1der-ad.'Sus.ti'ng>:p,re.sent ~r'at:e::l' .:o,n, , an 

interim: bas.is to take: effect· Ja-nua-ry: 1':,:' ,1'984.. :' ,A::ny': such: -;interi:m -:< ,: .:" 

acjustments..wQuld.: beotl a su,r-c'narge- .:t>as-l's..~~: ;":-' ~':: <::~. :'~'" ~,.'. .. - -"" " 

This aecision will confine i tsel·f:;t:O-", ,e)cam'in:a't.10'o' O:P':r:e:sults 
of op~r-ation:: as-~e'cts: of' A..:8Z-11:-0-r.:' .and" A. 8:3-'01::'::0:2'2 .. :to'; : d:e:t.er-mine what 

inte'r1m rel~i:et ,!:t any,:" -s.hould,:. -c.e~, :award.,ed-. ~. Sh:oul;d,: (int:erim; rel:iet:<;b-e~ 

found.: ,~o: ,be:' 'ina'i:cated.:,::- .a:n~ ,interi.m ,s.urCharge: .witt be<e'Sta:bl:t.sh:ect.:.:-',;-;; 
, ,:..,. "' ',~ .... :. ",:. ...:: " .,,,:: r~ "~' .. ~ __ ._ ~I ,,": ~ • ,< ~~ . .. J ~). ; • '~l ~> .. , ,"'. : .. ':::' ~\:;, .; .'~ ,."" .:: ~ .. ..: ..... < .. 

• - ..... _ •• _ ................. ____ ... ' ... __ .~..,,~_'"'~~ ... ~_ ",~,_""",_v"_,~p ______ ,,, 

.. ,,', 

...'~ . ~ '",,' '.' "'. ,.· .... 1 
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Separati~n~ a'nd~ Settl~ments.~··: :"::;~~:~:',~ ':~'~~')~'.:::,:,;~ '; ... ~.: 
• ~, .. ~ .- I ' .... ::- ,:;: f ,. '. • ,_, .... _...." , ", •• '; :"' ... ,,-, ..... ,... ...... ',/ .. ; , ...... , 

.. ' ........ : .. ~. -"'Commoc:ly:::a-- utili ty-; for" geographiea-r"or-juI 1-:3·d.±Cti.:oii-a:l·· , 
'. .-< , - L _. , • • • ~ • o-;~ .• - " '., ~ ...... _" \.: .~. ~... -.' ' I~ _ .:-- . a ~i II', ".~ I "1 ,..... 

reasons, is suojec~-to .. -two:or""·lIlore---regula tory authori ties'. ·Wb.en~h-is 
1s t:e.e :case'~ it' i~;" nec~ss~r:/ to' ;eg~~gat'e'~nd':~ii~~~'t~-'e~~n~~;:":"::'~ 

> ~" ' -. ", ", I "i -,. ~.. "L ~ .. _, "",,' '" .... ' • , c~ ,... ...... • • ,",,' .- ." ......... .,.. ~ .... , ,.., • 

revenu'es' and rate' case' components' iiit6 those' su'Ojec't" t'o -'tlle -various~ 
regula to~y' bo(1ies'. .,' ," ,.: .'.:: ;"':',~ ~.':: ..:" ~ ~ ~ '.-:'.~ ~,~:,:; :.~~ 

Almost ~ll of the t.elePhon.e, utility' pi~n~~' 6f':PT&r 1;"" ,.>;.,~ 
physically located withlIf 'C~lifoi--n'i;a~' M~jor' por.·t';too:; o't :th~·: pl~nt::~' 
as well as' as:,ociated exp~ns~;,'~e~erves;:':~ncr thx'eS~:i~~oiv~'~b~'th.:> 
intrastat'e and.:' in'terstat-e' ope;ation'~~: Int~a:st'at~ 3~~;1'ce';: are:::: ';' ~ 
:"egulated" by this 'Commission' and.··'inte'r'~t~t:e'" s'ervi'~'es: by th~~:tCC·. <~:-' 
Some parts' of tb.e .Sy~ tem:' a~e' us'e~f~'rintr~s ta t~" ';erv1'oe' ~hlY:' ario.~ :,. ~ 
therefore c'an be" assigned' di~e~tiy to' '1~'t'~~'s'ta t'e:; ~ 6ib.~~ portions used. 
exclusi';ely' fo~: int~r"state c~'~;' be' aS~1gn'~d: dir~~'tiy' 't~ ·:1.b.t~;~·si~:t~::':; 
Ihe maj'or portiO-a" is' used for bO'th se';'''ices'~ '~';a- ;th.~r"et~~~~ :r;:r:::; ~<'" 
ra temaki'ng pUr"po's~'s, must: 'oeall~'~at~d'" o~t~~en:;j~;is'd.io·tio~;~,: ()·~c::::_ 
"sepa~ated1Y.. !his P'r-o'c'ess, . requiring the alio?~:t1~'~~ o'f::'re'v~n~;e;~~';; :-.. : 
expenses, taxes,. investments, and r-eserves'/""is' :oalie;~~trse'p'a~ation;;tr .. 

In' ad.d.1 t'io'n ,the:' pro\i1s1'on' of t'eJ"ePhon~' ~e'~~1~'e~ often 
. ~ .. '" .... ~ . .' ..... ~ .- .... ' . .. ".. .... .' -~. /"-' C .... I" ..-) ........ ,-' : ~ ........ , 

involves the' use' of more than one' c'ompany's ·fa·cil'itie's .. ' "'For exampl'e,. 
a' call between' San F't"ancisoo' and S·ant·i M6niea'lnv~lv~s ta~iiit'i~s'~ 61r 

• • • _. • - ,,,.. .,- ,. -> ... :. ,,,",,. t',.. .~" .. ! ... -, ... , 1'" '''I ':. ", ••. ', ,... r". 

both P'!&r and GTE'. An" interst'ate"oall eould' eas'lly involve~usev of'-~ 
the !'aeil1:ties of two' or- even thr-'ee:' o"ompan'ie's~' .' i~ :::t'he~e': ~a~'e;~:th~' . 

, ;' jo 

costs of eaoh 0'( th-e utili ti'es mu'st.:· b:e 'de;termin~'dn'tO':p'~;':"mi:t::~ .::: :: ~ 

division of the revenues.. This pr-oeess is'cal'iea~ ';t~'~tti~~ei;i~\"" in~-
i.~·s methocs' parallel: se'~a~at'1oa: P~Oc~·d·\ire·s. ' • 

. Also: separa'tionp~6e~dure;': are- u·sed.::by- 's~m'e'; jur1s'd'lct-1o'o's 
~o allocat.e· cost.so!' a' single comp'an'y"amo'n"g "i t's'" va:~iou:;" ty'p'e's:: 'o-r'. :.: ;-,. 

J ., ,'" ~ "" '. • " .. r., ,.., ,," " , ..... ~ ,.. r ,r '.' ~,. ( ... I. ..-

services' .. For example,' this Commis'sion has hist'or-'i'c'a'l'ly examinee 'the 
sepa:~ation of' intrastat:e o:pe~a. ti:o;tl:S~betwe;e'n :t:o'll,:a.1id~ ;e'Xoha."nge:,:::~· .:,:':~. 
operations t~ assist it 1·nra:t:emaki·ng·~de<d1sions:: .. ~-'':: ,.': ~'--';""''- -.;;',).:.~ 

- 13 -



A.82-11-07 et al. ALJ/jt~vdl 

The fundamental principles of separations., were d,ef1ne,d, ,by,::, 
..... _~ ':"L t .. , "._ v .... ' '-', ..... -' __ •. ' ' ..... ~r ... I, •• , ... ,' ,~.,~" ... , ',..,... 

the Minnesota Rate Cases, (1913) .230_ os 352-an-d-:-SmJ7tb--v~-nrrn-oTs-S:eJ.J. 
~. ~ 0< , _ _ _ •• ,. '.... ~ .. "' , _, .(. __ ~" .,; ._ •• ,. 

Tel. Co. (1930) 282 OS 133. _Minnesota Rate Cases involved railroad 
. . .. ' ~ • '- ~ '.:-.. , ' " .. ~ .. . ~ - .,",- _.. .. •• : !..., " .. : ~ :.. .... , •. ; ~ ....... • :.;.. ~: -:..; .' ... "", ' ,"': 

carriers and established the principle that investment and expenses 
• ,. • ," , m. ,.", ...., • .." • I , .,. ... ,. , • ' • " • , , ~, • • , 

used.' in common. for: interstate and" intr.astate'· sb.o~ld.- be- a,ppo~'tio'~'ed'"-
','. '" .. " ." '. ~ ~. -:;, ~. ~". " - .~, ~,,::~,. .:.~ .. :" ..." .~~ -::.' :: • .::' ::" .. I ~., ....... 'n ~ ..... "": ... }. >- ~ ....... ,. ,:...; :" ' •• ';:, '.--: 

among the services on the basis of the relative use,."ma~e'J or., .. ", . " ' ..... 
• ~ •.• _ ......... ' .. ".... \ J t.., ........... , .... t' ... a 

!acilities and personnel •. The Illinois Bell case.dealt with 
" .. " • '. .... ..",: ~ .• ', ... : I "'.,,-..-' •. _'~.'. ~ "\~"T 1 ... \..1 ........ , •• , .... ,:.c.,:'-:._J. 

separ-ations as rela~ed.,. t,o th.e fixiJ:?,S_,of .. t.el,ephone .s.el"v,i,ce pate,S and~ 
establis~~d, tha ts~pa~a ti'on'sal",e~ .~ e,s;en,ti~,l·.: t'o' J;~e~ app ~~pl"i~ t~~ ' .. ",' \~ 

'.......... • .••• _ r' ,', "_f"- •• ' • ..,..' .'~ ... ,' ••• ' ...... "', ..... ~ •••. ' .... / ... , ......... ; ... ,', ...... __ ~ 1, ..... 1_ ........ t'~ .......... 

z-ecogni,tiotl. of.th: c?mp,~te~;t: go:--el"'~:u~n,t,~~,~ all:h?t,~,~!:: .~n;) ,e:ac:h,-; Ei,~:~.d:: ,~! 
r-egulation. ~ ,It also. establis.h,ed~ the .. pl"incipl.e""o.f ac,1;ua.l,. uS,e. or ... '_ 

I '.' ' _. _0- ~ • • _... .' 't.: , , .... ,~. ~,,' • \w' __ .... Cr" _ ... ' o...i \WO' ...... • .. _ ~.... ' .... ' ..... _ ... " _~":'" .. 

rela ti ve use as. ,a. pr,oper oasis tor t~e, se'p~r?-.tio.n o,~~ .tel,~p,h9.~e~ p,~,atlt. 
. In pr-actice: separa'tion3 requi!'"e'~ 'as~a"'tir'st ste'p', "the- .",- ~ 

... . ." • -.' • . ..... , , .'" • ) '.", , .... .". L, ~ ..." ~ ...... ~, " ,"', .•. , .... -

assignment' of t'elePhoo'e'p'lant- to' c~tegor-ies~ an'~-t'i;'e d'et:er-m1oat10n' 'o~t 
.. . .. '-'. '"_. ~ ~'., ,-,' . " .. ~-,~ .... '.~" ,,,:~~ "<., ':' .. :" ~.~. "'r". ':;'~'.'"" .--:..:.. ';.('" \ ...... _'\. ~.~:"'r_':>~ .. :;. 

the costs of the assigned plant_ The second step involves th.e ~'~' 
.... ~. ..... ... '" " •• ':'" ~:., •• ,' .. ',' •• ' •• : ,~.,.:.: I"-.~ .. '. ':"-/, •• : , .. ,.: • :1",~""':':"1 ..... ,(.1'\., .. ",:· ...... 

allo.catiol?-. of th~ ,costs, ,Of .. t.he, plan,t. in each ,categ?,ry~,~.e:tw:.e~n. "'~, ",_ 
• ., . ' , ., ,"" '....... .: ."....' '.. ...." ••• " -- _.... '~:... ~ ....... , .. ,. • ' •• ,'\ ........... '.. .'~ '" ~."' -'0 .............. :>~ -+~: ..., .... 

i:lters.tat.e .and.. in,~ras~a te on, the, b,asi,s ,ofdir,~c~t,., ass,ignme.nt .. o.r:. ,t.b.e. '7 
• .~. .. ., .•... ".~, .r,·. '., , ~, ._,", ," . ~ ." ... '" ... '~, __ • I, ,'.. • .... '.J . "~'\ .. ~ .' 

approP~iate. :nea~u::; ?f .. ;~s~~: '''''.< , .. :.. ':';;".~:~:::, .. ':~"'" >-:':.,: ". ",,:~;:,"':;:;':., 
_ Wi,thin California, major set,t,lements f,ol"_ inter.changed toll 
•• ' ,'. -,' ••• ~' ... ,,' •• e .'" ••• , .... _r"'-, ... , ..... t .... ' ..... "'.~- .... ~ "'_ 

service .be.t ..... een PT&T and. the~ val"',i,ous"ind.epen.d.,ents. .top~,bo,t,h, 1'n,tel".s,tate 
• '. - . ' '._., 'r'" .' ,'," •• u~.·· ......... ., "' .• ,'0--. "' .... _'.~ .... " .... 'v ".':''1, ... ' .. , ... ,._ 

and intrasta.te t,oll .. are .ess.entially simil,ar ',t,o, _t.he~ nat10.~al.,divis.10n 
, .,. . '.. .... ' ..... , '.... , ~ '" ' • 'u' •• I. --.. '0-' '.,' *" " ..... ' • , ~-I ... ' 1...0 • , .. "'" ... ,.... """ _ "". _ ... 

of revenues t.hattakes place,. Ea,ch part,icipan,:;, ree~ive.s,.. its, ~':: ..... ~' 
" ..... , ','" ~ .. . . -, ..... , , ...... ,., .~. _.,".-' '" '. " _ ., J', .. 1.. ••• '_' ... .' ~. ". ., .~. ... _ .... ' yow. 

alloea:eed toll ~xpe.ose from .the pool~,d ,toll rev,enue,s, and .. then. s.har,es 
~ ~ , • ' • ~ , • " • .... • " • , .'. " : .... :, "~.": •••• , .:' \, .. .. .... \, '......... .. .... '. • ~ ~., .... 4,.. ............ , .. - ~..... ~, .... 

in the remai.ning profi t,s_ in' proportion. to. i ts~ net.in.y.es,t:men t .in .th,e" 
... .,.., I .... ~, •• ,~' .• ~." '~, .. ,._ "I ..... 'y '._.... ._\,.., •• , .. ' .... _, _,' __ ..: .... \,.,-" .. .' .. ,.1 

statewide toll faCilities. 
.... •• ..., " ,->. :.~ .... '.,:> ,; ..... , \.: .- • . '.'./~ ..... ~ .~\ .~' : . .' ": ',', " ..... ,~- "; () .... ~ 

The changes in s.ep,aratio,n· proc.ed,ur,e,s,. o~er, :t,he, p,as.t, .~O"' or_ 50 
... "'. ......... ,,,. '" .......... , ~ .". "" .1'...... .., _, _ ~ •. 0" ~ "'\.1 ' .. I ..... · ....... ~, ... ,_, _, '-.-~ .... ". 

years. have., z-esul.ted. in. assignment~ of,.le,sse.l". exp,en,s,e., and, investment to 
.. .' . .. ,.., ". ", . _, ~ '"',~. . ;.' ' .. ' .... 'J .... 

intrastate and incr.eased .assignment.to ,in,t,erstat.e,. ,New,. te.e.hn.ology'.,. 
• •• - ' • < " ,'-..... • .. -, ~ ,. .' T ..... ,,' ... ,~ ., .. ' _ ',." .' '.' ....... , ..... .,_: ...... 

as well" as. eeonomi,e.s. of. scale '" has. no ....... rever:se.d.. ,:thi.s. tl:"e.nd and" caused. 
.... ,-' ., -', ....... _:, .. ",, __ ,_.,~ ,.'_.'w .... , ......... '~, .~ .. "'.~ .. "J ... "J 

the cost. perc .toll .. :nessage~mile,-:ninu.te~ t,o ,cont1nual,ly~ ciec.reas.e.",,"wh.e:~e 
, .' ~" ..~, ........ ;.... '. I .,.... ~ ' .... ' \. ·.....1'..·...<.. ... ., _ .'W' ",~, _ '" ,_ ••• ' '" •• ' .• ' 

local service faeili ti.esexperieneed .. onlynom1nal benet::i.ts, ,.from ~th.e, 
- •• ,' ..... _ " ,,~: .. ,,_ .' ~I.,. '.' ..... ~ ,:"T' '-., .... , ... '., '"-~ .............. ,',. , .... ,',..' 

new teehniques and eeonomies. 

- 14 -
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~. ~ \~, ',_" \ ,.I ..... .j. 
,", :~ ,.... . ' .. :. " 

... '-' '". r -....,I ..... ;. 

Recogniz'ing: tllis:: reversal, in·' the:'trend the'.:'FCC:~:: in June 
1980, , -established, ce, Docket" 80;;;.2'86: which': cOQ.venecF".a~ FederalVState 

Joint Board- to: address~ alleged d'ispari ties:: in::: the~~ s'eparations··<:;.':~ 
manual:, The FCC directed ". the J'Ooint Board to~' prepare':' a reeommende'(1- ~- : 
dec:ts!.oQ. d.ealing:· wi th': any re.visions: tha t: might 'b-e.' required 't'o reflect 
changes in the telephone ind.ustry in the regulatory:,"c~mpe:titi,ve':aIld.:~ 

. -technological ar-eas".· ~'.:."~"":-::.i;:,,,:::: '.:,.,,:.::- ,<" 

Several: areas~ of concern' were;' speci'fied:: fo:r:~'-c:O'n5idera'tion: 
by the JO'int' Boa'rd'. 'these inc,lud'ed:' th'e: impao't 'o:r~: the dere:g1ila:tio-n-'o,t 
telephone terminal' equi'pment;" tlle tt"eatmel:ft'~ of::f6:t"e:ignc"exch'ange~ and.'::~: 

common control switChing" arrangement: ac-ce'ss:·llne's.;,-the~ s·truetur1n:g·-:of 
separations categot"ies to suppot"t the d~t.e~mlna.t.i.on_o::r-,:":,,ju:s;.t-":a,nd~·~~~ ';. 

reasonable; access' char'ges;~ and: a revi-ew: o:r:: t'he:: factors~'U'sed in 
detet"mi'ning' the ovet"all alloeatio-O:'l~velo-f·~exchange.'·l>lan:t eo:st:: t'<>':-::. 
the inter.sta'tejur1S<11ct'iOon:~'~ ,::-:: ,; - . -' .. - .. ,,~, :~,: ,,::~\,~' .:,,<_ .. 

"In, February- 19-82,· 'the' FCC toOk::1n:t:er-im~ 'a'c'tion -in':·; tb.:is::" '~~ c,~, 

Docket 'by- adop-tingtw<r'p't"oposals:: of'~ ·th:e 'Jo'in t',~ Bo-a:rd: 'mcK1i,:fy.ing-:<th'e~.\" : 
treatmen t~ 'of~ nOon·traffic· sens:i ti ve ('NTS.)-~ e"change' 'p.l:an~ :and'l ·epS:·'cQ.S;t" " 

alloea tions:. One· of· these mo<1if1cat10·ns t:re:ez.e:s,,: .tl:le~ $ub..sc~i'o-e-r· pl.ao.:t 
t"actor (SPF) at the , 981 average level. SPF is used to allo-cate ::~", 

jointly used N'tS exchange pla:n~co,s:ts- Ihis>c:b.an.g~e became eff'ective 
April 2, 1981. The second of: ,th~..se. ?l~,d.it~c~tfo-~~ ~aps the level or 
CPE inves:ment subject to the jurisdictional ,separations process at 
the Decembe:- 31, 1982, level and :·~:~o~;~ss'i·~elY:~:~~'d~ces this level by 
1/60tb. each month for the roll'o .... ing.' five' years~·' .. ''!)le same treatment 

oW ... ,"" II.... _, 

is applicable to the expenses.. d.ire,c,tly" rel'ated to .. ,~this inves,tment. 
, " <,'" ". " - ~ 'Or .. ,., 

'the first modification, the freezin:g:; of 'the SPF, was 
occ,asione<1 by the' 'concern that' taegrowin:gc'ost bu'rd:en ''b:e'1c.g placed 
in toll service by the tb.en current separations procedures m1~ght.:: .. ..::, 
cause large· toll' cU3-tomerst.o."'migra te-"t.o~":bY'P'ass rac1li ties."t, :and 

" ~ .. r. '. _,' 'r,... ~ _ '.. or, Po, 

the:-eby could.' ~cause: an 'increasea ,bu'rde'c.::on. tile other ratepayers. 
~ .-.' '.-" '-' 
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_.,'., ~ -.., '... \ ... ',--,.' 

. The::, ~econd IIlodi,fica ti~n, ,~tlle(.ca.pping::; o',r; .. th~:-; ;C.P.~:. ;inves tmen t 

and its. amo,r,t1zat1on. oyer .. : a~ f1 ve.~year~~ period.:,:: was:; made:,:~9: .L",e~.o,gniz,e~ :' 

~he ex?ected,~ deregulation, ot':this, seryi.ce:: componen,t:.::!. CC~; D~,k.,e:e : ,,,;_:~, 

80-286:·: remains open. and:, the JOin,t B~ard is: pres~n.tly ~'gag.~ in~;~b.e :: 

process of considering and.: deyelopins..: fur:the~;",: mOdi.r1c~.t,i9.ns: 't;o::;. .t:h.e::.. ';.:: 

separati9.ns.m.anuaf. ..... ,: ....• , .. , '.:A.:':'.:' .. :)::,: c;-0~;C,':"_':: '.<:: ::.: .. :::::~:";~ 
In 'this pl."'oceed.ing P!&!'s separations are .. do,ne~~y~2.;::";::::'~:: 

Richard" C: ... B.ru1n.s~'. dis:tric.t~· sta.f!. manag.er:, ·s~para.t.ion.s- an~ analysis. 

Brian M. Chang',. seni'or utili ties· engineer in· .the Communicatiotls.".·" ,,~ 
• - j ., '. '.. • • '.. .... .., ~ ,. '. '. ~ --... ~ .,... .. ': .... 

con'troversy' concern1ng.- s.epara,t·ions~·, .in .. ;th:!.·s.:. pr;o:C,ee~:i.ng,.,.: "": '::.' ::c:: :-::.':. ::':;:; 

For-cat ot Estimat.es- and" !a·Q.les: .:::: .~ "::".~' :..;,., , ,,'~ .... ,~. :.:: ,,:', ... ::; ,,"'.~L= •.. -:.:..(:,<,. 

". Ev~nt~'tra.o.~p.1.r:ing.: b:e~t.w·eeo ·the·, prepa.ra~ti~n:: 9f~, ~st,i,m~t:-e:S::.r.:or 
P'l'&T' s,~ NOI .betore· '~.ts· ,.filing i.o:Augus.t~, 19~.2,. and:.t.h-e~. be:g1n·ning.:;¢.t:,; . .;:, 

testimony on April 18, 1983 could. have reQ;u:i.r-ed, :ac.compl.e:x"and.<".. .., 
confusing- se,t 0·( r-~vis1¢.nS:"t~the ~C1~-taor-1ginall'Y:" /J .. u,b·m.i-tte:d. PT&T 

over-came:-,~ 'tb:is, d.:Lffl.-cul:ty:, by.~re·taitl'ing.·" .i.ts:: ~O:t'i;gi:na.l -e:s_t:1,~a::t:es~ :ao,d..:,:.,:: .: ~: 

"r,eca'sting" them,. thr-ee-:"t1.me:s- be·fore.P'r,e:s.en·ta·t1~n~ ··to-- :t,he:-: Commi:s:s·i:Oll"·a.s 

evideo'c-e-:a-t the. l>e-ginning: ·of.tb.:.e, .h.eat'in.g.s~.'I'·,h~ sequence ,o:f:'".<:r.e:~is·i,o.n~ 

was: 

King,:: ,:J.r·~", a'S-:. 
BAU .',' 

"'7." .",<1'" ,.\ 

, Bu'Silless.as tJsua·l:;.(EAtJ) 
CI-II 

" . Rate·makin·g'· 'AC1jUstme-n:ts':' :: ::::: ' . :., ., ,: .. 
- Ree·ast f11-··., '. "':' 
, Direct 'Sale"ol 'CP'E . 

Reeas·t·4f2 ". .;.: ,-. ;;' - '.' .. , ;. ~ ':.: 

.'1"" . ,'-' 

..... ''1' •• ~ 
,'~ .. ~.~ ... 

... 
., 

~ . , .... " 
~ . \ -..... ~ .. , .. '. 

...... ' .,. ',' .'"" ...".. , .... '" ,~~. ~ ... 

.Triennial,.· Repres-cri,P-tio·rr· " - _." ., ., ~'" .-;:.:. "'. 
7ax Adjus~ment' .. . "', . 
Ra:te 'of: Retu r'n-<kdJu-stmen:t > ::: '.<:~' .. ' . »'.::: ~ - .... ," . ,. 
Reeas.t,·_lp,3·"·,, '~', . ." . ..:, ~'_"_:'::':7" ~,.",., ' .. ' 

"Bus:ines,s, ·as., O:sua:l."·a"n·, --e:s;t.:i,ma t.e~,.:". ~as.,: ". 
of 1 982, of 1 983 operations as if, " 
u'n·aftected'· -by 'the' ~".e:regu'lat:£on·~o!': ~ ~:::: 
telephone terminal equipment ord.ered 
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.... ' ~ ,~, . : / ,.,.. ,-';',,~ .. : ~ ... '~' ~ ,:: ... :: • .': ~. :.2 :,::' '.,):;. ....... .. "' .. 

CI-II 

Ratemak:l.ng 
Ad.justments 

Recast i.l'1 

Direct Sale 
of CPE 

Recast f~2 

'by ~tlle. FCC t 5. CI-II_ 0 • a.O,~.628"in , _ ~ 
Docket 2e828'~ - ,: + •. ',. "- .'. ',~ ,- .'," 

:,::, .... ,..: ','" .... - .. '," ...... 

Changes that beeame effective-' "', ~".'~ ::,L ~" ',' .. , ..... ;

be.ca1l:s.e, ofCI-II,:and D. 82.;..08-0;j-1:~: , .~. 
Includes. transfers of ass,ets.ana ... ~ " 
expenses to an unregulatea 
subsid1aryof AT&T: and:' sale" of Cps.: '~. 
,to customers. . , " 

- Adjustments, ot_ a type, ,consistently, 
made 'by t"he Co'mmiss1on1u' pa·st'· .. -
decisiOns. andwh1ch:~, in. this.::' .. 
proceeding, PT&T i,s. not", '" '. ,_ ," ,_ 
contesting.' . ,. '.' ... '. 

, ','," 

- BAO' as mOd'i:fi~~~~y~+ -'~CI-I-I-::~an<1~-':j':"'-·"~::~·~"-';':":'·~.--~ 
"Ratemaking. Adj:u:stmen.ts~·";' .... -::, ',,,, -:~ 

-. The effe'ct, .of 'sale' ofCP.E::as~ ,o'raered"" ': ' .. _ .:: ',: 
by the. C,alifornia Comm:l.ss:l.on.~ S,,' _, ~ , .-
0.82';"08-017." ....., J .. ," .",.. ,. 

- Recast #1 as modified, by "Direct 
Sale of CPE." 

Tri'ennial - The aepreC:iation changes proposed by 
Represcription~ A.82-11-07. 
'tax Ad.justments· -Correction' 'ot an error in taxes '1 '.' 

'Rate of Retu'rn:' 
Ad.justme.nt 

computed for, BAU. ',' )'" . ' •• J •• '~ : .... , > .. ~ ~'" ~'" 

The effec:t:of, .the company· s 
'," . , 

reC1uction', at the fir.st, day_,of , - , "' 
hearing',' of its reC[ues'teC1" r-ate" 'of 
return. At pr-esent r-ates th:l.s 
reduced:' the 1Iiagni tude of the Western 
,Electric adjustment includeC1 in 
ttRatemaking ·Ad7justments. ft'· - ': 

Recast1rs .... - The f:l.rial'R/O estima-te:." :.', .. ; ~ ": ...... , -' . ;,,:;:' ',' ::- '. 

The staftaccepted this 'lormat~ :anC1'{ts' estimate~': were<-:: ";', 

prepare~ conSistent with 'P"i&"iY::s:' c'o~p'ar.iso~~s ar'e' 't'he:re1-or"e' ~etwee'n; . 
the two "'Reca.st f;3"",'e,iti'mate's.,'" ~ '"'~.~ '",'-:~';,,~':::~('.,:,,::!.:;;",'":';;~~:;~"'~ 

The use of BAU allowed PT&T to budget on 'a" 'basi:'s:~consi"st-ent 
with 'past bUdg'et's',ana: then' 'modifY"'it~ "bud:get ior:the::'a~as":tic' changes 
now being experienced. For this :-proceed'ing, PT&T; ~~s;':-no't; ~eo-nte:~rt-1l'i'g.'-' 

the ratemaking adjustments that the Commission has made in the past. 

- 17 -
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A final complicat10n in the p~e~entation and comparison of 
r-e~ults was the i~su~nc~'~' ;n" August', i;:: 19:83.,\"of' D .83-08-031 i~ PT&1' s 
p~evious 

in Phase 
increase 

, ••• .' • ' '""' I ~. ... • •• 

general rate .. c.a3e A.5.9849, et., al_~ ,,' _ 
~ '. ~ "'<"'. '\ , ... - ........ ~ .... '.-" 

D. 83~08-03i -was ~igIied.- out after;' the evidentiary hearings 
I had'- been' ~.o.mpl~ted~" ··tb:e'~.~ff,e:~~t~ ?:t--= D .83-08-031 was to 
PT&l".., 'i983 estimated·'.:annual-ize<i·.r-e.venues by $61,006,000. 

Since no allowance had. been mad.e in this~:~eco:r.d to anticipate, that 
increase, any fina.t::1ncre'as'e~ auihO~ize<:1~ :'oi:' t1l1S- decis.i;~6.n~ :musi ~'o;e 
r-educeC1 by $6',006, 000.' !b.1s, fi~l. adjU'~~-;;~t in Pha~~~' i" 'or' 't'h~ 
pr-eced1ng is designateC1': "'Recast ~4".·.:'" ':' .. ': ~.- ~ 
Estima ted. 1983 Results of Operations _ .. , 

.. ' '" 

Only PT&1 anC1the Commiss"iollstaff:made complete estimates 

of California intrastat:e RJO' for ·t.b.e'year 19'8'3.- !hei.r:tina:l:'''_:: 
separated. :-ecommendat'10ns a'reshown:', b~l.ow:~.: ':; 

"" ." -...' -:' ~- . '--

... '" lRe:ct ::-'ig\ir:esl:" " ' ,. 
" - ... ~,','. "'-.' '._ to "" 

,~. • no •• , .. ,_ '''' • ~ 

By apply'irig,~he', r:e,C?mme'nC1'~'d ;:-a.t~:s o··f return and. net-to-
gross :nul tipliers to provide for ,·in·come. taxes-, _uncollec·tibles ~.and 

< " , .. , ". TP, ,,~ •• , _ ""'._ '.' 'c , 

f':-anch1se. fees,.. the recommend.ec!, increases ,in. ,in.tra.s.tat.e .gross 
\ , .' ., ... " "' ~ '" " ... ~,,' "-' • . ....,........" .. ~'. I... . .. ... 

revenues, are oo,tained.._ .!.b.e s,tar.r,'.s rec,omme:ndation,.is. ,at:.t,e.r'" i.ts,... ~ 
, " ", ... ot'\ "', ........ ~ ......... _ I ...... " "" • • _ ". 

recommendation that :-evenues be red.uced .to. elimina.te. earnin,gs .on. ,'_ 
, .. , ., - ... ~' '... - '" "-, -.~.; " .... ' ..,., .... ..... - -

1.i.nder1.i.ti~i:z:.e_d, plan~.~ ,.'.. . ..: ."" , .. , .. ",:: ':: ::. .!."i'~ 
.lboe., u t.ill ty. '05 .and. s.ta.!'.t::' s ,recommend.ed.:; .Calit:ot'nia. in..tras,ta te 

.t, ',. ". ,.", <.",." '. '~'" .. ,. _. _ ., ..... , . ~.. I ~'" '.:, ... ' .... ,... ... '," " '~, \ ~, _ A 

reve~u.~r~qu1r.em.e:c:-~s,~ ,a.re .sh:~:-rll~..!".ol~.~~.s =-: c '; . :::.:: ~ .. _.~ ';' -=: :':,:' :~ ~ > ::,:: ~~ 

- 18 -
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Estimated.."1983 Intrastate Rate 
Ba·~e·,-." ''"lX: ' ,:~,' 

ReQ.ue·~·te(C-Ra-te .. of Return:~~
Net Revenues ReQ.uired- 'a"t"·· 

Rate of Return 

,. :, 1,,...\.,, . 

Estimated. 1983 Net Revenues 
!ncrease.inNet Reve'nues Required.-· . 
Net-to-Gross Multipl1e~-: " . 
Increas'e;i'n Gross Rev"s ,Requirecr: .. ' 
Und.erutl·lized .. Plant::"Ad:j-ustment ..:. ... 1:.... •.. __ •... 

Proposed. Gross Revenue Increase 
, ' .,. ~- ' , 

1,371.4 
.9 30 .4 
'441 .0 

1.9000 
837-9 

837.9 

(Red. Figures) 

$9'~932 .9 
0.1258 

$.233.5-
0 .. 009' 

'Ihe total California and. separated California intr-asta te ", 
'. ' '"." ~ -I: ~ .. ·'·';.~:·"~')":'~;··"T~r~~ ;:.1'.~'-;';~, 

results at. present rates are sh.own.in .. Tables + ~and. .. -2·:whicb..,rollow~.'_ 
., Effects of, ... the' overall: categories on Califol:'n':ta: ':Lntr:asta'te . 

• '. . • .'" ' ,',,' ~"-"I".' f" ... ~ -. "PO P ••• ". 

opel:'atiOc.s are shown' .in: Table 2~: . No such. eompariso~:'i'$::~;hoW:n";1~':';~':~ 
Table T, because of the absence ot:· CommissiOc. contl:'ol ot:'~ii:lte'r:5-ta'te7C 
revenues •. 

• • .' "" '. • " • :.::.:~:.~, ....... ~.J :~=}:'.i",'~.',~..;,,: ... -(.I~ 

" -, 

, ;. -\. ~. 

, . ." 

"""', .... "" 

' .... 

",1"" 

-.,.-~"....:.-.-:.:..:::.:'~ .... -.... -... 

'::. ,~ (; , ,:~ . .'.: ~ 
. \ ~,".: '" 

- \ r '. "-

I" ,"'" ... , " 

.~, • \ •. ~ ',>, ': ,~ 

""~,, . 
. ' .. ~ , 

;' '.. ~ 
, ,~." .. ' .. 
'r, -, \ 

. ~. 

... ' ~ " . ---_._._- .-.. 

-' '19' -

',: .. -'-' ... 

~c < "'."::- ~.J:', ,.~,>: :,:C' .t: :.1':::) ,)":;: ,-:-;r."C 
: "',:::;-, .. .J .• ~""~'''~:'''': "":O~ ').T":I:~~ .. ');~ 



tA:StE 1 

'IRE PACIFIC 'l:EI.EPHONE .AND '!'EI.EGRAPR COMPANY 
R:£'S'OI.TS OF 'I0'tAI. CAlIFORNIA OPERAtIONS 

A.83-o1-22 ESTIMAItD YEAR 1983 

: .... ,., 

,Qperating Revenues 
" 

Local Serv:Lec Revenues 
'IoU" Serr.t.ee ·Revenues 
,!USeeJ.1aneous· Revenues 
t'neoUec;d.bles', 

ODer~ting Expenses and Taxes 

Current Mail~£en4ilee' " 
Depree1Ation:~' Amo~1za~1on 
!~a£fie ,Ex?euses, ' 
CommercW Exi>enses'~ 
Cell.OfU'ce- Salaries: :& Expenses 
Oper",d.ng., RentS'. 
een. Services' & t1ceuses' 
Other Oper.Expeuses 

Total Operating Expenses, 

. RECAST I) 3 

.... ....' , .... .~ 

, ... ,.' - -

, $~' 2 ~2S8 .50'4 '". S~i:~'879 ;140~':':;':: $'408 .. 764' 
.. ·"1.227 .Ol~~-, " . "-1",,217,;998 : ;-:':.:<-~ .. :~ :', 9:;015~,:~' ~~ .. , .... > ~ 

, . .424.501·, ~ ,,3805,..2l8. '. ",' ,,~9 .. 283 
- 808,990" .. 71l;7i8" '" ·'97.2l2 

473-.733," .456,,95-9;.:::,-'; .," ,,1.6-~,774.~' ',' . 

78-,32l . ",,' , 55,.091. . , 2.3 ~230 .'" 
70',805 ' 65 ~82'9' .. ,. -4',,976 J,'_ 

825,106 751.860 73.246,~ '.,\'.-, 

$ 6,196.973 $ 5.524,473, $672,,500 

Operating Taxes - Federal Income 
- Ca1.Corp.Fr~eh. 

430.940 
l86,47'3 
190 .. 323 
l75.8l9 

539,081 (108,.l41) 
296,161 (109,688) 

- Soei3.l Sec:uri ty 
- Other 

CPE Cain After ~et. Adj. 
CPE Gain Tax Effect 

o 
o 

Total Oper.Expenses & Taxes $ 7.180,528 

Yet Revettues 

Telephone Plant ~ Service 
Property Held for rut.Tel.Use 
Working Cash 
~ter1als and Supplies 
Depreeiation Reserve 
Reserve for Deferred T~es 

Total R.3.~e B4se 

Rate of Retum-

$ 1,356.195 

$l9,102,28& 
55,877 

219,,936 
148,,369 

(3,,447,992) 
'~2z257zSS8) 

$13,820 .• 6l8 

9.8l% 

- 20 -

185,351 4,972 
166,080 9,739 
(47,199) 47,199 
14 z651 ~14z6S1) 

$ 6,678.598 $501,930 

$ l.437,A44 ($81 .. 249} 

$l8,753,715 $348,571 
55,100 777' 

l23,255 96,681 
103,930 44,439 

(3,427,486) (.20,506) 
~2 z209 z 957) ~47z901) 

$l3,398,557 $422,061 

lO.73:::: (0.92%) 

(Red Figure) 

. . 

-A 
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t' ~.~. ...1..., r "", ,..., ~. ~ .. 

~, ... • •• '" " ," ," . ... ~_. i~" 

THE PAcIrIC:'!Et.EPRONE ANDn:u:ClW?R'COMP~ \ ':.', ,:,,~ ';: ,'~ -, . -', 

RESUt.':tS 'OF CAI.IFOlmIk, IN'J:RAS'tA:tE: O~'E'RAllONS ,'" : .. :.~ . ~'. ~ - .. ,:: " 
A...83-01-22 .. ES':tIMA.n:D .. YEAR 1983 '. .... .~ ,.... ". . RECAS'r ' 113 '., ',., ,'. ,~', 

gperating Revenues 

local Service:Revenues' 
toll Serv:1.ce .. Revenues 
M1scellaUeous . Revenues' , 
'Oncollectib1es 

Total Oper~tingRevenues 
........ ... 

Ope~ating Expenses and Taxes 

....,. '. ,,~., ., "", " '. :":&'r~, Rate .of 
n&X' , .. ,',' Staff . ,~ EXcee'cis :.. .. : '·Return. 

" Esd.ma.tes ,',: ,~'Estima:tes:: ~. ,':' Staff" (.:'( 'Effect 
. ., ,- .' , ($000),'\ " " .\'; -' ," .. ,." "' 

-' - .. _.... ... ... ,.... ..... .. ", ... /.;, .... : .. 

-' ............ ', :. ' ,."" 
.. ....... . ' .. ,. --- ,~. '.' "'" 

.$: 3 ;04$~ 051 .. .'$':"2.~ .. 9 7 4:.,.:384: "$~ 70' .:66-7 
2 ,,813,~140.. 2 .~42 ,.993, .~ 170 ,.147 , . , ~,_ 
. -'437~980' ,. 442;134'''' .'~ .. (4',,154) - '. - . '-

(75.562) ,;";- :: :(72';631) . .:: ~": (2', 93l); ~'::.~ "; ::. 

$ 6,220;609: -~$ '~S:.986,:88·6~~:' =$233:;729 2.35% 

Current Maintenance $ 1,,620,,105 $ 1.354.460 $265,,645 
Deprec1Ation & Amortization 898,,01& 897,,297 719 
!r;:s.ffic Expenses :- 3~9 ~451 '::: 309:~060c"'::' 30 ".39l 
Commercial Expenses, . ·671~".456 ' .. , 592;2l:S-" __ ,~ 79".241 
Gen .Office Salaries".& ~e'D.Ses. . -. '367,,,.682':" 3551;.7.7S .. '~ .. :~ , 11;909 
Operating Rents ... " ~~". ,--.-·--'--.. ~".:6o·".fl7.-·-·---· __ ~:-4f;767----·17;950 
Gen.Services & Licenses 5l~908 ~ . - 48;76'0 3 .. l48 
Other Oper.Expenses _ ... _ .. _._-' ... -.- •. ..: .. -- :"615=.-2'40" ~- ..: ... ·-564-.-793 50 j447 

,Tot:11 Operating. ~enses $ 4,624.575 .$ 4.165.125 $459.450 

Oper:tt1ri.g T:cCcs'_ .. -.:F.eder3.1.Income 
- Cal·.·Corp-~Yranch~" 

- Social Security 
- Othe~ . '.. , . 

CPE Gain After Ne~ Adj. 
CPE -Cain TolX·Effect 

~e~ ·Revenues 

Rate Base 

TelePhone PlAnt::tn Serv:tce' . 
Property Held for Fu~.Te1.Use 
Work:tllg Cash -'-- - .' 
&tertals and Supplies 
Depreciation' Reserve 
Reserve £0:' Defened Taxes 

Total Rate 3ase 

R.s.te of Return 

25t:,284 
126,,778 
142 .. 103, 

. 129;418~' 
o 

. :: .. :' .0 

$ 5:290',,158 

$ -930,45l 

$14,064;223 
~ 44".210 

16l.l96 
108,792 

(2',,539.645) 
(l,672,36l) 

36l.336 (94".052) 
196".976 (70,,198) 
139..,330 ~2,,773 

"1.2Z ~O:rS:":c' ~ '-. 6~40j" ~::: " . 
(47 ".199:);-::: . 47;:I99'~ :;<.:,::. -: ;,':~ 
14'; 651 :>~~~; :Q.4J 651):'~· -, .:~: 

$ 4,.953·;iii-::· - SS36;9Z4"":;: :;'(j;39%) 

Sl3 ,.857 ,.674 ,'~ .$206.;549~ ~ :-::-,~~, 

40.967" .'.: _ .. 3 .. 243 ,. ' .... ;',_" 
. 93.058··· ... · '6S:08""'~'" -" 

", ,7S~8l:7 .;::. :,~: :32:;97S::~;:~~~;:::' 
(Z .489 ,069) C50~$76)':: ,,' t':·'~ 
(1,645,584) (26.::777) 

S.IO'~166~415 $ 9.932.863 $233".552 0.227. 

9.15% 10.4l7. <1.267.) l.267. 

(ReeL F1gure) 
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AlthOUgh. the Commission:h.a$' jurisdiction over only a 
portion o~ PT&T's.opera!.iollS,."th.e Commi~s1.oll.canllot,. for th.e purpose 

, ,'-.,. . ,,"". ,_,...... .L" _ _ • ... ~ _,:. , -"" . ".":'" ... ", ', ......... _) .. "... ..:,> ' .. 

of its analysis, ·~tudy· onl:y ·that·~~po,rt1.:on::,o,t 'n&'!'~::52:o,pera tions. PT&'! 
functions as an integratec{'sY$t"en:i~':'and i-t '15' tie total integrated 

. . .... ~, ........ '. 
system operations that the Commission must examine, and then separate 
theresults,ot its examinations betw:een the two' jurisdictions, state 

. ~ - . ~ .... 
and._feeler:aJ;_ •. "The C,omm.i:~~i.on w111.,.:,,-where necessary, d.1scuss and 
~esolve the differences in the total California operations and then 
separate out the California intrastate results-.~':~~'::'~~:':":'~;-~·-~·;;..:i:':::'~ 

A.s-can be' determinedtrom<!ab-les 1 and 2,,;,~ap.p.r'ox1matelY,:)73% 

of ?T&T' s re~enues. at :.present r.~tes·are subject to'"the"':/jurl'sd1c-tio.n";:' 
+ - .- ~ .. " " • .. '-- •• r "." 7"i . .'''':''" • .'''.'. ._' .. ~~:):;;., .... _':',:-O:.:"':.',>: 

of the Cal-1t"~.r:nia, ~~I1l.IU_s~_1,oo. _ _ ____ , __ .__ ".. ~",.:: ~::: :.,~:.:~ ~':.-:'. 

, ,Using the, . .12 .58% .,rate, of_ .r:-eturn recommend.ed by" the, stat:r, 
tl:le relati';~ ;ignitidanc~ ~f the d1it~rences b~t~~'~~ :th~e~~~~~~~t::ed 
recommendations of P'l'&T and the staff 1s as fo.l·I:Ows:.:-...~,:,;,,::·:·::.~:~'~~::.~.-:~"::"::":"":~ 

'!able3, . ";:-;:,,.;: ~:,~y :' ',";~,:,' 
~ , . - ~ . '. (. ",'" ~'~ .,' , .; ""' :. ~. t.): ;r .. ' , • '--; 

Comparison of Relative Magnitude of the "',-:: 

. of 
Ditferences Between P'!'&,T and Start Results·,--::', 
Operations. and. Revenue- Reguirement.-E-stima t.es,,~~ , 

.. ,' 
.' . 

~" l,., 

California Intrastate Operations ::~~~ .- ,." "',,<' 

Year 198'3" Estimated " '.- ", ., .. \. 

RevenueS:- at Pr-esen:t Rates 
',~. , - " 

Expenses"Lxcl. Taxes .. ·' 
Baseel: on· . Income 

~ r ........ __ ~_" _~ •• __ •• ' __ • __ ~ ~. 

Taxes Based. on Income .. 
'\0'-.-0- ,. , . 

~et Rev. Effect of Staff 
Rate Ba.se~Dltfet".~n¢e;:' .. 

Increase in Return Required 
Increase in Income tax & 

Uncollect1bles . ", .'~ 2- , 

Underuti-i1zed Pl~'t:~A<rj_ 
.• \. ..... f' '" 

Increase: '1nGrossRevenue 
Required. " . ,J, " 

." I~' .:. t" 
'L~ -", •• H'~' ___ , •••••• 

PT&T 
.. """:"'-';"Exce'ed's:"<" R'e1.:at1ve 

,1>T&T; Staff>":'.);, Staff.--.", .. Magn1 tude 
. ~ollar.s:. in. ';M1,1J;ion:s )_ % 

$6~220~6 $5~~9·8'6'~;9"·<~~·:'($Z33.7) (44.86) 
.' .. " • -I< ., ''; .. ~ -

~.t_~.96. 'L __ , 
394 .• 0., 

'.' f'" -"'.- ' .. 

.. I .... ~- .. 

1,311'.4 

-'~9t:.· 9' - J.-.J., ,Q" •. 

, ,,'" I 

, .8:'i/f : 9:: . 
" . .... , ....... --. ------.... 

- 22 -

• ::~.'/~ :.',./ ~~',:C~.j. 

4 ~ 394.9 : 50,' ~*2:t:::' ;:,:~6:~~ 
558.3 (164.3) 
: "1.':",:'. ", ,·,,·_I,::;·-tC~>::.,J."'; 'J~::I 

. (31.53) 

(2.1 .4) 

1,270.9 

, .... - ... ¥ 

-~, ., , - \ .. 

2.1 .4;..:~:~::.2",~;4_;JO 

100.4 19.28' 
J.,:, '.J~:"',.', .• .-.... -~.- ... -.........., 

, 94 .• ,6~\~':"'L ,202r.,3:s,."':,;;~3:8 .• 8:3 
(-'93 -.-1)": .:; :.< ';93 .;7~!J:·r "::~~1'7':~'9"8 

r',,' I • ..... 'T..... " ............... _, ,. 

316.9 

- ... -... 
... "L' ".' .... 1.+ 
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From !able~ 3 ':'it,' can~b:e:,'seen:,,:thit:"th:~;.la.rgest difference 
between PT&T and the staff is-in ~h~estimate of operating ex~enses. 
This Q'ifference is offset, to a significant degre,e, by the opposing 
dit"t"erence.in revenue _.es·tima tes. CalcuJ.:ation of taxes based ;;:on~ 

illcome is almost enti'rely; ,a function",of ,.n:et: revenue difr~~_~.~~~,~ •. ,.t,:j';:~e 
effect' of differen~e':S· in: 'rate of ret'urn' 'recommendations and'~~the:: s.taff 

unc.erut11i:ed ~lant: ad.ju~tment were ~of ~lative leS$er,~p~~~~~c~'~~'< 
REVENUES " 

Revenue Estimates . : .. ;1 ,r;,..,j" ... - .~) •. , __ .. ____ .-..._ko-..... _.. 

P!&T's revenue estimate was ~resented by its Vice President 
K1Ilg, and the staff's by- ,the Commun1'cat,io'ns, Division's, Den1se ,~~:~:'r'1ann, 
regulato~y analys~and Brian Chang, P.E., senior engineer. 

Mann was responsible for t.~.~. 'fundamental bas£s'; o'f:::the:-: ,;, 
revenue estimate, the vO,lumes. Chang m,ade the actual revenue 
esti::lates, using Mann',s 'volume estimat'e~ -e The differences between the'~·PT&r and staff re:venue:' "'-:" 

esti::lates, at present rates and after Recast 3, are show~~,~1.11,.:.~~.~;.; __ 
following table, Table 4. = >,::; 

. ,"".,. ... ' 
... -- ..... ..,.· ... 1 

,I,' ., ") " 
, ~. ,.... , 

. - . . .-,' ',' 
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!HE PACmC !ElEPHONE »:rD 'tELEGRAPH COMPANY 
RESm:::r:S OF TOTAL CAl.IFOlW'IA. OP:E'RA1:IONS 

A.83-01-22 ESTIMAXED YEAR 1983 
OPEP.A!ING'REVEmJ'ES '!fIRO'O'GR,"RECAS'!AJ3- ,', ' " 

($000) ~ -, '< "" ';:: .. ::.,. 

Item -- '-," ~:,'.:-; 

:',.. .::.' ,.: .. ,~ .. ~:.' -; -: ',,' ::,,::: ':' "':'. :.' ·P1"T~ :;..:. ~-S:" 
,:' ,.,::Staff ::..:.: ;:;,"'; :~ Exceeds-StAff ~, 

I.oc.3.l'Revenues' 
'toll: Revenues 
~sc. Revenues. , 
UncoUectil)le :'Revenues' , 

BAU Total Before Adj. 

Adjus~ents 

S8 606 ~
" '5 "' ';'" " \: 
,. '.t", ". 

~ '-,-",,~ .. , .. ",,, $349.767 

, r, 
.- ..... ",'" '"0, ,'" ..... ' .'. ", 

, " ,'_ • ~ ,.I __ , ~ 

Local, 
": "CI-II ' :,'" " • ~: .. ' ,'" '$ '(74" 569''':: ~',' ,~-- ~ $' ""1'.::5'"'0').,')···· " ,. ", <, ~f:"("'9'~S')o'\.~'·-: . ~,. r" ~,_U'",.1 "" -' .. \"I .. , .j<J. ,'- .• ,' ... '.. . .. ~..,.,;., .;,Q"r .... ~ .. · 

'toll 
CI-II 

&e:prescript.ion.'~ :' . " 

~scellaneo~ ~ .. ~ 
CI-II 
(Inter-Entity) 

, 'O'ncollectible 
CI-II 

:teprescription 

S\lbt.otal CI-II 

.. 
, .. 

S\lototal Represcription 

Sale of Cl?E 

Rec.:a.st.lf3 TotaLR.ev. 
at"' P'resent Rates· 

Revenues at Proposed Rates 

~, .... -Co ... 

(7'~~7~) . 
• ...... _ .............. ,~-:.J 

l~lOl 

(1.290) 

(81.440) 

lOS,908 

(91,900) 

$8.536.,.723 

$ 837,900 

S9,374~623 

~cI Figure) 
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2.408 0~307) 

(1.130) (160) 

(157.588) 76,148 

90.373 lS.S.3S-

(73,131) 08,769) 

$8"l16 , 042 $420,681 

$ 837,900 0 

$8,953,942 $420.681 
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PT&T ~ s revenues:"are: h1ghe~tha:%i'-the; ~;s'iarr "s '~'J:ater 
estimates, primarily because' 'oi' the ;'us'e'''or'a ;later~look;at\a~ti:ne'"':' 
when" economic forecasts" were:rnot :as' :opt1.m±s·t1c "as ":when PT&'I" made the 
NOI revenue es't1mate;"~ . n.e~·s·ta.r·r ~llad" ava,1!at)·:te· reeo~C1eC1c C1a.'ta 'tllrough 
1982. "." ",.. '~,;: ' .. ~' .:~ .: ..... :': .":.:." .,":'.: 

• • \ '. ,~ \ - ","'~' "",." .......... , ........ 1 :,,_,'. ~'. _ .'\." .... ' ....... , ... 

. The' stat"t""s estimate i's to PT&'I"'s. 'b'ener:tt', 's:tncea lower--
estimate '~quires' a ia~ger ;·eveo.uea;~·gmen·tatio'n;": sho~i~r th:e~' ~e:o'C:o'~y 
rev:!. ve to' tlle lev~l ,~ecrict'~d' by' "PT&i~' the:"'util:tty would::' th~'C: 'rec-e1 ve 
a. larger increa.s.~ 'than wasi~'teridec1 ~ , "..:~, :~. ,;.:',' ~:.\, :'". ~ .:: . :' 

"&T did' n'ot: contest"tlle sta:rr re~eti~e:: ;stiinate"'p:er-: ~.~,,/.~ 
but, in its brier, it complain'ed 'th~t tb:~ -~eth~dOiogi~s us~a':·by.(~ th~ 
starr ex;>en~e a'nd plan:t. "":1 tries~e.s ·..,e~e 1'n60c.;i;~t~r1t···~1 th'; those useC1 
by Chang to estimatereven~es .• 'P'l'&~ a'l~o st'ated·~h·~t,. ~g'i~eri"ii-i~' ~'". 
unexpected' delay i~ Califo'r~1a':J "economiC :'r~c~~e~~ ~:. ;~d.~~ti'~h: i1: 

• . .' - . ,r .... , .'" .. , ..... ,.,. ., ...... ,.. L ,_ I. _; ~. ~, ,',' ,,~ .", . , .... , ", /L -'I 

revenues belo..," the utility'S 'm1a~1982 projectiQn-1s'pt-obablY:''''~' .. ' . 
• ~. -i", ,-~ - -- ,. I' ,.... _, ~ ,~\ _ ,. ,'\ , , ,. •• r c ... ,,.. ~ _" , ,.' 

appro~riate. ." ... . ...' .' .. , ...... . .. ,........ ' ... - .. ~ --. "" ... 
~ . . • ' , "'.' r. • i ,"-

Consiaei·1n:g .t_ll~·,changed ci.rcu~ t~c.ce~., ~iric~p~ep'a:'a~~~~6~~ ~o! 
t!le stat!" e:s.timate tkie' Com.m£ss1oc. w~:ll accept' tlle starf--Reeas'ti ,3 

, . ... ...." . , , " ." ...... " \'" ~ ,." ",'"... ..... 
total .. compa~v revenue e~'timate, at' present' rates adjUsted 'for se"ttlement ' ~ 

effects', . in' ~:: arrount of S8, 156, 1J7,OOO' 'fo~' use 'in tiri~ decision'~ . -'.: .:.~;;~ : .. ':' 
~ . , .. : . ~ . ,-...;'... ~~\ .,' '" .. d': ~ '-... - ':~. - ,"" - .. ...,. ':..:: '- ".-":~ :.:' .:-", : ': ~. 

EXPENSES. .... ~'. -, .... " ~ -H , 

. , ... ' ... " -". 

EX? ense E~tima te!l .. .... •. ~ • :.. . .. .. c,·· ..' ," , 

The overall difference between" P!&T" and'; starr e;"t1ma"te's~ 'of 
reasonable level:s'of:ex;>en's'e for -:the 'test:y~~r' , 983" is t.h.e largest 
area of: disagreemec.t in tlle: :proceeding~ a.mouc.ting.:~ to': :$6'1'2 "50O:~~0:0'O~-'on 
a total calirornia operation's basi3, as·'shown on-·Taole~:'''.:; r(A~ _.' ':. 

. .' 

explained earlier, when ~tudY1~g' toe cotllPany~ i t"mu';t o·e~:exa:mi~~~d.-:as 
a u'lli t:and' the r-~sUlts' tllen se·aaratea· to Ca.iir6~nia.:: j~;1~d1ctioc.al 
operation~·.) ." .' - ,_ .... ' :. ":~ .. ':( ~ C.= ..... : ::: 

, or the $672,500, OOO:ci1rrerence '$408-:, 76:4:~ 0')'0,:: :o~~ '6~i~",;~ 'i's~' in 
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e 
, P'!&'!!.s·.expens,e, .. e3.t.imat.e., .was based.,.upoll.:1.ts .expense budget ./ 

... " • ... ~ ••• " ,'.,. -. ~.. .". ••• ... "",' ,.~, .... ... ". _,." , ..... 'w "' .. , '~.. _ ... ' J. 

and. waspr-esented_by.Vice·.P.re3.ident. King-", "~.~ . . t· '." ........ ,.. ., ..... ,"",,~_ • 
.... "-" ~ .• - -. ~ ..... •.• • .,..... , .... - • ..... .... .~.. . ,"" _ .-J '-'" _, .,. .. ......... .. ..--"",....... co.... '( ............ .... .,1,.. ...... .... _ ~ 

" . In <iescr-ibing .. p,!,&!' .. s..budge.tarY:.pr.ocess., .. K.ing sa1cL that_, ~,. 
. ..,"' ~ ... ~ ........ -~ ............ ""- .. ',", ......... '" . .,"'" ', ................ _...... .... ......... ..., ........ _ .... - " ...... ' .... ,. 

tb.ere ar-e, basically eigb.t f'or.ecas.t ,.componen.ts w,hich~, ar~" use<i .. as_maj,or-
• - ,'" ~, ' •• - . ... ' ~." ." -- _.. ..~ ., .' •• - ..... '. - .. , ~ - .... ,' .... - ........ ... ... ....... ._: JtJ ..... ... : I..... .. _,.I, .. 

d:-iver-s in the estimation of' the resources that P,!&! believes will ~.be 
.. .,.JI~~':: ' 

~equi:-eCi to ::nee t ~ cus tomer" ,de man d.,. ' These. ,ar,e .. :rMa.i.n" and., Equ1 valen t 
.... " ••.• _ 'V M ,', •• ,., •• '~,: I ........ _" .... - ~ ._.I~_""'::') ................... _ . .,.'., .... 

· Ma1n Gain. (Access !'1ne.G.ain) ,.,_Main and,E_qu.i.;v:a,~,ellt. M~.~.n" In~?l:"d, .. ,~ '_".\ 
Move~ent, (A~e~ss ··!.i~~ "i;~~t:d '-Mo-ve~ent)',:.)1ain~.;~~ 'E,~u~ va,i~nt~ ~ai.~~~,~: 
Out;.rar·d.·Moveme~t (.~cce;~ Li~e Out~a.rd' M"Ov'eme;-t)-~!otai !~iephone - ~ .. 

, ... .... ~. .... , ,.... I..' .. 1 I ..... , _ , ..... '. ,,",. ,c ~ 

In;.rard." Movement, 1'0~al 1'e,lephone, ~qit~~r.~- .M9i~m~.~~'·,., i'o'tal:~elePhOQeS " 
• ~ "" "" .' _' _'-- .... , ...... , ....... ' 'w"',,", .............. '.".- ..... '-..; ... _'_~ " ....... ~ 

In Service, Average Telephones In Service., and. Total Toll Messages. , 
•• -,' , .' ..... ~: ..... '.;.:';, •• ~ - ,.,' • A .... ~ ... ~,.,:.:. ~';~,:·I,~,.~."+,+-~::: .. ',:: . .:._ '< ~::':,_"':.:.. .;:." _ .:.:_ 'f"""~': 

?!&!' s pr-imary use of the Main and. Equivalent Main .. '\ 
_ .. "" ~ .. ,~ ........... ~,"- ........ ".7~~ .. .'.·;' ..... ;'" ,,,:~ .... ,·.~<I'::.:_J .. · ~ ~~",.~_.= .:;:.~"' .... ·:.t.:!'·::'k"~·):~> ~: ,~ .... :.~. 

Telephone Gain (Access L1ne Gain), f,orecast 15 as an incremental " 
- .' '" -. "/"',"'- I,.'. ,"" 0.-, ,~, • .,~' " ~ r. f " ..... 

driver. for :nany'or its capital bud.get. ac'counts:_ 'F6rexam~ie, th1.s·~ 
... .... - •. .... ,,' - ,-.........,. --.- ..... - ,.., " •• ~ ~ ...... "\ . ~ ~.' _. ','''' ..... ~. "'.' - £">.,., -. ',' , .' --, " 

forecast~ is usee.' to help 'C1eterm:Cne r'ectulre-mer(ts'" for ad.ditional· '.'" ,~ 
."_:: ~ --:,...::: :..c: ,-,:-p:: c: . ~''''.: _-:" '-:~.,.~ ":' ",~=.:...., ..:.~:...: ~"'~: '.;..:~ __ ::~!: :'~).>;:'::.'.)~l:'''''), 

centr-alotficeequ1pment, "suoscr-ioer- and. trunk cables, and. land. and. 
,;', ~ '. ~ --- ....... -, .... /"" .. 

::.i~~~:;: {i~:h:ht ~::~:~ :';!~~~~'~i:s e~~~:~h:~v~::~ui;ri~~:~::~~~~ ~:::a;~:~~l e 
" T .... ". .... .. -<- .... ' _- , .. ,., ,. • 'Ir ... - " ""~ .... ......... ,;' _," .',,.... , .... ""'" .... ", ... ", "' ............... , .. ,.~ +'".~ , ...... 

in Service. The' Main and " Equfva-len'i' ~Mafo.:,·tnwa·rd~ anCi-'"OutwardAMo'vement 
fot"ecast~'are used. as re~oGr-'ce plarinirigt'o:6is'to'~s't'i'~ate"~:a~pita:i'~nd 
eX?ense d.ollar-s for outSid.~·plant:~·The· Tei~p'h:6n~' Idi;.;~~rd.':'i;i·'o~~~;~:' 
Movement torecasts are estimates'..1.<>r:.~the volume of ;.rork to be done 
and. are fund.amental r-esource plann1ng tools of the ~:U:.-St~o~~,r.-.: c~.l?-~~~:~:.:: 

an.<i .j.~_talla.t~.o~.:!~~ce.~g:~up'~.:.,.;.::'< .:,,:.~._ ... ~;:; ":":';~":' .. ":~ ':'::: 
In the:. capi~al" bud.get. pt:oc,e.ss , . .th.e,_!pll. .Mess;age. f.or.ecas.:t. i~ 
"... ..~ ,,-~ " . .' ',. "" - .. ,,~.... ~.' ". "', ..... ,.~ ,,_ ..... _.: .... ~ __ .... '.~ .J..... .,'_ ..... ,., ... 'v; I ... _",,~· ~ 

,.used.. as-.;a :-eazona'oleness. c.heck ~oc., ,the .,(o~e,cas.t Of ... ,1~essage. t-runks .• ,,_ 
• .'." ".. ~. - ~< .~. ". ., , • -..... " .. ... ...... - ..:' ~ ....... - ~ • ..' .' '., ... ~ • ...., .... ... "" ............ -.. •• 1,., ~~.' ' ..... - - ... ~ ..... '. ,.. ~~. 

This forecast is also used to test the reasona'oleness of the . 
. .. _ .... '- .,.:' _;: ..: .. : .... ...' :~: ...... ' .~ ...... .:: : ... ' ~ : . ~. "':1 __ ~ "': .......... ...:~... '..... __ ... ~ '., ..... '. ~ 

ind.epenCiently gener-a ted. xev:enue )"0 r-e c.as:t,s·.. . ~ .. ~'. _, ' .. " .' c', _"', •.•• _''', 

. - P!feT no~ ~~eyeiops ~'i ts ,eXp_;n'se'-'o~~'dget', ·,bY., "f~~~~ti~~,,: ~·c;~,~d.i;g 
to the type of" wO;k ~~tirlt~' bei~g'-p~r-fo;-med".--P~£&T· se'e';~ t~o~ m~:r~:_: 

......... # ... -""" -' " ..... \..; 

· ad.yantages_to using~ :his, meth~d. ...... Since .... t.he. _bud..g.e~t: cu.t.S .across 
• J, '... ... w' _ ......, ~ '-" ... • ' ... , ..... k,- ','-,' ·r'..... . . . ~' .. _ ..... ..,.' .. ..; '.. • _'... .... f ...... '.,. ~ ............. ... "-' 

organi::at10nal lines, it 15 not s:~s.,~~~:~:.::::~.o .-~:..~?,:.~,~.~~:g:;.~:~;.~t??~,ht ~!: 

- 26 - -e 
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~eo~gan1zation~ and rurthe~ the utility believes ~~~~ceurateli~ 
ret"lects 'buiine$'~~ 'func:tion,s.-' a~- they are:' tod'ay:~ ','::::"': i. '~~< c; •. :~;:,: . 

: P'r&!' mon1 to;rs' 1 t,," f'o-recasts a·t ,the'; 'co-rp-orate'·'O:N'i7ce·: ·to:":~':::; 
assu~ 't'heir r-ea"ona'clene~s.· Ill~ summary';" Ki'n:g':sai<F, five': p~oe~d.ure,,, 

are used. to p·rod.uc~ t"'easona'cle:-foreCasts:~ - .','~ ," " -, :',';,,;, :," 
1. 'they~ are produced:" tb.rough:: the"use~ o'f:·:: <:> '~ ." .. , , ". 

soph1s.ticated\ ,techniques 'cased ,on state. of 
the art ~tat1stical me~h~d?lOgy ." ~.' ,'.~", ~, 

2. P!&'t uses a "tops dOWn'" (OperatioQs'-- ..... -
Ad.m1nist'rat:ton) and. "bottom~:up'It" (Loca:l: Ar'ea) 
reconciliation· technique on.the Ma1.tl: 
Telephone Gain forecast. . 

- " ". 

.. ' .. ' ..... 

3. !i~H~' company tests' i~dep·ec.dent·lY·';~f~veloped-' .. " ... .:y • 
volume and revenue forecast's:: ·a·ga;1:n(:!',t 'ea:eh~' ~~:, ," ": '~1"- ". -.~, 

other., .. ',' 

4. 'there are careful reviews. ,~r. _t.b.,e-~ r~c~mm,end:e.a-.. ::~: _, - '. 
forecast levels by all levels of management, 
from 1st level to- the President. All bud.gets 
are required. to be consistent with these 
forecast levels once they are approved by the 
President. 

S. Monthly reviews of actua13 a~e studied and 
fo~ecast changes are mad.e when these ~esults 
indicate such action is app~op~iate. 

In developing the 1983 BAU expense budget, PT&T's corporate 
guid.elio.es specified that the company would meet forecasted. d.emand 
ro~ ~uality telecommunication~ service io. a cost effective manner. 
These guidelines were: 

1. Maintain service levels. 
2. Help ofrset inflation through productivity 

improvements. 
3. A~sure the minimum ade~uate force re~uired to 

do th.e jOo. 
4. Assume the organizational structure and 

framework in effect as of June 1, 1982. 
5. Assume ao. annual inflation rate of 5.6~ in 

1983. 
Since there were several staff expense witnesses, their 

methods are described under the various expense headings. 
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Maintenance Expense ", .'" \.- .: .. , ,;::;.: ',:',;: ~', .:';";~.'~ :'<' .. i, :.;:;,;':'::: ",~,::,:":{:::,,.,.='..,,:: 
Main tenance ~xp~tlse:,. is .tb.,e~. larges:~..:: p:a:t.e'go:ry,~, .o.'t~:;P.'J &l'~' :3:',..: ',: :,": 

opera ting e'xpense,: and~ ~on.si.s~ts ,of: . .salarie;s:",:: wa.g~.s.,:, ma te:ri'als, and of' 
ad.milU.,stra ti ve' and o,ther, ove,rhead and - inciden.tal, cost,s.. i,ncur-reQ... ,in· 

. • " ' '. '" •. , ... <'. • . , - I •• , .. •• .",' ,. • • ... 

the upkeep of the operating:, p,lan..:t:.~.:'l'b.~~s.t:aff,.f~. e.s..tima,,~e ~:f :",i,:;;' "", 

maintenance expense: is, $408:.8·· mi·llion:,,: 0;t"'-,,:1.a:~ ,'o-elow,,?'t&t .• · this is 
the sing::.e iarge~t difference b'e-1;.ween:;'PT&'ratld.- the-,; staff and accounts 

• ~. :. ~_', .. ',-'c'-, •• :-: ..... -:' .... ,:- '-.~ .... : .~ '.:: :::r, ..... .' ('j ,'. :' 

for over two-thirds of the total difference in expense estimates • 
.... . ~. " ..... ~.' ','" '" (:. :.> -,' ::~ ': :. '.;' :'"~ ;~. ~. ::,.,.,'~ ~', • '~~ 

An. 18%, diffe'rence., in- .t.b.-e cost' o,f ,su.ch a.. basic function as 
• L, ." _ '""',, .'.... ...... \ '-- _ "". \ _,. ••••• '" 

maintenance illustrates the'tuMllo-i·l':th'3. t~th:e:"eo.mmu'nl'c;a tions indus t ry 
• • • ,:',:', .~, .• ~ _ ,,: .~_ }" I., ,,~:; :' :-"" C:. ~. j .;,., '~' " ~ 

is ex~e:"'ienc1ng and the difficulty in making reasonab,le e,stimates 
. ,... "'. ". . .. " ,r.,.' ....... ..., \~., , .... , .. "' .. ,'"': ,"', " •. 0"" ...... 

under present: day ~ond.i;tionS:. ,.'-~';::" c' ~:~::,,'~ .• : >~"~ ;:," . ~ .. ~:='~ .: 
A spread of the d.it't'erence, by FCC accoO:nt:S~ is show,n in 

", -' .... ,/ 
" ..... 

...... ' , .... ," , 

.... ,'.- .. ' -..... ~. 
' ... ~ ..... : 'r'" , . /., , .... ~.' 

.,,",, ," 

-,:, .... ' 
• ..If¥ 

.... c., • , ...... . 

' .............. -,' .. , 

" ,. .,~ 

. \;; 

. ~,: ""::"':'),', 

, .. F' .~,# .. ..... ........ ~' .. 
-.' .- . 

, ..... " " . , 

......... ''''. 
~ .. _. ..... ~ 

" , 
, '.L.-.,.' 

'."::': ' 

( .. :;:. \'-:" '.: ... "r -"" ..... ' "\ .. " ...................... ,,........ 

,', (. _, = _ .. ~ --~ :-: ~ =- : . .;:~ ... : .. ~ c- :;.: ',', ~><' r: 
r :::. :. :"': ~.<~ ~"i Pj,' ,=' ~ c ~~ .~ .. 

"""., .... ;.. .... , ..... , .. :.., 
." __ , ............ / 'L' ..... " .. :.,~!...':.:·~1\, . 

~ .'~. ~-: ~ ~:,::: .'" ~- -. ;' .. ;-:,' ~~. ~:I :'. ~ ~·I:::.., :', ~.: ~:. 
·.t",~:":~.'" ;.,-:>~J.'.'-.::-:i,~,"': .. ~ 

. -- .. , . . 
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Tbe 

.. , , .: "' '-' Table' 5:' . " ~ ...... , ... " , ..... -, 

Pacific., Telephone and Telegraph. Company , . ", _ "'. _ .. . . 
Resul ts . of Total Ca11ro~n1a Ope~a tions ...... - v ,-

A.83-01-22 EstimatedYeal:':T983 ":"''''':'' .. ~- .' 
Mantenance Expenses !h~ouS~.-..;.;R.....;;e_c.;;;,a-.st.:....f.'-II~3 __ ._:_, ... ,,' 

.. , :'" " '~:::- ',:,~:. _ ~ ::" ';',:- .;'. <'.,:eT&!~' 
.. " " Excee~s 

Aeeounts
Item 

c _'~ .•.• _- c -~: :~;~~:~ ~~; -;:~}j;~,:~ _:: Starr 

602' Repairs' ot"· Outside Plant" '$' -303~8'30 ' .. " ~$- ~302';574v '.' $·· .. "1~256 
603 Tes.t,,:DeskW'ork:-.~ .. ,.: :.' .:, :-; ",' 3:r1.~771.:-<:r:'.'c:.',~308,,.481-~c; ",;~:~63;-,.28-4 
604 Repairs ot, Cen.tral.Orc,~_Eq •. , 724.,.814"" ,.~ .606,,8'94,,~ '_ 1:11.,980 
605 Repairs o~-Stat1on-Eq.~' ,', 892;674" _. '~727~628c- .. " '155"·046 
606, Repairs of~. B-ldgs .'.' &': Grds ~_ "."' ", 62,199'. '.'/, .. ;,: '~'~ 59:,. 123:- 3,016 
61.0 Main.taining,_.Xmissicn.,Po~~~,,~, .. 44,,6.00 ~ .. " .3J.,43;l1- "~. ,..)3.,.:1,66 
612 Otr.' Maintenance ,. . -' ,. '--3i-~213'" . '- '3" -,213 -,," :,,,r._ 0 

;:~ Nevada B"1d.g~' Ad.j:' -. '~.": .~: " . ..-: ':: (5'n:-:~::)::' ~;. ':-: ;( 51 )',:2; .:.~': :::;: ':: .. ": '; 0 
Sub;t-oical ':::." - ,.'" - ": ': .. : ~ :: 2:, ~ 3J .,JJ 0 ~~ ~" ',' :; 2·,061 ,30 2\.::., ': ~ 3.63;,808: 

C1-11 (100,.555) . (106,210) .. '. _ ~5",~5S. ... -- ............... ' .... -
Subtotal ~" ," " _2,.330,55~ '.' :t,961,092~" 369;463 

'WE'Co """ '-,;"C3:1')c-,- , .... , ... _'-. ~·O~ (3'1) 
SL:-.RL:., ", .' '-', .. ,~ '(1;, 2,09 ).~. ~-::: ~~ ::,~ ,( 1 ~ 2'09) (--I::": ~ .: -:;.: :):: 0 

Reca.sti~J:'· Sub,to-tal " " ':: .... " .... ' 2~,3.2,9:t3,j 5 >. .':.~ '.' J ;,959:,,~8'3c .:.'<.,: 369:,.~32 

_ S~~e: .?t p~E . :;:;; .. :: ... ~'.~; ,:' .. : ::~ ~98.,.},90,~ ~ ;..c~~_ ;~?8:!:5,~2 ';:':;'::: S!~~#4) 
Recast 1',,2~Subto,ta,1_ ... _~." .... _ 2".2,9J,,2.1? ,,,_~,'r,929,, . ..1.2,1 ""","~3,62.,08B 
. . .. 'Cons'truc'tlon' Bud·get·.. '."" - ',- '.0 -' -, -'" .. ('14',309)"" . - '"" ,-4-,309 

•... L -L. 'Ir3.D3f'er.. ',;~ " ';. :., " .::_~::: ',' ":::<:. o~ : ~ ~ :. "': «,.19~"OZ9)~:·': : .. ~:(.19·,.0,29 
. , C,ogen~r-a t1,on ,& Elect~1cal .. :.' " .. ".' ," ~ ~_ '0 • .. " , ",' 1-.,' ." " .. 

. " " 'Energy "'" ' . ' .. :',. ."~' . ,"-- 0"";" .\,.. (16~04'9)':":" ''''16"'',0'49 
Ra.te:o-r.'RetUMl~ : :.:' ,: ,.' .. : ,:.' ,:(Z',1·1'J1 ~<L:::,_",·~':::')0::::~,:-:::,:{2:,JJ1) 

Reeas.t. 4"'3·_~ To:tal, ~:. -; .. ': -:: ;'e.~ :; :': ..::-: ,--_ .. 2.·,,28~(, 50.4:-: ,~::,,:, c ~h 819;,.:r 40~ .::v '::.: :408<:"16-4 

SL,- RLA~just,ment."aQd.-ed bac-k .. : '--~'~':~.::.~, ~:.~ ,: ... .;: ....... ,., '.,209:.. j::r .. ":,=,_, 

.' .... 
......... : ~ , .. "'.:"'::1 :~: .:".. '~:~.: .• " __ .'~ :. ~1 ~', .8':8.q:,S:4S ~ I;' ,,;~. ~" .. ~~ r'. : 

" ,.' , (R e ~ Fi'gU:re:sY" ":; r: ;:, ;-;.::.:;..: -;: •. ~ ~ .: :::::' ~'<" c ': c 

••. , -. ',' :; ,,+-"- ___ " 0,,' '" .. : . .", ~~~,:~..: ' •. ::;, .'::~ :::.;., '~' :.;: 7,~ ;": ;,:. : ~o :'::: 

The staft's estimate was pr-esented by Hassan M.,.Mirza, 
'" " .' '. ;'" • :~" ~,:" ........ ~,_ • ~_ ~.~, ,. 'y '" " ... ~ ........ : .. :. • ':-: '" \,. ~ _' :~.' ::... ... - _.i .. :":::';:~ 1:,1 ~ ~I ",.' 

P .E ., a Se,n1o~ ,cr,tili tie.s, Engine~e~, ot_ ,the, ,~,omm,i.s,si,o,n 's Cpmz!lu,ni,c:a, ti,o,ns 
." .' ... , ', •• l '. ",' .... '. ~._ ... "-_ ."._ • "j,~ • '''''w' •. ' _'_.., .... _ .... " .... '.:.'f .. ~ 4.-.1 .... ' 

Division., _. 
..... ' •• ', •.• : ..... , :' r, ',r' ..... : ~:: .. ,... '_",:::: 

.. ' """. .• 
',T ... , .:. ' ... '--.. .,' .',',,.-- ....• '," ............ .... 

•. '-:: 2.9 -
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.... ,.-" '-'~ I' ..... ..,1 , 

The starf explained. tha~,the $363,608,000 differenee (the 
first subtotal in the compariSo~ ta;i~, Table 5) results mainly from 
stafr estimates ,of ,.lower wO~k'~:i~d.icatot:'~ Y01UmeS~ )lighe~·:'prod.lletiv1tY 

..... _... .. "-' '- •. _" ..... .0.,' '.' .'. 

levels, and lower nonlabor'.: expenses;~: Some:: of: the difference was due 
." • , . - ..... , '" ..... ~ r". • • ''- ., _. r; " "', -. " ,'" ,.',\ .. , , .... ' \/ 

to late:- availab-le' ·inf'Ormat:t<>n':'·t'han-·'·th~u·t'i-11·ty';"ha-d.;":W'b:en it made its 
estimates. The utility only had five months of 1982 recorded data 
-..rhi.le the st.arr had. actual d~~c:-,~through. November 1982.::".::: 

!he~':rema:i.Qing $44 ;9"5'6"";000 represents difteren'ce-1n 
e·stimat.es of., the .. effects or: CI-II ,"' the".:r 983 ,construc.t,1on~ bUdg~t;~~,::':' 

• .' ',,,, "- • _ • _ ' .. • s _. _. " ... _. ...... I., ... ~, ""'..., ~_ .. ""~ ... ~, '. '- _ ',J 

trans(er of , utility personnel" to AT&T Long L1nes\Departmen:t.,~,""': '::: 
c~generation~ ,: electric ene;gy~~'~~sts;:: and::' ~~le:o'r::Cl?'i:: :'; ~~:':~< ~,,0 ,~. 

. ' ,', - :, ~,,, ... ~\ ... ' ... - ...... ,'\-' .. , ... '-.' '. ~ ............. :.:~ .. , .... '.,.. 

the' staff developed:, its lllain,tenance. ex:pens'es ,by,:: e~t:ima t;j,ng 
UPI<:~~P ac.~ co.anges for ea~li: rnaintenanc~:: '~xpen5e:¥oc~unt.~:o·r~:the, FCC 

.' " " 'I ., • .; ..... >" .. 1 ... ' ..... _ •• '.' •• '"' ..... _ •• I",.-

Uo.ifor:n System of Accounts.. the upkeep and changes. expense",component 
'., " ~ ........ , • ,r, ..... _ '. • .. C,"," t' _ f, 

estima tes were made: by estima ting~ direct-labor and nonlabor" .exp-en;s:es . 
... - " '-.' . .... " ...... 

, separately .. ' ,," ,. " , ',' , ., ' ,- ~ 

.. .. 

. T~e' di~~ct labo~: expe~s~s were made by multiP1Yi9',gi~t:;'t·~~~, e 
hours times the: estimatedC: labor- rate per hour-. The tctal"::h'ol:£rs were 

: estimated. by:mult.iply1ng wor-kload::~ (workload indieat.o-r":~o,l'ume's).:',t.ime:S 

pt-O~ucti vi ty', (total hour-s 'p~r-- ~orkload indicator). :: !b.~; 'wo'rki:oad 
- .......... ~,.... . ~ '" ,.:-- ,... , .. r ." "'" . ~\ ('" ,"" '. .,. l 1-

1nd.1ea tors were' selected ,by correlating reco,r-.ded;. t:o;t'al: h'o'urs~, .wi'th- 'the 
.. ." • "- 4.~ . .,........ \ ""' ."" .-'." ........... '-., ..... 

various r-elated work indicator- volumes,. such as ace·e.~.sL··line.s.,,-: ic.W'ard 
~elephones " etc., for the last e ign t y'ea:rs;.: 'The" ~~;'k= in~:iC:a('t:o.r wi tn 

• ..... '4t~ ........ 

the: highest, correlation coe'rficient with total hOll\r's~'wa:s: sel,e<:ted. 
Pr-odueti vi ty was aetermined': by': analyzing histor-ical data:;:' proj~'cts:.:, ~ 

etc., and u~lD.s-engineer'ing jUdgment., !'be:: enginee'r"lng: :ju'd:gment -wa~ 
based. upon analyzin~ utility responses to staff data requests, 
project tracking repor-ts. and ,s~u~ie::"7field investigation.s, and 
meetings' wi tll knowledgeable utility personnel. The total hours used 
were' n~'rmalize'd 'by the u'ti11 t~> 'for: ace'o'~n:'t'ing:' eb~~ie:S::~ 'AT&T Plan t 
Cost' Re'sult Plan 'ehan:g'e's';~ne'ct1ni""~e;o-rga~~:1:Z-atio~:'O'f 'w~-;k'2 ;': <. ~. : 

acti vi ties,. ana operational transfer-s of personnel ana main't--e-lia:rlc'e~~:: 
responsibilties fr-om the utility to the AT&T Long Lines Department. 
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,The, ~tarr , 983~la'oor"rate" ~e'r ~hour'\las c'basedCon:"the':<;: :';:':':
November'1982 actual'amount increa~ed 'o1::the:':'Cost:~ot t:(v!ri.g.;-:':;,~ ""~:',,:' 

Adju~tment (COLA) ~ roreca~t'or tb.e'Revencie·Requiremeiit~ D!v:tsion~'" ',;'.' 

starf. Th1~' 1983 hourly r:ate wa~,,:a.lso adju~ted'" to"'inelude;;:est1mate~ 
!'o~ merit salary'-1nerea~e~: 3,nd: management bOxlu:!e~ ~, The major~'::- '; .::::~ 

difference' in the labor rate w~s' due to:': the', d1rterences,-i,n.JCOLA>"" 
The staff's estimates '!"or Ilonlabor: expellses;'were"~also based 

on an analy~is or the last', eight year~ or recordeC1-:C1ata·. -'~'I'he~ .-. :';_ .. :.:.:,' 

c.onla'oor e~en~e' ~ort101l con~ists or-"Loadings:' on:"La'oor;"'Motcr-- \, " 
Vehicles, Contra'ct', B11lings(Measure,F as',~ welFas',Unmeasured,):, >:: .... : ',. 
Engineering~ Western'Electric Billings', "M1scellaneou~:' andCNet::·:-:·,':h':: 
Billings,' atld Other"'. S'ince' most .. of: th.e:: nonlaoor::expenses:~are~~"~;' ~-" 

Pro'po~tional to':' direct Tabor , ' these" expense est1ma te~"':were""mad,e" using 
b.i~tor1cal ratio's. ", Other" metho<1s were- u~ed~: for~: tho~'e(':' nonlaoor .. ,-:' ,: 
portions which are not directly related to labor'. " For',' examp!e, ' to~~ ,: ' 
estima'te Western:' Electr'ic Billing: and Engineer1ng~'exPenses for- the 
change' portion' ot' maintenance'~ the': stat'!"". used.the:~ construction"~ budget 
oe<:ause that 'oudge-t',1,s d1l"'ec,tly- 'rela'ted' to those nonlabor': expense;:;",!:: 
cos.ts.'. ( " ... 'I 

!he starr wi tne~s t'est'ifie'd' that" it'"~ used~~ '1 ts' method:; of~' :~" ,: 

estimating maln'te'nance expen5e~' because: o-'f;.: 'd.eflC,ienc'ies= tha't the" ',.;~~; 
staff" saw in- P"!&T':S~methodo'lo'gy.- !'he stafr-~mainta1ns~·tha.t-thE(::·'::~ 

utilit.y did not use' cCiQ.s1'stent estimatlll'g:- procedures .. 'tO:'e~t1mate~'1t5. 
ma.intec.ac.c-e 'exp-enses~ but' tha;t eac'a' or-'ga.'nlz'ati'on d.eveloped') i t's\' , ~ .::';' 
:na.intenacce est'i':na.'te: 'dlffe:ren:t'ly.·, FOor:: examp;le'~" the' D:i'str-i'but'ion'-:~;~-:: 
Services" o-rgan1zat:ion used;: the: D'ecembe'r'1 98~.' Comm1,tment V'iew,~o.f:- ',9'82 
as i tsini tial ba'se ·l'evel'; est.1mat.e;., The::, Decem1)er-: -19'8,1~ 'Commitment:':' ,: 
View of: 1982 was a "bottom up" approach with "top-d.own"'a:dJustment's~ 
to- deterfminea funded· level. ··'1'·hen 'this; o,rgan1za t"i'o-n: made: further 
incremen,tal adjus'tments- 'oa'se<i'oc.' April· and:' 'July-' 1'98,2( admin1:~t.r'at..i,ve
views f:o.r volumes:~·eo·st:' o,r'1'i ving;~a1anagemen;t :salar-i' increase,s;.,., ~t.c;.~ , 
to a'rrive a t'1't:sf·ina1;··es tima,tes;.~ The Ap:ri,l::admill'i's tr:a t'ive view:':~""~: 

- :;.;.: 31 
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ad.justed.. the .Deeember 1981 . view -by ."analyzing: the annualized first 
, \- . - ~, - .".... . 

tb.ree months·.·or record.ed. 1982. !h1s .. was also,.ad.justed. for-later ... ,,..'; 
, " ." • '" A..' • .• .... '" . ._~, ""' _ '.' .. ,_ " '"-, • 

volume,. wage, and.,.~roject 1mpact.est1mates~ .. Ihen·, the ·organization, .. 
c .~ e" '. _. L • ... ." "', r' ... " 0- , ..,J _,.' .. "...... '. ,,! ,'" .. 

mad.e· ad.justments in·· the·· July .adm1nistra ti ve view ... for:wages ,.·,etc .• ,,. .. but 
• •• _. • - c_ '. '- , ...... - • _ " .... • ....... ~ - "" "-

not volumes._ On the, other hand.". the".Bus.inessServiees .. organization·, 
>- ".' " '. "., • ..',-. .' ,'.. • .... , •• ,. '" <.... - .. 

annualized. five.·months. of ,recorded.· 1982 expense. by ectuivalent.wo-rk., 
• .. '. .., •• ... ~'" ,'" J, ~_ _ ..... _... .. A .......... , 

days to make its estimate •. Th1s or-gani:z:a:tion.also·~ineorpQrated. 

ad.min1strati ve· April. and. July .to~-down> adjus.tments ·for ... Y.oJ..)lm~s "~ .cos:t 
of living, ~ management:; sala:-y . parameters, :" and.:~ J 98,3~.)inc.r~men.ta.l: imp~~~ts 
of projects.... As·a_ further, contrast:, the Net.w~t:'~;:;'S~rvi~~s:; .: .. ,.::: _. ~.~' 
organization.utilized. '1981 reconstructed. . work llni.ts.· and. hours .. ,r .'",: 

, -'.' " H, •• '"'. ~. ~'~ ........ '""'" 

adjusted" in April· and July- ~982·,admin1".tr-ative views-tot'., volumes' and 
• .. • " ,~ • ..... ..,... _ • T ~. ..'. , ,.~. ,,~ ~ ..... , •• _" .... 

. other, pa.rameter-s cha.nge$ including:; 1983 .1ncremen.tal.:. proje.c,t=.iml~\a..~~~ 

Other utility. organization,. enti·ties .u$ed .. even:-;~;ff~.r.en.t~.'me.tl:l~.~;::~th.~n 
those described..~ here· •.. 

"~:.,. As a. further" complica:;.ion:: th~; statf,: 5ald~ tha.t:,:~: at. A.T,&r:,s--::::... 

request.,. P,!&!: swi tcned 10. J 982. from~ a ~.termina.tingtt.:: conc~p.t: of>:: : ... ..;,::::.:. 
budgeting. eX';lense$, using tne .. A!&T. ·func,t.ional a.ce,ou~:t:1c.s.:: .s:Y'~t.em~".~o: 

an "origic.ating" concept. In the new "originat1ng" concept,. each;.:.,,: 
orsan1za~i~n, is· only .. ac.countable. fO,r. its oWll".expen'S.e,":, n~ expenses 

charged to· 1 t by otner' organi:z:a.ti~c.2 enti,tl~:s .• :' ;-b..erero.r,e:, 7~h,~t,e:" ar~. 

no "cro.:s.s-charges" betw.ee-n': the organizatio.llS: ,u$;ing'~.()r1g1na,t:ing~':.: :; '" 
concept aceoun ting-. . The .. indi vid.ual u t:ili:ty .. o;r.saniza t;io;Q. ~.n:ti.~:i~s. .. .d.id 
not have ac.tual 198;1 or. prior. :y.ears.: da;ta:" ,in~, o'rigina:;.:~.ng .te,rms..<t.o.~ : 

make their, 1982. and. 198.3, es;t.ima:;.es., .!he ... N.etwo:rk~ ,S_e.rY,ic:~s.:: ;', .. :'" ~.::..: ,.;::~ 

ot'ganiza.tlon did: a,t.t~m1)t,.:. as ·'oest.i~t.: could:, .. to .rec.o;tl's.t:r.u~'t:, t-n.e:. .1'9-8-.1::: 
actual,. d.at-a. trom: termina,t.ins:. to origi:nati,ng,~ ·te.rms.:. ·by~ e,l . .1,m·i.na:t1n..g; 
cro.s.s-charges'~· nowe.ver--. - ',' . -::. :-~ .. :'. :, ~ ~ ::'~:.'.- r;:." , ._ •. '~' .:::;:' '. ~ '..;, •. ,: 

.. ' The "taff:,' also ··d.isc-ov.e.re<j,., :t'ha t. P,T'&l': is, . .h.a..,vin.g ,d:1,t.::t1c:u.l:t-i~.s, 

inelud.·1n.,g: data· base- eZ:-.r-ors,.·wi tn-the ·oew., MR/IBPS: :sy$:t~:m' des'cr:i'Ce-d~:by 

wi,tness -Kin·g. •.. : A:3r: .wi.til any:·n'ew·~ c'omp:l,ex .c.om~ut;e.r~ba~d.::~sy'5:tem:,: :~ .... ;. ~.'. 
pr-ol>lems are, to~ b,e:- .e:xp~c.t.ed.:. . In:- add,i·tio-n:,,-: :,t:he.r.e.~ .. 1'5 :D.:O_t :a~ d1·r:.ec·t.. 
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translation between MR/IBPS' and the::"FCC U~lrorm' System';"ot ACCOo.nts;~ 
so t.he utili t.Y':~ had ~ so~e d1tt1cult1e3: in' d1reetly'::tran~J:a t±c.g'::'J~'':·' ~~ ':~ 
organizat.ion budgets to FCC Account.s. .~-, -

, Mizra" also' believed.: ih.a t" the:" s ta.r.r> es tima t1ng::m~ thods were 
superior because the starr had" the ad.vantage of~llt11fz1ng: data "go:tng 
'o'ack to 1975 since'the "term1no.·t.ing'and-or1g1nating" coneePt,~·'~;·:'''":' 
explained' above, d.oe s c.ot affect tile' FCC'" Uc.i for-lit' '$1s tem ~ of Accocii:i ts~ 

In rebuttal;' King testified = that' M1rza.';:1n'general';'-'tgnored. 
more recent d.ata"' where;~the' loadin~' on'~!abor-:were';a higher:~percentage 
of direct labor than' they were in', ear-lier'· year:s'~ ;::S~ecit1caJ:lY, (King 
claimed that ,in two' or: the" nine maintenance fllnet.ion3 t'" Mirza:;u:sed':"the 
1982 tac'tor (SerVice' Or-der Test)' or- the- average: of'":the-:"198'1,: and:~ 1982 
ratios (Truck testing). In the r-emaining seven function~:'Mirz,a did'~' 
not use the' 1981' and. "982' ratiOS,. though he~shouid'have"done so. The 
1981 and 1982 r-atios for' all functions r-ef'lect~ the' ;ecia:ss1f:tcat10n--
0'( overheads, ,- such as" plant meal' allowances:: trom'· d.irect labor::to ',,', 
loadings on la'oo~ and an allocation or" some additional·; trainingc-::<; 

e;Qenses t'o. loadings on labor-." King: 'agreed that~ P,!&!-'wa~C: u'nable::to:" 
quantify the' effec't's' of" these:' reelass1ficat"1ons', 'out~' it"{s:'also;';"c1ear
that· those hou~ mu'st"' be included somewhere, - and"M'ir-za;:had.~ not:~ done~ 

so, 't..her-eby und.erstat1ng·· expense'~.-' "C'orrecting thl,~-,un'd.ers'tatement- by 
using the' average' 'of: the' '98'1~ and, 198~'r-atios~'woi:i1a~'increase:rthEt ~,~:" 
staft's ma.::nten'anee'eXpense' est'imat'e by- $2'8:~ 5~: mill'ion:; Ictn:g:.. ~ai'd:":~: 

King disagreed with Mirza's est1mate-- of'~ t.he ""numb'er"o!':::':':: ' .. ' 
c!ir-ect labor hours,~ required for' Sub'sc~i'oer- Line' 'rest1n·g-: (part of the 
estimate for Aceount' 60:3, Test D'esk-' wor-k)'~ ", Becau~e M1M:a:'\l';ed'~ a~ : ". c 
aer-:!. ved- trouble report' r-a te' ba~ed on' a: :d1ffe'te'n't'; nuinbe~r- 6.r'·a.cc'ess" - '; 
lines 1'0. ser-vi'c'e: than' was 'u~ed 'of o'th'er-s"in the·':';i5ta:rr~ Mirza~"s '.::'::.':;,~ 

calcu1a tlo:n, resu1 t's~ '10. a, 'r-eductio'n i-n: 'tr-oubl'e:: re?O-rt;s~desp~i't-e-. an';",·~ ," 
increase' in a¢~'ss· lines. ',!b."e "'9&3·' -e':!tima,t.e:::O·f:'tr"Ou''oie~ re:po:r:t's:':"::·:-':' 
snoul'd 'be compu-ted' oy"ea1eulat1ng' th:e-: :ra't'iQ';, 'o'r ""98'2:'~ cus:t'om~ ,trou''o-l-e 

- ~'3'3 -
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roepot'ts c to ti?-e: s~~~~'s_. !9~2.:e~~~m~t~ ~ra~~~~s~)in~~,,,~n~ ~pl?~y'~ngl:,;,~p.e 
~esultant ratio,to. tb.e~staf'f'fs 1983westimate ot~access,"11nes~ K111g~, 

.' ',_', • ,« ""' r-'-....... . ., ...... t,_.~ " -'I _ ........ "' ' ....... \~.J '..... .. ....... , \ ..... ,.... _ ... ""- 't, _ •• ",. '<0.-' ..... 

said.. 

, "Accot'"d.io.g to King,. cOr"r-ecting. to~ this,_apparently 
•• ,'.. • "", ., ....., ... ~ \.-... ......... ',. '" " .... ~-. ... .... ~. ~ +" " .., ..... ,... • 

inadverten t. er-rot'" .would. t'"esul t, in an .. inct'"ease _ in,J11rza,' s,estj"ma.t,e, .. of 
• .. .• - _ ..... , ... '.< .. , , , .... ,.......... ~ • ........... ' .. ,...... --' .......... -., --... .• -- _ _ ">-, ...... ~-.' 

tr"Ouble reporots tor 1983.by.243,000., A:pplYing.Mirz3..~s_,estimates,.ot,.. 
• ~ ..." ~ .. '-" ~: ' • ..... • ,..., \, .. "" .... I- .... '- '".., ,.' I.,. '_ .'. ,,-' ~ 

hours. per tr-ouble. r'epor-t and,~d.ir'ect labor- expense _ to this, cOt;'l:"ected. .. 
~ . " ~. " ~ •.. , ., ~ "', . ..... "-.' •. '" ........ '," '-".... r'" 0...' \w ._' _ _ .... __ " _ I".. ~ ~ 

customer' trouble ,reportrate~ would,. result. in:: an -1ncr'ease,-in the 
. , . . .. '. ',-' .... ,', ,. ,.... .... ~ ~ ,~: " - ~ ~ ..... ' ,'''' -..., -' ".. . .. .... 

staff's estimate ot. Subscr1be~"L1Ile..., Test· expenses .. by, $3.2, million-,.,.' 
" . ,. ,. ' .. ' . _., ~ .., ~ -, ... ...- - .". ....... -". ... ' ~, ..... , ... 

Using the. corrected load.ings oOP' labor' alld.Mir,za'$ othe~,· notllab.o,r"~ '" r . .' -- '"- -' '.' . ... . ""'. . . ..... ' .. '- .. ' ~. ~ .. ..;.. ...... 
eX'i'ec.ses would. :-esult.in an-increase in the .. statf.'s-estimate o.t~tni.s 

• _. •• ••• • •••• " _ .'. ',' •• __ J .. -'-. ........ .,.... v·· \0" ~"__ .... ,....... .... ,_ oJ._ ... ~ ... _ 

e~ense by .. anothe~, $3..2 mil110n y ror- a .. total,inc::ea.sed- es.tima.te of,.' 
• ., _ ~ • •• , .. '.,n _ , _. .. "'~' ... _ '- ~... • • __ ..... ~,~.~ _.~. 

s6.4 million.,, __ ' .. _ ....... '. , ... ::."",;' :'< _ ,;'_~~:"":\"::':'~:' ,::,.,;.':.'~ . 
. Kins-. claimed., that Mirza's e.stima te_~ of sta tioo.· upkeep~; hours 

, ..' ,r • <, '. ., ,. "," ...... ', "'....- ~ _ .. " ... .. t..... ., _ ......... 

i::1 ACCOUQt. 605" Repair'S of·,S.tat10n-Equ1pment",.,1s.,low.beca,use.his. ,~;:-- . 
~. \., •• -.,' - r' ... u '. . '" ... .... • \...... '.' ............. '*. , _''''... .... l.u _. '" 

estima te ot trou'ole, reports .. is. .. too low., Also, h.is estima.te of-.sta t·ion 
. ,.. ........ '. 'I', ~ _" ,.' ~ , ". • ~.... f '- "- ._' ~. .. _ '-

u?keep ,hour's is also too low t>ecause., i,t. is based~ on... a., d.ecreas~, ill .. the 
- ~ - •• '.' ,_ - _..... 'n .-- _, '. ,. •• .... .. ~ .... __ _ ... _ '~'." ., ... _~ "" ... , 

number. of hours- ~equire51 per" ·trouble reP9rt. ~ ~inally:,,: Mi"rza,.~s .. ,",. : :~'.' 
.' ' 

estimate of s:at10n upke~p expense .. i=~ too 1.Ow,: ?e~~~3'~~ b.i.s~;~s.~?-~t,e::s: 
ot '. :lonlabor eX?enses to~, mO.tor yehicl~~; a!-l~ ~s,c_~llal1ep~~ ~I:l~:"ne.t~.::~· 
billing are,. too low •... AQju.sUng- Mirza' s,estimate .. o,f~ s,tatiotl.:.,.u~kee~., 

. . . ~ . , '. '.' . " . ~ . .,... . ... - . ~ ,", " - '-.... ' - . ... ,- .' .... -

hours, for both, the, und.erstatemen.t· of .. trouble, rep¢rt~, a.nd.v the, . ., ., ~ . : .. . 
. ' -' . ~ , '" , - -', ..... . ' .. "- ~ ~ ~, ... , ....... .,. 

cOt'rectio·Q o·r hours per. trouble report,. would",iAct',ease ... the. s,taft,, .. , 
,~ , . , .' , .,,~ -".~ .',." .,,' ... _ ...... ~'- .. -' ... '.' .... ~,.,.". '.~ .n ...... ·._~ 

estimate, oy:$27,~2,.mil11~0:., . "._ ... ~ .'" '~:.:...;':': :.;';_> 
, King,. d.isp·uted. Mirza f s, es.t,ima.t.e ot ... the . .mis,cellaneous and.. net 

, .... •• -.. ,.",~ ... '. \. L'~ .. " ..... ~ -'-.-.' ..... " ........ ,., ........ 4 .... , .. '-0- .... _ ..... 

billi::1g. load.illgs on. labor' tor~ Repairs ot~, ·Sta.t.10nw Equ1.pmen.t-. . lC.1ng. '. ," ~ - • ~.' •... , ,., , .IL. ... , ........ '-_, ....... · .... c ••• , ..... _,. 

claimed that Mirza" nev.er ,r-equestedi 98 1. Or"- ·1.982... ,1.nf.ormat10.n. on .th.ese 
.... .... ... • ... ...... • . '" ""'~ .... ' ... '_ .... ' .... - ~ .. ~ ....... ... ~... ...., + - ...... 

items bu.tthe C-om?allY d1d. .. pro.v.1.~~::, s.ome:."il1forma t;1,on: p~e_r"t.a.in.1n&:: to:.-:-,. ... 
these, 1 :ems: although, no·t,' so' .~eq.ues.te,d: •. ::, ,M1.~za ;p.ro:c~.e~d .. e.d: to:,_~s.e_,:his..., 

es.t1:lla:te:- on.- 1980 1.c.formatio·n:,:" wi t~outr.e-gard.,c ,f,o.r'.: f;ur~h~;r ed~tail:eed~. - ;, 
i::1v,e.st,1gat.10n, .. and: ther,e t.5J.r,e, ,d:l~, ,ne:t:-: .h:a: v_e~., :.a:t:ru~: ";> i,c;.'t:.~.e:" ~0!l :.w.h~1_c:n,; 

to base a::1 ex?ense estimate. 
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, ", k. ~' • • .'.' , ~' •• ~ ~ > ;:-~' ~ :~; .' :' ,,~ ~~ ~, ~~::'.;.: }: • ." .. ~: .:. r',~.': ',.: 
Acco~ding to King J the total effect of these three changes 

.. ',"" . ," . "" ' .. - '_ ., 'c·: :" .:' __ .~ " ....... :- ::, :" ,;. ;.: \" :.. ,,:':';:,' .,;::-- :..::. -: .. ' ::... -:1 S ~ .. ::;\ _', ~ ",7. :: 
on the staff·s estimate of Repairs of Station Equipment expen~e~ 
would be anincrea~~' o'f $54.:8 'miili.-o·~'·;::': ' '-~;2:_:,:Z ",::;';';:2 ._.~"·,:_':c,: 

King"-ch~l~~enge(t 'Mirz~' s":co~p'ut~ ti~~: '~:r: 'tb~~ 'We'~tir;):E:l'~~"t;;i~c-
• • .', """ ': ',' ,. • .: • - ~~ :' ,: • ".- '".-.;: ,,:.: '":-:::. £ ';," .. :' -":-: :,; '< ./ :.:-,..:. ;:: ~ :' ,.;. \' ~~: 

Billings and Engineering expense includ'ed in the ~ ta tion changes 
portion of Acc-~unt 60'S:J: Repa1rsof's-tati~~ -Equi'p:-m~nt~':;'::' :,:..,. :'::::; ,-:--: -,',: 

'. ... ,. , _"' ' ., '..... .". . .. ~ .. :. ~ ~ ,-;: ......... : ": :J ,:' j".' .: ... : •• ' :., ~ .': • ':, .. ", .:... ,;, :-:' 

Station changes include the cos~ of replacing J or _, '. ~ 
'""' ' .. , " • ,," .. " •• .i' ,'... ,-..~"" • • .... ,"' ~ 

!'"elocating on the iamecustomer':s premis"e:s;" itat'foc" appa.r-a:tus in' g'O'OC1 
.... ,'- ." . .. :. ..-.". -~' ., . - ,~~ ;~ " j:, ~ ' .. '.' ~:. -'\ ':'", ,', :. ~~) ':: ~./ ~.I ~~ ~,:..:. .:' (' 

condition and also the cost of replacing station connections where 
•• ~ '. -.. ." ': ~ ~C, :""".: '.~ •• •• ' -. _ .. ' ,: .,: ,. ..... ~: ~ ~. \ \ ~~. ~~.': ,~: -.-. :. ~ C:' ::.' ,~', ;~~. t':' ;,:: 

·se!'"vice discontinuance i~ not involved. It also includes the costs 
. • • _,.. ,... •• ,. '" i .; ,..",:,":' ~. z,~:r: '.~:'.. .:: \:'~':: .vo

:: ,:".-':':', ;".:: ... ' ~ 
a:ssociated with the connection, reconnection or reestablishment of 

, ,. ~ .. :: _. _ ~ •• :~ .~ .. ~,: '~, ~/:: :' ' t ,:~,~, •• , ... : :<, .. ; _ .... ~;: ,":: '" ":. >,,:~ ",,' 
serVice, and disconnection or deactivation of service for a customer 

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

a t a particular loca tiorl. In'italla'tio'n of s'ia tio~ri' "c-o'rineet10ns ,had 
been capi ta:liz'ed until:N--ove~ber"'28 J '198';" t'he' e-r;f~ct"i~~e;:'d.a:;t~:~oi:"" .' " 

., '" ,_ ~ • ,c<. , ••• _ :." • , ',. -~.:: ..... _ ...... ~ .: :":;., '::, '/'It' 4:: : .... ~~,:;-'c· __ ; ;.:;'':- ~; .:'. :; .. :_: ',_ 

D.93728 which ordered expensing." Station changes also include the", 
replacing of minor- items of large pri va te bra"~Q~~ lxc~'ing~:;;',':: ':th"e- ,', --.' 

, -" ", " -',0-,,' '_-., ,I', • ....... -...' •. ' • ,'- -..." ',:', I ·r., ' .. , ." .......... ;"'\, 

replacing of one small 'pri vate ''o:ranch exchange wftha.rio~tller, 
.. , , "_ .~ • , ,'f . • , ". ' .:. " \ • ,'. ~.,\ "'-- .... ,. '>II' ,... (-' r; ,..., ,.., ,A • ,-." 

::loditica tions or 'improvements, "to putili'c" -p-ay 'te'le'ph~~n"'e~, and., t'he"·' ~ ",' 
inst~ilin~of"jaCks.": ,. . ' ~",~ '",' .. ::'~~:':' ,,' .. ~":.- .:,~, ,.-;,~':::',. ::: 

'. '-',~, , , -' ~ .~. ." ~ .. " : ~-"_ ,- ".'v' ~ ... ':\~; J:~'..'\'':~ :,~ ... ' .:'.~I:'~ ... 
Station changes and station ut:?keep tog'ether comprise 

Aeeount 605. 
' .. ' .. , .. ' ,-'.' ""'" "', ~,. • .' ~~ .. .-:, :> ~.:, ~'~ :. ....... ,:": :-. ~~ ~ 

Kin'g .. s'aid'that M1rz'a':s us'e' of:: 198\; di't~~ d{d:'~n'ot cici'c,j~:a'tei::? 
reflect th~ tot~l· efte'ct of'e~pen~i:ig~ta i!on :c:o'd:ri"~6-i1~ri5~~ ;:'::rh.:e'';1~9:81~ 

.' • ,-.' __ " ., f-"" • , , " ,C' ".." '-,'.' ' '-.- , • ".,_ '~" '"" ;.) ~ ... ',", I.... ,u I 

expendi tures reflected 25~ of 'expensIng' statio'n' -c"o'nnectl'o-n'S, 'while"" 
75% remained in capital from January 1 through November 28,. "si-~c~~" :'" 

... '., c ~ _ '" ~...... ...,','... r. -,..., I'" " 1 

the 1981 construction expendi ture~l'rerle-ctotlli' pa:rt-i~ar';account1ng 
, -.... .. ~, ,'- - " ", - ".".. " 0.........· ". - -, , _ ,., .~. r, . ..., ..... " 

tor expensing station connections ~ the'use""of 'the 19'82 "budge't- and ~tne 
, 983 BAU 'oudget~ould "be m6're~app'~OP~~1;~'t;e.' ':By: us'ing 'th'e~ ":1:;9'82"b:udg'~'t: 
and the' 1983 BAU budget, "the· c'o'r;'e:cti'O'ti'tO' t1i~~ ;'i~af~r;:s'''''~:st-:'fmit:e:'':o:'i':''': 

, ,.., ... ... " • ~ .~ ,.' ,r ,," • \ ,'- ..... ,_ •• " .... ' _." I , ~ \ ',_ r ~ ....... ~ .~ r ... , .... ,' 

station' changes would' result' ··:!:n· -addfn'g'$40; 9 mi"lrfotl"to A:cc~ou"nt '505';" 
'T, ..... '. ....... .f .......... ,. '. " ~ , ... , - ~' '~~ ..... , ... ~ "; ,: ::;--.:.. ,.J ;'":":. ' .. , .. G.,.' "':. ~l:' _ ~, ~: C', ~I 

Repairs of Station' 'Eq~~?:m~nt. ' 
~., i ... , ..... • , • I '.'.' '" \ ~ 

'., -- .~ . ., 
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Finally, King contested Mirza '$ est,imate of the ,Central 
. '. ....: .. ~:,,~ ':. ~: ,-. .. ;",:' : ~ , ~". ~~ .~: , .... ~ .... c::: .':; t, ..;., ':;!'": ':'!:'::, r', 

orfice ,E~ui,?men~,J CaE)." u~,ke,ep, ,por.tio",n, o_~ A-cc~o~J?-.t, §9.~"., R~~'p~.ir~~, ~,~ ~ 
Central Orii-ce- Equip'me'llt.' 'Accorclin'g:~to~ Kin'g', ,M1r:i'ae-st"1ma:ied- a ""5%'-

I-:"'~"-~'_"~' ':"- .. '~:".~ .. : '":,;~:-.::':\"~~."':~ ",:,t. ~,.: ::'_:"'::-'" 

i~provement in pro~uctivity base~ on ,the implemen~ation 0(, electronic 
, ',. , ~. ". "...' • '" ~ - • ',4', ..... " , •• ' !....- ' .... '\ ,'-0 ... , ,....., ~ '. ... • It. 

switch.ing syst'ems (ESS') .. " King' -Ctu-o'ted 'Mirza -as·"te'st1fy{c.g 'that st,a~~, 
wi tness- Weissha'd~~cep~tec( the-- \i't'iii ty;':~"~'~t,imit~i' :o~t\"he ~" :" :~:?- -, -..:~ 

'.. ..... • • ~- ~ -~ • ... '.... •. "'" • ,"'" ".., .. '....... ... "'_ ...-, ,~ ... , 0', " '" _ "\ .... 

mod.erniza tion Po-r-tic'n' of plan"t" to'- oe-' add.ed in "-9'8-3 "C'r'r. 'p.. Y611' ~. ""l 
." . -~, ~ . ", " ~. .',.: ': .:. -':.' ~,.:..: .~,. ".'- -~ ..... ,:"":: ~'::' .. ~ ~:,:: :.':. 

ff.) .. Ki::lg said that Mirza's statement was not accur-ate .. King . 
'" ' • ~ :'":.. .. ~ .' ~ y l"., '.' ", .~: " • .....: y' •••• ; ~,.:., ., ,~. .'<;.' .. , '"~ ._.,:-~ ~~ :'": .,:.' -,~ i'" .w, ~ ~: ':' ,: _ • , .~ 

pointed. out that We1s:s' estimate was actually lower t.han PT&T by 27% 
. : ". ..·'~.r -: '.:~ - L > ,'" , '7 , ~, :~ •. ' .... '::.. '-: .. ,.:j:". ,~ ... ,:: 0, .,. ;~, ;.:-: :~, .- ~ .:. .: .. ' ··c' .... :; ': 

SO, to be consistent, Mir-za' s , 5% _±ncrease in producti vi ty shoul.~ be 
,"'. ,... _ I'~ r. :' • r' , .:: _ _ ,''\.' J. : '. .~ ~ :, ~ "'. ._",~ '.. I:i:: : .. ,:", '~ ..... :. ~ ':"~ ,':~ ..... -.' ~~i::~ ..:.. ',."'"""' ,:, :~ 

r-ed,uced oy 27% to approximately 11%, and the ~taff's estimate for'COE 
UPk;e p be:lnc~ea~~~ ''0;'-$6''.:6 ':ni11iY;;;~ ... ~ " .. : ,- :.::- ,"'::' S T,' .~' ;' .. " .>::' ',.::::-; :':.;~ 

, .". ~ "-''' e' ... : ',' .. ~; '.: , ,: ':,., '; c. . .. :- ~~:' '.e ~ :~ :) ~.~ :. ~'):,,". .. ,'. -:: _: '/ "": .• ~.~ 

In rejoinder to King,. Mir-za did, not cotltes_t Ki,ng's . 
'- ... -. -.'" '... ... .... \ ,. • "".. .. .~. ,~..... ,....,~, • .-. ~, I-c • >, -',..,. ..... • 

assertion' 'tha"t" the staff's eS,t{ma'te :of Account'~60'S~~~"'Rep;ii:ii"0{-o ' "'. 
,:; • - •. ' . '. .. ' : " '. • .... ," • -:, .• '.' • .:. ~.. ~. ': ~:. '. • ,': /. _.':'~.:",: :... ..:, .,' :': ... : .... ~_.: .:. :: " .• ::, ::-: I~ l ':,1 :: 

Station Eq,uipment" was understated by $40.9 million.. He did de,t:e.nd, , 
:' ' .. ~"" ... :.' 4 ><. \ ~ "', ~~:-:.,.~ •• ~,:.,~ .~,~ ...... "':::',:,A.>:.~. , .. ·~1"':l~: ... ~'I":~ :"~" ... ,::.., •• ,; ,~.,: ~~,-: •. 

all his other estimates. 

.. . 

, • , .. , ~, . ..••• ...~... ', .. ,""'I "'~.', .. ' ..... /'.1-" "'", ~.t\ ......... ,.' I' ~. ,;<" 

'Mil"za d.enied that he had' ignored' 'l"~-c'ea-t data:"for loadings - a 
- c-: " .- _, '" ':. ',:-: - :: ': '~.- ",: -,:- ,-,; ': -: -::; _. _ .,,'.:~ :,. ~,;,: c' : ,~' -~~:: ,;- ::, __ ' _,~': ~ ,. 

on labor-.. For two of the accounts staff estimates were hlgherthan 
h.,. ':':::'-: .. ' ,.' \"rl:~ ,'- .. :~,,".", ..:-'" .',::'~"':"~_',,~.:, \!C"jC'::.~· '":( ~~~~:~",:::",:~,_~~;, .. >~::: 

1982 actual, and for- a thir-~, vel"Y nearly the same., TO,get them he . 
.. . ~ :',::; '.' ,; ... :, 7.::--.:. .... ~ ::'. ~-~ '.~ ~., 

used an average of 1980, 1981, and 1982 d.a ta or else 1'1 months t 
annualiZed.' -dat~~'Fo~: 'iou'r of"th~ -s'e~en 'a~cco~d~'s-".'o;e~;i;idn~:d' ,by King he 

.. ~~~iC :::;,_'C .. ;::." 
did not use r-ecent data because the utility did not pr-ovide the 

". '. . ~" .... "' .. ':., :~ - ~ ,~' _~..... .. .. ~ ;~'- ~., .... ~~, .... ~ ~" .. , .. t ,,3 ;..':: __ : 

t:actuald.ata requested.. To the time of his r-ejo'inder testimony, ._ .. 
• _. • .'~ ': ,'''','. " ":": ~ ': ,~.:,:. -: .:'... ~~" ... ,~ ,,,:' : :,~ r~ ~ .:, ::;.: ,d. ~ (~ -. ' .. :..~ v ,A.~ ~. ~ ...... -," ,:. '~'\,' ~ .. '-,. :,' ...... 

June 14, 1983, he still had not been proviC1ed, the factual data he 
.'" _ ..... "," "'::' ... ~,.' '-"'" ......... , .. : .. ~,' .... : ...... ~:, ,,~_, ::\I .. ,~c;;',,·.'_,~:,:"·: ~;;~>'~~ .. :",:,:".""::.>\',,,' 

requi,red.' . __ .~" ," ,~,'f". ~' '_"," _. ,c, ., 

~ Regard.ing King',s content'ion that he "had "used: -incc)'ci~1stent 
• ,', ...., . . • .', ,. • " "', , ,'.'j • ~ " ,.... • .. 'J ~ c,, . II ..... , ' ,'j '......., • ..~' ! .,.... ... . ... 

access l1:le aata; ,l'11rza_al:3o.sa.1d h:e 'h'ad""not:"bee'n--abie~io:~~eceive' ": 
.' ' " ••• ". .. 0 ,... " '_, • ~... ,". -: ;',": .~:, _ :'. ':" .. I .. ~ :- ,':"':., .""' .:: x ~~.. ~::. ~ .. :: -= ~~ :: ~ :'~: ,~, h '::.' : 

from ;'heutili ty the exact differenc·e between the, access line,s.. _ '., 
.~, .. "-.,.,.->.,..... '" : .... - ........ :._ . ." ... ~.:.,:: ,·e , .. ' .... ':'. ",',.Io! .. .' .- •• ,' .. :: ... ' .... '_'il:' :.':' .. 

l"epor~ed on PT&l~~ E-2700 l"epor-t and the access linea.used~inthe 
stafr v:olume esti-~te .. -T'b.~ ut'ii.1_t~ '~ndicate,d ~t~at~Jt'·~o~l:d' .. take _,~~. 

• .. ".. • ., " ' .. '.. '... '.,.' ..... ..... ,<, '- ... ¥.' ..... ,.. ' : ..... ! .~, .. .10 '~ ... : '. ,...,.... \",' ~, 

conside~aole amount of time to get that intor-mation and ~il"za was 
, "}~::;: ....... ; :'~ ~' : :; _ .. ,' ,'.' ..,-: ~ ;. \... • ~ ~ _ ~ t~' , • _. 

uaable to verify what was includ.e~ on the E-2700 and the s·t.aff volume 
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.>. - .. \ ... '-.,10 ""t..," 

acce~s'line:'rigurei ~," . Fu,rt)ier ~~. Mj";'ria ;:!feferre'd.' '=£0 \~t~'e; p'o~r't:t~'n: ':o'f~· :::,,:: 
King's re bu t tal 'tes t1m.Oriy ~ ~wl:lere :':I<:ing ~a~!d:: t'ha't ;" (:tn :a:p:p ly:(il'g ;"tne,~ , ';: 
ratio that King had '-derived.; -t'o'~-tb.e ataff'S'~'9e:3'~e:stimat'e,cof::Q;e:eei:5" 

line gain, Kiog had used. -a '1983 'yea~'end-::f1-gure;':: Tb.:!'a: t'e-oded. to":-" 

overstate the 1983' troub-le-report 'e~tim.a te: tjee:a1ise:';:rt'<:aa~um:e-s~ ~ that;: -
the whole 1983 aeeeas line gain ha(LOecu'rr.ed.::,:~ll..2the.:::t'~st'_aa'i':O:t''::J:g:8~3. 

To questionKing'sas.aerted.'''corre'c-t10'n<6f the S:taff's 
esti:nate of ~tation 'upkeep b.our~: !'or"tb.e:uoderatatement :'o.f botb::::~-::"" 

number of trouble ,: report~ -and houra' pei'~trouo:ie: repo'~t,: -M£r-ia po-toted 
ou t that the -applica tioo of'Kirig "s ·'methodolo,g~(W'o'ul'd· ::inerea:~e':- t'Ile:::::': 
utility'~' origioal NOI" (and-applieation)' ':est;:Lmate"-'rjy ,t:27 ;;2-:ta.£1l:10n:::, 
(thus 1nC1icating -a c1ecline" from PT&-T"s"or:tgirial'l:y es:t'1ma:t'e'd; 
prO<iuet1vity)~. _' < ,._ .. ~,:_.~, .. :~:~:'-~~~~,~::~::'~ 

Mirza answered the ~cootenti'60that=he ''hadri~t:.rO:llowed up 
on the volunteeredioformatio~', coo~~rc.:irig:A~6~~t<5,O,5 ;:, ,R~:pairs of 

., • < ~ ,~ , • • ~LC • ~, .... '00- , • 

St.ation E:quipment, tor the' rea30tithat'he'~had.'"other"':crata·~'r;equests 
outstand.ing which 'he, ct1dnot want-:'to be d'elayed.,.,:::;:::· ,'~ 

'. To King"s ,final eooteotion,:'that M:rM:at:!l'-'est1mated~'15%:'"' 

i:nprovement'in productivity attributable to ',ESS implementation::should. 
be r-ed.ueed. to' 1 a ~ Mirza said' that'theutil:ity-~rieorrectly."'a'S~llme:d.::< 
that he-' based. the 15% produc tivi ty improvemen t:'on;':a d.irect ::.~. ':: ;',~, .~ :;,
relationship ~o number of access lines served. by ESS in 1983: ~,::, :- .. 

Actually" his 1 5% producti v:Lt:r improvemerit~-W'hj2eh ::he' eons!:dered. to be 
a cooservative estimate-,"'was based"upon engineering jud:gment'~plus .~:,: 
consid.ering three': faetors, ,a" 20% inerease in,·the·number "'of;";aeeess~:'~, 
li:J.es served by ESS'in 1983; the~est1mated~12%<:[ncrease::in::-'the':-oumber 

0-:-:' ESS central offiees in- 1983', ." and:' the i-O%'anniial historical 
decr'ease io the, total ,hours' per access" line:: ror th.e'~year-:isq975':to: - ': 
1980. .. ,,-'-', ',,' '" -:', .. ,~,,: ::..'::~ - ;-, . .-:c.,'_:'; . ..:::::, ';-: .... ;.: 

'. Also~ according- to Mirza, the eompany~'misund.erstood. his·:.u.se 
of the- 1982 eon~tructioo·bUd.get.-:He·'elosed:;h.ts:re;jo:tnder remarks': by 
::laying, tlla't: 1n~ red.uCiog- o.1s' prod.uet1 vi ty:: improvemen't,,·estima te": toCl1,1,%, 
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the utility .. was oc.ly -c.oD.$1d.ering, the.;.modernizat1on",ef..t:'ec.t,·,on -centr,al 
_ .. . ~"o" ,.' _ . '" ... _ ~, ... . ... ~ _,' ~"' "' ...... " _.' -II .,-".. ' _ ".,' ...... " I •. , -. ~ -' _ c 

office ~,u:pkeep:and ·ignoring . the, ett:ect ,~on",cerl:t.r:3.:1.::o;t:tie.e,:c~anges. :::::.:. :', 
Wi tb.~ESS mOd.ero.iza..tion,,: ·the· utili tY,~w~uld :no.t.~.r,equi.t:':e ~~ ~he: ho,urs;:~.: ..... 

lleeded in ~ t:he past- to. r.eplace .,.COE" Il:0~::would ::i.t; ~:t"'e.~ui~e;.:. t:he .~ ::. ~;:.: :.';;" ", 
ellgineet"'ing efro~ts. ,assoc.ia ted., " wi th :pas. t .. rep~laee.met:t~.. '.~,'::' .: .. :: .. ,": ~ \':: 

Discussion of.Maintenance Expenses,: :. " .:: _ .. >::': .. :',;:' .. :::;"" ",-: 

In its brief, P,!&! . dwells, upon ,Mirza's. .. ,use.or ".eng10.eet"'ing . .. ,.' . ". . '.' .,' -..- . .. . .. ' ,,~ 

judgment." (P'!'&t's. quet.e3) .. in .. evaluating ,treo.ds .. io.,producti vi ty "and.. . . " '. . '. . ~ ... " ... ...... ' .. ' .. , .. 

states tb.at. .io. v.irtually every. case the ~staf'r.'.s-1983 estima te~ ... are.·~ 
• ... .... • ~ .: • .' .... ._' .,' •• ' ..- n '~"j . ... ~ _. • ,' .... , ~ , 

completely.,·,or!' the histor-ical t.r-eo.d.:!.-.s.hown, in ~the -staff' s ~R/O . r-eport 
~ - ... . . . -. ,~p" _. '-. • .. ..... . .... "p '- -. .... ..• P .... '" ., .. ,. ". .... .... _ 

(Exhi't>i~ :28-,1)1>. ,8:-4.~ thr.-u. 8-4.6~~~, ~~~&t ,.dec:lar-e~,: at",:p~ge.:30: '._. ~.~ ~'::. 
"Thus. tlle Q:uestionrof wb:at";'is-a··p~eper:"estimate .,of~,~. . • ~ - . 
maintenance e'xpense for- P'acific in 1983 becomes -.- ,~ ... ~,.~ 
largely d.epend.ent upon whether- the Commissien ,'~~ • ..: \. ~.'.~ : :~:. 
accep.t:!. . t.he , .star!:' s - ~ engineering ::judgmeo.t' as"to 
the pr-oper 'productivity level' that. should. be 
pr-ojected for-': 1983, - r-ather . tha:l'l~ the ::'es tima:te~ ~ ~ ~ ~:'.; ''-~' :': 
pr-eseo.ted.. and. . supported· by..~P,ac1fic."~, '; .::: ' .. :~:' _ ,: ~- ,'; ... ,.:: .,:.-~ 

The Commi~sien agree~ wi ththa t:asser:tion ... ~ :rhe~:difter:ence~ e 
betweeo. the P'I''&T,ao.d.· statf estimates "a~e·· the pr-oduc~ _~or jlldgment of 
the expe~t wit.nesse~ making theestimates-:. It: is..:incu[!lben~.>\~pon~ ~,lle 
Comt:liss~oo. to.. ev.aluate, thequality:o! the estimates, "and" wh.ere-:"the.:: 

estimate:!. d.epend. oo., .. "engio.eer-1ng judgment~,the quali~y 9f:,s~ch: :' _ .~.:: 

judg:llent"::,. _ .... ~ .,. :::::. ':: ':'.'::;:~.- C.- ,::';::-:,~:'::_~." .. ": 

. Mir-za 's .study. of· Maintenao.ce·,~Expense ,,::..ChaPter-:,8~.of,,:Exhib1:t 
28, of the. staff R/O·,r:epert.,. compr-ises: 127 ... numbered,paragraphs:::on: 38 
~ages,.: plus· 7 .. ·chart:!. ao.d··2 tables., He::was. cross~examined.~.on~ his .:":< 

d.irectshewing for. approximately. a:.day~and:a·hal!':~,:::::: ';'. ';:;';',"':'.: .... " ...... : 
The· 127 paragraph~ of .. Chapter--:8·are o.ot·mere,bo11er: plate-. .- _p.". , . ..... ~..... - " . --" .. ' I.." 

stoatf p05it.ion and its d.iffer-ences. !"rom the utility_ P!&T, in _ 1,t~~ 
br-ief, co~r-ectly_ states tnat the :!..taf!". estima:c.es:-;ar.-e completely off 

the tr-ends shown- C)tl the seven: charts. ~io.; vir-;tl.lally- ~yery ~a~e .'":. ~ Ye.:c. 
Chapter 8 identifies· .these,: differ-ences·, and..,:. pr?Y"ides.~.'an:,::expiao.a~i~'~.~",: 
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based onsuch:information"as '·the': ut:U!'ty, made ::av8.ll'ab-l'ec, t'O: ~the~::~ ':;'?.::: ~','".; 
staff. -., . ~ r .~ = '~>'.' , _.'C",t',".: '<~ .. ;· .. ',:· ... :::;,.::;~O~c ~~);"~..-:·.~·i'":':'~:: ·~.~c; __ :,~, 

For example... regarding,:nloadin'gs "'Mirza: :reported::: ,~-,f ;; : :' :.:':' :;': ": r:; 

"102. ~The staff reque'sted, the' ~utiltty -to :j:uS:tl:fy ..::~ .":' ,'.: ::'.
wi~ factual data '. the 557 .. increase.in" 1982, ",' '.' .' 
loadin~ on la.bor expense '(35% -:(ncreas'ein ." \ 
19S1)tromthe ~1980 leveL 'The ,utili,ty d:td :-:;i,','::,'. 

not justify the total increase' withe, .the.. ~ ~,' '.... 
exception of one aCco\U'l.ti'lig c,lass'l:fi'cati-on"'" 
cha.nge:On'April l~ ':1:9'82 .. ,the :ut'i-lity ,;".' ',\ 
reclassified tools and "Nork equ.iptnent _ 
costing $200 or less from Captial to~ d, 

Exp.ens.e. !'he 'previous ::timi twaS:' $5-0:.-' The: :: ': 
utility proV'ided -eh.e impact: for~this .' " _. 
reclassification~ . , ." -'., - . , - . 

"103. Because 1:he utili1:Y: '0.1<1' not cOmPl~telY":>~' ':'::, .. ~::. 
justify the ,large·19S:1 and: 19SZ: loa:d'ingson:: 
labor expense increases. the staff .. use.d:the· 
1980 ratio of loadings to lao-orexp'ense- t'6'·· 
direct, labor expenses-with an· adjustment . 
for the accou:o.ting reelassificat.ion: ... !he .. 
staff believes that' tremendous' inc~ease in' 
loadings on labor expense in !9SX-and 198Z: 
may have alsobeenimpac.ted from '!:he_ MA.'ICH. 
progr·am. The 1983 loadings· ou labor' 
expense was then derived 'by, mult:i:p-1Ying: the . -.. -. 
1983, direct labor expense " ti:c.es .the, '. ,... ':. 
adjus:ted 1980 loadings on lab'orrat.io' .'''--'' . 

• .' ",. .. ,I. -YI " '"', :::- •• : " ~ I ~ '.'1 ''.:',~, _~ " ~ r' . , ,-, ", ;:: " 
We believe that staff h.:l.s made 3Il: exceilent showing and " 

has prOV'i,ded s trongj us tifica1:io~ for' i espro~Je~f~d "~:Cnt~rian~e':'::~ ',.' 
expense levels in 'ne~rly 'ail·cases.' The'~~i~ff":-~~en~:e-i~;ieii iri ... ~ 

- ': .'" .... . ,.~~, ,d r~', ,-: : ,-" ...... ":,. •• ., - ~.~ .~, .'.~ ,r~ ~ ~"t7'·.'· - "..:)(>..:~:./r;:.' M: -~ .:. -;::~, 

in general clearly:t:\ore reasonable than those offered by Pacific.. . 
. We will 'adopt the ~taff ~osit~6n ·"{ri:~ail··.ir~:is·:o~;;:~'~·' J[;-: :. 

. ". . ... -" .. "" . .' • ..- .,.., .-, .. . .-..... ;., .. : ......... '.: .:~ ',-~:. ':j ;" -. '~J 'r~ ~r"" . :,j -~: :", :.: : 

maintenance expense wi1:h three exceptl.ons. Fl.rst. we will correC1: 
" ,... - - ~ .. '.' . ' .~ ;,' .. ~,. ',I:' -,no ::.: .. :::~"', ''',~: :.' _,:, • ~ :;:-; ~ c ~ I );". ~_ .. ~.,:' 

for the $40.9 million 'lmdersta'l:emen't of Account 4/:605 which 'both" 
'. "". '", I ". • .' • ::. _ • ':'" , ~~ •• ," ,_,~", {, ", ': •• '; ..... __ ; , : 1'.-' .... ::: - ~', , : ~ r,,~. ", ,'-' I I ~ ... '/ .... : 

staff and the company agreed was in error. Second. we will 'ado,?t' - . 
a :lo~e ':loderate productivity ass~'ti;nf6r the 'diiidf I.ib6f::': ;._:-.:' ;. ~ 
component of Cen1:ral Office Equipment Upkeep (Account #604). While 
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: ~ \ ', . .: .......... _ - .:. V • ~ -, 

we agree with, staff: _that the:, greater; pr:evalen'¢e·:o'f:-:ES~.iof:f;i.ees,(should: 
allow increased productivity levels. we believe that the 15% d'", ..... , .... ~, .. ~ .... ' ". 

p:,oductivity. assump:tion: . for' lSa3: i~s,' too-: .s:e:v:ere~, giv:~-:::recenr. experience, 
and we wi1lins~tea?- ·adop.t.a:10~. :asS1.lmption~,~ e(J,:w:yalen:c to. (the 
1975-80 trend.. S:i.mi,lar1Y; we 'be_l~~~e'~,t:hat.~'t.~e: ·,sj:.aff:'·productivity 
assumption of: lS.5;' :in . the'direct"±ab.o~- co~nent:~:~:(~Station Upkeep 

Repairs (Acc~:ant }fr6'05).' :i:s' too ~s:ev:~~e 'g:i:v.eu '·.rt;:~en.t::, ~ijerience ,in this 
a:'ea, and we 'Will adop.t .ll,.5.%:ins·tead:.,. :.:nle~~la:tter;~ii8ure is 
half-way be e:ve en the staff ass'Ump-tioi--6f :i:8:~5'7 .. ~arid ~1:ie utility 
assumption of·~4.5:%., '. The eff~c~'~of: ,.~hes'e .. ~~'~adcl{:~i~~al adjustments 
i::. the staff maintenance'expense foi'ecast '·fS2 '·tt>.:'inc:rease the 

.,'.::, ':'" ,.:-~, ,':. , .. Y:: 
t:laiiltenance expense le:yel by .$29.255. million. ,_" n • , 

The ma:i.~ cenance, ,eXpens'e: ,levef'fo;, ',the:. :1Ee.st·'·Year '" 1'9 83 
which the Cotcmission finds reasonabl'e' -is $1-.. 9:49', 8'~S::;.O:OO on a total 
California op'erati'ons :b:asis .<This:-n,m;:be.r: 'is::'ietiv~d:=from the 
staff estimate' of $'1 ;87~ ."770', OOO-corrected' '~for 'ilie. ~th.ree aforementioned 
changes. It:'is a'proi>er: -est:i~~~":<of ~~Xp~d~t:u~es~:gi:v:en Pacific' 5 

se:'Vice requirements and aSS1Jllii~ire-a:sonio"lY' ~f±<c;i_eft:e maintenance 
operations on· the :pan of. pacilic';,· '~<.: -.;--:': .. :<'.'~'~:~':",;;,~~' 

Pacific muS1: strive' toachfeve ihe" assumed maintenance 
. ., . .:. "_:: . :. .. : ~./.. .~; ." '...,. <: ':..l. _, ~~:.: . ~ ri •• ~ , j ,) 

efficiency levels if it is to earn its. authorized r'ate of return. 
We note witb.alarm:' the"s~aff' s'e~de~ce ; . p'reiei'iteci'ifl,"iXl:&,;l 28. of 
the recent d~cline i~ mai~tenanc~ ·e·ff:i6i'eri'cy ~·:p·art:i.c~ri~lY 'ili\'ih~: 
1980-82 pe~i~d. '~l'iCi i' ~ our ad6p'ted m.nnteriari'ge ;-;e'xP:en~'e"le'V:els~;: ' 
is thea"s'~:umption thatP aci'f:t<c-~ilreverse .-,th:ti ':rec'erit:'rie:g~'tive: ..... 

. .. _ ',' , "'.': -' -:., '} :" 'u ~~. ':" ,~,:'.:: :. :::(,.::;-. ~. ".:\.;~ 40.1 .... 

t=end. To be successful in the increasingly c,ompetitive telecommunications-
,. ;.~' .... _ ,.~"" .:." ,_ . -'~ ... , ,~' , ... ':..'< ' .... ::.: ~-:: . .'.,"0' :l'-:"':"\:.,··~'" ~ .. \~ .,-:,' -:''"': ~~.,L_ 

marketRlace, and to. continue. to provide service "to 'its CalJ.fornia' -- .. 
... ~ :, '''c/ '",. "".,",':'~", r""' -~.';. 'r",' •• '~_' ~<;'.-::.:;,I""'~' .. ",",r;_·'~- ... ,,·:·'''' ," ~~,"'.{: 1'1-- -:(",'; 

ratep,ayers at reasonal?~e .cos~. Pacific must improve' J. ts pe,rformance ' " 
• /, . ,.'~<" 'c • ~ ~<~~""", ., ........... "~ '''::':'J,' ".,,";:.\ .:~~I~,:) ·:f."~~~ , .. ),,:'";', :' ' .. ,-" . 

in this central E.~~~of, it.s ~~p~:t:'a;~.o.~s . " . " .. 
,. " - ,...... _ ,. ' •• " '., ,.... 'u _ .• , .... ' .• '.". ' ..• "_'. "."~,' •• ." r ~~:: :.'::' ~C~ ::,,~ ~:,: .:.~::: :.~~-~.a.--:· ,,-:-~.'),"~ 

, . 
-. ," -.. ~, .... 
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.... ·e •. ' .. ' .. -, -- • ~ .. "', - f'" 
.. l. .:. i. ~ • ..:.,,-. 

,..... .. 
..... - .: c .&- ~.' 

The :.5ta:ff' $ ':depree!3.t1on :~:; e:st1rDate: :"'6f':':: .;:::: 

$1,2.17,998,000 W3.3 $9,015,000 Or" 0.74%" less than PT&'r's. The 
&1gb.t1y lower statX"figure 1.s mostly_.attributable to applying agreed. 
upondepr-eciation .facto~ in the 5taff'S r-esults of opel!"ations. 
Because of the hi3tor-y or the buildup of ~this i tem~ :th~; ~t3.ir';. rinai \. 

..... -, 

Reeast 3 estimate started after allOwing tOl'" CI-II atld 
"r-eproescription" • The development :':of the' two showitlgS: ~':sl:iOWn ~ on' :-

, '. 
- ~~: •• A', 

-,-.~ 

the .follOWing table.:. _l~ >~.;" ::,.;-,"':::: -..:;::.: \" 
~,:.:,..,.j:~ ~ ~ ~<: .... \ C'''', 
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Table 6 

PACIFIC TELEPHONE & TELEGRAPH COMPANY 
RESULTS OF TOTAL CALIFORNIA OPERATIONS c _ 

A.83-0 1-22 ESTIMATED YEAR 1983:~:::~:~.-~~:-:.~~:";:~·:::: . ...:.::· 
DEPRECIATION ,EXPENSE :,THR.O·OGHcRECAS'r.;.4~;.~,~· 

($000). -, :, .. -.:..., >'=~;':":'. :~~~ .--'~'~' ~·~;:p':·;:;:._'·S,~: 

, ...... ,h.~·PT&'I'" ,-~ .. :C:- ·:, ..... :S.tat"r:;-.~>~~ ",·y.,;~.PT&l' :,:Exc:eeds 
-- . Staff 

Item 

' .. '\ ...... ~"': .. '~~.,.~~~. :':~L:' ::~ ·:~~l,').:S'~".,,::, ~O:,,:'~~:.'::~. -'-In'''' ...... ~" .. 
CI-II Depre,eiation .. ExrJ.ens.e._. $.,. ~97.1, ,,255 ..... .-.-: _ 

...,~ , .' .... ,- ,., 
• • • > "" ~ .. • ". ~ ',. 

_ , , ...... ,_ ,.' " ", 'H,"'''' .. , ........ ,,,- ""\""" __ ""_'" _ , ...... 1'"::- ~;C:".:~.~."": J~"'~:\ ..-;: ...)~;...r;.,: ..... ,<-: 
SL-RL Adjustment '.~ ."- _ -" " .... 29 .. ,9.42 ...... "_" .... _ ..... ' _ ... ;~._. ': ~"""~''\'.:-

,....... " _..... .- .... ', ' ........... _ •. _, ", .. ' .. ' ....... 1 ..... ·v .~ .. ,~ .. '-' ........ 1 _ .. ___ ',,-,, .. , 

T:-iennial Re~,res,cr:iptioll, .•. ,. _. '. 24.1 ,.9.57.~(.,,~;_. "." _of"" .;~.~ '~~"'''''''\",.~.'._:' - ~.""""'i ...... ' u" '~.'.""'''''' "_.'. '.,"'x, y •• ,' .... + ........... ",.,_., .. _ •••• ' ...... 0/, ••• .,., .... ~~_, ••• ,.J.",_ ,..'.,., • 

CI-II W/St-RL and Triennial 
Represcription 

Other Adjustmellts 
Ratemaking 'Vertical' 

SL-RL Adjustment 
Western Electric 
IDC Rate 
IDC Short Term 
ESC Phase-Ill 

Price 

Subtotal Ratemaking Adj. 
CPE Sale$ . 
Ra te of Return 

Total Adjustments 
Depreciation Expense

Recast #3 
Reconciliation: 

'Vertical' SL-RL Adj. 
Western Electric Price 

1,249,154 

(9,.839) 
(324) 

5,233. 
(2,412') 
(7,342) 

(14,700) 
(99) 

(22,141) 

1,227,013 

Depreciation Expense (Staff format) 
NOTE -

1,390 
(12,473) 

(324) 
5,233 

(2,412') 
(8,58.6) 

(14,416) 

(23,002) 

1,217,998' 

(1,390) 
12 ,473 

$1,229,081 

(1,390) 
2,634 

o 
o 
o 

1,244 
(2$4) 

(99:) 
86·1 

9,015 

Staff estimate reflected SL-RL adj. for Maintenance, Traffic, 
Commercial and Balance Other' in' Depreciation Expense·. Staff 
report showed Western Electric Pr-ice' adj. as. a separat'e line. on 
the' Results of Oper-ations: 

Represcription' 
Pursuant to Section 220(b) of the Communications Act of 

1934, as amended, th.e Federal Communications Commission (FCC) 
prescribes depreciation rates for th.e "carriers" subject to its 
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For :ma'n'y year=s 'the': FCC p-re:":c:ribe'd.: ~d.·ep:r:ec~:rat:icn~ .:"ra.:t'ei LU=s::rn'g: !~, 

the '''Stra1ght~Line'TO:ta:t t.i'fe'ff' (SLTL) 'tIle'tbOd. .:'A ~Th1'S: ~'1s ':ihe .:-: ~:::: ,,',:' ',~ ',' ~ 

conventional method. by which depreciation ra~e:s' .a:~ "comm<>n!:y: -. : :,":~~, 
calculated.~-"· ,._. ~ ~ ,;'":, "., .' ,~,:,.:,:<,.~~,,;"':::"'~: 

, In'D.50258;,datea: July: 6,.',·'1:954 ::rn \:A:.'33:9:3~~(·53-::~Ca:l.": :PUC 27$;: 

330) this Commis.~ioC: ord.ered ,P't&T' ::~to: maic.:tain~ ~memorand:um,..;'d:ep,reclat1on
record.$- accord:ing' to. -the Straigllt'-l.ine' Remain:i:ng, :L:tt'e: -:(SI:;.RC)"': '.,,;: . ';' ," 

deprecia t1 on method and ,. :s:1nce ·195-4'. theCommis.$1on :h'as. 'us:ed.~tha t: . ,~; ,- ~ . 
method. tor "Ca11!'ornia 'juri's<fict.:1onal":.ra'te:'=s-et:t:tn'g purp:o,s;es:;~,::,'; :.>.",:>.: 

Some 26 years later, in 1980, the FCC;,":'by<1ts "Re'p:Ort~"and:;:'~ 

Order" in Docket'20r88'; p-ermi't.ted:,·:the 'use o,r--SI.;.Rt. all¢,.PT&-r.:adop-ted. 
that method. .. tor·'its book",_ ,'B:eeaus.e'et't.h.e:' d1'f£et"'i:'ng':Federa:C:an-c1.,: :',,: ' .' . 
state dep'reciation 1Uethodo·logies ever-'tne-'26-year pe'r1'od', ~tb:ere:c:W'.as"a' 
difference between the book and memerandum reserve's:.)';, >" '~< ': ,. ',' ': '. :'" <; 

e Remaining life C1ep recia t~o.n:; _,'o-y:~J.aki,ng, .:i.tl:t~~~a,e~e,o,~n.~~t:h..e:.: ~:_:~~ 
deprecia tlon already ,accumula'ted. :and." the. "lif.e 'rema:i.u1ng' 'to, ::the 

property, " insures. that ,the total depreciac,le' ;,eo,st:":e'f the .. ~pro'pertY"~ ~' " 
will be record.ed. -over the lite' 'o,f c~the pro-p:erty:.::,; , .. ::. ',." ~ ... .' .. :.. .'". ~', . 

Because of, the 'difference"i'n' d-eprec'1atten :-reserves::: 
accumulated ever the 26-year period that the ~'FeC1:e-r.a:l'and; Ca:t1',to:r-ni"'a,::,o: 

deprecla tion lllethodolog1es.-were different,· th'e" book" an<:t:: ,memorandum, 
record deprecia'tion rates .will,be'different,even::.thou,gn tn'e) same,",.'': 
r-emaining lives ,and.;, ~l vage values.., are:· us.ed: ~" :,:," ':.' 

The FCC .rep.rescr-1bes depreciat1<>n,:r-ate~vat·'three~year-
intervals. Prior 'te'rep'rescr-1p,tion,. , it "is .. custema'ry. tOr"l ;Pt&T to 
submit preposedchanges to. the FCC and. "Cal:tforn':ta~';Conmi:ts~16:n statfs. 

After a d.etailed.:~-rev:±ew- of'" the telephone comp~~y ':s -i'ri:t:iiil proposal 
the statts $uggest'any'~haoge$ that they consider appropriate and. 

, ..... .."' ,~.......... '~. ", ':: ~ _. +y .' ~ ~~.~ ..... , ~ '..... • ... ,. .... A-4 ,- - ..... ,_, ..... c 
then meet jointly~with the company'to di:lc\lSS 'the'~deprec!a:tion 

..... "'. . .... -:_ ..... -.. ~ .. ;"~ .:',':' ". ,_ ~:: .. .'~.'.:,~..j~,:,-:'.~ ·::,t,~· '_~~::~',:::~=-::_." -' _I ... 

~ 3 On December 31, 1981 :he book_re~e~ve, accumulated using SLIt, 
was $3,048,763,942. The corresponding SLRL memerandum record reser-ve 
was $2,836,860,034 • 
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proposals :·and.,.. if P:Ossib:le: .t.~. "ag~.e; o:c~,.alJ;~,.:"d:.e.J)~i:a;t:i:o:n: t:a~t.o~s:~~~::.,: :'::. 
Upon agreement, the California Commi~sion staff would. .~e:c:~en.d. .. ;: _ '":.:::: 
awr:oval; ot>.th~ _ d~p~ec:1a t.ion.:t:ac;t9:r" . .s: t.o:-;:the: ;;Comm1.s~1~n:~"ely:;;a aratt 
resolu tion. It agre.ement :c.anne:t :b,e:- .. :r:~ael:led,o ~T:&!; :ma~ .:t~b.en:cr.equ~st ,.~ :." 

approval by: .an·al>pl.1~atiO'n,.~-: .. < .. : ::' : ,,:; .. '.~ .';::-'_. ~;~. \:. ::-0::: :.~ ;.':"~-:'.:;':- :~,.;~:". 

Represcription for PT&T, accord.ing to the three-y.ea~ ;·cy-c,J;.e,; 

came up·otl .. l982: -.-and.~ :'on;May :-:1:0,.. ~J:9'82;: p.:t&! r.:equeste-c1' :,cban:ges' which 
~ould. .nave- 1nerea·sed.::aecrual:s' _by: $4'21:',;;9'43,:00-0 ':O'r: 5'3.,..:&.%-';;:'.::,:,A::Cte.r: .--:;:' '::: ~ 
review!! and.·c.ounte~ .prop0':5a-l·!!.,;· the. .F.CC.::ana· :'CPUC::s tarrs· .~met<",w1tb.:.·P'!&T',,: 
in San Francisc<>on -J'uly: 1:2',<1 3.,~ .:·anc1: ::"4 ,. :::1-9:8:2" ::a-nd.::a~eed. ,~ol.'l::"',~ ~ ... :.::, :.<: . 
c.eprecia tion" chan·ges .that . would.- :increase :.tot·a:l,:comp.any: ;ac,eruals :,cY:: .'::: 

$221 ,47'1,;000', Or"' _28:.:6%~::,.. .' . :: _ . ~ ' .. ,: . .:. -:":;.~~: :":, :.,::0;: 

The 'lar-ge l.ne~ase ,was ·.n-ece-s,s;i:ta~t:ed.: by:', ;"tecllnologj:cal ." ''::' ':'~ '2 

obsole$eenee of, ':sw:i:tch1ng. ~equ1'Pmen t.~"i·ntr'od.uc:t!:o·1l of ~ri:l)er :;op,t1·e~ :'1n:-. .. 
transmi",s ion . plaIl:t,~' and.·· 'o.y-red:uced."l:1 ves: :.fo,r, :,termina.l, _eq;u·.ip.men.t) :.~'. '. :.' :: 
because ot deregu·lation •. " ." ::" ,.~;;:,,, .. ,., «.: .:: ~" ... ~:y~, '.':':':-"":'J:;':.~. 

.. . 

De~l"ee:tation" Appli'eatiotl 'A~'82- i 1-·0'1" .: , .. ~ ':.'::. ': -:~ ~:;' ... ' .~ .. ~,~ ,.';~ e 
. 'Beeause ~of.:f':t.h:e 'magn1·tude- .~r ~ the- .cllange-, ,.:the ... :~·t.at'.r·.~ .. ~ .. ' ... ,' ,., ,- ,,'"", 

l"ecommend:ecl ··that P:t&t ~ques.t.~ap'pr-o.val. by.. : means .:'O'f.;:ae: .,app:l1ca t:1:oc.:.:':::·' ;:. 
rather thana resolution·. ,ET&:T th-e-reupoe:file:d: A..B-2-'" -0 7.<.whic,h , _ .... ~ 

because or, thep-end·ancy .o·r ·,t.he general "r-ate :,'ca,se, ':was<sub·sequently 
cone ""'l"d.atec1. wol·th8,3-0,1-22 .. ~ .-." ." ". - " . "'_,::" - , . ~ ..... ' .... -, ..... """"-.' .' YV ,-,- • . .,... '.' '. ....... '" ' .' _.. .. ..... ) •. " _ • ',_ _, _.. . ....... , .......... . 

By A.S2-11~07 -!P'l'&'I'.'asked,that~ California,,·intras:tate .xevenues·: be~.··~" :; 

increased, on",a 198:1 :test~year base,: by:$165,.800~OOO', notj:ncl1Jding;the-'effect:s:":~ .

of set~e .. nents. This proposed i~tl:astate- increase was~mao~ up:-:O£three: parts-....: .. '-~ 

. ~98·2rept'eseript:1::on ... .. " .>::$ "5-&,.72S.,.000:".:.,·~:, 



. - A.82-11-07 et ale -S:'.. J, 

... '" ... , 
. \.1-ALJ/md/vdl * 

to one decimal place in the continuation of the ~l:a":i':gen:e:~ar::r:a:t:e:'.?~ 
increase A.-S9S49 ~ , 'The d'epl:"~1at10n "'1:lsueS: i-n'A'.~~:84-9-:-';: ::~ :i.rill be 

exp-la1ned ''oelo-w, ;were ,not- I:"es-olve"d. ·1n-:,D .-9'3,3&7, -~bu:t:::d.&fer:l:"ed>::t:o: a:~~ ~ ;', 
~~ ,.. ~ 

later decision in ·that -app-licat10n. '~'--" '. :/; --: -,: ,.:.: ,:- '- - ,.-: ~ - ~ :"-;,, 

P'!&'! ha~ i'ndicat"ed' 'tha t~ "i:t :will:not: :be gin: ch'argin:g .. -, ,: ,:::: 
inc:-eased !'ntra~ta'te de-pl:"eciation' a'ssoc:ia t:ed~ -wi"t-h ,:t:h'e :ri.e-w: ><, ,:" ". 
d.epreciationfact·O:r~, -either onth:e::bo-ok~'~'O:I:" '''1n: '::th'e-',Cali>fol:"n:ia'- ~,' ~~, <" 

:::emoran<1um records.,unt:1"1·the 'new- crep:l:"ec:ta:t::ton'f.a-c-tOr-$ :a'l:"e a'p~p:ro:vea; ~~, 

by the Commiss1on:~': It -nas'ch'argect; th'e 1l1gh'er '.d:epre,c!:a:t-10n on.:,: ~<: ,,'" 

interstate plant, however. . :':::.:: :::'- ',':: ':or::, 

Following '-the' ,consol!dati'on:' or:~A-. 8:2':':1 '-";::0:7- \r1-ih~ ·A~. 83-01-22, 
PT&T d1str1but-ed.' prepared'-:'testimony by :J:~ph :p:~: 'ram:!:', ';d:i~tr:tet ·~s.ta:.f:f 

manager ~ capt tal 'recoV'e:ry,' f1na:nc:ta'lmanagem-e:nt:. ,:rn: ';th:1S: '::tes't'1mony: 
Tami u-p<!.ated the total Cal:tfornia:d.epl:"e'c1a-tron~ ~a'ccrua'l ~in¢l:"ea:s-e::by":: 
appl:"oxima tely $3 million; fl:"om $23'9, '9J,I-'~ 000: to: $24:1 ,951 ,Q:O,O,.:_:'~:Sinc~·'· 
incl:"eased depl:"ec1a t10n has an~ ·,offset t-ing ,.effect :on' :ineome<taxes, the e revenue I:"equirement' ertect o-~ the up<la:tin'g-:'wou~ld: :"oe' 'so'me:wnat:--!es-s ,:. ~ 
then $3 million' accrual incr-ease.', ': .. " , r- -. " S'- (,:,.,~ .:-_' 

Tam1, who I:"epl:"esented PT&'l' io the tM:'enniaJ:: l:"epl:"escl:"1:'I)tion: 
meetings, was responsible for P'l' &r~s-: .. dep):~e,c::tat:r~,n:':p;~o:P:O"S;3.'l,..2t:o: .:.~-:r:.&1'>_~ 

The' RevenueRe~u1rement~ -'Div:tsio,n-:'Wa'$',rep-resen~-d .at the 
triennial represerip.t:!;oC: anct '--at. ;'the ~hea:ri'"!lgs ':Oy: ~M1chae:J: cF ;;. '" Yee:;: ,:P .::E:: , 

an Associate- Uti11ties.~Eng1neer.' "- ~,".-:-

. Yee p-I:"e sen tect', a'comp.re-he,ll'si ve;l:"e P,O,l:"t (.Exh,iboi t --;'7.;s,A:') >w:hi:cb: ~ : 

gave a c-omplete'h1story-'0f::the'controve-rsie's !nc:l:Q:eO't,t:o-'~I:"~'3.cb:tng' the 
I:"eprescl:"iption agreement and he recommended acceptancei'"o,t::t.h'e·.:.,agr~e,e:.d~ 

depl:"eciation factol:"s- 'o-y the ,-Comm:tssfon~' ,Ai. ment-1o-ned: ear:l'1el:", 
becau:se of estimating difterenees on other-'~al:"eas -tb:an "dep,r-'eciatiotL- ,', 
!'actors, the PT &1' :'memorandum -r"e-eol:"d.: ---;d.e-p,r"e-ciattoo: ~~exP>e'nSees timate ::-is 
$9, Q 15,000 highe:- than the stafr ~ -- . Beca1;rse ';o,f ~ the ..:tru,ly~:eno-rmoU'sc,si:.e 

of d.epreciation--expense; :tb.is ,is'only"a"Q';7%- ct:t',tfe-renee -:tn 
d.epl:"ecia tionexpense:: levels.;. "" -::-. C '",' , .\,.... ...... .... 

.. ""', . d ... ~ ..... ~ ... , 

-' ( . '.... .... ~ 
- ~ -" " 
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.' ~ _·~.9 3367· ;o;t'slere<l.: tur.,ther- ~h-e~ring3~ ,:on:· de~rec,1:a.t:1':o:n ;'1s.s,ues.. ':'::~: 
which a·t'Osein· A.5 984get :aJ:. :an~_, ~o-n· Augus t, ;-3-, ,',i~9 83 " ';..t;h;e~:Comm1.s:~r1¢:ll, 
1ssued. D.33-08-03i in these procee.d.:1·ngs.:.,~_~~.:~3~03::03'1: mad.:e .. a·.< ":. :;:',. 
$' 9 million :rate ~sead'ju.stmeo.t :tor::"s,tt'and.e<1:.:1nves·tmen:t:": and 
allowed. $45,..000,000 'in . 1 n¢'r"'eased." :r-ates:to :all:o,w :r:<>~,,:hiin-e:~ ;'.;.' ':<,;'" 

depr-ecia,t1c-n, prior; to. re(l~ting, tne ~ep.t'esc::ipt1.o;n· -:~ate:s: _in _thi~s: ::: 
deeis1or.. D.83-0,8-,03\1. e:xp-~ssed., "the .. i'e. ten't10:~ ::tha t: :.:t:h-e ,i1 9~ ~:ni~1l:1'¢'n.
::-ate base ad.'justment, b:.e ,in-elud.ed.·;as· !)al"'.~,,-:ot'>~hi:s: gen~~a..l::'r-a:t:e case-,:: 
~roceed.ing. , ,.' ': ':.,,,,::-: ,~. ~";,:.:-: '~:::.~' ':" " ": .:' 

. ~ :. : .D • SH.,8-03..i· was, ,iss:ued..,':atte.r:: .:.t.h~ ::taking ~:o:f:. .... e;v:i.Ci.e:nce in the 

~irst p-has'e.ot .this pt'oceeding·.had'.,:Oe-ec.··coc.c:lu<1e:d .• ,~: None::O;~:t:he. ':.';~~.::: 

::-es~l t$,th.eretore, ,r"et:lect;the ~.o~d.-e:t," ::in' D .~3~O;~03l.: ~.:rhe eha.nges:,:~ 
necessary 'will .be .. g:-oup.ed. :as"R~a3t ~ 4", :and Will. ~ 'o:e included ::1·0. the ~~ 
fi:lal calculation or.. 'ally' ro:eyee;ue .ine~ease·'reQ:ui:~e.d:.,: :.;: '>',':: ::,~ _.::": ,;::', . 

Single J.:1eeimal- 'r"ound.11l:gw3;s :.used. ,'.to ea~cu'lat.e ,-r-esu·lt:s:itl.:-' '. 
o .83-o8-031:ou:t nei:t,he~that"issu.e no1:"' t.b:.e :eliminat.1on,":.0:! :calc.1l1:ation e 
lag was specifically ac1dressed in tha.t: ::c1ee·:ls,ioQ:.'" ::,'!l:les:e .::±:ss'ues ~w111:: 
be .:"esolved.· ·1n this,-.oc.e .• : . -.', . ~--. ,~'~':~:~.'~ ::: .... : ,_'::.":-
ORRos1 tioc. 't.o.Rep'~scr'i·?t:i:onRe.su.J:ts, ~'':' '.:': , : .: ';,' ';:'" "~,,,'~ .:. : .. :~.~: ... ,,, 

'the imp-lementation' or. t'he';;-rep'resc'~i''Pti()'n,l'if:e ,and. salvage 
tac t:o r-s· was . 0 p posed. by: ~'! owarCis: 0' t iilt Y Raite. N o'r.mal±z:atio 0,; ": (tURN ), '"' _.and 

a "Users Gr-oup" composed or American .Broad.:casti:ng,:_,CBS~: Caliro~n1a::. 
Clearing House .Assoeia tiOD: ,; ~.ac.d.- _ !e-le-Coll'lIllunica:·tions. Assoe1a t1on, and' 
'by th.e ~Commission, S·taft Coun.s.el: ~'o-u't.::no.t .-by :.the :tecb.c.1caJ; :::,!!,taff) .\' :,~:;. 
'IU·RN . ~I>reciation' .... ' . :: - , :c:: :: ::;;.,-, , • ;:- ". . . ,.,.·'C:i.: ~: _.; ~; ~: ". ':, :; :.: ': .:- .. ' ': 

," .TURN. present·ed: I.da B., ::PO.und,..: P.h .D~.: a.s. it~<·de.preciation';>~ 
wi tneZ$.~. Dr.. Pound;, a'n"acC'o.unt1ttg ed.ue:a.toc:'.:at ColJ:ege:of, Uameda;;.' ,:' 
has, ta1lg.b:t.aecountiog_Jfol:" .14-,..ye-ar-3' .... and·:ha:.s, ~l'a:I:"t.i:c-±l'a·ted actively: :::10:; 

aecount:!: .. ngprofe~siona:lassoeiat.1:ons:.:', ,. ':,'.',:: ,,:. ::.~ ,: '::.:'. c': , :':' 
Dt". Pound,',was generally .cl"'1tical,~or·:·the:r:ept"escr"ij';)tion::: '::: 

process. She explained. that tb.e pr-oper mateh1ng~ ,of:~evec.ues ,,~:co~t ;.:' 
and; expenses is neeessar'Y to avoid. aistor'tion of net ic.come. 
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Accordingly; she ~ sa1~; the s1mple5t a:ndmo's't '-loi1;cal'~'me'th(id: :ofcf;',,'-: ::,;:..: 

depreciation accounting i~ to di~tribute the cost of propertY~iri~~v~~ 
, ' • - '" •• - • '". , ~, • ,-- r'" " • I 't ," ,,- ,...... ........ +~ \-.. "') ...... r', .. 

reasonable 'and' consi'stent manner"'to alI the 'aceounti'ng 'perfods 
related to~ its use:' '::A' freque'nt r:eexam1n'ati'o~ ::of~:the-:as5et>"11ves ~'and'''' 
salvage" faetors violates' ,this =principle a'od' cau':;es':net r:evenae~ ::to::be 
subject to the~vagar1e~ote~timates 'upon 'estimates up~n e~t1mate~~or 
remaining lives. The . resulting change 'in : the bases'::-foz.. ::de'term1"na t'10n 
of' net income':' thus: appers: to run 'counter- to' scich ':qua:l:1tat'1've':~: .:: ':" :~ 

accounting concepts as comparability, ConS1~ten'ey ~'=-re'I'1'ab1i'1ty ~aod:~~ -,,;: 
verifiability_ '., '" ":", ,: . ':',,','" r.~, ','::,:: "."::': -::: 

'- Another contention of Dr: Pound 'wa;:that':the"""freq:uent .:,~ :./,'~ 
rep rescription of se~vice~i1i~~ fe~d~~1t~eit·to'i~6ha~ii of'ib~s~-a~~ 

• '" , ' .~ , ....,:..' ".. "" , "\ ...... ' #"Ij 1". ,...1 ,J... ,-..... ... ... ~ I ,,.. -~" ...", .• "'''' 

manipula tion in order 'to' justify -a rate' increase ~' '- Internal: -controls 
:::lust be clearlY. established and.- PUblicly 'recognized': to''';av6id'~ e~en : tlie 
suspicion of abuse and: manipulation.: 'for: f1nanc:tai':exp'ediency. ,.-.::; ~~.: ' 

Addi tionally t sne testified; ':'GerieraJ:lY~~Accepted'·" A:ceotinting:-' 
Principles while not perfect t stri ve.:.ror .. ~,the, .. U:>e-~~o.t':'o.b,j,e,Ct.£ve::d:a£a "·i; 
the reporting' of re3uit~ of ~- opera tions -;and 'financial' poi51't:ton of an 
entity. In the -triennial reexamination --of-'as'zet l'ive~: and ~ sai~age:':' 
factors~objectivit~ isnori~~iistent~ ~Iri~fi6t,~t~i; ~i;~,~€h~'d6c~6~ 
said, amounts t6'gizi.o~~in~6 a:cry~tal 'ball~tci~f~r~ca~~ ad~i~Ci~i~~:" 
technology and other' factors -tha.t~may'iead 'to 6bs61esc~nce: or='the:: . 
asset. Making

r 

decisions' based:: on:' the ·oP:1.rifons :of the :::t~1~parti te::" :. 
cocmi ttee of the FCC~ the CPUC and': P'!&!engfneers ~ With': :Seemingly: a" 
cocmon interest to give the company '''more: revenues;'~: is :'tl:ius ':'d.eeis:con ( ~ 
!:laking, or revenue producing, based " on "spectl1at1on ~:, _.':; ,--:: 

Dr ~ Pound' was concerned ' 'Chat encouragfng~ dubl:ous c,,-se: of~' .~ ': ::' 
depreciation accounting as a' device - for:'seek1ng ': rate ': ±ncr-ea~e~"c6u!a: 
place the·CPOC-in an embarassing'anii-p~blic-postu~e-thit~~ould be a 
signal to other utilities to adoPt;the"si~~~pract1ce~to~t~e~detr!ment 
of us~~~~The"CPUt would be:leg1timizing~~hat; iri ~er~~ie~i:1~:ari('~ 
1nappropriate m~nipu1at16n'of'a~~ei' !ivei ~nd 'iaiv~g~ f~~to~~~to ~~:~ 
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increase _the de'preciation .expense and· th.us jU3tity .. an c,1ncrease 1n,>,~ ", 
~- ~"'. ----~. '." •• -~~. ,."<, ' .• ' .... _, •• ,-- <.~ .. , "'~'~ ••• "" , ...... ' •• - ..... , ••• <-.... ~ ........... '. 

revenue~. ~", '," -. . ,-., .. 

_AccQrding"to , .. 'l'URN.~s witness,.. most enligh.tened "cusine3ses ,-c,~ __ ... . ... ,... • ......... ' _. ,.' ", ..... ' _.v .", ....... ."' ..... ,. . .' •• ' ... ' ................... p" ........ .,. u, _ .... ,,,', , ." '.J'.,t ' .• < 

would .. normally dispose ~or. assets .that bec.ome,..prematurely ~ocsolete,~ -',_ 
.' ••• '. - .. .. ...... "" ,o. • "' •• • __ • , ,,"'. ' •. """ •• "'" ,.' ••• ,,'.1 "- ... '"" _ ,-... _, .... " _,~ 

assets through. exchange,. ,.sale, or aband.onment .. and,~ir necessary.,. .. " 
, .' ~ • -' .' .... • .,.'. . . - .,- •• ' .••. ... '-' --, • .... . ... "" ,,' • ...-' ... ....;...... '_ .. -' ... -' "-'" .... >' ~ --"., .. 

incur losses as.a result~ .. Sueb. l03se3 also· result.,1n .. tax~savings,as" 
, • - • '. ,_., .~. ","" ,~' ..... ".' ......... oJ ••• .. ,'" ;-'..... .'.' ",,-' .. ~. ~ ~ -.... ., ,,- v ....... \.. .. 

some measure of compensation,. however. any:.sucb."lo;sses would be t.he~;~ 
• . ' • ,_ , •• __ '" .... , ................. , ••••••• • .... ,'~. ___ j_ ••• ,~,~_.i""'. " 

burden ot the company,.i",e." flow through"to_.the,~stockholdet:'s, and '" 
" ,_ W' ' .... ,,' '-... • ' ...... ~ ~ ._',," ... ' .... ~' ...... '''; .................. ' ............. ,_ """ I"~ •• ' 

might af.fect rate .. ot,retur:-n_.~ .. , 
.,. .- .-. wi _' ... __ , 'c" ._ ~ .•• ~ ,0" ...... -' .';_~:.~~~~O: ~: :=G8~~0~ ~~~~~~8~=, 

In the case of P'l'&T t should losses due to obsolescence·,,, .. ,, 
~ '-'. -,- - ....... -- "-

resul";.in.a lower.rate.ot' .r-etut".o" net. or. tax~savings,..,tlle~com:pany . 
h. : ~ • • • ", .' "'" _.......' ~ .... ....,. • ,,_ ,_ ~. ,' ........ _ _ , •• _" ~., ' .... , • , ' 

would have.a more . objective "basis" tor seek1ng"a .. t:evenue ~I", ' ." .~ "'" ..... _',~. 
. . ..... '" ~ . .' ,'.' .,... '.' . ,. "", I .... _ .,. ........ • '.. .• .... • ' .... ' _ '- ",'" po oW 1,., , _ 

readjustment ... " In othe,rwords, . Dr ... Pound .. believed ",this . type~ o!,:" ~ ", .. 
~. '. , - . • - • '.. ' _, ,. -"', , -,. • " .... ',' .... ,~ '-J ..... .. '" ,_, .. ,.... ,', .... , >-' "" •• ' ............. ~, ~ ~. '. 

factual basis would be~ae!llo~e.appropriate pred1cate.fo~"at'evenue~.~. 
L _ • ~, , ..' '_ • -.'.... .. " ~'''. .... •• ' ,". ., _, '* ... '.' \-. '" .. _ " ' ... __ ... _ .' ..... .,.' '. __ "-'......, 

increase than r:-ecur:-ring,.subjecti ve .. shorteCling_of "ser-vice lives ,and"",,, ' 
• •. , .•. , .••• , .... , __ ... "' ..... .' .'J_." ., .... , ___ •. ~ .. , 

salvage !'~c.to.r~ . to. .:..acc~~p11~!.l" th~SI>~17p'ose. _: . '. "." .' ~ ' ... ' .'. 

4 . 

. .. 

'tCA Group's,.Depreciation Position. ,"": ~ "',' ..... ~ -: ::,' "_.,, .,,'':'::-.':~:''.~'~'~ e 
· American Broad.cast1ng Company,.. IIlc • ,. .. CB'S Inc.,., California. ~ . ~ .... - .. _, ".." ' .' _ ... b , ...... ~ _.' ~ ...... .:,4" _. _, .... _ ..... 

Banks Clearing House Association rand. the Tele-Commun1ca tiOIlS .... ,,, 
"" ."....,., - . ~. , .' "".- ." ......... ,. . ...... ~. . .. , ~ ... -.. . . 

Association (TCA Group). s:ponsorec1 .. test'imony./J~reparec1,. by:""Lee",L .......... ~; , 
• • c' " '" ~ '. _ • ._ r .. .... ._ _ • + • " • ~ ' •• ~ .... '._ ... ....".... ,~ ."", .... " ._ 

Selwyn,. Ph.D. Dr .. Selwynwasretained,by the,!CAgroup.to-or~er 
• ," ., ,.' ,'.. "0- _ • __ • , •• ' • ..., , ' ' '', ,'. ... " ~ '. .~., .... , ~ ,oorl .< , . .. ,'" 

t.estimony on .at'filiated relations,. .. di vesti tur:-e.and. ra te ",design., r.'- .... ," 
• '." • .. ,..' - '".,' , • , ...-' '. ...' I " '.' , ..... ,... ..... •.• ~, • \,.......... ~ ~.' 

Since. !.lis testimooy dealt. only"incidentally. wi th .. de:pr;ecia tioe, the .. , 
-" _.' , • • '~'.' _. "... _ < •• '. '... .....,' • ~, '., ..... ,~ _,._ , • ",~ ~,",," ..... I ... ' _r 

:parties sti:pulated t!.lat .he.nee~ not traveletrom h1s~heac1quarters in,~ 
.. - ... , ~ ~ , ' , . '-", ..... ,'. ..... ... ,. -..' .". -, ' ......... .-,' .... -

Boston to, sponsor the. eXhib1t,i~ .. persCln~, " ... ' _.' -:.,' ,'~:-"':.<:-:_ ;:':'c::::;:,: 

Dr. Selwyn ',was active ""in ~ tl:le.:lastgeneral .. rate.,case and his 
, _. - , ' • ',_ '., •• • , "... '.' ~. -w ,_ -P' • ~# '~. • • '" ., '. .;, c 

contributions .l:"egardi~g .deprec1at1on:;as .. ~~late~,to :m~gra~iC?n strategy 

ar~" discusse<i: extensi vel~.i:c.:D .. 83-08~03} • ~ :< .' .. ,.:.':; ':r "':: .. :~';.~:' .'-.: .';, 

". !n ·~his proceedin,g-:D·r. Sel~~ was.~concerned that:increased.~, 
deprecia~ion-would. cause~P!~T~ratepaye~s to pay:i~creased=: 0: ;:-~;~ 

depr-ec1at1on on, plant assets-scheduled ,to .be-trans£erred~to A'l'&T~ and. ... ~'. ~. /. '- ....-" .' . . .... 

AT&T would. then pay.~less.as the net book· value.,atc.whicb. they~are-to-· 
, ..' n ' ' • '" , '..- .r ,-, ~ _ ...... ' ~. _ ..... ~, .... "'. ""1-' ., ',.... __ , • _ .... _ 

_ --48_-
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be transterred would be less. Dr. Selwyn alleged that P!&! ado~ted 
remaining lite for" this very purpose. Dr. Selwyn also s~1d that, by 
i.Q.creas10.g deprec1at:l.on rates, P!&,! wa~ attemptio.g to recover 
strao.ded investment through higher de~reciation expenses. 

.. ~', ~ '. ~ " ~ "'- • '~. \,p;.. ,,'.~ -. .,:' ••• :..: :'," i, . : ",.: : ...... C "";. '": ' ,:; {~ '} .... 

Gibbons' Comments on Depreciat:l.on~ _ "q _ .. ~ ,.~" '"",,..,._,"..,_' ~ 
"0 • ~ ..... ,'.... ,. ~.t: ,.......J ,.", '" , .. ' , ....... :-: ~, .,....' ~.\ I 

At the io.v1tation of the ALJ, the Assistant Director -
.: .: . .' .... : .. ::.l:. I~':'" ·,'.:..· .... : ..... 1 ~,.!, ••• j!{ ............ ,.~ ...... ''V ... ,~.\ .. .: ::,"' •.• ,.,.1 

Finance ,ot' the Revenue, Requiremen,ts Division,,: John ~., Gibbons, ~ , , " c ''':fI.' .' , ',.. '.' , .' ... ", ,4'0>, ',' ._ ", oJ.,. ~ \...~ ... "I " ••. : ,_, '- ::' " .. -' 

commented 00. Dr. Pouo.d's te~timony. Gibbons is the Commission's, ' 
.~. -" •• "' "c< : '. , ' 'iV ," '''' '. . .... , :' • ....: .' :,.: ' ., .~' , , " :: ~ :. _ ~,. \,.-. '. ", '. ;' ' .. ' • ,"" ~ .; 

Chief advisor in accouo.tio.g matters. _,.:' ~ '" ". _ ',., ~., ... "" ,~',,, 
Gibbons te~tified that while'he geo.erallY.agreed'w1th'Dr.._-; 

..--. :, ..... :,:.:,,,. ~. , .::. to',,;; ...' •. '"", ~ ."~ .) ;: ,,, :.,.:.... .... '. ~ ~ ( 

Pound's tes timoo.y, he though t-'there-'wa·,,-·s'o'me--mi"s·un'd'e'r's't:a:o.'d".rn·g-o'lflle"r-' 
.' • '., • ~, '. • '. c .' ~.' ~ ,.~ ;,' '., • • ~.:: .... , , '. ' • .'''' • ,.: ':' ._.,', I , ~~ :-- .... '; ~':-", .-~.;-, , 

part ot the differences in accounting for utilities and o.on-utilities. 
"' t':' ','~' "/ ··.~'·"""'·l,·./.",: ""-.'-.', .... ~"., •. -'~~:~'~,:""":'C AC.;~ -: .... :::"~., ... ::..i.,'; f .. ~·-:. 

He explained that io. uo.regulated bus10.esses, fixed a~sets . ..." -~ .~'.., ;.. ... ... " ~ :-',">'" . , .... ~. '.. .... 'I' .... ~ ,_ > ~-, ~.~ '" , ~, .... ,. '", ',) : ~ ~. ." ~'..:.., \. :....: :, 

and. dep.recia';;ion ~r,e far les,s 1mp~rtao. t", ,than, they, are_ fo~ "u,t11i,ti,est ~ 
_ • ~ _. • , • 1 • ~ ~ .' I,... '. _ • '. ~'.,.,., , _ .... ,. '" ... ' , • ..... ~, ,b. 

10. o.oo.regulated busio.esses" major a3sets are typically. 1nven"tor1e~ , 
. _.. :',.:' , ... ~~",' ~ '~ -••. ~ -. _ " . ',. ,:~. ~:) I~\ .~~ :~ • ,'. ..:' 'fII ,,, ',.' ~..,. ':. 'i ' ~'''' (~ "::..1""" 

and receivables. Depreciable assets would_ordio.arily_b~ b)lildings", 
, : :.' ','" ',.: ...... 1~·-.1 • .... I l.. ..... ~... .. I,. ~_" .... "'" ,." " 

for wnich servic~ lives could. be selected and continued unchanged 
until sold. or d1sp03ed of.. At the time of dispo3it100. the enterprise 

would. t'eport a gaio. or . .,l,?s.s 0..0.. ,th~.,.sa.l~e".o~ ,~~~" ,as~.e~s.~ ~,n,d" ,tha t would 
\ , .. \. '" '.., . ~ ...., \ ~~ ... \ - '- " ""' ..... 

be tha t . -. ~,. .~, '. .... :" .. ,~: ... ,... . ,'>j c· " :' (, ~\ '" ... ' ~ t ':\ '. ~ l~ ~. ~ :: :" . ~. ~ ~) "; 

,For' a 'ut'1~li;~y' ,'t"o'; :rO:ll¢~thi~s:"p:rac't1'cre;' wouYcf 'be':: 'undesirable 
. ... ' .... :: ,: ,~. :- "'" .... '" :,' . ~: ..... , ~~ C. r :" :.f": \ :., : ... ". I': 

'oecau~e it. wo;u-ld :t:end., ~,as.:sign lo:ss.~s,~ 0;0. ,r-et.ire:men,t~ ;to.- ,tb.-e wrong 
genera'tioo. of: ~cu~s't'cmer-3.: 'Sho:ul"d'an= a:s:~e:t~' wi th:' a: :40::'year'" e~tima ted .. '" , ",', ....... , ... , . ,,'" " .... ,.~, . ,. ,..... .... ... .., ,-

lite be re:t1r-ed af:ter' only ,30; year",.,' as .. ~nder~ Dr .~:pound:~ ~:. ,proposed 
accounting tr-ea-tmeo.t';tne e'C:t:l.r'ebu:r:d:eto. o'r' the: un'de'p"r:ec'iat'ed cost 

:. .:: ... :.... ',n " ;' ': .',.... ~ .'< ~ ' .. ' ':' : .. ,.... ' ......... ' "'" ;', .~ l) .. ~' .... _I t'. 

would oe borne by ·t.he- cu.s~mers at-; ·the 30:th.:" y~ea'r ,whe,D.-:; i -e,." was 
~et1~ec. It, on the other hand., as a r-esult of eontinuing 
t'eexaminatioo. of asset lives, it could be determined at the end of 
the 15th year, that the asset was oo.ly goio.g to last 30 years, the 
undeprec1ated balao.ce could be spread over the remaining years ao.d. 
that pr-actice would. be mueh fairer to the utility cU3tomers. 
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He < poi nt'e'd' out- 'th·at· f,-eque'nt'~ -r'evfew" o'f' u~t'frftY- depreci'at{o"" 
'''>''', ,~.' ~' ~" ,.. ....... : C" ,,~: ~~ (; :.~ :' ~ t. I ~ ~:>':l ~ < ~ to ~ :.; c ..: :. 

rates was commonp 1 ace .. not on1y i n C'a·'i-forni·a~·brt--r·"-oth·e!-~S''ta'ter.~ 
and not o~iy-f~'-: tel eph'o~e c~mpa ~'i es:'~ b~t ~~'r~a;'''' ;ic-f n'di' .o':{ 

, .. ", "' )... . 
uti 1i ti es >- '. Maj or uti 1i ti ~'s are' a~;d:1't:ed'~ by: ·c~A'i:~,,'~'·<9;"v~~' u'nqu:':;:rfi'~-d" 

" . :. '. ~ .. .' ... (' ''; ~ ~ -/ ,'-' .~,:-- - ~',:":: '-' : ~"": .... : ':- ~ ~ ~:. ~.~ ,: :.., ~ \ :.' ~ ~-' .. ~:':~ ': :: 
opi n; ons, - in most c'frcumstances'~ so' there' W~$ no questi on f n G; bbons ' 

, .... r. ,." • , ... , .. J'"" •• " .... , '-"1 ....... ·' _.- .,.." ''', ~ '. -: j ..•• ' ._,.,:, ... "', 

mind that they felt as he fe1t •. ,", ' " .. ~ ~I.,.~-. ,,- "~-'~'- "_ •. ,, 

Staff C'ou;:'s~l"s- ~os'-ti'on' on D~p~eci'at':io'~'· ., .' ,.:",,' :::':~:;':'- , .' 
. ,.... " . ..... . .. ... : ......... :) :" . .' . ," , '/~. c:::- ..... \~ .:" :'.' ,~' :~. .~. ~ ... :..~ -: '-. 

The Revenue Requirements Oivisio'n. having part,cipated in 
the repre$~'-i pti on 'p·~b'ces·s-. 'a-~~ h~\;~~9~ :p~res~'nt~~d: '~i't'~;~'is' Y'~e: to: :'.~ ,: ~, 
support the: r'esul ts': ~atu~a 11»r.-e·e'o·;n~·en;(fed:' t:h~·rr.' ~~d:o'PtYon'n:~ Staff 
Counsel ~ however'.' ha'd- a d'iffer'ent: 'Poi'f"tfcfn> 'T'he p~rtrne~n:t: ~p~:r:t' :'oi:'< 

~ .', .;: '~'. r _., .... : .. ~. ~I, :", <'"- ~~ ~: I,:' ,'.,~(\~ .. .:.::::"'-:,:: :.:!-.:'~·.,- ... :..'~.,.~.~:":0~ :~_ 
the staff br,ef'w,th respect to the A.83-11-07 dep,-ec;at,on ~equest 

. . ~ ~~ .. , ~ - ..... is q'uote'd' :ve-r'bati m" 'as' 'f'0'1 i ow's:": "">' ' .. ::,- :"'''::~ ',". . :-:,,',. ,-;' '.1 ',.F,,, .J;.; 

, '''S'orne co~tro</er:SY 's·urro";nds~"tli~:: t:~i:in';i:':ll'{':~'> - ::,,:,>::,~ 
represc,-; pti on app ii eat; on. The tti story of the 
represcri pt'ion proces.s ,a·nd, "the.·Commi,s-sion" staf"",s 
participation in-the c'u'r'ren't' t";enn~a'" . '. 
,-epresc,,-f p:ti'()-rt fs <f~ scus s'e-d fn- E X'h f~; t= '7'5-. "I~t:i s· -
sf gn i f; ,ca nt to note th.a t throu:gh·otlt. ;~ts- :en,t.i~re-. : 
his.tory .. at no time has thfs Commiss;on~ 01'" any 
other commiss ion: •. been p:rese'nt~dwfth ademan:a' ~"o-r~ 
acce1erated capitai recovery. an,d, a, cons.equ.e.nt ... ·· 
increase ; n revenue re'qu'i rement on

H 

the' -orde'r o,f' 
'the amoun't reques·te,d h:e-re:i'n ~("$r6'.&"'m'i'~l i'fO:n )'.~: -." .' ~ ,:, 

.... ' .. "; ..... ,"', ....... 

. . 
. ' .......... . 

'"-, ,. •. M' ..... '".. 

-." . '",',; . 

· · 
. · 
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passa ge 

. 
Resistance to t~1s.. major request has appeared in 
many state commfss'fons. P'T&T has indicated they 
will not beg'fn bookfng the expense until it is 
authorized by this Commission. 

"On January 6» 1983» t~e FCC release.d its 
memorandum opinion and order (FCC 82-581) in CC_ 
o oclcet ~N 0 .. ~89 .. l05·RM-3Q17; wtt'fctt;i n ~effect~~ 
reversed its earHer pol'fcYOf ~allow:ing.~e,a,e" '$ta~te:~. 
to'determfne fts own depre~iation rates for 
intrastate ratemak1ng. In its January order. the .. 
FCC provided that state commissions are.henceforth 
precluded~from'departin~from dep~e~iition'rates 
set by the FCC. Tl1i sCommi ss10n ' .. has.,,:apI'ea'led: t~e '.'" " .' 
preempti'on aspect of the order. 

"Notwithstanding the appeal by this Commission of 
the attempted preemption by the FCC» the staff 
recommends. that, the company be requfred "to,' '"'- ~ .::", .' 
cont1nue ma'fntafn'fng separ.a:te me.morandum .a,ccou,n:ts . ,. .. ~.~ . 
on an,- ~'f.ntras:tat·e ;tias·i·s· .. · The' Commi s's i on'shou 1 d"not . 
act uP.on the re,quested 5156· mi111 on; unt·il· the~e~:i s'O-: 

t- "~., ,. 

a final de'c'ision in the court appeal w~1ch is not 
subject to further review." 

At the oral argument staff counsel clarified that» 1n this 
of the brief. the word "staff" referred to staff counsel. and 

not to the technical staff. 
Depreciation Discussion 

Though dfspelled to a 9rea~ extent by the agreement 
reached as a result of the represcr'fpt'fon process» some confusion 
remains in the two major deprec'fation issues to be reached on this 
case» namely the appropriateness of the remaining l'ffe method and the 
use of the prescribed depreciation factors in determining revenue 
requirement in this case. 

-51-



A.S2-11-07 et al. 

-'. "~ .... "r ~I :~ :: .. ,I , " '. "jl 

", ........ 

~'" .. 

'....,. .,,' """"",-'" 
'.' ;" ........ 

~ .. -;: 

...... ... ,.J •• 

. .. ,..,. - .. ,.: .... r' . " 
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The stra. ;'gl\ t-l·i ne-:, r~ma of n1'ng -lffe ::m~thod; :was ;'adopt~d 30 
y~ars ago 
PT&T. 

' ~ - '" " • ,0. • ""'..... • .... ~" ........ /\ ,_ ,", "" 

by:: al T :ma·j or :'C"ci; {forn i a:'~utffi ires: .. '~f th ,~ tbe :excepti on of 
.... '. '.". 0'" ,T' '''::':'''' , •• ",' ~.:. .' , _>, ".; '",' _. '>' , '. ....' ~ 

• -. ", --. -'- • - -;~~. -:- '. ~ '~j ""'" I}::'., J :' :.: ::. ~ 7'!i .. 

enable 

. ~ ,.... ~ ~.. • :~:: .'" '~I ," -: \: :.. . .. :.'"'c"' .... -, i,' ,., .... ;:, ~,,~:- ~ ~ I) : .. ; ":'", .~.,~. : 

ac:c:umu 1 ated du r1 n g'~Worl'd ~War !r wlten :~p'l'a ri't :,r.:ep~l:ac~ment~~:a~ :great1y 
curtan ed. N'ow~: ,b~.ca~'se' ;o~f i'h~~ '~,~c:~l e'r:a t~i:ng ,:r~a.:t~~ ,Q.~;,ob·s~' e:s~nce 

" " ... ' ' ', ... - r ..... · .... ''',/f'' II ...... I" 

affect; ng' ma ny thi ngs" as'Soci ated" with-' -e-1 e'c:t:r'on i c's-, r~ma 5:n'f'ng 
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-', " ,', • -, < ~:';) ,,~ .~.:, ,. > ,:' ': .• ~~, ':, ,. ~ ~ .. :- ... 'J .. ": ~ .... ~_1 ~ :- : :~ ,:; ~,,!;) .. '0 .,. :' ;-: ~~ ~ ~ :~ t; ~ 

d~p.r:ec.i ati on ''tf'e .. 'p '7~ vi d,es: ~a.~e.a ss.u.r~i,.n,g, ~.'~o.te.c.t~t~e .. ,~) a.~Jc,e·t to .. "~ .. ",, .. _. 
.. ... - ... , . "' ... , " ''; ..... ' , .... ' ..... u,.... .. j, • w,t _'"I .. ; .... ~ '" 

communications utilities. and the Sel' System has ,embraced f~.ith 
"""'" .<, r'>"""" 1~' ~.. .- '" ... • 

the fervor typical, of ~ecent c,onve,y;ts, •. T,ne .m.e~,i.t~s ~~:(:th·~,··rriethod" a~re· 
~ ', •• , • " - '. Or' '" •••• , ... ~". ., I,... _ "" c ..... . r' -<' ,.., 

unchanged. ,however ... regar,dl ess:-o~ .. t.he .fac,t tha,t .. ~the, .te.l,e,p,hon.e ,c,omp~a,ny 
. ... '....., ~ ." , '...- ..... " '.,. .1,......, c:.. k .. , ~~ "" ~ ~. \" '. :.' ..... ,J 1 ... 

no longer oppos,es it •. ,As. O~ ... P'ou.nd, _ te.s,t.i.'I:,~ ed .~r.ecog,nf.t.~,on~ 3_na, ~rat.e 
• • .... " ' ... ," .' -- '. .".." \~ ' •• ,-....... .', .. ,_ 0,1 '. v".... '_, .. .~ .. , .... : 

proceeding.offaste~ depr~ciatfon rates_gives the company more 
- " ~,.,1 I, _ - .,~.' ~. ". ~ .... • ,~~:., • ~ . ..: " .,' ' ... : " _: .. :, .:~ I_~ .... ',~ I~ .... '::, .': ~ 't:- ::. ..... ..: 

revenues. The· str:a 'f.,g~t~ 1 i. ne ~ rema 1.n1' ng 1.i.fe. _me,th.o,d h.as. .. a Abu,iJ t:~,1.,ry, ~" ~ 
. ... ....,,~ ...... ~.' .~.. , .. ' .....,. '.' '" .. ),. ' .... 

self-correcting.mechanism to.compensate fo~ the~er~or:~~in~erent in 
'.. . - '. .. .... . , . .,.. ~ ~ " .... ' '. , , .. ' 

estimates of asset,Jives and .. salvage. 
~ , ...... " '. I" ',~ ... _ ,". ~ -- '~' ~ ,"; \~ ':1 ~ :' .::;':' ' ~ ::' :- ,,- ...... ' ~ \ ,"" 

As to. 0 r. S el wyn ',s," object~, on S ... t~ is" dec'f,s~, ~n. wf'.1. ~ not, . ., 
'" ."'....., ,,", ... - , '; '.,' ~ ' .. , '.' ... ' .... 'r' ...., ' .. \ .. ~ '""' L. 

become effective until after divestiture. The effect of any 

fncreased dep~eciation expense will be moot. and the pro~1em of 

stranded .. p, ant was~ a" owed .. for :r n_ 0 ,. 8'~~9S--:,03l.. , ... " "" ," ~ "'~' .... _.~" . 
'. ,' .. '- '. r ,.', .. _ J ..... ,. ,., " ,.j .• \) .: l Lt.' ... •• oJ ,1 ..... v ' ... , 

" .The.Comm;ss;;on •. ,in,O.S3~08~031,., used,singl,e.'dec,i,mal place • 
." ,.... 'HI.", ..... '" .' _. _ ..... ,.. ..! "...... ~ -J 1_ t.. J ,..., ~. t_ • ~ 11 " ''''''' I.. , ' .. 

round'!' "g. and ?T.&T IS r-eques.t. that thj s"prac:t.i ce
A 

b~1"o for:-maJ ly I' _ ,,' ,' .. ~ 
_ .... '-r •• ,' •• '._",",'," .. " ,_ .. ".; I\'" -'It., .. L'':''I~,il _ .... ' , .. ' '''; 

recognized is reasonable. 

We will eliminate the one-year lag in the ~~v1~w process~_ 
>- _.' ",_. "' .... x _ _I. '.J, ' 

and use remai ni n.g_H ves .• d)J an.tll·' .saJ ,yager. and. re.s,er,ve~'b·"'~i':ra)fc-e"'s 
~. ,'P ,. .. '. ... .... '. .... ~'. • ........ ._,.' ~ ~ \_ ,'\ w t ... ' "',,, I 

app1i cabJ e, for. ,the.,. ye,a r. oj n ,w,l',f eh, .rema f nJ,ns .. 1Jlede.p,r,eC.1 ~t; o."_ra;ee,s, ... 
... ' ~. ~.... ..." - ".' ' • ..,.' . ........ .... ...... ,.,..', - •• t .. ' ... ' .• ,.~ .... ' 

are set. Such an ... arran,geme,nt would .. be.n,e.ff,t, an~.c,o,n~.er.~ed. .... ~,' .~.~ .. , 
- " , .,. .• '" - \ .. (. .' • • ... ' ... .' " • '0' ~ ,. ...' "" . ~~ "': L· '.1. ,." \r .... t. _I _ -,' \. 

It .1.s .. unfor.tun.a.,te th,a.t. rate. J.nc.r.e,a:s.es.., a.s,socJ,a;t.e,d
r 

w.1t.h., ,,~. 
• ".. - ..... '" '-... .. > \,. ~ '~, • "", ... '.' - • ..,.. • ' • , w· 

faster. depreciAtion .rate,s, h.a.ve b.e,e,n ,propo,s,e,d. a,t.a" .tJ.me ,w;.h.en rates are 
. -,' .•• " .. ,. ~. ,.-.' _+-i ... ,'~ ... J'" ... ~.~ .. _ 

i ncr,.eas5 n,g. for oth,e.r ,rea.s.on.s......H:o~e.v.e.r., .we" .b.e.1i.e.:-:e .ch,a.nse,s", J n~,,, .', .... ,.., " 
• - • -.' ~ , i ,,' • • , ... , ... '- "' ti .,- ',.. J. \.~ '". \~... 'r • \ .' '.. " ... • ....... ~~ p" _ It...... _ " ... x , 

depreci ati on rates are requfre,d. act- ,th3 s~,ti,.me" ,t.o· .,refJ,e,c.:t.r:a.p...,i d", ,c.ha,ns~s. 
• . .. ',', f .... f',. t.' \,. ........ ~ .... ".,. 'It ... ,' ...... ,\", .}"Y 

-, \~,-
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.... '., ~. ,~... -, ,.. 

I. ,,, .. -., ... ' -.,".. .:. ".' 

in technologies and the resulting obso1oescence of much existing 
equipment.' ·-rh'~·'cfep-~e·d'fat·fO~' ii.p~en·s:'i ~r;e'eo'mni'e'~d"iby' ~st'~~f'f fi ~r'e;a:~onib"e 

~ • '.'J~' ~,., ,- ... ". ~ .1' ..... ,.. ." t", - ·'t' ~ :' ... ~ :: ,~. ,"".. ' ......... 4 " t'. 'K,' ~ jA ', .... I r ........... 'w ..;.. - ... ~ , ... ! fAl'\j- ...... 

andwi1rbe-a'd'op'te-d~-' ""., ... ,.' ..... . .. ,,, .. ' •. ,' ...•. : 
• J "\ ...... "... ," ...... .~. _, -'t.,.. I.,"........ "'., ..... ,~, ...... .,..... . ~ I"'- :,. ,... ',I ... ... ....... """ . "\. ,' ........ 

We adop"t'the staff nu'mbe'r 'be'c'aus'e -it is' re'a'son'able"not ,l,,~ 

becal£s'e 1i'~e;uTtSfrom"a "~tfe'~' II'" st~u-c" ;:b'e"twe'~n'~staff;""l/t~e 'ut'1:ffti:"' i~ 
and'th'e F'CC- ":staff: ~ The "C'o~m{isfon ~t~' 7not ~bo'u~nd 'by tne c1:n.';orma',,:,) .' . .':'i~ 

. ."" .~ ,' •. .., ... ,.,;. ..... _ '. .... ~ .. ~.. - ~ , .... ' .. ' -, > w. J'" ....... 0"" -.. G ~ ..... ,:'. ">... (;) ... ___ .~ '", '. , ..... >"1\ ..... ~ 

process of repr'escripti on .F'urther" 'the app'rop"rfaten'ess of that ~ '- -, 
process'; s:not':a'n fss'ue' to 'b~ decfde'd;"'fn "th{ s :"proceedi "'g:' . ;"h :- f:V .... 

'1'" response "'to stafft~:'co'ncerns;' we "note'>that :'our~act1on':~ 
-. "., ... ,",... ".,..,. .. ... '\, '. '" • ' ." _ -.. • ":..... .., jI' ""- .... .- c" ~ .... ;', 

her-e is not a concession to the'FCC'on'-the'issueof-'state'- <'~".'''''--'', 
" ...... ..~. . ...~.'. '\ n'" ".... '", ". "" . "': ,.. " ........ '1 '. ~. t', .... l .... ' ... .-; .... '.., r.r~: t., ... ....1' 

jlll'"i sdi'cti on over' the -establ f shment of'" depreci ati on ,. rates"'for 
,01"1 \. ~~:. t .. •.. ,. .,.. • j~I'" ... :' . -: ~ '~" './ '" '~, "'V I: .. ~ ,.~. ;:, .• ~ ~ '.: -*:.1 \i :. -: ~ ~:, .. ;" -=:- ~. ',.'~ .~ :' ~n~ 

.1. ,., ,"', ~ • .t.' 
I '" .. ~'. 

i ntrast~te . p' ant and 1 nt~~st;t~' I"'~te~ak'f~g~~) ''''I ~ -spi te 'Of!:' the~p~"de;;cy 
• .0-, +...... '...... . ~ .' .- _. ". ", . ,',' .. - ,"" .. '~~ ," _ <,,, ,'" ~.~ : ... f. ...... -. " .' ..... .,. "'" '-a ",; -

of" the C ommissi on" s suit'" over- the' ma tter 'of' j uri sd'1"cti"on'~ we- must" 
rul e in the' ~e'ant:r mew o'n~ the:t;'eehnf'caf a'sP~'ct.s~ o~f 'd~po;..;~fa~1 onr :.:~ ~ ~~ 

• ::'1 • : !.; : ~ .~~ ,',.: ~~ "j ~ ";" :; ~. : • /. '; C ~ ~ I¥ 

expense. 
Traff~c' Expenses .. ' -, '. " ""~, - ':" ::,:,":, ~~" : .. :~ ',~: ,-, . ~ "'I.' ~"~: 

" " .. , , .. , .... '~J -. I'" .,.... I·' ......... ,'" . .... 'e' ..... " • .t' ,. ',,' .-, ...... ".. .... (r"!,,, *,,,,",, ,-..,. - -. ," 
, . Traff'f c exp'enses consi st'''of' 's'a1 a'rie"s~' wage's',' and- .... " w'l 

~ ,'" .. ~ ,. _ -. • ... " ... ,' .• ' '''. " ,~ .. , ... ~ ,.,. ,. f """", "", "J - ~ (IIt.' y' , .. ~. """1'. (' \1 r~' ,,\, • ... :~. ,co," ".'. " """,' 1>"\:' 

admin'f st'rat''f ve' cost's i ncur'red' in' the' ha'ndl ing 'ofw te"'eph'o,ne' ca ,,' s' 'by" 
, .' ,....,,., ,wi" -. ...... _, A ..... ~ ,", ., ,~ "'''':''"' ......... r , .... (" .......... ~' ~ ... .: .,.. t-L 

,.; ... , ...." - ....... ('",...,.,..' 

switchboard' oper'at'o',..s~ an'd' the' co'st'sv 'as'soc'f'a~ed with' a'dmi'nist'er'1ng' 
the ut'; "1 zat'ion' 'an'd~ p'el""form~nce'-of ih'e ~s..ri:ictffn·g"; ne'tw:o;'IC'~: 

.~, ,_ . ¥... ...., .. " -. '" , • .,.. "'-'.-'" j"'/''''' -,." "",, , , ... rA' r. ,.. - . ... .~..... ....... ..., ..... , .. ':.. 

The est'imat'e tha~t' PT&T mad'e 'for t'h-fs" ca't'ego'ry~'of"'expenses' 
exeeeds- th:e; ~itaif 'est·f.~a·te.'·bY' '$39~~'.is3 .00:0" co~r,,'lO :if,~:':; A"':, ~Co,ntp'a:r'fs-o~n: :"o;f· 
t'he two e"sti ma.:te~{s :s:hoW'n:':1 n'; 'T'~b':;e~ 7:~ ,- ~. ,: -:' l "': ~ ..... ~ ;~ ~<::', :"::'~::-;:.:-, ')"': c:~:: 
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., 

'.- -. 
'I'a'ble~ 7 

",~ .:". "i,' 

THE ·PACIFIC 'l'EUPBONE. AND~ 'tEL.EGRAPH·,.COMP,ANY .. '..... 
, RESfJf .. TS OF TOTAL C'ALI'FORNiA OP'ERA'l'IONS ' - _ .•. 

'. A :8'3-'0 ,':22 ESTIMA'l'ED "YEAR' 1'9:8'3':, .:. ;. -.: . ". " 
TRAFF:I.C EXP.ENSE~: '!HROqGH :RE,CAST:. 1F 3-:: ',,~ " .:. _. ;:~~,.~ 

". ($OO:O~),~ _ ' .. : ... \" '.' .... , .. ,,::" .. : :.: . 

. :' ~i',; ;' .~:'.' :·;"::.;'.:::PT&r:.Excee'ds 
Staff ,'. ~ ...... ~ ,.sta,r! ., ,', PT&T -

Acc'ount~ . : "., .. ..... '~'; '. :.... .' - r 

521 General TrfSupY'Z'. '.$ 58- 0·8-4,. '. • . t ,. ...... , J. . , 4.' .'5:S.,56;~ '~::., :.~: ';$: .. 2;,;5 2q~.:, 

522 Service Ins-P;e'.e. andL'"".-7·~2·:"','O~.:': .. ~-..:._::, '::-;'-:::0: .. ~._ ": '-'(~9-8\";)';;' 
CU5~t._ .Inst,r .... . . . 0, '" _ ,J-,.!?'. ' ... ' .... ,: 

524 Operator"~.!1a'ges· ': "', ~i95~;O)'8""" ;,' '. 2-b9~;288'-"'-' '. 25,720 
526 Rest 'and Lunch ioo'ms" - - , '1.6">:' .'.,:~ s <.;' :bo~ ';.:.:~:: .~:.: ~ ':'5";:'; 
627 Operator 'E~p~Oymel;t' ........... , .,' '::-,·.:'C: \=: .:-:: ... :::'<: .. '>::-:',::::::;:: 

Tra!ning: ,: H': .... ' .. '''''0,86'9: .~.c·~::,,6,:a;70;::: ':':·::~;·=:""~:;:9~'9>':" 

629 c.o. Stationery & Print. 8~04' .... .'.~ :';::: 4,,'7·12":~·:- ~.,~': r:'3~;·2&9" 

630 C.O. House Service 4,782 :"-.~~'~' __ ,:':: 4:,.J8:4-~.:::.~'>::· .,~L-~-::..:s9_~: 

63' M1s·c:. C~O'. ·'Exp:en·se· - J.j;'j··,.049< .',;~.' :-'31 ,:6T-9":';:::'~'~<: 3 ,370 
632' Publ:ic ''reI:. Exl)'etl'se ". :-::-,:.'902·::'-'- e:::,'~ .:.rsa;:: '.'·i:.~;,~,~,:':",,:-:'.:44',· 

Wage Overlay'" :" ":'485' : .. '.,. " '::, ~c<o::>, :~ ... :< ':':<' .. "':':485\: 

Suot.otal ... ' .' ~ .. ".. ·$4'26·~·':o:,., '. :$3S6~·,--a:';5-::'~;···":;',: ;:$~·9:,2S5';' 

Adjustment. 
CI~I± 

r .. ' .. , 

D,epr ~ :SL-RL ~ . 

Recast #1, #2~ #3 Total 
SL-RL Aejust-mec.t.:ad.d.ed. oack·-

... < ,~', " • , ~. ",~ 

. (·16.)- :: ' .. : 

$424,501 
" ",- 't",'" 

(Ree Figure) 

", ~. . .(·,·6 )_., ,.', '"' ',' .'. 
• . ..' -J, . ,,"''' .... 

"""1' ..... ,. r .. O,~ 

$385,218 $39~83- --". ' . 
. ~.- • ""'.6.'.;: ,;-:' 
$385,234 • ,r .. " 

.. --~'" -

Traffic Expenses are labor intensive and approximately 70% 
of the category consists of Ac. 624, Operators' Wages. 
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PT&T's estimates were cas-eo on its 1982 NOI "View" of the 
'r' , p ..... 1 

1983 test year based on a higher revel of economic activity than that 
or the staff . The' :economy <11'(j:' n:Ot· p:e:r:'~o-~m·"as ~a:n~t~~'ipa:t'~ and ~ in its 

'~ .'- '"' ,-', . " "" ,"":' .~. . r- ' ,..., ••.. ".' ... ' ,'"' . ," , ':1 ' .. -: 

crief PT&T state·ctih.3..t·;, wh'Ue' 'ft:had:·re~·er-~va·t'lo~ni" 'co~ricer-ning the 
•• - + .... It. ."- " _ .,,' _.. '_' ...... , 

consistency of the m~th¢<1oic>gi ;usecr·~i1:ir<>u'ghou-t:Ct~e:' staff report 
(EXb.. 28), the staft evaluation O:t~<'rr-'attic Erpenses appeared to ce 

inter:nallr.consistent and the utility had no reservations about the 
sta:rr:.:..est1mate. ., '. ,', .. , 

'l'he P'l'&'l' showing was pr-esented by Vice President Kin,g~~a,n:d;.;, 

the stafr study 'oy.. krthur J. NettlCes",: PE, an '.(S'S~i~3:ta'rl't".' U;tl'l!t'1:e:i ~;,:: 
Engineer 10. the Commission's Communications ·D·~Vi·s~:rOri;.''':: ',<,';:";-;2 

.. '", . ,'.. ..... "" ",........ ~ ... , "..... 

Because. 'Net.tles t excelle.nt. }N,Ork, although, Ci:(ffer':tn'g ~, 
" • '.' .: ... I :1 T' " .~:. ',/~; <, )\ ~-~ ~ :: ~~ •. ~, :~ .... 

:significantly .from the company's r-e:lult:l, receive-d practically 
• " • k 

1 .. ,.; ,,": ~ ,:. ;"' ':. ~.' "': ..,,: ..... " ~~<~ I:.. ~ .', ~l ,=. 
complete acceptance 'oy P'1'&'1', the Commission will adopt his 

;~~~~0.~~2 ~:::~.~:: 
r-ec-ocmendation of"S:3aS,218,OOO as. areasona'ole 1983 teS;t.y:eat".~ 
'. - , .. .~ - . '- ,- ~,,-. ~ - -

all¢wance tor- ! raff1c Expense s. . ': .. ' , ~ :': ,;" ': :l. '.:":; ,~. : .:.:: ;:::: • '.' • , 

Commer-cial Expenses - Over"View ,_., _ 
_ I'r .' 

\ '- ..... ' 

adIllinis tr-a ti ve CO::l-ts for- b.andlin-g "cus tomer- se:I~:vi~,e=. o.r::de:r- ::·c.o.n;t.rae,ts.~ 

the fielei collection of r-evenues:,; ,marketing and sales·~fu.n-et:1on..$ 
~. ~--. . ............ -.-,. ..... ~.--.. --.... - .. ----,----- .. ~ ..... ~ . 

including advert1.s1ng,-~and the exp-~~~<as.sociated w,ith. th.e ___ ... ",'~ 
pr-epar-ation and d,iStribution of telephone directories. ""., "".' < -' ... ~. ,- .~. '. -' ~ '...- "'" .. 

PT&'1"s 1983 test year estimate of $808,990,000 t::~t:_~·h1s 

category exceeds ;;..the .. statf est:tmaie_ot __ $71', 778,000 ,-»y- .. :$91 ;2:"2~, 000 or 
, 3-;7% ~ : . ',.- . 

", ,. '+' 

Table 8: 
, ..... '. '.. ,'. po . -,.~ .. -" .-

-. , . ~::, ' .... ,', 
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Table 8 

. THE P ACIFI-C ',TEt.EP,HONE. ,,AN:D :.'rEt.EG:RAi'H: .. C,O:MPANY,:~ :: ': /. 

Item -

RESULTS OF TOTAL CALIFORNIA OPERATIONS , 
':"A. 83-0 l-22 ESTIMATED' ··YEAR: , 9'S.3~ '."".<:.,.: '; ': ,.<~'. :.~. ~' '., .. , 

.. EXPENSES !HROOGR RECAST 'f;3',~ .. " - . (" .. " '-- '" ,'~. ", . ,.. ($000) . '. .~.. . ,~ """ ...," " 
, .' : '. ~ ... ',. J ""': ':, :: ..... ro.. " ":. .., .~, '.:: -" ':,.'""", ...... ~:'.;, ~ ~ __ I .":-' ;,' C' 

.... ,. . 
~. '". ,.' - . .." 

''' .. :: ,"'::' 

Accouot 
640 Gen. 'Cocil'~ ·Adm.: '-''''":''': $ll4'J·741f'· . ~.' $T7~i;4:2=6' .. '::: .:.: .... '$:'~i~'3:'~8::~" 
642 Adverti:siog ... :::--·, :33·,--8.28 ': .. -, ':- -: '. ::~ 33·,:3:02 ,::, : ,.::::; -::; '.',,:5-.26:.::; 
643 Sales E~en~e 142,129 .141."33.5,, " ' .. _, ,3,94 , 
644 Conn. CompanY' Rel. . .. ,:" ,:" 1 .. - '::, "·-""'·O·"~~ .. ::. --.' -10'-" 
645 Local Commel"cial 01)s. :' 394,043.:.,,:;,': '3:59,529;;':":";;;,:: 34,514 

648 Public ~Tel., Comm., . '.11 ,33i: .... ',' .. ;-1;7:,,0$8 ~,:;:",: -:; , .. ' ",:213:. 
649 Directory Expen;se 171,743 1,,69,0,3.8 .. , , 2:,,70,5 .. ~ 
650 Oth~ Com!. Exp. '. " ""-'60" , "6Q' .,., , ... ' " ', .. 'Q" 

Suo"';Total be'fore acijustm~ot.5 $9~5 ~;5a9:': ,,,", $89j ;8'49 ~< ~ '- ': .:: $'41-:;7'40;:' ,:', 
CrI - ... (1'1'5~~08r:': -"'(r:63';'467:Y ~.,: ... ::.,: :;4'8;'O~~'~;~ 

Rate:akiog' Adjustments' -' 
CI-II~COLA &:CPI·Adj;. 
Ad.vertising .. 
Multi-State Mark~t~ng: 
Saleo!" . CPE: , 
Depl". SL-RL 
Dues and. Donations 

Recast #2,'#3,~Total 
SL-RL'Adjustment':':: . 

Due~~ ,and ~~Donations: .. :.:: ., ... 
ad.ded. . back. 

..... , ... f'1 ,., 

'.' ,. -. - , ... '., ....... ~ '¥ ... 

: ", ~ " '"' ':.' ~~.:.: ~~ ..:.:.;: =- :...; ::; <',... ,ill ;s'9·i:" , , 
' .. , .J:::~.:,;';;j,'~'''., ::"1,':'_':", , .• ;",~~,,: .. \\~~~:, .... 1~'::: \~C ":C·~~\,::",!~: 

. . " '~": . .(R~~, ~~gu~~), :;" _., .':: : ",~:,:, .,N ..: '.:: 

" _ ,As,can be.seen!"l"om the table~ the maj9~~di~fe~ence,.is in ~ 
• • • " '" ,,' ~ _., ~.~ •• M ,."" _ ... ' -.J' ~. ,.~... • ~ _ ...... 'OF .. Y

t 
...... I. I ~" ' .... II" _' ~ , .... ' .' ~ •• ,' 

the estima te of the effects. of CI-II. ,The ~econd majol" _difference .. ' 
, .' . , "" ' .. ,,' . ',' 

!n'·Ac. 6~5, .. Local Co;nmerCia(operat1ons., ~'~ .~;. ,. "'," ",'~':,~ .,.': ~:,,' ~ 
'. -,' .... _. - ~_" '", ....... ~_ ~_. +. ... , ........ '- .. 1 ... 11... ~.. ,_ :.~. ~ ....... 'J 00/.-. ._ ~_ _ .... \. ..' '_ 

P!&T's estimate was sponso~ed by Vice P~es1dent King and 
.' ., ~' ... :-. ... ...... :." ..... :- .: .-::' ~.'_~"':l : .• ~ .. : '".~ '...,.": +;~~ _:'···:..:~.:::~c, 

staft's by As~ociate Utilities Engineer- Gel"ald. K. Busch, P.E., of 

was 

the 
the Commission's Communications Division. 

- 57 -



A.82-11-07 et ale ALJ/md/vdl 

Commel:"cial Expenses, '.<.'::':' 
BAU and CI-II Differences 

After.·l:"ev'1~w1ng, Pi&i':s :Cl-II' :6veifay 2i¢:=fts r'9:8'3 BAU 
, " , , ~, .~ ••• ' • " ' , -" .', ,-_. • .. <' • I" ." '. ,.', • ..... .>-, '... ~ • ..... . ~ 

".,J ," •• ~ , •• - J,.", - <,~,.' ,~, •• _t." ~"."'.">6 .. ':: ...... ,~.~ .,-"\.'.~~',,:~-, 

e~timate~ of commercia:lexpen~e3,"Buseb.: eon,c·l;u.ae:d :the utility's CI-II 
g. ..' .-. .- -' ~-, ~ • _ ... " • 

overlay method. d.id. notcOrl~ider· alt ~~lie- ma.::j¢::Z;;: '~6hange~ that need.ed to 

be made ~Oits normal operating p'~acitices, resulttng in overstatement 
of commercial expen~,e~ before app~y;~g the CI-II ().vel:"lay. _~~~ staff, 
theret'ore,::l3.de its"owU estimate, ·ti~tng productivity and. vol-ume ....... ...~.,.-" 

esti:lat-e.s, which. at:fec,ted Ac. 645, ,Local Cocmerc1al :Oper~t.1ons,;"and. -,' 
". -.., , .. - ." - ......... - - ... .' .. , ~ 

diN'erent COLA and' ·Cori.3umer Price~Ind.ex (CPI) factors.,~ .wh1'ch';atfeeted. 
',. - •• : '.. •• c .'":: '. \ .:. ";:'J ~')'-::'" '0:: ;_~ .. : ",~ ::.~ '~' 

all of the BAO Co~er:cial Expensea~counts... ..,,7 '.>~;'.::;:.:~< .:'"C,~ ;.'.~ 

Busch's :Ac. 645 expense'estimate ·wa:i lowe'I" :th'aii tb:e.:-'~: 
u tilfty' s becausetle ·estima ted lowe:r'volumes and:~e:tter ':--pro:d.o.cti Vi ty 

, " '. . " :' '. ,'. :,",~ .' "., '-1 ("" "'I' '.~ " "", .... k. ~', ' ',i"IIoI ,':.... :'": _ {., 

than the utility did 'for the Business Service Ce·n·t,e'~"··(BSC).-a.c:d,:','<,·. 
_ ., • ~ •. _ •. 1, ".} "'" ." "'~' '.,I .... '.b 

Residenee Serv1ceC.ent.e~···(RSC) otrlces:'" He ,~r.ound. that,~ t,~e,_ut1l1 t.Y: .. ' 
~ . . . .., - " • _ _ .' " . ',' 'c"............_ 10,00" " .. '.. _ _ 10,0 ,.. 'W' ~. " ...... \..,.0 • 

est.i.:nated lower productivity for- .. the -.RSC '5 pr-ocessing of ser-vice.--: 
• • , 'c' '_ ~ >. ~ ............ 

or-c.er-s and. live collections fot' 1982 than actuallY:,occu,rred. .. _ .'Ih1s, "' ..•.. 
.... ~, ,.,,1 ~,~ ' ....... __ ..... ". ," • '. _ ........... ',. ... ,.', ~ 

unde'r-es t1ma tion con'tribu ted. to· the difference betw:eeri:the;. t983 :staff 
and. utility BAU estimate of AC.S45. 'offices expense$.,.,.:rh~~gb6~~'·~'~\: 

- - • '- '.. !, ~ < • -. '" . . ~ ." .' .'.....' -.. '." .~ - '"- ........ ' 

ad.ju:tmeo.ts result;ed .in $31,030,000 ,of the difrerence 1n~:A.c.·:645;:·":" 
. . . - " ~. ~ .. ' .-

1... -, - ", ':. "."" ,~~, ...... 
Local Commercial O,~erations expense. , '. '" " .' '. ~. -' ,. '"'- ' 

..• '_' _, ) •• _t ~ .... __ 

The staff-'98-3 BAU comme'rc"1ii"expenses are,-also less than. 
• ~ .' • - .' ~,- • ". ..... "... I ~ ~ .. ", " -' -- .. 

the utility'S because of the use of COLA and CPI estimates,.which .ax:e~ 
_. ___ ._, ....... ,.,..-,.... • ,. ..' .... ' ••• _ '." Lr ,. ..... _ -' 

less than the utility's. Busch used COLA and CPI·,·ractor:est1mates~ 
pr-ovided by the Revenue Requirements Division. The statf';;;-'COtA>a:nd 
CPI r-ed.uced the labor and other'expense in eacl.l commer-cial account by 
2.0% and ,< 6~; r-especti;ely~' re~ult.ing"'iri~a:':$,15 ';822; OOO:d!fference 
betwee'n the staff ~lld the utility;'" -The'$'5;822';000:-is"'not'~ ~ho~n~' "',~ 
separ-ately but was. apportion~d.;t~~~ch"e6~~;;;!al.;~g60urit.c .':, .... , 
proportiotl~te :'to -t:b.e·acco~nt; 5 '>ai~udt ::~f' -·labo~J~~~~d~;·o~b.;~ :·'~xpellSes.. 

. '~',,"" , -" ~, .... ~:. ~;,:.~ ... ~""" '.:'1':' ., .... :,,:>,~~ .. ,.~! .. <, ..... :-: \ :'~ /.'~:':' .... 1."":: 

'. ','t"~ 

. I 
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, ' ',D:U'feren;ee~.':in·:the P'r&!and: s-tar,rt:~ CO:mmet'C:ial'~Ex~erus:e :::"'~ :. .. 

e5 tima te~ are d1rr1cul t to reconcile becau~e: ~or: :the'~ ~ror'ma:t =a;cfop'te'd';- ~ ~ 

tor th:ts. deeisicli,wh1co waS. :ada~ted:rromt:he ~se<tuenee~ :ot ,:'e.vents 
tran3p.iring' dur:rng' the ,ccmpanY'''~ :~re~a'ra t:ton -0.(: ':tts: ;e:a.:s.e,. :'"l"he,':< ':, ,.':~: 

company used a CI-II ovet"lay to its BAU showing, whet"eas<the: ~s'tatt: ,,:,,: 
e$ ti:na ted. a one-~1'eee" '983:~owing r :us:tng, the' ::CI-'II ';gu1d;el£nes. The
~itterenee3 oetw.eenthe ''Parts-ot, "the 'make:u~; .cannot", be' :,:1d:en ttt'ie:d.:on.: :" 
the previcus tab-le- ,but, are '$pread ,CQt .amcllg,--the<.i tems:. ':,::;:~ .'~ --. ,:,", ~,:: 'J~':~ 

'rhe d.1!'terenees between', the' var1cu'S acc'cunt3;: "cn :,a :·CI-Ir;.' ::-~ 
basis ~ a5 explailled. by the s taf'r, ,ar-e as,; -to,l:lo'w.s::' ~' ',: :: ~ - ", '--, -, ~ " 

Ae. 640, General' '~Commer-e'1al~ .Exp·ense-s .:~~.,:;~~ .. ~:._L_~~'~.~ .... _"-=~ .. 
P1'&T'.s e.s-t1mate cf Ac~' 640 'on a: cr,-'II, bas:1s;:o,r $:1:'44,596,'000 

exceeds the start':s ~s-timate ,of'·$.14~~51Z;00:0 :b'Y"$";~0:84~;000<o,r .:O~'8.~~,:; 
The d.if'f'er-ence is due to ',the, 's.tatf.' s.-red.uet.io,n c,t, th.e· -ut1J:1:ty. ':s,~: 

$6,451 ,000,PhoneCenter-' expellses cihar-ged.: to; ~this' .a·ccolJ;tlt,·'o·y':$t, 0'84;000' 
or 16.8%. An exp'lallation 'ot thi:s reduet:to,ri ,:i;s,'discus-5:ed tu:nd.e!"':~:,,' ::.,::; 

e Ac. 6-45-because·1 t 1s. ·d.irect·ly '1)t"oport1'onaL ::to: ;'the :-lar'ge' -(re'duction in 
PhcneCenter expenses. ,proposed. by the,staff ~'1'n, tha,t-'~aecount::.:: '-, :.' .~~, -: 

kc;; 6.43:. Sa'les .E?cp.ense, ',::: ': -:: '" " :>. ,.";":: ",::",'," 

Pl'&'l' "5 es,tima te 'of' Ac;' ::64~ "'cn"a' CI--IX·,ca.:s-1:s, ~O't ::$84';4:0,S.;000,:: 

exceeds' thestaff'estima te:of' ;:$.42' ;.$46-;:000 ,'by:$4:1:, 8:57 ,.0:0:O)C;0%"':9'S:4$'~:'~ 
The c1if'f'erence is due to the staff's t"educti'.Otr :ot -the 1.lt.-iJ:'J;;ti ':$ ':: -" j 

estimate of Marketing. Sales ' .. toree111'-Sus:Lness::serv:tee:s.': 'Marketing 
Sales t salaries, and. -expenses' repr-esellt the.major :p;¢rt:tc,n ,'7'o.,t:-tll1s~'::' ': -:: 

acccunt.' The starr cOlltends:that;"beeau'se o,r: CI-I,I~~a"la'r-ge:-sales.,::·' 
fOr"ce \ol111:not be req,uirec1 be,caus:e P'r&! ::'-0.0, longer will· ~hav.e "all: .:', .::':: 
:!.nventory to.' sell,. 'especially-or;';,the ":larger "P'BX~'s'ystems,'...-sueh .as': . -::,. :, 
Dimension and. Horizcll. 

'P!&! contend.ed. -'that, the -sales :for-ce,·'w1J:,J;::con'¢en'tra te on 
sales': cr Centrex; a-system" that r,e<tocates:'5\ol1tC'h:tng funct±01l$1ot'.'a,:: ~:: 
PBX back to the\',uti1'1tyt:s ·cent.r-a:t otfici:e;; ·:A'lso;.':-:-the~·saIe,s:.;roree: 

--'.59--
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\ L,. - I -:...:, ....... j'~ 

would pu't :more ,emp-ha'3i":r 00' '.wide: area -:te;:ephOne: ~serV'.i--e~ "and.' ~othe r 

ne tW'o rk and :to'll 'stimulatioll. ,': ,.; _:'~ ':'':, <, -~ ::: ,::'.~~,:: .~.::: ,_::: " .... ". :,',,:<',:':".::~ ~ 

," It· appeared:·t,o th~ .:5,ta'!'(., that;. ,P'l'.&'t: d0:e'5:',.nOt~ :f.oll-:OW:. ul):::on "': c": 

the economicjustit1ea ti'on -:on', these- rotre.t:"in~g5 ~to~:~d-ete:z:mi:1lle >i:~ -:they.;·, ... .:' 

are~ro!'ita''b'le: .. , ",' ,". '. : .. : _ :~. v~,:.-:·~'\·0 ::::-':~, ';:',':;:; .. >~::::::'::-

. ~l'he ,starr- '"recommend.ed:.what:, :-.1t::¢O'n5~'fd'ere<1' ·:.,to: -be::a ~'su;f',ric:1eIlt 

sal-es force to' .se~ve'th-e.::utili.tY'.' 5 .-bus1:ne-~'.·pt'elll±se:':-e'Q,u·ipment;': ~.,:~".:': ,.:, 

customers, to market .Centre~,. ·to :'se~l:" network ~'se!'v::ieeS:r",.::alld.":to ma:na'ge 

P'1' &t"s.. ~exi$ ting business customer, 'acC'Oun,t51":: , Tb::i:s· ""'W':ou:l:ct be. ':'945 people 
as compared to the , ,.60,0' ,proposed''',by ,PT&'r'~: "." •• '" ." -.a! 

Ac. 645 z Local Comme~cialOy-erat'i'ons ... .:.::..:~._,:~~_",:,:..:.:::"'_"::~_ 
'l'b.e staff's es·timateof t.est ~-Y'ea~ '9:8<3:..:A:c.;, 6·4S;:expense is 

$334,.438 ,000 and~ :theutUi'ty",~ 1:98:> 'CI-'II e~t'ima:te '. is:'~$37 . .9 ,;,6:52 ,·,O·O,O,,:,~,:· 
The util:ity's 'esti-ma te exc.eeds. the-s:tatf':' s, ':oy cS·46.,.2:14.,.00,O,:"Or': ·.13 .. :8~% .<'~ 

ot' . that' differ-ee:ce ~$,7., 7.08',:'000 i,,<i:n:.BSC "e-x:p.en:s.e~, .. ~$23;,,4-9,0: ;:00,0, :is ,:1n:< . 
RSC ex,en'se-s, .. and, ,,$1-5 ~O 16, 0,00 :~±s;:io: Pho-c:eCent·e:t: .::S,tot'.e:~:CPCS) e~·etlses.: 

. . 

,PT&!ma:!.;nta-i;ns -BSC "o'!f'1ees,~W'he:r.e-~:i,ts ::bus·ines$~.:euSitomer's can e 
place telepho-ne- ·~serV1ce <>~de-r:s:,.,;mak,e b1;llin:g ~.adj:ustmel)t::5:'" a:nci:' <:,,:':::'~ 

:-egister questions, complaints and oth~r.:.~~q:u1:r';;:!~':'5~;tb: ~E:~. utility. 
BSC:of'fiee~ ~rocess se~.vice ord.-er-~,ro~-ent~yto:::tb:e: ut1J:ity.' s 
appropr.iate ·comput'er ,Or' -,or:cter:': processic:g ·:.~.ys,tems; :;,and·7they~.performs·:< . 
bill collection: aetivit1-es~::;._.,·~ ":': .::., ::::::- ".":: ~.~.:: , . .-:;<:,:."'!.,';'.,.::: 

.. : ··.'l'he lower·. staff ESC e$t:1:mate-~wa·s.:.base;d·;.otl~r-ecorded data~.-.:~.:: ' 
through' N ovem'ber "1-982, as: compared, ~;to ':tne'tel:epb:one ,:company: ~s ~.Mar.ch;. :,' 
1982 data.-'l'he later .data i'nd.ieated:'to~the:-::s.tar!' tb.at.::1983 BSC~:"G,':C:' 

acti vi ti:es:W'oulc1 'be' l::ow:er,:. and '::-1t'$ es.tima'te, of .~BSC",expense5 ';',o!'.. ,.': "::; '. 

$121 ,97.8,000 was. $7. ,:7.08' ;000· ·l;ow.er 'compar-ect to :P'l'&t' 5 ~'6 ~3%-~nigher:' ,:.',;";": 
estima te of $'29,686, 000 ,~,~:;: .. "::, :', .~;:; :::;..~ ,.:": , .. ~':,::~. 

Tne ·RSC~orriee$:'¢f:·:th:e .uti11ty ~'pet"f'o-~mi":essent1'a!J:y the same 
dutie~ :asthe-BSC ot!i'ces :.,except :·t.hey a~e:ror :-~~~id.el'lee ... cu~tomer" .. _;":,: 

'l'he lower':sta!:tes.timate, .. of' RSC:expense" ~waS :~ca:used:bY""the:::;,~ :< .. :: ;':::: ( 

availability of November 1982 data by the staff's lower f'or'ecasted 
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wOr'k volume'S ,>oy:- i-:npr-ovements. .ill,·prod.uctiVi~tye:x:pe,ct:ed .'cY.:. 'the.;: $tar,r~,~ .. ::: 

and. oy thetr'a1l$!er::o!': PCS,to- AT&T ... : .~. :' " .' .:'.- :,' .' :.~ -:~~. -.~:" .:'~:. _ ,~:, :;:- •. -~ _ ~~ .~. ~ 

The staff estimate- allowed ,fOr":' ~h~: e,r:rec.t~ or .seve'ral . ..:,,"· ::,,: 

ad. vance<l.cu:s.1!les$ :1.ut"orma t10n proj ects:'com:1.c.g.on.:. ,lin&', whic·h:' will 

greatly' tae11i tate .s.treet aaar'e3:s.10ca ti-oo.~ :and·assi-gnme:.c. t: ,olf :0u;ts1de:-,: 
plant.. :',', ',: " ... :. . ,~:<';::: "::~:,:,'::" ;:;".;.:;-::~ 

The- t:ra.c.srer 'of' the ?CS·~:to -AT &'t'r'eCl,'1l"ired.' the_ ,RSC::; :offices' ,to~ 
a"ume the- u t1li ty' related tunct.ioC:S:: 'formerly' ;'Per'rorme~ :cy.-:tb.e, :pes..:: :,_ 
This CI'-Il impact caused P'r&'r. to.usign. an·-a:dd1t.ional:1 ,;206',.00:0::' - -,2': 

pet'"son;"'hou.r's~to 'RCS.. The: stat"f'" cOtl.si"d.er'ed;~ :889~'O·OO;· :pers.ol1-hou:r.s~ (to' ~be' 
morea-p-propr±ate.:. '" .' _ ,_ ".: :' ><, ':: :< ~,~, --: ~.: :,:" . "~ - _. 

-P'!&! estimat.ed. ·1.9:8·3:'t.est year . .RSC: p-erson~h:our"'S~:'at .:: ~-;-:: .. : __ ~:.. ,:-. 
12,359,000. The- stat!' thought :1:0,.78-9,00'0- :a . .more', l.1kely~ r.1gu:re-~ :: .Dle~, ~ 

?1"&! 1983 ex;>ell3e '.es:t·imatetor RSCorr:1:ceexpense:wa:s;.;$20'T ,.639,000, 
which was $.2'3',.4'90,.000':a 1:2-.8%- 'higher" than: the: .statfes'tima..-t-e'.'...:-· : .. :-- ~ ~:.> ~, 

Bet'ore CI-II ~-thepcs. 'were the~ uu'11ty "s: ·f'allli.li-ar- t:eta:1.l" :::' e out.lets. P'!&1' pOSitioned, thr'ough it.s adver-ti.sing. 'and.: other"~methods',. 
the-PCS. as t.he place for' residence- eust.omers::.to·go' t:o<O:beai:o. the 
u t11i ty ',3· PrQduc-ts. and, 'services'._ .In . add.:it1:cc;: t-o- ;meet1-c:g .the< ... ."" '. 

cust.omer's' ter:ninal .equ'i1'ment need.s ,..-.the'p.cS~ ,:l.:nitiat-e'd; .ord.'ers r,cre~':' 

access J:1!leSand' any d.e-s.ired.networ'lc<ser.vi-ee.,:' -< " :.::: _ .. :: :::-' ',: ... , 

In-ad.d.ition to- ·P:CS.;- the' u·ti'lity.· ma.:1.ntained .. :ana' stilJ:' . '.' ~.' 

:Il3.inta1ns ~Bell·"Custome~Servi.~ "Center's: ~ (Bese}. ,_'the- .:SCSC"'a:~l~a~.d~ ':' 

s ~acedloca';ionstha t provide on'ly ,de!:eet:ive .. equipClen:t~ :rep-la·eeme:c.:t.,~, .. < 
pl"Ogram . and, r'eturn,~s-er:vice-s..- - Theyar:e- ::typi'cally- :l¢¢at~d.:.in: s:ma.l:l~_::,;,: 

towns Which P'T&:Td.eemeo" could: ,.c:ot ,su-pporta: P:CS. ope~t1-cn ~o·e:W'.here a:. 
PCS location actually .:clo:s-ed.'due . to ::deelin-ing :ac ti.vi~tY;.-: I,b.e: .BCSe:,: ~~-

however', per'for'm no or'der' acti vi ty as-.do"t-he· ... PCS. "" -Add.i--t1:on'ally, they .. -'-' .. ____ H·_,_"· __ ............... ~·_ •• _ .. ,_' ,,~'_ .. __ .... co __ 

ar'e typically open on1"1 ':rrom ,lO' a,.m .. :t-o- ~ ':p.:m:. ~"Monday: t'b.:r.ough Fr'iday. 

The. s-taf.t .r-eviewed. .'tlle· _wor'kpa-per's ':by .wh1-ch' ~.p,!&,'t c.ma:d-e-. ;.i':ts-:; :: ": 

1983:,pCS and 'scse ~e:sti·mates-.~and:, itl.:l:t.1ated::;as-eries:,:of.:....:1.nctU:1ries·,;, :N'~t: 
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being ~ti·~,ried. .tha:t: ·the 'c¢mpany.;es't1ma.te~·.:acieC(~U'a;te.l'Y; took( .:.the,.ma:ny:~-:')-.; 

:-amit'ications of CI-II into account.,:'~tlle 3.ta:£.t: p:roeeedect'to ·.make::its-.. · 
own ind.epe'nd.ent 'est.111laee for: the·se>ae:t.iv1t.i:e.s:~..:·,,:;.:; ':': .. :::,~ :,:,;~': 

... The -3·tat:f. also ,~: in- the. tiel-d-,.: reYiew:ed" 'the :aet:LVi:.t:ies'<of'.::~· :.: 

the-PCS'~ and: BCSes-;.· Beginning' -in: Janllary.:. ;of',:' .1:.9'8.'3:', ~the:~ 'p~CS:w.ere:: ~,-.'-::: 

:-ena::led "P'l'SC" (Pacific 'l'elephone Service Centers), and the empb.as-:!.s:.: 
shifted-trom sales. oftermj;nal. '-equ'1-pme:n:t ~to: service .. " "r'!he_:,~s'taff 

estimated that. 80%-of. t-he 3~7'4.1'O:,,.000~:se:rv:!.c-e ;or:der.-s-: tnat; ..i:t.,' es-t,ima:t.e.d: ... 

for 198'3. would. be .tr-ansferred.: to· RSCs.::: !he: ·staft:_:;als·o-,~d:eter..mi,o:e:d :.;..~~: 

tha t ord.ers- ·wou.1:d :be·,· 'p r.oees sed- mor:e- ,efr1.c-ien tly~' a t..~~the c:RSC$: ;,b'ecau:se::·~:-. 
time would not be spent in lengthy sales pr-esenta tion.s<to~ C:te-J:e:phone,:<:~ 

eq uipmen t. . .. \!oreover-,: the: c.aJ.-li-ng ·card. .. campaign· ,of: .19;82 ·.~q;uired 
CN:c!;' t ,checks. wbile'- ... t:l.e~ .custom-er, .Wa's ~pJ.ad;.ng, i"his'. ·~:or:d.er .. ~~:: . ':':. C· .. ;',,~:, t ~.:'~ 

Afield.i-nspection,of_ a :.Sesc, 'and :3: .rev:Le.w ~of::~the· op:e:ra ting; 

records o~oth.ers., -rev:ealed.· to: ,the- .statf ,:eh.a:t" £or~ :r.e.la·t·iv.e-'1y :,h.1.gb:~:.:.:.::: ",' 

o~er.ating- r-ent,..:these' ·.tac.ilities: exp-e.r1:eneed- :sman<s-et·~eplaeement 

and.:return activity .. :. ~.-~'- '::: :: ...... :.:'.".-:' ,)':'-:;~::~,~.::'~ ':;::'(: .'~;:":"~~:,: e 
. : '!'he .n&T: management::tolct Busch.: -that ~~en.ti:a;lly:~all p.Ian.s. .',: 

Jer-sey; U&'l"was:undertaking -:Ci:eld..:~trials: j;n::to.:al t:ern:a;.te:.:'Se't:~.· :.~ .:: ::.;,.;,: 

d.istr-ibution systems that. co.u·!·dbe' 'mo-re·.'cos:t·-e:f'tec:ti've;;"than,:-.P'CS :o:r<~. 
BCSC. Thes.e sys-tems:: .included·~:co.n.t:raC:ti:ng ·::w.:(th.-..:se-r.v.1,'ee):agerits who. 
co.uld ~r-ro.rm mul t.ip:le ·activi ties> :-inclucf1·ng:.$et: .re:co.ve.ry'; ·-o.rd:.er-:::.:::: -.. ,::' 
pickup ,: an~dropofr.:, Addi ti.o:na:lly, 'the: uti.l,1-:ty: ,wa-s. :-conSio:e~rj;O:g., : -..:. 

expaodin'g i-:..s co.ntract .. "wit.h· :PhotoMa t, 's:o that ·:a: ',cus-tomer r' '~in; -add.:i~o.n (. 
to telep-honese,t. drop; o£f. or- ;ret.u:r~,:coul:a: ;a:l.so".arrange.:'p;re .. · ... :'.~· :_': ... :...:; 

:legot1a~ted.· ,~s.et ,pj;ckU·p; a'ncr/or' ·,d-e·fe·c t;i~v~ ~,equ.1pme'.n'·t ~.~exeh.allge : C' ... : .,' ~',:: ~ :: \ 

. ' Ratemaking ,.A.d5ustmen:.t~ '. "':':' . '. ~ :. . '-;:: ': ~:; r: ::-,,::'~ '; '..:, ," ',,'C' ,: 

Both: PT&!': "and .. s.t.a.tt: red.u.eed.: thej;r:~CI-:II: cest·iJna t~es.tot" ':.:' ~ "':.: 

!"atemaki:l.g,adjustmen-ts.'. ,:!he. sta'tt.'''Advertisi,ng':ad..:justment ::elimina tes 

$·3:30 ,000' -that was ::bud.geted ' for-' ·?'t&~':'s O;l'Ymp,ie~ -$'pOMOl:'::s.'b):Ep .:.:P:rog·ram Z \~ ~ ~ 

The ~taff considered this institutional adverti~ing. The Multi-State 
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Ma:-keting' o~e; :-Whi"dl' tbere: :wa~: ·;od.i"'sag~"eimerit;,S ~~a3-: ':th!:Er~;~'~t?;-<in ::tii~'Y~:: 
MSM "Oenefi ting A,!&T Long Lines. The COLA a'nd' :Cpf:"a:d'j'u~:tm:eri'ts; :i.:;e',; ~t}; c 

refle'ct" the starrcI"-:ri :esti~~:t'd"s~f ·th~e'se.';ite~~-;.:· :As:~iiri'1ned 
ear11e;, the :'dl.ii~~ene·is· iIi BAU,' coti;' a:n:d~ "C'P'I ~r~'~e~=' '~;~ in:clu'd:e:d:'1n-:~' 

Commerc~1al Exp:ense's' -Rebuttal';~diurrebutta:l ~-;~, .... '., ":-;~~ ,.'. 

Pt&T Vice ~res1'derit !c~ng re'sponded.·:t:iiit 'it&t" ~mJs'~~:;timu:lit'e; 
and gener~ te 'additional "reven~es . a:~d :'i'~ i~' ~ini~era tf';~: ~ th'a {""P'! &T 

. . ' •• ,-P' :. ~~" I,.i , .... -- : • .", ;_.~.'~,: _:.~.~.'.~ .... ' .. -

retain its current revenue stream and minimize competi ti ve .. 
~ ".. • " • • ., .. r~ ,--,. • ,"', '~.. ... .. ,.... • .. _. • ( ..... , _'... '" -'" ...... , ...... ~ "'" 

vulnerability. PT&'! must' remciin'respons1ve't'o":c\,i's'tomer "demands' 'i'ri .', 
orde~ to' meet it~ooiigati~n 'to'5er;e ~11' 6~3'i~-~e-r-;.~ '~£o' th"a:t>e:nd "i.~(.' 

, .... ~ .~ ,- ,~., .' I • "', "- ..... ", ,~ ,.... I • ';1 '" "('I'~ .;,~. r; 

is essential f:or' PT&l' to maintain "its custome'r's""co'n'f:idence'"'by Chavlng' 
- ., . - " '" ~"'''. ,~ ... . .,. or' ....' ".........,..,... ", ............ "~ 

an agressi ve, pt'of:es:siollal -sale's fo't'e"e 'wEill-pos-i t:ro'ned ~to'scerv"e 'Tts' d. 

customer~.K1:ig ·did.~Ot '~ori;id'er the: st.~f:f'; :9'45~p:e:;';'o£'"p~'~'rii~~ ',"'.' :-.~ 
s~l~s fo~ee 'adeqUat~ to ~e'et' pi&i";'s dw;'~evenue" e's'ii~a;t;ii''':fO;: 19'8'3'o'~" 
t.he staff'se;ti"mat·e·3.~ e. , ...... ,,: P .• • -.:.';".:'.::-"::;: ':' .. ;":' 

e King questioned the st~:ir'; ~"4-miri~'te ~P:l';~du'dti~:n;tiDJ.~ -::p~"~ '.:' 
RSC order, "Oasedon th~' 'adt~a:i'expe;£~llded :', 98'2"ti~e r-~<il.l.;r~·ements. 
In the 'NOIestimate PT&T'u~;~d 20' "l~iri;;t~s"<add King;sall't~~~',the:\9S'2" 
experie~c:ed value '~as ~atyp1c~1 ~ '::in '1982:80~ ot"thd~£~:ar';::'~ (ne~ ': .. " 
custo~er) ord.ers 'we'l'etak~nat 'the "ics'~~" C!h~~se ~ak';' t:'h~ ·ioc.g~st \~':'" .. ' 
complete and will"i~pact "'98'3 'RSC"Ol'd'~r :·p;od·~~t~f~n "ti;rie~ "o:~~a:use ':o'r ~~. ~ 
their transfer to RSCs. Als'o, the "98~3 ":si~gie-::'t:(O:e;;;Sal~'s:~'p't'ogram 
will impact cu; t~mer eon t~ct : time; ~;:f.ric~ tb1s ':~r:~'g~atri "~a:d o:d't' '''in:;: ~"" 
et'fect <tor ::lost 'or , 982'; 'Aiso~' '£n ~'-982 ~"'pi&tiIii'~1'~ted':':('6ne ~tim:e ~~ ~ 
"calling ca~d" (c;edit' ~a''t'd) saie~ dim'paig:,:. ~'l:)uririg:th~~:' ,-', ,;:. .:;': :~~ -
ap~t'oximateiy 8 'months C of 'this cam'Pa:1g~, '~ord-e'r :p;od\l'itiO:n';;ti~~ :: ,~'>~~ ,:. 

decr-eased to 8'~minutes~' Afte;' th~ :c·a.mp~ign~;; it ':~eb'otui(ieCt~t'o' 2',;: :<::. .. :.;' 

:Unutes . 
. . King' critized th~ s'a:mple ::o{'4'O' 6r"d'er's ~·tha:t~·B~s'Cb. StO:Ok:~tO(;"~::: 

validate his 14~miriu~e:e~~im~t~:-· 6~~~i~~;idi~~h~~§~~iifi~n~iic~~:·~ 
.'." ~'.-:'.t,,": ::(: ...... :.,~:' :,~',~.~ ~;;:~~ r:(~\ ,": .. .:;:~,~" •• ,:\/ 
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orders processed. "in 1982, 40 was clearly not a large ~nough sample, to 
• " .' .... , •• ' .'. ,",. "',' • ... '. .,..." ..... , • ';. " -, ...... ,.... _. r ... , \ -.... ,.." ~ ""I " ~".' ,~, .-... .t, ' .. I"-J • j 

produce 'a ~v:a:li.d jUdg~erlt~'~ . -,.:"'- .... ".,. .. '"' ........... ',. ,. "-~ .' ..... . 
d"' ~ ~.... .." ... _ ~. :1>.'"': ...... : -:: ;"Oh': 7~~~,~,:. \:~~:~ ~.~:!._I:-;:'~~ ~v~.~~v, 

, King sai,d that .. the, starf,'.~ me.thpd.o:l?gy. _was "use.d, ~p, ~es.t,~mat.e" 
_,. , ~, • ~'"". _ .....' '_ ',,_. ~ , ....... , v ' ... '_ _ .... -++ ...... .... .... '''' '.~ . .,' , .... ~,., >, _ ........ __ 

an allowa.tlce or 236,012 ,person-hours. for: .all work aeti vi ties, othe~, 
• ~_. • +, '~"T .. :' ~ ..... ,....,. . ,: .' '0: ~ ,", _ ', ..... ' '.,/1' '_ :. ~ '~" :",",~ '-, .. _, ,j ;, .. ~, 1<0,', >'.~ '., .,: ",' _~ _ ": .r~.~. 

than ord.er :legotiation in P'I'SC. He said there, xoul¢, cont1nu,e, t.o. 'O.e". 
, , ... ,., .... k,o'r ~. ..... ,'\ _~ .. '........ ..' ,_I ...... '_ ••• _ 

significant activity in the area or set returns, set replacements, ~ " .............. ~. :~, ,> ., _~ '-, ,~. ~ ,,~ \~ ..... ~ ... : .. ":: - ..... ,.,:....:-- .. ~ /.":" ... ;;..', Jo .;.~ '_' .. :-:,:~:, .... ' 

se t: dis tri bu ti OIl, .and. payments'-corre-ctlo-ri-w'Ork-"actf v1f!.e-s:::-----· .. -·-·-
'.. ",,".: • ...' ' ',':: ." ~, ~" " ,. "'. , ..... :.. .. ... ". :' ,_: :_" ....... _. I .. >'~ _~'.. .... /: ... ',,: 

"In response, Buseh eontend.ed that th~ high, .21-minute order 
• - " • "" , . '.. .. - , • ,.... ,~,'\ ro. • ' .... ~ ••• ~ ..... , ,'. > ...... ,""'...... ..-', ....... , 

processing iime at the' end or 1982 wa::' caused" bY. t'he "t.';ansfer o'i "pes" 
.',' ._~, :.'_; , ....... _ ~ ~' ~,., ... , ......... '.~ ... i#.,,::; ',,'~ ,'" ~*~~"''''':':';.J; :,.=' -"- ::,_2~·: .. :'~"''' 

to AT&T and. the reassigning or P!&T personnel from"the store.s .to _ 
. " -' ,:'O- ... '~ :~. . _,~ ':.~"'.~ -~ .... :': ... .-:: ., ..... :.,'~:"'::-: .. ...:. .... "", "·"::M'~"".:':"'-"':··';~"';"'\· 

RSC. During the transition time or-ders were hand..led. join"tly 'Oy the 
• - ., ....... ,.... ' ,..... '. ..-.... ... _ .' ",." , ,~.... ,.". ,'I I'''' .".. .'" \ .,_ ...... 

? CS' and RSC. He in t'rodu e ed :is an 'exh1 '0"£ t a .. ·" hee"i .. t:r.om -a -~T&T -- '.. . 
• .,. _ ,,~_:: ." " .: " :. ,~ :: d' . '. ~ 'q" ~-: __ ' • '''', ':; ... : _ ,~, ... '''. "': C.: ... ' ,\ ... : ~ ... "': c:< __ .~~ .. ~, :~~ ~ 

'::oai:ling manual which indica.ted. from r-ole-play stud.ie5 and an actual . . .... " ::' . '~_.'" ~~,~ '. '" ~-:~.,~, '.'~~'.",.' ..... '.j~:...:..:.:!~~~:...::.r ... :, ,. . .:..' .. ..,~;..~,~:~.~.\r:~.".,~. :-:;_ 
sha:oed contact trial ,that ,this shared. contact 'p'r-ogram would. take 

.• ,. ..' ." r- ,_ ~ 'I -: :." '~: '" • .:. •. ,', , .. ~ ; .... '~' " : -: ~ ~,~~~~. ~" ~.: /: 4' ~; --: " \:;; c\: :~: .. : 
service representatives an average o.t., ,2.2. minutes for a new eonnection' 

• " ': ...... :' ,'-..,." .'< ~ ... : ,:; ~ .,' .... ~.' ~".:·I.", ,;_,,1 " ... : :"," ,' ..... :' .. :. r·", ... /.:~ _' "~.- _~, :. 

a:ld. 15 minutes for a transfer-. Busch verified this by monitoring, .. ~',,:,.\ .. ~-',,'.~::,:,:: .. \..:;. ~;,,~.~ .I.~:' 

contacts in field. visit to a PT&T office. .... • .... ~ _ ~ ..... • ".. '.' ~ . ,. _ ", . , _ ,. T'" w', ._" ,'0- _. -., ' ~. 

E.uSCb ~ai5o ,sa~Ldthat .the., c~a,l11ng:c,ar-d.·:~a~:p,ai~\~ 'Inv~,~.v:~~ r <,'; 

postcard rep'lies, ~s·e of an '800 numbe'~" ·and wPCS;~as;\.r;il';s :.RS;Cs.-,"·~ 
. . - - " .' ~ .......... ~ , .. " ~ ~~,," ... '~': ...... ,~: , ... , ,~"~:, .• ~: .... I_:. ',,:: ""L'~.~"""~:>.' ............ :. ' ...... :\ ~~_. 

Wher~, an RS.C. cO,ntact .was inv:ol.ved, ... time rectui,r:e.ments ,~er:e i,~~r:e.a~e,d_~ .. 
'oecause the sales :oeps we;e ,-seiiingcr~dit "ca";d.s "as' part 'o!'3:"total" 
package in;~lvi~~ "inward'~' or-de~'~ -and~tran~i~r'':o~d~'~S:'~' .~ .. : ,';';:::. ,.;,':. 

• - ,.. • ., ~... '." '"" '. - -, ,. ,... _.,' ". -' ':' : ,. +~ ,:' ~~. :; :. 

Busch coo-clUded.· by . repeat:!.~g his ,asser't'i'on" t'h~t ,"PT&T was 
, _,' ___ , _, .' _ ,~,. "'. It .. ' ',-.. of • • .... ,-

agr-essi vely sell£ng services ~regardle'ss of their "'p'rori ta~£l1ti~, .in ,'" 
• '. <- - _ I ~ ~':',.: '" ',' .~: " •• ~ : .... -.,.,' 0 .:;; . ~ .. : ~.: '~J '"-' :~ _:' "'. : .... -.. 1.', ~i: .,: .:. ..... .... , ~~ '~ ... ' 

or-de:o t.o achieve rev,enue . goals ': and ,gave D~taphC)Qe D,igi,t,al. ~er:vi~,e.s, .. 
. . • . . ., ,_, _, ., .,. . • .. ' .. ,. _ ' .• .J, .. _. ,_... ... 

<DDS) as an example .... ODS had. been cited, by,~ Mr .King~ as \lo.~~, " or., the .... , ,. 
p:oofi table services' for whi~h P:T&T's account. executives wouid. ,.' be' _ .. . 

.- '., .' .. ' ". ~~' ".' ,'" '. ..... '~_._ .... -:- .. :, .. ' ,: :.,. ;,-, u~~ ... ,: .... ':' •.•. ~ '. J.~'''':'~ 'O/:.;:,."::; .... :,. 
taking"a very aggressi ve and "p,r-oactiv:e."' ~ole· in t:ioding 'solutions " .. . 

, ., .' ." .. ". '. ,....,.' ............ ,'.' .... ''',' -. ...... ' .. ' \ .. '~ ","':'_~}k:,"":J~\:"'" 

for its. customer-s' business pr-oblems·. Busch pre::ented an eXhi'OJ t .. ,. ..... . ..... .. ' ..., "'"' ~. -.... ;..~ 

showing DDS .had -:oealized. negative or-very low annual ::,ates·~o·f r-eturn 
,. • ., ,.,... ..... -: .' • ,_ J" "'- '". ..::, '.' , .• '", ,: • ~~. ~.', \ ~ .. _ \~, ',_ "'. _' ,-"'. '* ..... oJ" 

since .its,inception; _when t.h.ep~o.'risioo.al "DDS ,taz:it:f:~.~~Pired. 1.n .. , .. ,_" 
November of'1982,'PT&T d.id 'not-renew it:----" '~"-"'.-." "".~~,,~.,, 

- .64 _ .. 
. -
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....... ". - ', ... '" - ",', 
,~ .......... ..I ... ~" - '-. ,"~. 

. ... ..,' -" .~, .:.. ::., 
t ".-, • "" .~ 

. . ~ . ,. '. :. _.... " '. -'- ' ••• ~..... I., .,; ..... ! ,.' . I (c y 

Discussion of Comme:rcial Expenses~~,: . -::.: ~ :', ~<:;',c;,;:,~~", ':,:::~:'..:,;-:: .>;~( 
From·,a careful evaluation of, the record concerning '~.,._ 

commerciai'Exp~nses~ the' C~tamis~i~D. c~n~i~d~s ,t'h.~t, the st:~ff es.~im~e~ 
., ••• " J • •••• _ •••• ~ •• _ •••• _ ........ ,,_ ...... i __ ,.1 ••• , .... ,,,'-""\ .......... ~" .. _' •• ' 

is a reasonable allowance of an,amO'Ullt necessary to fund P!&'!'s 
. ', .... " r' ............ ' ....... ~,_ ... :.' .... : .... _ . ....;:,: H):,.' ... ~'· ... "_j""'.~··:~,·: 

customer service, marketing, and sales .. functions"for, "the test year . 

1983. ~e st~~' s "estimtes. ~~: ~~~~d.: ~D. ~~~~,~~ '~~t~.~~n~~~~> ; ;,,_ 
=ealistic appraisal of the, ,effects of .el-II on. sales activities. 

" ~ • • " " .... ~, ... \.. '" ... " 1"" *" '-......... ""I r"" "--... '.. ~. . . '" _ 11.,' 

we will •. however • make oue :evision .. in, the.,s.taff ~estimate. _ ,We., .' 
.. ••• • • '. r' ".. .,'. .'.,.'. ........ ,,~, .. , __ ........ ' _: '_~ '., ,,,! ~ ,_, ,,",' • ' ' ... ' ".... _._ '-L' :: 

ag=ee with Pacific that the .. staff estimate of .. Account·1J:645, ,is in .. "" :' 
'_. - ... ,' ~ ",C. " . .,.., •• ',._" ..... _ .• '" .... ', ..... ' .... __ . _'-.,J 1 '.,. •. ~ ........ ' ' .• 

e:=:or because the staff not only reduced new orde-'::.,volUtles ~in ' "_ 
Phone Center stores by 80'7 .. to reflect" their t~~~'fe~"~,o 'R~;ide"Llce .:-;' 

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

Se...-.;ice Centers, it also reduced other or,der· Yolumes.,.in ,Phone ... : " , .. ' 
... . _ ..... ,., . .,. •• .,.. '~ ,,* '.,~ I..~ ..... T. ' ... ,: . 

Cente:r stores by 80%. even though these latter volumes were not 
transferred elsewhere. !he effect of this revision is to increase 
the staff's commercial expense level by $7.8 million. 

'!he Commission will find that $719.957.000 is a reasonable 
allowance tor Commercial Expenses on a Recast 3 basis. !'his amount 
should be more than suffiCient for PT&! to field a prudent level 
of sales and marking effort commensurate with its transition to 
~ independent utility_ 
General Office Salaries and Expenses 

General Office Salaries and Expense includes those 
operating costs incurred in performing the executive, accounting, 
treasury. legal. personnel, public relations and other general office 
fr.::nctions. 

_ -65-_ 
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Al~hougn the staff's estimated General Office Salaries and 
Expenses were $16,714,000 less than P't&'t's, the company contested. 

".,' ", ...... Ir-'_-~r:.· H \ .~,.. _'")V-''''_r'''' -.."...., ~.A ', ••• , ",,,I'~~. " \ ....... 

only tl:l.e statr allowance for Ac. 664;'...:.:t;aw,':: .. D:e,pa.!:'.t.me,n.t:~wb.:tc.h.:..:was:,::.::.:::..:...-=-
. ,'-' ...... ' ." """',.'" ·.·'r..... .~-. '.' ...... ~., "',r.' ' .. ,,~. r"'-~ r .............. -., ... ' ... 

$682,000 lower 'than the'utili"ty~and"a"red.uct1onJor-$1·2S';'OOO 10. 
Ac. 665, Otller Getle~a:i':Ofi:te~ Salar~es' a:1;,:crc,Ex~~c.ses~":wn:tcb: .':;"::':,':::",::::::;~:: 

". ". > ,-' ;,'V' p' c," I' ... _ ),-_ ", - ... , 'j"'\ '"',-, ,0" ..... , , ... ' '''''' , ,..... ..... ,... •. ; n •• ~" 

t"epresenteacost . of' anti-trust Ii:tigati:on; ....., -,.' "J." - ./- -.".',_., .-.- ',,-

:'!h1s category :'or "e'xpenses 'was' -:~resent·~d.;'by' PT&T"is vice::' " 
Pesid.ent. King, . and~ by the Commission 5tafr'-S ::Randali ' C~'·Cb.iri~; Ch!~~ 

~ , _', '. .,. ,c. c... "', P- _ ", ", E -,-_., -;:"', ~. ,'.' _. ~,_ •• , ~ _ ,. '_.,-", '*"tI" 

was alsorespotlsible for th.e category' !YOpera:t1ng'-Rentstr;"and:.!tor~~··~-·-
"Balance 'Other ·Ope~a:ting·:Exp·ec.se~";·except AC~ 67t~ Re11erc)~nd.;·~ ".',; .'.7 

?ensions ,:alld. also·'t'o:'·'th.e Busine:5s' Inro~mat1onLSYst;e~s~portion. or:"~; 
Ac. 675; "'Otner'Expenses.' ',,": :' . ::,., '.<: ':< .";:: .: c:: ;:.:~:,~: ,; : . .:::: ~.' :':.:~~'.:J ::.;:' "-,0-:::::' 

', .... ,' •. ,_ ....... ,.",.""'1.,""'-.. ,. " ._"" - ,.~,_ ....... ~ ''''~'''''2 \~,' '-'I-,-.c, -.',"'_ ~ r- ....... "· ...... 
- .. ', -'!ne d:evel:.opment ot"th.e- General '-'Office \Sa:tar~es and."Expeases 

,- _',.:1." ___ ,., ........ , .. ~. ""'" ...... ,n ..... "'-f"< '., .-., ...• ,._....,. "_,'" ", _;. "._.' _~€.,.... I~'''' ',," ....... ~,? category is "shown 'on:~ l'able'''9-:"', ' .. , v ."' .. '_.,,-,-,-.. \., ., ••.• , ..: - ." ~ ,' ••• ,"""-'-'- " - ...... 

-. 

'. '.... ~', -- .. .• ., ,.t. 

.. -, - .... - .'. 
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, PAC·IFI(; TELEPHONE ANDTEt-EGRAP1i "COMJ:ANT .:: ;'::;;.::" :'._._ ... 
RESULTS 'OF !O'tALCALIFORNIAO'?ERA'tIONS-::,;': 

, A.83-01-22 ES!.IMAtEDXEARJ98.3." . _.," "";" 
GENERAL OFFICE SALARIES AND''EXPENSES 'THROUGH" 'RECAST'/f3 

~. 
ACCOUllt. 

66, Exe'cu ti ve 
662' Account.1ng 

663 !rea3Ury ~ 
664 ,Legal , 

665 Otl:ler: 
Wage/Salary 

Subtotal. 

A<1just.:nents 
CI-II' 
Net.CI-II e MI?P .. ". 

Su 'ctotal ." 

·'($000 )~; .', " ,., '., ,.' .,.'. ..: . - ." 
", ".' " 

j '" .. ~" ...... ;;:);' '." .: ".: c ::::<,": .:P~&! Exceed.s 
.PT&T ' .. , .' 
,-~ ....... .., 

. Sta:t:t" . ,. S taf'f' . " 

'$' 3;'O~4: "::$':"3,:O~4 ,"'~ ... :".::~. ,:~, ...... 
1.98;~320·~ :~-,;:'.-l9:8';.:320~·; .;..'~. ::::$.~5';.4'4.~ 

.:' "t l':9:3:0 : ; _ .. ' .. '1 1; r9.'30 ,",'~ .:;.;, ,; . ,~:.:; . _.d '::; 

. ,,10,645 . ..' 9,..9.63.,,· .., .6$2: 
r • • ~ .... "-' _ .' ......... 10.,,,,0 ~....... • 'c ....... ', ,", .... ' _ .... "" 

.aS9 ,.044 ' '" 252,,.25-7 .•. ' ~ • ~6,.. 7..87. 
..... .,..~. . -'.' ~ ... ~,. , •. ~ ..... ~' • ..,........ ,vi + • v .... '. 

__ ...;;;2;,;;;2..;.,0 ~" 0 .. .:,.~ 220 

" $48-,3.,.20.3. ... $;4.7,O,.066,.~, ~r $13,137 
.. . . '-- . \. ,. .... ~ .' , .. ,'....... ... ~ 

Ra temaking ;; :'; 'c·:~· .~: ~, ;:." ~.' :": '}' .. ~ '.. "; : .. ? 
Citizenship , . '. . ' ',. (12) '::'. , . .,C,:2"), .,' . I 
Legislat'1ve '-' "C48'T)' '''':'('4'8"1Y .h,:,,"'" 

Due., .-,& Dona'tions.~· .. ' .' . (246).·' .' ~ ~-. (·246)":, .... c "C . ,,_.', "' 

Antitrust (75)'~ ...... ::-.(20,O)·.~,~,:.r~ " ':-," ::~i"25 
Shat"'el:lol<1er ( 99) '.' :,. .. . ""( 99)' .. .' ~ , .. ... " ~. - ... ,' 

Sut>t:oi~:CRatemaki'ng" .,' .. ("9'13) ,,;' ~ : .:' :c-'': ;:ci"3~) :;::,:~;; ::~ 125· 

Reca:~i:*': Subt.ota.'l'·- ". :'413,133 " ,',:.r. 4'ST;'50'S~''':'')':;''': "6~;'2iS 
Sale of CPE " ., .-:~:: .:'0.' ::,:.' \~; ':(546;),:: '.< c: .,:; _ .. 5.46. 

Recast '.'iF2,. fJ-3. ~Total' ': .. ': ... :. ". ",:.:41'3.,::7..33;~ ',::. .: '.45,6·;9:59; ~~;: ,".~::: 16,114 
Due:k & ·.Doc.at.ion:s· Removed. .~.~. ,- "':::',"::. , ::" '~.':' .... -:-. . ('21,)-:.< :::':-:::" ::;.:. ~':::,::::;::.. 

.. "'''. ;'.', .' '~~'-''- ".-:,.'. ~""::'''::~'. ·.<-:$4;6",9:32:'":.···· ::· .. <,,:c.~:,; .::.;-:.; 

(Red Figu::-e) 
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The legal expense adju:stlnent:' was 'Oased on the staff's 
elimina t10n of t,i:v:e;,n.ew,p.oS:i t;10,.c..s ,.in. the· J •. e;g3.;~, De,p,:ar.t.men t proposed. to 

• ... .... ~ ', .. -.. ~... " . " _.., ._~ 1..,"._ t.,. ~ •• -, ".,,' • • ...J ~ .. "- _ ........ v _ orl'" v r. " 

han.d.le a cla1mecr~;50S:i'ric:rease/1:n :w.o:rk~oa:cr:.:' ',Ch:t::n:n: :,wa:~f not able to 
secure ad.eQ.uate. justi!'icau~n,:or->_t~~::-:-stari:iri"i,=:t:dc.rease, .from .P1'&T in 

, .• ,'. '.'~" '.~. " -.: •. ;" -"",,,: -.~.,;, ' .. ,,'., ~",':.;".'~,,'>-_'·I~ ,:",,~~ .... ,," ', ..... o.,-.~·~.' .. ~,~,',,\:·.l,.. 

time to complete his report ana.: ::so .temoved the five positions. -.~. .' ,The record is not clear whether .the five positions were at 
't-he.-cleri.eal y para-l'egal or pror~~;:i'onal level. Even assuri1-ri·g they 
a::-e all lawyers, $,1.36,400 per posi.,tion ,is not cheap. A .. t:und.ame'nta'i'· 

- .J- , • • .' ,,,' ( ~: ',' .~ I 'v __ .~. "":T' >, ..... W. ;,... .... 

'Oudgeting rule for., :su'omi tting reQ.ues·t:s for new pos1 tio'c:S' ;-is<tha,'t:',~each 
of the posi tions.must ''Oe fully j:us;tified by adequate wo:r.kload':' :. ~ :: 

." - ":. " ,,\.. . ~ '.. . ~ '" 

statistics. Lack:tng'specific jU'"st:l.:f"1cation, new positions'eannot'Oe 
or, _, -h -. < • • •• k '-.' ," .... " .... ~ .... ". '~;...~. 

autho:r-ized. The CommiSSion will' "acce-p't Chinn's estimate wh':1:ch' '- ,.'. 
exelu<1~s th.e five:.-n~w-positions.22"::,~_._.. ',:,:,.,,:,~;~.;', '::~ ,,',, 

Chinn '5 'elimination of'::i'12S:;O:OO is part of an overo~li~';;': .. ~, 
antitrust aC1justmentproepared by, ',starf accountant Jimmie d: :-i'Owt:,:For 

" ... .' • . ' •. - ~ 'r .'..... _ ........ 

:-easoc.s that will ,discussed under' ,the heading "Antitrust Expe,nses~" 
, ..... .. "~\. • - ". ... _ - ".~ ~. _. ~ 1. 

'tolle, e<>mm1ss1on ~_111_.Il_ot, make th~~_a.c:l.j~~tment. Adopted Generoal'-:Otf.:tce 
Sala~.!es and Expens-es:.,::,through Recas.t' :·4;'3 J are therefore' $457 ":0:8'4.,:OiO.0:. 
Service Measuroement 

,~ . 
Dalgi t. '~Singh, P. E ., conduc ted an extec.s i ve review': ~a:n;d'::": '-, 

_" _. • .... " •• : .......... ~.' .... '--I' ,_ I.,~.. -'" 

analYSis of PT&:! '.s,.~telephone serv:t:ce Q.uali ty and pz:o:epared: c,a: repo-rt 
~ i~' ,.. ~ .,...... • .. j,.... . 

which. was ::-ecei ved.as an exhibit~ .~ '. -- _ .. ,., 
'~ , .,:' ~. ,.... ~:~ .:' ..:. ":. :: ~ .. - ..... ~., .'~ :~, 

Singh conclud.ed that P!&!' s ove roall. s,er.Yl,cepeI'":ro~mance is 
~ .... -'f _, ~'~_J_., .. .:, .. _'''''''''''''''''''''''~''''''''''>ri 

in the standard set-vic.e, roange. .ne believed the level,.o.t: ,telepho.ne, ',' 
. .. _ - '" ,.,."' t T ,. _w.\ ... ... •• '" ' .... -.J '..,oi ~~ ~ •• ".' _" " • 

service to be gec.er-ally satisfactory and adequate. , .. ", .... ~:,'_,.~ 
Singh explained the uc.ffor:m"stand.ards estab,Ii"hed:::by ~'tl'le:;.,~. 

Commission's Gen.er'al_O.r.:der 133, Rules (joveI'"n1n·g::~elep.l::tolle;.Set"vfcer·~:: 

and reported ve~y.ravoroable pertoromance by PT&:T as measured. by these 
stand.ard.s. , ", ~ -, ..... ' 
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.. ~ .', ........ ...... :" :. . 

.... < •• ....' -, ' o'j"...:. .... ~ ,i 

... Singh.: 'I"'evieweCtPT&"t' St 'int'et"'lial::'set-vi'ce~;:q1lal'ftY::' i'n-ai'ci1:oi"s:: 

and was no't 'imp-r-essed tiy', ·two~ 6f~' the:" 'telephon:e':' comp'anyTs::' '¢us:to'mer::::~);:: 
.. f"'" ~' ... ' .' 

opinion service surveys, the Telephone SerVice Attitude Measu'r-emen:t;' 
(IELSAM)- aIid. Tel'ephon.e', Cons'umer:~' 'A.t t:itud.e' Mea:su'rement:'( 'I'Et'CAM) • 

!ELSAM' measures customer 'sati'sfact:t:on; wi th:-P'!-&1"_T 5:: 'se:rv1¢e:! 
a!"ter a contaet by tb.e customer wi tho' one. :¢.f 'the 'eompany,'s :serviee.~,,: ~ 
acti vi ties, such'as 1nst~dl'a t10n and.~· re'pa1:r-:' 's'erv1ce.:, c:erit~ers, 
Pl:oneCen teJ:L stores,. bus1'ness office 5,: etc-.', Asamp.l:e: o-"f; iu~h~ : -,,: ",-

customers a:-e contacted. and are:'subJeeted. to a:;~st~o;ctu-red :fnte:rvi:ew-, 

1::1 order to obta'1'n' theetlstomeri"'a:pp'i·a·fsa:l 'or: 'the:' qu:arfty of the 
company's service.' ''to'' insure- 0 bj-eet'i"';i'ti/' ,the:" ~n t'e!"Vlfews:' ;are: :,:;~:, :'~ ': 
cond.ucted' by outside- public~' opi;lli0 n-' :sP~eia'lists.': ,:' "" '. ,,:~. '; '.'.: '~' - -,': 

'S':!.ngb., while: 3at13fi'ed" 'witn'the:' 'sampl~n'g:~ P'r-~{c·ed.'ires ,: ' ,-" ~,,~ 

:hougllttl:la t th.e !EL'SAM que:stionnaim" \';er'e:aei1gn:ed~to,' ,o'b,ta'1c.~ "a,:: h·1~gb. 
pereentageo!'" fa~o'~a'cle-cUstomer-'·"resp·o'C:ses~. He con:s1c1e~red. them t'o'''be 
more a measure of t'h.e 'courtesy'of P't&! "3: '-emp';J:oyee:s-' 'r-a ther 't:hati 'o-f; ::;, 
basiC: 'teleph'oa-e" service. Singh:' testitie(f' that". hi"S"·analy'S':t:.s r~howed.< 
tb.a1: ~!ELSAMresults eanllot be- 'sU'bst'ituted ~for-:'ba:s'i,e=-:~ele-p'b¢.ne' ':. "",', 

measurements, such as those re~uired by GO 133. 
Also, ~ac'eoN11ng toSin'gtt,' ~extensive:' revl:s1:ons :o.n the !ELSAM 

questio-na1re dest'rOyed the-valid.'it:,- ;of' ~man:y '6f,th~ :measu'remen't,s: :f<:i-r
comparison prupose~ in: observing ':3pec:!:!'lC=':trena,s~.~ ,,~ :",,~';, ~::. -'; c;:: ':,~ , 

"Ihe 's'ta:;!'!'·re¢¢'gn1zed' ~tha t"eour-tesy: "and; 'res'p:Onsi've:n-es's~ :a:~ 

essential for- good service,. but r-ecommended that, instead 'o.f;':mon~~!Y', 
< _, ,'... ...' ... 'h. • •. ' . ..., ~ ... ,..... 

'l'ELSA.'1 surveys should be done only twice a year, wi th2;ad:dJ.:t,ioua;l.:.::-:_~ 
surveys '!"o'r an ad.d'i t.iotiaI'th:ree'mo,otns ,'fo'r': :', O,%, . ot' -th~ "enti t:!.es 
repor1:ingt-he 'lowest ove-rall' 'e1.istomers'a t':l:,sfac:t'ion;: '~:PI&'I; ·~es.t~:rma·t"e~ 

$2 ,431 ;O·O~ 'for- the' 98:3 !ELSA.M '~~ogram' 'whi1e:S~n::gh' ;-recommend.:e-d,: tnat' 
$559,00"0 b'e' inc'lud.ed: 'fOr-l'Et'SAM 'i,n:::the-:: ,'stafr·' s', '.e:stima-t'e:.~!''Ot'" :P;e:.'- ~6-&S:, 

Otb.er General Of'r'fee, :Sa'larfes, irid. Exp"enses';:':'-- ,": ' ~,- :." .. -. -, 

, 'IELCAM ',Wa;$ i'ntrodueed- ~bi''P!&l''''s'''Publf; Re-l,a.:rto'ns 'D~e'pa·r:tme:nt 
to determine the customers' attitude to P!&T' $ cor-porate image 'can:ct::to 
provide a focus for future public r-elations activitie~ intended to 
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Pt'"od.uc~ . an_ envit'"o.o.men.t: suPpo.r-ti.ve:: ,o,r,: ¢'r"; .. 'a:t ;l.eas_tv .neU:t:~al: to ~ the 
company's. objecti ve·.- ~ !b.e.· .. 1983, cos.t-- o-r .... 'tEL.cm :i.s-.est.i.ma te.d.-, -to·.b·e ,., .. , 

.' • ...' , • _.. ,,, ~ ,.... " '- • " .... ... ,...... ", .Ior ...... __ ~, .,. • • ... ' •• , • \ 

$50,000.. " .. ~ ... :,:. 'C· ~'". ;'.~ • ',-;:: •. '\:~."'''-._< :;"::'''::\'-:,:,~; :';: .. ,-,e,;;; 

'. ~!h~' starf" eonclu<1ed:· ,tha:t:- .!ELCAM.: ;P:t:Ovi,d..e,d.:, ,n9~. ~be~ne~ri:t.,·t.ow:~t:he 
customers. and- the s.tarr.'s.: .estimate- .f:!>~~ A,C: •. 6,_62:,~.A.ceou..n:t,:i;ng, does not 
:include.- an allowance tor" ·'tELCAM.··· ,~.",...., '. ~ - _ '.'. - ~ ~ r. • ~." '. 

• , ,... ... • ,-, • .\ ~ • u ~ .~, "'.... '. ~. '.. '.,. ... ' -, • -r- V ... ' .... ' _', ..... ,' 'W ... +<' 

· .The· s..tatr_ ,s.ervi.ce repo:rt. a 1.".0: .. c,o.ntain.ed;. re.c.o:mmen~a:t:i.ons. ~(or 
:-evision or GO· 1.33-.· Rev1.s1o-n ot-. GO' "'3-3 is.beyo.nat.b.e.. -$Co.J)e- .Q·f·.th.i.s.-

• • ,,~. _ _ • 0_" • '- _ u , • ~~... '" ". ..' "" ".. .. .... ' ,,J.. _ . " 

proceed.io.g :and.. w.i;ll.-c.ot :be co-nsi~.e,r:ed.~. '" :::,,<":>. ,-:'0::: :.'~ ... ;,,:.'.'.~'.;:;;~<'; 
··I.he ?!&!. crie·r argued.- ·tha·t .. tb.e. Statt~s. TEL~ .~. - _, ,,'" .~ 
-~ . -"-.. .."'- -~.' ...... ,. .. " ... " .... , .. -~~ ... ~ ..... -~, ._ .... ,. ..... 

:-ecommend.at1onwa.s-c.ot. statistically ... valid,. and.~ the .. ,cres.ults. woUld.-.:'. 
- • P" - -... 1 ~..,. .. - ", '. -'" _ _,.,.,... , '" 0- .., • _ .. ,.. \."'. -. -' ~- ~ 

:-educe the confidence level .of,.the, s.urvey. and,increase, sampl1ng ... ~",., 
- - ~ • '-. • ," • ..-, • • ,.. ..."' • .o ....... ~ '~L • ~ _ ..... v ,.,. 'O.J ~... ... • _, ~. ... .. ...... '.. ..... '.' 

costs. .!he Commission.... recog.n1:z.es,tha.t .. some .ot.her. 3amp.~io:g method raaj· 
• ~ _. "" .. r" _......... • '- _ ~ ._..... _ ,_ ••••• ____ ¥ ••• '," _ .. ' 

oe.. pre.!era'ole. to· that recommended .'oy. Singh., .bu·t· ··i·t ,w.i.ll. ad.op.t. .hu .. 
. ,.... ," "~ .... "', .... __ ~.T· " •• "', "", ..... " ... "-' ...... _,~~"'" ...... ".:.'_ ........ "-' 

propo3ed. allowance... The TELSA11. survey .. as. being. c.onducted ,has.. -tb,.e·,,~ ." 
• '.. _. _. • , .' .. ... "". ~r ,~.' ... ......... '''' ~.,.., ""'. _ _ ~. 

aspects- of .3elf-reinto.rocement ·an<t· se.lt-ap.pro,v.a1, ,by ·the .. company .,..!h.e 
. . , - ,_ __ • .~ ~. '..... A,.. " _ '" T". ~ ~ __ ...... "_ ...... '. " ..... _., 

level. or expend..iture. roecommell<ie~ by, Singh::,. to.gether, w.ith.. rth.-e. ·GO· 133-· 
- • - -.- ... ..~. - • • - ~". ,,"' • l - • - ' .. .., \ .. '.~ • •• T ~ 'l" ,- " .. ., .... ,. . ,,., 

::leasurement-s, .s.ho.uld be.. moroe . than. s.u!fi·c.1en..t ,to.. 1d.ent.1ty ·,cu.stQmer. ~ ~ 
• '. ", ., ~ •• ~. "'..,,' T ' ... ' ... ,........, " ....... '., -' ..... _.. ... • •• ~ _ ..... .,'.... ..... .,' _ , '. 

ap-pa:-en-tly ,recogc.ize.s ·t.ha~. i.t$·i~g:e_ .b.u11d1ng J>.uf.p.~_e.s: are;. ;l'lo:t :. : .. , .. :,: :-,:' 
appropr1a te expend.i.tures. :to- .b~~ :p.a1d. .~by ... t.h,e:, ·,c:uS::t:oa;~:r:.3::-.~ ;. .. -:~he: c. ~.~ ,:.:-:~:: :;-,< 
Commission 's·adopted .. result.s.will, 1ikewise .. :no..t,~co'n\ta-in a.: nTELCAM 

. -, " .. - .. ,... ... ~ ... _ ...... "' .. , " ~ --' .. - . ~. " .. 
aUowance .. 

0perat.:Lng Rents-.:, .~." <_',::: .h .,~::,:. '-c: ::.:~C.·:, :;'\ ... ; .. :;.. .. ,: /.:':'.:::::: 
'.. . Staff" wit.ne.s.s ·Chinnrev-1.e.wed.,O.p.er-a...tingRents. .... :rhis. ..... _. 

• • •• '. ". T ...' _ ..._, + • •• ' -'- '_'" _ _ .......... ~', ,._,' ~,. ~ _"", .'. .> N ' ..... 

ca tegor:y; includes. ,rent.al, ·c,<>.s.t:s --to.r:. ~a.dmin:1'.s-.tJ::.a.t;1 ~e: ,s.P;a'.c~\ :o;cc:~p':1.ed:~:by~ 
wo,rk· group·s..o,r e·q uipme-n t.. . ExampJ.e $. .wou,la '-;b-e;lea3 ed. ·adm1:ni'.s·trative:-.. 

, .. .' - ... ',:' '., ..... -'... .... - . '" ...... '" ... \ ... ~ .. , ... 
quarters,. ,b:us1neS$o:ffice..s.,~and.op.~ratj;n.g,':ser.:.v:1C:.e:: ~~.e:.n.t~r-s..-'j :A:l.so,·:: ':: 

i!lcluded a:-e a few mino.r.i.te~: =su~. as . qi17~ui:t ,~~-n:tal:s ~~rl:~<~t:h:e , .. ~~~t_s 
of ,rights o·f. way •. 'Ihedevel.opment .... ot,.this."ea.tego<r;:y \i3; shown in . . ,_ .... _"' ...... _ ".,.' , ~, .. •. ...... ",. _. __ , -' ' .. c,.... ,. _ , < •• , ___ _ 

."! able ' ,. 0 ~-. ~.. ... " ~ ~ .. " ~ , ..... , ~ "'. ...... ~ : ,:. ~<,r ~. ,~' • ~'. ~ : . .'::: ( .. : .~~ ,,-' ~. '.'::': ~" ~ .. ~ :~~ r. 
' .. 
,. - .. -,. 1"" _____ ,I. ~ .... ,. 

- 7.0 . ~ -

, ... , >- "..-, .' . "", ..... -'-, - I "", .... :.." ..... ,"" - ... " ....... , 
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, 'table" .1.0' --: :::; :... ,,'~ '.':, . :; :-: 

PACI'FIC: TELEPHONE &\:'TELE'GRAP'H 'COMP'ANY' 
RESULTS OF TOTAL 'CAL,IFORNIA: Ol>ERAT,IO'NS

.. A.83-01-22 ES,T.IMA..TED YEAR 1983 " 
OPERATING RENTS 'THROO'GH RECAST' U3" 

($000) ""'-' •.... 

-ltem , .. PT&T---" 

$83,234 

' .. ~. ;" .. PT&:r~,~E.xeeed.s-

S·taff :.,. S·taff -
BAU Operating Rents $60,0' 5, :;, ;,: ':;'C,'~ $:~;;2"':9 
Ad.justments 

... ~., ::.-\ ", .. ,:..;;': ~::.~ :~.: ' 

eI-II. . ...... _( 4,,85.' ) ~ ~.~' , ,,( 4,,8,6'2) ""~"o' 1 1 
-.' ~'"'''''''''''''''' '. '..... ..,. "" ...-' ......... ' ........ "' 

Ra temaking , , _ ~ ,. _ ~ . , ..' . . ,,,., 
(Antl'trus,; , ~''(62')'''~ ... : .. ,- (52) .',~,,~, _ .. , ,-'. '0' ~ 

Reoast /J'3~'O'p'e;a:ting''R~dts': -',". ·~7a,~~;·'; ,';' ," ''''5:'i'~o~f<~'/;-:~ '23:'~:2'3'6;":' 
.- .... -.'. t·: .. ,··~;'~'",::,'''·' - ..... :1'."_""'" r·· ... :: I; ~l" .. :":l~''''''·':'·'d~'''_~·~'~:'I'~':::~) 

Chinn.' s review" of, .tb.i.s .. account' reveal.ed" a"J 2.~,% ,1.ncre·3.3e, tor"' 
" • " /' .. , • _ , _ -. • ,_ ... ," • .. • 'or _. '_, ' ... ' _,I _ ....... ~ ,' ......... " ...' J ..... ' '-

tile 5-year period, through the. end. o:r. J 983.· ... - Because-. of tb.1~. ra tiler.,r . 
. . •. , . ~ '-., - ... - . ~ l' " ".. -.'~... . _. ..~ -.".'..... ..... \ _, ... I.·.. "'"","'... ... ". 

dramatic. :-ise the ,s,tatf ,clireoted.. par.tioular. atten.tion rtO. this .. ,acoount .. 
• _ .• __ ', .... • " '. '." ,_ , .... ' , • ~ • __ ..... '"' ' ...... ,.. ... I" .' ............ .., 

The staff did not Q.ue~tion, whether .the,. utility's,.operat1ng 
, " ..,' ~ £ ',', ,'" .'~... '. • • •• -'." '" •••• ( '. ,.....~ - ._" 

rents oud.get1ng process reasonablyapproximates,it . .s .. expend.it.ures •. ' 
" • , '. .• , -,. .. -. _. . ... -',_ , .,' .. , ",." "tI'\ 

Rathert ,the staff focu.s.ea on ,.the. que.stion.,of .. wllether .those :, '. " " : 
0'. .'. < .. '" ..... '." 1 • ' ',... , , •• • " .. '," ,--. _, .... ... ...... ,~,. .. _ '_' ,~ 

expend.itures. were ju.st .ana reas.onaole .... ,!oan.swer .,this_,the~ s.t,at:,f __ 
~ • -. - .,~ - • .... -, ",.oJ. '., .,',u'."" ~ --, :',. '.~, .......... , ...I .... ' ","_.A."I' 

oonsid.ered two. ind.ioa:to~s :oost per:. sQ,uare .. t'o,o.t. of_,J.eased_ spaoe .and 
• • '. ~. ,-' '.".',. I •• • .',. \.' .......... ' ~.. • ... ow-....,. " • __ ...... '" "'" ._ 

average leased. sQ.uar.e .footage per employee .. " !.he,..fir"'st. ind.ioator-. wa~ 
~ .. ' .,... " , ••• .... L ... _" • ,., • _ ">-', _ '.' ",' .• ,. -.... .. .\. ... ' .... _, ... • _ ,~.. ." _, .... ~ 

to test whether the price was rea"on.able.;_ the se,Qond., ,if .. the, amoun.t 
, ".. , ~ • ~" ., ~ .' ,. I __ ~,' • ,_ ' .. ' ..... • L. ~ ... ~_ .. _' .. 

of space was reasonable. 

, l'o-oo.tain oost per-::-"sq:uare ~foO:t of -t'ne-leased spac~:·~tbe 
statt simply d.ivided. the total California operatingren"tS· :exp-ens-Ef:,:C>y 
the average California leased square footage. From '9'7S;. i~, :'9:a:i:::the 

.. - . ,. '''" - ... ' 

utility's oos.t. of lea·s.ed space: inoreased rrom~'$3.48/sq. ft,~':..''tO:···,,,:· 

$S.78-/sq. :Ct., a,66% r1s.e. Information. received.., trom ,real estate 
...... .. '" _' ~ ..< I • _, • _. "'~ ... I., ... • 

broke~s ana property managers. th.r:ougb.out .. the -state. indioated.,. to."the '" ~,' " ~ • ... ~. - '~ .<..... . .. ~ --- ........ \. ~~ ...... _. ~ " ,"' '-' 

statt.thatA this ,.inc,::~_~.se was/ reasonaole.. .. '. : .. :':~: ".' .. ': ~.~~:::cc': 
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The ~tafr found a relati.ve·l:y sta'ole level of average square 
rootage of leaseC1, space per employee. from.. 1.918, .to.,.' 981. In' 982, 

. , '" . . ' ,~:. '-. . .:., ... . ,.: ....... -... ",,' - "- ...... \., " ....... 

however, this level··'1nc·reaseC1. 26$..: OVe,r" :the·197,·8"-J'9:8:,F average and. the 
1983 level was 37%. a.'oove~ :til~avAera.ge,.~~ .. .rhe~ ~O~p~y--! s level is shown 

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

'oelow. 

, Year 1978 
.A.v~rage~-t..eased. - ."_.

Sq,uare-.: Footage',· -,~ , 

,'. -..... " . 

Per Employee 95 94 98 105 

When aSk~d.' by Chinn'lo'r.' 'an explanation of this SUdd:~~-,:: 
eramatic rise, the utility resP;Ond.ed. th.at the primary ca,u~;~::~a:s~~tll~" 
Busi!less S~rvice' Ce~ter/ReSid.e·nt~~, Service~p,~~~er~ :~~BS.C-<~-C2: ... ':~. ~-',~: .. , i .. 
consoli,d.ation. The staff agreed. that paraC1ox1cally,. consolid.a.tion 
can' require extra spac:e" on: a:"temp'orar7i :bai1:S". ',~ 'Ai; the""Tit'iii ty 
consoli-d.ate's into a' neW' locat10n~: the" old; loea'i16:nS:M1~gh~ ~riot':"b-e '.':::: 

. 'prOd.ucti vely- reus·ed.~'; 'Alio"';~ -it' 'may not: :o"e': -p'oss1'b'fe "t-o" teMl11nat"e'::'the~ 

old.- leases e,conomi',Ca-llY .", '~h: :u.ti;~'~'t.Y~~ul'~::t~:~,~~~~re,;' ~~.~" rbu~rdec~<~~.e 
with: surplus space unti'l old.' leaseS" 'expire. 'The""start'--a:d'j:u-sted'''for' 
th.is effect" as repres'ent.ed~ by: th'e BSC/RSC ~6'tlioY1d'~~i;on/"bY ,".<.:::." 

.' _. " '-'., ." ...... ' . ,. • ," • ., ", .. '., " ... ... • .... '. '.... • ••.• ".... • I'f ' .. , ,.., , • ," '\> . , 

subtract1!lg the new leaseC1' squar'e" <fo'ot'age 'requir'edfor the-~" .... " , " 
consolid.a tion t'rom the' . ye'ar 1°;: ·a ver-age-- ieas~d.; :s:~U:3:~e': ~fo~O't:"a.ie::" ~'~'3'p~ite 

~~ . ." .• •. , .,' .. ,." ""',"'. "": e,., ... , ~ ". ,'r",,' r' ., L .', ." ,"" ,. I ~ • .t'. i,," ," 

this correction, "thed.ata" clearly ind.icatedthat"the" unu'sua'l ," . .. 
escaiation- persis"ied., asshow-n"'be"iow.i " <,'~::-';:: ".',<":.~~ :", "co.:' .< 

Ad.just.e-d.·: Av~:rage '.' _.~ ~ ," .. 
l.ease,C1 Squa.re. '" .. _ '. 

~ 'Footage:: 'Per .: ' .. "" '~., . 

-... - '*"',.. ,-," •• ' .'. 

Em~ loyee:' ': ,,95:,···' '9·~. ~ :,,~., 97:: .~~:. :1.0:1+: < '.:. J 2:2;·~:,:, : .. '1-.3-o':..::~ . .:: ..; 
r .,. " ... ... " -' ••. ", '"' ,. 

P1'&T ~rret"'ed.", "the ~adVEnit~:ot· Phone'Cente~;'s:tol'"'e's in'::i9S0' 'a-5~ a 
secondarY :eipl:anat:i:"on" for t.he incre':'ase 'in :aver:ag'e:"~!e'ise~d. :square':':c,,::, 
footage per employee. The s ,;arr-';s': ':arialist;' ~ ~h6weve~ ,~~ :s'~oied; ::this" ~ad. 
!lO effect. 
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,,',''/ \:: 'c, ".~ ,', 
.. ~~... ,. '. :" 
~. -.- ~'- ~ .. " .. ~"-

As ,?'!'&'r cculd', not:' explain the: 'chan'ge- i,n:::,th~": avet-age:: l-eased. 
squar-e footage per-- employee ,ind.:1ca'tor-',; tb:e: star.f:"oonelu'ded.. ·that.: the: 
amount of space ,leased by the· lltility' wa's.' unsu,p'p.Qt""t'ed.=. , .. ::<.:'>:.::: ,,_:C ';::, 

For- its ·es.timat:e, the' s:tarr- s:tarted. wi:th·'.:,the- a:vet""age of' the 

las:t S. years. leased.sp:aceperem~l¢ye-6' figure,s.:' ·'!h'e' f1gu're~'fo'r' -198~ 

was exeludedfor being' unreasonabl-eand." un~xp.1.a:i·n'ed. ~: Mu:J"tl'ply1,n:g ;,' 
this aver-age by tlie 1 98-3 foreoasted.~·fci,roe~;, 'an:a-- 'th'en: acrjus:t:1rlg~for- :tbe 
BSCfRSC con~lida:t1on ,the' s..taf:f ar-riNed' -ata~:lease'd' 'spa'o:e,' ": ~'. ~ :, , .... 

requirement: of" 1 1,000 ,OOO~· sq.:t:t:~ 'Multip.1Y:1n'g~ thi'~ 'bt'tne :u·t':I:'li:,ty;T·S 
a vera'ge ra:te p:er's.quarefoe-t- 'the''(s:ta,f.f :d.ete:r-m1ned.:''i;,t,;s..: ,',98."3, :oWa·t-1o'g 
rents expense of $63,594,OOO~ 

10 ch'eck' :the' e's t::!:ma:.tes·reas-o:nab-"le:ne:,s:~': the "s:t:a;f'f used a 

for-mula' e'mp.l'oye·ed':O:y' the' Ut11:lty":S~ real:'es--t:a, te :crep:a:rtmen't \in':i:t.3:::J:ong
range :p.lann1ng: By d'iVid1'ng ,the 'numb-er' --Of, ·emp-loyee:~e'by ~two' 'an:d,j·th:e:n 

:c.ul tip1ying the- 'r-esul't by 200 :sq,. ~ft .", 'the~:u"t~ilit:y ':aet:ermin'es ·an: ~ 'e:, . 
estimateo.f' its' :long-range' requ·:!:r·ements. : The: re'sul:t~s"co:t ':tb1s: r'6rmu'la 
applied to·' 978- '-98, wer-e ver-y ·clo'se~ t'o -the: ;aot~ua'J>a\'erage'3'; ~ '"'~ ~ ',' " , 
oonfirmin'g" the r-easonab1.eness :¢'fthe :s'tar:t:ing: :pO:1n-t=for',-the :s:taf'f',s:e 

estimate'. In 1982 the·re·sult'·w'a·s;-slgn"ific'ant·l'T:b'eJ:'ow·the="a'o·tr.J:al:··" ~ 
value. Applying the fo.rmula· to: :'the.T98 3 work 'fo-roe ;::t-h'e':'t'esult'fng~ ,;; 
:-equirementsare10:.8:m11l101l: ,square 'teet:, very ~much-d;1·Ueren.t.·r:rom,; 
tlleut11ity's. f'crecas-t" :o·f 14'.4. m1"l110n ':s.q:' ,ro(o .bu:t:ve·ry~Cs·1m11ar to 

the statf" s p:rojee'tion o-f" n,~ 0 'm:irlion~ S:q,:.-r.t::' :Ch1'nn' .:aSserted:"'tha:t. 

the: ut:ility-" s- :own 'fore'ca'sting' 'techniq:ue: :oon:r·:t::r-me:d. :·th:e;. ':re'a;s<>n:ao.1::erles~s 
of' tbe staff es:t':i·ma~'te ... ~ _ ,",h, '. ' •. ~ ," , "::(:"_' ~ ..... \" ' . .'::: ,.~:~ .:':,,', ~.' 

'the s.ta~r ne-ted' tha"t" t-he ~:utfl1 ty:r-·eaJ:.1·zes~·1t;·'c:in function 
wi tb. 'le:fsspace per' em1>loyee'. ':'1)·urlog:.Ap:r1,l ~19S.'2~~Pl"&,! :':!':s:sued,-:...a f", '<;C' 

r-ev:rsed "'s-tand'a'rcr "space alloea tion: "p:ro¢e'du'r-e~. ,; ''!h1:'; '-reVisl:on::~sn<>uJ:a:' ~ 

r-esult i':l 'a 20S':'30~ r-educ,ti-on: 'o,f:s'pae~ ·~~e·q:u:rremerit:s ',wh"en'; '-comp:ar'e:d::~t:o 
the ut111tyr~r p:rior~:s-ta.nd·ard.· ,', ',,"-:-: .. ::: .... '~: - " ~.-,':'~ :: '~:::'.-; 

",' P't&t-; in its ·~r-ie.t"argue$.that ... 'the ·:s.tanrs: .purported 
r-a tionaIe ''for 'tb.:1s"'d.:isaJ.loW'an'oe"'i·s 'd'e:ri6:1,e'nt-:£o.r; se-ve:raJi~ '::'r-ea'so.ns'':-: 

,;.: 1-3 -
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First ,: 0(a,11" 1 tr- ,to-,tal1y:~i:gno~e's ;the.~ mos t~· :reeen:.t:: ,.actual :d.a ta 
availa~le , .. ·1982~,~ ·because: s-ta£f."s::.w.l.tne.ss ·f.el:t: .:1:t:. W'as~ no-:t.;~i:n~1ca·ti~e; 

of histor-ical data~and .. it. was.; no·t .. ad·equa·tely: exp":la:1ned.:.~.!;~:. ',:":, .. "",H. 

, . " It is' ,cl.~ar,.,aee-o.rding· t<>:· PT,&:r " , .. t:hat,:. :the ;s,t.af-f: 'wi tness was 

arbi t.rarily, ·seleeti vein,. h.,is;, use .. . o.t: :r-ec¢-.r:d.ed:"da~ta~.,~ ~.: ~He: d·i-d.~, J1.9~ l:O'ok:: 
at -<1at.a: pr:ior:· to. 1978, ~eause" .h.ew.ante.d; to-;;·tak,e:-:.as:- e·l~·se):a.!~l~k as ..... 
P:Os.s-1bl-e at .. the eu..r:~nt time~ ·(r-ame...~~: He,e::lC~l}l¢.~:d J~982\,.: ho.wever:, ,:t.h-e
:lost current year'.sda ta a vailab-le~, '.bee:aus .. e :he. J:ud·ge.d: .i;t.c; ;t;o:- b .. e::.:o.u~of-

1111e Wi~t.hll·1stori~.al: t~nds .•.. :: .'t.h1s mo:st. 'r.ee:e:n:t. :da.:t.a' 'obY.ie:u·s.1y:,'s.b..e:u·l-d. 
have ·'t>een e¢llSider-ed ,si·n-c-e: :i:ti s· ·more-. ~r-e.pr:es en·ta.t'i·Ye: ·:o:f :l98-3 ,:) ;;th-e ': ,~ 
company argues. 

.. Fur.ther, .. P:t&T. con·ten<!.s ,·alth;ou·g.b.:- . the;. :s:tat.t:':s: e:s:t1ma te is 

" completelyr-el·iant: ona· selec~ted· parame:t.e:r:. o:t:~r~o::o~:s:p.~~~e~::pe~;_,:.:::: ... ;::; 
employee,.: .i:t e.omplet:ely,. ignor-es.: ··th·e ,se:le:c:t~i:v:.e. ,m~t~od :1·t~ ~u~t11i.zes ";te: 

derive th~. ·impact ·of, CI:-:II .on .r-en;t .e.xpens;e ~:.: In:5~t..e.ad ,~. :t:h~> ~:t~:t:f:.:.:' .~;.;-:.. 

adop:ted the 'comp:any' s-: CI-,II .es-t.1ma te'"whieh:. :,1t.., .adm1;t t,ed; m~r"e:;-; !,: _ ;: ~ •. 

accurately id.-en.titied·· exp-ected. r-ental ,exI'en.se3.:I.!l' .add·i·t1o.n,., ,tb.e· ... 
, ., . .. -. ~. - .' '~ . -, ".... -" -~ ..... ~ . 

st.at'ftotallyfaile.d· ,to. account· .tor- ';the::.tl¢¢.r':' .s<p:ace;..and; .:emp-l,oY:e,e;s;.: :: 

transferred under'" .CI-II·aod:' t,he obvi-ous-impact ,t.hi"s. :a-et.±on would· ·have - . . , ..-.. - " . ....'''' '.. ,. .... ..... . . . " ,," "" .. 

on th~ remain-ing "average",.. .. 'rhis., 1:n t:er j,e'c.te<i: ·.even: ru~t.h.er: 

:!.llc¢nsistenc1e:s in.to the s.ta!t.' s-- -foO:tage;, J>,e.r..:.:emp,l:oyee: .ra,t'1e:nal:e: .• ;: ' .. ': 
Appar-en t1y~, P'r&I. speeula.te5" the ':s:ta:ff -wi:tn-ess' "~h:ose ,to-' . 

ignQr-e the, fact· tha.t mos to-f t·h-e r.en·t ~e.xpen's.e :,b-e.i.n'g:.ad<!-ed: 'i·e: ;'~98·3 ;·i·s 
for- -e.:onsolida tionsof. . c.omp:any, ~ op:er"a~tions~,· ~whi:eh· .:are, ;,C:05-,t-~:t:t:1.c:ien·t, :. 

even if the old space cannot be r-eused. or terminate.d~.>: ';':.::' :""~ ',: 
Finallyac.c~rd'1ng: t<>: :P.,!&,!,· the.;sta(-{,"s ':b:a~s'1s :.for- its 

oper"atin'g:~nt .e:lCj)ense le.vel :1s·impa:cte,d "heav,i,ly ~by .. it;s,c:inO:r'.dina.te:lY' 
low:- estimate ,o:t. .p,!&!- , 983 ··wor-k ,:,for-ce, ,leyel.<, ~his.·fa:c·to-~.(u'r-the.r:: ';'": 

demonstrates·thestarr.',s: .failure ,:to ':justify: ~its. eo:n:clu..:s:io.n :,t:hat:. ':~ ~ 
?,!&:I's oper-ating rents e:lCpenses are neithet"\··ju~ti:f;i:e:d.· n¢l"'::~a~¢na,~le. 

, ~ :In '1 t:s 'b'~ief ".-the- ; stat!':, .ar·gued, ,tha-,t :1:t: e.v.alua.te:d ever-y 
~eason· p,!&,! "gave. to:·:justify.;the.leased:.s,q1.Ia-r.:e::-:(o'Ot.;,J):er- ~mp'loyee __ , ,-

'-- 7:4, -
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: e increase in 1982 and estimated 1983. In each instance the reason 

given was inadequate in the staff's opin.ion.~,,.,The,~staf~,.e,)Ca!tine~.t~~, 
.- "'."~ -'" ......" , " ',' ..... ' ... .... ~ .. ",,' ,j • ~... ...... 

last 5 years and (excluding 19.82 .as.un~.e~ason~~e" J'naaequa..teIy:----
.-< •• - .. " ~~,. ~." •.•. ~ ... -, ... ' .•• , •.••.•• ,:.', .... ' ... ~ ... 

expla~ned .and ~he.r,efor.e unj ust.ified) arrived, ,a.t, .... a. r.eas.on.~b:le_ eS,t,ima.te 
.' ,..... . •••• ,., .. ,' .. ', •. ' ' .... ,' ••• '" " .. '. ',f 'f,',,,. \, ....... ,<oJ • • .1_",I~'.,~"':"', .,"oJ .-.. 

of 1easedsquax:e fo,ota~e. pe~: e.~l?loye.e.. Thi:, ,~~ .~~o:~n, e;:t~~a~: ~~,}; 
reasonable. oper a ting x:en ts expense. . ... 

" ,--, ,_ • • .." .. - ". , '.,.. ': ~.~,:" ;,' -, ~ : ~ : ,,~ t .:: :~ ~~. ;~'. ::- .""'f ... ~'. _ ~.' 

.the.,drastic increase ~in space .per, emp.loyee, c,lai,med.by, )?t&T 

for 1983 requir~d ~igorO~~.dem~nst~ation'~ :P~~:~i~u'i~~~,Y=;;h~~,~a :~~~~;~~lY 
acopted company policY . caiis ,. for . a reduction:· in ~aiio~a ted: 'spae~::. ~ ':: 

. I _'" • ,.. , _.'. '. ' '", ' ... " .' • ... .,' _. • • .. • ~ ' •• '._ "HI. ' •• '. .... • j ,,.. ". "'. ... , .. 

A rigorous demonstration for the need for more floor space per 
employee ~as not for,thc6~i~g> and a co~~e~~nt'~i,~~~s~t~~tio~~b~~~'~ '~'~ 

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

staff en9ineer more than cast, Qoubt .on. t:h~ .~,om~~ny:',s. _c~ai~::. . ,<- .'~ •• 

" The ~ork.: force' levels' to ~hi'ch the staff~s 'average 'space 
.... :' • • • • '.' : , . • :.... 'I •• :: ... ~ \\ ..., .: .... ' ,.' r , .. : I."':. 0" '''): ~ :,.', "' _ .. (~ •. ,,,.n-: ... 

per em~loyee were ,applied ,is consistent with the expense levels 
• . r' .. " ,~ ..... , ... ' .... " ..... '" . ,.,,' '~,_'''' ",~,:, ~:'.,:_,;':~~ .• ,::~" '''''';~'·'':''c''"'!·c:·_ 

bein9 adopted by this decision., ,The staff "e,sti.ma te. o,f, ope.rating .. < 
• " , '. • .... ~" ... , ' '. • .... ' .' _' "_, ..... , , t, ..... L. , • "',"\' ... ' '."... .... ~ ~., , .. '... ", 

rents of, $55,091,000, will be ,accepted~ ....... ,,' .... , .... " .. >", _.' '.~.' "~ 
- .. -, ...... I • ,', ' .,' '" '. _.' ." L.. .. .... 0"--' ~ t .~... '..... "' ........ f',. 

,I" ',' " 

. -
, .... _~_. h ••• ,._._~. __ .. _ ••• 

"',' ',. , ., ,. . .' .>. .. '-

""",,.: .. .. ,~. - .-' 

.. 
-' .... , --

., ...... 

. , ~ ,.. '" ," . ," ..... , ,. .... "''':: .... ~... " ':: 
,'. .. .. " ,., , -................... -..' -.... , ......... ... 
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Geo.era.i'Servic·es::,a:nd'Licens~es- -,.: :::, '.'::: ;;- '-',:~,:.f,,;:,,:~_ :""J: ;":,':_:" 

, -!he' Revenue Req'uireme:nts :'Div1Sion:~s;'·~it:tlia:€ioo.:: ,', ' '-- .-, .. '

investiga tioti '. te'3;m presedted'l.t'sf1ndings :'~tid "re'commendat:1ons ":Wo1'th :': ',' 
. " . ," ~ .. ", , ," • ., .....~, " _c """" ""'l/" .... .... ,'_ ,'. ., ' .. -' ", .... 

respect to' the atf:tliatedrelatio'ash:l:p:s of'P'l"&!-'and: A!&!'gen'e'ral" " .. 
department, Bell Telephone r..aoorato'rie'S:~:'Ine~"·Busi:nes's'·frito;ma'tron"'·:· 
Systems Organ:!.za:t1~n, azid. 'tlle' 'westernF:lec'i:ric; ~C'om~:a:ny"i'n the staff's 

.. • ......- . ". ,_... ' •• '".' ,',-" ,','-' • " - ... :'''' ", ~ • I"" -.- •• ~ , ..... '.':.": ~ " r 

Exhibit 30. Tb.ehistory o!"these"ratemakirig'adjustments:--:ts contained 
, , . 

w1-:'h1n the report~' Tie p'rocedure for.the'se '~dj'ustaientsha:;::'becoaie:::' 
, .. '... "' ..... ..' . , "' "".' ~" .'~ ., ..... , r. I"f "I, .... ,' .... ',.~, ..... ,'"., .... ,-

routine io. recent years an'd. 'has been' the "suoj'ect"of"maj'or d1scU:",s:ton 
in oriers up to this rate case; -~ No "O:ew 'ma:jo;~<'iss&e ~a:s presented."1n 
that regard in :tb.1s·p~Oceedi~g, :~a~d ~P!&Tdid. ;"n~t,'fO'; th~(purposeS-::' of 

, '", ," ~ ,.. .- "\' I·' • ,"',.' ... , ',' '" .... t' ,,' . _~'r"'\ 

tb.is proceeC:1.ing, cont'est' the genera! ··'coc.cept:' 'The . utility did, 
however, eonte~t the 'G~ne~ai Ser';'1ce's';~nQ-L:i'ce~;e:po;t1'ons"of~::,' :,' " 
Anti trust' E'xpenses and' Bus:tness r~formit:ron ':isystem.s. '<c 'rklesei,:ttems~': ~~ 

, '" _. I"'. . ....... " .. ~' . ". c. 1". ;"" .-- • ~ " ,~,:, ~'. ".'. • - ... ~. ,', 

will oe cons1d.ered under separate-headings. -The details-are'shown'1n 
Taole 1'. 

~ 
i 

2 

3 
4 

5 
6 

Table 11 

PACIFIC TELEPHONE & TELEGRAPH COMPANY 
RESULTS OF TOTAL CALIFORNIA OPERATIONS 

A.83-0i-22 ESTIMATED YEAR 1983 
GENERAL SERVICES & LICENSES THROUGH RECAST #3 

($000) 

P'!&T Exceeds 
~ P'I'&T Staff Staff -

GS&L $184,681 $182,164 $2,517 
Adjustments 

CI-II 40,874 46,880 (6,006,) 
Ratemaking 72,202 69,455 2,747 
Recast 1;1 11,605 65,829 5,776 
Sale of CPE 800 0 800 
Recas.t 1;2, 1;3 70,805 65,829 4,976 

PT&! did. not contest, except as noted, the general staff 
figure, which will be adopted in the amount of $6-5,829,000. 
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Balance "Other Operating Expenses" 

" The makeul). ancL d.ifference in .the category ,~.Balance Oth.e::-..... . 
. • ..., -. ".' •. _ .'. ~.,.... . ... ,. '..I .. ' •.. " ~~ ~ r +' • ,:: • '.... ...- ... '-' # ...: ... !, .. it L _ .2~./" i~ 'Y _ ~_':: ;. ': ~,. ... "";, ..... .,. 

Ol)erati:lg Expenses" is sh.own 00. ~able 12:..., ,,_ ... " . '..,~,: ;;;.' ~. 
" ' .. -_' .......... '''' •• - -, .... , .". .... , .. _. h ....... _", ... vc _ , 

Table" 1'2< .::. ."' ~::-;. ';. :;;.::::' 

PACIFIC TELEPHONE & TELEGRAia ':CQMP~A~~i; ;:'; ," .::>,,:;::~~:~,' 
RESULTS OF TOTAL CALIFORNIA OPERATI,ONS _ "~ 

A.83-01-22 ESTIMATED J:'EAR'::;1'9$~~ ::~,~" :.' .~. " 
BALANCE OTHER OPERATING~ EXPENSES;:THROO'GH'~RECAST #;3 
, (fJ'OOO} 7: ::.:,:,: .. =:',': ',:-:" 2~.:; 

~~'I-t-em-"~':"'" 
"-""',.-.. 

Aeeount$ .- ". ,.' '. 
668 Insurance $ 1, 151 $':::1::.~t5;7:::~~·':: ..;,:: ~-:, 
669~'A:ee:(d."eo.t." ~&:"Da'mase~';:",;,: ", =,J.I.~650',~ '.1:'.:' :,: ~;S.O:&:':;':: ~':~ 1,044 

,672'Reliet&PeXl.'S'10:ns: : .. ~.~ : 7,90~,.5J.1.7: .": :"2 ,~30 ;6·'36):.>;):......: ::,~.s9:,,-g!:1cl:~,c,:~;. 

615 Other Exp.e!lSeS:::~ .. ~'::~ ·:.::1$;OO:l~<.:;· ,:"" 74:'::'7:0)t,='--;C: :;.; ':4'~300 : .. .:::' 
'"617£xp.ense~,.Cha.rge<t::::': ~',~"'_' ~'~:.:.:;':: :;~~, \':;'~~::'.G':'i;:: :.:::";, ;:,.:'::~;,!:)..:.::-:<, 

COo.st. CR ,',." ,', (2,O",4.8~L ~ ~.:C 1G,.890t. _, ,,...(3,,59,4), .. , .. 
, .............. :"" .~., ............ " ....... " .• ''''' .... ...~ ............ _,.' .... _" ...... ' • ..J, ....... ".+. ~ ........ , ....... ,_ 

Wage/Salary 'I': •. " 11t755"~ .. ,~~" - -0_ ~ , ... 11,755 
Tot~l ,'. , " ~ ~. $8,66.,6,2(", -~ ~ $7.93,.2 i6 ': . ~ ,. :$7.3, ~.1.6. M '" 

CI~II '.~, _ ,;>: .. ",' 2'7",6·80).' .. ~~· (29:972)':~":" '2',~2'9~£:~: 

Net, ~I-:I~ ~: : _,~ ;.' ,::. '",:',:- _$~-3~8~,?~~:~~: ::.~ ',:":' !7~~, ;32~' ~'~ ~ ~ ~.;~1~;;/oe~~ ~.: 
AC1justmeo.ts 

'.: Ra temaking': ::; :. - I:. :' ~. ~ ,~ .. ,: • 

,', ; ,: Legisla il:ve':: ~."':':' ;;: ~"; 
Dues & Donations 
Depreciation SL-aL 
Antitrust 
BIS 
Sharehold.er 

Recast #1 Subtotal 
Sale of CPE 

Recast #2 Subtotal 

Trieo.nial Represcr1ptioo. 

Reeast #3 Total 

SL-RL Adjustment 
AdC1ed. Baek 

( 926,) 
(19) 
(1) 

(2,742) 
( 13) 

$835,079 
(4,900) 

$830,179 

(5,013) 

$825,106 

(Re<f Figure) 

- 77 -

(,926) 
(19) 

(106) 
(2,800) 

(13) 

$759,208 
(2,171) 

$757,031 

(5, 117) 

$751,860 

79 
$151,939 

..., .. , .. ..... . -' , .... . 

:- I;;' ~ .• -- . 
105 

58 

$75,811 
2.129) 

$13,142 

104 

$73,246 
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... : .... ',. \ ' ......... ,... ,~ 

_ ...... v , .. '''' \, .,,' ..... , r .. . ...... .,;.. 

p,!,&! eontest:s' $29 ,6ci5'~'60o of~ the $73·~2c4·6·:~·OOo::d:oire'r'en;ce·~.i~ follows: 
Ae 669 Aecidents. and Damage~~~~' ~. -,.~ ,'; .. ,'. ". '" .:;:~2 :~,;:..:: ::.:~, .. ;::':: 

Antitrust Settlement·. ,,, $ 937,000 

Ratemaking Adjustment 
Allt.-1:truit Ex;>en3e~ ': ~::" .. :'~-'~~~ ~::::';~::. ::. 168,000 

Ac 675 Oth~; 'E;~n~-es~':" ,: ,.;:~, ~ :::':. ,.; e' .~:~ ';::. r'~:': :,~,;' 
. SIS Costs· (Includ.ing- $SS· 00,0· .. , ., ' . ,; . ~.' '. ,-

• ...,., '- - • '0 ~ "- I~~ ~., ,.' __ I • 

SIS "Ratemaking" Adj.) 4,400,000 

Ac 672,_ Relief and Pen$ioll$ 
'. " i% Poor .?erfoMllanc~, ~enalty 

t •• _.; " .,' (_ 

24,100,000 
• ~ , , .. '.... -' " • L • 

.> .-.- ................. , .,~-. -~-...- _.- $29,66s-;ooo 
.~ =::; : .. : :) ~.," ::' .'; 

Antitrust Exp-en3es:: ., _<. ';f.r: ;..<::~: ~;.;:. 

:In ad.dition to the $i25i,OOO adjus;tme-n:t;,:fo,r :.a:n~t.1.t~t1st: ,~,:, 

expense3 ::!.:c.cluded :.1n ~Ac. 665, Generalr Office Sa-l:ar-1~s ,.-and..::Expen$es., 
tb.e statf 13 propo$'ing an adjus.tmen,t-: of $9'37 ,OOO~'.in~~A;e;::: &69,.~~ -':-: 
Acc1d.ent~ and Damage~t and $168,000 in "Ratemak1.n:g.;·Ad.j.us.tment3-"·for-
cost~ -a;$30ciatec1 . ~ th , 982 anti trus·t.·, 11 tiga tion. -,. ~ -,'~.): e 

.. --'-' .. In D.9336-7--,· .. ·the Comt:1i:~·;io-n~-~xclude<1 50% of the":eo:sts oi'-c'Wo 
" R' 

anti.trustsuits, Litton and ~h.e· :>epartment of Jus.tiee (DOJ) :lu1.t'~:~· 

Accordingly, ?ae±:ff~d.id. not. se:elC'~eeovery of 5,0% o,f thO'3-e': ~os~s in 
t.hi" ~pplication.·'Ihe staff thr·ou'gh::\.r:1tness LoW' proPo"~d:in'~th1s 
case to exclude 50S of the cost" of all antitrust sUits!:~;~~~~~~~g' 
over $.900,000 that·wa$ ineurred.::.in· i982 and. not inclu<ie<i in.Pac1!'ic's 

• ~ .......... ,. ~ ~ ... I.. ' ~. 

1983 budg~~. ., .... 
. . 

.-, ~- ,'~ ..... -::.' " .. 
_ •• __ 1 • 

~. '. 
'- -¥- .. >' 

~ ..... , ...... '0 ..... ,.." ~ 
'" 1 .... _ .l. '- ......... "..~ 

......... , ,:. 'p' .:..;:, ..... ,~ "'- '. " 

.' . .-,,., • I ~ 

... 10,..:1-: oj' RR " 

• ( .. ",,~ A '; 

~ ~ '-. .. " 

'; , ..... :~ ~ - .' 
..... _-_._ .• _. 

r' ..... :::.'>:. .... 
'- ,...' •• \..n _> ,' .... ' 
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-'" 
,',"" 

.' .. ,... . '-~ - ',,"", .' ..... .'-..... 
\ ., .... ~-

... ~ --,"" -,. .= ....... ~ 

... . .. .. -" ~ ,~... .. "',. .=. ... ,'" .... , " ........ r 4' ~...... ;' .. ' - ;;. ? ~C ~,. ..... ;., .,;.' -:"'": (~ _.; 
The, ~tart,::al:5o· p~po~ed* e'Xc'lus'!'on-o't'" '$937 ,000 in antitrust 

. u,..... ,_ •. ~ _. .....f' ".' ,_'" ~-."''''I··''''' ,'" ~:~ .~' ".. ~,,_. :.:: ... "':", (' ~ : = '.}:'. : se~ tlemell t ·c~:t.s-· cy: apl>ly-1ng' ·t·l:le:· 'stat't"'no'nlabo'r" '1'nfla t10 tl ra te to 
~923,OOO' actually' 1ncurred' iri~' r9·8Z:~~:;-'';;::-:::.. ::~';-.: ~ ~ .~ . .:. ... :-: ".: - :';:;. ::.-::,~.:: 

The s tart di~ tlQ t',ln'vestigat'e' ~ll'et~e~~ the: ~n:titrU; t:' ~~~ t'~::- : 
~ropo~d ~. be exclud~d· we:!"'e'71nclud.e·Ci'::in·: P'r&T"';~ 1'9S3~~sti~t.e~::: ,,' '-:.:: 

p, - - .,.J - ...... r r,......,..,. .... : - , ... , ,..,.~: ,....-> 
1n'~ 1 ti'briet<:"tlla t" the': $937: 000 ~ Wa3" ~ _ 

, . :~ ~ ~ =:: ... ::..:.':' 2 c ..:: :; ~~., ':':: ,;:: I"., ..:.: ~""'::..: ~ ::~ 

resul~ 

not. " T, .... 

: We bel ie,ve:th.~ company:'~s .r.e.ques~:is ;reasonable;.:-and =w±-ll '"'.aciopt.i t . 

, ~ .• - .... , ... - 1""''','' I 
• ~ __ ,_..... •. i_ ........ "" 
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Busine~s Information Systems 
Since 1967 Bell Labs, in conjunction with AT&T and BOCs, 

nas been undertaking a program of research ana development on 
Business Information Systems (BIS). These syste~ are essentially 
so!'twar~ J)a~kages prepared by., Be~~, Lab,s:<t:~.r: us~~~bY"~·:th:e:. BOC.:s to allow 
them: to' sa t~er' and.ana.lY;e -'~lat~. ,;~~e~·r~~g~ .. th,e;ir,: day-:.t~a~ ::,,~ '.:.;;.;;:,::: 
oper~ ~iOtls~ t~'~iiow the~' t~ ~dm1~i~$t:e;: ~;~'e:, ~~,~r:i~i.~n.tly:-,~the1.r:·:,: ( ~ ~~: ::, .. _, '..... .c'.. . 
operations, aod to plan for~ futur.e oP.e.rations ,and 's'erYice:s: The 
devel~~m~n~- cos~s- ~i. th~~e.,,~~e~1ri·~~ J)~o~~~ .. ar~e::,.cha:X"ge<1:: diree·t:l:y:,to~ 

.~ • . ::', .. ~ . . .:.w . " .~ .." ;,.... --." _ 'v-' '-;. • 

the BOCs, through the BIS. agreement. Th~ ,futldamental:.:research o.n.".B:IS: 
'. ~ '1;-', •. ... • ~ '''. • ~... .' -. " - ', •• , ,'. ..... ' ... - • -'- • • 

priorities, feasibility studies, and planning of future BIS progr~~ 
,is charged', to 'AT&T ~ ~b..icb..: in turn,: 'b.i~ :t'he::BOc.s. tllrollgb.< the t.'1cense 
Contract. 

Costs of toe BIS program have inereased exponentially 
Since 1ts inception at a 20%. to 25% rate and for 1983 PT&T budgeted 
$30.8 :nillion as its share applicable to California utility 
operation3. The total Bell System BIS oudget tor 1983 was $280 

(~ =1llion, a $55 million increase over the 1982 budget of $225 
~llion. The staf~ witness, Kevin P. Coughlin~ P.E., was not 
sati.sfie~ with the cursor-y explanation he rece1.ved for this i:tem so 
u.:se~ AT&t's 1982 budgeted amount and applied the sta~f allocation 
factor to arrive at the staff's 1983 estimate of PT&T's sh.are or 
$26.4 m1llion~ 

\. 

For th.e estimated test year to function successfully, th.e 
utility must be able to justify its estimates with solid data and 
logic. the Commission has examined the AT&T memo, that P'!&T furnished 
:'0 justify the total Be'll System BIS budget of" $280 million and' it is 
indee~ superficial. The staff report on affiliated relations Exh. 30 
does. d.es.erice. i:L d.etail the. BIS budgeta,ry activ1.ties- and,budge't 
COQ~rols. We will adopt the .staff number. 

. .' 
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,' •• ,.1- -;\_' ... 'c 

Relief ana Pen~ion~ 

. , Maur:i.,c,e ',~~, .~ Cromm1 e,. ~,a'. Resear.cn: -Analy.s'.t..: ~in :.tne· ~Revellue 
Re~ui!"e:nent~ Division y recommendea. a·) S penal'ty:r:educt1on' 11:2.. -.:the."; :: 

normal cost rat.e used. tor l'ec.sioc. accruals,. l'url':oses; fo~ .,the test 
year. Th1S"would:-~~o~n-t~ 't'~' a::'~ena:l'tY:~O'r:"~f24'~~1'o6::':o-o~o"~o::~ 'ip~roXima tely 

" • n~ .-' • .' 0" ,. ", .,~. .... r. . "\ 

5 • 4~ of the'. p~ns10c. :exp:ense req,llested cy;;,-PT&T fo-r-:~t-he test::year. The 

?e1lalty was based on 'wbat the staff considered t:O' be a less 'than 
-' '''' ' ,. 

aaequate p:er'formanceof the ut1lity'.:s pen~1on inve:,'tment fund for the 
pe!"iod. 1974-1981. ~,:.' ~., .. ::. 

To' evaluate the l'erformance or P'!'&'I' t:s pe·c.s'1oc. fun'cf, Crommie 
compared the return 'on invest~ent of fiv~ major California': "dt"il1ties 
Atitb. a nOMl composed. of mec11an averages' f~r a sa~pi'e or 1 0'0: ~large· 

•.. " '. " ~. -:-' .- -, ~ ':: . 
invest~ent plans with investments greater than $100 million. each, as 
published by the investment ac1v1.sory fir~ of A..G. 'Becker. :Cromm1e 

fOunei t~t four of the five utilities studiea have been earning one 
or :0.10 percent. les:s,;than'the s.eleetec1 norm·· CO'llsi:st'en'tl'y over the last 

5 to a year3-. P'r&T' s .. p.en3-1on..:.:runc1~:.haCl: tlle'.)l.or.st performance o·r all • 

',' . "" ...... 

" . -. _. ',- -, :"". ' :. 

... ' ,," 
.:' i.':.., '. 

... -P. , ~ __ .. .... 

, ... '.,. .... ~. -
...... _------

~ :. " , 
.... ' - .. ' '; 
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.~ . ,-:.': ·,The ,-.rel'a,.t1'·ve··<per~o-rmance'·· of;': the ·:t1~te-;Cal:f-ror=n:£a; "utili ties 
are :lhOW1l on. tile ·roll:ew.i,ng' table:!. ,:'.~ --:.::::~::.:, ".- .:::: ... :::, :,'.'..:C ::.: ::':"::'-'''':'': :..,:.:;, ,: 

C.ompollnded: Linked. AnnuaJ:iz:ed.. ',Ra te-s~.:ot'.::Ret\.l1':n:< '''.c'' ~ 

-. Oll, Pension· Investment, ~Fu·nd's: - ,-- ... 
............. '1" 

' - ,- , . ' .... -*-' -" .... ... . .. 

Period PG&E SeE §.£Q SDG&E . Rill - -
1974-19$1 5.4 7.4 8.4 5.5 6.5 
1975-1951 11.7 11.0 73.1 10.9 10.2 
1976-19$1 9.0 9.6 11.4 8.5 8.3 
1977-1981 7.7 8.5 i 0 • , 7. 1 6.6 

In rebuttal to Crommie. PT&T presented it3 Dire~tor
!nves~ment Management, Richard E. Holmes. 

:: ~ ..... ' .... ... 

Large Plaa 
6.3 

11 .0 
9.0 
7.5 

Holmes took exception to Crommie's statistical method.s and 
~o the inferences that Crommie drew. He also disagreed. with the use 
of the Becker universe. Only Becker clients are includ.ed.. Very 
large corporate plans. suc~ as t~e Bell System, General Motors and. 
General Electric are exclud.ed. Furthermore, the Becker d.ata includes 
profi t sharing and saVi'ngs plaJ:ls;~in~lud1ng the Bell System' plan 
which is composed. only of common stock and. reserves. 
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To evaluate the consistency ana preaictability of returns 
." - f', '1-'1 '_ \ '~_'_'" " 

over ti.me, Holmes d.etet"minea the standara deviation o~f"the 1974':"98,' 
antlual compouna returns of Crommie's five California utilities ana 
the Be.cker N or-m. S·tati:l tically ,the. l.ow:e r .. , 5,t.an<1ar~ .deV;ia tion . the __ ~, -

" '.,_ ." ___ .,..' ..... ,.:~ •• L ..... ,_._' ••• ,""".~ .... ,_ .. ~"-_~., ___ ...... , .. ~ 

:lore co.c.siS:ten.t. ar.e~ th~" ;:,~~ux:l:l.:s. ~~e,;; ':'~:~Z:~..'::. .:H.~~:~es. ~?--Y~C\~51 E~'::.. 3f~~~~ 
compoun.d. t"e.turns.,·by th.e stanaara.,d.ev.iations. to.d.e.ter,mine another __ .. 

"',.. >c ................ .' .................... _,"' __ " ,"._'.,. _ ... , ....... __ ....... _ ...... '-,1 .... ..... 

:::.ea5ure p which he aesigna ted. tyreturn per uni t..·:o:r.. ,;r..isk.";*". .The~ higher..., ~ 
• "'- -. .-.. -, _ .... ' ..... " ~... '-... __ io. ~ " ... " ... ,_, _ "'*' ~ J ........ 

thiS num.ber~ .the more. re.turn, tb.at~b.as _b,eeo.., achi,e.ved. .per. uni t of 
- • R "'> '-. - .. - _... ~... ,~ ..... _.. , ......... ,_" • __ II! ... -.......... ... ~. "..... ,.,. •• 

r-i5k~ Holmes' r"et-ur~, .,stand.aro. d.eviation:l,.. and.. ,r:e.t.u.r-n :per .. u,nit or .. ,_ 
," ~ ,. '-,'.. . ..... _ .... _ ........ " ·,n.,'" .... _.\.'._." _,..," "' ___ ~.:, .. ~ .... ....., ...... ;~~ ........... _~:"_~"._ ....... 

t"isk are :Sb.ow~~ .~.n, t,~~.::.~?~l.O~i~~"t~~l: .. ~ .. : ':-':.;..:.:.:::":--;;::: .. ': ::;::'.2~~<: '.;:::: 

. .. ." . , . :Ei·g.klt - Year' Date . T974...; "9,8 i'. c ~':-.', ::. ':.' "::, ~:<':- . -2" ,:.~' ';' . 

:,~::. ''£nlluaf C'omp'oulld ~": :":: .~,,:, .: :-:.,:::::-;-.; ~ ,:;::: :::.:. '; :.,;:-:.: :: :.'::: ~ :,::-, 
Comp-any.-_ .. ,-~".\ Return~ -" """~." d_ .. ~.-D.ev·iat.i¢·n .. ~,,,,: ":: :-Un·1,t,- of~··R·isk ~:, 

:c'-; :',:-.:,:":,;:: .. ,, .. ~ ·(.a)_·'·c'" --'.",',- ' ........ (.'0-). ':'V·'·,-~·.,'" ,.,~ ... (a-b,)~,.,"·",,·> PG&E '.' 5.'4f-'-'· ". -' .. _ ... '-1n~ , -... ~, ... -.!.. 0.28" .-_ .... 
SCE 7~4 . ;:"'~' ... -"::.;:~": :f, :7':~:": ..... .:.:.:~:~': ":c? ... 6k ::~,\'~. 

SCG 8.4 15.7 0 .5·4 
SDG&E 5 .5 1 5 .6 .... O. 35 

'w' -",#"1 ,.': ..... '" .. > • • r' . ~..... 'r .. ,: \ .•. , ... .:. .. "" ".,' ... ,.... 4 ~ _ ~ • .::.:. -", "'. ~ .... ".~ '\ .... 

P!&:!' .',,, _., --'6:5 .-: ,-,~ -'.. " '-.~. ~ 1 1 :9' ~. ~ "".'- ,."': 0.55 
• ,... .' \ . .: .... , ' . .: -:::- -: .: .. ~ .:. :. .• : :... A-"'~ .". :-.; ,",: -: ... :- ':' "': :., ~ ':.; ..: :..! .. __ .. :~ ~ .~ :: .. ,~ ... .. :. .. ~ .: ~ ; c ~ _ ~~;..' ~ ~" ~ 

"Becker 6'-3 . " - 14.1 0.45 
. \'~,:,;,':: :':1: '-"~~,::':' .::~.; .::~ ::::': ',:.:;~~j:~',-::".~; ~>,:~.:--: ._-,~~:. 

To Holmes, the use of these 5tandat"d.eyalua~ion,~ools· 
-:.-. • ::'~: .. 1'0,(".-: ":'''~ ....... ,-.'~.,:- '.'~, •• : ~.'I :'::;:",:::', ~~: ~ ~ ........ ~' ~:~:.~:.~ ,':::::I;~. ~~r:. 

~eveals that P!&T had the second lowest 5tandard d.eviation. and. second 
..,,.., '~,~.~ ':: ,··:~~::.-~l~: ~ .. -: > .'~:.::"'''''.: *J~,·:w·.~":'.: ~i~~= ~~I~":.·:::"<·~"':~~ 't.:.. .\:=_.~_,~-:.".~a': 

highest return per unit risk otthe tund.s 5hown, ind.icating it is 
'~elr a:bo~~ a';e~age:-i:n~ the~':e :a;~a'; :].rh~h'·~om~i~·~d t'~;:trte:::ci::t£e~~: .::-::;::-:.: 

.. "" -•. ~ .... , ... _ ..... ,-_ .... -. .-. ............... -,......".... .... ',"-, ~- • fOIl'" ",r""'"'.~, .... \"~(" ,::i" ,-... .' 

Calitor:lia' ut":aiti"es' 'utTlized'"b'y t'he~ stafr' in "'tnel~ ·eval;ua·tW1on.p'T&T 
also ou tperformei .. tb:e~ ·B~·cke·r. ~ :n~·~i~>~.'- ~.'~ ~:: .- , ~:: - :; ":. .;::.:; -::.:".~ . .: .... ,. : - :-,::.: 

Discu'ssionof Pens':ton Fu:nd:P~naitY:::":': .-' -'-:.:.:'.'':' ::-'::-:::':;' .:.-~:~ 

The ":assessment'o:r- 'a·pen'al.ty fO; inade:~uite;)pe:;'foima:~c~:' o-:rA>~' 
.' ~ • .... ,......... .' •• ~... • _.,.. .... ~ .... ' .. -, ..... ;., - ,. • ~ " ~ , ... > I "- ....,.' ... ..., .... '". ....... 

pe:lsion fund. '1:nve5"tlllen't"s' 'is ·tantamount· tow :!:mput:tn'g"bett'e~'~'" ~.' .. ~~ ~-

perfo~mance. The Commis510n in the pa5t has used. a higher actuarial 

interest rate than used by PT&T in its pension calculations. In 
D.67369, dated. June 11, 1964 p in C.7409 (62 Cal PUC 775,841-848) the 
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p ~ • 

i'-.. .r ..... .,'" • r . '" " " ....... 

A. a2~" '1~07' et" a.l-~ -... ~ -". -.. ,.' -: 
.. ,- .' "_ .... ,. ~.. ' .. 

Commission' imputed. 'a' :3:':1/4{' aeturial ' in tereiS t': rate in":' rp:J:ace' ;r5t ~the ~3S 
being used-by- pt·&!.· ·that ad.'ju:St:nea t was ~ mad.e';~~: llowever.-:;·' :'O:zi·th-e baii~ 
tb.at the' actual'earn1llg~ on' ·trie ·peri:s1on~·tuild ha~,\::ro%'~'ma-rii iea-r~;;-:'<:' 
consistently exceed.ed '3%. -' .. , :'" ~ ,," ... : . .:-:~-;> :: ~-:. :::~::'''; .~:",: •.. ;;'c~: 

, At: ttiat~1me,:''Pensioc. "fund- mana:geme'nt' was me:rely:a;~a tter 
of' selecting' a"'proper mix -'of -Yieid:and. -maturi t:y:"of'>hign;'grade oonds. 

~ow pensj.on funds typically also~invest.· 1~: ~'O'~o:n:: st6dc';S":'and''":rea:!:--: 

es :ate. The elemen t of.-:.vo.J.;a~'ili_ty~t . .b.~~t __ ~h.ang~~ inve:s·t::nen t policy has 

i!ljec'ted i!lto fund management is clearly" evident, in."Crommie's table 
• __ .......... _ L~_o 'v..... _ .. '0''''' />",. ~, 

ofa.nnua.l::;.rat'es of returu, .. ..:w:here in , 97~_,_.all': ·caol~.t:.o.x:,nia utU1~1~e.:s_ 

5urfere<l-: .. large negative r-ates of ~eturn" followed by a rebOUllc1 to 
eve:J. la':-ger positive ra£~s of return in 1975.:';"'::;: .:::::'::,~= 

- ~v~ 

~ ::,.C;·: 2 
The statf d.id not .. challellge- Holmes t ca'leulat1on of return .0 .... \ 

per uni't o~ risk. That analysis purports to'sh,'-ow, tha:t'~ eO~1:~e~ing 
:.ne r-isks assumed., P'l'&! is IlOt d.oing too oadlY:. -:: :<, .. 

: .... '." ro.... ,'" t. >- .! '. ': (_ -:: 

The Comm1ssion will IlOt iml=l0:se the pell:5ion ~p_erfor::nance 
;>enaltY· By'rejectirig the'~ st~rf" prop,~·s~lJ. 'the CO~i.s;i~n"does··n~.~" 
:':J. tend. 't~ d.iscou::a'g~ s t~if ~ efforts" ~lo.n~· ·thi.s-iin~~. :; .:£he· ':C'~mmi~~1o~ 
would welc.ome ~b.e :5 taft ' .. as, part:' ~f' ,i:t:s·.c.oot1n~1-ng '~:s.t~d:,i,e:s ~ ~,~ ~. '. ~. -: ... ' 

• ~ '"' ....... ~ -.' .. _, ,A ''"_, ....... _ ....... ~ ....... I .. __ ., .'o.' .• _ .•.... ' .. 

e:ployee oenefits, formulating a stalldard definitive test that it 
• , _~. ", . -: ~ .'.' '" '.,., ", ... .~" .~" :.~ .,.. ... ~ •• ~ ",. !... ,,- ..... ' '-~. '-

could. apply to determille pensiotl expense. _ ~Sueh "a .. tes.two.u.lc1 ,enaole ". _ ..... ...., " , .. ' , I.~._,.. , .... ..... ~,".-.- 0#-_ ,_ ..... _, ~ '," _. '-.. 

~b.e utili.ty to kn~w ,~n,.-advallce--·w~~t-r~3-ul·ts ~~e~~~:~~~~~~~e.~:O~f-i-t~ and 
:'0 take sucb. s,teps' as,1 t. COUld .. to_. aeh1e.ve suc.h... ::e.sul.t.s .. , ~,~ 

" , 0 .. ' "' + or • .., , ' '-'. • .. '. ,..... ", ,· ... d ...... _. " If ~. __ +-',....., .'~: _. ' •• ~.., ~'I·~ 

, . .......... .. ,,~,.... --., '",... ~ .. . ..., ~. ',... ,..... ~ . - ", 

, .... ~ , ....... 

r. •• ,'. ~ ... 

" 
•• "_ 0' 'e- . -,. ';. .. -: ,.:. -:. ':,. 'Yo 

- 84 -



A. 82-' , -07 et al. /M:J/vdl'" 

Adopt.ed. "Balance Other Operating E:xpen~es " "" ~., , .'~ 

The Commission, !:laving resolve'd. a'ilof"the' contested. 
• c •• ' \. .." ' : ~ '~ • _ ~ •• '-'.. • .. ". • ... '- ,~ .' \.." l ~.,~ 

a~~ects or "Balance O,ther Operating txpenses" in favor or P~&!, " 

except, for ~ BuSiness, Infol:lM.tion S~tern estimate" will~dd:~25.:20S:,O,09"~ the~::, 
staff Recast ,#3 total for ,a, totil of.S783',458,OOo,"adjuSted"for ~o~~r,adoPted" eXPe~. 

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

Early Retirement Incentive Plans _'" " ,_ "' __ 
In May of , 982 ,P!&! acceier~ted -its 'offeri~gs'~ or"eariy:~' '.' 

, .., • ,~. .....: ~, ,. , • • _ ...... _, '.' ::~ '.' ._ \.,. ., •• -.,..." ,", .... \'-0" ' .. , ......... ~ 

retire:nent incentive p,lansbeca.us.e ,o,f"ra,pid. "ad.vances: in technology" 
, . ',.. '.' ~ ",..,;",' L',.. ,",~,., .. ~ ,:, ..:. ~ ... ' ~. . .. , 

and "unanticipated d.ecline,s in the .e.conomy.~,. "amongcother:-, reasons. 
• ." _, '" • ., _ c. .' ... , ' •••• ~. ~ 

During 1982, a total of 2,51.5 manage.rs ac-c.epted.~aciric~s,Management 
'.. ~, ... ' '"". •• - " , _, • _ '" ".,. ......... .,' ( ..... 1,.. ...... ~ ......... 

:!lcome. Protec'tioll Plan (MIPPJ, and., 574 nonmanageme,nt personnel took 
',' ••••• ' __ • "., '" • '. ,0 '0-'" ,_ 

advantage of the S~pplement~l~ncome P,r~,t.ecti,o.1?- P~?gra~;~ 5S~,P~),.-:_~. <" 

Esse!ltially, these plans prov1.d.e incentives .. equal,to.J-year.!s.,sala.ey 
~. ,- ., "'. . , ~ '. ... ' .... ". ~ '- ',' ,-..... . ".". ",. 

over a 2-year period. ~or mana.gers. (,MI~P') aneL ~p,to,_a,:~-y~ar pe'riod 
!'or nonmanagers (SIPP).·" :!llerewere·two· MIPP"'offeringsj one was 

, ,.' - .,. .• ., r 

booked. iIl~uly ,and. 'the other 1n-October. ::!he '.SIPP ,booking took place . ".. . " .. ," .. " . " .... . . - .. ". 

i!l Dece.cber. " " ':''':'~", 

These expenses ~ver~g'e'd-' $:36 ~'606 :'~~~ e~~h pibiri~ employee 

',.rho ~ook ~d.vantage ',O,f '~he pl.an. P!&!',~.:in~e~tiY~:S:t.or~re considerably 
b.:'gher than otb.er. companies. For: -examp le, :General-Te'lephone Company 
of Cali!'ornia or'ter~d. only a h.aif.\~'e'a:;'s-salar~/pi~~·:$5~O a month 

u:lt1l age 52 and.· $25:0 ' a ~o_n_th, tber~after", untilag~<' 65:'~ 

On its bookS,· which. ,n&! maintai:s in:aeeor"d.ance with the 
, .' , 

O'ni!'or::l ·System or' Aceourit~ presc:-ibed 'by "the~FCC; ': the "comp,any charged 
the e!ltire $98 ,:n1llio·n relat1n~tothese '1~~enti~e ~lans to the . 
various expe-Ilse and., p'lant aCC-QUIlts, to ·.Wh.1Ch these' retired. employees 

"- . .... . . 
:a<! been charging their salaries. _.' 

For Calif.or:lia'intrastat,e -ratemaking .. purposes,. however, 
?'!'&! d.eferred. $56.4' million, rep:resenting tlle}intra~ta.te operating 

.. 

eXjjenses ,ortiono-f"these early reti~ment"ineeIlt1ve:" eX';'enses "off 

book" by c1ebi ti:lg 'A:c .:' 139', ,Othe~Derer~~~,: C~~r~e~-;~' ~'~~ eredi ting Ae. 
675 t Other EXi'enses. "-.. . ,- ...... ,7:'~-:: 
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. _, .... 

,. :; " ~: ~', ~ :-: ~.:: --:. .:'. __ : .~. r: I> C: "; ','. ~: ~ ':: ~:'j :. ~'":.::,..:.:. S I : '~" .: c: :, ~ ~\ 
The oompany -amo·rt·!'z·e·d.:-tb:e-!'n·t·r'a's't"a't-e-p·o"r't"!"o"n7"o:r.t1ie's'e-

.. , - -- ... ,~, ," .. ' ". . ...... , .- -.,:._ - _ -..'" -:... ,... ..... ",.-'. f"P'I-',' ,.\ ... 

expenses:. moil thly -s ta~t1rlg . in JUl.Y· 1 '9 8~2' 'on '.a ''''ca3'~'~ basI; "~, wh.eo. the 
• '" ,.... r .... , .", ...... .., .. r" ","., ... ' ..... ,' _ ~ ,,', ....... ,. , ~" ..... , f"'o(.... ~. '.. it ' .. -"'"' \ - "', ", (" '" 

tirst MIPP payments werema·d.e 'by' ciars'in'g" Ac ~ "6'7'5, -Cither"'ExPenses, .... -. 
"o!f: b~ok"''- .-A5~~fth~~nd. '~f-':982~~:;i~iotii~"~i;ii 1;::4c"':mrl~1£gi,. =6:f: ;t'tig~ 
early retireme-rit' inoe~ntiv~>'ex~e'ri~~S~:~~d;'be~~~Dio~{1ie'a~~:' :~;, :::.:.:;--;;'~ ~:.::,::~ 

' ..... :' '",_. "-''''II-:'~''''''' "',..,',,-.,-,11<1' " .... ,:,: ,~,.."",~",:. 

Approximately $2.275 million will be ··~anio-rti~ed::...montb:lr"otf:-·'oo'6k'~~n~ 
• ~. . ' ..........; -r, ~ ,. >'. .... _'."'''~ 4', ,,"'''' ...... , ..... ':: -:::: :;:, ;-..... ""). ...... , ,. '\ \l .. -:' 

i 983 tor a' total -of '$21; 3 mill'fon~. - ~Thi's' -amo':;t1za tion '-wi 1'1" oontinue 
in r9a4' and 1 985 ~ritii the re'~rnderella~s" ~e'e1~ ~~mp'i~'t;elY~ ~m~;tiz~d ~ ~,,

. The" :1:i:PP:~and SIPP:~P:';o:grams::we-re ·~:e:vi·~~e~ ~~~~'th~':cci~ci1;s£gn 
...... ',.,' :. ~, .. ,.. ". """'~'" .... ,., ~ or. """ ,,, ,:.. .-:: ',. ..... , ~ ...... ,; - " ( .. : .... , I . .:.... -::.... ~.... ~ .. 

staff by John'S~'Kupieo;'CPA:~ Financ!a'l·E·xalD:!.n-er rr.~' ,.' , ... ~, ' .. "- " .. ~ 
,... ... ., .... ,to" '," .- ~""', f' - •• _,;. .... _ .. ::- ,: ~ ' .. \,. - <" ....... -~. ", " ............ '.: t ...... , ......... '-" 

KUr>1ee r-eeommended: ~tha't "th'e'amort':1:zat':!:o'n -o'f~' ·th·ese·~ early '.-, -
- ~ ". ~ r·" ...... ~ ... .- .~'" _... ..... ,.: ....... ,...:; >" ""," .... ,_ ... - pc' .,. ___ • _ f - ,- ,,,, I ~" ;,,";0.... 1If ... ,_ ~ ,." ,'" _ ...... "! r .... I 

retirement" inoent1ve plan -expense:r "shouJ:c!'not'" be' a1:loweC1 for" ·7~~ ••••.• ~. 
. . - • ,. ",,' ... , • ~ , ..., ., ;" ....... .'~ '"" ' ... ,.,,, .... -- .~......," ,. ,'", " /·1 ," ... '" ~. , * ~ , .. '''. '. ~~ ... 

:-atemak~ng- purposes- tor' the 'foll'owi;ng "re'a"so'ns-:" -". ." .'" ''.-' - '.~ -- .. ~"" 
,.... p.,..... .... - "\ .... .... ... ...,..... "' ..... ,.~ ,H,.-. _ ,.., .-,. , ..: 0', • ,. ~ "I 

'1'. . '"These- expenses are ""'one"t:tme"" abnorma'l':' - .. ,c.' ..• -." ~,,' ' • 

. expenses :which: sb.oul<i".not.:.~b:e-·:cons.i·d'e.r:ed .in': .a.c;~ ._.::;::~:..:: ":'~ 
rate.oase test year. _(These expenses are nO,t 
~i:::lilar - toon-going<'Va.-eat-1ori:<"pay ·and. meri't--: "'~':: ~ ~-:<:.: 
awards. whioh are treated on a "cash basis" .;~.::::_;:>< ".' 
for "off book~.~atemak1ng purposes.) ,_ 

... - '. ~'~:)., .- ., ... ,,' .. : ... :.".,," ... ".' ,,·~C.<:.~:.::':~:.) ~:i~'·_<::'_ 

2. Aocounting ~r:1noip.le.s sh~ulc1. ~e .. con.:'i.s.:t.e~!-ly _ _ .. " ~ _ ~ _ 
applied" for - ra temak±ng .. 'P'T&T should not~be .- L • - -'. - ,-" 

allowed .. to, pick . .and.:.:oh.co·se ,be~.e~_~-.. :;: -:.:-.:-: ;',,_::~' ~ .' .... ~;' 
alternative aooounting,methods. In 19,8,2t .._', 
?T&:T~ wrote otf the~e--'exp-e-n-se-s 'for :b:O-ok: : :.:: .~~" : : ... -.. '. : 
purposes, for tax·purposes.,.·,t'.o.r in"t-e:r-sta·te > - __ ... _ 
revenue purposes ; and. 'for -lritrasta'te" pl'a:n't .. , '. ~ .. 

. a·ooounting'j)urpcses·. :', P:T&!:;~ ..:tn-er-e:to:r:e:-r '-shoulCt 
not _ be· allowed. .. to .amot'.tizea po.rt.io,n. o-f-:- thes.e ~" --
expenses beyond.' 1982 'tor-'itsown-~i-ntr-a3'tate~ - -~ ._ . 

. expense·: aceoun ting ~pu;r?o-s:e:S:. ~--!he'r·e.: .1.s,.:.:nO::: .;~: .:- ---: ,::~ :"" 
. fu:ture benefit _. to .Ca1.it:o~nia r_ate:pay.ers f.or .... ,.~ ~.:.;, ': _ .. 

these expenses· and. ·th"ey"s1ioula no't'- b"e' '- .~ .. -' ~ .. 
included for r'atemaking.;.·.;~.-:...:· -... .: .. -:--.:' ~.:-:.::.~":.::':: ......... -: .:., ..... 

. 3· '!'l:lec res ul ti!lg.: ~a vtngst'rom:. ':'ha.vi-ng-:"3;'O.7-1;-· :te ...... .er 
em:ployees on PT.&! '_s_pay.roll ,will. have oo-ver,e.d...., '.' .- ,-
all' ot"the oosts' ass'oo:!:atec! . w:1:'t'b: 'thes'e'- ~., - - - .. - - . .-
ineen-t1ve~:plans:'by ... Jllne 't9:8·3:'. '.' ·'to·, ~r"eCl.:ui:re-;· ~:. = ,'-.: ~.:': .. ' 
Ca11i'0l."nia ,r"a te:payers. to pay fo.r these. _ ... '~ .. ' ,_ 
expenses in future ·y'e·arsafte·l."": =-the's'e" ,~- .. , ~ -~~. ~ . ~ .~~'-
terminated. employees have been off ,tb:e':~'_<::"::' --:".":: ~ '. : 
payroll for many months is unfair and 
unreasonable. 

- ~86.-· 
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.... .... ..... . ... ,., ~ 

~ ~ ".' - /"., \ I.., - ........ - : .. \: ... '\ 

Kupiec recommen~e~, therefore, that these early retirement 
incentive plan expenses not be considered for ratemaking purposes in 

the test year. In i ts applica~t.1~.n .. P_T.&r·:'1n.c!uded the amortiza t10n of 
the first MIPP offering for th.e calendar year 1983 in its~1.98'3r ... " ... ~ 

~~ .. --"'-" -~ ,",-=, .. :-.~=--.;.~ .. 
est1ma tes. l'h.ese"MI~P-. costs .were ch.arge~" to· .various . operating 
expen~e ~ccourit;-and'~o~~i~d' $iO;~~3,600:~·~;;ifi~~di~ .. n~~-include __ (~ 

• . . :-, .'1 ,; ", .. ,. .. •. ,"~ • ",:' ... ..; ." .... +,,, • ~ , •. , .... , __ ."" _ .. " .... " """- .... ' '-' 

any amorti=ation of tl:J.e secon~ MIPP. offering in October and" the SIPp .. -
.,.,~.. "."" ...... - ,'- '" '., .... ~.~ .... , ............... ~ ..... ..-

offe:-ing in December because Pacific.did not anticipate them,when it _ 
• _. ,"" ~'. ". '",' • .,~ .. , ......... ~ .... ~ ..... ,. _.,., ~ .. ~. ""' ' ... - .~ __ ' • .J .~l ......... > .... __ ._ 

p:-epared. its application. Kupiec recommended, however,. .. tb.at all,tb.e .. ~ 
... .J'. . .•.•• ' •••• _ ............. -' .... _ ....... '_-r ".: ..... " .... '"~~ •• " •• _, •• ,.... •• 

costs of Pacific's early retirement incentive plans be cons1~~r"~~~<'.~:'~ 
expensed. in 1982 and that none of these, eXp'enses~be . amortized ,tor', ' .. ~ 
~atemaking purpo:Jes .. in 1983 and lat....:er:-ye~;~'~--T·lle~-;~a-rr~,e~ti·~~te~ -r~;~· 

• ~ ~ ',~ '," " '... .' " .. ~, ... , '- •• __ ...... • ". .... '." ... ' _ ' ... '. .~ ... -' '", tt.J .... '-'" •• _ 

those accounts to whicb. Pl'&l' b.ad,.,charged~ the .. co~ts .as:soc1ated .. witb., ','. 
.. , •• ,," "T_," , ' ''wi • , • .'_, ,_ ... '--- .................... __ ..... , .. ~ •••• _ .... ' ......... ".. 

the first MIpp'offering·C10'not·1nclude 'the earlyret1t'ement-i~eeQtive,: 
.,. ... do ,.. - -'- -,.,' ~ ,:. .~. \' '" "_. ~"':. _:' •• '.. ' .. ..; .... ..... ." ~ .... 'w.. • ...... -' _ ... ',~ "" " ...... ' ..... _ ' ... 

pla.n:s" expenses. . .~"'_ ..... _. ~.,.~.~~ " . "._" .. -:;. " ,. ~):.::' 
l'h~ t.oial amount of-'MIPP and .gIPl> -i~ -que$tio~':' ~~~~nt; ~to,v' "' 

$20".. i milli;~' i~: oper;'ti;g' expe~se; '~~a '$5~ 1'Di~iiiO;j1;~'i~~t: ,,~ii~'~r~ 
., ... • ... , ...... , '. "' ..... '.' ....... ·c •• \.' " ... A.".~ ..... ' ............ '#-,~ .. :~ .... , .... , __ "" ''''"-: •• , .... ...' 

wh!Ch is attributed by Pl'&l' to California ~rltr.astate oper:ations",~ the, .. 
~terstate portio~n6t being:':~h6~~ iil·tb.e"i'otai-c~liforn1a ·OP~;'~t10~;.; 

... 'N .. , - .. I.,.'~ ~,. - • -p 

In cross-examination Kupiec conced.ed tb.at MIFP .and SIP? 
resulted in s~vi~gs :6£ abo~t, $40. millio~"1~' ~e~t· .. Y~~; ~1~983~~, .Kupiec ... 

, ,' •• " .\0 '. __ ,.~. '~~,r, , • ~ :, .:;... ~._.... • 'fo..... ..'. .'._ "'.'... ... ~_ ............. _ ... '« ," _ ,_ ... ., ,. 

cont.ended, however, that the retire~ employees were :surplu:s ~and _,', ',_, 
.. "" ." .:-, .; ,~.- >."","'~, .... ' '_.:., 1 ~ .... :, ..... ,., .. ;:,,'~ ",'.\ .. " .. _ ~ ............... • .......... , •• 1 

implied that their employment costs .would not be properly"included~in,: 
.- r'" ,. , .. - '.' .:-, 1,. ~,."'~ .' .• ,"'" •• '-_."' .... ' •••• ~ ........ , .... '~ ... , ••. ~.,,''''''_' ... _ ~ ..... ,_v'_,~1".,0 

a 19d3results of operation:s. , ", ~ , .. ~ ... ~,'" ~ .... ,., .. '. _ ..... ' .. I~ : .... , .~. I~,.:--:.: ::" ".',_. ,_ .. ':" .:~.~, ......... 1,.. '-'_~: ..... ,. _' ............... "" •. '- __ .... .. 
It we were' to accept Pl'&l" s proposal, we .would. be .. agr.eeing,. .. 

• ;, .' .: '"-c" ...;.: ",:', ,~ • .::' .'~, •• '- : ..... ~.... ~_' .. _ ... ~ ._' ~............ c...; _ , .......... _ ... , ... 1 _ loA'" 

to a torm of retroactive ratemaking. We dO not think it fair that_~ __ 
..... '<> ..... ~~.:..'~ ..... , ' .. 1' .... _-,-,._"'" ...... ~."",_ ..... 

P!&I receive 'the bene:r!.ts of it:s early retirementpt'ogram"ot $40 

million,' ~!ld' ~sk': r~tep~yer~ to· f~nd "$20 -iiiii~~:1;_;~sts. ''",,~n&'!~ . 
~ ,'.,r. ',"", .... , .: ...... :' -~c': ... :.-' .... ,' ... : .. '_ ...... ..-< ....... ' __ , ... ~' .. ~-v ............ ,,~ ...... '-::..1 

cannot have it both 'ways. We will adopt the staff proposal. ~,,,, . "~'\'" . -' -' ,- - .-' ~ ~ 
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. ~, ..... ~-" ,"; ' .. ' .'. .:, -::. '7 - \~ ... '":. ~ -'. .. .,~ ... , ........ '" ...... Tax Ditterences . 
• • ~ .- ....... '" "', .... ." _....... ,;::';': '" \~ r'. I" I , ... ' - , , ' ,- ,. (~.~.;..:: :.:: :. • 

. "PT&T d.1d. not' d.1s~llte·:the· taxmethod.ology~em~Ioyed. by' the 
, -"", -' ............... ',....~~ .......... ,.. .• "l,....fr ..... ~,· rj~_r,.,I ..... _.4,.·. 

COmmission ~starr;:althOo.gll·1 t· d.1c1' not' agree'w!th- th.e'absolute" level-'" ~ 
.0- .... '.......,.. ,:~ ':- - ',,' .......... , ,r.,", I~ ", '"' -:- ~:.. --: '""':::-:,. ... ; ... ,:; • ~ :: ,..: '~:' ;~~:., \r • .": .. : 

or':'he s.tarry,oS taxes> 'l'he tax·d.1trerenceoS are attributable to . 
. ," -. ,'~ --.. '-. ..." .... ~'.,. "'-.-':;' '.':....,_,".~. ,( "':i:.\':;';-:''':;':~~.'\_ :: .... ~ .. """"':",~I .. '~:":" 

d.ifferences·in other'elements ofWthe'results' of-operations, such as 
" . '. . ..- "., ~ -, .- ~ '., "', ......, r';:' _ '"": t:'J • .; ", ...... ', .... r; ,- J~'> ....; ~ ~ ~ ;., r: ~~, :':'; ' ... ": ~ 

revenues, expenses,and. eonstruction levels, some of which are 
.-. : ~'". ," •• ~ -, , .. : :~ .... 1 • ~: '~', ...... .:. ,~ •• '. -.: .< ,,~ ..... : .. ~ ,oj :,:.':.;. ":: ,; ~...:. ''': #.~:' ::. : 7.:.~:-

. . 
Cali~orn1a"Corp6rat:ton:':Franeh1se"'l'ax "~:: .. ' ":. ~.:.:-~, ':':'.',.'~~:.~ ~::~_ -:'~'~~',::~;:~ 

.~ '. ... ". _ ... <f"<.," - ,... " .. ' •• " , " ........ ,"I .... _,,\.... ... .... .. 

'Beeauseof the use,bY'Ca11forn1a oftb.e~"uilitary'method." of 
•• c • ~ .~ ., • • r< • "'- ' •• - I" ..... ,: ":', _. ~ '",' ::. ,"C ,:. ... :."::...: ~::' ~' .• :, .. \ '.:. '':':''1 ;.., .. 

as~es~ing' corpora tion' income' taxe s ',- PT &T T S California Corpora t1'onr 
4 ..... ~.. 0,-'''. ,... ,'. '. ~'cOo. •• : ~ .t • ,., _ 10 ~.~ ,... -

Franchise' TaX (CCFT) ~is deter;ined~ tiy;;means of a""c~mb1ned-r.ep;;t~ _ or~ 
.. l • ',.~~: ;;'! :.' ... : A".,) . ~ ft ," - ..... c 

t!:le Bell System. The eomb1ned report allocates the ,Bell System 
.,.. ~.. , \! • ,.,. 1""\---" • r , 

:.axa.ble'1ncome·to'CaliforniabY in~ans-or a tb.ree:::factor."tor~ula whiCh, 
. . ... ...' -- .~ . "',. ~. .: A' .• "':' ~~ .... ;;:' ., .. ,,: : .... '~::' :. AI: .. ~ _ .... ____ t': .. ~ ~ ..... 

compare~ the -relationship of~Cal:!.fornia wages , .. revenues,. and. ,average", 
ne:.··property of:ali' Calito~riia' B;ii ';Syst~m op~~a~1o~~' to.":the/t;tai~ =~." 
Bell System... ......' , > .. '- .. :,,.;:::: :.> .... ,: ... : .:;:;:: :::",,-'-'-~ :" .. ,--,~ .~'-,,--

"-. ~,,' . ~-\.- c' c, -.." I.,' •.. ', ....... ~" {~, ... ~~. ~ ~ . -~ .": .:.::.~:/:-~,.)-,: .. ;,:::''-O:~1 :: ..... 
. " 'l'his formula" opera tes . so . tlia t PT&'l' t s 1983 effective tax, . " ~ 

~ .' :: .~ ~.. - ~ .. ,',' ". ...... -. .', . - ~. . " ',: .. " :~ ~ -:::. ~,:~I .~ : .... ~ ..:: ''-I' }_' :'.: =:... .. .... "'" _ ........ T. • 

rate ±$~est!mateC1 ·to "be '21 .3S." 'Because of the small'ineremental, .. ~-r 
-'00.... ~' ..... ,',,".-: e,.--:--·: _,.". .. ,,",:'.":. ',,:"". :~ .. ,,:-~.:; , ""::,J',.'::, .... ' ....... : # ... ,'_ • ..,.~ ... \ ... , ....... _. 

effect that a Pl'&l' rate increase would have in the entire Bell 
Sys:.e!ll; 'tlowever; tb.e~incremental ~ CCF!' ~~t~ :~1; ""~niyC ,.~~O%: -.Any ~~te~""-

• :.::~'" C :. = .: .. :-. ~ '_.' -:_';: : ':.; ,.~ =- _ .. _;"'::.) r: ~ .. I.". T~. ... 
increase would affeet only one Bell System faetor, revenues~ and only 

, -- .' ." " .. , ...... ",' • ~. ", • ,'\', ,..,.... -::- • ~ ", .'. ." '-+<. :.. .. ~~. :::.:: ' ,~.~ -.. ~ • '-: \,.; '..... • ... ' ',t. ..... , 

the'California'intrastate portion of those. Bell System wages and.. ~ .. 
<c " '· .. u ,. • ~."'."''' :-:-::,..." ,';_ (.~\ ....... :-. .. ~: .. "u.:·:~~:~·: .... "'-':":":'..;J..:,~'': ... ;:..\'''! .. v ...... "":·"", J ... , ....... 

property will be unchanged... "'-c: 
- •.. '. ,.,.." '.~, ~''''\ .• _I'.''''' ".;"" c '~', ' ... ~.:: '1.,:_ ~'~::..:"'.",,~ .. \~~:,~ • .." ....... : I"I .... ~....:'_.~:..:"": ... ~I ... :.. 

" '" 'l'he"1.40~'1neremental CCF'l" , rate. is used. to caleulate ' the .. 
•. ...... -..... , ... ,... "'" ,-.- ,,- - ~T~:. .:..:':.:..,.'. ,'~.~ .':I'\""\";..:;)C~.':":""~ )..~ ...... ~~;.:. _ .•. '..I __ .... ..:..=::. 

, .901 net-to-gross-mult:iplier"usec1 to. ealeulate any' ~evenue 1ncrease. 
requ1red.,:-,. " '~/:-:>:-:; . , ..... ':; .. '-.'~': .:"~\:.,.:-. __ ,., ... .,A,' J'.~~ ... :;\:~' ... ~ :-.:0C ";':'-, ;,:\·i...;..: .. 'W ...... ~ ..... ,;...~ 
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. Whee. '.d.1 ve~t1 tur~ become~:. ,effect1:ve .on: January ::,1:; 1:9'84 ;:~~,P''I&:r 
~ill oe an in<!e~end.ent companY'~and.'.~~: exc-ep-tf,or:, it,~' ,·re-la.ti:v:ely;'smal'l 
operation:s in Nevada,,' will be' ~aying tb.e:·sta-tuto:ry ~9".·,5~ ,rate.;·~~;'tb.e .... 

statt :sugge:st~ that the"Commission cOtl's1de~-, ,:ad,opt111-g ~t.l:l.e: ~9'. 6,% tax:,,, 

rate tor'telepnone rates:scheduled to.; become-~'ertec·t1ve",~J."a:nuarj'" 1, 

1984,.' . -" ,., .. ', . '". .. 'C',,' ',~ ... ~ ~ " - "" ~ ,'. , .• 
• : •• .'~'~,",","" .. >-~', ...... , ............... -> ... ~ ... '~ .... ' -'" 

. Ihe ~tatt :wi tnesoS tor; taxe~::ba.se·d.':"'on :ineome :,wa3 Cherr:1:e ;:A. 
Conner, Fic.ancial Examiner III. ,.-·-::,.:'~::c~. ,':~ ,,:~,::~;~>.<' 

?"roper CCF'!':Rate:ror' 1983·','·'·::··~-· ...... ::''';. :~.:' ""~:' 

.' 'rae Comm1~s1on' W'ill' .. no-treduce, :the,,::zr::.=3$ -"rate' ::to, ::':9'; 6 ~ v:lo·r 

raise the' .40% rate u:sed. to· calculat:e>t"b:e-·c:e"t:·~to:::gro»·mu:l'ti'P11e'r: 
By acceptic.g a 1983 test year, and:app:ly'1:ngtb.e··=BAij·:conc.ept;:to,;·::· ": 

determine' re~\llts . 0 r -o~era tiOllS-, '1 t·1)ecome'S: -inevita'o'l'e- tliat::a ,::gr-ea t 

many factors, both: plus and' mnus-;imp'in:gi'"n'g ;on~':-PT&'l': '·111:~· r983' will':not 

be carried over after divestiture. Ihe'stuCty: ,ot' ~T&! as-'·d.!:vested.· is 
the subject ot the second' phase 'ottM's'case:"and "~:lrice ',"3: ~'9 ~6%- CCF1" 

:"3.te~j{:!.l.ionlY apply: atter- divestiture,. the:<use: ';~:a ':9'>6~ :':rate .. will 
be considered. ill that phase. ~ .::-.><: ,,:. ::,:'::'-

Adopted Tries' . ',._.... ,.. . ,'.":', ,: .. ":, .. 

'Taxes····adopte·d.: a~:' -re3.so'na:ble·'''for~· 'T6tal'~Cal"{to'rnia ;..:~ .' . "::::': ~ 

Operationz 
, ", are:' ,-" . ". 

: Fed.eral': Income ' .' , . • ':~ ~ t' ". .,... , .' ~ ~ • ,.,. '" '. 1'\ .. _ 

S5"3'~'70S",0'OO'" ".~' -" .... ,.,-.~ 

. ca..ii,r:~ : Corp ; ~ Franchise . :" :2-8,>i:69', 00:0::"': ~ ".' <' ' .. ' ". : .. ~ . -
,'. 

Social S"ecuri ty yo ". '1 B i))1;9'~'O:O O~':' .. , -;::": ... .. ;'. ," 

. Other' , ""16'6 /0:$0; , 6:Q'0:<' .. : 
. . , , ,,~..... . . -.. . 

..... ." '- ... ~ < .10 

CUSTOMER- :PREMISi .. ' .: :: ': - ,. ~ .. , • -" : .. ~ . . ... 
. .- . EQ·UI·PMENT- SALES·. ,. ~: .' .-: ,-M ,'" .- ",~' ,; ~'. ~ •• ,... .... -. • -'. , •• 

~atllre of' CPE. Issue, "'" ~ ..... ': ...;. -' . ~' ... " " 

Ihis issue arise:s out or the sale of custome~ premise 
equipment CCPE) required by the CI-II deCision. On A.u~u~t 4, 1982 

the Calit'or:lia Commis:sion issued D. 82-08-0 17 in_A....s98.4.9_eLal..-w~eh 

decisiotl ·authorize,d.. an. ad..v1ee· le.~ter" ~.roposal by.P!&I to illlplel.'l1e·ntc a 
• ." ~ • •• '" . ' _.. ....... .~ ~ _.' T r' ••• '" ..' • '. ," .' •• 

-. . -. . .... ~ 
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plan ·tor thed±r.ect:., sale:"ot:·:tne·,:.s1X'~·majot- lines.::ot,,·s::tngle:'f-l1ne 

term1nalequ1p,m.en t..:', P'r.&Treq:ue,sted:-$42:; 02S ;000 :J1·n:::a'd:d.:ttioc.a:l ;:amiu:a:.l. 

revenues. ' ... A.:83,...:O 1-'2Z ·,t:o::off.s.e·t :the\~ revenue , .. J:oss ::that·'P't&1' ;~:s't1:ma-:te'~ 

would be o<:cas1one:d'·:by:,the' dire:ct $ale$~program: : ;':,: ~,~; ;:~:~:C:.,':: ':-,: .. ,:~ 

.. :P'T&'l' 's . C?E' proposal::' was 1n-ves t1ga ted': by. a .-:~am ':o,:e ": ::; ~~ : .. '., ": 

accountants and engineers from the Commission's Revenue Requ1remen~s 

Division;' Th.e team:' ..sr:epor't:of>1n.v:es,ti'ga:tion:was ':presec:te'd by 

Gregory P. Johnson. .::: ":~':::':.:::;::.:.::: _.~.":~;::.:,::.::~ .'~,:.::..:::: 

'l'he 1983 revenue requirement effect-:of~sale.s . .:.o.f:C~E: 1:s.::ma:ct~ 
~'- . -----

up -of two :genez--al :c,om'P:Onen:tS:.~ .:r.h-e .sale.:. of· ... thp..'::tele:p-hone.:;sets .... 111 

red.uce rental.s:,:f.rom'mo:nt·h-t~mo'ntn:.,:s.erYic~ and:.:the~e W±ll."be.::-:a: garn',: 
or loss ··on-t.he- -sale :of,-the.sets- ·themselves,. ·:'l'he CPE . sales. ,te-am~' ',' ,. 

, .... '. '., _ •• ' . '.' a -.." '" ... ..' .. '- +.... • .... _. .. ..... 

confinec1 :-1 ts invest.iga-t:io-n,:t,O:.t:he:gains:ac.d~: l~sses, :.;leav:ing ~,t:h~",; C,'':: ' ...• : 

'., effect ofremo:ving :se:t~s ,,;t'rom~.mon:th~to~mon.th_ ser.'Y'ice,~to 'oe,,:cov:e~ed~::i·n: 

tne st.aff:RI.O ~ep:o-rt. (E?,h .• , :2&):.·:·~;,:~~:,;.. ..... :: '''..:':.; ,,:(:.,:~ ;:<~":'~.:: :.: 
.• ·'l'he statfreview ,developed tha..t.- the~ $42 million -revenue ... ~ -

... , .' __ _. ~. ""', ... ~,.... .' ,+"" .~ _. ;.,.-.. - " .. -I> Ow 

requirement- .... as ba.s.ec1 upon. -ane.st.1ma.ted salesr
• voJ.ume , of ·6",,200,..0,00.- -- e 

"Big6"set~.6' '. '. " .. ,--_ ... '-', .--~ ... - ....... - .... --_ ... ~ ... 
I :,,:~ ":', :: ~ = ;~;:.."'~ = :: .: ,:. ':~ ":. J:' ...: ~:~ :.:-) :"1: 

The net gains or losses on the sales are e~ua~::)~?:tl;e:tt~;.:. 

proceec1s .' from the ~sales ~less ·tb.e·b.ook v:alue. or., the_. CPE",;-;id and. the 
."~.. - ,.,~ ..... ~, .' .... ~. '"'' ~"-'''''''-'''''-''''''''"-' '~,,,.' ..... ~ ... ' ~,--'" ........ ~~., ... 

associa ted. tax consequences. 'l'he staff found tha h based. on-.P'!&~ ~"s ... 
"' ....... \ ........ '- __ w~--' ....... --: ...... 

original vie .... of CPE ... sal.es..,effects,. the company,es:timated. that it 
'0 <. , " ... ' ',. " - .... -, + •• -- ~-.. ..~ -- - -

would generate $3.4 .. 1 million in .gross, ga·ins . .,~ les::h $29,.,5 million in 
. ~ \' . ' .. -,. '-' ,. ~ '''','' ..... ~ '" .- ""'" -'-

t.axes, for a net.. gain of $4.6 million. "I:c....la.te Febt-uary PT&T 
" , ,. ,," \,'" -.." ,--....... ..~ ... ., .... ' ...... -

infor::led. t.ne s ta.ff t.eam ,that a later view had rec1u.cec1 ~ these figure:! -' ,. .~, ~.. - '-' . .... ' .. / 

-:'0 $14.2 million less $9.0.:m1,J.,1.1.on--;f,o-r ... a ,!let gain of $5.2 million. 
__ ~.. • .... ' ••• ,. ~ .... ' , .... ~. ',J ........ ' 

The correspon~ing revenue~r~~~~~~~~~'~~ects were reduced. from 
$42,028,000 to $15,,196,000, based. on sales'of 3,800~,.000::B';'g~:6- sets;;;"': 

r" ..-. {...... ....... "~ ........ ' .. " '" ,~ ""-"~ .... 

- .,..-- .... ~ . ~, ~,.' 
~ ....... ' ... ' "'": --; ...... 

6: Th:e·' "BiS 6" are"~the ~otaTi"d'ia:l'<a:n:~ touChtone: veMion-s: of" the;:'';; ::.(: . .: 
three common telephone sets; the 500 type, Princess, and Trimline. 
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Ord.1nary ~ a~d. . Extrao;d1:na:rY . Ret'ir-em~nt ':Ac~~6un iirii~ ': ~::: .:' ~ ::';.; 2.:..:' >:~.::,: ::. 
,cO "',' ",.,,'..~. ~ _ .,,. ,.,.... , .... 

'The'reason PT&T was 'tor'ecast1ng'a, "pr'o'f:!:t on'the "s'al'e -o'f" CP'E 
and also asking for- $15.2 million to offset an ·e's\t£ma=ied":CPi·r·;~;ri.ue 
loss is to be found: iIi the ret1r:ement'accoun't'idi u;e'cr;c'~P!&T accounts 
for- tlle sale of' CPE ~eCiu1~~'e~t bY'means:'-oi "n'or~ai ~re:t'irem~n:t:":~·~:' :,-: :.: 
accounting", a·d.d.1ni the gain; totne:r~'~eMe ':fo't'''de'~re'dia:ti0'n;-'*h:~re; 
they are defet'red an'd writteC:ofr'over" the 're'main~ing:'fire~~6'f"th<:r:::(~: 

, . . '-, '1f':· ..... ~..:.-t.'I":)·,..·:.:..~:.I .. _ .. ,,~~.:: ....... 
plant remaining in'the account: 

The statf contends . that "n'ormal r-~t:!;e~~'dt: d~)doutitin'g<ir;:''': 
not always appropr1at~ .. 'Fo~ e~a'mpl~, ~~h6~'id:i l'irg~:~'or~1~n of a . 
utility's as~ets 'be ~d.estrOyed by.'·'f1re ,'rio'~mal :'r:eti;e~i~f ~de~u:n't:irig: 
would.·· defer' this . i~ss-over- :'the 'r-ema'i~ing ~lii~ ~f tii~"r~~i~:rng "'a~';'~t:s 
and. not"allow the "utility a speedy· recovery'to 'p~~vide·'ro;:.'th'e .. : ,.-., 
replacement ot' thea~sets.· In 's'uchinsta:nceS' FCC a.·c·c6lirif'!ng'-: : ~- .. '" 
regulations permit ":extraor~inaryretirement ~a:ccount:tzl'g'" whereb-Y:'S'uC-h 
losses are removed from the de~ree1at1oti' ~ese'r';e 'atlda:mdt-'t!zed' :." N : .,; 

separa teiy over a' shorter'Period; , ~ '~ .::: ::,"", ," .... 

FCC' extraoreinary"ret1rement . aecount1n'g~ad:dresse.s :':on1'Y ',' 
extraordinary losses, but the te~m-kne~'of'no rea~on '~hY··itc.'Should'· 
not also include extraor~1nary ga1n~ .·''Ih.e:t~a~'':sp~6~i~;~d:;tllat':·th~:· 
h1sto~ical 11mi ta ti~n of' extraor~in~ry' r~tir~me~i ... accotint'irig·:to : ~, 
losses only' is probably eXPl~in~d by' th~ ra.ot ~ that:'up ~untii·\'J.o~ ,: ;<. ' 

telephone utili tie; have no t: experienCed.: any·' extr-~~rd.~narY-gains >: :: .. 
Johnson testified that there should be'n~ "'d6ubt':that;'the ~:': 

retirement-of 3§S o~ P!&!;s s1nile line~s~is'1n-6~e ~~~r~is an 
extraordinary event: '~!here: should be' even :·'les3·'d.~ubt 0 t b:it'-the ::, ,," ;'::: 

. ':- <: ..... \ '",". -+,.' ~ ~ I·~ .• 

deferring andspread.!.ng· the gains·on·these· sales 'over the l1fe'of'the 
remaining: assets is' totally 1nappropr1a te; ":.. -' .... -~: .. -': .'::~:" '": 

Should"'PT&!'prevail in;"1ts a~count1ng ~ee6mmenciat!on:;:~tb.e'": 
gross g~i; on s~l~~·~ould.be ere~~t~d. to t~e-st~i~o~'ci~~i~it~~~~~:~
port1~~ o~the d~~~~c1ation re;~~v~ ~he;e~~£e~~~;~l~~d~~~ea~e~the n~t 
book cost of the remaining station apparatus~ If this station 
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apparatus were to remain with .PT&T, the r.atepayers would receive the 
".:~" /L ";"~:.~.~.-" " "" ,.>'-:"J'~~- '." \:¥; .. <"· .... :..,,:I''":;..:'.~,·: .. ~~,..:.: :'~:' ... :, <.~_ .. ":, ... .,J •. ~ ...... 

benefits of ,thes,e, ga.:rns~·~ov,e·r-,t·ime~·:t~r:'o.u:gh~·r-e-du:~-e-d.-::~(t:aI:ro~n-:ap·pa·ra·t\,..s-
• '_ '..... " _L oJ .... ,.\.", ,", ._ •• r."" ',"" ...... '_'.-..1"" " '.'_ .. I.,,-I.. .. ~._,., _" ... 

depreciation expenses. . . '. - '" . ,.~... "~ , ,. ~ . , .... t: c '": .:; ..... ,:.; .... ~ _. ,.:. ;:': ~;..:: ~ ~~ f": (/." ~.:~ ,... :~ ",'; .::~ ,.:' ::: .. " .... ' ..... ,I 

. According to. the, ~s.taf.f "te,am~ .the P,~ob;lem,~is.r,that,..,the "" "~i' 
, • ,_ •• ... ~ • p, "- "'~' - __ • I " • .'. •• <. • ,.' • , \. .. • ..... "' ... \ _ -' "" '.... _,.,.. 'I" ..... . ........ oJ ...... 

s ta tion ap,para,tus. "will, .no.t r-emai,n w:i t,h P.T,&,T, _b.e.c,~,us:~" th~,se, . as.se.~s ?-~e 

SChe,d.uled.t~ o·~' ',~et~'i,~ed oy 'AT&!' ~h~n·'A!&f·di;;st;i!.&i .. ::B;cau;e ,:the 
. ,-, . • .. "... ," . , ... ',,. "'* -, .,. " ~ " "- ,", ... - - - • < , _ .... -, ....... ,., - •• ' ~. 

transfer-.will be conducte<1 on a net.,book costbas:Ls, AT&T and not the 
ratep~yers would '~eCeiy'ethe be~~fit 'Of. .. a~ ~a~~o~dti~~,~e'~~o<1 ,:,~hi~h'~: 

'". ,I' ' .• ....,. .•• ,,' I ..... ,._ ,: .J.-.,' .... h • .J'.""_ .... ' .,., .......... 

reduces: th.: .,:~et bo.ok. c,ost,.,o: unso.l~ s~:t~,:::. ,': :::::: "" .. ~. ""'.~: 
The FCC, in Docket 19129" stated __ that gains or- losses from 

,"":_.,'. :::' r.., ...... ,.,."" ... : ..... .' , '. __ ~~7 -.: ':".>.~ .. '.\~., .... _.:' .. ; .. ~ ..... ">.: ... ~ <' ... ,.~";..- __ :.~ ... '~",-, 
the sale of property sold from or previously included in a rate base 

.• _ d" ." ','" ". '-', ••. / .. _ .• 7""''- - • '",:.0 j ".: .: _' ~''J: :.:' ~'~.J...,' ,'., ';'::. ,~,''';~, .~,: "~ •• ':';oi~".. .... •. : 

account should. flow to the ,ratepayers. The California Commission' has 
.. '.-.-' ~.. ..' ......... ', ... ,'.~. ,~,,:'>'~ ... ~ .... ':"0 ,~"" ,,:,,~'...-'_ " .... _:-: .... : :::.' .... ·,:.I~ ....... ' __ J>.' •. ~ I.tI. 

also stated its des,ir-e .t.na,t all gains o.r- losses . t:r-OIU ",the, "sale .of; C~E 
. ,. . . ' ... " .-,.- _" '.' j., ,+- \.....,. •• ' '. '.., .~ ~ _0 ........ v... .'., _ -." ' .... ' _. _;:. ~'''; L. ...' ' ....... 

should be "box:ne r by th~ ra te.payers ', .. ,Should Pacific ~ s, .accoun ~1ng, "~," 
, .. '. - ...... ' -., ..... ,,- ... -.~.- ""'.'''~'~ .. ,.' ,.' .......... ' ........ ~ ...... ' ......... '- .... ,'. 

proposal be adopte<1, _both"the.fCC~.s"and this~Commissi,on~,s pO,11cies.,,, . 
, ... ...." ., .• '.' • , .' " • ' }." _... • _,' \, ... • .. ... _ .,." ., I ~ .... 4. \..., _ ' ••. '.", ~,. f,'<.. ' 

woul~ oe, fr-us tr-a ted, ,the t,eam ,.c1eclareCi. . . 
" v,. ~ ~. . .. " " .' •. ~. , .. _ ... ~ '-;: .:::" ..... '~ ':" .. \'.::;::::~.":. _'''':.:., ,-': I ,_:P,,:,~,_ 

The team recommende<1 that~ .. ::o.n.s~s~e~~:~t~ ~x.~sa~:d~:,:a;~~·;·e e 
retirement accounting, ga1nsor..lo.s.seson .thesale~o( ,C?E-; by ?T&T 

'." ,,' ~. '" ..... '. "" ~ '., _ , ... ~ , •..•. ~o_, . ..... ......... . ... .... f •• 

shoul<1 . be remo,":ed from the deI?r-e~ia tion, r-ese~ye and, ~t'edi ted.~? """, 
Ac. 609, Extraordinary Re:tiremen ts c~.1mme<1ia t~ i y ~ UP?!l" ~~d~gni tion . '" ", 
The' team saw' no point in defer-ri~g. ~~cogn.1tio~ ot-.'· the~;- g~in~'b~y;~d. 

.. -: ' - • • ..... , ..,. " ." &~. • • '. ~. ~ ':. ,' .. ;.' ~ ,_ • f" .~ :.1: _~ -.. _, ~_:... ~.: .:.,.' .... '" _. '" 
1983 because "all the ,other. effects of, C'E>E ~sales _ we~~ '. to be. ~ecogn1zed. 

• ' ..'... . , , 'r ,. .' '. ,.,,, ,.. _ .... 4'- ~. " __ .... .;.,. .... ' •• ; ,'., '. _ t... ... __.... ",." ·c." ..... _ 

i=e<1iately-, and. PT&!. is not ,likely'. to. be .in" t~e C~E~busine~~" on" a, .. 
r-egulate<1baS1;~after~1983~" ''', "' .. '." ~ ... ,---,,- ," ..... ~ 

'.. .._. _ ~ 0", ' .', ."" ,. -. -:':' .>:;;. ": . ...:> :.: 2 . .:' :',-":':,"': :-- '~. c v 

In~the staff'sor1ginal Results o'"Ope~ation Repo~~~'N _,_ 
Ext!. 28" each "starr 'witn~;s 'wa;';esp~~;ible, for p~e;~nt1~g: th'~,:'~' '< " 

- - ~ " _... .... •••• ' .... ' - ~ ~ '.~ " '." •• •• • '" •• ~ ' .... _ ... "'."""" • ,. ". ~ '0< '. __ 

effects.,of CPE sale~, on the. ind1yid.ualaccounts. for.,~ which, they_.;.r;~r,ee 
v,_ ,_....... ... ." •. _' •• ~ .... '-,. ,"" •• ~.' ,". ,,,A,,',',, ..... : ... _~, ... , ...-.~ ...... ' ....... '_ 

r-esponsible. Because, of coor<1ination pr-oblems, .llowevel\ ' .. some staf,~~ 
• " •• • '. ,~'", • ,. _ '_ _ •• ,._.... 'w' "', ......... """ ' ........ ' c of • ~ ,to- • , ....... ' ••• ~ • 

recommendations wer~ omitte<1, from .. E:x.~. 28 "an<1.,some c which"wer-e 
• - ..... , • , ." , • _ • " " ~ _" ,'c' W· " "''', ~ ) ..... ,j ....... , .. ' .. ' rl,' '. ... 

included r-eq,uired.. r-evision. . As a., resl,ll t, ~ Johnson. submitted. Exh, •. 6,7. 
, ..... . ~ " • • '. • .. ' . "', ~ _. ~,' ' • ~ .... ... ' - '.. • II. ....' _ ~,1 ;... < ~.,.-' !, ,_'. ,~' ..... .......... ,,~ 

. to show a revised. staff nega:t,i ve ~ey~nu~ t:'equ1r~!ll~.n~~ e,~tima.~e~ ~f. .. "", 
- .' .... ~ ~" .... 'w I' .,' ,." ... '" •• ' ........ , .......... ..", ' ......... ." - ~,' .. ,. ",,'.,.' .~.., ....... , ........ v 
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$27,8·'04',00'0:.' The" ~;ea's'·: of·"'d.ifrer~n~~bet~~e'~: th~~~'t~£r;~evise~ 
es~i.:nate in Exh. 57 ana. P'l'&T' s e~'t1m:aie'~;~': s;'mma;iz~·d. b~l~~':':: ':"'X~::-

Ineome 
Aeeounts 

Maintenanee 
Commereial 

~xtrd. Retirements 
CCF'r .... 

FI! 

Plant. Aeeoun't~' 

, ... ' .... , •• I .' • ... • I '~, "' .. " •• :~ 
--'~'-~""-.-' -~- ...... -- -.--- .. - ...... _--..... .................. --.---

!!!!: Statt 
(27,,536.)': (30,156) 

( 3,7:54)", ( 2,465) 
t41,:,.~'9 9:)" 

10,,2"42 '1,1:,85:9:: ':'.-

.. C 14 ,726) '<: 7::-,:1 9:1~-
., ',r ••.. 

',' ., ':; Staft 
... ,., . 3 170-~'--
,-'~. ,." i, ... -... " ..... 

",-C ',289)~-':';· 

(47,199) 

Witness 
Mirza 
Buseh 
Johnson 

"",. <":( ·,':",.&1-1~)';':< ':. Johnson 
,~. :-- :(Z1::,$:23~ c:-: '::;'" J ob.l::l.sonr,:-. 

Depree. Reserve: (30:,43-1)·· (,44:',-76:0,) .'.<". 2:'4'.~·3.2:3":~·· ,~oJ:Ohn-s.o.n:.,<: 

Dtd.. "'!'a'x: Reserve ,'. ("21 ,4'90,)~ .(Z4,9:03:)' '::. .. .-::( 2:',SS1:)<,>,: .~: :,:.roh~n:;:-.;: 

: •... , " ,(Red, Figo.,re,): 

Tax Effects 

!hetreatment ot, the' ~ale' or:- CI>S: as: extraord.inary 
r-etj.re::lents. would: affect ·federal" ,ineome·'taxe.~:: . l3"ec:ause-:.:$.tat.'e- :tar<,,:

ettec·ts are flowed through for ratemak:1ng.,: 'there:: is', no.~e,f.:fe:et' 0'0: :CCFl' 
but,. beeause normalizat1oll of£ede~al income. taxes":'(FI'l'}' i..s·re.qu'ire'd.: 

t>y !ederal law',.:' the· 'fe~eral tax allowaneecomputed.: fOr":regulat.ory .. :"·" 

purpose's mus-tt>e: ·¢onsis·tent·wi th: ·b¢.01(· ·ac:eoun~i"llg-...:. ::·'the':"f.'ed..e:ral 'taX',~. 

effeet. of the· ep,E: ga1ri~ must:therefo·re' t>e' eomp.tite~,For~ tbi's purp<)se" 

<;b.eteam recommencrea. tha"tthe' :tederal. c'api tal-:ga."ins>-ra'te,: ~be:usec1,:; and 
ealeulated. t.he 'FI'!" "e.ttect at' '$1"4,,;651 ;0·00 .... : , ... " .:;; ''',' ..... ,- '" \' -; , 

A!"':erc()nsideringrebuttal te.stimoriy by,n&'J>:w::Ltness . ,. ,:'-', 

Guelcner that the CCF! . eftee't- ,o£., :the reduction' ~in.; .CP'.E: r.-e:venue--. ,,':: :".~ .,,' '~ 

requirement wa~ 'wrong in that..the .stat'f tea:mll'Se~ :th.e~' 1,6 .:60% 
ette-ct1ve CCFT,ra.te that .the-PT&T'.b.ad.used.in:- it's .c?E:;s·ale~::;, .:; .... 

eomputat.ion,. "1u3tead: o.t"the '.2'1, ~'3-i%: :used. by::the'statt..1%i;1.ts: Results":' 
of -Operat.ions- . report ,-thestattagree(1... .-:ella. t; the.: ~companY'·:-:wa:s.<coM"'ec-t'.": 

The t:eamaceo.rdinglyrecomput:ed. 1~s : caJ:cul.a..t.io n: of. 'the: :e:Uee:t:s .~orCP-E 

sales onPT&!"s. taxest>ased. on. inc.ome rand, :.:sinee:::Ccn: i-s:o"a 'dedue-ti:on 
of FIT, a change in CCF'l' affects FIT. -''':"~ :'" ;':-:,:. >: "--:):"=:;"~ 
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A comparison of the effects .on th.e 5 taff 's recomme.nded. ,~~. 
: • .". , r - '.' • I, •• • • .' • ,~ '"' ':.- :.. ":" ~.,." ,.:> ... _ . ..::. fO.' ,::- :~. ~ , ~_ ~,,;,~\ '~) '.. .. • ........ '-' • ~. \." ..:. r ' :. "r' 

taxes based.. on income is shown below: , ~ .. " ~ ... ' . 
• >, .... ~."".,' :"".~ •• _: .• '"" :~',.,t"~"'."'~"~J~:'~ _"':""\ .,2'.-:':.:', ,.~' .~,z.:,.,...· ','>::'.~,.i;:~::';'':'' 

Old Amount New Amount 
'.:'::::':' :~I:: .. , 

_'~. ,: :($000 ).: ': ..: . .:: ~:; ($OOo--);,:·~ .:.: ~~;.:(;..:;::::,~ . .. -.-,,-_ ......... ,....... ~ ..... ----.-- -_.- -
:.~ . :' CCFT ,"" , : (4,126), ~:." . :' ~.~ (2",S19)7S: ." ~ <':.~;-:-:'';.' :-:.;;.:.:-, 

FIT--~ . (7,997) '::':"'~:: (9.,:1;5'0)::' .::: .. :::,'::J:::~O: 
( Rea: Figure) 

- In test'imony prior to the: co.rl"'ect1.0:ll,,;· 'Johnson had 1nd.1ca't:e:d 

that: the~ team had.:: 'computea the tax? on':' thesaJ:e, ·ot; telephone sets :':-:. 
according to the methoaology employed by the company iXl';:j;tS)~e:$.timat:~ 

suomitted. on Feoruary. 25,1983. kt;;tha.t. time: he:'::also sta,-ted.:ithat:,,,:::;>: 
should .. PUT respond::: .to the team t s:~caJ.,c.\lla t1ons, 'o.y: recommen(1·ing· ':th.a.t;:a 

higher CCFr tax l"'ate be usea:,. ·th.'E! .. 'team:, .would want to reassess ~T&T t,s 
entire methodology fo~ computing the tax effect of sales. ~,;~.~:~.~' 

'UPO:L re-ceipt of Gueldner.:t,S prepared .reou.:tta:l.,,:, :tne team 
proeeed.ee' rlth i.ts . reassessment·.: : Dur;'ng" ,the.r:eass:es.s.m.e:n.t,..,: :.the:: ,team.'~ 

d.iscovered 'that:, 'the. Bell: Sys,tem' i"S<treaUng~:s:a:J:e~ o'f' ,te.I.eph:one~.:se.ts~, 
as ordinary retirem.ent'S· on:' its. t.ax-:r:eturns·and' ,tha:.t.~,.PI.&T . hach.::!'i:led~ ~a: 

preliminary. taX' return. u"Si:ng -the., ordinary ret.ir:ement t.reatment,.:~. ':By.:~. 

use- ,o'f .0r<1inary r.etil"'emen·t a-:c-coun;t'i-ns:,: .$·l.I.1;,.,,:"9:9:,.O,O.Q:.::1n, ega-i.ns:: a'ce~u~1:ng: 

from-the CPE sales w.ou-ld:"b-e: tran~'f'e:rl""ed~ :to" ;:A.'!&'!~.on. cU:'v:es:t'i-ture,'::,. this 

is because s tati"<ln :appara tus .w:i1l. ,be~ ~tra·n'sfer.~ :t.o:.-AT,&,!: ::at~ n-et. ~'bo¢k 

cost at di vesti ture and ordina·ry. re::i,r:eme:nt ,'a:ccoun~i:n:g ,W±ll: . tenC1':to";
:-educe netbo.ok" cost~ 'rhe- revenue:etfeet ~o·t~ '.the:::.t·eam ··s<r.ev1sed. 

recommend.ation wouJ.dbe a .neg-ati ve ~$58, 415-;.000':'« .' - :;. :::: ',::,: .. ':,::' 
- 'I'n. rebuttal to .the: team. tsaccount1ng re·c:o·mml~nd..a t1-:ons·,: .E:r&,'r: 

called' upon'John. A.. Gueld.ner,: .ai.vi~1·ori· :.staN" :manage'r-~se.r:v.!'ce' "cos::t.s:.::', 
Guelane~~ 'testified that ·the:ext~aor"d.i;na~y· re-t1:~ement,:l-ecoWl;t±ng;,.' ::;.::::.~ 

r.ecommendedby.' ·tb:e-:-statf· was- .:no·t·.< consi-::te:n:t .wj;tb.:t'i::e: ~F:CC:~~s, ~U.n±fo:r,m ': ':: 
Sy:,s temo'f A~un·t.s~·: H~, .sa·i'dtha·t ~t"h.e : FCC ,-is:: ,ve-ry: .~~p-e:c-i:f.·1.'¢.' 00.:; :tb:e .... :: 

p'roeedu'res for: re(:ogni'Z'ing extraor:d.:i'nar'j'j losse:s _in: ...:.s:er.v:l:ce.' '~va:l;ue :O'£.~; 
telephone plant retil:"ed..·:-;~ ';.-::;.,,"': ." ~"'~;::::.::.::::: ~. ,'~':: ';c 

',.. '-
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As rebuttal witness on the tax aspect:s:~E,'I."&L.P:~s:e.C:t«~:'~~~'/~ 
Da viQ James-Snell, Q'1'str-ict'S:taf'f" manager-~~', "Sne'll; ,h'aIlQ:l-es'" :PI &1"' s 

taxes and has' s,pelit: e'xt:-en's1 ve't1me re'search·i·ng:tb'e: tax 'eo·nseq.ue%lc~s.:':~, 
ot sale ot"'singlelines:ets.~: H'-e bas:'ta1.l'ght': ;cl'a$se~ :to>:o·th:er~ :B:el:l" - ::' " 

System comI)anies.on :t'he tax cons.equence's:'o.f :ehe:~,'sale-,ot: .cpE- and how" 
to compute taxes anQ 'now ·to\ ·accruetbe ~~~xes. oQ.. ,the:c-ooks:·.ot:::~' ~ , .. ~,":' ": 

account'w The me·thoQs: that hed:evelopeQ~ 'have b'een::- aQop:teQ'"!n time by . 
the Bell Sys-tem and.: are'us.ed~ currently' in~ the:: B'e.ll:"Sy's:.tem"· ,,', '~~ ,,- '-, 

instruct-icns-t-o:rthe consoli'Qa tion~ 'of~ :the- ":98-'2<t:ax: 'retU':rn:. ,',: .. ,.,. •. , 
SO'ell mai·nta1ned' ·that-- P~&t: would'b-e 'r'equir'ed:··:·t:o :to-ll:ow:',the:: 

IRS" Revenue .Ruling.80-31' (RR:80-3·1·).: ',He· 3alid:~at the~,:sta:tt::,· ,,"'.'.>"':~ 

argument' 'for capi'tal gains ,t-reat:ment,ba's.ed·~on a,,: .l'1q:u::(-da tioo', :of, :CP'E ,:, 

was nct real is t-i'c, 'because the CP:E:: sales ,will "no:t:'b,e ',coo:s1:derecr .as~-,- - ": 
extraord'1nary by tne' IRS.· ' He obse.rved~ :that~, ':"'You: ,canno:'t: ·.have an:>:; 

ord.inary 'retirement and~ aeap1tal ga:inat.·th:e:· 'same: time-If o'e ,: .~, '~'~ '~" 

In its br"ief., P1"&!. cited· three· eases:: to.~suppo.rt' its , . .:;" ,e .... 

~rediction that the' E.ell:"'Systec1' wil:l·be: de,n1ed:<'ca.pi:tal ;ga.1:ns;'.:, ." 

treatment for sale of CPE and prophesied that the most li,ke1y· IRS 
~ositio:c· will 'be: 't'o: .follow RR" '80~31:~ 7: ' ,'~",,~ ',:- ~ 
Refurb-ishment ' , ~" ." '. '/. " ,_. J ,~ ', •• 'co 

The -s,ta'ff' cla:i'med tba t ·PT&'I-prop'os:e(i': ch'arg1o"g: the ,;" ~, .. ',,': ':,~:' ,. 
depreciat10n 'reservet'or $., 5:.,,4,.·1Il1llion' ·:es.t.1'l11at'e,d,:'·:cost'''of :' ~.~ :::,' ~:", ",~, ':', 

refurbishment of sets prior to their sale but the company, :.ha:s..:no.t':': '" ::' 
d.ecreaseQi ts-EAU'maint'eoa.nce, 'by 'a 'simil-a::r-: ·amountl,: . t'her'e~Y'>'reques tiog 
reco·very "of ,··the' ,',same- .e:o&ts·,"t.wi'ce-'r <'. ,. ,.., ' •• L~ -.':,:,~, .. ~~,.- ~~, ,: ~~.~:'.":,,,,. ~~ \ ':'"" :: ~ 

n&'l' diQ not deny th,1~··con:tent:i:O:ri<bu:t'·a'lJ;egeQtn' :!:~ 'cb·ri:e.f< 

that later d.a ta that the company ,has :o:bta'ineds'hoW's;:i:t:,s. -:re:t:u:r-bi3hllle:nt: 
costs are relevant and should be included.. Our~~aed.,o:p_t:ed.~,O:Su~e:S::'w.nl;"~ 

" •• no n' 
,-' ' ...... ',' " 

... ..., ~"' ,- - .... '-,' ' .. 

7 8 RR 0-37 deals with sales of depreciable property in the ordinary 
course of bus1ness. 
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NondiSP9si tion- Material··::,,·,':;', ;.: <: ',<:: ,::~.~ ',' ,; ~'~;..' _=;~:';:..:c -~,,,: ' 

, ' ~'N¢n<iis'po$i ti,cQ.-: lila t.er-i·a:l;s:,:;~re: ,1·t:em~.! .wh'1,c.h~ a,~e: :t,¢~nu,mepo:u'.s: ;:.:, 

and" ,in~xP:ensi.v:e : to: 1n<11 vid ua-lly .,tI"ack:: ,and,. ,a~c,¢u·n;t:. ':or,,.: :sO:: :t. <>I:':..~ ,: :. ',,':-: ,.~: 

retirement-pu·rpos.es,. tl:l~y, a~ ·_"load.ed.·" ·~nto. ·i:te:ms.,;-l,i.ke .:t,el.eph:o:ne:<:. '. '::: 

se~.· As- a' s'et·isremoved from -ser,vie-e-,,:a :p'r.:op-o-r:.tio:na_t.e~amQu·n·t ::ot: \ ~ 
nond1sposi:tion. materials: are·, simu-ltaneou·sly:~;re.t:i-red·~·. ;~':.;: .<:..' ::-::. :: 

The sta-ff team·_ as-serest,hat. t-heA·aet·;~tha:.t:_n'On-d.is·p_os1.ti-on::;::;~' 
:naterials are- t'l'Ot.ind1v1dually_ tr:a.c·ke-<1-: .to~·a:e.cou'n_ti:n·g- p'u~P:O.s:es: ,te:nds:.~ 

to disguise .the.tact' that' many- 'of- :,th-e:s,e-' it.ems:,'a:r.e ',i-n<1i-~ldua-l:1Y"·: .. ~:· ~'':' 

tari:fred.,_ a'nd c-ha'rge,d_·to-r 0-0. :a~ .mon t'l'l.-.t-o-IIlo-n:th) ,.l)a.s1:s~<,:.:Alt,b:ough 

owne r-ship. 'of thes'e ;items- ,will 'not. pas.s·: :up·cn the- ::;fal~ ,Otl ::CPE" :,sets: a'ri:d.:::: 
in many, :ca:ses ,PT&!willeontinu-e t·o,,: ,:eQ:lle-Q:t ,mon·~hly: . .:r:e:n·t:s 'i:.O'.r '~'h-e-s~,~;' 

items, the eompany P-r'opo'ses _tha.t,a pro·port'i'ona~,t,e:- ~am-ount; ;~o:~ :th-e :e:ost. ',.., 
of these asset-s' should.' -~e taC"tor:ee,-in:a:,sa' comp-one-n't- o~ ne:t::-o-o:o-k-<·.,,:::,::. 

costs of sets so'ld.- bY" 'r:e commend. 1ng.-, -inel:u:s·ion,of.., ~,the:' rnond.-is-po·si;t·1.on. ~ ': ( , 
material in. the-eal,cu'la t.ion· ·of ,gains:",an,d- l.os:s-es,;: J~!:&_T ,1:s: et)'ecti ve ly 

re<;,uest:1.n~ :C,tll an-d.:'immed'ia-te:: eapi,:t3:1. r.ec-o-ye:ry: ~fo:r "i~t-ems>-l;t :w:~l:l'"' .. no\t:.;~ 
in f.act se·ll •. 

The team estimated that, .o'~· . .J 3l: of:<t,h~e: n.o:nd.::1.:sp:~~i,ti,o;lt: .::;:::< 

materials included. in PT&T's loadings represent actual ma't.er,1als~;,·:,,:::: 

which ""ill 'be so-ld., ran<!, r~tir:e9.~ ,as:';se-ts: a'~e ;:se:l¢ ,:r:et:i:~;._,:~T:he 
remaining 87%' are r:e-e01I1mend.,e<i; ,t~ ,~'o:e: ~exclud::ed; f'l"Om ~".t:h~. ~;ne:t ;:O;o:ok:.:;:;. '; ~>:;: 

calcu·lati,ons. ",: ",:- :' ".::,,, , .',::" '_ _::: ::.~; :,~::;~ .": _:; '" _ ': r: 

. ' -'PI.&T."sre'o,ut'ta'l ,wi,tne:ss,',Gueld'ne~ ~s·t·ate<1 :·that,~us,e: .:.o:f.>"the,,,::: 

staff's loading factor would. not refleC't.:,the:.--r:e:ti~eme-nt.s:.:wlt1:ch:'.wi·J:.l".::··': 

be: made on- the company ',s. :bOO:ks and'::s:hou:ld- 'o~ . r-ej,ec-,te:d.·..:' :Otl~ adopted 
figures :will 'reflect ~thes-taft ~p·o.s1::t-10n,..: ::;~ ~.,:: ," ~ ;' ";: ,',:';) ~, :: ,:: _ ::;: ~;: 
Dis'cussion of CPE-,Sales ",,_',,~ ,,, ... ' ".,',:": ... ~,. ::::;~<.' 

In 1 ts brief P!&T" r-ecommend.s tha t. ~-:t.h~ _-is-sue; ·:o·~: ,~si.c:gle- ,,-,li-n~, ": 
sales be cons:1.d.ered. in fur-ther- hea'r-iogs in A. 59849 'out should. the

Commission choose to dec1de the CPE issue in th:1.s pr-oceed.ing t it 
should accept PT&!'s $15.2 million proposal with the provision that 

. " I '~"." : :'"~' .. '".<; I;: ~''': ~~.: C:!~.":' ~'E-c2· ;~~ 
.~~~~;~~~ ~~ ~~~~O: 

--,,96,--
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...... ,.... ....:... \ .. '-,., 

"'.' ,'. . '1'- .:,..:' f~' .... ~~-

any nece~~ary ad.ju.stmen~s be-lna:d:e-iu~-rtller b.eat"'ings in ·A.59849 
regard.ing a CPE balancing account. _""--____ .:._:' - :".-:, ,-:'~ ".:'::::>: -, ., 

, .. P'l'&'l" t>el:1.,eves- that .. , ,tbe CPE sal'es~' effec·ts should.:::·reflect tb.e 
u ti11 ty t s 'a'ctual experience: and.: nOot: a: :ser'f.es: o,f" :es:ti,ma:tes:' oa'3e<1~' .on';;.':, 
suppos1,tion. ~ ":.,, ."",0> ':"" ',-'r ,::'", ".:.: " ~.,,_ 

'We' do- not: agt"'ee with: PT-&T: :tb.-a-t~ ·t"'atemaking.:.: :trea·t'ment:.,-o;f';, 'ep:e: 
sales sb.ould. not be ,?t"'osp-ecti ve an-d.~peraian~nt-~'": 'and.:';w1'll:; a.doPt. :the.':' '~:~ 

s~atf's position. Recogni::1ng that the CPE sale's":p-r-O-'gram": is: a::u'nlque 
business situation: to which' 'ot"'d.inary"'aceou'lltl:ng 'p:t"'i:n:e,!p-l~s:1 and. 
rulingS' are pt"'obably no:t' a p-i>li¢able'/ ·tb.e :Commls-s"i{)n 'wi~l).>:.-as;iume= tti'at: 

the staff's position regard.ingtax ,t:reatment is likely to prevail.' 
• We also agree that eX~t"'aor"d.inar"y r"etirement,_ accounting ,is apPr"opriate 

, ~,. " , ! ~ .. " ....., • .... • • • r", , ' '~ 4 .... 

in this in.stance~ and. that FCC: 'rulings d.'or no.t ~app~ar:-. 'to' prob.ibi t sucb. 
tr"ea~men~, patoticular-ly tot"' put"'poses: of I"a'te'makin:g-~r :s:ta'te 
au~b.or1ties.· -W~th'-O~t Su.cll~:-treatm.e:rit., ,·n&i.:.~::.:ra-depaie~,-;"~u:id~:not see' 
the gain from ~he CPE sales progt"'am, since upon d.ives~iture PT&T will e tran~fer equipmen~ and. accoun'ts to an AT&T arfilia~e.. We b.ave found. 
~.b.at_:i.I&T's r"a~epay,ers s.llould. ~see:. thiS gain since tb.ey have.,.;.borne the 
risk of the CPE'i:nvestmen t" Und.er-the ci:I"cums tance's,::" we: se'e ;0:0· ' . >~ " 
reason ~o dilay ~thi~ decisiont~~ 'another pt"'oceed.ing. - -. ~ 

, , 

• , " ~ _.' ." ..... I 
-,": ... .' .:.~: :; :.... ,~ 

:~':~":~>~:::\.:~"J"'''''' " ~r:",;.~::':.'~::': 
i'~;"": c~ .:,::;:~t~ :: ..... :',: . .:.~~.: 

0, ", . 
• "- ... Or 

. , -
'"" .... \: .. :.. .... \ 

~.' "" - ( ~, 
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, ,,". .: . 

TELEPHONE PLANT 
I .~ ,-" -
' ... ~ ..... 

Telephone Plant - Overview .:~_:~~" ~~~s~~! •. c 2S: ~. ~~~:~~'~~~ 
" ' , . ' ,AS' .shown on:; Table ·2 .. in ::t·llea.t"',t~el-e~· en:t-j...t.l.e~: "',E.'S'.t:1ma tea , 983 

Resu.lts. o.t .. Operations"'.,,: 0 .. 2,2~ of: th.e·~ 1:.2:6~ .. :¢.:1t:f-er.e:nce.:.b:e-.t:w.ee.nl ,~~T,&:r..:,: .. , 

and. staff estimates of realized 19'83 rate of retu.rn for Ca-l;1t:.-o.rn:ia~;.:::: 

Intrastate· Op~t"'a,t10:ns:, is. ... a.ttr.:ib:u:ta:bl.e.: t~·.d.1tte-~:enc~.s:: 1:0: rate base. 
O~ tl:l.:is,. 0:.:19%~come:.$~ f::-~m' dif:fer-e~'C~s1n: ~e:S:t1ma·t.es.;.(Of.::.:we1:gh.t:e<1~ .: _ ...:. ... : 

", ...... ,' ", .... 

:.- A; sp:r.e~d.~ .o-.r:t:h~:d.:i:f:f:.e.re~ces~, . ..a:rr:~nge,d :a:cco:r:~:in.g: ~t:.o :~th~:.:..;~ ;.:: 
agreed. PT&'I'-statt ·format-,. ·1-s shown. i·nTao.l-e ,.~: .. '- ""';A.~C' .,- -".' .~ 

• ~ ... +. - - • + ... '... • • - •.• ,......."" ... -.. '. _ ......... , ... 'v • "', .. ~ ..... • .... i:-' . , --... ...... ... 

'.' . ," ~T''''''' ''''1'3 "h •... , .. ".,~ ~r', - '."' .. '-">--. • ,., "' -. - ~ ~, - • 1".. a V"". e· ~ \, ,. .,.........." I, ........ ~ ... ' ~" .,',......... '~ ..,.. ).1 ........... 

..... ,-,',' '.. , , , r· .<". \...... .". " _ - ....... ',.,' ... (" ..... ... ,. ...... " ", , .\ 

The 'Pacir1ci Telephone and. Te':L'egra\:ih' c o"'mp any' , "'C .• _, 

:.: Re's1l1ts 'o-f T-o·taJ:: :Ca-l::rfo:r:ri:ia' ·O:p:er"a·t1on:s:':~ I ~: ;;., 

A. S3-0·1-22 Es.tima"ted .. Year. ·:~9e.3 ,.We-ighted., Ave·rage .. ,~ ... ;. 
Account' 100"." ''X""ele hone p'lant' i~n 'S'e~v"iee~ ·Thr .... ou- "'h" R'eca's~t 4~ .". 

-." " 
01 ',~ '.' .... ',' _ ........... , ..... __ • 

. . ."... " .. ... . . ... ,:.. .~;:.;" C ., '.~. :,:: ~.::: ':'~ :: -~ "PT &£ .:' 
••.. • ....... - •.••. " ••• ' .w ~.:':;-::::.~,:~...'. :.,.,~.;;:(..:.:..:;:<. ":Ex:c~ee<rs e 

Item ~ . ~ ~ -' P·T&T .'.-' '"'' Sta.·.t'f- ,'. .'~. ~S;ta·f·f", ~ . ..........-.., .. " " _. . _ •• " - •• , .... "",, .. ~.. .. .• , .,,0, ' .. , , .. J. _______ __ 

100. 1 .·Plan t in. S.erv:1e~ ,JB:AUJ· ': .$-:':9 ,·S-0:'~,:J50, ~ .. ~ .... ~S::1~9~,"',';3~ ,::':':7 ~~,:"::: $:3;69 .. ,..;6:~3 
CI-I! ".; ;".".' "",.:,., ::;';:' " .... ,~ ': ;.:C' 9:8:, 1~,4:.4):;.:. s<: ::.(1-8:5,\§0~0).:, C~· (~';2;",~4) 

Subtotal 19,303,606 ,8,946,517 357,089 
Recast #1 Adjustments 

witnout WECo Price Ad.j. 104,666 104,700 (34) 
WECo Price A<1j. (116,014) (169,474) (6,540) 

Recast #1 Subtotal '9~232,258 18,881,743 350,515 
Direct Sale CPE· (128,.200) ('28,028· (112) 
Recast 4t2 Subtotal 19,104,0,8 18,753,715 350,343 
Recast #3 Adju~tments (1 ,.712) 0 (1,172) 
ReeaZ't /t3 Total 19~ '-02,286· 18-,.153,,715· 348,.571 
Per Stattts. format. 

WECo Price A~j~~tment 
adde<1 back 169.474 

18',923,,89 

(Red Figures) 



.' 
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The actual experienced "1 983 SAU, 'oegfrining-of':year plant in 

service turned. out to be $152.,200,000 lower than''''fo~eca~ted~'bY'P,!&-r0 
in the: NOI. PT&'! is',. not con tes ting the later figure. 

• ._,. II +-

. "'-'- The build..u.p;6f the PT&T and staff SAU figures for weighted 
average plant:' is shown 'c)elow~" 

po "", • . " " .... 

Begi nn ing.-of-Year_~,.BaJ.3.nce 
Telephone Plant in:Service 

'. 

weighted Average Net 
Add.itions 

'rotal. Weigb.t.ed.:: A.v,erage.~ '. _ 
!ele~h?~e Plant. ~n Se.~v;,ce, 

.:. Pl'&T 
. _ ~Dollars 

··· .. c. __ ." ... " 

~ $ .18 ~ 6~ 5.5 

'" :: .. -:: 8'86 :~ 3 

.... , .. ' 

. "",'. -... ; ... '" ,-

~ ,: '-<:~: - ,,' PT&T 
:: :",;: c: :'1:: Exceeds 

Staff=;'. :':0,:';1::: ~;,.; staff 
inn MiIlions.) . - " - :" . .. ' ................ ' '-" ... 

627.9 258.4 

PT&:'l"s Plant in Service Estimate ,~ ..... "'::~;~..:: 
'. P!&T' $,., plan..t" estimate, was· based o,n·, i,ts; ca:p.1~al:"budget and 

'. ... . 
':ohe budget process· was- exp.lainedby Vice Presiden·t,· !ling"., ,. .. .. ,., , 

• '. ,..' , '., ~" • " ',., , ..... • "",', r', _ .. , .... ~" ... ~ ~ _ 1"-_ .... ,. " 

Acco-rdingto Ki.n,g,:: t:he, , 9,83: SAU:~.capit.a:l:,'oudget,,:,1.s:: $2~,64.3:,.5 
:lil110n, a 5·-5:%~ inc~ease, oyer.! .9,S2. ,. Th~:s-e_ <1011~.s,.we~e~: .r~,t:'~,ca~,t~~_to 
engineer-.,. purchas:e" an~ .. ins..tall. ne:WJ:.elephoc.e~' eq,u1pmeny: .to meet 

customer d.eman<i.an<i' to"supp:o:rtthe, ,utlli ty:t.s:. wO.r,k:· :fo-rc.e~ w,i,t.ll; t.o~:1.s:,·2 

and. eQ..uipment..Tb.e~cap1 tal: 'oudge:t. fo-r~ .198:3: .was.~ ,deve,l!),ped..:; "bY~:"fiye.,; ,': 

:::l3.j~r cap:i,t.al ea t.ego:rie,s-:. ~ ,COE·, ~ S~t:1-9n :E~uip,m~nt ,:.: O.utsi.d~: .Pl~~~.~ ",;:,_ 
(asP), General Equipment, and Lane &: Buildings. , :~ , ':-: :~,.: _ .. '::.:' ~.' 

.... ". ,,' ..... ,. ~ '..... , ........... ".. ":; " .. " ~ ~ . -,..' 
,,' 'c'_~ _ ••• .,' ........ , . .., , •• '." ......... ~~~'-.<'-
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,?'!&'.l=-~s_~stima tes ""as ot~the,.time~ of;.: the_ ,NOl." ad-juste<1 fcr-

eI-II,. are as -follows:.:;,~ ".,. "',: '~'.:: , ~:~ ~ ,.~ '.,:; c: ~':,:::':' :,,:-,,:;:,:~' <;,~ \''': .~<; 
... , .. - ',', 
..... ,,~, - " 

Land & Buildings 
Central Office 
_, :gquipmeo.t 

Outside Plant 
> ,Eq,uipmeo.t-;" ,,: ":' 
-~- .... ~. .. --"-' 
Station'Equipment 

General Equipment 
Total· 

":-'~ :':;',_.-::;' :::.::' el';;'II': :-\':\~ ·:::·J::N'e:t.:' :-,';: 
~ ~:':'" :<:.:' ,Impae.t: .. ::.,,: ",::':' eI-II 

(Dollars in,~ Millions) . -
• • ~ ~- " '- * .... ' •• ,.... ,- ". ... ......... \". '"::.. ~: '~ ~~\ '.: ... , 

$ 205.2" $ 
\ . , .. ~ . - (8.8) $ 196.4 

... " 
- ."" " , :~., , ..... '-y • " • _ ....... or ...... ,~ ___ •• ___ • _______ _ 

1,006.6 1,006.6 

:::''::: 745.1 
(383.2) 141.5. 

~':'~745.1 

524.7 
161 .9 

,'~ , $2'~ 643-.5 
,- ( 1 1.. 2 ) ~ " . _. '. . " is 0.,7 ~~ 

. " . .~ -
··(·4'03~2)_~" c -.~, .-, 40""!!) - ' ' '. . . "'., . ... 2', 2' ' ',,~, 

. ~Red F1gur-es) 

'the Land & Buildings category includ'e:S'''th'e': c:O·st~:o·r al'l'''l:and 
and buildingS'," inclUding ail .. p~r~~nen t iix~~~e:~ ~~i '~;p'piia~6~;:" - , .. ". 
installed. ' ,- .'.~, :' ::,~. ,,~ -. ··:.::.:_L..s:~;~~. ".:: . :i::~"~ 

, ". The· COE' eatego'r-y pro-vid.es',: fo:r-:the;:"~n~'ne'e~ing;~:PUl"Chase, 
and. installa t'ioo.> of'th~', ma'jon't'y '0:( thee-: exchange'·, a·n'Q::"~t:01.()' :n:e:.two:r-k·.~'~ 

The catego,ry :i:s 'oroken- dowrl' 'and:analyz.ed· '~n": 1:.erms~ o-r-:~foo.:r·· major
sU'o'categori'es: Manual,: ci'r-cufts, Rad.i~',and" Di'aT:Swi;t;eh~~ - t~:""'" 

Man'ual'~: which has vi'r-tually:'b-een:"ellminate-a::,: ''1:n:elu''Q:es' 'a'll 
manual: sw1 tchin'g: ·eq:uipmen't· .. · - Ci'Z"'Cui t·s a:nd.~ ,Rad.iO:- p-l"o-vi:a~e':'i·n:ter--ro:e:al,' 

and lo'ng'distance c:Ommu'nic'atio'n: ·pa·tns:'.~' c. The' fi'n~al' :s\l'oca:~e:ge:I"'Y"~:Dial, 

Swi teh:, repN!sellts' sw:t:t'e-h1ng e'qu;ip'm~n t> e:Xperid:i·t:u:r·es~ -for:: ;b70-t1f :lo·ea.l~::: 
and. toll traffic. ~. ~'.' . 

.: ..., _ _ ~,~ '. 4.<.., ...... 
. :::: .' 

" ... ' ..•• , __ i 

Station Equipment is grouped. into two main categories: 
station apparatus' and large PBX.. The apparatu's subcategory contains 
all the- equipment located on the customer premises. In. addition, a' 

portion of the former station connec~ions account r-emains capitalized 
and. is included in the Station Equipment total. Large PBX consists 
of business customers' on-premises switching systems. 
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The OS? category includes all expenditures associated With 
• " -,. Ow w''' '. ...... .•••. -"" ...... .. ' ..... ·_ ...... _10,/: .. : ~.'.:...~~'. ..... ...... ":"J/',J.';:'\';"'I .. :....,_"" 

providing customer access to the exchange and toll network as well as 
. :"'" :'.'~ ,,~:,.... ..• ': .... ,;..:_J ....... :: ',.!.; '··~~0~ ... ) ~.' .. ,~~_~I~' .... 

some of the network trunking requirements. This,category~covers the 
.. ' .'-,~'.. ,'",.,. .~~"'-"'" .. "-'.~."+-,': ... _.",_ ..... - ~' ... " 

engineering, purchase" and., installation of telephone, poles, manhole,s, 
h '. , ., " " f • 

.. _' ... ... , " .... """ v _ .... ,...... I- .. • ... ,_ .... ' ... "'- ...... .... v ....... '"4', ~ \ •• i ~ 

cables", and conduit" including, costs .. of tren,ching and., repavins., .. , '. ~:;:: 
_. " •• ", , ',.' . • ...... ''''~' i.' ...... --'.1'0- \"":' ""'. ... "'. ..... ~" ~ t ................ ;" ... . 

associated. with installation • 
. _ ~., . ,_ ~.' -'. ':;~:.~' ',' " ..... : ~" .:..~: --:. I.,~ ".~ C ~,. ~_<.'.' \:.: 

. !h2' G,ener.al Equ1pment,cat,egoryincludes, expenditures for~' 
• .. .~ ."' - ... ,,, " ' ...... ,. ........ - ... " ..... ~' - " ,. '., .,' ,_~ I. ,., 

furniture, and oft1,ce equipment, mot,or, v.eh1cle,s".,an~ ... too:l,s~,,~, "''', •. 
" _. ... • .,,~. .'. • {~'" '. , •• ".1 ... i~_' -I,', • ... ,~"" ,_._. ~' .. .. 

, Kingdescrib,ed P!&! t s, cap,i talbu,dgeti,ng process~ as ," .... ~ 
'..- ' , . 

Coo.Sis't'1o.g of tiers or' activ1 ties' d~s1gned ' to~ as;ure: erfi~i'ent" ", ,'-
utiliz~tion of co rpo'r'ate' caPi'talinves't~e'n:h~' Ire' s~i~" that:';the':' ",'" .~!, 

~ , , ' ,.., . ..., ~ 

• ,.~.... ... c .,,'~ ' .... 

pr-ocess, is a dynamic, ,one" with, change,S .. in f',orecasts triggering a new 
cycle of upd.a ted'l'"e,quirem~~,ts. man,ag~men't ,~'~:~i;~~~ 'an,d_, anaJS,ses .. ", In. 

, • - -, ' ',,',. • ' •• , ,- ~.' , -, ., • _ ..... '.' '1,-' I..< ~''* ,>, _ •• ' .... \. ". .... ,->' "-

ad.dition, the utilization of sta,ndard ,engineer,ing c,ri,t,er,ia assures: 
, .. ,1,,,' ~,,;. • ~ ~ \". ~,./" "'. ,',_ ...... " ....... ~' •. _,_."o-l.;~ .• 

that capital expenditures" pro,vide, tel,ephone, plant in" the,ri,ght pla,c,e ' 
, --, _ . '..,' ' _ " _ 0-. ~., L ,_ .' ~ ,',. .r·..... . .. \.' _ II-. ...... __ ::" I, l~ ,.. ' ...... _ ,.' ;... 

at the ri,ghttime and,in a cos.t,~e~t~c~iv,e l!lanner,~,,, ., .. " .... ';' _ ,';' 
• , ,"- "." J -. • ~', '.'~, ..... ", ...... ,~~ ,,-. ' ""'I.'" __ ... " .... ~ ,-, 

,The, u:t-ili ty' s ,cap,it~l budge,t '. gui.delines s,P,e,c,ity" t.hat t,he, " 
company ''';i1l,:' ',. .. ,,', ' ,','.. - -- .. '- ,'- '-., "-

. ..,' ",~ J: ; . , "_' ':. ".'t-'~' ","': .:,~ .:',~,,:,:::,~,. "":J'~' "~.,""'" r,," 

1. Meet forecasted demand tor,services • 
• ' .. ' . " •. , ~. ~. ,~">- ". I., ; ,...... ,"'" ...... 

2'. ' Plan' a mOderni':ationp,~o'gra.m in- accordance 
, wfth ~c-orpor:a t'e: oO',j'eeti ves .. :', ,,' - :..: '; : - : :.: ~ , 

3. - Replace worn:'oO:'t,:ectui:pm'ent'·'a's re'quired':" "::;:::',.~~'" .:':.:~ 

,'to develop thebl.ldget'p': :each 'o'a:p1t'3:i'c acc'ou'n't: 'i~ 'an'alyz'ed' 'in 
':.e:-Dls of r"ormU'la:s'or ~a t'ios ,,' :Whieh', -':,;jhen e'Xam1Ued.':o-ve'r'· a~per1od ~ 'ot: '. 
time, can provide' a reasonablene3s' ''ch'eck'' "fo'r' cap{taf· 'exP'enC1'1~ur.e;S:.'~' 
?:-oposedunitcostsare :compar-e'C1" Wi:-ib? h1CStorica.:f e'os'tc'trend.S~.~'~':':-"·~: 

, :S'Pecit'ica'lly~some< 'ot' ihe~ 'ratios': -ana:l'yied.::are:'D''1a'l:' ;sW"itch: 
d.ollars per- main and equivalent main telephone gai:O:;/a;s"*e~fia's;;' . ','" 

'Stat.i6n'A~paratus doJ.-larsper '1'nwar'd 'Movement'.· :" 'For;'~a:SP;: Subscriber 
r..fne dollars- per- 'Cl3.1n a'nd' equi'vafen't maf:i' ielephone~': gain-: i-S:: tested.-·' 
!nthe ~Land'&'Buird1ngs cateiory~p:~the' 'r-at-fo 'o{:t-arid::& ;Bu'i:idi1lg';;:"";: 
dollars to cot expe'nCii"tu-res'proV1:d'es"''a,: 'check' on':r-ea:;,-oria:bJ:e'ri·e-is::.~·~ ',:": 

- , 0' -
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Gene~al Equipment ~equ1~ements a~e reviewed for alignment 
,-'" ., ',' _ ..... -.. ,'" r, ',. '. ,- ~-. r .... ",,:" ~,fOo r ". {_"j' .... ,.., ( .. : ~~. r, ,.. ,_ .. :,.... 

witll ove~all fo~ee 'add.it1ons, -as well" as·' testing-·'tlle'·'p~o~ject cost~ 
against th~se'~r;:Simiia~:p~o'j~~:t;:~' ':-: ~:; ",;~«:;,:' r:,::::::'::"') :::;:'::::'~';~~,,: 

, ':!he "budget 'p~~ces;':be:gin~-'~'i'tll~'~' h'ew""~oi~ke;:':f~ri6~;t~ '''·~!he 
forecas~ is used. as' the ba';is: o'r;' b~dg'e:t;a~y;:' CaE' ::i:nc{'OSP::' . n:e~Stiti~n 

~,... .. ,. • ,.. . .. - f''' •• "... - ,.""'. - r. '...... ~" ," ,~,,..., - ... ,'~ I .. :"" 0,\ ,.... ... '" ", ··t.. r r" 

Equipment' bud.get is: based. o'n foreca:stea" 'Cluant"itie's'" o'f" 'the- v'ar1'o:uvs""'''' 
types of' te~minal equipment. General ECluip~ent~: r.e:Qui'r'e'm~n~~s~ ;a'~:e: ,.:~;, 
ba·se'd. on' tiei~" requests tor ior:c'ip'ro'je'6tic':QS~;~'r-Oj~'c~n:;~d.s, and. 

. '" ... '" ~ . ,", , - ~. - ... ..... ' .. , ... ,', ,,. ,"" ' .--, r, I"" -~"..-"" ,""' ' •• ,..,~ C"'" r, - """" ,";. 

forecasted. replacement's: These reque5't's'ar'e- rev1'ewed" b'y"n&T"'s-' '-
capi tal and. 'ou~get g:ro~'p:: fo~ a1j:iri~n:t' '~'i th ~'v~';aii: ;to:r'6i ad.di tions 

c" '.,-". .' r-.." ....... ,' ... ~ •. 1, ~ ." .• ' ',"' '0", ~ ... ~ _, '''''', •• _ ~',,.., .. ' ' ......... ,:, .......... "" 

as well as' testing' the p~oJe'c't" 'cost's' 'ag"a1n'st th'cs'e "o:f" s1mi'l·a·r··_ .. · .. ~ 
project's'. " • & '-, ,~, .:: ~ ~ " :. ' .. '::, ;~'::' :~,:. ':"'. ,:1 (' ~.::.:, .'::, ::.:' ~.: .. .:.:: _H ....... : ~: 

l.and.", & BU11~d'1'ngs c'ateg~r~/ pr~~'e~ts" :a're::: ,t:~i:gie~:ed'~ bX;; :reia.t~<1 
COE p~o j ects; op~ra tl'on's' r.e'q:ui·re~e~ t-:S , 'o'i 'ad.'mi';:i'·;:t~a·ti~-e: '~~ed:.s.~· -: .~::: 
Bu'ild'ing' eng1nee'rs aC'count'f'or ali; 'e;xis';1ni~ ~~n·e~,:'~n:d.:' l'e:a~ei ~s'p=a'ci~ 
before proceed.ing wi tb: econo'mic- s'tudie's':: ~for;'n~'i 's:jie;;~" L:~{n:d'~~&:: :: ,':::,:: 
Build.1ngs requiremen'"t's are ~ev1e'~~d' 'by 'the s:e'gmen't bua.=ge't='·;g'~oU:is: ,~,' 
cha~ged. ;'it'n: overall man'a·gem'en·t.·':of'<th·e"-a·c·~'o:udt·o\> !h:~'i Ch~~k that e 

• ,. ~:- . • ~ f", ...... ' .... ,,, .-
• , _ ....... .,., ... " ..... '10. hh ,_-.,. 

requl.rements are justified. by forecasts, timed. to meet in-service 
, : ,.... l' ,-" r'" ~, ", ... , ......... , '. ". _& ,", • (', , , ......... "', ."!.', 'c' '" 

c!a t.es r and. a~e p~icea" In ~elatio'n'to 'tr'en'd.'s· and.~ a v'era:ges'p 
, ", -, : ..• ..,':~ ~. :' -. :' .' ,': ~".:- ........ : 0: .~" :..:. "': .... ~~:(\= _" ,'" ,: ..... "'~ .. ~ 

King d.esc~ibed. the ett1c1encies. t.hat., d.er-1,ve .. tr-om P'!&!' s 
...... _, • " .,., ' •• ' .... _. ". I \'. ". .. ... _ 

::lod.e~niza tion programs." Should ,the"compa,ny., ,C1nd. it... neces-sary to .' " '.' . ,~, ~ .... " '..... ... " .", "". -~, . ~ 
dete~ these programs, P!&!would still make capital ,expen~ltures to 

. " '. ',,' ~ , ..... _ _ __ w. ," ,'" "-, '" ' , ,. " .... ... ,. , ". _ .. 

ex~and. on old.er technology. " .The utility w:ould.., continue",..to-. 1ncur':.",. ~ 
, • "'~, " "", f"; .... t .... _, ..... "~a j ,',," '.' ..... _ ..... ". -"0-......... .. '- ..... " ~ "-

nigher operating expenses . .and, work. t:o~ce_ l,e.vels,o And. .. f.o,r,... many ot. the 
• ,. • ." _. .., .,. -' .... 'or ~- ............... ' •• ,....... • <", -. •. -,.,. _ \ ..... • "'J ~" ~_, ,. • '0. ~.~ ........ 

programs,. it, would.,. miss ,an. oppor,tun1ty, t.o"expand. the .. ,.Se~v~ce_ ',_ ~ ~.~-;; 
". ~. ,. ~ ... • _ '."'" '.J " • ' .' ..... r.. "J,. '" , .. ~",.., '~' ". _ ....... ~ ~ -" ..... ' .... .,."..... ... .. 

ot.t'e~ings, available_ to the .coc.sume-r. wj.,th .a.,commens.urate .. ,l;oss in 
' •• ,,' •• ' . ' ., ~. ' .... ,.,.. • ,. •• o<' ...... ~ ...... _ ....... ,' ~_'.'" ., ... , 0' .,~-,.". 

revenue oPp~r'tlln~.t!~ .. ",,". ~'" .. :" ,_,' ,':~~:.'" "'_,,'~: -:-::: ' .. ,~ __ .. _ ... __ 
. " It Qo,~e. £.und.s~ ,were, _t.obecome .a.v.ai.lab-le., .... and.., aJ.l.o.tller.nee:d.s 
• " ~ ~ .' .... • , •• -.. - ... •• •• ,... ',,,, '" - .... ,"".." ......... ' "".;>, ". '-j. -..-'" ........ .." .... ,,' -.; -

were to be me.t,. King..,Sa:l.d.. that... t.b.ere was ... ab:s.olu.tely .no, que-s·t,ion th.a t 
• • .. ... , • "~ ..... -'" ' • .-" (. u - l"" .• < -. ,." ,"c ..... ~., .... ~,,..' _ ' .• ~_._ 

~e would. spend. the. money on. more, mod..ernization. •... :By~ taking.,. ad.vantage 
, ~.' .. .- ,. _, ., .. • • • • "', 'n' .,. ~ ..... ' ... ': ,,~.......... ... ~.~ .... ...... ... " _ ........ ... .._ 

of improved tec.hnology. and., .introd.ucing. ,greater.e.,(f'.1cie.ncy ..inF.!&!-' .. s 
,~ .. - , ... , ... ~ _. '~ •. , .... , ~.,. "-.. , ........ __ ~_w .. ~'P, .. :""" ".'_'" ..., .... ' ...... ~""V'_ 

- 102,-
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operation:, ': tbe··c-ompany'·: woul<l .. mo·r-e . than:' pay": !'o:r--; these:', exp-endi tures 
with: future' expen'se" savio:gs;,,:;··: ' - - ,:. :'.'~'::~' ::.'~. '..:.:.~"{: . ~~';''"::':: -.:: ~'". ::::':~' 

, King a"lso· e'xplained;' the> budgetin'g;,·o·(·;c:On tingency~~: ;,: .. '~ ~;;:,:-: 

allowanees,' wbi'eb: P'!&1" , defines> as "'Col"po:rate·Ke1'd.. Funds. " .. ..: Th'ese' ~ :,<~ 
allowances are no't included-in· the': 'fi~ld:' budge ts', and~ ·the1.r-;·d.1me'n,sion -is not known by nor is it available to field. budget groups. The 
corporate held funds currently contain $30.6 million for 1982,and 

> •• , ~ ,~ ........ (' '" • 

$77.4 million' fO.r 19~,', '~r-epre~nting-"1 • 2% and 2.9% of -t"b.·e~"1'crentified 
budgets, r.espectively. As specific, r-equirements are iden:tified in 
subsequent vfew pr-ocesses,' PT&l' in'tendS' to distr-1b-i}t~':.:t·~:~'~e; fh~d3 

~'.. ~ ... "-, ..... 1.C ,.,: :: '"': ':-, ,r 

within the field. budgets as approp,r:ia:te. -, :<,~: ~ _. :::~ 

Staff Plan,t· in Service' Est1ma te -

The staff-':s estimate o'f T.elephone Plant,- was· p.repared, and . ' . ' , . -' .... , ~ , ' .. ". -

presented ,by Sen1or.:.~~~::,ties En~gio:~:,:.. David H. w~ei:s~:,., P;:.E~.".' ,o:fthe 
COCl:liss:!.on '5 Revenue, ~eq.uirements, ;Division. 

On a Total California Oper-at1ons BasiS (Table 1) the staff 
~ .'- _ '<", ""' I ',. '.... '.. u " ", I . _.' ""1 , ~. , ", , ' 

Recast IF3 est-imate ~of Telephone Plant' in' Servi:ee to~ est'imated yea~ 
1983 :!.s $348,571,000 lower-, than ,the telephone, companY-.~';Th;:'·'~·'''· " 
eiifterenee is -~rima'riiY' t.he· res·~l't.. ~or'th{is'ta~tt:~h~vi~g later 

. '" , .. ,'.'" . "'. .. _.... ~"-- ... , .. .. 
informa tion than the utili t'y and." the use-- o.f'di:rt'e~r-en:t- es tima ting 
pr-ocec.ur-es. The utility' ha(t.;. ',access,: :t:O··, r'ec'o-rcre:d:rdat"a: ~up to 
December 31, 1981 ~ 'while \:;he: s:ta-rt' ,ha:a:' a~~eis: ,t.~: m~c·~> r-ecoreted eta ta 

'. ... • . ~ ... ~. ..., , .• " ~, . ~~ .• - >, • ~~ • 

:hrougb. Decemoer-31·',· 19$2. " .....~ ., .: ~,,: <:.: ' 
. : ' .~ ," . ' .... v.. " ' I' ",', .- ... , , , .. , 

The staff estima tei fo·r~.·wefght'ed ,avet:a~ge~ .. T·e,lephone Plant in 
Ser-v1ce ar-e le'ss :t:ha:n. ihe ui1.li~Y~'H~,e5~~~~~es~r-o:~j:3;4§~.5 inillion for 
estimated. year, "9?·3' ... 'The p'iine:ipal-:r-easo'n 'for::'t-ne :"d1~fference is the 
esti:lates of. conS:truetio~n" e:~?'~'n'd'it~e:s~~he:~~'th~:' ita:~£ estimates ar-e 
less than the utili tyby' $416:.3:' million'. 'Two' lias'i:C 'f"actors lead.ing 
to the st'aff"s :rowe-r-e-St'ima'te-'s' of "eori'~t-:-rUc:ti~n: e:xpenci'i tures are 
staff's esti~a't~s' ~Ct,. :'~eiePho:ne ··ac.~s~: "l~i~de; ·~ain~~C~t.9~::, and cap1 tal 
expend.i:ures re«u1reet for each unit ot ALG-.~· ,",C, :;;". ~. 

to ,-. '... :_, + .... , r ... " •.••• .-, 
..... _ .. __ >, -'....... <I- c~ ,.' ... ',~ 

"iO~ -

.
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".. , In:,discussing.:,th~ staff:, e,s.tima:C,es-:of\,con~,tl:"u~,t.ionr- .):';~ :",:,~.~, (. 
expenditures, Weiss followed the utility. ,p:;,aetice,~.¢:f',,1:d..en.:C-i,ty;i'ng~.:: ':;'" 

components oftb.e: con:struc,tion~ budge.t~ by subdi;viding;:, i~~~,i)lto 

categories.' , The, difference,s.:,: ,bY': category .. 'be:tW'e~e-n~ th,e.;. ,u,ti~:1tYt, ,an~~ .:., 

sta£!.':, on·,a R,ecast i;1~(adjus,t,ed~fo,r.,CI-,II).,b.a,s:i;s~:ar~;: 'f'..: .. ,',:;:,<::,:;'".:.::..::., 

" •• - "" • • • ~-< " ;~. -",. 'P'!&T~ :,;..;. ",::);' \::':'''':'::~ :'.::~ ,';.~ 

" '- .. ,' '.- " ~ .,~ - ,,,,, "", .. ' ,'. Exceeds.·.·.- "" .... - C' PT&l' '.. " , Sta'fr"~' ~ ,. . 'S:t'af{'" . v'" . ,-, 

.' . ~;:~(Do'll'a;rs,' in'-Milr1~ns')~- ... ·- .... ,;~ :'" '~"~-
,Category, .' 

Land' &: - Buildings ":$> "9o..:.r4'~: ::::"'$;~ '89':·,~··;-:::'·{:~:i.3·:';':-~:~:"·: 
.: '. ::.'" ,.. : ':. : ... ~ ,~~. '~.~ :.~ .,:! ' •. I~'::':' r: .::; '!It.' "." .:.. ..... .,. :::;. I.:. ~ :' " I :~ \: ~: .: .. ~". .. ~ - .. ' - ... 

Central' Ottic'e - ... . 
Equipment , ,',.0,06:6', : .• ' , '. ·::84,,:-:.:6:':: ;:,..:,~ ~'t) 5:::0:' ; .... ;.;'::. ',.: 

Outside Plant 7 "5 1 '<' . ::., ,: ~; ~5 ""j:': .cv-: ,\:-~ ;" .. .'''l1~':)'''' :c:.: C. r~ ':.:.;:- :~ "-It • _, .... ,.., _~ __ o" __ '-~ __ . __ _ 

Stat i'o-n, E'qu:':pmen t: 
. General:; E'qui'pment 

Iotal 

• ,.... ,. . • ... ,.... J. I' ... -. .'.. ,1'4" • 5~' .' ,: ,,: ~ '-~n EO· . .:. ., '.: ',' '3-0.5 

1'50".:~r~~ :-: .... -"'36<8'>~~~ ><:: \":3'.:<}.:' ~:,">':~" 

. :2,2,4''0 .:3:",""" "-~:8"':o .~'~:-" :, 4'3'o:-:.~z::.:., ~"~'::':-

.. 
t'ollowin'g t'actors' .. 

• ,". ~.~ ,h'.. • ".,. ,-. ~.. ": '.~,~ .... ,_ ~.... ": • 1~' ':..:. :'~,:: ~ ~ ~ -: f':' :.. I' '... '." .~ : .. : :" 

1. Volumes Estimates - PT&T AL.G exceeded staff'· 
by' '84~ 20'0 lilie-':i. ':1'hat- '1's-, 'th:e 's-tiiff::'e"s:tima t~·" ''',' '; ':.'::' 
is, 27%: ·b,e,low· that 0:( t,he u~:ili.:ty~. . ;":: :-,.,~. :~ -:; ... ,: .::~:: .... :~.: 

2 •. Corpo-r-a.te He,ld.., Funds;-::~l'&linc:lud,ed.. ", .. ~ .... ", -,"'~" 
$77,400,000 in its CI-II 'cudget, for a. " 
contingency fund 'ot 3:.5'% o'f:esti·ma:ted. ~': . 
eX}jenditures. The staff did .n<:lt' inelud.e' . ," '"., .. , 
anything for- that purpose.' , .' " ..... ',' , 

3. Inflation Fact'or-s -' ih:e dta'rl u'~ed trie:"late'st 
estimateso-fin'flati'on: -fo-r: -eacb? i'Q,d:ivi.au,a:l .,~ ., 

,catego.ry as ·I:"etlected· in.themo-st eUl"'~n,t , ..... , .' 
Bell System !elephone'?r-ice Ind.·ex '(~STP'I}:" ' 
ana' grO'$S 'ca's1s-, ·P'l'&'!::uS:ed. a':Compo's,1t'e' 'EST? I; , . 
or 2 -72.- while, the, starr used. 2, .. 58 ... · 

." • v ' ••• ".. ~ I • '. .. .~ '" • 

4.. Me·tho.cL o.f. Es.ti.mating>Cen:t.ral.. O·tf,ice,,' Equi~men.t.. 
and asp Categor-ies- the'stitf >used.'dfffere-rit '., 
me-thods"o-f caTeulatf-on' and.: 't~b:e- 'l:ow.er- ::s~aff·':·· '.: ,";: ... 
ALG est1mat,e: .• _, " _," ",,;:'. ::'": .. ', ;~' .. :>-::,.:: .. :,,,:' .":':' 

5. MethOd. of Estimating Station Equipment - The 
staff did not accept the utility's most 
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if __ : ~,> \.:: \, ~1 ,,: 

recent' CI-II ,. est1ma te 'oecause'" of":~': ia.ek'~f: ;(~ ,,:~ .. " ," ." 
reeorQea eta ta·:, and,; no ~approved. > ~·olicy.~ fo~:..., I)::': .::.c·~'· ~~ .~,;,~.::. 
hand.ling expenditures. "The staff, selected.", 
appropriate NOI'and~Decem'oerc1982 view'" ' , .. 

. est1mates,~~' _ .. , . ".,"- h. ..... '. _.,.. \:~ ... : ••. '':'1...: ... : ' .. ~:' 

, 6. MethocLOf E.stimating,:Land:.,&:Building:s,;-:and .. "'· ""r"" ~:,;'~.'", 
General Equipmen,t -,Th~ .staf~~use~_its~lower:-.""" 
innation' rate'. ,.'", .. "'~-,.~, . .- ...... 

There were: other: d.it-ferexlce~: between the utili t;r'~~nd." the'·" 
" •• '. -. -' ~ , • ", ,".' ~....... "'. #c •• " ' ... ,'~ ("" II'" ,... :-. , -, .. ~. 

starr esti::ta.te.s 'oecause of staff'''s use' of" different" gross·'add.l.tions 
a:s, a percent of' gross oonst~u6t1otl'; eXpend,1 tures:; d.ererr~ac t~x~s;':>:"~:: 

'oegilllling~of~year plant i~' se;vioe~"and'm1c.Or ratemalCingCadjustmec.t$. 
In preparation of' its' 'estima'te,: the- starf" u;ed.' ut1ii ty:::"::-

each of the': rive' capital: categor'1es used:-'Oy'PT&T:::in':itsZb'Ud.get,ing 

process. These purp03es were: 
'0, Growth ~ ," 

, .. -. -
Mod.ern1zat1on' 
Customer M'ovement· 
Plan't Repl'acement 

: ..... ~': ::: ~:r ~ :)~. :.~~:'~ C'J~'::. 

.... . ,'..... "',,~ " ,. .... " .... /..,' , 

• _ r , ..... " .. ., ,'. " ~. 

~ ,,' ',' 

... ".,-"', ....... , 

!he staf't" referred. 'to oombined Customer-Movemen't'and' piant 
Replaoement 'oy" the: old 'term, Stand'ing Still ~ The:' stafr'; s ': a~alysis '.: 
therefore cons'1ste'd of' a rev1ew"of": eaCh" o~ the f:tve~ prin~ipil:' plant":' 
categor1e's'1'n term3' or the three'~ pur'poses -or-:' the- expe'Od.t'tur'e's~'~':' -
GroW"t"b., M0<:1ernizat1on, and.' "Stan'd1ng' Still":" .=".:: ,<:. . ,~::',C': : ,'- ~:.' 

!he~ staff' estimat'e started.' wfth~a.: 'company' document':: whiCh'- ': 
'the utili toy develop's" and pU'o11shes" tw1'oe " ea'ch' year ~ ,. usually-1n':':Apr11 
and Ocio'oer, which is enti-tied. '''Coost'ruc't:ton BUdg~t- S'~mmary ,','!, 

Analysis. Pr· It contains' r~c'o;rcred data" tronf'the- prev'1ous~year~'plus-' ~ 
foreoasts 'for 'the current' y'ear'and 'two"year's::;it;to':-th~;' future and is 

.", _ ,_ - •• ,",' '": ... ,H -. ,., .' ...•.. ' ," ~""r. _.. .....,.... ,"' ." ~. j • "':- "~"""'- ~ .. , 

commo'nly re!"erred. to'as~a:' "v1ew:"- Fo'r' tne' purpo'se's"of' th'e~ ourr'ent- . 
". . ~." . '" ,. '., _ , ,.... "", ", -. ...... r T,.. '. ~'" (''\ ('" '" ...... :. ,'~ .• '"~ " ...... 

pro'ceed1ng, t'ile AprIl 198-2- vi'ew wa's t'urther' moo.itie'd' by" th'e" utll.i'ty" So 

ilead.ctuarters staff in order to' :pres'ent;' a' p'rude~~'t: 'o~dge't }~~ the :::;: '; 
ourrent application. The 'oudget summarizes the expenditures rectu1~ed 



A.82-1i-07 et al. ALJ/jt/val w 
'.:: .... \V~~·l. -~' 

to carry out,.literally _ thousands or .individual,-,projec,ts ranging in 
c .. ' __ ' -'-' ,.' •• ~_'" " • '.. ... _,'" ,...... _ • _ .... - "'" \...' '0.-'. , .... ' ~.' • 

cost from thousands- to,·'tens'-ot';;:m11110ns.,'ot::dollar~.;~::-''''': 

,The starr:analysis~ of~ tb.e:b~dg~t'·~~as~~~~3~d.::'~pon extens:tve 
.... ....', -<' -, , ...... _. p '0,'." ".'_ • ". "--' ,,_, -,' 

d.iscussions with the ut:tl:tty, supplemented by;some--: SO"data request" 
wb.:'ch. were responded. -to expeaitiously:' by" the uti11.ty'-~>~ Based upon 
tha t intorma tion~' the Com~iss ion'~ ~.taft,'; ~~ ~~mpt~~;:,; ~?:~ ~~veloP 
relatively, simple and reasonableme,thodologies,~ t.o,."tes,t~ CO,E and OSP, 

.... • , '.., • '" ."' ... ~, 'w' >-..,.. '. . '-" •. 
t.ne :najor portion. of" th.e oudge:t. The. s'tat.f .. feels,. ,tha,t. the, use ,o,f.' ~, 

,~ , • '......' ... "", '.. ..... • ,.,..- •• , .. " ..... I~ '" ~'" /'.'.,. _.~ ...... ,,' .......... "'" .,' 

-:hose ::nethod.ol~gies should. yield reasona,ble .. estima.tes.,. of.'. c,ap,i,tal,. 
_ " • ," n' _ .; '''_ ~ .. , , .......... - ..... ,,-' .... ' c .... ~ • -..' ... ~_ ... ~ '" "~I .... ~, ... ,' ~, •• 

expendi ~ures need.ed, to achieve .. the. uti,li ty~ s cons~r,uc,t10n.., goals~ in .. ..! 
, < •• • •• "'. ,~~. '. ,' .... ,., ".' ._ ,-,' ·"r"." ,,.., .;.~~,. '".- ~ ..... ~~",,,-~,,,._..: .. 

those areas.. The. :-etnaining areas, Land, &, Build-ings", ,S .. ta t-ion, and.' 
, ,", - - " . ' ... - ' ... ' ~ -. .. ........ ... 

Gene:-al equipmen't" were. :-eviewed. using" more" conv.en t.i,onal approaches, .. 
. ." .'.,' ..... , ... "".,' "'- ',. __ .' ~."'o'."..." .... ",.' ...... , .• "",. ......... _.1...,._ ... _ ....... _'.,_ 

, COE anc1, aSP, expena1:tures c.onst1tute" over,., 7,8~ ,ot., P!&!.~ s~, ,. 
proposed' ;983 bUdget~ . .. " ., ':~~, -,:.,:::~~~,,~' , ...... -_: ..... :~~~:::~,~,; 

According to the start repo~,~! ... ?Xh1b'1't' 28:' 't'h~'" ~t11i ty has; 

in recent years, overest1mated .. ~?n~al .... g:?wth, as measured by ALG, and 
thus has placed into service~ mOre facilities than wer-e r-equired'. As 

, .... .', ..... , '.' ~ , 

a result wb.en the record.ea .. costs.o.f.;such"facilit1es, or parts of them 
, ... _ •• -L • 

sucn as COE, are diyided by a typical~ reco.r,ded .. quanti tY, measuring. 
. • • .' "- .- " \.., '~, • '. " ." _.. ~,p. - , .' .' • - -

need." a ~dr:t ver," such. as ALG" very~ hi,gll .unit cO,st.s are" re.c,or.d.ed..". 
• ,," . ' • , ~, ........ -' ~. _ •• , '"' #'. • .... '. ,. '- •• "" - '.. ..... .. ... ~~ .-'~, ....... ' 

Suct. unit. costs would. have beenco,nsidel:'a,b,ly 10!1er, 'had, ,tile ,f,ore,c.as,t. 
" . '. ... " . , '. _ .. .. r~... ,. . '. ..,: ~ '. " .• ,.." I ... ,.. ',r" _ .. • \ ....... " • ~'" ." 

and. recorded volumes mat.ched, eac,h other.... The .uti11.ty .. typically .. uS,e.s 
", • ....... ..... '_. • • '. ~..... '.4' < ... ., .... _ • _ '" '.. ,. '. , ....... 

unit. cost.s, e.g., Dial Switch .. Dollars'd.i:vided. by"ALG" .to"measure,_the , .. , '". ,-. . ... ",.. ._ ,. ~. ... ,.... .... '. ,". ~ .... " ............ ~ . ~ a..... 1\.... .". 

reasonableness of i tS .. pr.oposed capi.tal expendi t,ure·s •. " I,n, ,the course " .. .. . . .h" ... -........... , ... , ...... " ""' '- ~ .... _... ....... " .. ,,;. 

of explaining, this~ use of unit cos,t,", . the .utili ty" imp.lied.. .. tha t-,1 t .cUd. 
... .,." •• • , • •• ~ .... ,..... ' ...,~ ~ ~ ....... _..' • "", ',.~ .... • .,.... • ... '" _ ............ ' ... J " • "r 

not lla ve the, abili ty, readily. t.o_. change, CaE., capital~ ,ex,pend..1,tures" af.'.ter 
• ..' ..... ._~.... '._ ~'- '. v' _.. l' J , .... _ ••• ~ '~.' '''' L, ... 

c.etailed.. engineering. 1"" carr.i.ed.. out abo,u.t~ .'.~ 1/2, year,s p,rior ,.to;, use_o, 
• ,'.., -~' •• ,. •• • ,~ .~, ", • 'TO .... _ .... " ••••• '.. ~,_ • ' ••• " < .• '"~ .... "'''' ~" .. '. 

The staf!". found" anotb.e~ example: ot .. this,. si,tua.t.ion by .. "',,~ "," 
.' . -.' '. - ""'. -."'" '" .,... . ..... ~- .' . . ..... ~ - ... . ~ .... "';, --'.... ........ . .. 

ai viCiing. -:b.e historic, .. nor-t!la·liz~d. cost. o.r.: C.OE. by~,re.c.o.r,d..ed..,.AL,G,. ,.tp. '._ ,_ 
'. • • ......" ,~ ~ ~ .... ,~, .~ ." ............. c. ' .... __ ' ... _ ... .Iv ... , ••.. , .......... 

obtain unit costs •. ' For. the_. NO,I., .the u.ti,li.ty~, figure~ ,ind1c,ate" ,a "un,1.t 
u. ,. '...... _ , .~ .... • ... _ ~ ,...,. ... ~, ,", ___ .. ........' -". A • .. ~ ... ~ ,,:. ........... -.J _ ,.I.... ... ... 

cost for COE of_ $2,,227,. . The unit. c,os t. ba.s.e.d.~,up,on ,~e,c.ord.e,.d.. t.1,gu.r.e,s.o,,.. 
' .... ".. ' • 'n ...... ~,I.... h' a" ,,~~ ,,_ .; _ .... ' .... '.' ........ ." • ..., ... L,_ . ..J..., ......... ..\~ 

.. 
'. . ~.""'. ~ 

!'. ""'r' ....... , .. ~ , 
, ... ., .' ,~, ... ~' .. " , • j ~ ,- ,. 

_. -, 06 -

,.; .... C',f"tt"t'"ot .,,... 
..... "" - ... ~ -....,! 
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\ ~ :, \ ~,6 ~ ;) 
.-<., ,n ...... _... " .... 

~ , .... , ~.,' ::~, - ...:....... " 

turned .. out to· be $3;555' while" the ~'average":C'for~the';";"r9io':' 9'82 i::perfo(i°i:s 
" .... f'"" ....... ,"., I"" ' ........ ,. .. )i" ........ ,.. ,.-. ,- ~ -., 

$1 , 188. The increase in unit costs appear-s' '''to ~co'me about ~'whe'n ':"COE'-1s 
•• •• w ,. , ~. "'. I·'," • -.. ..... , '., ' ... ' r ," .... -'. .., ,... ...... 

ordered in' proportion to' a "certain ALG' forec'a:st "but' when'the 
equipment is -installed; thir" ALG:'is'-much":5mai:ter~':; Dfv1d.ing""ttie -'~:;':"". 

r-elati vely'high COE ~- d.ollar-s 'by' a'"':smalier-: ALG;:than,"'was':";planned. -results 
in a larger unit Cost,:thari:was enV1:saged'at'the:'time"of forecast .. -,'· 
pr-eparation; 'The~staft declar-e~:ihit:~nd~i reli~~~~ ~p6~ ~hi~~ie;of 

r-ecorded. information: during' periods -6{"volatile~acces3 -~line'esti:mates 
, >~ ., •• ,. ..... ... , " -, ') -,.... •• ~"" , ............. ,',.""."-

may be misleading in estimating 'COE'and ~OSPwhiC'h categories' - ~ -- '" ~ 

constitute together'- t.he' major"'por-t10n" of' the'- utili tyY:s proposed 
CI-II-C'onst~uctioc.::bUd.get.':' , :" :~:,,':-,'::~ .::',,'c;-:::, ">:; :,':;::":':'.:.: 

.. 1'he sta!'r~'there!'6~e sought out anotlle~:mea.ns o,r::estimat1ng 
the COE: and. OSp,'por-tions" of::the"bud.get 'and co~c!\id.ed.~ that:"'the',use~6r 

, . - , '\ ". ' .... ,. . ' ','" .• -, ..•• ", .~ ., .-J -'~tf-.._.'- t ......... , •• j,., "j" ,,' .... ~ 

the ut.:Llity's own'v1ew forecasts wh1ch'were'developed in corijunction 
.~, '.,,, . , ',- - .. ,. . ...... '. ... ' .' \' ', .. , ,', " ... \. . -""'," .... ..,. " . ~ " .. -::: 

wi th its own' estimates' of' need'- such' as' ALG',-etc. ;' ~would.·' pr-ov1de "the .... , 
:lost reliable ind.icat1onof:what "reCOrd.ed::,~;nit"'cost:':data is'most~'~~"; 

," '. " " • ," .. "-. .... .. ~ ••• I -.. • 'J A, r ... ~ ~., .... _w ,'" • " "'" .,...., ,'),n.. . "",," r., "". 

valid.. The staff found sever-al 'years' !'or"'which"recor-ded expenditures 
and. ALG we~e close to'the- aver-age:~of tor~casted.' exPenditures:and.~Ai.G; 

•• , ... • '_. r" .', ,- -.. ", -,<-, - ~-. •• "', • ~ " -' """ ,'" ,', , • .,. .', ~ .... ...., 

thus, the' eftects of"' the use- of' missed -AI.:.G"estima tesw1th -committed '-
expend.i tures has' been- minimized'~:: -1'0' gUide:::trie:': selection::' of:' those"':: c: 
yea~s, the fo~ecast per-iod.s had to fi~st be'~esta81isb.ed.-::::';';~ \'; ,~ ... : ::,' 

, : l'he utility in' jo.stif11ng'~eng1neerirlg~' to~ce:':aCtdi tions in 
i t.s previous general ~ate ~pplica.tio;,;, A.59849~ :':had.~' ~ointe~: o~t:" that 

- " - ,- • (". • • . • ." • .~, ...... •• • •.•• I ",..... ,........ - -, •• • 

eXChange and tandem'sw'itchingreplacement pr-ograms'must-be-engineered 
up'to 'two years'prior 'to wh'en'capic1ty is:plaeed'in'to':service~'·'::In,:
r-esponse to- a' eta t'a r-equest, Pl"&T; eonf'ir-med. :;'tha t'·:the:':COE:':an~ asp: '-: - .:: 
categories were" gene~ally ord'er-ed" vi'a' firm' commi tments apprOXimately 
1-1/2 and 1 year- prior' to' us'e: alth.Ough~ ft" then: saidc there:) is: some c ,- . 

abili t.i 'to sho~ten' tho'se time' in t'er-vals: : Data: {rom:- those;,"t:i:me'-::-: .. :: ":, 
per1o(!~ were used' to-- ob'tain' aver-a.ges'~' '6:f: fOreCa.sted ::vaiues': of bud.get" 
d.oll~ri; AiG, and. A.coess'· L'ine'tnwa~d'Mov·e·men~(Ar..IM)~::: The sum of 
ALIM' a.nd.~ access' line" outward :noveme'nt'is-' ALG:"~: CInwa.'r.d ;ovement.: 1';:.:: 
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connecting ,a. cus~omer ., to.,recei ve .. telephone ~seI:vice ~. r,Ou~ward. ~movement 
..... _,_,' .. """" '·,0, ....... ,.. .... '_.' .• ,~" •.. !oJ ......... _"',.¥ _"'-~-:_\, '''~'''''' ..... ' ...... -_~~ .. , ....... 

iS~disco~ect~~g a~?u.s~C)m~r.~.)~ ... : ,,:.:.~.:. :: .. :~:'; :;.:. ' .. ::;>":~.~,,: .:,;~: .. )2~.:;;, 
.1'he staff "fol.lnd.. several stable ""da ta .,rer,erence~ years ,., .. tb.e.., ,-

, ,'"~, .. _ oJ' '.'" • .., c ........ .. .. '".'.... _ ... ~.. ..,. v .... _ ~ ..... ... .... ~ _ .. '. ... _ .. -. • - - .. 

years ill.w.b.1cll tlle cond.1 tions .. wer.e ,such: that the ·forecasts o-!,.",d.olla~· 
, .: ...... ~ • .~ '., • .- &_ ........ .., '..... ...'_.. ..... .- - '"', __ .. ,'.,,_ ,.,,~ .. ___ ... ,". w. ...... _ ..... _~, 

expend.1tl.lres and. their associated.~d.riversapproached. recor'd.edv···'~ 
~ • • •• , ,. - • " ..... • • , ' , ,-,' '..." • - ". • __ ..... _, -.' __ ..... 1,,,1 _. , ........... ..... J.' ..... . ~' .. 

values. 'the staff .turther .. examined. ... the d.ata r tor,.eacll·.y,ear. alld'-- . .. ." ..-~' " - ,.-' -' , , ., '.. .... ... ---... .... -- . "" ,.' ~ _. ~.,...... . - ..... 

determined that 197.8 was the_year. closest, to ,1983··which gener-ally,. 
.' ... _ .' .. -' '- '.. ." •• - ••• p", "" -' ," '.... • .. _ .... -. :". • '> , ..... 

sllowed ciecreasing., uni t cos ts. :..ti th.inc·reasiag~ ALG .. ~ The., year 1 978., was 
• • •• •• • y , __ .' ...... • .~. ....... • _ " ~ _ ~ '" _ •• _ ~ .......... 1... • , .'''. _. -.J _, ~ ",,- _', ' 

tb.eref'ore, selecteci as the.:referellce~year. " ".~' . ~', ,.,._ ,,;" \"~ 
...... ' "" •• <, ."......," '._ ~ '- , ........... <, ..... ,o..'~ \..... ~' ... ' 'T" , ........ ".' ,I _ i .... " .,.. .' ' ... >-' ..... 

'.' The stat!' !'el t tha·t ~i t .. was,.important,. to~ separate .. , Ol.lt. the, .... 
effects' ~r growth," ~~. growt.h· was' tb.~· ~aj;;~a~~~~~t~th~~,~al~;~;~~cit: 

......... :' --.... ~ ...... _" ......... , ... "" .. - '- .,. - -.... 

of the buciget o~erthe:l~st ~!~ ~~~~~~ .. !e~~c~~~n~:;?~ p~;ce charges, 
the. staf'f .used. tb.e BSTPI .. The.complete .. budget .. isNbaseci·.not .. only 1J.pon 

',~. ... _' .. ,. " _ '. _ "- .: ..... _.. ."... .. _" "J • , ..... ' _ '" • '_ '"', ,,~,.,..... • .... ~ ...... lo. •• ~... ,~ J .... 

-:lle .. elemen t of g~owth .. b1J. t also ,upon the Moderaizat.ion~ alld."Staadillg .... 
. ' '--' .,' _". • '+ \... T." .... '." " .".".., ,~, _.... _.'" '1r ._ .... ..~ ..... '.... ,.. \. ......... ~ ... _ .... '.. .., \,.I 

Still elements. MOdernization for .. COE .. most .. often .. rete~s_to ... '. _ ~ .. . 
• ".~ • "' ,." ....... , ,_,., < ' • ..... '1 ...... ~' ~ •• ,'. u' •••• ~ .... >;~J ..... _ ... ,_._ .... ~_ ',..;,.' _ ................ 

replacement of existing COE. equipment such .. as .... step-by-s.tep. wi.tll the ... 
•.. , _ " • ~ J..," •. .... ....' ... ~ ,~ c.'..~" ~'- ~>.... <... .. -. , ~.! -. _ - • ,~., .......... 

:nore :node~n elec~rOo.ic eq~ip~ent,. wll~n .. a,.c~n~r~; ~;?~f~?~;~s.:,~:,-la:~:~~,~o e 
. meet growth requi~ements. . Some mocierniza1:ion .. is~ ho:we"er.~., ca~ried~ " 

• • ~. _ .... ' ,' ..... 1_ ~~J _" I...t ...... , .... ' .•. L_W .... Io"oO.J N"~",' 

olJt~:'r~e~pectiveor growth. needs. Standing Stilll"'rere~s .. :to,.>simple~. 
'. '_'.,,~. ~ ....... _ "'",''' -." L .. _. ... ...._._. _ ,,_ ..... '. !"..., ........... v._ ... ', .~ ....... '"~''' ........ _,~ ... _ 

i'larlt., replacement. wi tb.,similar. equipment and. also .. to chang.es~ brougn.t 
, • -'. - ".' , "'. -,' '. " ~.- < ..... ~.~."'"" "'-' ••• , •• '~ ........ ~,. .. •• ~.'" ... _...." ••••••• 

about by customer movement~ . '.,._, _ .... _. ::: i:' ., ..... , ,;,:>~;"""~'-.~ .. ~~ <::#~,::"",,---;c"~ '~' .. r-..;:: ~ : __ ~~;.: .. "; 

. Tb.e MOdernizationand.S.tanciillg .. Still (Customer~Movement a~ci 
. ., . ...,. " ..... , ., .~ ~ ~ .' \ .... ' ... -,. "".,, ,'.... \ .... -.. -- ... ' - ..... ~ 

Plant Replacement) i'ortions of COE; and, OSP W"e:c-ehalldl.ed separa.t,ely. ,. 
" \." - ..' , • • •• -, '" .~ -vi " .. ', ..... ",. ..~. _:~.... ~ ,-, •• " f~' ' ... ...., '.... ... • •. • _, \. "" ... 

with the uncierly1ng.basis_of.the,utility!s.projec~ions-bein~,~~·.~v 
... ..... . ,~ . ... . '.' ,. -,., , ,~' .. .. '~.... '..... ~ ............ , -~..... - ,~" "~" ", . .,' . -' .... -

adopted... However., since most expeodit1J.res for mod.erniza,t1on. re.sul.t 
. . ...... ." .' .- '. -. ,~. "',".' , .. ,'" .... . '-- .. , ,,~, ."".' '" \........ ""''' ........... 

d.irectly from,.' ClJstomer growth... r~~1J.1rements.,~ the ... portion of·. (,' ~.",-,~ 
._ .. " ,. • '«-" •• - I - .., ... " ..... ~.,' \".,...; ~." -;' - .. ' '" " 

mOd.erniza tion that. was .. cOllsidered . ind.epellden t· o.f,., g,rowt.h., was .. r,ul.ly~ '~ . . '. _. . .. ,- . _. ~....., ....~ .. -- .. ~., '.:" - , .... ' ...... .,. " .... ~ .... -, ,.' 

credit.ed. to the, bud.get., wb.ile the part of, mO,aer!l1zAt.ion. .tha t-.1s :- ... _ " 
.. _ • _ 0 " • .~. ,. ',.. .... 'r ., ...... ,... .~. ~. ,. '-. .... • • .... -,",. , 

:proport,ional_ to- growth. was cred.i.te.d. only. i!l propot'.tio.ll~;to gro:wth. ' .... 
., ". .". ". • ," ... • •• ....._ ~r ,~ _ , .. .... , , •• '.... , __ .... '.~ • 'Ip .# .... _ ...... ~ v 

volume •. The Stand.ing. Still.. part ~as ... fully credited·. ,to tb.e.-;.'cud.get.;..,~ 
.' • -' > ,_' , "T .... , '. . ". ,'1,0 ..... """ ........ ...J ... '..... ___ " '- ..... _ ........ : 

For OSP, the stafr .. used,. the- same. bas.i.e .... me.thod as. for~ .COE.~ .. 
• .'. , ... . \ ..... \ ...,.. _.... ......... ' ... ' .... _ ~ • .... __ ... , h., ...... -. ~. _. • •• ,1 c_ -'. l., .... 

01; t the s tatt consi~ered::~~e.~ ~hor,t.er.: ;,~a,~~~:i?l~:, ~~g~~r~~.:<t~.: p~,~h.a~~;. 

-·108.:,-' 
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r+ _ •• .,. ~.." A" -... ,,or' _, .' ....... ' ........... , • ... r.,.., ',. .A ... , /'. .... :--, OC/ ... r''''' ,..... ".,~ 

asp compooeot's.Also, "ALIM~ was' 5elected.. as~~h~-'driver; since"Osp.~;~ 
. ~, •. . ... "":- .. ':~' "",,, .... ~ h ~-.. :_'."'1. ,,:~.,: I _ (~>,': :c .:.\:,:.,~-~",,:; : .. ~'.; ~'I~)":""; :'\\~I~' 

must 'oe provided to handle inward movement of cllstomer5"irrespectiv,e 
• ' • , • ,. "..." - • • ",.... - ,. - ,,-~ .", '''. '",...,,", ~ " "', ... f _ '_. " • ..-' , • ... ,..... • 

of cnaoges 10 ALG. Based on· the select'ion'" ot' .shorte':''' leaci time'"' an~-
• • • _ ,0" '."" ". • .- ... - ...... ,., ... >, .. ' .'~JJ_ ..... "'~'" ." ~:.:: ~ r;..:..:, ....... ,_~::~ 

of ALIM as. the driver, the staff selected 1917 as" ,the ref~rence year. 
", , ... ,- ""., .' I"" , .\" , .. ,' , ... 

The ma:jor por'tion' of asp is Exchange Lines" and." Aerial 
, .~.. '. .... . .:: :"". ." -. - ,.'\~ ') ~":"",,, ;'":.: ''':(,'~ ".'~: .. ~:':' ..... -':.:,_. 

Wire. Discussioos with the utility indicated to the statt that, as a 
.~ '._ • "', ~ :. • • '. ~"- "::. ,', .'.,' F ,.,.. ....... : :', '"',:-' :.: .~~;"" ~ .... p, ' •• '.: ,,;.:..~ ~\ ~ ••• -'," ..... : 

general rule, approximately half the cost of Exchange Lines and 
" ',-'" .... .... ~.' .' ,... • . • _ , .'. .' ., ..... ,. - , ' . ,_ r, ..... _. /"., ... , ,-

Aerial 'Wi~e arises from the nee'd" 'to supply teede'r5" which· are ·'3:"· -" 
,_. , .."" ~"~' ,..... '" r '-.'. j' ... • .', ..... _., ~. ~,.~ • • ,.", 

functioo' ofALGwhile 'the' 'oalance' 0(- such cos'is' are' the' result - o'f~ -
adding distr:1.'outi~n tacilit:1.·es' which' are ~ri~~n' 'o';~ Ai.IM"'~ The~;tatr~ 
c.eveloped' an eq,uati~:n tor osp' w~icii ass~med' th~t-: hi'it- "j";~;:~c~st-:"~ai"; a 

, .' . ,-, ..... ,- "-' . ," " _. -';' ',." .. " ..... -
function of ALG while the' other hal'f' was a,' 'function"'o'f ALIM. Since 
the s'tr'u~'tures p'a~t: of the "a~her" 'su'o'c'~'tegbrY 1"5 ba's'iea"l"ly.': ',' :'- e, :: 

• ,_, ".. co ..... ..~ ... _. " .... ~_ .. ,_, ' ~ .... A',.... ~ ....... . • , . ", 

uOc1erground. facili t'ies fO,r distr1 bi.iti'on purpose's;: 'the' en t'i~,e, ,O:the~--
dollars ';Were' assUm~d 'driven by Ar.IM.' !b.at:as'~'~~~t'i~'n'~ a:pp~ar~'~" ",',:,' 

l'"eason~'ol~ as fe'~de~s are bui'ft> 'to 'p'r~v1~:~:"rbr·:~u~:t6~~'r g'z;.~~tt;':1n':"~~ 
. " .' ,': '.,::~L_ -:..:.::... s'~.' .. ~ ..... ", ... ~ ,". G ~,: 

particular region whel'"ea~ the distribution_plant ,is r,equi'red to, 'oring 
., .;.:, ...... ~~''"~ ... ,' •. ! ••• ~ •• "_> ~ "'::.: ~ ..... ~:,~-, ·,~,:,,~,\·~·~""'''',''':v 

the customers' 1n<:1i vidual lineS'~o'""a--pa'rttoo:J:'a'r'-re'ed'er'-p'o-:tn~-an:d.~~Us 
" • .." . f". ..... r" ~" ':,:, . '«... -" I~' " • .,~ , , ',' , "'" I· 

is a funct100 of ALIM. That' 'is to' say~ the're-maybe"no, 'oustomer 
..- " , ~'" " ,'. , • • •• ". , .... "', I~ ~ • ,f'h""'''~ 

growth, 'out the movement ot oustomers 'from-'O'ne part· or' 'a." region "to' . 
'~ . '. A. .: " . ~'. ,,' ..... ..,.,.", ; ," ;"V :';' ':' . ,,-' ..... , ~ , • t 

another may req,ui're additional, d1st.ri'outiCJ:l.,platl.t,-. '" 
.• ', " ... , .', • l _" . '-, ", ,,---

1'h-e- 'st'a'ft: made- a- ch:eek' ''oy~varyin:g the -rat'i:o of the fraction 
" '. , .. ' , ." ", . ".-1,... 'I ,., ·1'"....,· 

of c.ollars attri'o'u'ted. to Feeders 'vs:- Distr'i''o-utio:n' ,p:lus Other but no 

$igo,ificant. c,hanges, wer:e o:b,se~v.e,c1, and therefore, .t.he 5:0~5.0: split was 

acce'Pted:~ -: ,. - '~_ '"'' : ~ ,,_ .. ', ,: _ :.':: .. ,,: ,~', ..:: .," .. "; ,:' ,::, '.) ,:'; 
= The. Station. Eq,uiP~en.t:: C4;teg,o,ry.,~on,sists. of;.. A.p,p~~ratu~~ .... (:s:u.el?

as telephones)" Conne,ct.1.otl:!"aod,., Lar,ge ,PBX ... .: ,o(:,al.~ .:.o'?- t~g9~;-,~es.:,,~.1:t:; :;'. 
will 'oe the most heavily 1mpactec1-'oy-CI:-II. ,P'I'&! .. ,est.imated. tha,t,..., ," ". T·· ~' . .. . .. ", _" . . " .• ' . ..' '. " ... • .. ~' ... __ . 

21 .9% or itS. ,SAO' Ap.p,a!a t.,u.s ~ol,la,r~ wO,1,1.1,d.: '.~,erect.1,1ir,e,d.: :urtde,~ ~,-,II:: ,!1.h-en 
the FSS takes over' the CPE fuootion. 

PT&T was una'ole to satisfy the statf as to aoy sound 'oa5is 
for its 2'.9~ estimate. The staff therefore modified the utility's 
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orig~tlal NOI estimate of $77.3 million for_apparatus,. theDecember~" 
1982· vieVesti~te's: of' $28.1-'~ii11~~ ro~Cor;nec~~ons a~i~~%~2°~~11'i1on 

. _ .,,-. :po _' .. ~ "'.-: '. _ .. :.: '""":""'::M:: ~ .. , •. ,"</";'.: :' . .,.;.;~,;:;:'.:. ':'," .v..\: .. ...::t_'/~ .... c· ~./'...: ~ .... :,~:..~"..: 

for Large PBX to conform with the staff-adopted BS'l'?I and. use(t $75 
• "',' ',:"." ......... ,,.:.. '. ....." -," ,', • ,-, I, "\ n" _, ("' " 't, ::." :...,.~, ,'t. t .. ",' T' If"".., .... ~. 

millio!l'~ , $27.9 tilillion, ,~, and ·$8'~ f: mill:ion ~' fo~'~ a,'- to,ta:l'" o'f- $y,','::mi'11,1on. 
" ' ,'h :._~ : ':- :. '~::"' .. ,' : .~'.~" ':~ ':::, ...... ,.~.(~ ... .: :.';~.J ~:.I·· ..... ~,'.!., .\.- ...... > :c. 

The staff's review lead it to conclude that P'l'&:I's 
. .," • '. • ," .... . , . ': " '.. - ,-. " -'.- r', - _ f'" ,...... t; ... 

estimates for- the Land. &' Buildings a.nd." Ge'nerai~ Equ1pm'ent'· were 
. ~ -,", ' ~ - . ~ ,-' -~ ". .: _,' ..... :'... ',::-, :. ~ ... ~ ... :..... '; , ' :' .. ~ :..:. ~.:.:...; :.) ::; _ \.... • ~,-; , ... t, 

~easonable. !hroughou~ the development of. the staffts bud.get. 
••• ' '',' cO c ',- ,. ,- , ,.,..... • -,. .... ~ ( • ,." :' ,..... I J 1"'0 ' .. ."., '. -'. • .... 

eS'Cimates, d.iScus$i6n·~ were·· held with utiiity'"'pe~r;oo:n'el' which-' . ': 
- '-"" "- .. . ~. ' . ..-......, \, ., ... , ,"" '.. -. "j"'. ,'., .. 

res.ul ted in ·the staff', 5 fi n'3.1 , iO,wer BS'l'PI, "v'alue . tha~~ 3:.b.'Os'e 'used:~'-iI': .,' 
• •• • c. • ".. -. • .. "", 'T~. : -:-. ' •• '.r .:: .~:-: :., ~', :... • j ;~. : ~.J _" _ :', .~: '~.I • .,.1... ~:' ['; ()..:. ..... -:: ~-; _ .. 

the NOI •. The s.taffts estimates, including thos.e for Land &, Build.ings 
••• ,' ~ '_. • • ' • ,. < ,. .,~, :-~: _ ''', ..... : ;' ~ .' I.. ~ ~' ..... ~~: ;",: ..... ~ c~;. .," ' ... , c.: ..... , :: :~. _:: > ", ..:. : .. ~I : 

anc::. for' General Ec;.uipment, reflect this.,lQwer. BSTPI value. ',' 
• ~ .. # •• " '·1 ... ·· , ',r ..... _'. ....... .., ..... - ,~,~\ .... ;. '''" ,.' 'i .''''''.~,-

.. The· sta:rr did·' n'ot all'ow' i'o't-" Cor-por-a te" r.ie'id.·'Fu~ds bec'a\ls'e" it 
<' " " - •• ~' ,,' ... " :- ~.: I' ', .• '.::-- ". '. ~~ I.: ' .. ' :~ : ~.' .-. ._:: ;.,.. :., ~ .,; , ~. c ~ t .. , .. ~, ::~ .. "";". ',: 

believes that this is a redundancy,* The. s taf( found the budge,t, 
""~ . "':-\'.,;'~.'':''. -:'.'= .' ':-:-o.~' ::':. I:"~~:- "'>'''':~'';':-~;''''':'':;_' ,.., 

alreac::.y has contingency built into it, and t,he staff's ,expeI'ience is " . . ."'" '. c'. , .... ~ '. '. ~ '. ,". -- ",' .... ". #",.. ..... """. ", L, ".. - , r,.·.. J ........ ,.." """" .' ,,", " " .. -' 

tMt PT&T has been over::'optimist1:6: in' l·ts for-e6ast'-oi"-·g·l-0'.iih~.·'- We-15~s ' 
':I.""".:Y "", .. ~ ~"' .... ~' ... ~ T ••• ' 4 "' ••• ' '., :.:."' ... "": .... : ',:,.:..::~~:~ ..... .'I'::I·~, ~':~.' __ ... J~:' 

thought that expanding t,echnology should. yield lower" not higher, 
... 0 T' -': ", -. , _. '.'. ~~. ':. •• ',. ;::.:: ::,., • \ '-, ,1JOo.: ." ": ,~,::, <", :."~ ,~; ~ 1_ .... J:" ::',:-::::: ."~ ..... '~ ": 

;;~~:~/i:~~"i::n ;:~~re Meph~Z;~:U.e . H: .":., :: c: :::~ : ::', -: • 
T~e ~nS~l."~C~ic)ns~ 'for'. p'C( 'P .. ccoun\ .100~.i, ":~'r:~.pe'~~"i)i"~id- fO:;' 

Future Telphone Use; 'r'e~uire ,tha't: '" ," "-~'".'~ .. -~,-,,~, , "-
, " .... , • • • .. +. ...... -.. ..... .. ~,.. .n. ......' ........ ' .... 

" (a) This accoi.ult shalf inc'lu'de' 'the'· orig'i'nai· 'co's-t
V 

,. " '. "'~ 
of property:, otb:e'r:than's:ta-ti-on.:"'appa:rat\is ,". _.:' 
owned. and ,he 1 d." for, ··imminen t use,· .10.. 't.e·lephone 
ser-vice under' a. ,defini te plan for' such' " . 
use . "' .... :: , .,' ,~ . .:. , .,;;" ~ ,,:::; - ": ;':.', . .; -: ".,'": 

In, ~he cQul."s'e:: "o-f: th~i~~ aud.~i't-/th:e 'ita,,!,f:' a-6-C:O'u:tlt'a:nts- ':rou"nd,;; 
vacant real estate in an amount of $777,000 fo~ which PT&'t h:ad~::no;::;,· 

,l'anned. !\iture u.se.' Thi'3 :vacaiit ,p'r:op:e:-r-:iY: -i.7a:s: oein:g "car-r17'ea in 
Acc'Oun t 10'0:"'" '!ele~hone Plant 'i'ii'S'eM-lce', - 'a:nd.~ ~t'he:; :a.:ecc)lin~tan=tts- ':<:".,,: 

l"eCOtllmend.-ed.: i'ts"tr'an~~fer to·: Accoun t·:'Hf3~/:'Ml.~'6-ei'la:ueou:s,:,Ptlysie'a~1 _':'.,'" 
Pr-ope:''tY'", 'a; n~onrat~~ 'ba.ze ·a'cC'oun:t ... ~ ''W-ei-S':f', :fo:J.lJ:owti".:g :-th~s~;;::' ': ': ;:,: ... :~ 

•• ~ • 0 " _.. ....," ~ .... " 

.' '~. '>-- ~ " < 

.. , ... . . _,." .. . , "., ....... :. ,._0', ,.".... " .•• :, .... ' .... 
,.,.... ,. ,'" 
.\ '-:; .. ,.;,.. .......... .. ... "-"-. ~ .. 

-'.1,10 -" - ." "", 
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recommendation',' inadver-ten~li remove'd: tb.e'ap'pro~im3.t'eiY': ~800, 0 00 fr-om 
• '" •• "_ _ ... _,. -, • "_I- __ .••. ,,,,,J .,' I '~. '." ._' .... , • 

Aecount 100.3..,,- rather than' Account . .1 OO':~ 1 • ,~: ':, . ': ,. ~~':' ::, .:':.': 
. ,<.... -, ,'- r ..... ," • ,.. " ,.... ~- • .,.... ,,;, •• , ,. .. , " ....... (' • , 

Were it, not f'or- th1::s,,' adjustment'" .. P,!&,!,:: a.nd~ ;s:ta'q e:stimates 
" , . • - • - .." • - .' .. _ ••• ~ " ••• '" .", \,~ __ oJ,', ~ 

for Aecoun t 100.3 would b.a ve- oeen: id.entical,." ,-: 'Si'nee:-: the '$800 ,000 
would have oeen removed~ r-rom :rat.e:'oase i,n ani,~yen,t;',: th.:e,re was no 
effect on the staff,' s- 'oyer-ail: re'Sult's'. ,.,' " ~. " ':;. ~ ,~~, ~::,'~, .~' 

- . ' .. ,. ¥ ... , ..... 
) .,~. ,.;--: .:' ~, ... ' 

. . ..... ' /,' .. 
... r. .,'"' ..... ,1, 

Plant Estimate -' 'Reouttal,. 
Rejoinder! and Briefs' ,..,' ,.' ... ,', 

' ........ ~,'~. ~ .... :.~ -., ,-:.;~,_ •• "., ,. ............ ~::~.~~'\ I,' .~-: 

Vice Pres:ident~ King") as,:reou~ tal:- ~~ W:~i,s:s;,':) :p:la~t estimate, 
took exception to Weiss' selection or 1978 as a" re'tere'n:<:'e year for
the deviation of unit' costs' fo~: COE~ 'gr-ow-th'; expenditt,.-re:s.= " King stated. 

. . .. - , , ' ,.." , ~', " , ., - :', .. '-., -: 

that COE growthex~ndi tures~ i'n~'19f8~ were;,:c:ot~ ;sur't1:c:ient~. to pr-ovide 
tor all the growth requirements, 'a's evidenc'ed~'oY':' the:"~erviee levels 
and. hetd ord.e~3· that the' eompany 'e'iper-ienced:~ Si'nce: s:ervice levels 
and. held', 'orders in' '9781ndieated' tna'tP'T&T wa.:s: 'n~i: meet'i<ng>qua"lit'y' . :', 
ot 's'ervice~ standards~ because not "enoo.gh 'CaE 'wa's" oe'in'g: pro\r1d:ed.~~:":1'91:8: e was aninappropri"ate' :year to derive 'uo.i t~ 'eo$tfilgu;es~;for~ 'C'OE .::" Th'Et: ': 
u:it cost's thus 'obtained. understate'growtb.,requirements.'" . :...:, .::-:~,.·t ::", ':: 

Simi'la:rly,' Killg said 'that' '19'77' was not:, an~ a~p'ro'Pr'i'3.:te:"Yeir· ': 
to oasea unit costanalys1$ forO'S? 'g'ro;';'th expend.itures:' be~cause not 
enou'gh' -asp was bei'ng :pr-orlcie'C!:' 'and :the:: quaii tyo't s:ervfeewasr:'no't:~",=~· ,~' ~" 

~ 

being met in 1977. ' , " 
Kin"g 'also testified. tha't';Weiss'~ :at" :tratls:eri'pt-,.:pige 1179, 

reeommen:~ed' that' ·$~3i.1 millio'n' or: Station~ 'E'qu1pment ~(si); :o'e"':'~exp"en~ed.': 
rather thancapi't-al1'Zed.-but:~ '~h~e -'st'att"" made rlo:proVi;1on~ fo'r' the: '$:rr:.1" 
~illion in any expen~e account. 

In rejoinder the staff addressed only the alleged failure 
to expense SE. Weiss testified that he had mad.e no recommendation 
that any $37.1 million oe expensed. 

~Q Now, I ask you, did the staff make any 
r-ecommendation r-egar-ding the disposition of 
the 37.1 million? 

"1 No. I think the staff did not recommend 
either capitalizing or- expensing that amount • 

. ~ , . 

-- 1'" --
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. Inst,ead" ,I~ ,.believe, if. you" .1ook~at_ ,V,olume;.. 10,,_ J, ~ ..... _ ,_ • ,_ 

pagel"80'~~ line 17-19~ plus Exh'ib'it- 2a-~"- ., -'~'" ,,'-. ""'~-,., 

chapter 1 3, page,' 3';;' 30 ,,~'I'ab'le;'. 1'3-E'~ 'appa:ra tuS. :, :' ~'!'" :;c-:::.
subtotal, o·f ·15 million, eompared_.toan._ NOI .', .',' 
value or- 77.3 million';' if' you' 'look' a't"th'a:t,- we" 
mad.e:' 0.0 recommend.atio·c'· th;at.: this: it.em:>be: ' " -:::. :: -~'::': ~.' .', :::'~ 
expeased.. Instead, it was.Illyt:eelin.g.that.,tb..e.". _ _. 
company should try to get' by wi th the- 15' , .- ." . " - -,;. 
million wh.ile carryi'ng· ou·t" th~:' 're e:ommerida:ti en': -: ":: :' ~ ,-:'" ., 
we made in Volume 10, page 1179"line·,1.-8-J9.,- _ .... ': .-~. ".';
which. was to provide some sort of 'fnve'i:lt-o'ry~ :6~{"o: ," :. '" " .. -:: 
the existing amount of' equipmenrbet"o·re:---=-··~--'-'-"':---=":"::-~·'-·':' 

: p-roeeedln'g in: the'" purcha:se or--:a<1dl~t'i:onar ': "::' -~', 
,e~uip;n~.ll.t. . .. ': .... t ... ," '.' ':. ;_:::. ,,&. ',.1 ~' ~~. " -; ',.; ~~: .:' .:. ':' 7,:< " ..... , -, ~ . 

.. "I still can!t qUi.te ... un<1ers,tand. how~ one~can.. '~' _ "', ",.:-.~ 
. d.ecid.e to purcha's'e addl'tlonal equ:fpm'e'rit' wh~en .', .. , 

.' one- d·o.es' ·not~ kno¥t~ how·" 'mueh~ .ec;.,u·i'pm·en>t,:-: 'h:'e:':" '''.: .'.' ..... ::,- ~-, '.'" ,~~ ," .", I" OJ 

already, owns .• ":." (1':R.286? .),: "', .,::':.'~ :' ~' .. :-,,;~, .,.,,:,~ ~ ~.' ~:,': 
In 1ts brief'" Pl'&T disputes .the, staff,'s .us,e- of.~ ,a"tactor .. o!'~ . 

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

0.48., 'oased. on a .1978-1982 -averag,e,~ to be .. applie<l.~ ,to. es,timated- . ','; ~ .. ~ . 
. 0 .. ' . ' 0... .... ..... , _ " .... _ , ••• _,' • _'" "..... ',,' ............. ..., .. _ ...,J-- ". 

capital expenditures .. to get. ·the. weigh.tedaver,age ne.t.. ad.d1.tion:s,_,~ .P'1'&I.., 
• '. '.' - • 0 ... _ ~, ,. '. '"" ,. '. ,_ ,.... • .... ... 1".,....... , ...... ,. ',' ,_ ,-, ..... ~ ...... _. _ 

contendS .. t~,at. the: t.i,gu.re should::b~ O".,?Op, r~;p~~.s_e:,-t~~:'3.:-}1.~.~.~o,r~ :~ate:,". e 
of expend! ture throughoU.t ... the., year. ..The. ,us.e. of. . .a .unUorm.· .rate., and.-a,..., . 

• ., ° r ~ _ • _. .,~ .-/" '.. ., ~ ~,.. L, '" "JWI. __ 'Y- ... h. ,;.... ~...... _,,~ _ __ ._.' "'~ 

o .50 factor_ would raise .. ,the sta,.ff'~t s rate. base by,: $1.8·.,3 mill-ion. 
~ ~'..... A , .. '~ .. • .,'. .' ','.'... .... " ". ~ _.II "\ •.•• •• _ ...... ~ •• ' .., 

. ,Also in the, .. br.iefr , • • p:r.&! alle,ge,s .tha..t. ,Weiss, ,mad..e .a. $40' ."." l' ~ 
0",_ ~ _~.~" .... -' ."..1" ..... \ •. , .. ',,' , •• ' _._ ...... ' ...... ,'"'.~ ' .......... _, ~""'.""' ....... "J_ ... ,I .. ~ 

million error in COE. and ,admi tt.ed the, errO.r. 'out,.de~lined .. to .:c.,o.r"~,ect, .. , 
.., On", .. _ ,,' - ... ....,. ~ .... -.+. ...... , ... , ,". ,.. \... ' .... ,.,1- "'" ~ ....... ".' ••• ,:. ",", ... J .. , 

it. 

Another point .. that p.!&! makes, in" its., .'orief" is ~tha.t Weiss 
" • • " ' •• '.,... __ _ .... TI'... • _. _ 'w.- ... , .... " \"~,.' ...... ' 

was not .. cotlsis·t.ent in,Ms $:election·. o-f~ the NOI,. e,'" t1;ma teo ,..for""SE.. .~"""'.'" ,-. 
c. • _ ',' • ' ... , • , ,. .. '+'" _ " "'" .,,~ '.... , ..... ~ .... i" ,. '.. • " ... , .... .I.~... ....." ... I,"~ .' .... ' _ "" ',. • 

Apparatus. and the Dec.ember 19;8,2. vi~,w::.f0r:-~SE,:' ,,~~~_e~~.t!-.o~n_~~8.!l~;L.C1:rg.~ :p"B~ • 

. ', 
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Evaluat1o~ of Plant E~t1mate~ 

The for-mulat.ion of a reasonable allowance for the plant 
portion ot P!&!'s rate base aepenas not only on the plant estimating 
techo.1Q.ues used by the utility and the' staff, but also· on whether P'l'&T 

is being ind.uced by ,the level of author-izec1 rate of return to inves.t 

tor- the purpose of pr-oducing a return on the investment, r-atller- than 
investing tor the purpose of meeting a real demand by the publiC for 
ad.d.i tional or i!!lpro,ved. U,tili,ty .ser:v:i.ce .... , .. ' " _, ,' .. _.... "", ~ . ': 

.. ,. !lle evalu~ti~~ mu;t' "also -d~p"e~d. 'on '·t.he ·~o·zltec:t£o·n· of the 
c~ '- .. -'.. -.. : .. - ~ :'. '" I •• ~..... , ... .:. ........ .: .. : ,~~ .'0 ,~. ;.,', '..... .: _...: : ,;; .;~:.~ ~ -: ,~ ...:' ~-: :> ::- x :~ 

sta!f that. P!&!~s ~lant., .is alrea<1y .o.ve.rbu1lt,~.and, p':l.ant .C,O,s.ti,ng.in, .. " 
eXC~$~ of $600,.000,'00'0 is ~'ot_be,ing ut·ii1zed.~ ~-~:-".""'" '- .. ~ .. ,-' - .--'" 

.' - -' • - _,..." ., • i _' ... ' ~ ......... '. ~ _" • ,;,' ':):'... • ..... ' .~ ... I': .~ ~~: ~:~..,.; ~,:. .... ~. :~: ~'." _:;,:: 
':the 1983·cap1tal expenditures budgeted by P'l'&'! are massive. 

$2,240,300,000 ,or $218' :ror eaCh" or "the. c~~pa.nY ~:~,,;,~o.·,27~S, 9~6'ci':", :~.; c:'~·.~ ~ ~~ 
telephones~;:!he $1,.810,. 100.,,0'00 ~:,c,~~~e~~~'d ,~~Y::·~e.~~~~~~<~s':~~;t ~~~ ;~,;.~ 
exactly a parsimoniou,s allowance, it would. .. still ~amount to $,176 per- . 

, . ' r· ,......, •.• ,. .-'or, .• " •• ,.., ... , ~"'Of ... '" • ~ ..... _ 

·custom~r, . 8 is "of the amount. ,o~ing advoca:,t~~.by .,pt~i -:" )U,Ch ~eno~mo'u~: ,~. , ~' 
capital expen~i t~re,; mus ~ ,bear "care.iul e"xa'mination: ~ .. ,.~" " . - ~ '" '- '. '0' 

r ~ ~ • ".. ..... -.~ ", ...... 1 ,.. ~__ '" '~ ,:,:' :. ~ \~ .... ~ .... ;: ~:j, , "."" ': ~7 ;;; 

,'" .,..".., , ... "\ r·" ,. ,""" "'. , ..... ~ r't ~ "". "' • 
. ", "+"" _ I..- r.,~ • \... -+ •• ,' _ ................ -............ ' ........ \'..... • ...... 

, " 

r' ........... _.' ...... ' ... 

.,' .:- .~ -~ ......:, " , ............ .... 

-ii3-
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... --,.'" 

~, _, r. 
,,_.-I' _ , ,.-. .. 

..,' •• 1 • At ....... ,. 

... ',...... ... ,.,. \-','..., _ .. 

Firs t , re gar d.ing King f' S'- ~c;'ci'O't'~n ~i 0; ':itia. "" '.~'I?e: (i91- e~ Cl~ye'"i -0 i:.) ;) -~, 
"' , _,' ~~. ,..., ." ~ ,", ."'-'" ..... _ '~.-. ~,'~ ,'" "," 1- -..10 -. "..... ...,..,. __ ',' " • r .-' ;" ..... "i'" 

expend.i'tures tor COE 'was insurr:i:c'ie'nt: ,--t.he' "A:nnu'arRep'o~t' o'!,'P!&! 
•• J ... ':' '" ~ '.. ", ~, •• ' w.·, .. ,...,. __ , •. ".. ..... '.. "_,, ,.,. ...... ,..... ..""'" - c .. -, ..... "" I"',·H - .... '~ 

riled. wi'th 'thIs 'Commis's':(orl ' CFCC Form 'M)' sh'ows"'tha't~'-':ln"1978'; ad'd':!:t:tqn's" 
,. "'.. - - .... < I ,"- -~ ..... ~ . ,. ~,...,,...., ...... -", ... , .'" .~' ;. -" "' .. .- • " ,.. ~, .' 

to Ac 221, Central ortice'Equ'fp'me'nt ':amou·nt:e'd.' ~o' $'4'26 :48'7 :3'9'4, -a: 23'%..-·· .. -' 
increas'e ov~r th,~pr'io~ ,,'ear ,.;- a'ddl~':!:dti3' :'o;r' $3-45 ;~3 TO ;5:56.- ;~The , 978 
ad.d.i tions were" 0~5% ott'he ~;~g10:nin;g of yeir'·:pia~'t. ~ "~Du~:t;'g: r'9''18 :.,:- . -'.~ 

.. . 

?T&! iss~~d.$900, 6'0'0 ~OOO ::i:n:: d'~ben'tU;;es', " $106,' ;650 ~ 0:00 ;~in··;~on.:.vot±n,g" .:e: 
prete~::,ed: "gerier~t'ic1 C$1-49 ;67li;:ooO iOn re';~'rrl~d'earnfn:gs;;:":a:c;c&m~'la-te~ :,:,: 
$' 95 ;098 ~'OOO -~i:l"c1efer'~ed-" t~x~s'; '~i~d cikiarged :"d'e'p'r'ee'iat!on;;:~ccr,]a:I~ =6r:: 
$697,411,264. The ye~r 19'7S-,jas "n~t':a ;-Y'~a:r:iri ~:·~iiiidb:":pi&~(;w~;·~·~ta:;';~d:: e 
~or !und.s available ror capital expenditures nor were the gross 

aaaitions to COE' insignificant. 
As tor' 1977, the starr base·year tor' OS? ac1c1itions-, P!&! 

added $370,355,000 to $2,805,836,000 or outside plant, a 13.2% gross-

-"4-
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.,', .... """,' ',. J • .." ...... ". ,< 'j #" , ........ 4"',~)_'''rw.~'' ,~,,~~Jo,' .... (~ 

ad.d1t1on rate.·- ·!.b.1::(.rate;; while:dwarfed~by:.FT&!.~,s~pre.sent spending 
" '~,~ '",.... K'...- 4 " I ... ~ •• t ..... " \, __ .... ,""'- ... ...,_ ~. '" 

levels, is.' a respectable' rat.e of'_sros::5': ad.d.itions·: .:. ~<,",,' 
; ... :", ".~ .... HI j", ~~.-- ~ "w: - : .:' " 

After cons1d.ering the recorded.·· d.a. ta . tor tb.e base year~ 
,',,'" "', r ". :" "'_',",," ' ..... :',':~._ :_'_'.;~ •• ,". :-:"",/,b 

selected. by th~staff, and' the.d.istortion in ~nit~costs provid.ed. by 
. -' .' "'" '- .. '..... ..." -. ~ .... - - '-, .. " 

the utility's method, the Comm1ss1o-n conclud.e~:~ tha t We'iss t es tima ting 
metb.ods for COE. and OSP are' sound •... ':" , .', ..... ~', - ,.--. ," i0oi. -- 't' ............... ....- .... , _.... ..... 

Ihe COlnm1 s sion .. c·a.nno·t. accept'. P.I &I' s~ ;~nteri i'ion made in its 
• T.' ' •• '.' .. .... •• ', ..... ' ••• "' ,'" ",., • '.' 

brief that consistency d.emands the" staU accept::th.e'·'ut.ili ty' s 
December 1982 view. for the' SE. cate:g;r.y·: in:~it;'~~~tirety:: Weiss, 10. 

• '. "', ,." ... •• _ '> '.... ~ \...r c • .. _~ ... 

d.efend.ing his ~se of the origio.al NOI estimate;:'expla1ned on Ct"oss-
examination at !ranscript Page 1178:: ~~"'. . c ',oJ;" ~ • " 

"0. Okay~:" Wh'y: don' t~ ·You. 'teli: me' wb.~t"e·~·I ~:;,~;::~: wrong. .' - ...,.. . ., -"..", .. ~ ,. 

A It' gOe3"beYOnd.·that~~ I:;"a.s~:·£irs't~ot~'~li; 
'suspicious when' .the· compan~i made::'the" statement 
that -- and. I will'read. trom ~aragl:'aph-38·.on 
page 13-' 6, and the company said: '" .. - ... 
'!b.e.·~tiiity:'O·btained.: it.sCI~II" ,. - = .,' 
figures by estima ting that -: 21 .9, ' .... 
percent ofi ts BAa. apparatus' .~, ' 
dollars would be-required und~r' 
the eI-II conc1it1oc.~.''' .. , . '. 

"I ques t10ned . the" comp~;y' on 'wb.e~e' the ~ 2~ ~ 9 
percen't came !'rom'~ - and' I was told. it· was"a 
management d.eCision.:.·: .,'.:,. > ... :~<:' : 

"I wa's no't,' able to fin:d out who in" management 
estima tea,' 21. 9· percent-.' ., ,'. ". ,:':" ~, ,.,; , . . , .... ." ~ 

~Further:nore, . I waszi't. able. to: finc1~. out really 
." where the 21.9' percen,t· came' t'r-om ~ .'. - .~. .., 

• - ,+ ..... • -, - '"' ".- ...... 

. . "The only impressioc. ·I-so.t-was. that.someone" sat 

. back and. ,said.'"'I' think' it1s-a'oout~.21.9;:-.. , " ' . ,.' '. ~ ..' ,'. -perc en... ~ .. " .. . ." ~ .. '." '" .. 
., ... , '. _.... .... _ I" i ~ ~.... __ .. 

And., after an. interrupt1?,n 'bY':s.taq co~n~e~·;.~at Tr. 1179 
ana 1 180 : .'~ . . ... _ ~ .". ." ......... .J - _~ ,_ 

"Anyway', thats6u~ded ~~t~iy f~;~Y·to··~~:'· I 
just could.n' t' imagine how' anYbOd.y woulif make 
that kind. of managem~nt estimate. 
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..... , ... , ~' .• ~\ • -;;',: .. ,to 

,"I was. fur:thex:'~ surl',rised,. and. appal,led,~,frankly .. , .:: :~~. _:.J:::~ 
that company, ~w1th over"100~OOO'-employees~ ~ . 
would not'.know.hoW':mac.y. telephone~~1:t-:'u~e<l .1c;~~ . : __ :>:-.:.::. 
its own operation. 

• • ... ~. ~...... • ~ ':.: :.... h '.: :: -... _: r • .. ' ~ _, ~ ,,--:-, c.~. ,.' I, :: .. -*, • .'" 

"And 'ca~ed upon those two factors, .I,. became . . 
, ~u3P1cious that- there"'W'as~' no real'sound. 'basi's: : -. "':-',.: 

for cOming .up wi,tll a,:. number\.~ .. ,'.~. ~- ",:;,,:,'.~" ;':. ~; ~ "(.:.:.~:." ... ~ ...... 

"I discuss ed wi th your. company'- .the: t'ac:t, that 1. t·. ,~'.:' :.' ,," 
seemed to me.,. without a record of.equipment ... ~ 
on- hand.., tb.at·maybe- the most··prudent·thing· 'to 
do WOUld. be· togo, for-ware1 wi th·a -zero.:: budget ::--_. 
for station equipment, ancL during the. next.. ,_ .. ,. _ ... '. 
year 'or' so, try' and:-'f1nd' out how much" .... ;; . .-: ........ . 
equipment· you oW'nee1::' _ :': .. ~ . .:.'~~:': " ':'.:.~_ :.;~:-: .~:::Y"-,,':: 

"And e1ue to the fact:also that yoo::wer.e-':: ~' .. :,,;:.~~.~. -"'::::,,::. 
centralizing a lot. of' offices ,. p.os3ibl1'You " ,. 
woillan 'tneed. m'ore- thari- you alreae1y haa::~,-

.. </~ ..... A· ... 

"Because of this, your staff furnished~some 
ae1d.itional'" information~' D'ata~Reque5t>I 'think 

., ,. - it·, is 1" 7~'" which c'ontained': a::·'list'· o'r- -,:' - ,. 
'eqUipment:" .' ."'." -':~"'.": '.:': -.: .:.':-~:: 
"And. tb.en we~. g6~ in~~' a. d.iscuSSion ;r wh~'t' wa5 
the 'oasis of~ procuring" that" eQllipmen t" and why 
did you need' that' eqUipment,- and. y'o·ur.:·people 
furnished us witb.a'series·of guid.ellnes. 

, " '~"'" <. • • 'p - _, ,_, • v, '_."','....... ,..,' 

"And as I have ind.icated. .. :here,.,:- these:· ... , 
guidelines, none of them, wer-e actually in. use" 
ana the~ were t~e ·sUbject:::or:d1~C~S:S'~,~·~,.:,.; 

"I then a5ked. our fiscal' peop·l-e:, out":::a,ccounting 
people, to come in and. Sive me some.advice~ 

"And the" n~t r:-e~ul t of:~ my~ ~iSCU~SiO'n:: wi.t.h:_ Mr. 
Galvin and. .others was that they felt many~ of 
these" items should.~ be=- exPe'nsed..,."an'd::the·:whole 
thing seemed' very cloudy' .. '., - .' "'"., 

"So';·· !, th1n~ to' sort:: of sum~ it': .j,:p .. , -irr~ paragraph 
43, where- I say that' I' think' there-1-s a' l'ack 
of firm guidelines, there are reduction's':' of 
growth, in customer tQ.-Oyemen·t,. a.t lea's.t;;·as a: : .. :. 
result of C1-CII, and a reduction in work 
force, centralizat.ion of op~ration.s,.p,lus" a 
lack of anhistoric~backgrollnd."'· "-. ,.,,~ ... ,--

" .'0> ..... __ ' ',". "'. ~<.. '1\', .. , " ,,'~ _ .J' __ ,~ ••• " ... : ... .J _ :',,::' -:' :: ::.:~':" 

~ '~"""'~"'~ .. -,,;.'.~.': ,,.' . .:.:"';): :.-.'~":~~ 

- JJ6 -
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"So 'I'went-along 'W1'thyour-or'igillai; 'd~olla:~~:,:-:' ~i;";·< .,::' .. :'~ C' 

and..' -franklY', I~~th.ougb;t,,. you.kno'W",o~that.',d.id.n.'t· ,', 
r:.eally s,ee:n rigb. t .. , . ," " .' . _ ~,~~ " :: .> 

"I he$itate, t.o: rec,ommend.. a, :ouagetr~.in .all,_ " ,', 
honesty, when I feel 'nob'Ody knows' what' is"out' ., ",' , 
there in the first place." : >":;.' ' .• :.::: -'-. ." " 

Without 'some kina ,0f.j.ustit'icat:1'oIl: for: P'!&T".s: 'A.p:paratus 

budget .figure, the Commission: w1J:l :.s.e-lect. We'1s.s ':: :es.t"imate.:'~' ,: , ." '. ~ ,.' 
!for does th.e 'Commission. ;have any~: dit'ti'cul"ty .vj;th. .tile " ',:. ~' 

staff's use of a weighting:. faC'tor-of"0~.48·instead~ ;,ot, '·0.-50:. _ .It·~ is~ ,no=t 
d.isputea that the factor is.' baseaonfi":Ve'"years".': .exper:ience· ,.data·~·. >: . ~. ----- -- -....... - .-.- - --~." ...... - ~"' ~ .... _+. --._ ---_ ... _--_. __ ..... .,0,-_._ ... __ .. 

Upoc. reflectioc.,~the' reasoc. beeomes" ,ob ..... ,i-ous -:Bu'<1ge-ted· .. ~exp:eo.di tures 
tend to' bUllCh. at tlle ,end.'ofthe· .year,"': .'when: ~,the-: December.-.:31, .:e-xp1.-ra-t.ion 

d.a te comes. Plant add.i tions r-arely:.a-re..-at a' :unit.O'r-m\rate .an-d.f:or-, .,. 

this reason the COmmissionha:3 trad.1·tiona·l:ly ,us'ea- ,a"weighte-a . average, 
rate ~ase. ,Were the net .adait1ons not 'to' be _w'e:1:gh.ted ,..; the: .plant1n-. .: ' 
service woula not be weighted.., ;, ,With.outw:ei'gb:ted., average-: :plant,.:::t.he"~ 
ra te base woulc1,. '.not be ,wei'gb:ted'.- ·,W.e-iss· wa!l .mer:el;y'f:olloW'ing the 
longstanding pra-etiee o-tthe agency :.and his' r.'eC'ommend:at.±oc:- :-t.or-:· 'a ·0 ... 48 

'..teighting,f.act.or'will. ,be accepted.·., ,,:.,:.,,:,_: ... '.: .::(. :.:' :' __ .. : 
The COmmission has attempted to .verify the·:compa'ny":',:s, :;;;.::: 

contentio.:l, as ,made =in.,j;'ts brief,.: tna:!;. -.w-le1.ss- ,ackno:w:l,e~ged~:3o $40 

:llillion 'miscalculatioo' '.in i'ts es.t·ima.te o·r, :COE ei'rcu'1~ts_", 'bu,t:. d~l1;ned.: 

to correct fO'r-it •. -P'l',&'!, refers -to' t:;anscri-pt ~pa'ge J:1,~:4~ ,.bu,t; i~t.~~d.'i<1,' ": 

not 'specify, how th-e :$40 .mil1io·nwas ,d.'etermtned.:, :'!.h-e'.d.'eve-l:opment· ±s- ': 
not shown .. in the br"'1-ef: nor-:1~:1 tel'ea'r: fr:om ,a ,read'1ng, ':o:f. "the ::.. ::.: .. ~ ;; 
transcript. tb.a t an ert:¢r'O't anywh-er-e .nea'r"' tha.t ·magn:!';'.tu'<1:e ~was .:t!lad'e-.. ~ : : 

Weiss onlyad.mit.ted. to the :po'ssibility .o(.smal-l: .. error:S,. and.".:i:n~'ieated 
that they 'proba~lY' would. be compen:5'ating., , ... ' ,'''_' "';;::- :;' .:": 

Of the $348,571,000 airference oetween ."the :;P!&T~ .a:nd' ".s::taJ':(;" 
esti:llates of weighted. average telephone plant in service, $111.2 

:0.111100. is d.ue to' the staff's opportunity to have a later view 0'£ the 
beginning of year- 1983 BAU plant. The remaind.er is d.ue to the 
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estimating ·d.itf,erences, ror.. weighted..average" ,net .add.i.tioos that have 
• • -' q -'" ~ -,'.,.. , - • ...,' '.' \' ' .~, ~_ '" " • I.,. _ .~, ... '.,". "'" .~. ........,. 

just been reViewed. ...... .For, .the :.reasons:. given':p :e.lle,,·Com:n:t:s'S1on believes 

that the statt estimate of plant in se'r"vice: £~' "r~~s'on'able and will 
• ~., " .,' .~ • ,'. ." ..... ,~', t' .... ... - ... ,-'" ' ... ", .• ~ ... ' .'".~ 

ad.opt the tiguJ:'e 6.t$18:;75·,3",/.15., .. O:0.O" ':t;-o't":' 1.98:3' ,To'tar: ::Ca,l~fornia 
", "." '" -. I, ~·.c ",', ',_ 0 .. '." .}, oM' ............. ~ ~_A 1"'" ' .... :,',J-_I •.• 

Esti:nated. 1983 Operat10n:s. ., ... , .: ... : .':.<: '.,~.:: .< ~'''::)~.~' 

.' . -Similarly: the CoIllm:j;ss.!on·w.ill~adopt-: th:e:,sta!.t~::e.s.tima te 

$55,100, 000. tor' P"lant' Held, tor .Puture: JJse:,. reeogn:i~i'ng .th:a.e'::'.:in '_SOJ~: 
d.oing, !elepl:lo.ne,~Plant··in· Service" :wili' :'be~·:o:ve·rs'ta:ted<by -:$177 ,000 and 

P'l'ant He1.d ~or Future Use .und-er:.stated,;.;:by':the~;saUle·amoun;t;. :~:;., "';': .. ': . 
PlantOnderu't11ization' Adju5tmerlt' -P'roposal: MC< -:. '.: " .. :~ :: ..•. : _.:.~, c __ :;) 

, In tb.e :cou.-rs.e ofth.is-inves:t'1gat'ioo·'of .P'·'r&T!,.~,p:!ant:'·- ':::', 
i!lve~t::len t. ~ :the s.taU pla'tl t·w1,tness·Weiss ':eo oc,lud~d' that: :::the util1:ty 

has, in recentyear-s.~.consis.tently. ,f'"a'1Ied·t<> ,:a'd~:j:u:st: :'e'ip:ed1,t:io'Il;~fly< .. : 

its rate ,of' expendi tures '·f:ordecr-easedg,row:th; ,need:s'; '"P:;s a: cr-:e,,·o:l t -ot 

thisfallur-e,: w'eissbelieves: -tha~t ?'I"&T;"has:.:pl'ac'ed>;i'n ',~t--vice<mO:re':; ,: 
!'acilities'than 'are currently :-required •. > : : .. ~; ~ .. ,,,; "c ':::- _ '::.:,;)'" ~~,:_:",":,:~,,~ 

, We-iss.: ,p:red"ictedthat" ·for the:.p·er-io-d. '·r.98:~84:',::.t'hel"e',;wi1·I ·:be 

ave:-age' und'e:rutil"iza;~ion' o:C,pJ:ant ',to:'tb.e ~,e'X'te,nt ~o't::$:65:2:, 7?O:O:;:O:OO'~':~-:::;,: 

Should. 1982 expectations be consider'ea:,-: t-b~e' va"J.u:e..:or "u'n:d:e:i"u t:rI::CZM' ,', 
pla:lt w¢u,rd~ :ce'even high'e~. " :: ":'.,~, ~.:!; .',' ~,: ..:,,::.:--:--:::>::' . .'.':: 

On, oehat-f>:of·the ·Revenue Re.qu:ir'eD'l:e:n·ts~~D1v:rs'iO:n~, ,W'ef.~IS':' ;;':::. ',' 

pro))o'ses: an ~adjus.tmen.t b~~ :ma.'cre ,in',:'an·nual;Ca!ito;rn.!a,,~jur':ts:d:r-c~t:t:on:al '".:.~ 

revenue's, 0:f:$9'3-;700 ;000; ·to~a·!low' to'l" ,the p:Ol't:fo',n ot ~rate base'~ c< :.:. 

compl"1sedo"t ·underu.ti11~ed.,::pla'ot...W.ei's.s. .p,r-opO:sedno' a-.dSus:tme'o't :..:to ':. 

plant in s'ervice," p.er 'se, 'but: ius,tead',pro:pcs:ed ':th.a:t.' tne' unde:rtl'ti11zed 
p:'a,nt.: be recognized by 'hiS: gross revenue, adjo:stment-r .~AJ;! t'h.e:"pl:a:n:1;': 
in' serVicefigure:3.' disc'us:sed", :in.'the: :.pre:eed.:to'g coo.s:i<1'era:t'ion '::'ot :';; _ :.' 'to 

Telephone Plant in Service 1n-e,lUd..1ng:th.e' start· ,-e~1:l1la:t:e;;~inc.l'llde =the 
ltun(rerutiliz~d-~plant::""< ";><~'" '-- '.- :~,:, -';"::-, :~.:.", :::-:: 'or-

...... f, ~ ,.. 

, . ,".' ...... , . ''',. 
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;The' stafr':witness : appraised. ::pla:nt' ut:tl'ii~t~on <i~ terms of 
Central Office Utilization (COT]) 8 and Outside too:p':F£11-~(LF)'9:"~'"": ~.
percentages;. 'Ihese:ratios are:"prescr.ibeci:·bf~A'!&'I':to~r:us'e~1n its 

.,'~ ._ ........... ___ ........... ~ .... , ... ,~ ........ /" .... _ 
Construction Budget Summar1es •. _,_- .... _~ ,~~: _": .. '~ ._>~~.: .. ;:..::.:-~.'-:.<':::~, 

Comparing probable '~982'C:Oir:arid .LF ~t'o':,'histor1cai averages, 
• ,,',.". ,~",".. ',,\ • ,."""".' .... ;, ••••• ,_\..' ....... " ......... ,.., ...... '..;/1 

Weiss concluded' that'_serious plant und.e~'iltilization.~,exis.ts. .. He 
d.eveloped. t.he d.ollar amount:of· unused.·plant::'oY;-.taking',:the.:,average carr 

and.. r..F for the 1983-84 per10d~and:applying:::facility'~unit".cos.t" to_,,, 
them· to deterIll1nean amount· 0'- $652,.700,.000,:01' (;·llnderut1lized.',. ":.. ," ... ",:-: 

facilities. The staff. recommends that- no. rate o·f ... returll oe· .. ,allowed:;: 
on the underutilized..:'pl·ant and that the .. gross ~·reve:c:ue .. requi~ement 'tje 

. red.uced by' $93; 100,000. rhe: stafr is· proposing: no- ad.justment:-:to:,: -::, 
d.eprec1a t.10n exp ense, ad_ valorem .. taxes 0 r:.: other::: exPenses.:: assoc.ia ted': 
wi th th.e, und.ern tilized.,. plan t ~ .~ however:_.~ ,', .1 ft' .~_; ."< '. ....... :.~ ~'.-,:: ,. :,~ ,:'" ~ .:.' 

The staff proposal· ismitigated."by,:a further r-ecommeo.dat10ri 
that two .. years, be' allowed f'or~ the.:.elim1nat1on· of the:'excess:plant. and. 
the adjustment ter.:ninate' at. the end.- of' 1984:.:~ ··Should..,the:::utility'. '~.,~ 

utilize tb.e plant 'oefor-e. the end of-:'1984,-:,it',should petit10n:;:the-: ,~._~ 

COm:::lission to revise its ra testo·: r-eflec.t inclus10n':'ot underntilized. 
, plant in .. rate:- base.":.:·,,,: .. : ,.:, ,' .. , ;.':',i';~::::: .. 'I:~"~"" :~,~·;:~):::c;.:,;, .,~:::~.:,:,\i\ 

'." . ' ,-
~, ., ' .. 

:: :.; .' :. " 
'-" .- ,"-

.r"l " •. "~ ". "', , ... . 
'''' ~ .... ' , .. ' "I.~ .... .... 

- ,... - .... ~ .. !,. ,.., ~~ "'''' 
.... '," ,-~ ..... ~.,'''"",,' 

,,: ~ 'y. oJ 

~ "'. .~ ... ' ..... ',' I: '" ,,~, ~. . "," _ ," _ r-, .~~. tI" 
.......... .. "",,"'J",,-, _ ...... .-' ........ ' ... 1 ...... ~'I ... _ 

8 coO' is the percent_ of the. Centr-al.Otfi,ce. Capacity '(cOCLth~~( ~s'::~;' 
being used. at the end .. , Of. th~ year. ., I~ is~ d.e~ermined.:'cy di vid.ing the 
numoer Of., year-end. operating' lines - by ~ the~ COC·.::: .,-- .. ':' ~' 

• _. ,_ , • _, 1 '...,i T') 

9 Loop Fill is the percent- o!'·out,'sid.epiant~looPs, that'ar-e 
o~erational or used. comparee. to those- that are' ava11a'ble for use. A 
loop is a ~air of wires between the su'oscri'cer and. central office, 
which is connected or ~ay 'oe connected to a telephone or other 
apparatus. Loops may also be called access lines. 
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.... " ,- ~~e_p~?p,~~:~ :r:'ed.UC,~iorJ., ~~.~:y~n~~,:~~~~i:~I!l~I?:t.:,~~s 

d.etermined. _,as :~<:~lo~~:: ' ",: ,":, , "" ::, '" ':< :~:J:'::" :7.;:.: ~:::~' ~.: ': ".'!'~~ .:.. ":~;;~ ~<: 
Und.erutilized Plant,.('rotal.Co.') " _ ,$6S2.1·00,000, __ ".",~ ~ Intrastate"Factor" ,,' ... "" .--, ,,_ ....... 74·;07%· ... ·':' .. , H __ ' ~. 

Underutilized Plant ( Intrastate),":.: ::::::~ $483;500,000: ::..:'-; ;'~.":: :' 
Sta!'f.Proposed ,Rate of . Return .' - ' - _" - .. 1.2-S 1.%.,- ... , 
NIGMultl:p11er (Adj. for-Int. Exp~)'-" ':"1:SS'-'v 
GrO$$ Rev .. ·Reqt':~Erfect ::~ .... ~~<.:.:~. ':·$,:'93;700;'0.00:',:;:..: "'-- ,\ 

After': he > had. . completed. . his report. which·' beeame:'·Exhibi t· 50; 
Weiss 'oecame aware, through' te:lt:tmonyor::p!&! Vice ::·2r-es1dent';K'ing~'·: ... 

that AT&T routinely ,'moni tored" arid~evalua ted" the cons tr-uct1on budgets 

of' the Bell operating companies· on a::: continuing': basis';:: As:.: a·: resul.t'; 
of K1ng's.testimony,Weiss-asked PI&! for the·:correspond.ence~between 
A!&!'~ andP'!&!· !'or the': last:' five' years,:'concerning~Al'&l' t s~· eva'luat10n'·of 
?: &:!' s~· cons truct1on' bUdge ts '; \. Review:" o'f~~ ttle se ·;·evalua t1ons·:~ conn rmecl':: 
to Weiss that his earlier recommendat1on;'wasC'indeed,~correct,~and.-,::: .:,.; 

upon' be1ng questioned by' P'!&'!, . he·' referr-ed:; to:':'maz:y" exerp·t's tr-om these 
evaluations." rURN·~asked: that~ the·.·documents:·to( whichc We1ss':was,~ .:,.',~' 

re!'e~ring' in his cross-examina'tion" be'·mad.e exhibits'.:' In:'respo,nsethe e 
sta!'f~ reproduced. the" corresponden'ce that: Weisscconsidered:" to be .. - -:. ,. 
:pertinent· and. preseQted.'~it as'~E'Xh:i.o1t 70~.·r" ~.~'... , .... ~ -,': .~::.,,''''':c;:~':~'.':~''''' 

Weiss su~~orted. his recommend.a tion with· exh1 bit,,", consis-t.ing 
of graphs and. tables for the pur-pose of demonstrating that the trend' 

of that plant additions was outpacing service re~orting standards. 
Weiss was cross-examined for all or- ~ar-ts of seven days. 

His consistent response d.ur-ing this extended time is illustrated by 
the following exchange between Weiss and. P'!&!'s counsel, concerning 
Chart 6 of Weiss' Exhibit 51, a~ reported at rr-anscri~t Pages 1033 
and 1034: ---------

"Q Now, is: it'd your ~iew tha.:t.. ~t_' tha·t':p~in~t·~ .. ~ ~ " "': ,',:' :'::< 
Pacific should~ have., done, more". to:.no't- sp:e·n.d~ :th.·e;. ,:" ... ::.~::: .. : 
money for 1982 for'centr-alo'N"i'ce' equipmen·t'· in-- ., ~'.- .. 
A~ril of ~ 982, that .. they should have somehow ... '" _"", ,'. 
stopped.~ that· proces's"r~' .... " .... : ...... : .. :: .... :':' .:: ':~':': :".:~ __ 

.. ',. I, ., '.~'. ___ • ','" _ \w ..... :",.". I '_ .• _ ... '- • '.,' "''''. '_I 

...... __ '0'."" 

,', ••• c ,,,~ ........ r- ,-:-
t .............. ' ., .-"~, ....... '" 

_ - .. :" 20_-
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I think you can' only surmise what Pacific 
should.have done by looking at the previous 
charts in 'Concert with this. And. that is tlle 
reason why the cross-hatch line is in the 
lower lett side. . 
'~ •. :" ,~,,, ~ ..... ,~', _ ...... :.,_, .... :' ,·,.,..'._t .... · ,:',''';'''/ .. ~),~_ .• :~.,. ~:: ..... : .. ::.:.:::...: •• <~~":",,,,::: 

~So, it you take these charts apart and. lay the 
cross';'hatched area'· -one"·':on7 -to.p.·o-f- ·the: o:ther:; .... ; :": : -.:::,c~:::~· 
you would get an idea of what the •. c.ompany .. , .. ,,,. ~ . ~ • ..., _..: .. _ 
knew, for example, in 4/82. Bi.it··tha·tha.s·-been-······-·-···~-·-

~ 1mp'roved:upon '·cy·::the: ~ia·st .. :~cha:rt·,:·where~we can; 
lo()k .. at 1982 •.. __ '. " ~ . 

- . 
"And if you' ll.t.urn· to .. the las.t .. char.t., and,.· ~ __ . ~ .... _ ~ : ... .., ....• : 

-. you'lrdraw-a-I:trie- up';' say, -th-e micfdle'"'of"--" ."Y_·.", 

1982.; and tnen ::take.:-a. -pj;ece.'of- ·pa:p.er and~ lay:-;,: :' .. :': -: :-.. ~:..:; 
.it otLthe right hand. sid.e .so youd,o .. .oot._.know~ _ =:~'_'::,':;":;" 
what the' future holds; 'you can 's"e'e-'what' th.e-· .~ 

company- knew :;as :of:early. 1:9'8.2:.:: A:nd·-:there yo 0:: 
can. see., the company knew .i.nthe past... that, it.s .. 
access 11ne gain tor-e'casts were' a·lJ:· d.ropp1ng.-
fo·r all ... of the~e .. years, .f'o·r-.J9·8J.~.plu·s;.J982~~ '" .... _ 

"They·'· cotlld. I also see .:wh:er--e ""the-1r:. ,c-erttr.al.~~ o,ff1c e ~'.r:~ .. ~. :_. ~ '. 4.# >~ "'" 

equipment budgetsb.ad eitb.er increased or . 
: ... remained. essent1aJ:l-y 1evel.~ ,;'. :. ::": ".:.:' .~ - ;:' -~.; 

"And. that info~mation, co·mb1ned' .. W1th·~their-: .. · :: .. ~
s.erviee;1ntor-mation as. t-o tb.-e :ctua'l'i~ty: o'f- :':.'~':- -; ;-.,_ :--::',';:';'::: 
service being better tlian it need be, and .. , .if ~ 
the audit info rmat·iO:ri,wa:sa:vat~~ab·le:· :as~ to" .' ~ .. 
erro.rs, plus I guess _i~ "yo:u:~wen:t:. ,.ba:c,k '~~:,:.tb.e1.r,: . : .. _ ::.': 
histo~y of discussions w±tb. AT&T wher-e tb.e . 
company' admi ts':that'~eop'l;e: in; the-- fi~ld;': we-r'e": -' --: ~< .. ' ~,." 
:ni·splacing the timio.g_error~ .and, .other things, 
of that' sort, the com~nay -s'h~oul-~ 'ha ve" tie·e'n ~ - .. ', .. 
guided-- to Oe much:·mo·re cautiousa,oQ'.may'o-e· '. :::, .;' ... :: ~ .:';::..:. 
und.ertaken emer'gency.effort to. see., .where: it.- .. __ ......... _ 
was in the constr-uctio'n budgetbu-siness'~'~- ~ ,- -" - ..' ... , 

: . esp.ecially· since' comp:t'a1n:ts ,were:, ·!)e-illg: mad.e :;C:-~. --: :'<:.:: .. ~ ' .. 
tb.a tit., was .. very d.it'ficul t .. _to ra1.s.e~ money. wi th _, '.~ _ '.' '~", ' 
the higb.' interest rate's' tha.t ex~s't'e'd a't' tna t . ~" --.- - -.~' 

. t1me-.. n· 4~' .... • ••• :.:. '.,..' or: ~'. :::> ~_ \ .. :: ".: -'~. ' .. ':.: ~~\ .; :. ::; ~_. :';,:--. :.. :-- .. : :~. ::. ;: ~ :" '.~ ~. :. .::.: :.. :"" ~ .~> : 

'. n&'t- Yi.c-e., President King ..:testitted.:'~: :re.b·u..t.talc.to;;: W:e:t.ss' .:.::: 
pr-oposed. ad.justment. He claimed that the~uttl."1.."'ty.'$~.coo:s.t.ru.c.t1on~·: ::":: 
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-.> , ".1": , ' .~ T '..... ' , "', "A ,," 

,- .... ,". 

~ ':1~: "~:: ~~ ',' _~ h. <) ' ... 1: ~~ 
programs !or 19S1 ana 1982 were prudent and ba~ed,on the best 

<.::. .. ,~.,. . c r.:.:. ... ~.',.. .. ~ .. ~> ... ", "-;.,:.:" ., .. : ...... ,.< .~._ ~0\",..i 

eeonomie forecasts..-ava1l:abl:e: at,:tlle:time.,. ;;.He~alsow~aa,1d th.at Weiss' 
:etb.odology was ,incorre'et-~_' ~J:,. ,'.:.:>' :"">.<,~:,,, ,<:\~ 

, ... ":" ,~:. " - , ".".' .:. :::::~ '~"'" '-, .~ :;': , ."' .. :"":,, 

King sa1<1--tha t.,~ ,:since- ;i 979·,.·:nany :,leading:fo·recasters had 
tailed to predict the course ot the economy "and Paeific' s tor-ecasts 
we:-e comparable to those made 'Qy :tl:ie leading' fo'~eQast·er;. He 

,,~ ". I,: ""',... ' .'. _ , ... : ,,: ' . ...: ..-,. ~~ '-':.. ~" 

described the costs and. d1rf1cultie'~ o.f . canceling ordered. ~wi tchio.g 
eq,uipmen t and- tile, practical ~1nab'i;li,ti :of"~ traiisfer-r:l.ilg~ .ordered 

, ,." """" , ' ,," ".,' "" .... " ,,'... ~. • , 1\ 

eq,uipment trom one· area of :tlle' :s.y:stem',:to' another. ~ ~ :-:-: ~ 

F1!lally,' ICing' said. that ~Weiss:liad :f.c.;o~re.c:tlY applied the 
,", , -,,' ... ~, '. .. . .. , -'" .... .. ' ..... 

cocr values. Had.' the $ta'tt.al'plied. ~th-em' correctly,' Wei's,,' e:5ti:na te of 

u:ld.e:-utili:ed plant'would' be' reduced' by $354,100';000'"'''':''' 

King," in his~re·butt~l.te:5t~:o.o~y-~ ",made::no~: tn.e~tion of Weiss' 
r-e~er-ence to the ~ many, war-",j !"lg:s.,.tlla~ A-;&.;_Jl~cL;s~~ed ;t.o: ~T&T 
concer-n.ing PT&'!"s:' op:t.o.m1s.t1epr<>ject1onsof' construe·ti·on expendi tures ~ 

~ • ...... • -. ~ r _ ••• ' 

Starr- ,counsel:oc.j e.cte<1,st.renuously~ an<1:. r-epe:a~tedly- to King' 5 

r-ebuttal reterenceto-eeono,miC: ·tor-~ea:st:s.,:· on·,t~e:.,gt()un'ds th.at Weiss 
b.ad llot relied ill, any way· o,n s.uell, :types ,:6! ~ technique.:s.:~~ Counsel for

?!&! replied.' tba t the economiC, fOl"'eea~ts w,ere:; par-t or.:: 'the total 
. -.." .... '.. ~ . :' ,~ -:.' '. .:' - " ~' ~. 

information. ava1lab-le to tile managementrat tl:le:.time~ it~. made its plant 
i:.vest::le:l t deci:5ionand are ab'solutely vi tal :ror the evaluation or 

• -. '. ..... co _ • \, _L ....... 

wc.ether ?T&T acted: l"'ea~onably ·1·n . making, it" l"lant :inve"tment 
deci,,:i.ons_ !h.e': ALJ denied :thestaff' s mot10n~ t.o· strike ICio.g's 

' •• ', " • ,. '. . " ,,' , .. ' ".' r to ," _: ':"., -i-. _." ' - ~:, _, .-' • _ ~ .. '" 

testimony concerning economi.c, forecasts, with the" r-e:serva tiotl that 

the' Comm1s.sion: 1ln-d.:~tooc1: '.tha't :.We-ia.s..:llad~not·:. relie<1:oc.:';s·ueh· forecasts 

in formulat1n:g:-~ b.:1s~ p.r.oposal.·:" . .:.":: ;':~ .... < ': '" • :: --:. ,:~: .~~; .., ::" .:. :.:,:, :.:;:''' C. 
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Underutilized Plant - Discussion . . h,~ :~;. ;". ~~. ;;:,:".:: ',::;:;:. 

',~ ·.'It is:clear ~ftom. the:. rece:rd .:tha,t, d,ur;i:ng ;~the-~t.es;~:year 

,.. ...... 
• '",J""; 

1983 a . substantial portionofp,T&'l'~splant.:;wi;l.l,l:be .:undet:u:t~i.z:ed",:: . .'7 ,.:'_'

?T&T .did .not arguethat·~ there .. ·.is:. no .:underuti:liz-atio:n·I'):.~1.t.h~u9·h.:; :,At,. ;:-:::. 
challenged .. the methods used ,. by .. staff _ for .·estima,.ti:ng, (:the, :amo~.%?-t. o~ '. 
underl;1tilized' plant. and' associated costs.· . We,,:~l,i:~ve. _tha,t,;~th~,: :::." :,;~..: . 

s:aff's estimates: are:: reasonable ,~and will :adop.t~~;them,.~or :,:EU.~EO~.S;- C?f. ._ 
of <;his proeeeC1ing. P'I&'I 'haz: $483:..:5' :m:!.llion· ~;1n:.:1n.tea~-ta;te; :-r.a:te 'base: ::: ~ 
.... 'a ... t t""at '''(''1' ....... ·und.eru~ili .... eA. '<l"n 19,a,?·'--, "," .'",-. ",,'-" _. , ........ ' ...• ,iI." .. ·w....,-.:;' .'""'''' ...... ,~.Ir., ';)-- ",'" -~ .- - _'., .... L'" .'. v' ~, .... ~~._. ': ,...,_,~ •• '" 

P!&T'$ overinvestment ·'in'P'lant-:oeeurrec1: "at. l;eas:t::in :part .~::'.:::,.< 
frolll que3tiona~le . management 'juc1'gment.. H1nc1'$1:gh.t ',is..:'not; ~reQ.u'l.red,-:tO':--:::< 
see <;b.at P!&!'saggrenive cons.tru-ctio.c. pro,gram'snou,;J;cLl:lave: been..-,· """:':::' ... : 
reconsidered before, ',982 ~ " ,. The company rece:1:ved ·:'repea t,ed ,war1lin:gs :;' ":~:~,.: 

fr-om AT&'I" ~ bud.get.ary . experts" and. ignored. s'tanaard.<se'rv:1::ce ~-1nd:i¢e3.:. ;,,;,.:.,:: 
c.eveloped.·by the Bell: System..:' ·P'l'&'l'a.rgued·.,th;at:it3;relj;3.:nce,,:oll:·.'~·'._,,· ~ 

reputable economic forecast-oS was rea:.onable, anC1 .t.b:at.;;±'t.:;made.(:iu :,,)C":...:::

investment c1ecisions on the basis of those forecasts. However, as 
s<;aff argued., the company appears to have relieC1 on those forecasts 
in spite of the fact that the company's own ind.icators of plant use 
were c1eclin:!.ng. 

Even tnough management shOu.lc1 have reconsiderec1 the pace of 
its construction program~ we agree with PT&! that its d.ecision-making 
environment was volatile anC1 did. not prOvide clear signals during the 
periOd in question. The effects of reces~10n surely contributed. to 
the lower growth of access line gain. The extent anC1 d.uration of the 
recession were unprecedented. since the 1930s. As evid.ence of the 
unpred.ictability of the economy at th.e time, PT&T points to' staff 
projections of access line gain in the last rate case. Those 
estimates were substantially higher than the line gain that actu.ally 
occurred.. Further, P'I'&T did curtail ·its construction program as the 
recession continueC1 into 1982. 

Und.er the circumstances, we believe staff's ratemaking 
treatment is too harsh. Instead., we believe that ratepayers and. 
snarehold.ers should. share the risk of the unaerutilization, which 
occurred. partly as a resu.lt of economic volatility, and. partly as a 
result of poor- management. Th.erefore, we will find th.at the 
effective r-ate of return on the'-plant at issue should be 6.35% .• 

P!&'l' may ask to have this penalty removea as provided herein. We 
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... ~ .... 
__ .h .' ... ~ , 

will consider a normal rate of return on this plant if and when PT&T 
can show that it is in use. 

'- ' OU:':·3.ctioa't'o.day shoulds.erve,-as a'";warn1n'g:'to:P!&! that we 

will not" auto.matieally<pass ·"throU::gb. . to' :r'atepaye'rs -;tb.e ,',cost.s.::o:c:.tutu~',:' ~ 

coastru·ction pro-jects'-:'We -believe ,·that ,·ia th-e ::-tutllre' PT&'.t sQ:ould::,be,':"::: 

mere attentive' to. the ':demand for:'its ,;facil:1t:t'es.',:and<;·serviees. j "We~<,; -';:; 

also. nete thatour;reut'i'ae~autherizati'oa ··of;PT&!"s. secllr1ti'es. issues.:, -::, 

in no. way oinas ";this: Co mm1..ss ion ,as to"the =reas.o.aableness.-:' of..:: the ' 
company's. :eons. truc.t1on: bu-dgets..- .: . ..:Con:tr:,ary: to:P'!'&'.t':s a:s:ser;tie'Q;3,,:-":. _~ .... :: ." 

nOttling in those decisiens impli~es 'a ,~t:in'(\.j;ng, .;e:t'·;~es'enableness .,' .::,::: :',': -

Comm1~ons.taff' resour.ces .do<,no.t .. permi:t ,'3i .,thet"eu~g.h: "revi:eW"~et 

coa:s.truetien' bu.dgets ,every,ti-me a ,utili ty .. reQ;ue-Sots :·:au.~tb.o.x:-i:t:y :to.:::,issu:e, .• '; 

securi ti·es·,;. reques,ts...may ·.nu-mber ill.the':hu:nd~eds ~annually.: I :Under. .. ,,',: . ',',':; 

current ··,regu.-latoI:'Y pract1ees,. :it is ;~th:e· res'ponsiJ)1'li ty: co:f.:,P1':&! ,'';: .... ',,~:: .:":: . 
management. _tOo ~-make· '. deci.3-1ons regal:"d.ing :·add.i:,t1oaste;,'·:plant.,:: W.e·~ha:v:e ;:~~:'~ 

reviewed ,: -in '. general ,::ra te :,'ease,s, ,.:~tb.:e ':."pNd.eney :: o.t; .::;.those dec1~io.n ~f;o~ ::,';~.::;, 
pur:poses:of, .. ratema.lcing. ~ •. ' .. ~, : ... :',. __ '~'. :::.,::),,,,:,::,.': ~.,,:,=(:':-,;)::~ ::~.::'.:~:~;,,::~''': 

,".. n 
c, ... u " . ,., .... -
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RATE BASE 

Rat.e Base Determination.:: .A ',. ~ •• ' '~':.:.:: , .• ,."'" ""~,:.':~: .. (~ ;; • .:: ,';",,,:::."::~ :.>;':: 

' .. ' ,Rate- base is. .tlle ·;ne.t:. v:aluati.o:o: 9't ;~ha~:.:pZ7~,perty o.f:::a:; :; .. ":..::':-::-. 
utility tllat ·is ,.devoted :t:c> .,.pub-lie: ~sex:yiee.,. I~.::is:: eom.po.sed·~ '"; c ':,";":'~<:<'-
prlneipally· of" th.e "weigh.t.e~ avera·ge. dep.ree1atea ... original.,eost -of . '" ;, ". ~ 

~ . - - ., ~" - ". ,.. ... ~ ... ~ ,.' ... - ,- ',-- ........ ' \_ .. :-"'-"-'.'~ 

plant ana equipment used and useful in serv,ing,. the publie .. ~ In ··.1,_- ... · .. 
• "' ... 0/-. • ... ..,. .... - ... , .... _ ._ .... ~. p_ .... ,_ ....... -. "',.. __ .... 

aactL~;o~ .. t1?o~ r~ te·. 'o~~e.ine~\J:~e.~ .. ,:a~. '3:l1~~a.~e.~: ~?r:> ~~~~I?-g:.: e~~l?- and 
caterials and supplies. It the.re.r1s a re.ser.v.e.~ tor., sO.-ealleck , '. ". 

• " ••••• '..... .. to ,."", ....... _ .... ,. "" • ..., ... ~.'_"'~ •• '_ " __ 9'.'100,- .... "'" .... _ .... 

"deferred taxes"p the amount, tile aeeumulatea aifferenee between the 

amount of.ineom.e taxes allowed fo~ rat:~m~ing and the amount aetually 
paio. to ineome t.axCagencies.;::.o! : "d.eterred:.tax".: :.N!$"erve:::~s aeaucted. 'as 

..... ", ,I. • "'-;~ '\~. ,'", - ........... ",. ,~_ '. _ i"'I. "'"'" 

being funas proviaea-:-by::t:he;ra:t:ep:a;yer~; _.:::; 7':':~;:: ' 
- ''''' • '- ... ' ..... ~,' ••••• -""> -' -'\ - ... - '.,.. ..... • j", 

.. 
... . . ..... ' , 

~. . 

.... ~ ~ .. . .. 

...... __ ........... _ ....... 

~. ...... ..", "' .. 

' ...... 

r. ..... _ 

. - ... ..., ...... ,,,. __ ._. 

~~. 

.... .... ~" ~ .. 

..-t, ~', • _ I':~ .,:, 
_ \,...0. ~)'.~ ........ j", 

;.. -:. c ::-- ~... ..... ~ .. ~ 
.... -- .... "\ " _\.... ... '" .- ,,,, '.: ::.:;; 

' .. ~ '- -

., "', - ... , ..... -
'-, ............. ~-.-- .... 

~:~~'t,~ ..... ~::: :7: : :-,;:,:" <: ;)::o~~::~,..: ~>: 

~, .. ;V~" .. ..:~,\: .. =~'=:: ~.':~: :;~I':'<~~ \o;o~:":~j~':.",:S 

~~~2.[.:' :: ... ~ ~):~O~· 

~0~~~~~2 ~ = ___ ~~:£~ 
~V~?~~~ ~c!=c~~~~~~: 

~8~~: ~~~~~~~: ~O~ ~~~s=~2 

"., ..... , .. _ ... ... . ....... , ........ -
'.. ' ................. ,'-' ' .......... ~ ..... . ....... -~' " ............. -"""-
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III .thi~ proceeding the e:O:c.-lr~c=Ont-e~ted item in ra te ba~e wa~ 
the plall~ 1:1 ~ervice. The ditterence~ in the, oth.er ;:!:.teem:l.;2.31l.cb;~a$-': ~ ,~ 

working cash, ma. terials
c 

an~sui>p.'li-.e:s~,~ dep:rec1a:,t"ion reserve',>: and 

re:serve for deterred: taxes-
c

, are- ~th.er: 'the-<~r&su l't ,~ot~ tne l :starr':s: ..: ,: ~:' " 
having later i:c..format'ion-,orthe::r:esu:l.t':-o't- the ;':impact:~or':otller:>::-. - ';,,, ,,~.~ 
elements or- the~·eo:st 'o't:· :s:erv:ree.:: •. ~.- -~ ... ~::~ .~;.... ," ,',:'c~;~J :,~,"'·~-~,:;.,::,",-;"'~)·:I .~,~--;;.:. ":~':~I":':: 

T~e: d1tfererice;~ betWeen ·tb.e:: comp'onent3: -ot<P'I&'I~' and.:; sta'f'1'::: :;;. 
total California'::' rate': b·a.se:s\· ... on; a' Reea·st·::3' basis ~;"are~ .... : .:: ::~: ',:-~' ":~.J: .-,:; 

THE. P'A.CIFIC' 'IELEPHONE .,&: TELEGRAPH:- COMPANY ... : :.' _ '~- .' ~ .. ,: 
TOTAL CALI.FORNIA RATE BASE 

A.83-0 1-22 ESTIMATED "!'EAR' 1983::''; _ '.: ::c:. -:: 

Telephone Pla~t In Service 
Property Held. for Fut·. Tel. Use 
WorKing Cash 
Materials &: Supplies· 
Depreciatio~ Reserve 
Reserve for Deterre~ Taxes 

($000) 

RECAST 3 

P'l'&'l' -
$ 19,' 02c ,286 

55,871' 
219,936 
148,369' 

(3,447,992) 
(27 251 z858) 

Rat.e Base $13,820,618 
(Red F1gu:-e) 

Sta!'!' 

$ '8,75-;',715 
55,100 

, 23,255, 
'0~,930 

(3~427,486) 
(2,209,951) 

$ 1 3 , 398 , 55·7 

PI&I Exceed.s' 
Stat!' 

$-348,771 
777 

96,68-1 
44,.439 

(20,506·) 
(41:901) 

$422,001 

'!he rate base adopted for this dec1s1o~, before Recast 4, the 

depreciation adjustment mand.ated by D.83-08-031, i3 tne staff rate 
bue ad.ju:s.~d. for theeeff~cts of adopted expenses. That figure is 

S13,404,497,000. 
Adopt'e<l.- R'esult;3 of Operat.1ons" 

The· table- wb.·icb. folloW's" summarizes the· re~ults. of 
operation3 at present rates adopted by tb.e Commi3sion on a 'Iotal 
calito~c.ia basis and that por~ion allocated t.o California Int.ra~tate 
tb.rougb. the separations process. The higher realized rate of return 

tor Total Calitornia illustrat.es tb.e profitability of t.b.e interstate 
toll service. 
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'!BE PACIFIC 'rEtE'PRONE AND 'tEtEGRAPR COKPANY 
RESULTS OF OPERAlIONS 

.:) .~ ~: ::: ~ ~J ; .. ~:~. _, ----_. 
·A.83-01-2.2 ESTIMATED YEABo'!983 

:"" . ,:~ -: ' .. 

Oper4'Ctng· Reveuues.' ,.... ",-

($000) .-. " 
RECAST IF3' 

" ., ", '. !otaJ..., .. 
, ""'Cal:!.forn"1a ~ 

.' r... .' c •• ' ~ 

•. ."~._ u"- "", 

tocal5erv:tee kve'n1.1CS . " -,-', ':$:':{;977;'.96~~"·'·;):·':::· ,<. '''$' 2'~97;:.:38~~::'~' 
'I'oll.Serv1c:e"~venues ,,:,' -, ~:'/·'·'4";'S46=/735:::< ::~~.-:;: .~\:; :':-':':2'~653":157:":: 
::11seell.alleous Revenues. . " ,",442,..l.34 r w '-." -,... 442,.l.34., , 

''Uncollectible'S' .', . ". .. . '(1''''0', i16f' , ,'~, -.. '(72','631'''' 
',:c:·:·· -, 'J.."'~': ;,'.-1"'" _., .... ~.~ .. .J".' .. ,; .. ~~,.'J:';",; •• ;:.~::.~., ' ... \ ..... .J.._ •• '1, __ ":.c·~: 

!oiai'~a~~~ ~~~e~·~-~-,. -..... " .:S:,~, ~2S.6 r:'~. ~ . ,:., " (.: : " .0:$' ;5:,,997:,04';:: .,.,:.: 

''- - -, ',,' .. 

Opu3.1:ingT.:sxes -' Tederal ~ In:come~ 
': ,-' .:...;,: 'Cal:Corp.'.:Franch. 

- - s<X:!~': Secut"ity .'; 
- ·Oti1e~: ;'. ' ;: ' ,': :. 

CPE Gain A£ter Net" Adj:. d', . 

CPE Ga:t:n !ax~ Effect ,', ,. 

Toul Oper:Expeuses &: Taxes' , . ;' " ~'$- 6:;749-',57& '::)C:: ":: ,~, r::s:: 4 ,994,377 
\ ,,. :--:~,.. .... -:;:.'':': .. ,,... ... : \ :I~"" ~ or:.:;-' ..... '/ .... _ ,,!CJ~ .... ", I,"'" 

'!\e1! Reven1.1es $' , ',:406-, 54'T '::. ';:";0,:::: ~~ :::.'SJl' ,002,667 
,~ _. ''r .... .... ... '. ," :: -. .-: ", '-;., -::: s ,'~' ~ ._>:' -;-.. < ... ,' ~ ',:, .. '~ .. ~: .... .:. :~ \ 

-~'-' .... - --,'"' ..... ........,-.-' .. "-:-.... -,-....-....,.--.~ ... ~.--------.- ----------
Ra.te Base ;-.'.:" ... ,,:,,', "~"::; :., .. ;"':,,'. :, ... ::.<."'":.', .::~:':"/' 

-:-~~~~~,-:-:--~~--'"- ,-_ .... -~~~ .+!~.-, _,~,:~-.:-;--:.,~~:;.~;: .. r~~-::-2"::, ~ 

'telephone "plane .. :t:Jl..Service- '- .. ' $18,~7SJ~lS". ':' ".: ~ $-13·.857 ~679 
P7:opertY""Reld for Fue:Te.l·.tl"se' ..... ~"5'S~·lOO~·'~-·- ,., 40.967 
WorIctng .. Cash : ,,~,:;.:.:- ",":: . '.:':, ·:129-,.195-C '>.~,:.~ ~,'" ::" <::97-;542::(:.: 

¥ater.!..lls.anci Supplies -, " ~"" .. " '.- :,1°3: ... 930, ,:~:,·;:-:o::; 'J;::' "o}S: • .8l(t:".,,::,. 
Depreciati~n Rese::::ve' " ( 3.427 ~486) . ,( 2.,.489 .. 285)' , 
Feserve .. for· !efened Taxes::" .... .,: .:',-( 2·;209.·9S7>·~~~;y··:~ ~'cy.6'''S:';:6SS) ~~;-

'l'ot:;i '-~~~:-~: 
. . 

,-: ,'._ .. ' .~~ t··:::',; 4'~I~.:' (:-: .~:.\:<:''"L~~~\:·~~,~ :;~iC·,t"~:~'I.· 
$13,404,497 $ 9,937,06S 

.... -:: ".\ ".: ~ ':;.~,':'~ • ·,.I~.:'::; ~:.~ ',_ :;.,.;;,.:':::: ~::-r..:: ~~;: ,', -, ~. ",' 

'_'.'''--'''' .. , 

Fate of .,~t\lrn": '" , .... ," lO~.49% .' " ,'.- .. ' -,", -. " 0, .. 09%-., .. . 
. ", .. , _, ._..... ,' .. 1..,' ,_. , .... '-" ',' .,1 \.~ '~'. ' ...... " 

" " '. ,"" " '.,~: 

(~ Figure) 
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•• '.' ....... '("' ..... ,T'.~ ~\ •• '~.' ". ":".~; ,". r::'.' .~~,.' .. '.,' 

Back9'round .. ·, .. ·.::~ :.,'~~: ::~:' ':< ... . ---- _. 
Realized X;Z!..te of.· return,;:is the.:.r..a..tio of the adopted net 

, r ...., ... ~, . 
revenue .lt present rates to the' .ad~.p.ted r.lte base. 

" ,J .• ~, , 

. 'I'he adopted rat.eof. r.eturn is 
.. 

:nultipl'fec "by the rate base-;-determines 
a percentage which, when 

the net re~~l?:~e"th~~:.~tE_e-~~: 

to earn. A reasonable T utility .. is to be allowed an. opportuni ty 
••. .1; :,~·~V·.)I' ,:;\~\-.",:,,,~ ..... :~.>.:J~ 

return ··should be sufficient ... to~. enable a utili tyt<»;maintai·n:::its~.< 
financial integ'ri ty, to' attract capital,. and to 'C6mpei-lsate::;inves~t'ors 
for tile Yisks assurned.(FederaT Power Commission et al.- :':;::g~'p~;'<,~ 
Natural'Gas Co. (1944) 320 US'591, 605, 88 L··ed·'!~3·;:;3:4'6.'~~): .:.~.:.:~; 

Frequent reference was :nade in prepared ... testimony and~.('·~, ___ Tn-<. ____ •• __ .... __ • ______ ..... __ .... _____ ~-

briefS to the Bluefield case, where the u.s. Supreme Court said: 
. .' • . ... ,' \ '., . .;~~,:.~;.,;~:..,'I':'.~:.:.;,~,~./ :.,: :).~' ... ~' .... 

";" public utility is entitled to suc:h.:;ra·te-s .as:(,',~:~;_:,·.~,~·.:: 
will permit it :t.o earn a return on the V'alue~.~of::.~: '. :::~; .. "::H: 

the property which'"i t employs for the conven.i~nce":·.·_:,;:::,,~..: 
of the public equal to that generall? be:ingmade:.::~:··~ .. , .. ~ 
at the same time .. and in the same general par:t·.of:.;';'::'J.-: .. :'~ 
the country on':investments in other business,. ;",;'\,"';, -::.::: 
undertakings whi·chare. attended by corre-sponding.« :. :.; ~ 
risks and unce·r·ta'.in·t·.ie·s~ but it has no 
constitutional' right~ to profits such-:· as.::. re-alizeO' . .:.":' 
or anticipated in highly profitable enterprises 
or speculative ventures_ The return should be 
reasonably sufficient to assure- ·conf·idence. in.· . the:, .. 
financial soundness of the utili:tY'r"and .. :sb.ould be 
adequate, ·unde-r. efficient and: economical:. management, 
to maintain and support its creei t and ·.ena.ble it 
to raise the ,money necessary for the .pro~r o.·i:s-. ":.:.: 
charge of tis 'public duties. A rate of .r.e.tllrn~,:· .' 

. :nay be reasonable-a't" one time, and become too 
high or too low. by changes affecting: oppor·tlln·i ties ' .. 
for inves~~ent, the money market, and business 
conditions generally~ "........ . . 
(Bluefield Water Works an Im-oroV'ement Com any v"'''''''' ..... 
Wes~ V~rq~n~a PUb ~c Serv~ce omm~ss~on (l ) 
262 US 679, 692, 693; 67 L ed at 1176 ..... 
As' the Bl·uefie-ld· cas~ specified, th'e--\'rate' 'of;'~re:tllrn: is-': 

" .,,' .... ,._~, .. ,.,: ... ~;~-'P a.;..c., "'~'':'L., .. ·::'jl, ... L ... ~.····(: 

appl.ied- to "the value of' the: property wh.ich (the public ,util·i·tyL,,: 

employs for the convenience: of the publiC," yet ':t~~~ .. :ra~e::~f'.·r.e:t.\l~n 
~ _ v ~_"_ '., .. <,i " ~ ,~~ .. '"~. " •• -' _ -J."~ ,\." 

is determined by examining the:' capital struetu·t:.e: o.f,:,·.th~.: u·t:i:lity ~:i;' 
__ _ .:.w .. ___ 0'_" ...... _T • ____ .,......"''''._ .... _.~_ •••• _ _''_ 

wi thout. reference to the" ra,te base, the "value of the _propertx.~ .. 
. • • _ ~. ~.,; ...• ~ I,,, ~."'~. ',:. :~r'~ ,..!~ ... ' ........ 

of the Bluefield case. Thus, the rate base is found by examining ... 

and ad:;'usting the left side of the balance sheet,. whereas··th~? rate .. 

of return is" obtained by inde.pendent~y determining the. cost necessary 
, -. '/" 
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to pay' interest' ori~debt"and provi'de"':'an "aliowa:nce:'i~om':~hieh to pay 
dividends on stock~and' to invest 'in ':the'::busine'is ':as: ':ret'a':fne~' e~a'r:~:in9s .. 

"" ... ,. , 

,,~. '~ In. itsori9:ia~aJ: "appJ:ication',: P'r&'I':re:quist~d~':a :l4: .. '3·r~ Va'te 

of" ~'eturn,'~'epresentin9~an :embeo.ded cost' of deb't oi i~:.lii anQ~"'~~·:
return on :eommon equity 'of 'J;9.00'% .. "'In'piepared 't:est:imori~/~~l":i:s~rib:Uted 
on ,ApriJ.:':lS ~ 1981,. P'I'&T's " fina'nc:t'al polie'y :wltness)/ 'fo.rmer'; V:i:C:~·-=':' 
President and Treasurer Robert 'M;Jose's'iowered--these~f{q¥il'r'es: to-~ 

13.49% rate of r'eturn, representing an embedded cost of debt of 
9.95% and a return on equity of- 17~5%. P"l'&T"s other witnesses 
revised their.· prepared testimony as ·the-ytestified to~.eonform to 

Joses' revision.. ".This,revi$.ion..::wis-:made-..:~to .. ~ef:lec.t_c.h.anges in 

the capital market between the filing of the NOI in August 1982 and 
.. the~date of the ,hearings in May.:i983..::'~:~ ___ ,::~,: ~' '::"'::,"::-..::..:2.::, 

-, ..... 

" -., 

,~ .' 

", .- .. 

r·. : 

" ........ ' ,., 

-
,.' .... -

;~. ~', :.: ~~. ::.: '. ";': ~~. '~ ::' --: I: 
\ .. -;. ~:. ~ ~ ~I 

• 'j'" ....... ~-.......- ......... - ... -+-... -. 

:~:s ---.. __ ._--_ . .-;;..,;..;;....;, 
': ..... 

~ ...... , .... ~: .. ~~~.: '.:0 ~.~~....!.-:. 

.~ '., ~ ,,' ~.' ',1 ~~r' .... I'~ .~.". r...:: 
'" j. ,_ .... v _ 't,.... ... ~ __ .. _ l. ~ 

....... -

, .- -:,.: ~:<.;. 
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. . _The .. staff. ~wit:less ,_presented a"range:---on,....equity,,. .... and- ,', , __ .~ 
h"~. • .• .• ' .... - • c. _"."" _ " .. i _ '.' . 'cO- • ~. _)-~ .......... 

thus on rate of return, Mowrey.selee.ted lS.8.0. to-.. 1S.85t in~equity 
~. ...._ •••• • • .... • ..,., _ • w ~. ... .... ,-".,.' _"". ... •• .; • 

and 12.58% on rate .base as. re-asonable --points .. ,within ,his recommended 
~ " . ',. ". • , •• ~, - _~ ",.,' --...,'. - ~.~, n_ ~ .', 

r,mg'e. The 12.S8~was used .by the .st",ff ~in.,its"'~".lcu1ation~of a,-
_. • ... '--. ,~ '. " • J' • ,.' __' I ,'" . j _. ~ ... • .~. .. " 

re-asonable. r.ev:enue re~uir.ernent_ 'l'he.;:federal,witness.,_r.ecommended ... 
~ • •• ',' .... ....', .} " c' • '" ,. __ ' .... ,_ ,,~ ... "0' ......... ' ,~.,., --. ~ _ 

11.2.% as, a reasonable ,rate -of r~turn", ,The."following table,:pre,sents 
.~ __ ~, '. ~ - • ~~ "'r'''' ' ....... '''' .. " -.. ,.' _, . . .• ," .•.. . ... ~. , • " • 

the .. r~commendations .. of _ .. ~e pa~t~~s.. .• :: -: .... ::-- ";":: .:.:. _.~:' :~.::::, : ~,::::._ c. •. ~::<: 

:::x~ 44 

Ex. 3$ 

ex. 41 

, Ex. 82, 

Ex. 79 

Ex. 60 

, /')" ,"" c, 
-.. -" .. , ..... 

:;, ~~. '"'::: ' .. ::; .- ".: 

The ?acif'ic: r-~'!.e-ph\')ne ·:anc.:;!-ele-gI"aph~ Comp:anyL' .-:.:: ';;',';' - ,',:; 
Race of .Ret.urnRecoClmendatioos-, '",".:: 1 " "",'_ 

Co::oo~e~: . 
?o.M. Jose~ - ?!&! 

Long-:-=!r-:: Debt. 
?!"efe!"r'e-d St.ock 
6~ Equ:':y 
COm:loc. ::.:.u.it.:r 

~ W ~ Q~L:.. • ney~r' - • _u:" 
COCl:lon EQu.:',':Y 
R. Lit.:enber-~er' -
?T&! 
Coc:on Equity 

!.R. Mowr-e;r: - S ...... " . ., 
.... d..6.. • 

t.ons-!e:"::l Deb: 
?r-ete:"'r-ed. Stock 
'" 0.- ::Q.ui:y 
Coc.coo. Eq1:.ity 

Total 
M. Kr-O::l2.!l - C:"cy 
or- L. A. 

Long-!'er-:n Debt 
?refet"I"ed. Stock 
6~ Equit.y 
Co:=on :::·~~i :y 

'l'ot.al 

... ,,::. '-,'::: ":'<:'.,'':·)C. ::"-;.'-:..:..:' -~::.':·':"':¥e:.ght"ed. 

... _ ·Rat-io .'~~ ':~''":~~J:'::: '- :,:.- ··Cost 

47.80~ 
3.70 

.60 
47.90 

100.00%-

47.90% 
;.30 

.60 
47.70 
1'JO.00~ 

47.0C: 
3.76 

.60 
48.64 

100.00% 

9.95~ 
8.45 
6.00 

17.50 

17.50% 

16.9%-18.'~ 

9.70% 
8.45 
6.00· 

15.75-16.25% 

9. 50~, 
8.45 
6·.00 

15.331 

4.76~ 
.31 
.04 

8.38 
13.49% 

4 .65% 
.32 
.04 

7.51...;7.75 
12.S2S-12.76% 

4.465% . 
.318: 
.036 
7.460 

12.279% 
.... Langsa::l - Fed.er-al ... 
Senior" S.;:cu:-i':.ies 50.00% 8.90% 4.45% 
COt:lmoo'£qu:::':y 50.00 , 3 .• 0-14' •. 0. 6.5:"7':0' 

-o:3.~r 
JI .. , " 00" .. 0 O~ , ,. O%~:.."j,. 4% 
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. '. 
I,":'; .: ........ 
".J""c"",, .. ',," 

...... /~ ,..." ... .... ",. ',.,"" -, ~, "" I ...... " ". , '-' ... ,,, 

. ," -"' -- '" 
I~ , ,«- • ... "~ 

.. '.:" -" ",' 
-. - ~~I":" 

<' ,.,.r ',' ...... ~ 
.:.. .... ')~:-.... " 

.~ 

'.;':::' -

..... '-, -St. ,", 

". .~, .. - .... . 
.. ... •• J ', ..... ":, .... ""'~. 

',' ,~.: . . ~, -\,.,. 

,,, ,-,...... '" "~ ..... ~. ~'''".. ~. ''':.'·'':'C ... ':C :'":/'.C", , .. :",:~,~j.~.c. t"::: .,.I.:.'~:'::> 

' Cap:. r:a:l S truciure 'H "..,',' '",.,,, " ," "" ,. ;.~"'" c' C ',!"_ 

'Except for'ihe federal.$overnment' ;b.~W~i%l-'g_:-\h.e ~c~~1.ta~ 
" • ,. ~ { - .....~ __ .~'... '_..... • ',. Or' .'"" ... ~ .... ' ',' ... , ._, ... .'. • _ 

s":.:-uctures in the preceding table, represent the. wi~nesses.'. '. ,. . 
utlaers tanaing of what 'the 198 3, y~~r~e~d cap:~ ta,i_;t'r.u:ct~'r.e~ '~~-ul~b~ ; 

•• ,.. • .>-~ ..• ~ " ",'.,_~. ;.1 ... .,,,·,11 __ ' .. , .... _. ,.,_" 

:'ha':o of s'taf'r witness Mowrey roeflected. PT&T,'sfi.o.anc1ng,plansas .. ,o,r 
, , ,.... . .. ........ '.. .... ". , ... ~ .. ".' . ~ 

April 8, , 983. P,!&'I, contemplates no new" debt or, llonvot1.o.,S prefer-red 
.,' . "" , - _. - -. '. .-, .. ,' ,.... .. '"'-

:st.ock 1:3:3ues. in ,1983 "and AT&t has announced that i.t would .pro,vid.e " " . 
• , .' • , < •• - - " '" ',. ~ ',','" '._. - " ~."" - " • '-

?':&! "':'.:n$oOO :n1l1ion. of common, equit.y i::l. 1983 ; ... $300 m1l1ion1n May , ....', ' ,~ ... <... -.' .... . ~ ~ - -.,. .. ,-

ana an add:!, tional. $300 , mil110n later in the year. ,.'I.llis. equi·t.y .i.s:"a 
, ". _ ... ' .. -. ..', ..... 

conversion. of' out:3tand1:lg short-ter::n advances ,fr-om A.t&'!,.· In,add'1t.10n 
• <'", ._ ,-. _.~, ... '. .. .: • ~ '. ".. J , _ 

'to :b.~ common equity ,.AT&T has. also "ag;oeed. to" a:s!lum~, ,t~,v.e s.p;ee1f1e_ 
aeOt issues totaling $850 m.1llion at the time.,o,r ,dives·ti-ture ,.a,.$,well 

• '. ••• -.l. ,," >y I..... .... ,.,.... '. ~ .' . , " _,. 

as advance an additional $86 tnillion1n· 1983 toP!&,'Iwhi-eh will be 
, . .."" . .. . .~. - ...,'. . .. ' . ... 

usee. oy n&! to retire b.1g,tl cost .long-term debt- currently.ou.t.:J,.t.and1ng. 
- ... .~ .. - "- - '....' ,~.., .. .., . ~." ~ ,", . -' " 

the capital: structures. used by" Jose:!S:..7MowreYrallc1. JCroman ' 
are 'to a :ninor d.egree fictitious. capital: :I:truc,t,ur,es :1n that; ::t.lley :':. 
i:npu'te a, 6~ cos.:' >,to t.!le .. $82 million .. or·· Pl&t6,% vO:t:1ng' J>N!f'e:r.r:e~:,,,,tock 
't!:la't was- converted ·to-common equity as, a· resul,t'of ,the' merger.: " " 

':oransae tion by which P! &! became a wholly own-ed.: ,su bsid1ary .of' . A.!&.'I· 6 

!:l D.82-o5-007" da1:ed·May 4. 19'32, in A:.6104·S:, :tb.e-:,CommiSsion 
authorized the ac~uisitioll of the. minority hold1ng,.of :'n&,!:,t-s ':stock---:by 
A'I&!'. .:: ' ,: _ '.: _ .~;.~. ::. ,-" .', 

" ••• sub ject . to- t.lle cond.1 t.iOt1-- tha t,~ 10. ap'p-l-1cac..t.'·s .: ': _ .. '.~, :~:~O::, 
nex":. general r-a te p,roeeeding (and .1n, $ubseq,uent,. ,~, ~ ";', ~ 
proceed.1ng.s, !or so long as ·1s approprl'a't'e')"'-'-- , 

144--
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\ ',i - __ ~ --... ': •• {"', 

P!&!'s aetual' eapital 3trueture shall be amenQeQ 
to impute a 6~ cost to $82 million of common 
equity ..... " 

As he di~ in the last P!&'!'s general rate ease, witness 
Langsam use~ the 50-50 equity - senior secur1ty rat10 he considers 
appropriate for the Bell System as a whole. 
Six Percent EqUity 

The Commission ~eseribed above how the hypothetical "6% 
equity" became part of PT&T's rate making capital structure. ,. S1dney J. 

~." .... '. ~ ..... '; - ~ ,I ,,\~, .• , .. , 

Webb urge~ that the practice of imputing this hyp'o:ih'e:iiC=al-=er~m:e~n~ 
r_ ' ,...... ", - ~'t" •• " :-:' •• ,.... ',::-'-"," ~.-......... ~ •• ,,::.. ...... :"::-.:: ~.o:: :::'.'~X.:. 

ot: PT&rrs 'oe dis'continued' so that PT&T could start out' as an 
-- _... .~ .":: ""''''.' ,..,_." "r: :.'-- ~,,:~ I',~,"- ..... ":...:.. .:\r:~:;., .-:, -: '..;:-.: :~~ ....: ~".'''' ...... ::-.~ •... ': ... 

inaepend.ent utIlity an'd not' carry forward. 'a nonexi.stent stock. 
• • ~ _. ,"" -'0.. ' ... '.. • "' _. ,.. .~. _ ,.- ... .,.. -~ ~'" ~.' ,"',:" ~ • .' ..... ~. .: •. _ ~ ,\" ... .: ':. '":.-:. .: ~ :": ~:~.: ~.:.: ": r~, . .: :: '~.' 

Accord:!:ng' to Webb~' mO'st" 0"( th'e" stock had. 'oeen' iss~ued at "a d.iscount 
, ,,' •..•. ~ _ ... ,.. '" _ ' •• !""'~-''-- -" "'~"I" .. ~- ".r- ~'" ".. .• ,.-,\,., ' .... , .. : ,..-"' '., """:, ,".-~~ .... ,., .. , ........ , ... -

ana the :n:;-not'i~y part- was' oough t,' back at '-$50' 'a' sb'are;" - ~ -'~'. .. - - .-.... . 
.... ... , '". ,.., '" ," ,~ •.. . .. ~ ...., .....~. ,., ..... • ,..,....,... --, --~ 7 .... :: ,. ," ,.., :: ~ 

, ., .. '1'he Commission-agre'es with Webb--tha't-it-~wo'ula'o~e-ni'c'e -(or" 
the 'new' -'companY' n'ot ~o"·· be'· burdened w:tth~: ~~ ."1nip-u·t~-t:i6·n :~~if:rio'n:e:x'idie';~~' 

.. ." ~ '., ~ .. - n .:'. ,.... • "'. ~ I .. - ..... ,,," ... , ..-- ~~ __ _,...,..."" _ • '", ; •• -"'":"..' - ),', ....... ..: 

phantom's-to-ek .. Elimination- of' the phantom stoek -...roul'd 'ra':tse' 'the - ,. -
rracticn:o:r common erquity"'oy 0·.6'O%:and:'tlie,':reco_:ncte·d.':'r'a:te:':-6f :'retut-n e 
by -0' .:0 6~;'-~ (U,s1:n.g:, itarfrisure:s'~ common' equi ty ':rati6: =Woul(f' r-i~e~ -rrom: :: 
47. 70'~ tOo. 48.3'0% .:-·Qver3:ll:: recommeric1ed:'range :'0£ 'r-ate -6'f'~eturn 'w~ul~: 

• ~. ..... -'" ': ; ~ ........ I' , _... 01" " ... ). ,., '.' ,.., ~', ," go 'frem 1"2.52$"':"'12-.'76%: tOo: 12.58%-12.82%;)-"': .. '~ .".,:, ~ - .. '~ '"' ,. - ... '-', - ~ - ., -, 

PT&r-' is: ·Starting:: Qut"w1tb.-the eX'cess~ba:iga~e'- or' th"e"':1ie:S'tern 
ElectM.C- "adju:st'::ient= tor- plant: purChased~fr=om':j,t's -';1",;' ait:i~i~Cte'~: but;::;' 
th"i's' ~a'dju:s'tment "wi'll gradually d.:t~appea:r ':i'.s,,,:pl:an-t ,:'1:; :ietf;ed. ' The 
et:fee~:or toe ,&~ equity- ad.justment:~wollId:e-ont:inue-'~:1!1d.·ef1:ni'tely.::: Thec~ 

Com.ml:ss10n.: no:tes t.ba'tthe':' sta{t"T-s:' rate..:ot Sr-etu:rn7 recomm~nd:atfo·n~:nas:::a 
range or-·~O':.:2".4~ ~ a, '· .... id·th;,. four t1me~;;thec'amo1in:t'::of'':;th':e;'.:''e~r'few 0';t:'the->6% 
eq'u~ty 0,0. ~ra't.e.: .ot:: Tret.urn· .. ·: ~ ~.: ... >;, ~"<~, .~:.: " .. ,: :~, 7'~ ...... : ... ," " .... -.:-: ~.:;'::': ::,u·:~:":,,:,,":.:~ 

-~:- .Conz±c:rer.i-n:g' ,t1l~:',t"elat.'1,ve, lack of" p'r"e~i'S'i7on: i;:"d.~-eirmin·:Cng."':: 

ra:te ;o't: ret.:ur"n ::and~, "the: :d..es1r.a:bf1.l1ty:7'Ot', emoark:tllg . .::~': tr'e:e ~rom:~-:-:-:.:;:'· 
nagging insignificant phantom element to its cap-ital structure, .tn.e:';· 
Commission wUl' acce.pt Webb" s: recommenda t1o.n an:d =w'i~ ~n'o- -1¢nger 

require the~ 1:nP·U~~~~~~~.0~~ ~h:_ 6~~equ;~y~: ':~'; ~':~;~~~:~~:: ~~~~ 

- 14'5 -



A.82-11-07 et al. ALJ/jt/vdl 
~ J - .. .. - s :' ~ /'. 

~', . , ...... r-, •• " ' .... '\ 

Meyer for P't&T ... '- ,"' . ~,.~ ...... 

The' r1rs~ w1'tness: t'o' te's'tit;""ro'~"p!'&! '~~'; SU:g~~e;:'w .":'M~y~'i-:~ 
a vice' preSi'd.·ent' a'tid.:dire·~:tor': or: i(i'ijQ:e~;,:P~~b~~y &~ c~: -I;~~c'~r'pb';it~'d~ 

. "", . .~ ",. ': ',' , " .. .,- " •• ".......... '- ..... i' ... , ..... ,~ - • ''''\ ,.... -- '''' """,oI'OOj'" 

New York. - Meyeri's- manager of' 'th'e" U'tility Corpo'ra'te- .Fina~·c·e c ' .. ~~' '--, 

Depart'ment arid is' also 'a: membe'~ ~'t K'id~~'e'r~~ p'e~b'ody"s E;ceeui'i've : -, ,,:', 
• '. - , " " ,... :~. .":'." ~'. ~- • ".f ... • • ..,... '- ., .... ~', : .. ~ '_ ~ : : Comm1itee. 

, ~"' , ~ • • 'I"'t,-~""''''~~' , ...... _ ..•. ~ .'- '.,,,1 I,b:" J~, .... 

Meyer c'oncluded tna'tthe , 7 .5% re't'urn' on" equ'1'ty- o'e1'ri'f"'" 
request-ed by PT&'t'1S within a ~e~s:oria-bie:- r·a~ge~.'::;: -Mey~:rd;~:clared the 
purpose of his test.imoriy to be t6' c:~m~'ari- th~<:' '6:6'~pa'riy ~';:' '~~qU~~t~d;::' -
retur~' on equity w'i th' 't.he~~5:ts oic:;;~:"-c~'pi~til: i;s':'~'~te:rm:i~:e'd "'01'(;-':-: 
toaay's capital m3.rketpiace·~ PT&'{ ll'~'e-ds 'to": p'~bYl~-~ 'firi;''rici~l~~"$ui'ts 
which are' surricien"t to 'a't't~r'act c'apita( ~n;'3:n~;: O'Q'g;1'ni b'a.:3i.S:':'~--- - ,~. 

especially ::0. liga t 'ot the' an-t16'1pateaa'i ves:tit'~r~. "-:~Aft'~:~: th~',"''''<" ~.-
,~..... ..... ...... ,- .- -.- .... ' 

a!.vesti'ture, P't&T will stand. on its own in the marketplace': '~'Shoul'd' 
the util1t'y be unabli to'i~pro~e':iis f1'nan:eia:rp·~5t~r;~::~:::i't w,ill be 
1.lnaole 'to at-t'~a~tnew cap'i~ta-l at' '8:':'r~a~~:nab'i;e':' ~O~t=.· ;-: .. '~-'\'::: '~,.,:-~ ~,~, -:--:. 

,." , • • .0< '. ... ." .~., .,~ '_ • 'w ". r. • . . .' .. , .. ,.... _ _ ,. c.- .. 

Meier -sai'atha this' key r'ole in util"i'ty 'r1n'ancing~ fs"-tha:i' 
•• ~ -- c '. ...." "". ~ , " ." J'.~. ~ r _......~ ,... '. ... ,,",,' r, ,'-

ot underwri 'ier'- The und.erwr'i ting' function' is"J'~er'!o'r:o.ed'by'OuYi.?~:new 
• • f _" .. , • ~ ..... • • , ; .... .., f-. • 

securities from an' issuing corpo'r'at'fon at a price' 'deter:mined.- e~i t'her-' 
by negotiat'ion or thrO~gh competi:ti~e bidding' 'anCi re5;eili'~g. the 
issue's ~o the' public' immec11ately·"a.t a p'ric'e:s'iigh'tl'y' h'igh~'r-- ·t11~·ritb.~t 
paid. to the- corpdrat1on. If' tbe:'{~'~s'~'e is suc'c'e's's:fully' ;r~;'OlCr"'t:6'th;e 
public ma'rket,the 'di~fe'rence' bet~:ee'~::'the"pric~ 'p'afd~ '0:1'" t'h~::-;-:"'\":'~"':'" 
unaerwri ting group and the 'price p'aid 'oj:th'e: pu:blic:\ Dia:rk~e:t~ 1's" 'th'e"'; . " 
unc1erwri t'er' s spre'aa, ~ or compensa ti~on'- . Ir 'th~:' 'u-~c1e';w~ri'te:i- misjudges 
t'he level ~t -wh:lch' inve~t:ors:: ~i1.1~ c'ommltt:he1i 's'avi-rigs\ it: Jiil:: til: 
unable to market: the ,issue except: 'ai-a.·'iower",pric'e-'t'han<·· . '.,'.,,,:, -.'"-,~ ~ 

: " . . . ~.~ ",' ~ .,,:. '. ,'., ~ .:' " ... :: : .... '<: ...... :'IC~Cl:' 'i\"' -: .~.:-~,:. 

anticipated •. It is. the substantial risk which underwriters run during 
-, • , ~ ..... ~ - " • _ ".,' ,., .... " • ,f ," ,. , ' '" ..... ,..." ( ~ ...... '. r,. . "...., -

the offering period', combi'ne'd with the need t'o:" keepbo'th 'th'e' 'issuing 
co~pa'~y an:d -the 'i~ll~e~~-tor' as ciierit:~,' wriiC~h' "diS'~':-fpiih~~:.'tli~(~: ~ :C<;:::::-::e 

~, • , •• '- " ..... ~ ,,~ \ '''' .' , •. • ... "'" '_' .... ... ,.... .. 1""1 , ,f' ' ..... ,. '. #'. ,-.. .. , 

underwriters' carket-}lld.gment. " ,'",. '''~'' ....... - ,~" 

" •• ' ...... ,"'0 ~ .... '": ""I:'~~ . ,~~" '- '~:~:: r.>:, :;:." :~:.. '''".::''"':~C~:: 
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Of all the services pr'ovided by investment b,~,~er:sr:": t~~\' .. :V, 

ab111,ty to jud.ge the marke,t"an,d. cOr',r~c~ly, pr'i,ce" an,,,issu~e~-::rs--'o-f"-to"e

g:-eat,est~ bene'!;1't, to'the" issui,ns,. ,co'mpany~an~(iny~,s~'O~~ al-1ke"~ .. ,, I,n", , 
'Co •• 1 • \ <" , ' ........ , ... !.,. ............... ,_ ...... _ ...... '"' .... _,, •.•. "" ..... _\'~. 

pricing new bond and" p,r'eferred issu~,s ", Meye,r ,cons1de.r',s,J,.\fir's,~". ,the" 
. .. " . . ..... -,' ., ",.... . -" ... . - . \." , ... -~".. '.... ...... ... '........ . ~ - - '., ~ '" ... 

yield levels of the money market and the competition ror cap1 tal. ,~ 
oil • '" _,.' " •• ~ - '. ~ • '.' ... ", .".:' _'~ r,. h'::: '.:.. ~. .:, : ..... : : .. _. :,) ::;., .:.. h :.,.: ....... :. .. ~','~ ~~I \_ 

Consider'a tion is then given to the security t'a tings of th.e ne,w_ 1,s,s,ue 
..... '-.:' .......... -, ...... ". "'" 

and. the ability, or. the, company ,to maintain ,o,r'" imp,r',oye,,,s,uch ratings. 
The stre~gth and tr"end. oi"the

L 

'c'omp'~ny-' '~"cap,itaiiza tion and 
• <' ". • - '>. ,~,. .'" . ' .. ~ :, ' '. -'<' " :: _ .. \.. :.... .... .', \,1 .. "',. ". '.:. ~'.':, '. '_ ~ ;~ ..• ': 

inter'est coverage r'at1os are also im?or'tant consider'at1ons~ A 
.' , "", ~ < _.' " ...... _ ..I .. :' ... ~ ':, ~..:, ,.:. \ ;'. :.. ~:. ,I. ,: :.,' , ~ .~ ~ ~ _ : .~ ~_I <.; : :~-I :. :... ~ 

company facing ongoing con:,struc.t1on" e,xpen,dit1J,re,~_ requ,1re
e
s h~,gh~r _, ~ 

equity anci1nte,res to" 'cove'rage r'~ t'io.s'1n' O~d.e'~ 'to" 'c'o'n trnu~e' tO~haye -.' ~~: " 
, ". ~ ,,' ',", .' ~",.' :. _"~ • ~_'~ ~-.'_:~.' r.),r., ...... ~_ .... ,,'-.•• C.I..,:' '._ \ •. j, ••••. "-.I\., 

access to tohe. capi'lial markets. ,The,se. fa,~t,or's,..,., c,r'~cdi"t .. ~at,ing~ an~ ", 
• >r • _ ', •• , ••• n'."'A_ .... ~, .............. .,~_ .. , .. .,...._ ... "'_',.' .... ' ... ~,._~_\ ... 

:':lter'est, coverage r,atios, ,ar'e depend"ent" up.Otl~ th,e ,ea,rnings ,stat,u,~e,o:r 
1 _~' ,-, . .. • . '. . '. _". ~_ _ ~. > ,. ,L ~ ... _' ,. ~. '. ,..... ,-,' j .... ~( _.... .. • .-. ' __ -.. ,I:. _ . .} ...... :,. 

the company..., ,,'. , .. ", _ ," _ ,'" ~:',::; .:,~;..... -: ,;::',~ . :;', "::.., :; _ :: :; '.:' ".: ,:: 
Another f'actor' is the amount of outstanding s,ecu.r'iti~s. , _ 

'. .~ -'., ~. ::, d ' .... ,.~ ~ • ,: _ ':.,.. '. : ....... ~,'-,. :.> ~ -_' ..... (. .~ .. ', It... ~. \ :.,.. \ ............... ', ......... ' '. ; '.I 

?!&T has over $6.0 billion outstanding debt. Many institutions 
~ ., ....... ~ .• , '- '" ,~ "' '.: ~ .. :: /I,' ~'. ~. ,.,:'. "0<':'_:: ,,~. ~' .: 'u '''"' ~: 0' ~ :'"': ~ 

holc:.ing these sec.ur'i ties may r'e~uire investmen,t limi ta.t'i,ons in the e 
sec~~ities of one cO~POr'at1on. "ihi's:\uea;~ 'th"a"t ;t'iie' ~';k~~'t· for new 

~'" • _ '. ",,"" , ,____ ,'''"'' ( 1 ,c, , .• ,,, """t .". -, ."... ',,;' ••••• , .".....' - .~' 

securities is' reduced andmay~~esult"in" a" hi'g~ler' 'cost' 0'(: '·ne~. ~c~a:p1_ta·1. 
.• , -, ..... -: ,~ "', .~ ~- : .... :, ' r :.~ .... ':.: ~: .:: ... , ... ' ,~: :,' r' :',,: '" l~: ':;.. r ... ,,0,. ~. ....' '" _. ". ~; ...... ,_, '", • 

. FUr'ther" Meyer. said" in th.e case ,0.1' a, re~,la.:;.e~~co,mp3:ny" ~ 
" - " c, . . c., •. _ ' ~ -6 '." ri, • " • , •• ~ , '. I '~ " .... ....... _' ............ _ ..... \.r I • .' •• , \.- ..... ' 

the regulatory, envi;-.onment is" a ver'Y., impor,t,an,t, t:ac:t,or_ i,n, ,de,ter'm1n1ng 
• T. _, '.' _" , _ ... ; ,'" 'd._ .,.;.., _ .,'..... ,,,.v ,~J ... '._ ,'",,'I';' '''.'' 

the cost, ,of new c,api ta,lc' Regula,torr lag., and t.a t,e, ~of"r,e.t~7".;l. ,'. ",_ .' ,., . .. . ......... .., .. ' . '- " ..... '.'''' '"" -, .... ', 

alllowances which do not reflect the true cost of ca~ital have a, 
, __,~" ~ '" _"~,' • ~A " ,r u' . :'. :~~ ". ~-'. I : : ...... ' ','., '" .... ',' .. ~;- \ ~ .:, ........ :. '-'I~. 

nega,ti ve imp,~~t. on the., c,ost ,o,f a new ,1s.slJe.", " ._.".~ _ _ ~ ~ " .. ," ". 
,Meye,r "te'stified that :financi'ng~, ,~f' ~ne~'co'~p~o~'at~~~i'ss,u~,s~'Oier' 

the 'last t~n y~~~s ha~, excee,de,d~ a-.halr '0'( ~riil:i~n, io,~la,r's'~" -: p~b~-i,~ 
utilit'ie'~, inclUc:1i~g the 'commu'nicat-io-n~se-c~t'o~';·-aoc~o~;te~c:1' fOro' '3~6J.-' 'Of 

'. .' , "" • _. " ~:.: :: j, .~. " ",.. l .... ,~. ~I ",_'1. ..... w :.":: ': ~" ._..:. ..... .;.~:~,;... 

the new corp0r'ate i~sues d.u~ing this period. State and local 
f .~'" ... ~ •••••• ' ,', : • ,':r :""'~'" ......... '"'::; .. "._ .. ,~~ .... . /: .... ~ .' ...... '~ . .:::,,~.r ..... ::,_ .... , 

governments have accelerated their' bOr'r'owing'J and thus increased the 
, ." J- " '-., ,. " ~ ',..., ... ,'" f'- .,........., I .• ". .. .... ',..., .. ,," 

competition for" capital and. 'macte the- 'aiaiia'biYityV'o-r' c'apit-af i~nds" 
, ' ..... ,:',.,.~ : '-"",'.': ,:J,,:' ..... ,,0 W:.:.i ~ .... :..',-;I"".\:.,......:, ".,-.,: .2r :':.;_ '.:."';'·I-:~:;''::~: 

mOt'e uncertain. There also has been a tremendous inct'ease in the net 
• ~~ ; . ., '.:~ ~~~~; ~;':"'I ~ ~.:': .. ,,,. "~ ~ '.,' ~ ..... ~ ~ "'= ,,'~,;~ .... 

borr'ow1ngs of' the U.S. gove~nment and its agencies. 

- .1.47 -
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• > .... ,... ,. ~ _." , • •• ," ," ~ ~ ••••• .,-. ,_. .... ..... c. /','~" ,. ~ ," ....... ~' 

It~ has' become' more-d·ifficult"t·o· pri'ce' an'd' mark'et utility 
• '. f " -., r ' ''' "...... ...... ".' ~ ,.... ,-, " " "' •• ", r _: .. - f ,."", ",""" _ ........ r- , '>40 ... 

securities. Irfad'di tio'n to the inc'reased'comp'eti·t·fo'n for': n'e'w- - . 
capital, investors': have seen t.hequ·ali ty····o·f 'utility :s'enio';:'s'e:c'u'ri'ties 

." '''" • ""'...... '.- ," , ': .", j '" ~. • P'\ I r'," "'f,o, ," " 

c1ete'riO'ra te signi'fican tlyover' the 'pa's't- few years:';:' B'ond "rat'ing's- have 
been rec.'il:cea :!.n many instances: and~ the' tear-':o'i- m'or-e" d:o~ngr-id.·e;s 'is',:', "
still present. !b.·e gr-eater ther..:!.sk,' the h:igher. ,r.etur-n'the i:nves'to~ 

. ~,.,. "1, ,-

will cemand, resulting in higher- capital costs for- the issu'in'g"' .. ·" . 
corporation~ Afuther- contributing 'ta'ctoi:to: highe'r c'a,p'1'tal costs is 

. .-\' r\>, ~ ." ... 

the smailer marke·t forsecuritie~s or'ire~ter' rfsk~ ,: - ",~'::::,::~;" .- .. , 
.. .._ _. ..... ._, ..... " ..l- " •• _. • 

'the' princ'ipal finac'-c'ial me'asures' p'rovid.'in'g tha t"the' '-', ", ." 
, , • , • -, ',c, >-.' -.~.... ~','-", ..... : :-' r '-~ . ,-- . .... .,': :,....' 

ic.teres·tor dividend' will- c'e' pa'io.' du·rin·g:t~e~' term- 'o'f"tne' 's'ecu'rlty';" " 
that inv'estment ~uality wi'li oe~i'ntained~,' a:~d th'~"t'~:'in:;t'h~c':i$~{ot 
Oond.s or o.eoenture-s~,' the p~incipal .:.iillbe:':;'r'ep·a1'i:When: :du'e~;- 'a:r-:e:>tbe-

" ..... ," • -'.~ ~,"'" _, ,J-. _ \ 

ac1equacy of earc.ings to cover 'th'e' fixe'a cnar-ges~ 'of"'1n:t'e'res't'a'na" " .. 
, • '. 1-" _ n, .n., '''.:: ' ... -.-" ~.. J'.. • .... Iw.\~ /., r.. ...... 

preferre·d-divio.en~~" ~~~ S'oundness;'~r t~e'''ca'p'i tal s't'r-u'6tu.r_~ and. the 
regulatory env1ronment~- - _ .. --. ,,; ~ ... '--

Meyer said" that the regulatory environment is very 

imp 0 r:tan:t.: to inv~,.i,~o~~. 'thet:frst step taken in an evaluation for 
ic.vestmen-c in a regulated. utilfty is a review7 :o.f',;·t.lle Commission 

, ,'. . . ' "'''.... ,... .... " ., 

orders settic.g th'e 'ut'ili ty' s' -auth'orizedre'tur-n. .on',~,e·qui,ty. I,he., 
• " " ,..' ".. ~-"" < ,.'.. ~......... ..~, ". .:~ .. ~ .... - ..... , 

invesi¢r -or- investme-rif analY:itwoUld. d.et'e~m:Cne':-·-'-.. - , .... , .. - ~. -' -;,~. 

t.l:le autb.o-~i%ed. retur-n-o-n equity;:'", - ;<, 
test p:e'riod.- lag, i·f.-any; and ,,' 
disallowa'nces, if any. 

Shoulc1 the o-rde~ be' ba.s:ed-~ 'on anunadj'us'te'd- 'h'j;'s:tor-iC t'e'st.' 'per-iod 
ac.dfor 'c-on't-ain d:isal'lowanoes: 'whfch ~ouli p'reven t the' 'u t~iii tY: (rom " 
earc.i·ng th'e' authorized' return o'n ':i:t-s~ O:OOK equ:i:.ey. ,"~he·'·iSvestc)'r: '~i1f 
lower-' his es-tinlite-offutur.e'actual ;'earn'in'gs'ati'd:,i~n?;t~urn~,.~-io~;ie:~ the 
price he is willing to pay for the utili t'y':ts: -s'e'e~'t-i t'ie's .'- ';B:/ 1:~~eri'ng 
the price, the inves:to"r 'increase's 'the yi'ela="on- hl:~':inve"s't'~ent, 
to.ere'bY· cOmpec.-s3:ti-ng '~h-im":-for t'he-:h1gh'e'r-:~r-1SK:': '~;" "':' ~:-:~ ;,:~'<-:::-:::" 

, - "48' -



A.82-11-07 et ala ALJ/jt/vdl , .... ' "" " 
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, Whi,le._ th.ere .ar,e ... many impor,tant ,~a.et,o.r.s~,s.ueh .. as_ .the nature 
- • -00' • •• _........ • _ ~ ,_ ~~"',~ ...... ," ... "._ .'''' ~... •• ,.-.' ~ • ., ,.,.' 'J ... ...... ..... _ 

of a eompany',s busines.s." its, managemen,t~ and i,ts. re.gulatory.c .. '.~ ." ,,' 
.. ~ , -- • " ~,~ .... '" , ... / .'_.... - - to.- ... , • ~ • _ " .~ .... ..,. .I ",' .... _ •• ' ' ... 

environment, the key measurements .. in the .. ,e,valuat,ion. of .the qual! tyof 
, .". • "" ~".'" ...... r ~ ...... ," • '.... ,..... <"' ~ ,.,.... , __ (. .. '" ,"'" ... • _ ~. _... ..... _ ... , ~ • _ 

~enio.r seeuri,ties ar.e. fixed eharge eov,er,agesanct eapi,tal ,s.tr:u,et,ur.~,. 
.. ~'.' - '. .... . - . ~ ',.. . - "'. . ... ~-, . '. , .~.' .... , .......... \ ....... \... .,,' ,-.. ; '........ ,,"'..... ". '" 

Meyer s,aici. This evaluation affect.s. the: inter-es,t~ r,a te. or:, ,p.r-ef..er.r:ed... 
• - ' " .' -- ,. "' • .'- ..... '~." • • i ",' ..... ".' ..... \. n. ~-. • • ..... ......"H ............ '.. .. . . ,_ .... 

ci!v1d.endrate. whi.e.ll .the. seeuri ti.es ,must, o,t:f.eI",.t,o ,~,e_ a ttr~.~~i .... v;.eto. 4" 

-, • • '" ,,~ • '. - -, ,. ~, ,'. • .... , .. .........'. ':. ..... .. '"' -II .. ~ ,_.... ~ ''\ ._ ........... ",. 

investors.. ',_ ":', ,>: :':.: :,:~,.;' ..::.,,;~.',,: .,:,,-:,~.:::':-:: . ___ '" 

Meyer .did., not eonsi.der P!&:r 's, .e:U,~.r.ent, ,.b~nd ra ti,n,gs_"t~o" .b.e .. " 
. ,. • 0'..... ., -.. ~ I,: . I ..... ~, ..... ....~. _' '..... ...... ,". • ... \,., ......... .,. .... \"" ~ ,_ ..... 

satisfaetory_ If P:r&!n i.s . to. ,raise cap.i;tal .. <?n ,i.ts .~w,n"oy'e,r:., the" y~ar.5, 
..... ',' .... L _ •• ' .... ~ ... ~ •• 1 __ ..,' ~ ".' ,1", .. '-'_ ~. _' __ ~~'~' ..... ,._ ..... 

it ::nust :.mproye i.ts, epedi t~atings.. Id,eally, P,!&.:r", s,hould... 'oe a 
AAAI Aaa, rated. eo~pany.; ,. pr-a~t,i"ca:liy ; it" '~iii' b'e "un~·~le,·. t,o'~~eh,ie~.e ., ~ 
AAAIAaa''o,ond ratings .i,n 19'8.3 .. ···· A~' ttie' ~ve~Y. rea~t:·\~e:, ~~?mp~o:y:··~~·5'( ~ 

- •• " • '. • , I ....... _" • ..- ... , •. ~, •• , '.... • ..I, or. At' .... _,_ .... ,,"" ',,... .. I, ..... ,' ... ' ,~ ',' " ~ .... , .. I •• ,'.,. ... 

i:nmediately str-engthen. it~ present r-ating~ an.d. str:i~ye ~_o .ach.i.e'v.e. , __ 
• '.. ~, _.'" ~ ~ 0"."""_ ,,' ~... ~ . '. • '.' _ .. _' ..... " • .,,- \.. . *-' . I.,' ......... ~ \",. ... 

AAI Aa bocc. r,a tic.gs as e,arly,, as .pos5,i_b.l~ .• ,. __ . _." . '. _ ""~ ", '._. \' r, ,',' 

. ,In. o~d~,r' to, d,o,thi;,,' ~P~&~, -~'Us.t-. ,imp,r~ye'-'i'~~' iinan'Oial~ , ,~ . " • 
' .. ~ ,. ~ ' •• _'. ,.' - ~'" '.' .........., '.,-. t' ••• ,0... ••• , ..... ' ..... _., .;.,. ... ' .,." , .,;" .10 ... ' .. ~ 

:-atios. The seleeted eri teria for S'&P' s AA bond .ratings. ar-e~:_ _ . 
.. '" .. ~)""'"'''''' ". - .. .... .... \ ....... '~'" ........ "'1:' :", 

Rating' 

AA
AA 
AA+ 

~. ~ ". -.' . ,~ . --' . ',~. " ~. :. ·Mirtimum ~ .. , ,,~, 'Minimum 
. Total '_' -', Total .. ,." Common . 

. , ..... , "D'ebt: ';:.;" . :Eq;:,tfty'~~·::: E~tl1~Y::<:;:"-
C.onsi.s t.en t... , , .' \' ~&: ~. ~ • ~ ~" . ::'.: ~&,~ ,', ": :~ :'~ ~. ;' ;": ,&;; c ';::' \ :~ ~ 

Pretax Interest Total . Total Total ".. ..,. ". " 0, ." ...... " o. • • I.,.... ..., ..... ' .. ". 0.+ •.• ,.-, •• ' t.) ........ _', 

Charge 'Coverage' ' .. Capi'tal' ',' '" -Capt tal " , ... 'Cap'i tal~ ~. 
3.7x -: '4:'.-3X: ': . ,: -4~o':'4~S%\~ : ... :S2-':':'s4f';" - ~ .. J 41%: .~'.;'::: ~ 
4.0x - 4.Sx:·:~'.::.·· ~45-'4'7.'%~ ": ;:,:53·-55%.Jf ·C'~.:: 48% 
4.3x - 4. 7x :40'-45%: . ~- .: 5:5:-.60%~ : :;<;:: 50% 

• \~ f " 

In Meyer t s opinion, the .. 0bJeet.i.ve.eapi tal ,str:uetur:e .sho.ula 
• ,. _ " ' •.. ,. _'-.' 'u'" • " .'" ',' ".' ,. •. ' ... '~ '.:,_' ... ". L .' ',.. _ ..... 1 .}+- ........... __ • >-" 

be,45~ to 50% .. debt. ana 50%. to ,5.5%e~ui ty f.or, now .. " . '!he, long.,,:,ter-m . ,'" 
•• , • .. , •. ,,-~~!Ic. .,.,..,La'll '-- .. , •• , ..... ' ... ,-'_ ..... ,.~".J ........ , +-~~ ....... t, ......... ' ,' ......... '1.' 

objeetive should, be 40%.to 45%, d..e.'o.tor .1,es,s,and,.5-5%,~to .. 60.% ,equ1ty~. " 
•• .'. _L • , •••• > •••• • _ • ",-,,~. • "", .... , "., " ..... _ ~, .,..... ' •• ~.... • ... ' '. 

He. c,onsiders ... these o'ojeeti ves, to be. pr'udent_.andc .. 1n _the,. ,.best i.nt_e~es,ts 
, . ...,,, ~ ~ .... '" . ,: ."" ,.,.., ,~'" "~ ~ '-' .. 

of customers .and. inv~e-stors._ ." _ , " " ._,., .~, I. :..:':: :,,:, ' .', • _ 

' "Meyer, 'expl'ained ~is-,'theory:f~r_ .d:e;'eF~~i~~ng~ "~h_e~ l~~el, .,ot:, ' 
- .. ... '. ... ' • ~r' ... ~ wo· ......... _ Ii ... _, 10 ,. '" II: ,_ ""." • ""'. ,-' ~ .... 

long-ter-m interest rates. Sp,eeifi,cal,ly" ,l.ong-,ter:m Jnt.er',e'~lt~ r:a,te~s. " . 
•• ', •• ~~~ --.-' •• , ..... ~~c ... ,_ ,._ ••• , .......... ,., ... 1; ............ ','-' . ~ •. ~ 

inelude a ,0rtioD for the use of money, a portion to offset the 

. -
. ... 
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,'. .. • , ...... , , J "', - ',: ~ , ...... J.... ,' ___ ' ~'.' '"; ,. ":~::' .:. \ :--: '" ".~ .:; ..: .:' ~ I :' .. ~ ''', c =, 0 i~c'l 

expeoted loss of purchasing 'power through inflation, and a portion to 
. ".'.'. "",, -, .:', .. '. ,;" ' : "''-',,,''''''.'' ~"~',: .~"~., "r:",'":·.~·,,·~c "".),-::":.:;:',' 

orfset the higher r-i~k of companies with lower 'oond, r-atings. ' 'the 
,. ., '. '. . _" .- : .... . .' .. " . . ... ~ '., <"'; .. ,~,..., ".:: ." ~' ':, '~~ •. ~ :> ~~ ~. C<~::. :. 

charge tor the use of money remains unchanged over- time in the range 
0!"2.5~' - 3~O%. 'The remainder of the'1nt~r~st':'~it~"i~ ~eq~ir~d,'to:': 

• .'~ ,- ...... ,.' , ..•.• ~,~,~. :", ... ,,' \'': .'. f", p •• :: •• ,''',' •• l.· ... ~ 

ot~setinrlat10n and allow for a cr-edit risk differential. 
In his jU(1g~ent, during April-of 1983, a.~riew:i~;~;-of"p!&r 

.." • '., , .1.. •• ,.,' d J" I ... t,,··! 'i ,'"". ., " - ... , :" ., ,-- ... ,',","" -._, 

bonds rated A3 'oy Moody"s' and by 5&1> 'wou~d require' a 'yield in the' .,." 
".14% to 13. 61% r;-a~g~~ Meyer-- r s experi~nc~ in':'the:1~vestmerit. :. ~:..:.. 

" .~. ... ... ( .. "', 'r' .. ~.~, ,,,". .,... ... ,.. , , ' .• 

business h.as cons;1.stently ino.;1.cated· that common 'stocJ..C'investors -~".' 

~equire ~ t~tal r~turn ~ome~6o-§o6~ba~is:~;in~s'h~ih~~~~~an the 
. -' .' '. .. . .... ' . ,. '.~ -.:\. ': ·~c:. 'j.; ~~ . '"',.-: '_ ,.....~ ..... :.: .. ' . >":": ",~ 

return availa'ole on the same company's long-term debt securities. 
.' . :' -. '>.:" _. . :. ,:: "; ~\ ~. - ~;:::, :: ; . .<:, ,;-~. '. ...." ..... ~":...: :: 

Meyer emphasizeo. the neeo. ~or.investors to regard PT&T's 
•• ' . ,", ',', ' ' '-. , ". ..... ...... ~ , ... "' , \ ....... ~' " .....~. e 

stOCk as a gOOd' investmint-atte~-di~estit~~~. ·S~ocii~;-PT&t~b~-"-~·~ 
. .-.. ". ., ,.' ..-, . -. . .... ' .... ,. ....... "'". '", ....., , 

perceived by investors' as'be1ng anunhealthycompany,-'a sell-orr"in-
• • - • • c' , ~ ,~. .~ -" "", • I , "', • • '. ,"'< . ~. 

the utility's oomnon' shares coulo. occur" almost '. immed,1a tely •.. -In this' 
even~, the market f~~" PT&T'~;' share;' couid' br sev~r.eiY"de~r-essed·,··a~~ 
almost' ~ediat~lY afte~ 0.1 v~sti t~re:' 'th~' ;tbCk c~~fa' tr~de:: ~ t' -a,': io~ 

. . ....... . .' ~ ',.... " I",.. .. ( "" '"...." , . ~ ... , .. , . 

:narket-to-book ratio and pr.eoiude PT&'t from bEd.ng- abie~ t6'·se.ll ., 
ad.c.iti~nal eq~ity'at: bO~k value' ~or-" Q,uit'e"';ome ," time>" ,." .: .:, .. ',.' 

• " ~. • "" ,'. , , -0- '"" •• "' .\ _, • ",-.., ".. , "". :" ,_, 

When new equity oapi tal" must' be s6ld~' at" market prices below 
" • " . - - ,. .. " .... t",-. - ...... _: ". "., .... t'.. I . .. • " I ,-. ~., , ' ....... "'" -

book value, dilution of earnings"per- Share'and"assets"per'3har-e'~"~ 
• _ n '" .. ~.. -, ..,.. ,.. ,,... <~ .... t' '......;. _',' , " \ 

oocu:-. When such a situation' con tinuesi t becomeS' ever more' , .. '. - , . - .... ...... .... 

diffi6ult to issue new shares exoePt'~t even-16~;~'p~i~~ l~~eli: ~~~s 
',"" . . \ '-.' " ,', .': '., . . " ,~' ..... ~';j ~-: C",' ,-., '.' ,: '.,. J 

ex:end.ing t.he downward. cycle.' 'the sale of stock at prices below book 
, • t ,'. I'· '. ' -, ,', ", • • _. ........ ~y ..... ... '" , , r-' -....... .~ •• I , • , .... , l ..... 

value ~equires ever larger 'rate lncreases as' an offset:' . The" sale' of 
.' ,"" .""" •. ,', ... -' ., f"'''' > ~ ~ .' f>. ,.' ...... - --.- .. (" ,.. \ 

common stock below book value" requires a h.igher' r-ate' ot'r-eturn' on~"'-
" • • I' -, - .- , .... ,_ T .... • • ,. • r-~ \ .... • ~ ~ ..............~ .... -. ,_ ., ~ • '....., ••• "' __ 

equi~y jus't~o s'tay' even, let- aloc.e- mee't" th'ereo.u'ir.ements"of' the ...... 
A -. _.. _ T • , " '~- -... • • ~'., .~. ......... .~" : • .:: ... • ,,;. ""': ..:.. ,;.: ,~:~' .. ' _ 

marketplace'. 
, - _. - _., ',' .:: :: " ... _.- ... -" ',.. ::~ ....... -- ~.",. -' ;':.,'" :"'..:- .. ~ "": >.' ~.-. ,~,~' 

For- a company to issue new shar~s yield,ing net p~oceeds" . 
,', J" " _. >-. ~ .'~"'....' <' '...: :~ • . :"::' ' .. ..::. : ~ ..... :. .,- .. :'_..... ...... ':.. , ;: c ~.J :.., 

equal to book value per share, it is neoe~sarY' that the market prioe 
. I·'......'" .,.'""1 - ........ - " ,'r-. ~., ~ •.• ' ...., -"... ... ,... • ........ ~ '. ~ 

ot :.b.e shares prior to tb.eissuance' be ~utt1cierltlY above 'book" va'lue 
to allow tor the costs of issuance, includ,ing underwriter's 

-
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compen~ation and othe~ 1ss~ance expenses, as well as any downwa~d 
. . ~"'.:' :-. ,'-"'~~' ... :': .. ~', ... " ' .. ':""~':'''': ,.., '\,'_'~-: :~ ~:_~.~.:\r .. :..:·~:~.:·:, .~.; .~".~":', .... ~" .. " ~~.'~:,.\:::,~!~. 
market pressure on the pr1eeof the stock b~o~ght aooutby the ,. 

_ . ',:' ~. :. ~ .. ~ ~.-.':~'~ "" ..... : ::~'<-,'" :,:. ..... : .... : ... ;:;~,:. ,') ... ~:_.;:."': ..... I..;-.,~::.. . .:.:~ I';~:'~:: :":".": .. ; ... C 

ac.nouncement of the new issue. In addition, since a ~til1ty,must 
.~ .~ '" ..... • .".' • ,''\ - • ,'-0, ..... ,.... ,.,' "" ~-, • >- ,'- ~ .,.' " .......,. "I. -. ,.' ~ ( ,'" ',- f .... ," ........ 

l"aise capital when needed'to f'ulfiliits public·' sei:vice'~ooiiga:t.ioil~;·· 
~ •••• " ,',_, "" '" '- ...... c ,""' ~ , ... _: ... :, :~ ~ ..... ' ::--" ~.''': '.!.'"~ ~ ",..; ... ; ,,~: - ',' :': • > :": 

~ne cost of equity m~st reflect tne ~ossiOility that the ~~ility ,will 
. .', ",. " '," '.. ": •• ~ ... ~. ~~ •• ~.:.. . •. "c' ~ ~ ... ,' .. 1,' ~.J;""i~.' ,":: ~:.,;,.~, .......... :_ ~, ,;:: ~ _,:", 

be required to iss~e new shares of cOlll.lllon stock during unfavorable . , ' . '. ,......,' " .' ,- .\,.,,- ',,' ' .. 
carket.conditi~Qs.· Meyer t1l1nks,thata'ZO%' p~em1um to'~bOok value 

•• , •• ' '. ",' •• '¥~_ .,'f", '. ~"u' ',:'" ":" ·,:~.\,/~"·' '<~ ,:'.' ... .:.j:.', .... : '-..i_,,,,:~ .. ; 
would enable a utility company to'sell new, common at,or above book .. 

. '.' ' .' _. ".' ," ,_ ,,~. , ..... ,.,~.~, _, . '... _ ,.~ .. '_';:'_I.:.:.\~: .. :, ,:.,. • .: I ':'.:: I,. , .. 0 .,' 

value ~u~ingmost,.mar~~t.",~ondit~o~~~" '~':',~:'~::':'~':'':;~::': :~;:::' ::.:::'--:...::::; ... c 
Meyer'said a eompany oould av~id the iss~ance of new common 

_. - , I c. .' '" ,,_ ._ ., '''' .' ,.,.' '~" .-,....,. r" ,"-

stock at prices below' book vaiue Sho;id. -the market value -,oi'1t~~~ .-~ . 
, , • .'.' -"r. ~ __ •• ,'~> ,~, ".~:n,_ .. _ .. ",<~:,:> '.~~., ,_ ' .. :':~.' : ... :: ,.'_cJ" ...... ~L:'..r~,. ;~~~ .. 'w·/~,..: 

common. stock be below book value. The most obvious way is to reduce 
" 't-. ~- -, ,.-.~ :." :.~', -:,'.. '''. "',~' J~ _ :~_, ·-,I,,('~;~.:c·. :. ..•• ~)r .. , 

capital expenditures. to levels j~stitie~ by internally generated , 
,', _ . ' ...... , . ,P: .. :-.':·'~:r·' ~,~ .".," _.' .. ;-"",~,,~ :--'\~~-:.: .. ,,:: .... :::" '"' ~h' ~,~(,.~:.~ 

~~nds. This is the course undertaken by virt~ally all of American 
... ~'c . "" .... . "-.... . •• , . ,... (' I~ .. , .)~.- " ~, ,.. •. ~ ,,', ,... ._, ~. 

business. The utility' industry is a notable' exception to· t'h1s'~rule'~ 
• • ...', ,.., f"" ""I .. ,. • ~.,.. ... .,' • 

he said. It is a u.tility's respons1bi11ty~,to'jroyi'de- se~v1ces' to.' its , ... ~. ,,"" ',-' . '.: .. _.." . """"~' ,. ", ~' .. ': .'~:."'_: = ,~.:' .'':. .. ':.:: ~',,::: t = ~~I ~: '~'i 

custome~s on aeman<;i .• I~.the~~t1l~ty~:s c~nstru~~t:i.on,.~;-og~~~.~.W'e~~_to e 
be seared to its ability to pay:ror'new ~lani'r-ather.'t'han't'o~the--"'·-' 

. :. '. ,:~ _ - .~, . ' ~ .. '"'. _', ',:_ ' .. \ ... , ...... #".: ;:....... .:-:' .... :; /:, "': > ':1 ,;, ..: - c:; -:: '" ;.. ~ ' .. , ~~' 
needs of the people it serves, in a very short time service would 

. ,.' "','" .. _: .. ~ ,. ..... " ... ,~, ~':\~ )'::;'.': ;~.~:', ·,.'I'~ .:::;'J'> .",!:',~,",,:C,;::.'~ ::I~.:' 

dete::-iorate and event1,l.ally the 1,l.tility would be unable to satisfy 
_ '-'" L_, _ " • >-- ',. I .h .... ..,1',. , •• , .... , ... , .. 

tb.ose . need.s. This ~nneeessary' hardsb,{p' will" ,be' avoide'd:;' acco~ding to 
... .',,~' •• ,.,"'~ "'~ ...... "'-.,~ ~'i .. I'. ,'~\ • ,.",. 

Meye::-, i~ the company 105 able' to ' ear'n' tb.'e retu:rn" tha t~' will a t-tra'~t-' 
, ., ,'. '-, ,., :":" , • • ,--..... -"'. r, • _ "~.:'., ... :. .... :: , '.'. -: ~.' :::, ~"" ... -' ~' • .t. • , .. ,..,~ -:'c ':, :: 

neW' capi~al at !"ea~ona'ol~ r"at~s. .. .. "" _", " 
Meyer Conciud.ed .his" testi~:6~y by" agree1ng- 'i'hat- PT&T"'s' ., ... , 

... "", •• , ,.' .. , ~, f'I ""',""" ..... ", /. ...... -',- '-.,,,", .... ~I~', 

~e~ues~e<:i ~etu~:l of 11.5% eq1,l.it"y- ap~r-oximate$the"'·cos·t.o-f~ e'cluft'y ,,,, 
capital in the mark~tPlace. AS '~;e' said.' 'pr'~viOus.l~;': hi'~' '~'~~;1e'nc'e~ in 

. ""~ , . ..' - .. - " " ~ "' /,.. .. . ,. ~.,,:.- '~~:: '".. ~~'''''~::' .', ~._ .~,,; :~:. ": -::J:::~-:-:':'~, 

the i~vestment ousiness indicated to him that common stock investo~s 
, .. :. .. .' ..,,, '..'- _, '.".",: '.' '.' ~-: -0,'''; t',;. ,: . .: •. :: ,_~ ...; \"I \"~: _, .... ,' ; .. ' r:. 

:-equire a total return of some 300 to 500 basj.3 points (3 to.5%) 
higher than the ~eturn available on the same enterprise' :;'l;O't;g:..\:;~i;: 
dect •. od: that' oasis- the "i'~5!, r~t~;n· on" eq~it;r Z::~'q~e'st'~d" by PT&'! is 

" , •. " '.' -.~-- '", ........ ·r ~'.: .. ' .... , ,'.". ''''''~ .'.P .... : .. • .. ;,,:<,>,~ Q::' ".2:J:'~~\ 

-..ri thin the range o~ ~easo.na,Oleness as determined by the :narketplae:e • . , - . ~ .. , ,. ., . , ,. ~... ': .. :' ':,':.: ... '": ,~.: . ~ ,~'''''..,,_,::,~ '~)~;.; ~ c 
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Li tzenberger '!"or" P1'&T': : ~ ~ ... ,."\ r n •• 

, .v,' ... r' c 

," Robert· H .. " Litzenberger,':'Ph::D .. , a,' p~ofessor~o:r~Finanoe~;atV :":..:: 

the Stanford, Graduate Sohool· of' business';' was-:PT&T,~s:: seoond~~1tness .. -
Litzenberger-again, usec1 'the~four .. approaohe$;;':'Discounted 

Cash Flow' (DCF), capital" As~et Prioing· Model" (CAPM.);;~ market,-:-prioe .. to, 
book value rati'o, and' oomparable earnings)::-that'l:ie":'used: in, the~'last) 
oase. A.5 a: result of his s,tud1es-~ ~ he reached th'e con'o'lus10n"that)'a .. ,
reasonable range of fair .. return's~ on' eq,ui ty'" is from'; ~ 6:~9~:: to 18·: 1 %:. :-:: 

, , Litzenberger's DCF approach is, a, market or'ien'ted:,approach.: "" 

which est'ima te~ the firm" s' o-os-t', o·f eq,ui ty~. 'capital': as:: the": ra:te"- which~~,
make~ the c1iscount'ed-: pr-e:sent' value' o-t' all: future·- cash') floW'S expectec1 
by 1nves:torseq,ua'l to:' the" ourren t p-rice· 0'1':' the" 'firm,' s~' s tool('~ -:: The'::: ", ,',: 

future- eash'frows expecte'(!.~ by' investor's oan ' either, 'oe;,-specifie,c1': as':: a-;., 

:s tream of expeoted di vic1ends.~_Oye'r.:: .a.: .. ..fic.i.te:L1n.ve,s.tme.nt:::.ho:r1zon ~ and~: the 
expec'ted So'tcek p-r1oe at the- end or that horizon (tlle~nn1te:-ho'rizon'~' 
DCF mO<1el) " or" an: :1n.fini te'~ stream=- of expec,ted/: d1 v1'c1ends::: (the~'1nffn1 te 
horizon D'CF" 'mod:el) .:: " , -."' .- .... "'" 

•• , I ~ 

" L.:!. tzeno.erger' s DCF ap.p.rooach as a' wh'ol'e indicated t-ha·t- .,> '" 
PT&T"s' cos,e.- 0-1', equi'ty oapi'tali's o.etween~>~5""9-:% 'and':-16:~7'%-:.: ~:.-' ':"~~' ",-;7 

, -, .', His. CAP-~_ als,o" a market: o'riented approach; was:":~:," ~ .: ,-, ~,: .. 

character:1.zed by L,itrenberge'ras a' 'risk premium" app.roaeh.·, c H:e d.e:fined 
:he -risk premium, :s·ome·'t'imescalled.:.' th'e,'expee-ted. 'eX'ee':s's: ra:te~ of:"';' 2~ , 

return,. as'the ad"d.itional eX?ecte"<1"retllr-n tha't 'in've,:stor'~:'requtr-e:from 
a r!.sky investment over, and., ab'ove" tb:eretu'rn o'n" '3.- ~a'fe::'1nves:tment"~: ";: 

, . U'nder t'h'e CAPM, 1nves:e-or's: 'are" assumed.: to..: he>l'd- 'd,iversified 
portfolios- and.., therefore', are, orilyc:oncerned wi,th the"··p.ort:i¢·n=- 0'1' ;t,he 
risk 'o-! 'ind1vi<1ua'l, ~tock;s:,th'at:' ;they:ar-e- una,'cl,e' to.el,i1ninate:throu:gn ": 
d.iver-si-f1cation. 'The: por-t:l.oo.~of. the: risk-of" atr',i'o.d',i:Vidllal, 'secu:ri:t-y:": 
tha toannO:t ,be elimina't"ed'" by ,c1i-versi-fiea:e.10n' i:,s:, the' ri"slC wh"1c:h,': :13': ':, , 
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i:c:plication of the CAPM is that expected rates o!~t,u,rn .on:,.risky.::; _< 
investments _:ar~: commensurate with:,; their:, sys~ema~ic. ~i.sk.>,o.r-:~ beta; 

i.e.,.. stocks. that: have' higber be~as:.require.:higher~".r:isk: p:re.m1:um~~ '';::: 
-:Li tzenberger" indicated.: that, his:,: es:tima:t~,·: ot::"t,h,e.,:.cost of 

equi ty capital must: be:- transla ted-into a. fair.:: ra}:e_,:,~f, r--e:turn'n'~,~ b;oo.k:.: 
value that,-were PT&T's·stock~, publicly. trad.ed(,.:>w~.uld. r,es.u.l~.;1,n::~ :f:a.i:l'" 
~arket . value· for P!&!,f.s equi ty-. For"' a_ s,tarting -p.oin~:..: h.e~ r~as,oned, .... :: 

:ha t, . the nature of: the compe~i ti v.e : sys-tem., '1s- s:u.'cl:1':th.a:t:,:fcr;., c _.: :. ,:,. ,~: 

nonregulated firms ,.compet:!. tive forces,. ass:ure, th.a;t--: ,in,,:t,h..e.::.long run 
the average ratio:, of the: agg::-egate markets valu.e.,:·of, "these:: .f;.1,rms-., ~O:' .~h.e 
agg:egate replacement, cost of. the.1r asset,s~i.s. -elos;e: :t.o:;,::1,.,O:_ .~.,H~ :al,s:O.:, 
said empirical ev1d.en·ce: .that.: in:. ,the lon.g·; run,,· ,the,:- aye;r.a.ge,:: .ep:on~my,~ '.: c 

wide ratio. of·· market value. to replacemen·t: co-s.t.:: h.as~. ap..p:r.¢'xi;ma.~d:,~1:..._0~< 
In :he 1982 Economic· Report of, the P.res.ident.r-eVi.sedc ,e,st1;mate·s, :o.f. ,t.h-e 

r-a tio of the aggr-ega te·' marke~ val ue p~ e~u1 ty:, P l,u$ .d~.b.t:, _¢',f:~; .':; .~~ ','':: :: .. :: ;-; .•. 

nonfinancial corporations· .to.· the rep-lac-emen,t:co.s't:; ,of.~:th-e:1r. a$S~t,s .~:..::. 

·~ere published. for each. of the last 26 years, 1955. th·r:o.u:gh::::1c98:0:.~;>:· 
This ratio is' called "q,~" and. is ,a~~ we-ll:-- kno:wnconC'e-p<,t: ,1.rt~ ;e.c.onom1cs. 

For the entire 26-ye-ar ,period:,tb.-ese- r-a tio'S,: ,av;erased::, 0 ~9:O5:.>: :'rh-e- ':, ':':. 
average :"atio- is beloW'~ L 0 b-ecaus'e:,o'f ·t,ne--:. abno't'mally:,.:low::.q~; ratio, 

estima'tes over th-e: last. seven years,. . .. Fo-r·,the-; +9~y'e.ar"'::pe:~i..-o.d;. J:95~".'.:'. 
th.r-ougb: 1973, these ra,tios. varie.d, b:etweenO:.J.8:4 . .'.ac.d _l;.:25;1~,r: :av:e~a·gio·g

excact,ly J .,000.' H,owe.ve:r-., 'sin·c.e:1·97_4.,.:,.tb.e:se .r.a·t;i9:S_ :ha ve,v.ar~ied.,,~:.: .' 
between 0.5-31 and. 0.746:, av,eraging .. only:.o.~6:33...;::.~;·: .:;-.<:,::';' .. ':~~ '.:'-.,' 

" Various issues of. the- .repo,t':t. co-tea, ;t-ha:e t·h:ese::a·b.normally 
low rati.o.s: mad-e' it mor.e p'r-:cf1~t.a'o-1e-.: .to". 111ve:lt.,·i:o"fina'nc.1:a·l: as::I;e:ts:::,,: :,~. 
rathe-r-' .than" tao-glJ>le:plan.t and. ·attr-i:'o:ut-ed·; ~tb.:e:m: ,.to:: uns,e:t,t,l.e:d-: .ec;o:nomie-: 
cond.i tiQ.ns. Litzenber-ger-.. as.ked~ the-- Comm'i:ss.i-o:n-- to-:'note-,:t.h·a.:.t: _t'he:s:e:, ... : .. 

economic: factors a!fect~ ~'gu:la;te~tas...'we-1L,as>n-o-n·r:.e,gu:late:d. .:t::1·~ms::- ~.', .. :' 
Unlike a no-nr-egu'lated~ f.1~m.,a r".egu-lated.f1:I'm..:-mu'st,,':c:o:ntl;n'u·e ::t.o ;:i.o:ves,t
when its q 't':a t.io ,is:- below' .O:.Fo~ the~ .r:e,gu·lat;o-ry 'p.~,o:c.e~~) ;,t:O::r:'; ~: ~;\ .. " 
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.. " \ \. ~ (~ 
~ , """I \ .......... ( 

~ ~. ~.. .... - ( 

.... I,,; r ' • .- f , -:'4", • 

pr-ope~l:r mir-r-Or- tl:le . effect' that competi ti-o'n 'b.a; "oli '~'~b:e::::;~iue of an 
unregUl~ted fi;m ~'the"pr-6f~;s6r ····'oelie·~e~ :-'ttia t ;;1~"th:e ;;lo'rig':~un~':~t1i~ ::: 
market ';'alueof t~~ eq~it~>;f ~ PUblic-'ut;ii'ii1c~l:l6~id:~~quai'':£~;~~i~e 
of its eCiui~:r at' ~epiac~ment 'cost.' ; "' :,-':;~ ';" '::",:'. "'.:; ,.: .<:-:;,.:< . 

• -.- .~ • , , • ,- . _.' ",' .'~ .. , -.• '..~'- 'v, - I \ -<., .,. ~ • .... 

The Commission" may, 'however-," pr-operfy' allow short-term 
deviations, in ~ither:d:t~ectioii~ ~6f.the··v~i&e'::of the::-co~p~ny~'s~:'eqU1ty 

w " • ,.., ..... ," _.: ,..:, -, ,", .-~ '" r '.: ,_: "':. .'~ ~;..,':;~ :, , •••• ' ') ~ ••••• ~' ;": 

!':-Olll the vaue of its equity at replacement cost to Illir-r-ot" actual 
competitive tor-ces' in 'the nori;e~lat~·d"'iua.~ketpia:~e::"~A' sh.o;t'~term;':;; 
target ~rket.-to~~OOk ~atio tor- a publicuiiiity ~ that ~WO~id ':'~~~ult' in 
a q tot'" P!&! ratio equal to' the' ec~~omy-~i<ie"c(r~t10 ;houid>by-'t~t 
S tandar-d, be cons1de~ed just' an~ t"ea:s~nable;" ·~t.1 tzenber-g~r'; ca::r:e~lated 
the value of PT&I's equity' ~t c~rrentC' cost· ~Sing<datar:from' !t.s\i98j .... 
annu~l' t"epor-t and:' deter-tuned tha t th~ target -~arket-to-book ':'v~.rue~'::; 
ratio~ (:d' that wO~ld.~result' in'a"q ~atio for--P!&T~e~uai:to"tb.e'~-·: " 

• economy.-wid.~ q rati~ ot"0:69 g1,ven-i~the '983":Eco~~~.:t~';Repo~t'-Of':t~e 
President'is 1 .85.- As - ~n' intermedi~t~" ~tep" toward$" aChieving'a - f"'~ 

• '. '. .... • , ," _~, ." ". -1 " ''', ~.. • ~ • .,.". ~'. "., 

:-at10 for PT&T e~ual to the economy-wide q r-a tic, ' he" r-eeommended" tha t 
." "..,.. " c. • •• , "'., .'. ....'1 .... ,., .. ,' ..... " .... " ~ ~'" ".. ... ,,..,. - .' 

a target market-to-book valuer-atio of' 1.42' be' used"in the'current . 
case. !~' aChie~e ;U~h a' t~r-get\~~t:!.o, ~~tur-~s:'6~'~q~ity"'or: r~oin::':<:' 
16.9~ to '18.1% are re~;1r-'ecl' •. ,' :- ' .~",,',.,',~,~~, :;:' ~:',~,-.',";:~;.: . ~ 

.. .... ..~. ,.. . ,...' ,'.. ""- .., .. ,... ~~ .... 'r", , J \. ;', - .-. 

-Litzenberger used the-comparable earn1ngsapp~6a6h'because 
it provides a ~ his'toric~l p~r-3pecti ~e on th~ fai~ ~etur-ri~ o~.c~q~i ty.: tor 
a publIc utiiity by';e~s~;ing' :the pa.st~aggr~g~te ~~t~" of-~~£~~n\6~::; 
book equity f~r- a sa~ple of'nont"eguiat~d'e~te~p~ise;~-ha~:i:~g~":";:"::":'< 

• r. • .... '" •• ' ..... , _ ,'P, '. - """_ .• .... 

cor-r-esPOnd.ing r-i"k,,:' The rate'of profitability of"nonr-egulated f!.r-Ills 
is d~t~r-min~d 'in the·. mark~t:pi~ce by competitive:tor~es:~'.':I;;:<the long 

. . . .. .. -. .. .. . . . -. ~... .. , ,..... ... -. 
run, the actual' and potential- entt"y of' competi tors':: should~ limit the 

- . .. ", " ..,.... . ,"'r' 

pr-of1":.s ear-ned bY~nonregulated~firms. ConV'ersely~'competitive:for-ces 
.... , • '" . ~ .' ••.. ,... "'c . . ."", , ~ _ ... M. .... .. ~ v 

should also exert: pr-essure on'nonr-egulated fir-illS to leave>:';;;":': 
unp:rQf'i-ta'ble-1IlQ'ustrieS:', aIld.-·t'o-~ discon·tinue;:unp'roo'fi table:: p'r-od.uct lines. 

, .. ..:; 
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Li~zenberger eons1aerea 1~ ~uite rea50nable to compare the 
',. .~. ~,. • '. -'we ~', ~ ... " ~ _ .... ~'.".' , . ' ... ':::.,~ ..... ' ',\~:~ ·':..;,r.;"': ..... ~~,: .r __ ::~ --:~( .... '.:, .. , 

earnings of regulated 'andnonregulated firms. The ,"purpose or. the 
,'" • L, ... ,0,,' "" .~'.' J_ ,.~. ' ... ~'~.~. '~" • ...:.~r:: ',:' .. : ... , ~',,;~-.+r'# , ... "1

1
" • .'.:,) ... ~:, "~~:,,, 

comparable earnings approach is to d.etermine the profitability of 
. . . , ' . . ' . , ' . . . . . , ~. . ,... .... 

competi ti ve firms' or comparable " risks' where' tha t prof1 taSiii ty ~ is ',:"' 
.. "-' ,_, .... ,-.'~: • \ :';' • I ~r. . ... ,:' ..... "~i .:::: "/ :.' .... ~_. :. :.> ,,~,":" ... , :. :: 

constrained. by marketplace competition. Because 'most ",regulated 
• -. ..'~' • -. ". ,-_. ~ Jo' - ',,:: ::"..:,.' .... ', • • .~ ....... ~. ". _' ...... 

utili ~ies face ~o:lY' limi tea compe:ei tion ~ 'a proper comparable earnings 
• - •. ," - " ~ ," - ~ ''',. ... • ~' •• \ , ... ": _, - .", ;,"",'" :- • ..• •• c" .. 

stand.ara must be based. ona'sample"of nor.egulated,<>fit-ms: 'While"" : . 
.. ".~ I' ,.. " ." ....... , .. ':: .. ~ '.t '\',, __ ,-_::,,; ::..: .... :.::: •. ~:"I.~\r .,,': ..... ~ ... ~: .. ; ..... ~ 

nonregulated firms have different economic: characteristics than 
, "0. • , ':" .. , ', •• :. ~:: •••• ' ", ~' •• ~ .. :~ ••• :."~,::,,,._,~,:~ "\~ _~. ":,,,'~~-}':::,>:-.~ 

regulated utilities, there are two risk. measures that are sufficient 
"" .... ,.", '."" ... -. "" • ,: ...... ,: '.: .: ...... ' ~ '0 _.",~.,' ... \(.,'"),.,,- •• ;,:'-"";~};"/' •• ,,., .. : ..... ,.~ ... 

to summarize the interaction of various economic characteristics·on 
- ,"'. "':., , '0' ':.;' " ,:' ''''''. , •• ~ .... -~_:_' ,~ ... ':;~" •• ' .:_~' .. 'J .:~" _ .'. ,'" 

the risk !'aced. by investors- For a large sharehold.er- ho,lding a 
widely' d~ vers1ti~d.' po;tfolio . ~f CO~Otl' stocks;' a.~--i~divi,d.~ai -~t~~k~ ~ 

.. ... _ ," ,"., :-. ,...: _. ~'.: '.. , ',... ... _ "'.oO''' _ ~ J~:., ~~' . ~., ... "" J '_' , •• ; ..... ';"', \.' '.:."". .... 

beta would.. be an appropriate measure of the contribution" Of. ,th.a:t., ~ 
• • _.... - I • • ,. .. L, ... .. ... ' ._ .• , ...... '., "...' -' ~-;, .' ... ,. I..,; '...,' ~ _.. " ..... ',' _ 

security to the variability or. the, rate. or re~~rn _ on his~ por,tfolio-.. 
For small investors, wh05e' portfolios m3.y~ c;~s1st- of" sha~es·.in only' a 

:." ' ,..." ". . ~ _.. ..,. " .. ~. ,. ::. . . ... ,' v ~",".." ,,,.~. .r .. \ ,_, ., .. '", - • :.::...,..: ', ... ",,' ~., 

s:na1.r-numo'e·r- 'o·t:-t:f.rrrls, the pOI'"tlon of the varlabili ty in the :"30 te of 

retur.n _ on a s t~ck tha t: i~ ~nre~~~e~ ~ ~~. st~c~' ~?~:m~~ ~s~,:~; t~~~~ m~':~~~~ e 
is important. The component or the variability o·r an individ.ual 

'. ',..' .~;" ,.: .,' ~., .. " :~,'" :.\ ..... : (, -;:.:' ..... -:; ',. ~ .... r: .. ,,:.:: ~:. :. "" ... ~ .... " . 
stock tha.t is attributable to movements in its. rate of return that 

.,~ " ~.. , • L' , , ... ; r""..... :--. ~~, .. ".~ '~'.'~ ..... -:" .. , C... • ~., '''~ ~": :-

a:-e unrelated. to movements in the stockmarket is called. its . 
, ,..' ' \ ' ' " v." .~, ::,.' :' ",::'.: .. 

nonsystema~lc risk. A firm's risk' of insolvency and its ability to 
, ' - " ~ -...... .~.""" .,- "', .. ",'r:' • _;~'.'."~'''''~;'' : ..... ".- .... ~ 

attract capital may be derined, in part, by its oeta and its , 
. _ . ,', .:" "", . ."'L'''--'''' _:· .. I .. ,_ ..... :,:',~ :d"~ :_. ~I: .... _~\.,::r~:' .::_ 

nonsystematic risk. Litzenberger submits that these two measures 
, . .. ~, ,"" " .. ,......., .", , ,. ", ",,,' . , , ..... 

determine the total variability of the 'f1.rm ~S'. r-a te ~ o·f:~ r.etur.n~. ~ ." ~ , 
" ..' . . : . . " .": ~ .. :: - .:' '~ ...... (~ :: : \ :.: .... .-::: ~: .: ...:. " ':>.~ I :... ~'. :': \.: 

There were 12 firms that were comparable to PT&T: . 
,. ' .... .. ,., ~ •• _ ... ~~ .~;J", ",'~ ,_,: _~ •• "~..... • ',~> ...... ,_,",: ~.,~: .... ;:",~:"~,_,~,,~ .. \,,,:" .... ,:. C. 

American, Brands Inc r' In t r Business Machines Corp:_ 
BOrd.en I:ic~':, ~~' :' - -" ~:Miilne·so'ta;:;:Min1n'g-&;)Mfg~;":.'Co·~;:;-:·· 

Campbell:.,SouP Co.. ',:; ·,,·:":,Philip:~Morr-is~In.c,.;.;:s;. ",~,:: ,,:-::...': 
Coea-Cola... Co. . " Proe-ter & Gamble- COr 

.. ,' . CPC: International· Inc'::: . ;.;':' ~:':Reyno.l:ds'::'(R/·;J .~c Iu'cs.;;.i:J::',· ;.:~ ~.>:':;;'. 
Exxon Corp..::: ...... '.' ;- . _;.,. - -~ ::.We1,s Ma.rke.t.$<: Ine .. x1':'c< .. : ,: . ::;. ~,.: . .".;~ 

.' Because' 12., ,firms. is...:: a' rela_tively:,: .smal.l-:,compari:s.o,n. ,gro.,up~~:: 
the 50 rirms having the lowest BARRA beta were also analyzed._ 

- jSS -
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his 

-":'~ 'the:' re~ult':or:·this'· analy~isC'i3::a:'roliow:f:t:'>:'" ':;:. ,;:,;~i::')"~":" 

. _-- .t 

. '., - " Rate5j"ori'~Return:~'orr·:'EQ.u1ty :\: .>~ 
~ ,.", .. ', -::~';"';' ">~~'; .~,':~"" .:;xJ91.!:~;198~; ·1'::'·;:":;':'::·':~>.:J::':: 

Five-Year Average 
'" .' ~.:t 2·· COmparable> ,,~v 5'0 Lowes·t= ::.;;;; 

, .. -.,~.:/~ .. Firm.s ... .:.,"::)y:" ~.Firm5 .. - ~.: .. : 

'~~fnef~ie,;R,OE", .. , .. : .:~~ ",'.;',:::; .~§:~.%-:: :::~.;:::; ,:.~~<;c~~:~.% 
Med.·ian-ROE::" . :'. .' . '. ".:'19 ... 00 :' ':::::.'::::::':.): ·~9.0;~'~:·~< 

.:r\lIlcateC1~Average ROE ". ~,"J9.4 ... ",-" .. ~ ".·'8 .. 8 ....... ~ ..... . 
• -, ',.... '., ~ _ ,..\ } ,... ," ""' I, ",";, ~ ~J ........... "'" " .... ,,". ~ _ ' .. I,.., ., ........... ' ....... , _ ....... ' 

Litzenb-e.rger: co·nclude.d. h1.~ t~.s.timo.c.y .by::- pO.in ~·ing_ .. ou~:, ~h:a~. 
recommenC1ed~rair·.rates. of return on"eQ.uity,-of",'6.9~ ·to' 18.1S were 

• ~. ." • '. '. , • • .. n ..... ""w ~ • ~ •• 

consis.t.en t with. his ,comparable. ear.n.ings study.,., "', ~ c ," ..' .. " ~ " •. , ~ 
" '., ,", • ........ • •• ........ ..... "'-' •• ~ ..... ",I '.".'" •• ' ".' '" _ 

Joses .for P1'&:'1' " ... :-:, ,. .', .:" ... ;. ~' J~.. '~. :~ . ..:., ::: " .''''- ..... ,. , ~ r .' 
_.. . \ ','. ~ ~.' t •. ' 

" ., Robert M .. Joses,. was vice president. and ,treasurer of P"I'&'I", ... 
. , ,., .• '. .' b •. " '. .. .. ' ., " . '.... I." ......... _ j 

until ll1s. r-etiremen.t on March... 31 . .,,~ .1.983.. He testified .. as a, cons.ul·tant, 
.. . - ",," , ..,. ". ' ". . '- .... ' ,- - .... . .... _. ".' '" ~ '- ,",..., '" 

for- Pl'&!.,. .. Joses--recomend.ed,that P'1'&T'oe,allowed.··to earn ".7.5%--·on.".·· 
•• '. , "J " • ,.. ~ ,.... ••• • ,.,....' •• ~ L' . '.'''' " • ... • " .. 

equity a.c.d.~ 13:. 49:%- onr-.a te .ba.se.~ .. ~. :: .' '.. .,':-:: J:' ~.'" .. ~. ':' _ .. >~ c .. :: ::;.;:,: e In~ his-· pre·pared· te,st.imony, Jos'e!l sa1~_ ,tha,t. h~=:¢.onsider,ed~:.:. 
. tb:e. overall rate: ot·r,e.turn",t9': be, a funct.io·n-:of..,an:.app:ro·pr1ate capital 
st:ruct:ure.,. the embecLd.eC1 .cos t.s. of .. deb·t:, and .. p.referred.;.. stock),":' and.: a' fair 
ane. reasonable rate .. , of return on .. equity,., l'oe.'3timate' a fair ,a.tld·~ '. 

. ,. , . ..' ., ~ ~ \ ." .. ..... , .... .', - ~ ... , . .. ........... ' .... ---
reasonable rate of return 00. P!&! t:s common equ1 ty· he relied"... on the: .. -' , .. , '. '... . '. . ... , "', . .... . ..... 

" , :: :.::: ~ ,::; ~'. 0", ... ;'~ • / : 

Jo.ses reviewed. h.is. conc.ePt:- of~both ,curr.en.:t:: ~nd:; exp~.ct~~~:: ::, 
economic .cond.1 t.ioo.s-,.: as., we .. ll as: the1.r1mpa,ct,on .r.in~nc~·a.l:: mar,k.e~.s:and. 
opincC1 that 1nvestorsarenow. ex~.r.emely .rel.uc:t-~n.t;·.,:to..,. p;~o:vi<;.e:.19.o.g-.:_ 

te:-lll capital andt-en~dto: shy ,aw~y. .from~ 1~,S.'3 .s;o.und:. c.o;np:ani,e§~ .. s.U~.h.:~ :a~:::: 

PT&1'. "" .. -.' , .. ' .. '" .... " .. " ....... <: "'-..'~ .. : .. ~ :' .. 

According: .to~ ~oses;,. alt:b.Ollgb. .unce.~;ta1n.:, ~.coc.omic·C;?nd.:i,~i.?;c.s 

ace. to t.e.e .risk ¢ r .. bO:tb.: ,u~ili ti,e,$--: ,and: ind:us·tr':ial:.: ~ompan1.e s~,.:. ~he.<,,·: .: " 
impact. is great.er for utilit1es,,,s.u<:h .a$- p,t.&·'1';.';_·'As:;a:,.r5!.gul.a-t;e.¢.:-;.~~:::~;:;.:::; 

utility, ?~&! is not able to reprice with the rapidity, flexibility 
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Or' freed.om of nonregulated .. companie.~ .• :~" Unlike':~unr.egula t.e9.~: companies, 
P'l'&'l' provides,·· an,: eS3ential service and cannot delay or postpone 
itld.e!'1nitely seeking, external tunas when t'inancial markets are 

." "'. - , -"...,.' .... '. 

unstaol·e-:·_-'1:hu·s-~-"P'r&'1':l:las:-~na:d·~to raise money in capital markets under 
allty.pe~.:..o!- marke,t-.conCli..'t.io.c..s... Further, P'l'&l' 15 capi tal in ten51 ve. 

, : Joses said PT&!~ S construction program:;has'~'ln¢:re:a:s~d even 
• co ~ • ~,"..- .r. ~~: ;~:~_",", 

in terms of constant dollars, and this capi tal need:::has::,b.e~ny 

compound.ed. oy inflation~": PT&T must be weilpo·sl't'ione'd~ t'o;;:compete 
e'£,fecti vely W'i th bothc'or-por-a teand gO\r~rnmen t"; 'b:O'r'rOwers'~"': ' 

.. Ais to' cost: of: cap'i tal ,"Jose's 't·est'H"i'ed":.·tha t:':l·the:~"C-O!l:t'·'of'''n:ew 
• r' .. ._ .. , 'c ~ , ..... ' , •• ~ ~ .,~ ,.:,~ , .• .. ~ .-, '" • i~" ... 

d.ebt issues to P!&T has been e-xtremelt' hi'gh:'i'n-' rec·ent·· year-s,'a:nd'-'has-
averaged. a higher cost than that paid by the Bell System:'":..o,e::by~;,:,~:'.£.~. 
:1o(X:,y? s Aa'a, Aa, or A' ra te'd.·: utili ties'~· Fur-their:; tor:: 't'b:e:: per-io.d. 

1919-81 the average- cost of the~ oompa'D.i's~, neW": d.e'bt'>1:ss·ue:s~ e:lCeeed-e:c1;~-" 
, •. <-,. . ..... ~,,, *,,-. .. •• - ... ,.,r,~ ""... r ", ,£ ,_ ,'_', ,...'~. f'r ',:-- " ... ' .. 

the average B'ell Syst'em' cost' by-"1 20bas1s-,'po'in'ts'> ''I'hi-s-increased .. " -
cost to P!&'l' reflects both the general'lev~l: 0'( :h'igl{ 1n:teres:t 'ra;t:e:--s 
in the economy: as well . a~ P1'&f,' s 'd.:e:t~e-r·lo:ra ted""c:r:e'Qi t-; ra t1:ngs • e 

.. 'J'ose's' acknowled'ged;that th'e-:: Coai'ml's-s1'o'n" s: d:eci's1-o-n: 'in,Augu:st 
, 98, in' PTa'!' s- last'gene'r-alrate;:,c;aie- he·lpe-d ar:rez:t~~ 'furt'her-'de¢:-H,"n:e:s 
in the util'ity':': fina:nciai con'd.i t.ion:';~ ee'rta:rn 'tio'a:o-e'ia::l'':i:ndl:e-at'or:s-''::; 

even imp rovedsligh't'ly in 1 9:8~' .;: He":c'<,ns::L'der-ed::the: '~omnliSS:18n"s:: "" : -:, 
d.ecision to be a strong signal to' ;th~ inve-s:tme'o't':' e:or:nmun-1!ty:~ o'f" :th-e:' ,:-, 
Commission's inten't" 'and d.esi~e: to: 'haVe:' P'l'&! re'g'a"ic::'a 'SOO,lid financial 

, !'ooting'~ :,' Unfortuna te1y, 'a,. s'everr-e and .. lengt'h.y:eco:n:Q:r:n'i~~ ,sl'¢wd.~wn::';se:t:-' 

i:l"snot-tly 'after the: Commi'ssio'n,d.:e'cis10n: and"· 'as" 'a:r:e~s,\ilt 'o'f~ ~ha~t: and. 
cO::lpe't'i tion,' much o·£' thega:1'n:S" i'ntend'ed ''o'y- t'h~ Commf~(sto-n~':s~ 'd:e¢1:-s':ton 

in the last general rate case have been eroded.. Thus, despite tn'e.-' 
Au'gust 1 98 1~ rate' 'decIsion" an(i'S:ubs:tan.'tiaJ:' 'a:moun:ts':of'''e<tu:i;ty infusion 
since 1 980~ J:Oses:~ exp-e¢'ts" key· fi'n'an-<:'1al, '~n'd;1e'a;t'O:rs';';to" 'r-ema1n;' ';:.' ;:'~;, 

subs ... anc.ar-<1~ W'i't'hout-further- rate· 'r'eli·ef·.~ -: '":' '. "': :': '~',::".'~:~ '_., .: ''::~:;~ 
'. -, _. . ""'-.. ~. 

. ... - .... ". - .' ... '; -. ~~' ' . .. , , 
,." """ - ....... 1. . ',_ "._ •• ~ ..... ~ .... A _, ~. 0.",} ... 
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to :·aet.ermi~e .~his::fairretur.n ~on ·'equ±ty." ~.Jose$,:u:se.d:::th:t:"ee.': ,: 
approaches ~ risk·'premium,. inter-est -cover.age ;"~and. eQmparao.l:e,,:e:a~!l1ngs 

based. on DC~ ··~analysis. ~: . I .'-' " , '.~ .: ••• _.' ~. :,.,' ... , \,:..:. .. ';:' •• ,~ ~; 0:::;::0:, :": ~ ~.~ ... ~ _'': .' , .. 

investments. Since equity investments are·generally.~ercei:ved,·t~:be 
more risky tllan debt "investments , ~it is ,possiele :·to-:add ~to' the 
present cost of debt an appropriate risk premium to arrive at_the_~'~ 
re~uired return on common equity. 

Joses' risk premimum approach estimated PT&T's cost of 
common equity by imputing the implied equity risk premium that the 
C~mmission has allowed P!&T in the past. These returns are then 
compared with the yield-to-maturity of PT&T's most current bo~d issue 
a~ tne ~ime of the filing of each application requesting a change in 
tae allowed return on common equity since 1912. 

Joses' analysis showed, he claimed, t.hat. from 1912 onward, 
the Commission has authorized PT&T to earn on its common equity an 
average premium of 3.11 percentage points over the yield-to-maturity 
of P!&T's most current bond issue at the time of filing the 
application. Using PT&T's requested return on common equity, the 
premium has averaged 5.60 percentage points. Based on this 
di~ference between P!&T's authorized return on common equity and the 
yield-to-maturity on its bond issues, it is possible to projeet 
P!&T's cost of common equity going into the future. 

P,!,&T's most recent bond issue was sold in Septem'cer of 1981 
and in order to attract investors, had a yield-to-maturity of 
'6.34~. However, interest rates have declined. somewhat Since then 
and. the company's 'cond. issues are presently trading at a price which 
prod.uces a yield-to-maturity of about 13.00%. !herefore t using this 
approaCh, in order for the utility to attract common e~uity capital 
in the future, Joses asserts that the re~uired return on common 
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eqlli ty:·must-· be at ·1 east . 3' ~ 77:'pereentage. pOints ~·~greater')than the 
13 .OO~ pres-en t· eo:st or '. P'I' &!'"s-' de'o-t; :::-:Based on::..the":util,ity' s ::'pr-ior-:::: :.~ 

return on common equity requests, the reCl.uired· return':woul:d be as:-·:': 
::luchas 5 :60 percentage '=points greater ,'than' ·P'r.&Tf:s·:<current d.ebt 
cost. Thus, the 'comp,any "s'eost of',common':equlty:':a t present;:rarige~::'

from"16.77~C13.00%". 3.77~): to:T8;50%·,tn~OO%::+ 5)6-0%) •. ::,:,~~':::"~;':: ',':' ... 

The ·:d'erlvationor'his equity ~':risk~'premlum'::is'::shown'~~on the::: 
:~ollowing tabl:e: ],~. >,~ ::".< :: ,: ;:' .. ".' ,:: ~:c::: '::', '. :.:: '; C, 

r- • . ~ 

I""' ,.\"' 

~ .'~ ' .. 

p,. ...... ,' .... " .. ,"" 

' .... ~ ........... ,~ ,
~'.- .. , ". -

" . 

. 
.. 

"0" ....... \, ''''''' ... , ~:, ~ ...: ~-; .'-' ":; ;~ ... '-( ': '\:: ... :..: ~ ~~ ::. 0 ~:;~~~:I ::; 

..~ r-·' 
.... "., 

... . ',.. ........ 

"","04 

~ . 
, '. 

, .,.. 7' .... 
' ............ 

-'\ " .... '.' .... , .... '. 

.,"', " ... '"'I ...... , ... 

!>. ,.", ........... 1, ... ... 

"., - I:' ....... ·.: .... ' ....... "' 

'-," 

" """ ""' ... ' .. '., ..... ' ~~ 

". r ...... ~'" 
,- '.' ... -..I' • . " •• .1." ...... 

'"", """.! < .. ~ .-. 



> 
• '- ~,' - ,> . ' • 

.' 
_... , \ '" _ ", ,J W. ~ ", 

~.82-11-07 et a1. ALJ/bg 

Date -
9-19-72 
7-14-78 
8-1-80 

, Required:: Retu:r-n..:~on:, Common Equi.ty::':~ .• 
:Based on p~ea's Cost of New Debt 

. :; . r. ,.":~ _ ~"" 

____ ·'_....;;A.t::;..·:....;;t;.;::h::.;;;:e-_· .:.~.:::.;im;::.;;e-:;...·'..:o;.::-£;...' .:.F.::.fl.:.'i::.;;n;;:;·g= .. "_··_··~:_···_, :'_: _.~_;".:,.:,:::~ '. ,,,.,,. ~ . .. ~,' "'. ,,' .. 
''<, .• ,...- ~., r~, ~ ~. , 

• - , - - \0. < .. ~ • '" 

, Retu:-u', o'n C'ommon' E9.uit:r·:·~~ ECHl:ity Risk Premium 
Comm1ssi-on ,:~,p,~~.~': <: ,.:Com.m1.ssion.,'~ :.P1&~ 

Adopted **" Requested , Adopted . Requested 

Cost 
Of New 

A!rolication Debt* 

11".00% 12.64~( _ 3 .... 58% ~ \,". $ .. 22% 
12.25 14.50"" ';:' ··2'.68~· .,., . 4'.93 

53587 7.42'; 
58223 9·57 
59849 12·35 1 7 .. 40 1 9 .00 .2..:.Q2 6 .65· 

Avera.ge Equity Risk :P:r-emium Since 1972 3.11% 5'.60% 
Ad.d: Present Cost of PT&T Debt 12.00 1;.00 

Required. Return on Common :E:CJ.ui ty 16.17% 18:.60% 

.. Yield to maturity at filing date of most recent 
?T&!I: bond issue. 

** :1id-point whe-re' :-ange wa.s requested .. 

"'.j' 
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The secon~ ~etho~ that Joses usea, the interest coverage approach, 
was preaieatea on the assumption that PT&T shoul~ have sufficient 
return on common eCl,uity to proviae a total coverage (~ebt interest 
plus preferred.·~i~id~n(j~:- ~hd e~~ni~gs' o'n': co~6n)J:"eQ~al to three times 

tne interest charges ~'. (Th.i.s' f¢rmula· actually~)g1 ves more tnan a tnree 
t1mes coverage S1ne~ taxe·s·. b~se'd.., 'o~~:,illco~e: ai~o:' provide a margin of 
safety for ·d."eb·t."·c-over"age··.~)-"· ,,' .:.-..... -.,~-.- ...... ".--' ----:" '---;-----

. a sing t.he. in-te·res t" co-verage- method r - J,o'ses came up wi th an 
ove~aiY- ,14~~2i~:z.a te 'oi"~~e~U:r~': 'a~" .n'~eess·a:-rf: to"'~:ro,v1de the assumed 

. , .. -.,' .~. ~.. :"' •. ::". , •. '. :: '. :"' ,.' .:' .. :.~.. ,. :.' ,:.:.". .:: ;. .... C> .~: :: ,.:.' rj .:~. ~ \. ~~' .. ~ ~ ;,', ;"" ,~,; .... 

·r-eq·ui~·"3.0:·times a:!'ter-··ta-x- interest-"eovera·ge7--Thi-s;-vork'ed.-o'O.t to-a--
, " ' , .,. • • ~'II. .... ,. ,.. '." r·, " .... ~~ 

19 .. 1 4~ return' on equi t/~ '- ' ',:.". .=:::: _. -:;, _.: 
.,; •. , ',_,'''_1 ''':.'": (~~:SI::'C ~--~'.:-~' 

,- -, . ,.-' ,. 
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A.82-11-07 e~ alp ALJ/j~/vdl ::'.: .... -. - ';"' ... oil-

, , ~. ... .... _.... .' _', .' --.., •• - ,_ u~ , ........;,...,. " ,....",.. ,.... f''fI. ":r.,.... .... '. "', ":' ...... , V' 

J'oses" io:terest coverage- c'alcula't10n~'is~"shown'~'on the 
f'oll~wing>ta~ie":""'" ,.~~.:: :',. :: .. :-:::'::"-'.;:~ ";' -:::;":. ~;.:-::; .. ::-:y. ,:,.:: . .:-:~:,,:;.;..:: 

S-:ep 1: 

The 'Pacific '!ei~"hori~·itid. Tei~g~a'Dh'Cci-~~y - -: :; c .. : .• : \ .:: 

·Comp~t.a:tion O:f"' Requ.i'r,ed:·R;turn:: on E~ui'ty"-: .,>! -::, .. :.;' , .. ' 
.' Based.'· on Post-Tax Interest Co.verage: Requir'ement. ., .~' . ,. :~ 

Compu~'eweighted ·costof··4e~t~." ~~,':: .. '~ <.:;"'.':" 

. De~t a; a percentof"'t'o'tal'~ caPital,:~'~1.8!" 
Embedded cost of debt = 9 .95%:' ~':" .,., 
Wtd. cost of debt =' ~1':8f x:: 9;·.r95'% :=~'4~16r%;: ,. 

Step 2: 
_,' ~ .... ,...... _.0'" , .. , <. , .. ' ...... f ...... _ ..... ~.. ,- • ,r' 

Compute overalr rate' of return" r'equired'to de'rive 
post-tax. intere3-t co.verage' o:f 3-. O~.·. per>'·D'~a'3162. ~.', 

the 

Step 

Ove'rall re:t·t2:rn..· ... Wtd.:. c,ost ·or ... d.e~t:,>'=·~ Pos.'t:-tax 1n:terest 
coverage or, rearranging the ab.ove ... e.ctaa t10n. 

.. . ....... , '", '..... , .. \,., 

Overall~eturn. =~ Post-,tax, itlter-est, coverage,x~ Wtd. •. cos to"': d.ebt ' ". . .. ' . ," ... >. " .... - 0, '. '-" 

_. -. ,'= 3.0~·x :4'.i6·~·:··'··;;:·':·;· " ..... ; .. ~" :., 

" '=- 14'.'28% .. "~:::-' ,_ .. ' " ;'- ,">~':-'.:.' c.:: .... 

3: '. Comput'e' weigh te'd co's't o'f' COLUrllO'n' equ1 t'Y:: :.: 
Wtd. cost of COr:llllon = Overall return - Wtd. cost':o'f'~d:eb't': 

.,... ", ·:::.: .. ··Wt'd. 'cbst~v':oi:'p';~fe'r~e~: 
. ': ". . ,;~ ;;:: tJ.f:i8:"-~4,:".16 -,;,.::. '0 .:~51* ":::: ::: '.:.':: :,:;::. ~ 

Step 4: Compute r~'~ui'red ,'re't:u~n: 'on ·eomm:on··e~U·i·tY.<':· ; .... ~:: ,;,<::,.,~~ 

.. Required' 'ret'urn' on" common ='Wtd:'~c'~'s't':'o'f 'c:o·~~,ti'·:" :-. .:; ,., 
.. '., .... : .. : ... :. .' ,,·Common::'·eq:u:1:.ty a:$)'Per-c,e!J;t.:·:; .. ~: 

. ,. . ... .. .,':;: .:.?f-: :.~t~~l.:: ::'pi:t~;J.::~:::, :: c' ~,,;;,,:,~,~ 
= 9.17~ ... 47.9% 
= 19.'4% 

*Per D.82-05-007, includes weighted cost of 6% Prererred 
Stock that was considered common equi ty as a result o·f the 
?!&T/AT&T merger. 

The 3.0 after tax coverage level that Joses used is the 
midpOint of the S&P's ind.icated range for a dOUble A rating and. can 
also be viewed as the minimum requirement for a triple A rating. 
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, Joses:, Dcr approach.,. utilize,s, "the con,c,ep,t, tha.t/t.he return an 
_" ' . , -1\ .. __ .' , _ __.,.-' • "' _. , •• " ~...... ,~ ._ ." •. '..... .,,'..... ,... ..... "" ....... ",. ,_. ,-" ...... v 

i:lvestor expects tr-om an investment- in common stock c,onsist,s .. o.r;_ a.,~" 
• '" ......... ,j +",' .... .' .• + ... 1\ .... _,_ . ....- ... 

c1ivid.end. yield plu.,s a groW'_th, expectation. _, Math.ema,tically, th.e 
'-~.~~' .. :-"r:--::\.." . 'C"',,:";.,'~ _'.j :,- '~"/ :,\-'~};-'.~~' ..... !' ~,; .:::':'';;t;-,': . .. \.~' 

investor's r-equir-ed r-ate_. of, return i,s; that .. d.:ts,coun,:t.~ rate at which. the 
,- ..... '. .• ,.... ..... ;" ..,. " _' . \ .... ,.', .,~ ,,' L .... ' l .... " ....... 

present val~,~ __ ~_~~._~.e:e~ .. ~t~~_3:~..:.,_~:f":.~,~~,t~~_::... f-~t~z:'_e2:..c~a~b.c. returns is 
exactly equal to the curr-ent,.marke,t pr-ice. o(,th,e" s.tock .. ,.-

• .. ,--' • •••• - ,. '. ,.,', ' .... ' • ' ...... .-""J..... ,~..... ,-' .... ..,) ' .. ) ... , ............... 

the DCr analysis is, r-eprese,nte,d.~:oY",~he, f,oll.o~,i~g fo-r--niula: 
I.,.. .., c ".", .'.' u_ .. ' ' ', '.,. ,,~' .... " _... ~ __ ~. " \..... '" ", _ ...... 

... "'~ .... -> 
•. ' .. ',' r.- .. 

K = D, /P 0 .... g; ,: :..,.. ,,' ': :.)~,~:,' ;:", :.,"'::' ,.:;: 
wher-e: = Required market, r-eturn. _.',,' ~ _" _ _ , _, 

'\ .. oJ. • •• , ' ", .. ' .'<c. ,.- ~ ... b ',.... 6..... Y ' .... ; ... ' '.r .. ;'" \.' ,', 
Ie 

D~ = DiVi,d.~d. expe.c,t,ed. ,one. p,f!r,i.od..ah,e,~d. .• ,~. '~"',~, 
, __ ... .. . • " ,........ .-,.... ~. __ ol- ".' ... ", ',. ~_ .... _" " .... '''' 

Po ,-,' Current.~·,marke't.~ p'r:ice>o-f: the-~'s,to:ck.:,:~~ -~.:>::: 
• '. '<. ~~ ~ 

.,..'"-,-.--

G- ..=: . Exp-ec ted..: groW't1l rat:e in:: .di·vi:d:end:s',: an.td:ei·pa ted. 
"b;/ inv'e.st'o'i .. S';.'· . ':,:;':;:,~,:;,,-.~ .~\: ':'?;"~~":c:~ 

... - Applied p'rciper.ly·~ Jose-ssaid",~ theC:"'a:p~:r,oach<~,e'l:ies heavily 
_, .... .... ... .. (... .... ._0 .~ ... ~~ 

on mar-ke t evidence thus minim1z.ing ,the .ne,ed. for per-.sonal judgment. 
f. , .. ' .... .' ...... ,. 

Consequently, it is an appropriate., and wi.dely accept.ed. method. of 
"'" ~ . ,. ... 

determining the cos,t or. .eq,ui,ty. ,and_ has ,b01:,h. a.cademi,c" ,a.nd.. pra~~t1,cal, 
, - .~,~ ~ • ,'J ~,~. ,_.', '._, ',_ ,.' _ ." .... "",-.'''''' '. '" '- _, ~_,' •. _',...... '" ~.-. : .. ..:. ............ 

validation. " 
.. -' _ ,: ,c.>" _ ... '," ...... , • ""_ ,..... ., "-., ,::: '.~ .:: :~.. ~':: :- (; ..:' ': .:.:" ,~' jl 

In ,his o'pic.i~n., .. t,he ayer-age r-isk of electric utilities is 
" • . '_ ..... ..... ,.:... • ... ' l' -

less than the risk for- a· telephone. company. Fur-ther, because of' . ......,' . - ..,.' .. , . . 

?~&!'s poor financial conditi~~ he considered its r-isk to be far-
greater than the risk. of, o:t.,he~oper:a ting ,t,~lep.ho,ne., _c.ompan1es .• ~ ;,~h..~~, 

he said. that the' .r_esul_ts O,f"h'iS' anaiY~sis. -~sing-~th~·.~el'~~-tr"ics·as~· 
.. ," . . ". .... .. ~." . '.' . .... ... -- ~.., .. '-.... ,-- _.' -

composite-- group m.ust: b~ rie...red as a floot' below which the r-equired 
.. ~ " 

return on cOClmonequi'ty 'for'Pt&T cannot tall. 

" ...... ':' -. 

", .. -a." _' , ...... '. ,', .o' _" 

- 153 -
" -
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.. .:;;\ \ .... : -'" I .... -. 1-.,...1 ...... _ 

.. ~'The" following'. eompll:tations derive:~Jozez'!,,:DCF,:~e:tu~n on 
. .... - ...... ' .. 

Market: Cos-to o·r Ectuity '. =.~ Expected.' D'ividend: (D, ),:'+"·Growtb. :/.~,::.:':' 
, .. " , ,Marke~ price::CPO)'r,~'n ' .. '.~ _" ,~, _ 

1982 D'ivic1enc1 for. eomp,osite',group of ei~et;ieS''-:(D~f;''$2~.J6··=·.·.'··:~ 

, 982., Market, ~~i~e .~PO). t~r" :CO~??Zi~~~,,~t;"?~~:, ,~f.' ~i;~~.::~?s.":- ~~?!7 ~ ~ 
Growtn Rate for composite group of electri.cs_ = 5.2~ .. :" "" ... \ ...... "" ", 
Then,_ Exl'ectec1 Divic1enc1, .. (D, = D.O x. (~',.' G):, '.',,': :~ .. ~,~'~~:"~ .,.,--

_ . " ': = -$2.'6 x- 1. 052" " .. ' - ". . 
... \ . , .... :', '_',:: ~'. ': ... , .. ;-'~~~,:;:' ., .... \:~'n:'/'<o<>V • :~: ::.J~:~"'h ~ 

.' =: __ ~~.21:.,_,,:--.,. '.c/:::::~~:~ .... --.:: ,;:',: '~':':':": 
?roeeec1s from Stock. Izzue, =. Mark,et Price" ':" Und.et:"pricing, Allowanee .. 

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

Acc,ePtin~ a~ Und.etprie.i.ng A~~:~w,anee, ~f: .' ~,~ ?$1 :: ...... _ ... .:: _' v" ,~,~:" ,:, ., 

?~oc"eeds_ ::: Market Price - CJ 0 .• 0% x, Market Priee)" 
, '",,' ..... .~.-,~. '. ..... . . ....... :::..~:'~'-.' ' .. ~ ....... , .... 

= 90 .• O%~ ,x. Market Pr,ic,e .. 
, .,. ~ ",~ .~ ••• c. 

, ..... ' , ~ ~ 

.: "_; .: '" .. .i.. 

Theref,ore". Book ,Rate".of R.et;u,~?-:is:-: ..... :. ~.;: . ::.,.:. , ..... . 
Book Return = 

= 

E61ected Dividend 
90.0 x Market Price :', 

$'2~21 . '~' 5.2% 
90.0~ x $20.11 
l2.14$.: •. S~.2%.:-, 

." Growth-
, ,'" ,... t, ~. • 

• ~ -, ~" • • l r .. 

, .... ,,' 
, "" ... '1 

. '=. 11,.3.4%-,: .. : ~ " • .' :~, _'" + .. _, <'-0'- __ '... .'-\. .~ _ 

Based.: on the .. ~ange, determinec1~ .. by ,his three" ·di.ff-er-ent.: 
st.udies:,: Jozes, recommended:a. ret1lr!l.~ on 'eCl,lli·ty" o-f ·11:;.5%".; He,~ zaid.:..:;that 
this value, was- a't· the ·lower:- end., of the,. -range""' 'fo'r: his."tllre'e .:!I.tud'ie:r.'~ 

and i's th.e m1d~oint of' th.e range:d.e.term1ned, 'r:ea~ona:bleby;:r. :: ~~"':'.~::_ 
!..i tzenberger.· " Using t.his ,required: ,cost of': common: ectui.ty: 'i,n;::; ,,'c,'., •. 

conjuact.ioa with·th.e eztimated". cap.i:tal.stru-c·ture, anc1';c1'ebt'::and ::.~ .. >_" 
preferrec1', costs at. D'ecember- 31',19'83 re:sul'ted; in~ hi'S": re.c.ommend.-ed:' :.; .,', 
ove~allra teo!'". re.turrfof. 13-. 49$·."'~ ,', ,,' . . ......... , ". 

.,1,,' " 

Mowrer of the' Commission 'Staff; ~ ,"; ': ~,';.'''',~';'.~ ';"._ ,~.":' 

Terry 'R:. '.Mowrey". a Financ.ial Exam.i.ner"::'I-V:' .in::t.l:J;e ';;:. \.: '.," "c 

Commizsionfs: Revenue~:Re'~uiremen'ts,Di vi.zion,. :tes.ti-tiec1.: o'n; rate.:: o.f~ .. ' .... 
retura for the Commission staff. 
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. ". Mowrey. recomme nded. - an earn1c. g5 :: all owac. ce~. o,n: c'o,mmo n eq, u i ty 
ranging between 15.75~ and 16.50%, a r-ate of retur-n on r-ate ba'3:e'::;o.'f::· 
12.52% ';0" " 2,. 76~,· w1 tb." an,"af.t_e,r.:~.:.t.a.x:_tn teres-t .. , co:ve'r--age,:'1mp·l:1'e'd.; "by- the 
miapoin t or hi5 range or 2. 55 ~ t1'me~'~ .' Although there were minor 
differences in Mowrey~ s" ancr Jos~s;;" ca:p1't~i';raii~s~a'~i ~'~:;-t'; 'o'r ~~bt, 

-.. ..,~~, ... , ~-.~. ,,,..-..... - . ..., ,-, .. ;:: ", . ., .. C '..<"",,...,,",\." .~~.-;.:.: 

a: shown on Ia'ole 16 r - the' prima'ry d1'rference was betwee'n" th'eir" " -
:oecommended. r-et~~ns on·e~uit.y. ',,' ~,,:. ',<",,:;(::":-::; '~::-': ';,:;,,:', :~,::'",':;" 

Mowr-ey's capital 'rate::( ar'e difrer'ent;;t:ha~ ~'6's:es::::f~r' two~: 
r-easons. Mowrey recogniz~d the'$8f5;OOO,000 that AT&T w111 advance to 

'''',' '. 

P!&! for the purpose of retiring" high" coupon long-term debt by 
:oed.ucingd the' race' va.lu~ of SU'Ch deb't 'by' $10:;OOO:~ooo~ ~':fihe;~::;' :,',<~ ~~'-, ':.' 
$ '6,000 ,000 d.ifference" be ingthe''- pr'e~iU~ :tha:t,': M~~":r~y~ a';iti~cip'ai'e;; PI &! 

• ~ ..... ro. • • ... -.. ~_ ,"to , .... t'" -;. -~:~. ~ "'/ :: ... '.'. / '.' ,"":: ...... """ Co: 

will be r-eq,uir-ed to pay.)' He also had' the advanta'ge' o'f' knowi'n'g~ 'that 
P,!&! would not r-ealize th.e amount o't~et~in:e'd-':~a"rni'~g;~ t~at Joses had 
antici:pate<i. The lower' retained" earnings !-'e-:d.Uce\i' ~o~6;: equity by 
S750 ,000 ,000:,' wn1eh am~un:t~"was;:mo-~~,til:a:n·-enough·~;t·O 'oifs'e:t the 

., .' ., . ,.\ '. . .".,. .. 

r-educt1on in debt and, Mowrey thus .. ha.d. a slightly lower equity and 
higher d.ebt rates. "C ~-,~,- --': ""'::.---:-'. '. 

Mowrey's lower cost:·, of d.el>t. .. came rr-om his estimate of the 
cost of two 52-month oank term 10ans:wh1ch. are not priced at fixed
term 1:o.:eere's't. r-ate-s,. The two· l,oans:, o·ne· ·fo.r-~ $'2:0,0 ,mil~J.:i¢.n: issued. in 
Augu~t.. 198 j ao<L the other .. .f'or .$2 SOh .• m,1·l-lion.:;is.s:u:ed.:: :in: May:c1,982: y '_' ar,e::,~ 

~ricecL at floating' int'eres.t-rate.s 'bas.e.d; oll.a:.va·r1:et.y' o.C·.5ho.r·t-,term,,~ 
interest rate benchmarks., P!'&Tcompute'(i- the~ co.st';!'or-.:~these--::two'. ~~ '. 
issues based upon the" average ' cost; of,: each from :i:Ssuance~ :thr--ougr.:.:: ,~ ~, 

August 19.82:.,: whereas:M.owrey- compute:d:' b.i:s:- embedded'. ,co,s.t~,o f>:long-t,er!Il;:. 
d.ebt using the r-ec-ord.ed~ave-ra;ge ¢o:st. ot::~ tb:ese-·i,s:sues.thr:ough.:"December 
, 982 and then made a pr-ojection' of' .th:e-~ r'ate: P't&!. ,w±'l!: ':Paj': :dur..ing::~':: 

1963. The interest r-ates 00 these 10a.t.l_!3:,~a:r.-,~~:;1:_e_~::;'~ithe' :l_~~~~co_t:;:.,~ 
variety of 'short-t'e'rm'rates~::' ad,j.c:sted: 'dailY'~; '; 'One o'f 't'he· 'ra tes upon 
which th.e-loan.s.:can~be basect.: :1s .. the;:P:ederal, :Funds,.';{F,e(f Rund.::).::::ra.te.::,:.: 

plus 5/8~. :.:', .. ::,; .':';":':.:~:'::~::::c: ):-:~ --:::':, :,.-:!.,;:,~,r: 

." 
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Mowrey reviewed. Data 'Resourees'Inc "~:-CDRr)··pro-j·ects c>f the 
Fed. Fund.rate'·1n·'1983 ,as' well:~as "the':mQst::recen·t s:t:x'::month::'a:nd~three
month averages, ·-and noted'that· the"'projectic>ns na:ve"'l>een d.e·c~eas1'ng:: 

~or 1983 ,.·alld the most 'current projection 1s~·tllat-the:~Fed.·· Furid":rate C 

will average 8% in 1983. Based. upon these project1·ons':he:;beJ;ieved::· 
that 9% would'be~'repre~entat1ve of'PT&'!'s':1nt'erest'~ra:te"'on these 
loans in': 1983. . .. ' -.' -' '-: :".:.> ~: c:: . '.",,: ': ,:' ~>.':':. : .. ':':':':'": ~..: ',: 

Mowrey based'his'rate otr-eturn reconimend.atfon-oC:"the:':; ,,~c 

capital sti-u6ture::and capital oosts"at December"31:~ .:, 983'=beca'u:!-e·': -~'. 
rates are not expected to go into effect until January 1. -198'4 ~ aod'C" 
because" otthe uncertain consectuences· of':;di vestiture .:~7: Because of 'the 
use of' .. year endi.ng eapi tal' structur-e·;·Mowrey;·::rs-not"·recommending any 
financial':attr-1t10n tor- i984~ .~'~.J • . ~' .. , .:., .. ~"., •. :,,:. .':':"::: ::.,:"": •. : ~~:,., .......... .." .. ~~, 

Mowrey·s' recommend.ec1' range of' return on·:·oommon. equity::-:·-:"··, 

:-esulted. fr-om· the"consideration of . many tactor-s; Cboth'::quantitative'·'·'· . 
and. qualitative>- - He': con$l:der-ed.' the"results:'pr-oduced by:':studies"o~
intere$t' coverage;" comparable'· eal"ning~,' r1sk' 'premium, ;':and: d:1:seounted. 
cash flow. .~ ~ "'~ ... -. :'.:~. ;:.,'.:: ::. ,," 

He realizec.-thatr·reliance cannot'be-~li6ed~~nti~ely on 
the~e quanti ta ti ve: methods: and· that·: the r-esul t:tng~ r-ecommenda tion# is: 
of necessity a judgmentrd.etermination which·;consid.ers~the~,~.;:.~··: "': ... ::':: 
.:-equi.:-ements 'of· the indi vid.ual utility'~ '.~ ',' ~. "';'.:.~ . ~ '" -~ " .. 

. "As 1s the wont Of'··hiscr-aft·;·Mowrey:..fo-r-mulated. .... ·these·:::.····,···· 
guide11nes: .~..' ' .. ,' : .... ~;-., ~:~~;_:-,;: .. , -::.;: .. ~:~., 

.. 1. . The- return: to~ the equi ty.:. hold.er-s be' '.'".-'. :''':;' :. ". ,> 
commensurate w1 th. returns- on. investment~ in _... _, r' • 

othe~ enterprise~ ha~ing s1m11~r--r1jks.· '. -, 
2. The retur-n be" s'uffi;iet-lt' to en~bie" the ~ .. ":' ::,',.. . < .. ' 

utilI ty: to 'a ttract capl tal: at· reasonable':" . ..' -,. 
rates while ensur-ing. con!id.ence.-1n the.... . .. ,. 
utility'S finanCial integrity." .. ," "'" 

. .. -. . '\ .... ," "'''' ,-... , .......... ,'...... ...... -.,' 

3. The'r-eturn balance'" the interes'ts" or" both"the< . 
investors and. r-atepayel"s." ~. ':.. ~. :: ; ... :: ':~, . " !. 
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","- ,"'~,lr ........ '1, 

.ais.:::-eeommendationwas;.,expressed. in ... the.tox:.m.:o-t>:a range to 

. r-eeognizethe,·!'aet that r"ate:ot,return ~d.ete~min~t~ons _:a~e~:,no:e;,:mat:ee~s 
ot:-absolute precision and.. that a -r-ange:, ot:.::reasonal)leness~exis:ts .. ~ ;;No 
particular methOd.ology -can guaran ;ee:-an :-:end. 3:,esul t wi th ~,p-inp~int ",:,~ ': 

, ."',~ 

, Mowrey_,·studied',P!&T'~:~<'past earning:.per.~or.mance.:al?-d. ::;:::' ;:~:,--;,": 

financial history, together- with the ratings of i ts deb~ ::,~ecurities_: 
oy the two leading-r-ating, agencies',,:and., conclud.ed..',tb.~t,,:S&P's A ... 
rating· was -more -reflecti ve,",of P!&!' oS - financial status.,than,.wa3", 'r' .,.. 

~ r ' .-" 'J ... , r • • _. '"" ." • ~ r 0 •• , "" ~ _. '.... • .. " ~,,/'" __ ~ "i 

Mooc.Y'S:A3 ..... , . _'" :',: ';": ;::~~:;;~ ::~' .. :~:::::;::;J::;::C;: ,~":_ :,;~':;,;~": 

. The m1d.point:o-t·. Mow~ey' ,'5 .:r-ange .-;~f' rate,,:0t.'~t:'et).l;-tl~; pr-?~~c1is:;: 
tor an. implied. after-tax <interest,·, coverage ,',of :,2 .. 55:.~ime5. ,,:~-,M~wt:'ey:;,::.~, 
believed. this to be consistent with a solid' 5ingle:,A:r.at.ing,.:and .... an,:.': 
improvement overP!&T' s,' prior' year-s' ~ recorded:..cove~ages .;('<Because the 
";leigh ted. :,cos~ ~ of debt is,' now lower',~ beQause~~ ot;:a::lower-:: d.~b-t,::. r-ati~;..' and' 

'e 

a lower embeded. cost of',.d.ebt,.,.;Mowrey' s· recommenda~ion,pt"S'~u~es;. a :::'.1. 

nigher. pos""--t3.X coverage: than tha~:~provid.ed." b~.:~':t:&!j~,:las~::d~cisi?o. e 
even though his rate of return recommend.ation is lower-. . ""v, '" " 

For.a:l: additional: guid.e on d.eter-miniog,,~o~t: of. common 
equity, Mowrey: compar-ed.,: P,!&!' s:' financial per-t'or-mance _·wi.~h::· :;,b.at o,f: .. 
other regulated., utilities, in. a comparable,:ear-ning~::.s~ud.y, .. (: "He,< ' ., 
cautioned., however, during per-iods_ of unpreced.ented.: intlat.10n~",,: ~ _~,' .: 
historical,' resul ts",mu~t :be ",tempered.~ accordingly.... ·He compared PT&!' s 

recorded. earnings performance wi tn two groups of companies,~:whi.ch_: h~ 
believed. proviae an appropriate; basis· to!:';' comparison~wi th' p''!&!. The 
firs t grou? was'" comprised of" 2S~ oompaniesse-lected~:1'rom the 50 

, -.I. ' ''''', • .,. • •••• .'....', ,~ , 

largest electr-ic utili ties based.·· on ,r.evenues' and inci~d.e only those 
companies whieb. are~ rate~ the,-eq1.1i~aleht" ~f:;it~¢;:, S&P A: or AA by 
botn rating agencies' and~ wh1c'h,' have~: Va·lue, t.:1n~: beta's"r-anging between 
.60 to .75. All the comp~ni'e~' ~6minOC.-~t~Ckis-':~Ubl'iClY traded and. 

. ~.:-~:." .. , .... '."'. ,:.:.~ ... ,,~ ... ,.-::--:,...,:...::.,~::.,:: ..... ,. 
all are regulated. public utili,ties:_:: .~-' ',~,':~:;:',.~~ ... -'" -

_ -:.,'167_-
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The .. secona"' group of' com~aracle:" com~an1es;;" Wh1ctl~he u~ea in 
• I'" ,", ~ "i' .. _ J. _ .-.. .... ;J .. -of"" ... "" .. ,'0"," .••. /'"", -, .... , ~.,.~. 

his analysis is comprised" or- five' telecommunication~'companies"havin'g 
condo ra~ings ranging '. 'rrom~ BBB to AA and Value Line cetas ranging from 

• 6.0_.~~0.:_ .• _~_q_.", 'these c_~mp,an1~_s;:,?r:~ engage~~~1.? a similar bu~.t;l~e_~s 
pursuit as P'!&'!, are regulatea, or have subsid1aries2wl:u:ch:.\are ::: 
regulated, and have comm~n' stock which is' public'ly'·:traded:~c':'Some~now 

• .. ,.,,,.. Pc' ~ .-, "'" ......... ,- ,'- •• r-~' '\' . 

realize a portion of their earnings from. non-regulat'ed" commun.i'cations 
", -- " . ~.' ' ' .. , .... "'-.. 

activities, thus causing investors to view them as riskier 
:: '" k •• , ... "-' ::: ~:: :.~,,;.;, :': .. --:. .::: 

investments than totally: regulated enti.tie.,. \:;',::,'.:: :'.c';~::::·:,: ': ':;,,'.":,', ;:, 

Mowrey believea that these two groups of compan1es;:.::p~.o:rld:e 
. _ . . ~. ' .. ,"'" /~ - ..... "' ,'". ' t ... r:." ~ . 

a reasonable selection for' comparability purposes'~ -" Ke recognized.' .. 
that, While it is truetha t P'! &'! is nO't>engaged'~ 'in~ the~3a.m'e :lin'e- 'or=: 

. _', ..... .., I, . ,.,'j c· __ " ',,.. . . .tot. ,...... \' 

~usiness' as 'the electric utili ties~,' p,!&,!' s' ris'Ks' a're changing with 
the d.eregUlation 'Of the communications: indu~tr7'arid,;:' in'· hi:r::op1'!l1'on": 

tb.·e company vtill' beeons1dered·: i 'riSld.er'1nvistmeb:t 'than:"i t .was when' 
it was part of the Bell System, all other things be1ng~e'quaY.;':"The:: 
electric utilities' he' 'chose have' Valu'e t'1ne 'betas' ''';'h1'Ch at-e similar 

,. : .. :.. . . ',_ ~ ',;' :: .• ,t.·.·. ·r"! ...... "=. :." ~ ........ ,~--"" .. '" 
to the betas of the utilities:in-th-e:-eommunieat10n~,field and 

therefore Mowe,ry .. b-el.ieyed" tha,t:i t- .c:an· ·be: :concluded.'.:tha t eyen though 
~..... >. • • ,~ .• ,.... -~,' ~,..-o. ,'~ ~ <'-r, r 

the two grou-ps areen'gaged in differ-en:,;' 'bus1nes's'es',' ,the investors' 
• ~ ,... , • ' • _ .:. ..... :, • .. _ •• ~ I r:.. : ':~ .:. -:.:' .- . ~ .:: n ':.> 

perceptlon of tlle ,risk o-f b,oth' group.s' relat1:.ve~"to."tb;e-: market as a 
whole is si:::lilar".'· P'r&'r" .isno:t ,cu~~ently' 'analYZ:ed. "by.; 'Value Line since 

.. 

its common stock is not publicly traded .•. Prior" tok'!&'!' s 
aCQ.ui tision, however., Value Line- a-ssigned" 'a .beta of;~ ':-':70 .t,o P'!&'t, a 
ranking in the lu1dpointof', Mo\.r:rey,"s, _comparable.:,comp,a::n1es . 

• , ' , ~.. .......... ..... -oR .. ,.,... ......... 

Another reason. why- he :belie:ved it,:.' "is.a-pp:rop-ria te to make an 
analysis based., on 'electric .~u:e.:1:·l,ftie's: ii: ,b~e.~au·se2:ti.'&~':s request is 

• • '" • .', • __ ' ,...... " .. ,. .•••••. ...... • -lOr' '''~ '>_.' ,'- '" '-..-'., .... ,. __ •• ", 

partly predicated on a comparison ',.;.1..tn: .. eleetr:!.:c.S"..:' ~ .... :, 

," , ....... -.,_ ... '" - '. -' - ~ .... '.' - - -
, , .... I,·,"" .... 

.. ..... ' •. : .... , ,!"" :J .... , .,.' 
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" '!he~ resul,ts ... o:Chis .. compar-able .. ,earni.ng5~ ana,lysis-. averaged 
• ,"' .... ~-~.,... " -~"''''",~." • .., •• ..,."" ..... c ... ' ...... • .............. \ .... ~ " ............ ' .'., .... "M 

over the. five" Y,ears , 917 -, 98:t" are ,. aa" f,ollow:l,: ,. '" .... ' , ' "~,,''',, 
<' • A" . ""'" ."., ~c ........... '... A.<.' .• ,.",.·" ....... _ 1,_, •• "J~ •• _' __ ' .. 'jL..>'.., .... .. 

, " 
.' :---: .~. -. • • ,. ... • '.' ;", ;', •• • ~ 0 .' ~. 

Times 11lteres.t..:Earned: ,'. '"' '. <'V:, .::':I:!':":'::~,,'''~ :_,.~" \ :~,7": ::",''; ::;;,;;:;~;.'~~ 

Atter,Income'Iaxes .. -: . J.SS."", .. ",_~2.31~ .. .,,,,,,, '."." ,... 2"~5,T., .• ",, 
- ~ '",.< ~ --. ,\ .. , \. -- ", ." ........ \..1 • ~'. ~ ......... -I. ." \ _ ..... 'r' '.. • ~ .",; _"' •• ~ ""'.... ,,,,.' , .• ' .;;../ ... 1 ...... ' ~ .... ' , .. ' IV" ~j __ ...... : 

Average~ Common Equity"., . ', .. ~" '" "', , ~' _ ~ " _ ~" ... _ ~ " .. ' ', ..... 
Ratio' , .. " '.' ' ' '-''', '40'.45'% .... : .' '36.77~·" -'." --~ . ..,''. 37 .OS'~·'" . 
Earnings Rate'on. ',":':: '.-" .. ","; ~J:: ",:<", ::,." ~,,;,:::::~:-:, ;.::.-:~;::- ,:..:~,'::~",:v':':':)~:' 

Average Common EQuity . '9'.'''2%~'-: '.' :,:-;' e, :"1:1:~'9 3~~ - ~',':; ::.:' ;: )' .• ~:: ;"'~,5~:S.9$:\'\':~':: 

Earn111gs,: Rat.e~ o,a,:: ',~~. ,~;:"" ,: ~', :: ~: ';. :' ',: :. :. ::~: :; : ~/ ~ ... ',~ : ':, -:: ',;::' "'; -'" (j;': 

Ave~~_~~ I?tal Capi ~,~L:~::, ~9:" 5.1!.: .:. _ :: ' "., :',:;: ~ .,3~·~ ;: c ... ,:':: ,.:. ~~ :., 'J:' :1;9,~:?9.%:,~· " 
D,ividend Pay,out, Ratio. , _75".46%',.. -",..,-12.92%,.,,,.,., ~, .57.""7%, ... ..;~ 

• - ~ ..' "'. - ~ ,-, ' . ,~. .' .~. f·"·.<, '.' L, " ,. _' \" .... ' _ .'... _ ~_. _ .. I. ;r. ~ .... " .• , ....... 

Mowry Re,c3.st, Pl&'V.s ,r-esul,ts to. sho~ how, they'. wou,ld. ,h,ave", ." 
,'" .. ', , ." • _ .... ' _" - '.'.... ........' '. ,. .. ~ •• ,. • _I .. _ ' •• ' .,.' '.~ "-.,., ...... j ... _ ..... 

lOOked. had ,the tax., remand. l.iabili ty .. .not "existed" for J,.98:1, and"J 982,.,,_ 
.- , • r '+' ~, ...... ". ..... ,_" • , _. ~. "- ~ . .,J .'" _ .'J '"' ......... '" .'''~ ... _ '"-' " ~ ............ ~ ...... _ "~ .. ..,..... " ........ 

, As a, resu,lt o,!, his comparable "earnings ,analysis,,~ Mowrey', .. 
.' • ~ ,.'l. .... • , , •• •• _ , ,,' ~ ,"" .. ,,',......... ,,'" ......... _ 'I> ' ....... ,'_' ' •• ,,_.' .,".. . ........ 

concluded. that,: , ", ." ....... ~>',.: -, '":~ . .::,.:',~:: .. :~ .... /:: .~~ ... ~.: ":,~, ::r:.~-.: :..: .... : .. ,' 
, J. '. ?'!&'!' s, coverage levels . have e,on.sis,ten.tly. ' '~. ,.: "::::~ 

r-emainecf below' tlia't' ottheotner 'c"ompan:J:es-;'" 
even' on~t.h.e~;r-es;ta ted7, basis:.·=·. ," ',:",:: ';:: ::.:; 

2'. P'l'~!·'s.a.veragecomm'on: -eq,uj;t:Y'rat~io.: 'd'.ecJ:in-e<1' 
over ,the .period. .t'o. a ,level approximating ,tb.a.t ".' ." '. 
of the compara:ole utilitie's,' but' on 'a" "~, ",: '" 
res.ta:t.edbasis 'P!&'r."s·,equi',t:yrat1o-"hae:·::' ';~ "('e,~:',,' 

increased. d.ramatical.ly., in. ,the la.s.t: two., years, ' . 
and.' is nowata 'levelexc'eeding" those' of "th'e~ ". " .... '. " 

.,~ other utili'ties •. ", '. :" .';~:~ ,: .. ": :,. :.:«'. ~:8~>· .. :, ~ 

'3:. .. 'P'l'&:'t' So ·recorded :earn1ngs. -rat.e~ ,on average' ,;~ :-.,:; ~::' ,.~::_ 
common. equity was consistently below that,. ' _.'~. 
recorded. by the ·oth.er- co~mpanl'es' and" "P'l'&'rr:f ..." " .. 
reS"t:a.t.ed.." 19:8.:1 and:. ,l982ear'ni.ngs w.ere ": - ;'~, ~:- " 
substantially below tha,t ,.of the group .of, ~. 
telephone' c'ompan1e's but- mo're "in 'l'ine wi tn"tne ", 
eleetrj;c; util.it±es:., ,,-, "; ',<.::, ... > "., " ":,~:':;: 

4. On ooth. the, recorded basiS and on the 
restated baSiS, P'!&!'s earnings on total 
capital are comparable with those earned by 
the other' two groups of companies. 
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'. 5~ n&·,!,f~- diVidend- p·ayout ratio::a·pp'rox1mat·e':,.·,.:':;.>: 
tha t of the· elect-ric·. group,: and. tar exceed.s,,.._ " .... -
that 'record.ed. oy the telephone group'~ - On'"' 3. , . "-_. - '" 
restated' oasis,' however:, ~'PT&!' s- payout- ratio: .;' . .'- ,': .. , 
is actually· compara'ole with.: the., teleph.one ;.... ., ...... 

The' ·;i:~~~remi~m· d~finiti'~n: ad'~~t~~( bY"'Mowr~Y-'f~~ h1~ '~isk 
...... .-. , -,,"."~" ,. .. .., , .... ~"",.-: ... ' I~~,.·~' ..... , -•• " 

premium' approach ~;as essentia'lly the" same as 'used bY. PT&T' s ~ Jose's':- , 
• • ',' • • - ~. .1>, .... ,.. •• , .. ,'_ ~,... ...... '. t.' .-. • ," , . .....,," > • , 

" !o,deter:nine ri'sk' p'retnium:'" Mowrey ~ caieulated" the~1sk. ,> ".'~ , 

;lremiu~ wh.ich 'in~est~t-s" i'~ his - '~otllPar~'ble el~c~t'i6" U:e:ll'1~tie~",' .: .... ": ~ 
telephone. utilities, and' PT&T req'u'fr~d~ve/ A::'r~ t:~d ut.1li~y""b~·nds·"·fOr 
the periOd 1973 t·hro;gh. '982.':' Composi'te ·earnihg;·:'P';ic~~rat1os we~e 

• . . ........., • ~. ", ,.-, .•• ',' I"" .",. ", ,..,.. .~" .• I'"'- ft' _ .- __ .-. " 

c.etermine'(f for the' tw'o groups of utilities and" also· PT&'r: - 'Negat1vi,· 
prem1U~s_ were 'eVident i~ , 9-S', 'and"':',98:2: Wh~~- si~n:fri;~nt' Ch~nge5 1~ ". 

:i.nt~re~t rate' leve:ls w~r~' e~et'·i~nced. Arf'e~ti~~': tll'~":'-'98'Oand' "'9;8';· 
• .- '. • • , !' ", ''''.' ,J" • I .... ' ,.,.. • ,-

~esults for P'l'&!, were announcement; in both yea~s'that' Ai&r'~:;"ouid ~ 
.. ,' . ,.....: . - . . ~ " . ",.,' ...... , ~ '. ~.:: .... ~ .... , .. ~ "... '., ,.. ""'. ': '-' ~ ... ~.' :-~ ". 

pu~chase the approximately 10% outstanding shares o~ .P'l'&T's common, 
", • • ,': '.. .: _ ',. .." " ;",,.. ...' '". . ,_ \' • ;., 'on '~" ". '-_ ".J rI\ ,:'.. • ~ ' ... ' '-; 

stook. This drove the market price of PT&T's stock up and. resulted 
ill earnings-pricerat1os not ,refl"e;tive, ot' i~ye';t;o'r'~" ~xpe'~ta~1'o'n~ ~f 

~ ~ ,....... • • ,_ '" • ',' '. "I 

?T&T's earnings level, but. rat.her investot's' expect.ation~ o~ AT&T's 
." .-.- -' -."'~: - ...... "'~" ~ ,,: .• '., .I .. ~-' ,,:, :· ... :1_;':-· .. · ..... ~.~.~ '"" .. 

of!'er price for PT&T's common stock ~ .. . ' 
. I:nvestors 'in 'Mow~:ey ~sco~p'osit~ ei~'dt~ic' gr'~~pC 'd~~·~d.eCt"""~ 

premiums ranging' from 1,'77 to· :377 basi~' 'point;' /'~'71'% t~ -:3'~ 17%).. , ' 
, • -~ -., ~ ,-. .' ~ • ... ~ .'.' .' • ~ '.... '. • • ~ ... ~ " ";...... • .... ,..,. -. J .... ' • ..... '.' 

excluding' 98 1 anC11982 when the· marke't: expe'r-ien'ced . d.·r-ama tic·' ''swings.: in 

i::rt.erest rates and averaged, 290 basis points over the per,iod 1973 to 
. ~. . ' _ .'", ' ...... , . _ "" "'~".:>," .; ": ......... ',:' tI"~ .. :" .• ,:;._.~, >;.,:: .... I/~: .• 

, 980. Illvestor~ in th.e, group of :telephone,. stocks requir-ed premiu~. 
" ...... _:'"', •••• ~.~. +- ,".~".':. I" ... ~,,...L·-'-=-.,~·~·:.r-.\:::: ... .I:;_·:'"';,_.:·; .... '·:...::,.,('~ 

ranging from 130 to 493 bas,is ~o in ts oV',er-. the years" 1973 to .19.80. and 
. . .' '~ ... .• '. ~ ~'. ~. ~.' '.::.:. '. .... _ .• -, .~ ".' ..:. ... , '_,:7:.:":' '... :,. _ '''. :-, "~ ' __ ': 
aver-aged 25Q baSis, points for .. the. ))eriod.. ,Investors, in P'I'&'I' '" 

experienced. p;~miums·t'an·g1ng· fro~ 15'8' to '354"b;s'i:~: p6in~~~"~~'~~-the:' ., 
per1;6 "973 to 1979 ~nd aver~ged '254 'b~'Sis ;~,ints'~(· M'~wre'y. e.xclud.ed 
19$0 a~d 1981~ !'rom ~·consid~ra·ti~c." du~to~ 'the '1mpa:kt' AT&T"~ ~t;Ck ::"; <. 

, . " .. .~' " ~ ..... : .'...., - ,... '.\~.' , , ,.. ,-" 

purchase announcements had.' on'PT&r',s marke't p'r1ce~' "982- was' not'" " 
consider-ed because PT&'I's common stook ceased traaing in A.))ril 1982. 
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Mowrey; ic.;terpreted,:: t.b.e,' ~a,~~' t~:,; .s.h~W'~ tha t:t'be ay.~rage 
~- ~ " . " ,.., , ,....." .. ," -... ' .. (: ... ~ ... ", 

prem1um required.' by ic.ve3tors"'ic.·PT&T~ wa~- oonsi~tent" .. with that 
" -, " ",..... "~'" .~'.: .' .:' \., :. :::' ,,,.. .-; ~).:.).:..,...... ~~. ;', .... ~. 

demac.d.ed. by investor$.,~ in thee: otller:t.eleph9n,e:=- u:t.1,li,ti,e.s while 
inve3tors ic.e-leetri'c.' utili tie~ dema:nde'd-::: ':,omewh:at:)'hi:gher premiums 

~"I"", • .. 

over the periOd.. Consistent with his .opinion that' PT&T i,s now a 
riski~r in~es.tm~c. t'" tb.~n' ft" w~s d~ring" the :';97'Os~ 'in:c{ ;o';id.~ now be 

. . ~~. ~:. " .. _ .~. '., , ... - ',. - .' .. ::.j:':,. I.:" ,":":,,,; :-' ~,.'.:"",,:~\:'~_, ::~. __ ·:~:I;.,,~,; 
viewed. as an investment with risks equating to the riskiereleotrie 

.. . .... ~. "r.... ...... ''':, ~."." .... , ;.:'~., f~ _+~ ... _~ ......... ~\; ~,,", :--' • .' 

utilities, he believes a reasonable risk premium for PT&T is within 
. .' '. '~_ _~, , .. '., ..::' ~ ,.... . ...... : :c:·"'; (, ," :. r':O \.' ~"'l ~ ~'~, ~.~ ,.,., :', ',I>: ~';:,..;..: ,":: ':' "; ': 

the range of 250 to 350 ba.si:s points. ' " 
, .-,... , ', .. , ... • _. ,:' ..... ", • •• o. ,~ • ....,,,.. .......... <., r· ... 

, This' premium-must' be - ad.C1ed to' an" es't':tm3:te~ 'c/f- 'p'!"&r""s' 'co's't: 0,'( 
, . ~', '" . c. ~., _ "-.' ~'.~ .,'~" '~~"'."':.~'" .. >,:,:. :.a:.:: .. :J"~:"::: ~-~ .. " :--,G':"'~._':' 0:...1;::-

long-term debt to der:-i ve the required r-eturn 0'0 oommon e,qui ty. 'Since . " ...., - ~~. -, .. .. :.. ,: _..., .. " .. '-:- ~:..:..,. ~_ > ':, ""';.- , .:'~' ... , ':1: ;. ~ ~ • ~ .:.::;; ": \~.~} ~ 

?l'&T is not planning on issuing .. any long-ter-m debt during the test 
- ..,:. .-" _': '~-~ ,. :-::.~, ,.... ~ ._'; ..... -" ,'" ".~':~ .:' ,-; .,1:.\ .... V" ''"'',~~'I~~· ~.::-- '",_::: .: ...... -: 

year:-, an estimate mus't be ,mad.e of the ioteres't rate which PT&T, would 
- '. -' '.~~' .. '-. . ,.' ~:,' •. ' ......... ~ .. ,_ :, ... ~.-:.I"" ~·,~ • .-.... \~i __ .~}.;.:: ...... .:: .... _=.~ ... '".::::~.::.. 

be required. to pay were" it to i3,sue debt seourities. For this he 
,- " " ....... ,', ~, ' ,~ .":.,, ," "'_., •• ,... ..... c ' .......... , , 1'1'" " , , ........ ', ,.,~: .... r"'''lo ... ' - , , ,..... .~_ 

used. DR!" s pr:-oj'ections of' utility bond" 'iss'ue' cost's tor' , 98'3' ,th'ro-ugh' 
~ "', ,0-•• ,.... ........ - '. - ,- •• • .,' .. • ... - \.- .... ,-.. .~. __ : ,' ..... - ' •• '. , ....... r"I...... ..-" 

, 985'~ "!t was Mowrey's opln'fo'o" 't'ha't' a r-easo'nable~ 'inter-est"'rate'" • ,- , 
prOjectiOc.' f~r-.'inel~;ioo 'i; h1s:~ ri;k~ pr-~'mfu~:: iria:ly:si;:: ~o:~i~~' be" \3:.:O:~.. e 

" Combini'n'g: a risk>pre'mi~m~f '25'O:'to:- ~35'O basi;';po'i"h'1fs~-~th":": 
. "', ',".. ..,.i,., .. '(." ..... 0 ....... ,"' ,- t, ... ·" ,\., ..... '.,_~ .• ,,·-~:....,c 

his pr-ojeetion- ot-13'''O~ a$ the cost' o'{ PT&'t's rong:,,'~e'rm,'cfebt" gave,a' 
- r " -.. ,. ' .. '" r "~'" ,-. ,~. ..' - , .._ _ "'", t- """.".,., , •• (~' ~ ..... 

r-equir-ed return on oommon equ1 ty wi t'nio'''t'he' range). 0,( '15-.5'O~ 'and. -'6'.'5''0. 
~ ." ". .' • , ,A .."" ",\ ·W , '.. ,.....'... '-0 ,... , •. _I. t ... I • 

, ' , Another, market:'oriented. iue,t,h.o~'· he~ ,r-~lied.,· up'oa" "t'O estimate 
~.:: .', , ... ~ .. :~ .. , .:' - :.' '. ",'.')",,:: :\~~~ ... ~ ... ,~~_"',~I :_::'::';"::=.I~ ...... :~ 

the total return required. by investor in PT&T's commoneq,uity was ' 
.. .' '... ~ , , .~'.~ ., -:-: _ .~~._:- •• ,.:'. .... u" ',: .. : ' .. : ~.;... ': _: .. :. ," .. ' ~ ~.. :~ • ;. :.1 to..' ,_ :;:;, :-:: s 

DCF. 
...... ~. .,...... ~.' . ,". - ~. -, ,... .' .. ,'" ":: ',' ...... '""" ," . ""',"" - • ... ... , r. "', .'\ .... ) "':"-.. :.. 

, l'he combined - results of' 'Mowrey '5 D'CF s'how'e'd-tha't . r:e'ciuir~e:c( 
r-etur-;;" ~n' e'~~it'y r-ari'S~d fr~~:' '~5-.6~%: 'to"16~~;49i :fd~':: hi~s:'g~6u~p- or'''> ' 

eleotri~ oompanies a~'a 15'.0'9%' to' 'i5~3:3%'to·;- hi~" t~ie~~~n'e~6~,~p~'n:i;k;~ 
.---~ ' .... -.. - . ..... .' , • ..... ';C .. ~ .. :. ": ~~<::.,:", 'e:'" .-, ~ :'.: ... ,: C\CI'~.1 ::. ·.:7~,.''''''::;''-.I-·· 

The !Ilicpo1nts of the 'results were' ,6.07% and. 15.71%, respeotively. 
,~ , After bon;ider-i~~ the:, '~~s'~l;~ :0:(" hi.s~ .s:~~h~l~'s~,:' t:h:';: :rae~{ i'k 

.... , -.. • " •••• ._ •• , ,~ 'T" "","", ' •• Jo" . ' .. ,.......... _~: ~~ t- """",., "'.- .... 

ter-ms o'f debt'~at1ng' Pl'&r oould be~ oonsidered.' a r'iskier-'i'nvestment-", 
than "th~:' av'er~ge' t~i'ePhoo.e:' co~pani,atid::'th~ai>:t'hi u~~~~t~t~:ti~::·- :,:~,,::" 

~-:. . -. . , , ':... ~ "::: ~' .' h .':~ , ,.. ,"" ... :. ::." ~~~ :.~:: .. ~ ,",~::: .> ::1 :'" ,~ ::- :: ~ ;..~ " i ~ .•• ::' ::,: '',. ,~,.' G 

.. : . , 
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:s urrounaing the impending b reak-up :~:of~_the_B.eiJ..::.Sy:~.teLa.ricr_the_2:::'::':':::': ~ 
aeregulation or- the, communicat:tons :tndustry.:.:~also:tends to"make PT&! a 
riskier investment, Mowrey coo.clud.e<r .. tl:l.at·~a': 15·:75"to::·16 :.'25S::-,retllrn--on 
common equity was·~rair' and.·reasonable·'toPT&'r~and.;~its customers. 
That range recognizes' the investors" percept:f;on·: of:.:;tne.::: r:l:sks ::'.:~' , ...... 
associatec1 w1th~ PT&T·'at· this time~ It· provides,'a~retllrn' consistent:· 
~i tb. what:'investoI"s I"equire' as· compensa t1oO''':!'OI'':·1nvestment·::in·····, ',; .:. 

comparable utilities and. provides an inteI"est'coverage'suff1cient''-to 
acquiI"e ana maintain::a solid Single-A bond' rat1ng~ ~\':: 

Mowrey recognizec1 that'· his recommenda tioc:> in this 

proceed.:Lng as' to, th~ fair' and re~s~~a';'~e " ~~~~f~::~h·":.e~~ity is lower 
than the 17.4S which was last authorizec1 PT&! io.:August 1981, but he 
oelieved. it to be warI"anted.' - He' noted. the: 1n~reased.;: business .I"isks . " ,-- .~. ..... . 

~hich PT&T will face upon divestiture but in hiS'opinion these are 
tempeI"ed. by PT&T';' improv~d' rina~61ai: c6~d1tio;~:'its 'higher .equity 

',L • • .. " _. : .... 

ratio, impI"oved.· cash: flow generation'; . higher inteI"est coverages, anc1 
. ,-" 

S&P's recognition of these improv,ements in its I"eeently revised. bond . " .- ~" , ,.... ,. .-, .. 

ratings for PT&T. The primary eontrib.uting~ factor to'- a lower I"etul"rJ. 
on equit.y in thi~' 1'l"'oceed.1ng tlian'th.at'which'P!&T:was last author1zed. 
is, in his opinion, >th.~signit1~arlt d.e.~li~es~ in: inflat10n anc1 

, ~. - " ,.. .-~ ~ ... -. 

interest rates which have O¢cu'l"'red·· a'nd." are: p'r-o-jec'tec1 to continue or 
be mainta1nd. au~ing· the test' ye·ar.·~ ,-' ".,' r, ',"'.~ ,,~. 

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

The range' in I"etu'r-n .00.·. eq.u'i.ty< recolnmen,ded by Mowrey would 
, ' " . ' , • "" ,t ~ • - '. » 

provide for return -00: ra te base: of~ ,rr.om ,1? • .5.2% ,.t~,: 12,.76% when pI"essed 
00. cross-examinat10n by 'cou'n:sel~ fO'r: :the ·Ci t:Y'''::'~f:: 1::os Angele~, Mowrey 
gave 12.58~ as ~1~"~b~~t:,.figUr:~,.;~·~·~~~:·;,.:· "':"'.' ';'~"'~ 

r r ... , .. ,. .. ", __ , r.,) v. "-, "", .:,,,,,", 
• _' ".... ..' .'. ",J '.' .. ~. _ 

.... ,"" 
'-

, ~ "" '., . ," " - ... ..., ..... ~ .. 
" ...... ' -. ... ..... / .. .... ... " .' .... .. 

- ..2 "72"' -
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Kroman for- the CitYc,of'Loa Angeles::;._;, ..... :~: :>;::...:.:::::, .. c~.:. -:.,::: :::;':'~:-:,,,c~";'; .. 

,The City -:of Los"Angeles preaented.~,Manuel;~Kr-oman<" .. P.E;.:,.as:. a 

witness"on.the'subje~tof rate;·of..return., ':,,'n'::';V: ,:~".<:;,':.::";~:;' ' .. ..::,~_~; 

As a result of· his:::investigations,. . .Kl"omanr;,ree~mmend.ed.:an.::: 
assumed. post-d.i ves ti ture.~ condi tion,': of., 4 7%.: long-te~m":d.eb:t,,,: car:'rying: .. an 
average- embed.o.ed cost of. 9 .. 5%,.:' a 15 •• 33% ~eturn,·on.;;commo·o .... e.q.u.i:CY~" (or, 

all overall: rate·of.- return~or:· '2 .. 27%:,~ Pl"Ov1ding·:an~;arter-~ax: ,in~te.t:",est 

coverage of 2.75 ;ctimes.~· . ,,:':' .-c :' .... : ,; .: ::: ,.;; ~ ;:;,:',~:: ...: _ ~~::. :<:. ". :,. ~~ :::>: : 
..... , ( ~~, r' , 
.~, .......... ' " -' "," 

He gave as ~bases:.underlYi~g:his~cr-ecomm~nda;tions::,> 
1.· they-are: en:t1rely consistentwi~h..:the ','~,''":',,~(: 

principles governing the fair r-ate of r-eturn 
'c: -as 'enunciateCl by:the":Hope~a.od":.:Slue'field'; :.'. ::~'; .. ".': .. ", 

·cases;.,. . ,:: .... : .. :' :: .. : .... :.", ._,-,::;'.~,'~' ",' ,.'.-
, 2. The r-ecommended returns· 00. commo,n-: _,,,' _'::- :': .:., ::: ..... ~ .. ,: 

. .' , equity: . .~,.. cO ' " • • _ ~,' ~ , , , ,.,. _., ,', , ,_ ... '~' " 

a. Fa1r-iy reflect appiic,ant·s"highe·~",..~:.':" ., '." " ", .,., 
. equity' r-atio and',' r--e<1ueed" tfnancial- .. : , ':~ .. " - . 
. t"isk as. compared witb..,the,si,tuation, .,".c' --_ ~ . "." 

when D. 9 3361 wa~- ~~.~,-:-~d; ~. :, ~_ -, ,-.- "c 0.''''., 

b. Proper-ly giv'e etfect~ to tlie vast.lY·"-· -,' .. . "-
improved, finan'c-iar: an'd;.::ec'onomi'c ,~',:' ,- ., .r" " ~ .. , 

climate, (e~g. lower. inter-est. rates. 
ana lower in'flatfon rate)- now" .... , 
obtaining as compar-e'd- it·O' th.e:'time~ , .. . 
wl:leI?-' D ,.93-361., was:issue¢,,; '::" .. :'. '", 

c. Ar-e tully commen,s.urate,wi,th.. :the" mo.s;t-: "., 
recent returns authorized tor ~ther 

, Bell'Syst'em' eomp'anles'; a:ncC " " . " 
d. ~ Are tar' in excess::' o:f,the 'aohi,e-ved':· :,' " "" '. , -

r.eturns:·o:o eq,ui·ty- o,r, o:ther- '::- .;':', :.~ ~:.o.:- ' -' .. >::'::: .: c. 
telephone. electric, and. combination 
gas and electric uti'lites .;,:< .- ,.:: ,,, '. '.' 

3. !he r-ecommended overall rates of return 
provi~a for an after-tax interest ooverage: 
a. Well in excess of the achieved. 

coverage of' A-rated'utilities'; 
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~:' '.~ ... .."t ,""",,, • 

Jh, ~,Well, ,1n;.e:xcess.:ot= vi,~tually,,:a'll::;of :~;,.:'-: 
Moody's 24 utili,ties - even those" , 
with- ,the~ highes't:'rat"ings';' ~ - ~ ','; .:,' .:. : 

C." 'Co'c:sfstentwitb:"the 'J:a:tes't 'a,:rt'er:';ta-x' ::>: '" ,:~, ': :~~" 
coverage ,o-r,Bell. ~System.;comp:an1~~: : ,. r~:'), :"_ ':~:: ::~;" 
recently rated AA-, AA, and AA+ by 
S&P; "arid; ,,' , -; ,,":":.-: -," ' "" .. - '.- ' .. -" .... 

d. FullyadeCl,uate- ,to---prov:tcret¢'ff :a:"- :' ':" ~','::'::'-'-, ".,',.-::':; 
s.olid in ves.tmen.t grade "bond" t'a,t1ng" ",' " ' ,_ ¥" '"' 

accot'dingto S&?' s 'fating " ,- , ' "", ,- '" ~ 
criteria." , '.,,:' ,,-. "'; -~,:'::' ~,-,~' :':' ,~' .. ,,,. '-, ", - :;:-'':~ 

4 • They 'a tt'emp,t to 'ba-la'n:ee: th':e: f'nt"e-re's t~;o-r'rboth ~,' ~ 
inve3-tors, and r,a tepay:er'$y ,p.ro,vid,ing; ~nei_t.h_er _~, -, _: ,:, _;:, , 
extravaga'ntly high returns to the former zior . 
a' "f'reer1de-" t'o. the:!atte-r.'::, ",:_',r~:, ,:- ",~ ,:.":':'.,' ,: 

Most of Kroman' s' "ilfrect::testimo'ny 'cOc:s!s:te:& 6<t: a~'d:eta:n~ed-~ 
critique of th:e method.s usecr'by 'P'r&Trs"';witnes-s:'.":~·:H"e':lieI£evecl::l:re' had' 

, shown it- to oe cle'ar- 'tnat met'nods su'ch: :3os- r:::rsk p'rem1um?;: CAPM, nCF, 
p rede te rm1-ned: ,pos-t-tax ',inter--est- eove-rage~an:d~ ::C;omparab1 e-: :ea'rn:;t'rigs' ;';', ':;:' 
based. upon industrials', "e;irn1ngs "a,:l~l- ~p-roduee:~resu~ t:s" ~W'h:1"c-'h-:' (are': ':: '

eetermined n:ot by' the' 'i'rihei-ent~ ~valldi'ty ot "t'ne': va,rto1is :ap.p:ro:a:ehei"but 
• .- . I . . " ... _ - ." .' ~ • ~ ... " ... , --\ 1-' , .. ,. ,"".' .. ~, ,. " 

'by the inputs selected by the: personsmakin;g 'the' ·-p'resen'tati~ns.' ' " 
HavinganalyzedPT &1" s p'r1ric-i'p'al- 'ci'uantl'ffabl'e:bases':'of '~!'ts 

reques·tecrrata: o-f:~return', -and. having :eo:nciude-d~·tha't-: 'su<:b ;ine:tbo<fs "a-s-' 
roisk 'premium, CAPM,~ 'nCF, p-redete.rmin·ea: po:s't-"tax 'in:tere:-S-t ::C:;ve'rage':a:nd 
comparable earnings. ba:sedupon :"fndU'str~!als ""ea'~n!ngs\: a:1J:> -p~rOdi.J:ce: -,' 
.. ,,' . - • '... • .. '1 • .' ~. _ • _ .. •• -,ro. ,... ....... 'j'", "~" ,.... ,. ,'" ..... 

re:sults whieh:a'redetermined. not by 'the inher-en-t va'l'id:i~y- 'of" 'the- .', .' 
various appro'aches' but byt.he:1:nputs' 'se-lected, by: ~the; persons ~ma1cln'g: 
'tlle :presen ta t1ons:~~ Kroman ,declared' tna:t~fairn'e's s requ,:i;-res~ tlla:t:'o trier, 
::lore even-handed analyses b-e 'relled,:upoon. ~';' ' .. '" ": ': '; .:, ,: .~ .. ::: " ,-,~," 

Kromali espoused' '-the' 'oas:i-C: :p-rin<:i'p-"le,' "as. enunC1:a'ted in the 
Hope 'and Bluefield' c'a'ses, that 't.he- "return t'ci-:the: eq'ui-t'Y: :-owne~:'shou:ld, 
Oe commensurate' with 'returns 'on inves~ime'nts:7in "'other'eriteri/ri;ie-i:':'~ ~~, 

-hav.1ng 'corresponding 'risks'. ',:obviouslY, 'he '5a:'1d";:;'the:'mo's't' near-J:Y::', ': 
" 

':,:: .:. I .. " ..... : 
" :. "," ... j .... , . . .... ~.::, , 

- "174, -
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comparable risk ·e:n~r-pr1ies·;are-' o·t'her>,t:eloe:phone· ~titil·i~t1es. To 
.- •• , ~. or, ...... '~''''''' ••• ;,I\."':" -"'.~~., .... " .. "'y' 

broac1en the field while s:taying.,w:lth:'.the,'r-e:gula"fed sector, one may 
I -~ '. " .~. ~ • .," ''':''' _ ,. ~" .. J.,. 

also give coc.s1derat1on.to,the .earnic.gs ,o·!·, ·othe·r·.'utili ty groups, such 
• • n ~. .'. _". ",. • • .. ..... ... __ ... ,. ..,._ ..... ~. 

as tb.e electric and.-ga:s'energ':-('\iti-l!tie.·s:, ou't':tb.'&' previous discussion 
regardic.g the ex~raorc1iri~ryris'k';("o{ ~~~i~~tii:;~:~~;gaged in nuclear 

power generation mustrber:e.~,ogniz.e.c1 r·' :as._well -~;s:::.th.ei.r.:: higher 
i'inancial risk du:e 'to: l-everage-.~:: A'n": ~adcrftfO:na:l' :eo:o.sideration is to 
p:oov1de PI &T with the op~o~t~un"i ty "t~:" e:a-r~ :'~i:'~ ~l~~v~l which will 

perm t it to ra:i..se ne·eciec1 ac1ci.iti.onal·cap.i tal-,o-n· .reaSO'Qable terlllS. An . -. " '. . u... . ~. ,.' ',_, .• " •. ",. .. ...... '.... • 

adc1i tional ~gu'i"d-e to th'ege'neraI~ lever :o'f ·wha t; ~r'at:e '.ct· return may be 
, ....... _, AT •••• ,~ ~ ,'. .... ' .... ~, r........ '. _ ," , " _ ....... - .. ~ ......... '" '\~ ,', 

appropria'Ce is pro'vided by.'Che: ··~at.es>~{ re~i:u.rn: ::0:0:3:6'; 'r.:ecently 
author1zeci by otber-.sta..te.regulatory,c.ommisS-io.o.s,.,. part.ic.ularly for 

'- '-. '~ .. ' ',.., ...., ... '. _ • _~ ,..... J. .. _ .... ,1'" • 

":.he t.elephoneo.perations ·of .the ~Be-ll Sys.tem, ut.i,l1·t.1es· .. · ~. ..... - .. ..," 
• ..... , " <. ....... -' ... > .".... p.... -... " .. ,~. .~ '.. , ..... ,-' .-.~ - ".' 

.. - A stu_ciy~by', Kro.man .of ·the ,~ec~:rd.e~ Jr~:tw:n<~:.n , .. e~qui;ty:,:.: :. 'A: ,~.~ 

toget-her. ,.wi tb. .the. a~ia,ted .. equity, ~a;t:ios~,,,::~fo:~. ;,each; ~f .. t·b,e· ... Be-ll;::·: ': 
Sys t.et:- .princ,ipal· .. teleph.ooe,. ::su·oS:iS1iar.ie~r ..fo·r 't:h:e:. _.y~az:s :':'} 8.9.:,,-;:) 9~~.l~?, c 

and. 1982 .gave m.e.c1ian: re.t:ur.ns .on· ;.~ctui,ty. :01: ~1J.-:.]0~$.: ,roF; ':.9.S9 ;:, ... 1-2:-:0:O·%-~~-or e 
1981, and.· .12._20%,!01:', 1982.~., Of the-.. 44, r:e.tu~ns.on.,equ:i.ty. ... tabulat,e:d. . tor"' 

< • - ". I. ..,'" "" .c. .' " n .. ' " .. "J., • L.' .. ' .. .-.' • ,. _. . ' •• 1 '_ •• 

1980 and. 1981 , .in,·only two-: i.ns.tances <1·id·.~that. .figure. ,·~x.ce~d. 14% t with 
- ,. ~.. _ • ,e ~".,~ ... • ~..... .. • • • _ a . ' ~~ ........ • " " 

thel'li·ghes-t return .. b.eing 14- .... 90% - The, meciian.,..re·turn.s. fo,r· .. prio,r.,·years 
.., ~ .'.... •• ~ ,~ • .J- ~., , ....... _.. ... .,. 'T·" .... ... _ ..... ,'" c 

we:-e 1 1 .3.s~ £or 1911 ~ l2.~,1S~ tor 1.9,78., and., 12,.4·6% "for"', 19·19.~ ... For";·G-'l'-E 
~-.' • .... _. a • _ •• '" _, 'T\ • -,""'_ " .... t'" '-' ... , .,_., 

subSic1iaries,. the rate. of earnings. on ,eq.ui t-y. ,is. generally, abou.t--one-
... • -'" • • .- • - - ~.. • > -' ;.~ ..'..... '" 1::" ... . -- ... - .... ' .. , ...... .., 

one':'half j:)ereenugepoillts. higher"th.a.n. tor, the ·Be.ll"Sys.t.e1ll- ;comp'anie..s, ' 
c ,. ,," - • • • • -. '"."- •• " ... ,' '. ,.. ,'., • , .- ,. •• _... , .. 

':>u·'C· the equi-t.y ra t.1oS; are lower.. .(F.o-r 1980,~,.; t;h.e; Illed.:ian: ... ~as- 1:3;~ 1;:9;%-.;.-
for 1961, it. was. 14.43S-.) ,·.Pr1o~· yea.r: llled.:1anre:tur:n5::w.er:e::"2;~;~%f:o-r

j971, 13,.20~ for 1978, and. ."3:.5.6~ ~o:r,~1979~,_ .. ,.'~~, :.X: .. ;O-:·",',';'.'''':::::: 

t100dy 's- group. .. of2l+ .. u,ti.1'1ties. :ach1eyed.· . gene~ally a lower 
rat-e. ·ot'. earning. than,bot.h. the. Bell. S-ys.tem and.. the .GtE..-.sub:3·1diar1es .. 

• .. • .' •• .,..~ " -." ...., -....... '+ .", -..... ..'4o #. " .... ..,,, 

d.espit.e ... Mooey,' slow.erequi,ty· ratios.~ ~In. ,only ,,fou,r "ins-ta.nc.es .. ·d.id the 
• ..' ..... _, >p. ". '. T _ • ,"'''' _ ... _ •••• /'- •• 

return on equity. exceed. 15%, th-e- mecU.ans wer'e.~10. __ 6.1.% . ....e.or . ...,1,9.80 ,~~t2_,1.:0% 
~ ~.. • _ ...... '. >w.. ' .. ' .~. • ".'~. c~ ..... 'r' - .. -- _ +' ....... _', ' ., .... .". " ...... _ '!-i-

for 1981, and. 13.46% for 1982. Moody's 24 utilities are primarily 



. . , 
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the, nation 's largest~· electric. utilities:;. :"Altb.ollgb..:;theT:'do;':'include':.:. 
!'1 ve combined. gas .. and. electric companies'; ::there are: no:::,wholly ga's::':' ;:. 

e1strioution. companies or gas,~ pipeline companie~.;.;: .. 
DoW" Jones t 15" utilities.' inc·lud.e'; three combined,:: gas ~ and,:~,' :; 

electr1c companies, three integrated gas utilities, a gas pipelj,ne:,..:: 
companY~ and.,eigllt, electric compan1es~ 'The::median::rettl~ on equity 
were; 1 1 .41~ for i98a ~. 13'.32$-. tor, ,198:1:,. and.' ,13:93% for;"982:.~.:'!he':,Dow 

Jones group: had. higher- returns: 'because'~ of,-the higher·, earnings.: ote; ,the 
na'tural g~ eomp.an1es.. Kroman" exclud.ed, s.traigb..t,: natural~) g~~ '; ), ::.;;~' -=: 

utilities excep.t wnere they 'a'pp.ear,'a:s: part of," ,the .. ,DoW"-,Jones,~:group'"o.t' , 

is uti.li te3, because of' tliepart1cu1'at"":: economic.;:. coc.d.it.101l3 under . 
which such companies op.erate •. '"." .. :...; ";' :." :;. :;:::~ "':_::::'~",::,,:,:,:.; 

!he higlles.t med.ian 're'turn: o·n;' any, 'o·f;-· Kromall:.::S:.::.ut1lit.~.grou.ps 
was 1 3 • 9 3S • : .~;; ":, ~;, ~: " ~" :: - ': ':;::::: :::~ '::- :" :: .:' '~ ~ ':: 

ICroman used.--a~ 47·~~ d.eb-t- ra't1o, t>ecause.~ o,f;',AT&l".:t-s,:';:eommi tment 
to red.uee P'!&!'s del)t;.rati'o.:'to.41%.;',The:-<rat.1o:<wa's no.t.-:l.n:tended to be 
precise and. he,recommend.ed.·tnat- :the: mOoSt: ,reeentc;, da:t,a::: be': used. • His 

". ~, " '.. " - ,- -,... ~,... ,'. • ' .... ,. •• .- .' •.• I ... '. 

9 .50~ cost of d.eot was 'pr'ed.ica'ted.' o'n's'im1J:a:r~, as'sumpt'1ori..s'~: 
..... ",' 0. _'.' • '. 

To determine h1srec.ommended.. ~eturtl.., on ectui ty", . Kroman 
, "'~""'" ,. • ' ""' ..• '.'",,,f. ... .. " 

assessed. P!&!' s risks. ,He considered r-isk in the context... of rate of 
, - . •• - ,_ • - ..', - • I, • ,_, " _ I" • : .• :" •• ,' ', ... - .... ,,' ~ •• ,::.. 

ret.urn to oe a comoinaUon:,o!': f"inane1aJ: l'isk~' 'atunc.ti:o.n·"o·f leverage 
1n the cap1 tals.truc,ture, "and. o'£:',business:- ri'.$k, 'tb:e~ :et"1"ec·t of 

, •• I ' ~ .. -.., " ... ",', 

poss1'ole loss-inducing f'actors such as 'i'llcomp'e'terit'ma'riagement, 
-", .' . , ~.,.,.,. .. 

comp'eti'tio'n~ l'oss 'of market', inaoi11t'yt:o qu3:1ffy" 'fo;'c'redl't',' e~t~;: 
Kroma"t{ reViewed."the'·ehaC.ge~ in c'ap'i'~aJ:~s:tr;:fct:U~re since 

D.9336i'and 'co'ocluied' tb.at~th.e in"e-reasecr-e~u£ty"rat:io"'dis:u'nct'li ,-
loW'e·red. the- rinalloi:al,risk.· . : ..... .;':' ",:, :: ~-, ,;': \':;:,'':':.;::'c:, 

. , As 'toous1-nes:s'r-i'Sk'," Kroman - saw 'd;1vesti ture:a:s: '3.':PO$t ti'v~:: 
f'utdre. ' Rather" than~ 's'ee1ng'tb:e :"B~ell'sYs~em- ·umbr'e~l:a""'as':· 'a::ri~:k':'~ C,:: 

r'edu:c'ing' rela t'ion'sb.-i'p·,: it-may nave: ha:d- tb."e' op'p~o:sit:e" "t"e's-ui:t~~": ~~."g;' 'a:'" 
long history of rate ba.se and. expense di.sallowanees oased. upon 

- ~"<l76- -
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,- .... , .." -~'. 

a tf':!.lia ted": rela tionshil's, . a d.:l.s torted:.' cal'ital..::. s truc:ture .beoa\lSe:~ ¢'f:"::' 

AT&T ,. s reluctanoe to provid.e:: ad.d.i tional. equity investments., -: and..··, ..:.~ 

possibly, P'l'&'l"" 1ntrasigence with· re"pee;t 't¢ adopt1:ng-.) liberalized.:;:

del'rec1ation .. ~ metho(1s and 'the: problems...:wh1ch.;,' resultedc from: that 
decision. :- -: ~. . . '>. ~~ .' ,"" :-: :.: 

Kroman' noted.' Joses ' recita.Uon of,,: .the':r:l.sk:~red.tl,o.1ng~::-...... ~::.:::.:· 
d.evelopments· since D'. 93367~,~ e.g.,: t'avoraolee, re501utioc:':,o'r ,tb.e.oacl<:-tax 
liab1li ty' prOblem; .. tl:le lack of. I1eed.:·'to·r'~'furtl:le'r; d.:eot or:, p.re£e:rred.:-: ~:' 

stock f:!.Il3llcing,.tb.rougb. '1983,·. and, inc reas e'd.::. cash.~fl.ow::.: res:o:l'tiJ:l;~.f:r¢m 
the" single-line.: sale,: l'lan and.,,: from": .o,tller 'c'api ta'l·/ recoYeTy'.',item:s .•. : ., ,:,~. 

- - Kroman al"o'~ reViewed~ favora·b·le f'acto-rs,. upo'Q:.':whi.eh..- .the: S&'p

has recently oommented. in its appraisals. ot·~ t.he B-ell.: .. .sys'teIllOO'Pe:ratj;,:Qg 

Companies. (BSOC)' in~'general' and,: o-f-; PI&'! :in::;parti:cul·~. ':: .These .include 
for the asops in general: \-":'" :" .. 

• 1"\.... • ... , ,,~ 1' •• ' lii'io 

.. Excep·tionally . "t'rong.:· .credi:t: wor~hiness' ... \.::.... ;', :,::cr::-: 

Minimal ri'~k: a:s~oc'ia'ted, wi th::..tn~ .. in-dus.t.r"Y" , ,': '~. ': , ~: ; ::"... ., ~ 
A(1 vaIl ta.ge~. OVe'r"'..:po ~en:t'iaJ:-, .com'P~,~ito:r:s~) :w.b.~ ·m1ls.t.~; .• ~ I •. ;. 

invest s:l.gnificantn amounts. o( cap,i~al .ev~.n.:to, .. , ~ .. r 

begin competing' .. "," ,- . .... ., , ..... '. '- " ~ . ~ ,_ .. , 

. Fun<i-ame'ntallY'~'strong' ma'ilageme'nt :.;, <: ,::::'.:: .:-: c ':' 

Enhancedca:pi·tal recovery: p~O'c~ed.'u:'es' 't1iat~ sho"u;ll 

.... -:-.. , . 
" ~. '-L • .~ 

red.u.ce.-. ,t.he need.-, _f'o~." ou.tsiQe"', f1:nancing'. _~ .;' :~-:,~ ~. . I.: ,:,,~ o •• ", 

D'i vi<i-en(1 'reinves tmen t~ ,p'l.anS" wh-ich,should.-: .aid_ :: ~: ,:.:"~ ,.: .::~: ::_ 
financing flexibility 

, .' • .....' .... ~".. I~" - ,- > .. ;: _ S .. ,~: ~ ~~ - ... -:. -:..... ' .. ' ~~_ ,:; ~.~.:.. ... : ... (".:; 

As to P!&!, .S&P saw .a mor.e manageable, lev.el" "o,!,,'. capita,l exp,endi.tur.e.s~. 
~ -- - - ". .. ...... -" ., ' • .I~' • J R _ 1'·... r",' ... I.. : ... " ....... , h' ~, ....... _ ~ .' ~ '0-' '-' , .... 

K:-oman. conclud..ed. .. his testimony. by. ,sayins... t,ha,t. ,ne believed 
'. ~ • _ ' , '"".''''' ~, ...... ". ",', .. ~ J ... "J,. '. ...,0 

that he had given the Comm:l.ssion,~the, releva,n.t .. d.ata an<i.,in!..orma;t;i,o:n.~ 
• > '. •• • •• • ... ~ ~ • ,- • ,,-- '~' • ., ., '.' '...' ....., ..... __ ',. 'r .... "" ~ .. J • • I '., 10..,. '_ ... • ' ... 

necessary for it to be able to exercise its. i.nd.epend.en.t.. ju.d..gmen,t." . ' .. . n.. __ ." ,,.., -' . .'. __ ... ....... ~ ..... ... ~ .. ~. "" .... 
free of erroneous, or mislead.ing, .th.e.ories .. and .. r,e~at.ion.sb..i.ps. He 

• . . _, .L • I .., 01 • /. '-' _,.. \,~ •• :., .... ~ ,. • .., • ..,. 'H ........ ~ '-' l 

opined. ... t.b.a t. pe.rhap..s~ this. i.s, .. the, mo:Sttha t. ,S.b.?':lld~ ,~.e.en_ ~.xp.e~cte~:~?(.a, 
rateo'f re.turn ,~i tne~s~. H~1S~ 'own~ v::!.e~.; .a/te~~giY1.~i _co-nsi:d,er:a:~ti.o-r; '\0' 

" ••.•. - ","" ......... (\.. ..... , ' .. ", ..... ....., ..... '....... .... ...~,,,. _ .. ' ".1,.,..-

. . 
... • ••• L' '" 

" .. . . .. , ~ .. 
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a11,the 'material'::pre:lented;:wa;s"a 16:~96s ret\ln"~on c:omizion"eq1rl.tr~' for-
3.ll overali 'rate ot 'return' of' '12.5 1S'/ pron'efing' ic:,r'a.n,: at'te'r~'tax':: "; 
1:te!"e3t' coverage" ot:2';5S' t1i1es; "~",': _",J- -~;: -,,,;~.',>,:: 

Lang:sam>tor'U;S.: 'Gove'rnment': ,'~': ": :,:. :':", ::' "-,:,::, -:: ,,: :::-. ::::; -, ,; , .. ~, "- ' .-
.,. , . • • ..,. .-. . ...... ~~.. . ." .. , ~ ,.... . .' .. '''''I ••. '-"""""' ~ ',". A, '),..~.-

Ma:-k Lang:lamtest1t1ed' on r-ate of' r-eturn- on"'oehal't' of' ~tbe 
ti .S. Department of"Detenseand tb.e::otb.er"Fede~al:)Execut'1 ve-::'A,ge'neie:l • 

. k .' :,! ,A. _ _,' ,~. , ,.\ " ,.., c, ;'''' \ "", r*',,-

Lac.gsam der1 vec1 an appropr1a te comp'o's1 te rate' ot' r-etuMl for-
the Bell System as a wllole based.' on an" assumd." 50-50' ea'~ita£·'~s·t:~uc.tur-e 
ac.c a Bell Sy:stemcomo1c.ed cost of' debt a~d.' pre'rerre'cr o'f'S'.9'OS .'" 

'" r'" 

Lang:samreasoc.ea "tha t 'the c?:s~" of c~p~ tal' to p'T &-rfor reg,ilatO:t7~-
purpo:ses wit.hin the'State ot California is in r~'e't::t.he"~ue:::~~' the 
overalll cost ofeap1.tal to tlle Bell' System'. 

Langsam r-ecommec.d.ed 'a 13S( to 14%, ~:et~id OQ,t;il~ "B~il- ' 
System's e'q~ity and an over-all ~o~t' or' 6api~a:i ot':11'.o:"tf6"-i'1:"~:4S~-" The 

, , ,~~' • ',- -·.r~· ," ...,-,~.,;" .' ',' "" .~o 

:::,~po1n't of this r-ange would provide inteJ:.est c'over-age- o.t' 2-~'5' times. 
.. ••• .c ," ,', ! " " •. ~ • "", _ ", 

t.angiam Mid that, because pr-ior to'd1vestiture, P'!&:r"w111 
,'" , :, , , ',,"',:" ';';'J' .:' :9"!' ,_ '_.',~' \<" • - _, '" 

be par-to of the Bell System, ic.d1v1dual costs or oap1ta,l, canno~, be 
compuied or appl1edunt11 i~med1~tely_~,a:rt~~' d.j:v~'s~tltu':'r~. . .. ,',." ,~ 

-., , . . '. .', ...... . : '> \: <_' .• :-, ':... :"'~ ..l. .~~ .. _1;: :::;. .... :: :- .:" .; :.., 

'.,..,.,- /'" 
, '. ~ -' ~ ", • .., I 

, . , . 
. .,,' ,~"-.:} ,;. : :, ~):) ~ ;;, .... ' 

, " 

'. . . .. "- . ' ... ' 
!"'" r .... ''0, ,", ''', 

• I •• ~ ,,'L " " , 

'. "- , .. 

·" - ~' -- .... .... ... " •. .'''', .1""\.-., ..... t 
It, ~~.... , ..... ... 

" i-.f 

!.' '. ...... - ,-.• ,'" 

, !:' , . .', ~., ,~. 
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Discussion - Rate of Return 
.~~ :0 7:--~-SE.~ 

In PT&T'S last general rate' case.decision (0.93367), . 

the Commission allowed PT&T an overall rate of return of 12.91% 

and a return.onequi.ty .. of 17.4%. The._ Commission. ..noted.. ... that .P.x&T· • ; 
',,, ... ". c'" "~" ,'.. !'.. ..." ~ ..... ~ • ..", -/, • __ ~, oIA. ..... _ ... ......... _.. ......... ..... ~.. __ "- .... ,--.- __ .L ~ ... _ ... ___ ...... 

was- in,.poor financia.L condi.tion.~t that "'time.,....and ..sta.te.a AtU~,s- ~._ 
w ,.... ,,,'." _",' _,,_,_ ., .. , 1' .... , _ •. -! _ ........ TO .......... _ .. ~ .... __ .. __ ... , ~ ••• "'" \.~'.' 

refusal to purchase any of J?'l'&'l't s common stoc:l~ .,between,.1.9.73...to, ", __ '. 
~' .... _ ..... ...., ~ ....... .,., ~V _~:; ___ ~ _ ................... >-' ....... -.. 

1980 was a contributing factor to PT&T t.s.~poo.r .. debt ~.ratio ... and ...... ~._ . 
.. A. _ •• _~ • ., ., .... _ • \ •• ..., _ .... _ ._~_ ..... , .... _." ._ 

,poor financ.ial. cO,ndition.. The Conunission..dec.l..it:e.dtha.t . .).t hoped-
, ..... _ .," .... ". ........... .~' .. ~~'"..... . \.".1 ..... '_ ." _ ..... ~ .. ..:\ ... , _'., .... \,.~ ... , ......... '~ ,1,_1 .. .. 

~~~t.-P;'l'&'l' ~o.u?-:~.::~e,,: ~b1~. ,~o .. r~~:h ... ~~r~~~.g~,a:~s..-: '::' ~h:~~ ~~,S:,~':1~s,.,,~h~:.:; 
~&T. e,xper ience .a" mass.iye ,infusion, of e,qu i,t¥.. ,c.a.p.i tal •. ana. to, achieve 

, ~. • .' ",,' ... ' •• _ '. '" .., .... ' ~" .". _. • ......... " •• ' ... ,;... • , .. " ... "J • _ • 'c..... _ .. , '''~''" ....... ,_ 

a. 5,0.-50, aeo,t .equi ty:.. ratio, wi thin" 18, months.,.;. The .. s.ee.o~nd,.w:as. to;: . ..;_ 
•• '. ~. _ .'." •• ' , .... ~ ...... ~I, ...... ,."',.,,,. ,.< .• ,' ",.' " ...... _' .. ·I~"' •. li .. :.:,._ •• ' .... JII •• :.,' .... ".-, ... ,' ."''- \."-'" .... _~'."_ ... ,..,' ..... 

see an. upg.r,adins,. in .PT&T~ s debt offe~in9s.,_ .-r:~,e, .. th~.r.a.\w:.as, al:'l.:- ',~ .. ' ... +. _ " ... ' p" ~,'''~ .......... .',... ....... '~ • ~'''' _ ..... , .... \ .. -..\..,.: ......... _1"" c ....... '-' _ ..... ,. '"". , ..... _ ......... : 

increase in P'l'&'l".s .. common stock aividend which 'Woula be attributable 
~ 4.: .... r., ... ·.~, ," ..... :.. • • ", .... -"'.".'''' _oJ: ..... !..;, ~., .;':":' .. , I_ .... ,~,: ";"~'-: .. "':' ':)·.~'::.;:,.::,~,.i~,~l'-: : ... ;.,~.:.;.,~ .. ..:,.._ 

to ine~~_ased:.,inv.e.~t:net:lt by AT&:r'_).n ,PT&T:s,\s.t.O,Sk~.,..;_ '" ,~~ "' .. ~"_~_ .. 
_ , • ,' ................ ",.... ', __ , .. __ ,. I .. ~ ".j, .'~ ~ _ .......... <t"I.<WI _.' ............ ~ ............. 1II'It ,..,# •• ~ ....... '-#I .. , .. _C, 

Substantial progr~ss h~~ ~een.maae ... ~qw,~ra.s .. t.h~",>s~e 90alp7 .. . 
•.. " .... "-.' .............. '- ...... ~ .. __ n".'..,.. ... :~,'..,.., .,._ ""' ..... ______ .. ~ .. .... 

A SO-SO ,d~b_t.:-eg~i.1=:y .~(a~io., fOE .. P~&T ~a~r ~e.rx.,..l'l~~,~l~ .. ):>,~~~n realized • 
... , ..... '., _'~." .~.... • "." .. '. ..,... ..... \ .. ..::. _1 ...... " .......... _ .... ..) ..... ~ ~"'''_ ... ~l.''':_.'''' 

In September 1981, PT&T sold over $369 million in common, of which 
• ". ~ .. , ;;.. " .... . T' • _ ..... "',~ ... .-, ,... . ,. "'.. • ~ _ ,..,... '" roo e~ .. \ "'0 ,., ....... .,.. • ..,,, ~ "," _ .. .., wW ":". 

9i%·was. purc'hasea'''biAT&T'~- .- '. '-~- -- ." ..... ",,' -.'~' '.~,--,~ .. , ~ ~""~ .. -
.:: ~ .:' ~' •• :. ::: .. ,.~ , .... r'" ~:"<, : .'" - ~. -, ... ~:... .;:..: \' :- -~:: ;. .. ~ .. ,",:) ... , :.):; ~.::: "": ::., ,;: ~ : ~ .: ,:~ . ..:. 0 ~.:: :.= 

_ ... _ In May 1982, l?T&T became a wholly owned subsidiary of' 
• .... ., .... -.' - . .r .... ............ .- ,,, ..... ,.' .... ~"""""J.. - ,'., ........ , .... ", --~.., ..... ~ ... , 

PT&Tby 'means- Ot- e'xchange' of~ AT&T' stock ~ tor the '~mfnoi'iti hela shares 
of PTiT-'~": A11.= i:uts ~~ridi~g.c ·~hare~· sij ~ :-'~ne :: ~gi~: ~ ciri6jlr~. ': 'iT:&-'i'::" C 

~.- .... ,.- '_H,","" .... _ ..... ' ...... ~\'".,-'.-""!,(..,_ ... ' .. ,' ........ 'y -'~'l'''''",,,,,,}-.,,,,,,, ".",',-,''''';0--0,-..1'' 

contributed ln~ 1'9
c

8:2 over '$662 "ritillJ:ori"'of common ~ecfu~i"t:l to~ P·T&T-.. ~·- --

In May 1983, AT&T converted $300 million of short-term advances 

to equity and the holding company has announced that it will 

convert an additional $300 million by the end of 1983. 

Total infusion of equity, incluaing employee stock owner

ship plan fundings since the date of 0.93367 will have amounted 

to over $1.6 billion by the end of 1983. 

In addition to supplyin;common' equi ty,. M:&T has also 

agreea to assume five specific aebt issues totalling S850 million 

upon divestiture. It will also aavance an additional $86· million 

to PT&T for the purpose of retiring hi9h cost lon9-term debt. 

By the end of 1983, the aebt ratio had been reduced 
to 52% and it will have declined to below 48% by the end of 1983, 

accoraing to staff's estimates. 
; ....... 
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,. \. "J\." • 
....... _, . 

Very subs.tantial,.progress .. Ms."also· been, made· towards 
•. ~. ~ ,'C.' " -, '"...., • ,." .. _ I ... '"" •. '_ , .. J, '-,., ..... ..' • _ _ • 

the se~ond goal,. that, of upgraded ,debt ~ratings-. ,.At .. the"/~:i.:mei e:f,: .. 
• '" ~ •• j '-' " ., .... r.. . _ ",. _ ... ... . 

O.93.3§7,. J?'l'&'l't s long term debt ratings wer.~~ :M0ody'-~ s', A and:, S&,~:'·S':.A-. . . .. ' . . 

In Marc.h 1983, Moody's downgraded, every Bell .. ,comp~n.y:. in:,ac:.t,i.eip.a.tion . . . ." ' ',...., ~ ..... . .. . .... 

of divestiture. PT&T was includ~d. ,in :th~~ do_~,g~,~di.ng~:and: .. was~ ,. 
assigned a. Bell, rating. SSP, however.,· reV'ised~upward-'its Bell 

. " ~ " , . . .... " .,... ... _ .~. , , '- " -' , 

ratings. In April 1983" Moody,' s restored. i.ts ,P'l'&:r"ra;ti,n9,::"to, .. A3,. .. \.., .. ~. . " ~.""" ...... .... _...., , .. -

The goal. to increase diyidends, had. not been, me:tcas,~ of:,:: 
• ' " ho • < _. ... ••• ~ , • •• ,.. '. ~ .'_" " • 

the date of submission •.. In spite of. this',.PT&.T st?ck,:.whichf~w.ill~ . '", ... - , - . . 
be distributed according. to, the, divestiture"plan,.will~,be~ a:'much~;. . . '. _ ., . -. .. .. ,.... .- ,'" -. , . 

more attractive investment than~ it .wouldhave:--been:'prior to,.,D ... 93367. 
• • • '. ~~ • • , > ~, " ••• ... ,-

... The Commission,in 0.93367 .also_based, it~ r:e~u:r:.n on'equ~ty 
" ~ .' . " ~....... ~., .- . - - -. - ,-

decision in part on. the volatile, economic, setting (,that:-;prev:ailed.; 
• • '00' '- ~_",,~ ' •• ~ ~. • _.. ..-. 

The following table .compares .. a .,set,of generally.,accepted',:'economic 
• .' •• ~ • _, ". • ".. _ oJi • 

indicators for. the. purpose _of _ evaluating the .economic:setting.:of:: 
", ":: . '.' '. ,".- . ,. ., .. ,- -. . -

D.93367 with that of the 1983 test period. . '.:: .. : _:;~."',' ... 

Cu~~e~t Co~dit:o~s 
---~:":':::"'::"'=':::':-'::"::;';':'::'::'~~----"'" " 

~-""'e ~ "-e'-es,· -"'-e ........ • .. " - w ..... .-..." ._.' •. , 

Discou::t. :-a:te, " .'~ 
"~ . - '.,- ..... ~ .~ '. ""'... '.' 

~!lree-:no:.tb. !:-easu:y., 3ills.,. 
• ' '., ,,. _ .... • ,-' ~ '.... '.' T' • ' •••• _ • 

Six-mo:::tb. ~!"ea.su::r ,.3ills 
. .............. " -'." .. .....~ ... 

Ba:ke~ Accept~ces, 60-89 days 
Cer~1!1ca:tes ot":Deposi t, i 50-179 days -' ..,. ..... . .. 
ema.ll-sa.ve':'-cer"t:t:Clca.t~'-:-a.te .. ~ .. 

:-tOlley :a.:-ket' !U:lds, ;o:'day Yiel~.· . 
Moody's corpo:-ate 'bond" cocpos1 te ' . 
Yield 0::. ::.ewly~i:ssued "AA~ ;O-ye'a.~"',~" 

utility' debt, 

?-E Ratio, Moodj's 24 utl1it1es 
Yield, Moody's 24 utilities 
!~latio~ rate (C?I) 
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17.4-5 ;( 
17.25 % 
15·8· ~ 
17.1 ~ 

15·40 % 

17.6 
5.9 

12.) 
10.4 

_,",_ M'", ," '_,0 
~ \ . 
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, ,," , _ ,. • .... ,. ' •• '''' _.... .. .... ~. ..... -I , .... , ' ". ", - ..... r·',',: 
. -~ :. >: ~ AS:- the ~tab le' -demons tr'ates-, "P'I'"&'r"s «e-conom ie-en vi ronmen t 

has~ improved: verv iignffica·ntlY.-:':TheC'eos:t; o~:':C:"p'i't~1? ah~:-th~ '-:~-~ 
• • ' ' ~"-,," ~,' i _,' ., ,-,o., ,.' r "",", ,..----,'/- .... /~t ... . ~, .. i·,:",~',:"-: ~(.,:::j7~ __ ::: 

inflat4on' rate have~'fallen over the- past" two ye'a"rs, ana there l.S 
• ~ , - ,... ••• ~ '" ~ , • r" ~ •• " •• .0.-.... / :" -:".:>" .,,:,-, .. : /',." ,..:~ 

no- evidence' d'emonstrati'n:g that" these' inQ'icator's will' no:t rema.in:.-
. .>, ,-1"'t",- ..... I ... · .~ - ..... " "f" ...... .,.. 

stable- throughout~ the test peri6d~- -:: " ;;;J ' .. ; "', - ' • ' , .. ~ • ~ - ,- '.' • - -' 
.- ... -.......~, ..... ... ," .. ; .... ',\." _ ... ' -, .. ", 

.. The' improved -health' '(,f" 'the' 'company" ana - the 'ec6nom~i~ - '-",' 
, " .'" -, oJ .' ... ,w,' "....... ~. 1 ....... , ,r) , .... 

since:: PT&T' S~, last'-"general' r'ate' 'ease'.: ind':i.cate' to'· us~"'that 17:4%" - -'-
~ . ,"'" 

return on equity is:'no longe'r~ r'equired to:-at'tract=capital at a 
• ,0",," ..• -' ...... :. to" ....... , ... ~ •• :., ::.:.':,,;~'. 'c) '''j.:~~.:~', ';~",:I 

reasonable" cost. The presentations"and"- analyses'· of the partl.es 
. ... ... , .,-, , •• ,..... ,,') ....... '.,- -·, .... '_,.~_Ir, ·-,r·'-'J:::.';'--::~."'_~:' .'<: 

support·this conclusion~~' One very-important'·uncertainty has arisen, 
." _ _ ~ '. T ,. I ' " '"",-I.- .~-,-'--- .:~'.,;~-:.. .t'-.\'···;~:.""","'7,··., (''':''.~?~ 

however-, for· PT&'I' 'and' J:ts ·:tnvestors.;·· Dl.vestl.ture and accompanyl.ng 
changes in' the te1ecomin~nications~ industryC'compii~;te:-PT&'I" s out~ 

... ,- n·-' """I' ~ ..... ~ .. ~ 'j ... ~ ",..'..~ ,.:~ ... ~,#~, ....... -.+ ... ~ ..... , ·-r::~;·:·~,·"").:J:"\ 

look-for -the near' future;.; - We"are" concerned that PT'&T be dl.vested 
", • ~~ T - ".,., •• '-.~ • ,"_ ·'01 ....... ', , ........ ,,'"", '. '~".- ,;,,- J"AF()," ..;~.;: J.~f~':' 

fronf"AT&T·as '·an'attract4ve' l.nvest."nent,· arid :'have"'consl.dered l.n " , 
, • po • .' . _..... ..". .' ~ '. • r r" I '. ~ -\t'" ....... ~:: <I ' •• ~~.... -. -~ ":" ;-: a,.. c ~ .... ,::.\ ~ ,;;; ~~ . ..: 

reachl'ng:our"deel.'sionon r'ate '-'of-retur'nthe ~rJ:sks "related to 
divestiture. " ".1' ..• ,~,_,'" ::. :-. " ':: '.":"~~: "l"~':~ ::c· : .. ..:,;~.7 <-: ~ '",' .". :~, ~ \~:~. ': 

Considering the general financial and regulatory 
... • , ". .... ........ r ..... ...... ~~... ....~,.,., _ .... ..... :. ::.' ......-. 

environment, and -:-the events t:c.ansp'iiing,: :S:inee-., :the-1ast general 
L • ' .~.... ." .r, , ~ ".. _. ~ ,_ .... _ ,_'"...,. .~ .... ". ~, ....... 

rate case, the CommiSSion finds. -that 16% is a reasonable r,eturn 
....... ,'" ............. P. ."'" 

on equi ty and-that--"2·~-7%'':;:'''::fs:'::a:,,::rea:sona·b--J...:e-r'a-t~-o-f- return on 

intrastate"rate:base. The Commission- finds that return to be the 
_ .• '- ~ .......... '. -~'* -.- _. - .. ~ .... ' ... .-'--...... ' ....... -~. --_ .. -- -~. 

·--m·i-n:imum~:...needed t~~att·raet--ca'P:i~tal at a reaso.nab1e cost. A 12.7% 
......~ \ -. ............. , • I - ,'.~ - .... \ r ....... ..... _ .... .J\ __ " ... c-

rate of return in that por'tion of capital ascribed" toW ':i:ntrastate- - . 
~ ~ . - ~..', " ~: -....... - ........". , ."'. ;'\ '" .. .:: 

rate base would provide an approximate interest coverage~'before~-
inco'me: taxes, of 4:i6 '-~imes, and 2.73 t::tmes ~afte'r::ti~e's': ..:~~-:~ . .::<,-:~ 

..... - ..... _... t· .. ~ ~~-- "' ... _; .. ,,~ •• _,... __ ........ , __ o"'.',WT'.,.-
The , 2. 70%"rat'e of return is de't-ermined-l:l'sinq staff cap1-t:aJ.: 

\. .. - -. •• po- .. • -:: ...... _ • ~ <", ,", ,...... f*t _' __ ... _ _ "'. " P')-

rati~s'~ adjusted to e1imin'ate imputation of the' phantom :'6% Pre'fe'rred-
as folloW's.: ,~ :-.;... ~~ ~ l< ..... ~~.:~ ,:.:~'-:;C r :;'::.l:::.!::.~=~::<:::';'. ,~-:: ::::-~~:. 

.. . . 
Long-Term Debt . 
Preferred Stock , 
Common Stock 

_- .-: . Total 

, • ...., > -....... , ... :: ... " 

'- "'" ........ J 

..... '""- - ...... ;..- .... ~<.-. '" _.. .. .. -...J _ '" III'~ _ ~ .. _ 
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NET-TO-GROSS MULTIPLIER 
"' ., __ ,.' _,'::' , ..... 1,-. h" "~""';_'''''~>-'~'~: 

The adopted net-to-gros:s~_mult,i.p11e:r-,.,£o.r-: tll~.-, .. 1-98:,3::. .t~st year 
California intrastate operations is 1.901 .I,his "me;ans~,.t:h~~.a ehange 
of $' ~90 "-ingross revenues would~be, :r-eQ.uire,d..,.to ':p:~od:ue.e" ,a.-/~change of . . 

$1,000: izt net revenue. Tlle net-to-gross; .multip.lie,r-0,~s_:~cu~ated~ as 

Gross Operating Revenue,s-.. 
Unco12ectib11es at 1.19% 

FI'! @ 46% 

Net Operating Revenues 
Net-to-Gross Multiplier 

1.0000 
0.526, = 1.901 

INCREASED REVENUE REQUIREMENT 

Me~hoa of Determining Revenue 
I:lcrease Reguired 

The increased revenue requirement is deter-mined by applying 
the difference between the adopted r-easonaole rate of return and the 
rate of return at present rates to the adopted r-ate case and ... 
Qultiplying the result by the net-to-gross multiplier. The resulting 
r-equiremen~ is on a Recast 3 basis and must be adjusted for the 
depreciation effects of D.83-08-031, called ~Reeast 4~. 
Revenue Increase Reguired 

The calculation of the revenue inerease requir-ed is as 
follows: 
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Authorized Rate of Return 

. ... 
" -

, ...... r" • I '".''' ."'" ...... (". -,."'1' 

Realized Rate of::";Re~~':,:,,~~·~··'::::...::'-:-..:~:..: 
12.70% 
10.09% 

. Olff~ren;ee: i'n:Rat~s: ~f Return:'" :~-: >< ':"~ '>:·c: -~ :;::~: 2.61% 

-Adopted -Rate <Base " ,':,:~'::, '';.:' ~ c:' ~~ , ' :,9-~,;9'3:7~,.O 6$,:0'0:0: ;;. ~, .'.:: 

'Requi~'Net ,Revenue. Inere:ase:', .:"";-~ ',;,,:,,:.') '.,,: :'::,~,''ZS9 ;3$7~;'O~o.Qi ':; ',:C 

Net-to~ross· MU1:tJ..p'J.i~r:·'·:· -, ,'-," .',:: :::' \,:",~ :'.r:: J;..:90,J;< . , .:: 

Required Gross Revenue Inerease 

Adj .. for,',Onderutilized Plant',,,' 
~\ . " 

Recast ?~Gr,oss Revenue Inerease 

Net Ef.fee:tS:. of D.83-08-031 
Reeas't-4':-Gr,o-ss Revenue Inerease 

., ••• T •• 

.... .... 

. ,..." ~. 

-.J':, ' 

4 9 3 , 0 38 ,:0.0·0: ~ :. ( '; 
". ", ",:;~, (-47';>88, a a 0) 

, - ... ; -.~ ~<, -4-4'S:-;4'50 , ° ° ° 
, " 
0-, ..... - • _ 

',- "" _." ....... I 

:: -r~-:'''''··-....... .. . "" ~ .......... 

(61,006,000) 

"38-4-;4"'44,000 

"' , r ". ' • ,~ '.: ,".,... ~',~ .. ", /","/ ~:\ ~ 

... \0 .... ' ; 

~ ,. 
" .. '" ............. ,:::-- - " ' .. ,., 
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Need· for Rate ,Relief, . _. ~ ,. _ .... ..~ r 

•. _ .J,. ' ..... J.. ., ..J., ,-:". "";'; ~~':!:..:,:o.; -:~:::: ::(~ :::;,., ..... 
. In D.83-04-02l~ the ,Commission es'tablished the test that 

• ~~ ........ , ... ( ",- . '., .' ... ,':, ... , ...... ,~. '. ' .... , ,.':",':".:' .; • ., .... ,',J ,:."::. -"':-" -::.," • -.: ... '- .~,' ......... 

P'I'&~ would be, required. 1:0 meet .fo.r .. :r:::ate relief, to. be considered in 
• - .. '" ',~ '... or ~ • t" - , , _ __ •• .-" ''': ,~' :",'" ... j ~.: .. , ':"1'. ;'" ;: ..::..:~ r:.: ... : ; ~ ' .... 

December; 1983 .. !here it stated: 
"",.p, .' .J,:-::~~: ,'J' • :"'_);.~.'"';::;; .t ..... ::: ',.: ,:,.',,;' .. ,.:; ... : 

., ". . • The Commission decision to proceed to 
examine the R/O as filed should' not ··be-:construed-' " .. :' .'. 
as a predetermination that: rate'r'elief ~willbe _' - ~',:.:':
granted. . Our primary goal is to provide a base,~, " 
line R/O' to accou:c.t for the effects o£;'divestiture .:'
and s.ccesscharges.: as discussed';·previously. ',<!he, .,':;':., ,~ 
~ollowing, discussion of the mecJ::anics.of,.implement::-
long rate relief should' not be' ml.sunderstood; we .. ,', 
merely intend to' keep, the option, of . granting rat:e ,,:, " ~ . .' 
relief open in. the event PT&'I sustained its ,burden 
and demons-crates overridl:ng finanC:ial::need~:for·:: ~~"~~'= .. 
rate relief ~ ,. ::.Ass'lJIlling: tha.t P'I&'I~ susta.ins .. this - :, ,:.: ., , 
heavy burden we will then have the flexibility to ' 
act '. n' '.. " " , ,',: ,~ .. ,,~, :: .. ,,' <; ,: ;~ .:-: ; :,' ':'.'.'.-:: 

PT&!- has' consistentiy 'aii<:r-'repeatedly':conterided. that, rio't ~, 

only should interim rate relief be':, grante'd.::;"::bii~:: tha't':sucb:"~re!i'e'f::' 
should'be expedited:. The' hist0rY-: mer, de:Calls~: of; t:hese::~ contentions 
described' in D ~82-0'4-02land iD.' D. 83-09'~006'~- : ,"', ',- - ~ ,:>: -:' 

.. The s't-aff-"': ·Citi'es'.Sotiitrol: Secilriti'~ :'In(::~::;;" ana; the:~Fa:rm 
"Bureau all opposed 'relief'-'on th'e~groiJndS"tl:ia1:",'P'I&,!';llad~:nOt sustained 

its burden of proof- 'i~:showing:~ti:. over.ci.:&g';financi'al ne"e:d:: :for ' 
. .~ .. '" ": .... ,:" rate relief. ' ," - . , :- '; ~,~":, -: ;-:::~': :::::: " 

In the' pa~t. we have" granted: interi1n.in~eas'es:-:to=a:Yutility. 
when a financiaf emergency erls tS:.~' before eStabl~i·sh':rrig:::a.: fina-r" 'revenue 
=e'qui=ement. 'PT&'rreq~e:~ted 's:C:-ch' trea-tinent- ;:tn~ t:hi:s·· pro:ceediu~.' ':, It 

,asked the co'lIlIriission'::to consider interim~-em:ergency-: re:.l,l:ef·;effective 
Jutr.i983. befo-ie' the "submission: of1:he~R/O-phas:e o:f~,the":'pro·c:eeding. 
We deni:ed considera't:10n' 'of' such? :re lief· . in: :D ;'83':'04-'021),:': In: .. tns. t: .. ~ 

decision we imposed 'on 'PT&T 'theourden"6f- demon.stratrni "(jverr~ding 
fiD.a:c.c:tal need" before we would:giani rat'erelief·.~; ,";-:we.' also referred 
to granting rate' relief 1'.£ :reqW:red:~ori;",Decemb·~~~7·~.:-;198:3 ."8;'S ::an:'::i:nterim 

'decision. ,In retrospect, tha~'" ch~iceo~' w6rd:g.:was ':"mf6:rtUri'ate:'~cause. 
it creat:ed the impression: that pare'ial rate' :reifef 'wCiulo.' b"e' for'th

coming only u:c.der the traditional st:andard for such relief, i.e .• 
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",' ........ -, 

.. :-"'~I~' p..,,~ ,..)- .•. '; - ... ~ .•. \"':'- .... , 

tha'C of financial. emergency. 'I'ha~ ~s no'C, the=ease;:'::'here:'.~-':::'A,.;.···finU R/O 
..., ~ " ,,' --. -, " ..• , ............ ., ...... \ , ,~'. ', .. ,.... ... \"""1 ~".., ~ .... 

for t~s.t ye~r 1.983· "haS-been es·t'ab1::t'shed; that phase' df:':the' proceeding 
is s-ci.bmi ~ted and ~\~e . don~t ~~~template':'continu~d ~:exam'~nat18n '2;£':':' 
this RIO in the further hearings' sCheduled for::ehis~:p~~ceed:tng:''':: 
While an ordef, i~s,.;ii;g,.a~ .this-point·'is'n6t·;'~.rf!~al_ord~r in the 

• •• •• , ". • ,'_ .. -,' or- " ,... .. •• ~,'.. • .' .. , .... H. , ' ...... ,.-' 

sense that it closes~ the' proceeding;'- i.t~·,is~·final-:with;:respect to the 
1983 R/O., For this reas~n .. we 'ha.ve-:Cteno~e(f·~he.:.order::·as ~he Third 

-- . -, . ~.. . c._ .• ' ... _ ~ . __ > .' .. '" -,1'....... .....' •. ! , ......... 

Opinion and Order-on 19S3Results;of,Operations,~rather than Interim 
Orde~:" It is;. ~'l:riter~~' only' !n._ the·-sens~.~· th..i.t:'w~~·a~~~keeping the 

• - , • ~ ~ ••• ", • •• .c.J ........... , ~ " ••• _,...... • • _ 

proceeding open ':0' investigate <-tb.e,-:-effectS-".: of: divestiture on PT&T's 
1984 ~pe~a~ions,.= t~" d~t~~n~~ c~sts',arid: r~ye;ues~~cc~rdingly and to 

. '.. ... ..... . .. -~, .. _ .. " - , ... ' ................... ' .... ', ............. ' -' '., '.".' 

establish a comprehens ive '''rate . design. . Accordingly·~·. F'I&'I is not 
requir~d ~b establish a fih~ciai: eme~'gency:'to::jUsti:tY~:rate ~elief 

~ -",,/ , , 

now.: but it .was-required. to.demonstra.te .. an; overriding~,financial need 
.. ,' .... _ . ....' " .~ .. ' .. , .... ,",' .. _ . . ' .......... ' . ; ~ ".,~..... . 

before-wewould authorize. rate relief~ . , , .. 
• • > ..., '.. ' : " .::- :~.~ ~ • "'7~ :.1 -: ;.~... ., > ......... ~ G ~:\ :,. .. '. _ .. ,-;: .. 

. .. '. 'Iherevenue requiremen.t... adopted. by this., order shows' that, A __ ~ __ .~ -_c. , . :' .. ~ ... '" ..... -. ._r. . .. .. ' ...... : ~." .. _ ' .. :,.:.:.. .. _~:.:~~'.-~T:; ... :· . \;,"":-'- ,~~--'. ' ...... :;' < • .14 r. ,.... ... -i ...... 

~t e:<isting rates, PT&'l' will earn .a' 10.09%· intrastate rate- '.of..- return. ~ Onder. __ 
+- ... ,_ ...... ~ ~ \ ... ~ ~ ........ _ ............. __ •• ·_, .. h .... \ .. ' ..... , .... t.,. ! ... ~I ... 'h',. ..... ' ~ .... )~~ - • 

normal: circums-tances., .. th:i.s:. rate. of. ;re~U%"C.., would" not ,be... cause for 
. •• _. ~ . ,", .• - ..... '" ,. • .... - ....... • ............... _,~ ,.1" .... 

alam.. altho:ugh: it would ,certainly w~ant·, a ,.rate ,increas,e .under-:- ,:b.e· 
- ... > ~.'. ... .,.~ •• -.~. '. -. -'.. • - '-. -: \.. .- -- -, .' ••••• ,) .. ,,' .... 

s,:andards se.t:. bY:,,1:he Hope._ and, Bluefield,dec~sions,._ :, ,. .., _. ,_' .".: 
- .. ... - , ....... ,,~.,., .0- '. .' . .,1 '.,,'.... .# ..... _ 

!he eircumstances P'I&'I' faces. however ~ are n~t,., no.rmal,"_ 
..... ' __ • '" " _1 .... >_ 

Diyesti~e. which takes, plaea.on January, 1,... .19,84," "creates a great - - . - .. _ ...... " ~,', ' ", ,'.. ... . .. '. ~. '.,' -"" ...... 
. deal o_f; uncertain,ty .for P:I&!,.- its.,shareholdex:s_t managemen1: and, .. 

- • , .... ,,'., "', ........ L·

r 
.. _.~. \ _ .. _~ ___ . .;. •• __ ... ' _. "',,.'10., 

ra'Cepayers,.·, As. a, ~esult .. o~ .d:t:y~s~_it~e .. :~~~.,_~~~>?-o lp~.8;~r:-:~?e.~ 
t:b.e. 'financial- "I.lmb-:ella.prov:tded; by .A'I&I..~ J:ts ... pos t,~"diyes 1:i.':ure,. , 

.. ".. •. "..., , _... .. ,_ ., .... '.-' .... H-",' ~~'...... !. I ... .....1 _',' •• ,' 

oper.a.ei.ons ~and associated, staffing.and.:rnanagemen1:. ,ne.ed~ :are unclear 
, • '.' .', -' ...... - -.., _. 'e'.' ..... "o.}'''' I' ~.~ '.,; 

in sp-i.te of ext.ens.i.ve ,analysis;" ,and.: .sp,eculation .on. .the .. ,pa~t, ,of: the 
,. • , •• ' .. ,. '-' - -, ... ••. '...... .01 ...... , ~ .. > _ ....,. .". <.,,',......... .... _'_. "..... ',~ ..... 

comp.any., o~ staff .. ,an~ ~eder~,:p,olicy .~.~~. :;<"::<:~::' ""':.,:,,~::,') 
Because, of .. -the. tIXl.cer'Cain~y: .. that" looms .in. :198~ .-P.I.&T, :lay be 

- ,. rl. ~ .. ~ • • .. ' .... ' " .' ~, .... ', .... .' \~ ~ .... _: ' .. -J .... >I .... ~ .... ..:. .::_. _ ... 

denied an opport:unity. 'Co become .a ,viabl.e independen~. ut,il,i.tY ... if, .. it 
, - ',' "'. ..... • ... +, <.... ... ~'". ,-~ .. ,\--~, ~ : .......... ,...'\ ..... _- ~.I. ... ~. " \,.._ 

does not ·set.out .. ~th a solid financial founda,t,ion .. ,.J,J'itho_ut.ass.uming 
. '- ...' "- ,. ' ''' ......... ~. - .. ~-' - • - _) _' '". '/.' ' ..... ' _. -1...... ".+ c'o' " : \; _ • ~ ...... -' • ... 1 ~/ • 

.. more about the ·effec.ts .of dives.titure .. we .. find .1:hat ?T&T has . 
..... • ',0-'_ _ •• ..., " • .'''''' _ ' .. ~ o. , . + • ~ ...... • ... ") .... ,,\~ ... _ '.: .... -. • ' ',"' .. ~ ..) '.)1: _ .. ~ ") :.: ::. :.: .:. 

........ , -.--
~ '.".., -.. - ... 
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Attrition: , . .: ",,' ... J. 

.~'. ' .. 

Attrition is the decline in earnings caused-:'b.y;exp.ens.es" and 
investmentcosts::'inereas1.ng.~fa.ster than:.-:'revenues.:".:·:::: -0 ':,"':'"":::.:: ."",,':':' 

In this ,:proeeedingO"::the :prepared :::testi'mony<of· David<M': 
Craig. PT&'I'~s -vice president"- ;·fl.nan<:ial' management ;):included:-.an;;:· 

attnt:i:on -proposa;!.":" -Benny=Y.B: !an~" a ,Senior "JJti'J:::it·ies! Engineer:of 
_ ........ ',t(.,; 
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the- ,'Commission' s.:Eeve-nue Reql.1ir'emen·ts;J~ivi's,ion·-:s,taff:r., r;e~ie,we;d:(:~'.t&,Trs 

attrition, proposed and m~ifiedit. 'to:;recQ9ni.z.e: ;-~e.venue :g:row,th.,~::" 
and the elements of results of operation that would be adopted,:.in 
this:3leeisioo.. "'~ ,": :: ;"---:' 

The Commission has con'sider~ :the~ques,ti:OJ:).:.:.¢f::an!:;att,r;i:tion.;"'; .. 
" 

allowanee oased ,'on ,-this ,decision and ,ha·s::~concll.1de:d,:that none is 
appr opr ia te for purpose-s ofr,a,temak ing' :':in. _ th.i·S; pha'se:.:Of,.:~,the ,l?r,o:",:~: 

ceeQ.,ing.' On January -1, ,P'!'&'r. wi,l,l start\operatio,ns,.:a.s~~n ;:i,ndependent 
company. The second phase of this proceeding will develop the 
regulatory framework to deal with PT&T's new status. A decision 'in 
the second phase is scheduled to be issued in May, 1984. 

Any·attrition mechanism to devise rates effective after 
Janl.1ary 1, 1984, must recognize changes taking place follOwing 
divestiture. It would be unwise to establish in this decision a 
mechanism predicated on 1983 BAO conditions. The establishment of 
a method for calculating an attrition allowance will be resolved 
in the deeision on the divestiture phase.' By this order, however, • we find that the establishment of an attrition mechanism is reasonable. 
and necessary. 

OTHER MA'I"l'ERS 

Atti~tive Action 
By D.82-12-101 i~sue~ December 22, 1982, in C.10308 (rilea 

April'12, 1977), tbe COmmi~SiOll direete~ major ut111tie~, 1Zlelu~ing 

P'l'&!, to 1nclud.e intormat1011 regarding costs ana p.rogra.rzt:5, tor d.o1ng 
cus1ne~s witb temale and. minority business enter?ri~es CF/MBE) in 
their next rate c~e NOI riling. On January 31, 1983, PT&! t1lea a 
re~ort in compliance with D.82-12-101. 

Stuart Q. Cannon, ~iV1sion statt manager - p.rocurement, 
presented Pt&t's D.82-12-101 rep.ort and testirie~ conce~niZlg the 
utility's F/MBE program. 

wyman G. Low, a research analyst from the Revenue 
Requirements Division, in response to the company presentation, 
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, ....." _. ..' ~" , ..... 
". _.- R " . ., .. .• R.... '- ~,' .. <,. ~ 

recommended long-term procedures for a. consis.tent. method ... ,of_ ,repo;r.ting 
..... " .... ''':;':'':, "':~'." _,~: _ .. :.~~ :', ..... : ,' .... ': ..... :.".:~~J ,:'~' ...... : .. ~ :,;..:,!,~ .... ~,: ,;:. ..... __ . ' ... _,,-.......... ,:. ' ........ "'_ ... t., ... . :-'.h ..... " ___ , ... _ 

and monitoring PT&T's accompliS:hmen:tsin.,the P/MBE prog.ram.. A 
.~ ,.' •••.•• ~ • _~; "'.:-... ' ..... :,~. :"'':' .. '' ~'.\ ~,., ." .'. 10. ., ....... " ........ v .... ... r __ ..... 

substantial amount of cross-examination ~took place" ° including_"" _., 
-~,-. ~: ... ' ,."._ :-;'::.~ •. .:' '.' '': .... '~: .< .• '.' ::-: :. ;..~ '.1 __ \, _'_''- _.~I_~, ._,_ .... ., .... , "-

examination of the form to be filled. out ):>y_those venc1o:z::s.qualifying 
.,,'.. :~ .,. _~. :,.~:: ~";""I:'",:~ ." .',~' ... ..: .,.,: .• ' ... ,. la, ~ f ... _ ~.~.: ...... /O~ ... ,. __ ~ ... '" ....... !_ ~ __ ,""'or 

as F /lomE wishing' to do business with P'I'&T. After some discussion, .. 
'.~"''''. • '.: "r: .... ,.',.. .. -" .. ' .~ : ... , R ..... ~~~.:.,'\ •• '~: '~I:.; .','r ....... ' • .,,;;.... ,.~J_l,.:.·':..':'_.\...:.,Io~~, '_'_ .. _. _"." 

it was concluded that the differences between the company_and staff 
~., ' .~ y .~ __ '~ '.',-' •••• ,) • .:=.: ',. "', .... ~: :: :.. .. :.,::._: ..... ::.. ;:.-ItI .. " +. _ •• ...:~.c· ... "': , .... _·_t/ ... _ ...... _._~ ..... :-._'~ ... _ 

eould best be worked out throug'h informal conferences and that -- . 
. '..... , ;,,~' .. '.: U~':'_'~': ..:.; . .'~ .. ~ .... +':.',~~':.~-:) ~.""~: <._'. -.:.. .... ~ __ ", ... .;. ~ ... I ... _w:.'- .. :-.. :,_" ... "", ,~:~.~., 

some common resolution better could be reached outside of the advers~ 
•• :" • ~:,,_\,,~.~, .:'.~' _ .• ~ .~..:. • ,t~> ~ ':.. "'. -:. ~' •• -"~ ... ~~~_,..}',', ' .. : ..... .- ... _ .• "" '-'"_.~> ')'Jawl ..... ? .. -":-~'-. 7'" ..1, ... "_ ...... 

hearinq process. 
.... :::, "~.- , ...-- ,+ -<. .... 

phase. Staff should report. on the status of _ i ts ~ diseussions ,0 with r.? 
.~ - , .•.. ,.',,-:-:~.:.;, ., _._: ... ...:_ .... '_ ..... :'"," .. ' ............ ::: ,-,.: .. .,. .• \_(,.~J~ ~'~,,",,~ ,_~".' ,~·,~~v ___ .. ·""" 

and present lVly resolution on the record at,~ that",time .. ,,_ 
.. _.r .... ~ , V \,l;_..... .....) " ..... ' ,,... '--.' Paeifie 

The parties should not interpret our deferral o·f this matter as 
•• :' .:. "'- ~,.~ • , .~ :", •• ,~::: • ~"''-"'" ~ •• ,: .. ':: ,~.::, ~:'~_~:" • .:..~"):.-... :._ ~_, ,..;. -,.J ~' .. ~ 

a lessening of our commitment to ensure equal opportunitY,in .. ~. ':0 
~ " . ::'. :.:: .,.. ,'~ .::;.,.._ '. ".:':'.' ,-:', :_~-- ":',:'., ::. ,::. :.: .::.:: • ,~:..~->;.." ,. . .;,.. G~ '::' <:;:::4:>';' __ U':::" ~ ..... ~ ~ 

Pacific's F /MBE program. _ .Last. I>eeeInber "we established,_a ...pr:ocedure 
_ .. " ':.: ...... :'. ~ ""'";. '._.;;' ... , .... :: '.',":" ............ ",:,\,,' :. ,~.~,' •. '._ ,:; _,~~~' ..... I'" ~ :.' ..J,'". ''''~-'''-' -.... . ........ - ..... _ .. " ..... , - "' •.. ,~' 

for reviewing' such programs in the context of each utility's __ "" , 
.. ,- ~, ,.:.. • L ,.;, " ... ~- '., " :.' _'. ,:=,. '" '.'''':. -'~'-::",-::'" _.:.- •. : <~ ''',,''~';;' '\ :""-,:,. G.- ~-: ',~-, ... ~ ..... 

general rate ease. Pursuant to this procedure, we are :now examininq 

t!le programs for Pacific Gas & Electric Company, san Diego Gas & 

Electric, Pacific Power & Light Company, and General Telephone. 

We intend to c10 the same for Paeific Telephone. 

The Service Employees 
International Union, Local 87 

During' the course of the proceeding', the Service Employees 

International union, Local 8:7 (SEIO) made an appearanee for the 

purpose of establishing in the record that PT&T appeared t~ be 
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engaging in a business practice which would result in much lower 
.", ....... - ...." .~,-.,- .. -'-- ~' ......... ,~ .. ". ':-: .. :.'< .. :.' :i:<'::~" :*:'"·-::..~:--~).::I: .. ,:', ';;I')j::·~ .. r:::·::o~,~~·j:: 
. buildinq- maintenance costs" 'than:- 'i't was estimating in its application .. 

- .'," _H. :,., . . ~"-'.·rr-~-' .... ,' .. <_":"':C~:'.':. :;.~~:'7C:. ::\I"':.~:-:,:.::~ ... ~Ct; ;; .. ~::. 
'. "$EW""eontendedM&'r sought to' reduce its costs for 

~ '." ~. .' T~. ',,'" _,_ ."~ ~ -: .t·~ . __ '~"', :-:.' --, ',,"0":'.::'- :C :·.:::':"'>':'C:.~\ .;~;:,!"::=~~::·.: .. ~C':":·.~~ 
janitorial'- sern.ce- at·· o'ne--san' Francisco location by seekinq bids for 

, . '~.- "- .- • ,,' cPo:': "'t.r',:: ::.. :l~ ::-:~:.:,': "').<= :.::~ :-:,~~:::·.::~:·~~~·:::,X'·' 
such- se:rviee~ and that, PT&T was takinq conscious action to ,employ 

... ".". "-" .•• ",.~, . .., ,-:>c. ";':-'< .,' ", : .. ~ ...... ~.~'r..:.. ... ':;. ·' .. :l:-·~· .:.~:"&-"= ~~L<~~'::::':"--:~::' ",'~,:."J..~ ~i: 
IndustrialRelations~ in violation of PO Code Sections 465 and 

",._ ,, __ .j" c'" cl',_ ' ... J'\. _. .,.J __ ., , ...... ' ..... _ .... ,_ •• ,,,,h:"' ....... ~.JIo. " .... ' -f. _, , •. " .... ' -, r ....... , ... ::> 
466, whiCh~ section requires 'the'"eompany 'to employ the lowest- responsibl,e 

;10 \-=.': • .'_I~C:-:C ':';::";:7.'::-1~":-1I 

service employees of long standing. It is possible that the' price 

differential betw~en 'th~ lo~~i;~r~iJ?o~si~l~:b'i~d~~~~e~":'pu' Code 
• " ...., " ..... , ."' •• , • '~'., -,. • - ,0 ',.: "."" ::,.":, :-"". ()<:'~'., ~-' ~~~:.JC-~-~,~.~ ':~ ~ _~,~? .. ~:/:::G:~(::: 

Sections'465"and~'466- and:~the' next low bid.der is' somewhere in the 

... ~ ,: ... : .... -. :>::~'.. . ,.... .... ";: .. , ... _ .:) .. ~ ~',,-:.,.,:"':,.~- :~;: .. :":"'::::;' --:::.:<:' ::c." '?'"':';;;~;'~: ,-;" .. ~f:" ,::~ 
of payro~l reeordsof the contrActor, Stay-Xinq, to make a 

..... ~ '. ,".".~." > .... , ..... ~'.~"': •• "".~: .. :::...:..:>:::-::'c~c ~:.~:~v:\:< ~:f-:.~:.~~:;,~,C: 
determination'of-theactui!'status and Will recommend appropriate 

• ~,', ~ '- - • -~ ........ - -~""".', ... ~ ,a .. , .... "'Or- <- __ .""", ... ~,_ .oJ ...... ,.·, :?,~ . ..:: . ..,...J~,~ .. ...r •• ,::. :::(:; 
action intlle--divestiture-phase -of--this proceed.ing::~" 

- . '"":_,:.: . • " ... -"'j ,-.. ~ 

..... ~. It· ,.~ 

. __ r -

'" ~' ,~'..,:... ";.-:.':: .~: . - ~ . .: :..: • - •• ". "._ 'f'~' .,.: ....... ,...J". __ .• 

.... ,.... ".- u .... , -_- .;., ...... _ .... """" ..... :_:. ...... __ •• ,} ..... ~I~ .... '._.·_:._~-~l_'.,C .. • _"~-.. :::,. .. ,,_''''''_'''' __ ·n ..... '.:~_·,· .. _.~ .. _, '" ::.. ...... ,:.,:....,. ............. J.r.;: ............ '_, ~"..._~ __ .. ~ 

'-,'" .. ,-" ... 

._ ':. ;+' '.,I "::,."... : - =: 

_ -_J.,S~a -
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~ ~ c' ": ' .' ' .. ~:: .... : .. _". :'": ',,~ ..• '. f'¥ •• ':::' , •• 

Surcharge Design Considerations:, . C" _",. _ ~:. ~ ., • ,., .:~ '",,~ _ .::: ~.; ........ . 

In D.83-0.4-02itlleComml.ss1on pro.y1.ded._that 1f,.:lt.w.e~e ..... , 
• ,~ ,... "~ , ... ,. ... - w " .... ,' ; _.... '0. _ .... .- .. , .. \' ..... , • "",._ '"" "" ~ .J. 

found neee.ssary to au.thor1ze inter-1m rate .. ad.justmen,ts1n. .this.,., _ " ~ 
. c· ,.' ,.' .... ,._ ...... "'. _"" . : .. _ ... _ ....... __ ......... "~.' ...... _1 ....... _ • ..., .• '.:.~·_c~ ..... 

proceeding, such adjustments would be made on a surcharge.,.bas.1.s .• " Th.e 
.. -' ... ," ~ .... ~'~, ....... ~- '.... .... 

Commission set fo~:th the (ollow:ing .. pr:imary .1SSU!!,S .r:el.a.ti v...e·, to 
'"" ,. ,' •. ,' ~. '., ' •• ~',.-"...., ...... ___ ~ -.\, ... \ ... , ..... _ ...... » .... 4.'""·':~ ~~·.e.' 

surcharge design: . 
~ .• ~ " :-',.::- '''',; '.' • .. ·.w .",:- ... :~':. ~~: '"I: ... :~ .... 0' ... \.":'.: -:·T ... -... ".::'::,<:. 

1. Which,classes of se~vice should bear the 
surcharge.' ... . ::.: ::' .. ~ . -.: -:.:. '~-" ::; ... ..:.:;:::.; ; '-: . .". :::,: ':' 

2.' 'Whether' the ;su'rcha~ge:slioU:id 'be'~a;'ull£form:':~:~': .:,~: ~':~;~,: 
'percen.tage-'1ncrease'in th:e'ra-ees; or- .c-harges'., ':-':" ~-'''. ~. , , 
~~re~~~d~ariou~ ... ~~a$,s.e.5 ~!' ~e,,~vi~~ .. ~. <,~,": .. , '. '<' ~;'::'.~r " 

s. ' whether any :simple'except10'ns' t'o"S'uch~ a~-:':~ '.-:~ ",-.0 

unif:orm perc-en tage :3u'r.charge-. a~e .. t':eas'i~b-l-:e; .~,---;:: ~ . _,' " 

4. 
and.,. if so,. what they should be........ , ... 
To what extent and, in what way; 'th~ "im'pend'£D:g'; 
divestiture must necessari'ly'oe taken~ "into'~ 

,.~ I~ •• ' ~ ••• \, • 

acccunt in £ashioning ,in-t'e-rim' .s·ur,ehar-ges', ... ,,,:,': ' :.: , 
5. Whether the im~ending dives.t:ttul:"e: ;'~' :; .';. J :, ,.,'. ,,' 

necessit:ates negative interim _,surcha,rges ,!lith" . 
respeet to rates orcharg'esfor 'any~cJ::asses'" ,,:, 
of servi·ee. '" _ ~. ': ::; .:. '.' ,... .'., ~,',' .... : ~ .. :" .,' 

D. 8-3-04-02 1 s,peeifical'ly 'instructed: PT&T . to, :,ic:el'Ude~ :.in :i,ts~ ~.su~C'l:large-. 
eesign proposal "alternative' .d.es:!.:gns ad:dr.essing the·:.tss-ue· o·r ~whe·th~ 
it is practical to ap,ply an interim surcharge ~:tc: ~·in.traS:ta:t;e message 
toll services (intraexchange and/cr interexchange) and,. if so,:: 'how::'" 
such a surcharge ·shouldhbe$et.~": ,~ ... ", .. :: . _ ,.. .', ~" >,- \\ 

"Hea~ings' ons~rchar'ge de:sign ~'we'';'e neid"; ::a i :the' ·eric. of June,. 
~ .. ,'~~" ,"-''':'.-. '., ~', ",,~ .. " :' .. ,: . .''':'.'~ ... : :.: ... ~ ... .:: .. '.' ... ",':' ~ 

· .... ith testimony by.w1:tnes~es ·ror P,!&!;:.,.the -:s-taf!;. !ASC,;:::We:s.tern 
Bur-glar' and F ire Alarm Association . (WBFA'A)-;- and :a' '-gro'up of large 

customer's comp~ising American Broadcasting Companie~t Inc.~ CBS, 
Inc., Cal!tor'nia: '~Banker's :Clear'ing House AS'30eiat':tcn; ':and ::tbe Tele-. ,'", '.' . . .. ,"". .....,. 

'. -"- - ~ '.,- ........ ~. "" ' ..... ...: ... -.. . ........... .. 
COm:llunica t.ionsAssoc-iation. ccr ser-s Grou-p)..o 'the _ j;ssue of' _sllrchar'ge 
design was addressed in br'iefs filed by P!&'!~ the staff, !ASC, WBFAA~ 
t.~e California Farm BUr'eau Feder'ation (Farm BUr'eau), and Sonitr'ol 
Security, Inc. ($cnitrol), and in oral argument cn behalf of the 
User's Group. 
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Positions or the Parties 
P!&l' proposes to,_app,ly ,a ,uZliro~m percentage surcharge to 

-, •. :. •... >...... ,' . ..J 

all recurric.g charges for "res'iCientra:l-an"d" business exchange access 
• •• ,., '-, '" .... ",'" ,........ r ,~..... '," rot ... I-. _ •• ' 

and. simlar s~rvices including roreign;..:.exchanger·Cen,t~ex.,;-~n<t-:p.r:tva:t:'e 
lineserV1'ces.(EXM:bit 5o'f, Attachment I'~) -N'o- ~o:tlle:r:~ate:s., sucll as. 

,.,..,. ,", ".," ,,- ',. -,~ - "-, _ .... " .,.,' ''''r .... .,. ". "'l- ."" "",',', - ,""" ... , .... ".~' 

those for local and. toll-usage, instalJ:ation'serviees ,-o%","CPE'; would.' 
, .,- ..... 

be su'rcharged'.· :> ~ ,,,-' ,:' ... "..",. ... l, • , .. ~, ,~:., 

~ .... ' ." , .'~ • "'.....,..- r, ".. ,... ~. ,."'.' ,..,'" "., ,"-, • • .. < " ,. ..... j , ",' '.,."'IOi'- ""', 

'.' The'stat't' proposes' a"much ·'c·r'oa:cre'r surcharge', ~wb.1cb. -, .. ,.-' ,.'-

coc.se~uently would be of much lesser magc.i tUde., Th~ :':;;iif~; pr;p:d;~s" 
to apply a uniform percentage sU=r:C'b.~r·ge· 'to; ':~1.i·.~o:!' '~it&!, s . present . .:" ... , ...... -, ...... 

se:-vices except, intrastate .coin ,message .,toll,,. ..local,co'in, <and 
, - .... ,. ....... " • l.~ ., ,... .~ •• , ..." • .,.,J..... • ... 

d,i:"ecto~y adver-ti3io.g :ser-vices..: 'The.s.ta£f-prQ.posed.-·'~sU'r-charge would 
incc:-porate and replace' 't'wo ~·Xit'1ni'";U:rcha::-:ie:(:,;;;:~~/.~~~,% ~urCharge Oil 

ce:"ta:!.n se:-vices io.clud,ing ,CPE,. pr::,i va.te ,line"., eX,change mileage, 
•• ' .. ' .. t ,"' •• , ~, , ... _ .' " , '_ ',' ._ •• , ' ... ,.' ., ." ',_ '" _ .. (. • .... • 

se:-vi ce connect.ion; and Centrex; ':and,: a';6: .:.66~' ",:gen~ra:J; -su.rcharge Oil all 
'. • ....... roO _."., , ~ ... 

r-ecu:-r-ing :nont.hly :-ates·.' .... .. .. n",,_, '" ,~,. '. . 

'A'cc'ordilig ',t~d pi&!' s~i'tne:ss:~' .i t.s:su:r.chatge ~;;~o posal was 
. ~.. .,. ,- ... . ~.' -.. ' - " ... .., _ .... '''' '-'" 

consistent wi t.b. the,pr1.mary. "tb:rus t. .'ot:,P'r&'r':'s. ,':penctt.ng<ra te d.esi go. 

thei:- costs and. wi'thPT&T':s pe~ce1vec. need .,to ~:;ddJe~,"its dependec.ce 
" . . . .. ,' .... _, -,..'"," ...... ' ' ..... ,-".' -

on toll r-evenue. He d.id. nct cbject to. extend.:rn:g·:t'he ':.surcllar-ge to. 
ser-vi.ce: connection,. .mil:eage, . an'd: term1nal'charuiel,~char"ges; :~'Cu·t 2did .: 
oppose "its. exte.nsicn tc,~toll ::or- loc,a.l:usa-ge.:r-a:tes':." .~:~: :."::--::: :',~; ,,:, .. 

staff' 's; . 
P'!&!eolltends :. that ,'its prop-osal'~is ',preferable ~~to ~th.e :;.:: .:-

~. -," ,'. 
." 

....... " 4"' 'T " ,', _ ...... ' 

~ .," .. ' _,' J... ... \ I.... • 

"because it is far more likely-to· pr-odu'ce::re'VeIlu:es~" .
ec.ual . to .those the. Commi,ssioc. ~has ~fOUlld. n.ecessa~y 
for- Paci!'1c·:J.1o.ce. tb.e eX'change' aec'e:S:~ ·se~vi·Q'e·:J.· to 
whichtb.e surcharge:wou'1d.~.apply~·a're.·:s;er,vice3·,.to-=:-:. ,:,: ::~."" 
be retained by Pacifie atter ~ivestitu:-e.", ~ 7 _. ~ 

~ ••• , _, , ' ., • >. _' .".' _. ,. • r', .' • ,~. r I." ...... " ....... . ' .. ' 
.' ,,' ,.. - : "" ;::~ .. ~ ~ • '. _ ,_ •• /', ." ..... 'J ....... : .: :'.; C :: ,.... ._,,,,...,' n 

- .... ,' •• - .... 1'..._ 

"However-" the pr.op,osa'l by: the"stat:f' team"and. _.~, ,.'. ' .. '., 
interveno:-s is c'r-it'ica!ly":defic'1ent: becau'se -it" - ~ ..... ", .' - -
t'ails to. grapple wi th:~ the ::key ·~:Ccmmi.ssic·ll-po$ed:: ... ; _ :"::" :"'::'c:, 

" ' 
, .... .,.. r 

..... ,. 

. -
, '. 

, ..... ", .... ,-. ·,.....c· ... ' ~ '.. ~..... .,!o. .... ' , I .... 
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" .... , 

"',''''', ",- ... .. 
~.... .. \I " ':': .... . 

issue of the effect of d.1vestiture on an inter-1m 
sur-charge. At divestiture certain services, 
notably interLATA toll and embedded. customer 

. premises equipmeo.t, will 0.0 looger be Pacific's . ", 
to provide;;'" Intet"1-m r-ate'r-elie'r: 1n-'the~' fo·rm.:\o(f~;a' .' , .. ,,:- ." 
surchargeo-ll. $erviees- Fac'itic', will::not., p~v:id.~~, 1:s,::.. ""::.:' 
no rate relief atall. w 

• ~ -'. c '._ '. • ': ".-"0 ',.,.. '"",:1,::'" "''''::1::: :: ~:.' :;;....t, ",- "::,'r' ... <:-::.'.:.... .. 
The staff witness., on the ot.oer-, hand, .object,ed 'to PT&T's. 

pr-oposal as' imposing."~n-~ntair·',' 'uo.:reas:onabl~;',·' '~~(f ~~wi;~;' ~emporary, 
. ,'. " - ~ . " ...... ,',. . . ~ -, -, , ~ -~"'. ,'. - , ,~ '.';-'" "' ... 

burd.en" on certain 'cu'stomers, because neither' ?T&'f' s'n'6r-~ -ihe- st'aff~'~s' 
• , ......... - .. , , -' ... " .. ~ ..... ~.. ........,.~. _., ... - '~ .. , J 

d.etailed rate' design proposals coo.'templat'e' io.cr'e-as'e~s-o'f 'fike ' .. , .. ~ ,-.,,'. " 
• • • • •• I • - ". ':.: ... ' .~ ,:',' ~ :--.~:';~' ~ : C "> ". ~ ~ ___ :.... ::,r ~> ~ ~: ,: ... ' '.: r; c.. :: 

magni tud.e to the surcharge. the 'witness warned. that :to.hi.s, up aoo. d.~W'n 
,"- .0 ~ - • .. - "~,,' ~ • •• " .... ""·r.~- ,-' .' \.~ "")1'.-,,,. ,- _._' ..... 

"yo-yo" movement in r-ates wou:i"d,-creat:e" subs"tac.t.1a.f' c'ontu"sion-"'and--" ~-' 
, .. . .. ,- ., ,- ,r _ .. ,... , ~ ,¥'~ ". ___ ~, " ,," _ • • ~~..... ~ _ t." .. __ _ 

d.iseoatent among customers and.soshoul~' be av:oide'd..... . ... ,...' ,',~ ~'~" '" . 

The statf witness estimated th~'i'~:;' ';ee:~;.~;~~· :$8'2"0 mi:iii~~71n 
ad.d.ed. reveoues. (ro~ghf1wtlat:' Pt~:treq'~e':,~:~L:i~:it;'1.:p~pi1'<:~~10n) would. 

• • • ,... I • _ •. ~ '.... .~ •• , ~ ... ' '. ., .. _ '.-.-

require an 18.3% surcharge' bit'he--:staff"s:meth,¢~d:'but: 'a-;::9'5-~'8% 
, , "', .. ',. .'''. - .. ", "(' .. '''' , .... " '-~. 

5urcllarge 00 the' ba:'{s· "proposed. 'by 'P't&'t .. : .J: . .$3cfo" mrlli'o'o:.:fnter-im . '."' ~ " ," . " - ." " ,~ \, -
iocrease (r-oughly th.e statf's recol1lmeodation) would. require;,.a_ :9·~1:%..,· 
surcharge by the" stafr,' s: me::thod.:::and.,.a 3S .. ,p~.:s-urc~g,e.:.by" .P,~&T' s. 

The wi tness, for TASC a.ss.er-ted ·tha t- ,it W'ou.ldbe ',', .. ,,, ~, "'-' 
• ••••• ". " _ J -. • "..' '. _'.. _ --.I ~.( ... ' " ••• , " 

inappropr1a te t-o. impos.e .any interimsur-ch.arge·" 00 pr1.va.te, .line ·rates.. ' .. - '-. ......... -, ...... ' .' .. ' . ,-.' -- '". - ''',-- ...... ,""- .... -
applicable to telephone answering services. 'rASe is concerned. that 
such a surcharge would have an immediate impact 00 customer d.emand 
tor such serVices, which the Commi~$ion has r-ecognized as ao 
~essential public ser-v1ce.~ • 

The witness for- ~BFAA offered three criter-ia to govern 
estaolishmeo.t ot an interim surcharge: simplicity, avoidance of 
prejudging rate d.esign issues, and. minimization of dollar- impact 00 
suhscribers both. in aggregate and indiviC1ually. He cr-it1cized. P!&!'s 
proposal 00. all these counts, r-ecommend.ing instead a surcharge on the 
entire intrastate port1oo of each customer's bill.. Io. effect, IiBFM 
has ~ndorsed the staff's su~eharge proposal. Th.is proposal is 
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, " .. , .~,. c .. ' 1'-' ., .... -.' ,' ... ~'.... "'~'."-","'. , .... , • .'. "-"f .", '."',.'1" ..... 

like"'w"ise supportea by~ Scni~r:ol:on .s·iIllila.r:,g:r'ound:s-. ,'-~aJ:m.' ,Bw:eau 
. " '" ..... • -'->... ..... • .. • •. ,~, .... .", " ~ ........ ". ....... v ... 

ag::ees. except, tha;-t:: i'C' would, exelnp:e-intr,a!.;,A.XA: toll':ra't:es: ;from the 
surcharge ou~ of concern to shield P1:&T -fr~m 't~e':' 'risk; '0£ byPass. 

-' The" Users'Gro~p . 'ai~'o' s~p~~t1:- the' "st~if ·piop~s-ai. -Its 
, • • " ,... ., I "" '. J.. ..." •• 'I ~...". ~ .... '\','" - r ... "'" .... ,.. .... ," 

.. ..r.L...--ness te'stified :cha'C an interim s1.n'charge ~ slioulCI pr'e's'erve" P'!Ci.T'~s~-·· 
e::dsd.ng r~'C~structUre. avoiding- maj'or ~h~g~~" ~hiei1 :~ho~~;r bl'i;l'ty 
consic.ere~ in the" 'pending' rate :de~si~' pJiis:e: :;i>:eliis -ptoce=edini·.:· ':iil::: 
critiCized' n&!" s· pr'~p~s'alas co~sd.tutinii~ '~j:;r 're:.A~~i~h '~:'f' '~~~e::: 

... ' .. - - ., • -OJ ,. ""',"" r' .. '" ... ,-"... ... , ... "'Of ,,~,,~ .r • , ,....,..., i1 fA- .. , "", ...... 

st:uc'Cure lmsUpport'e.d by'info-rmation~ as' i-e: th'e"c:os'ts 'ofa:f':recteo.~-'~·' 
services. He. testified -ch~h:' - ,- -. :. ::" . ".:,:C:;;:;~~ .. ': ::-:;.::~ .. , ~:-:~'<.';::::::. ".:: 

... - ... .,.... " ",' " " - "!,, ,~ "'. .., • '. \' ~ ... - <' ". •• .' cO" 

"The' surcharge shouid be 'appl'ied 't'O 'customer- 'bitls 
iu 'Che manner" 'Chat' Mr. Shantz sugges't·s~.~.~.c.~", ·as-~'a":· 

, -'" , , .-separate line ,item to: a;cus.t:Ome~ 's: ,t()..~:~. ~<.; "-', 
. in-cras'Cate billing including both 'recu:rring' -and 
nonre~ing charges-... · . " :-'., . ': : : ': ,:, .... ' ( " " , :" ;, '.,~. -, .. :.':'~ ,'~:: . 

" ,,~ .... ,,- . 

Dis'cussion '. 
The criten:a": p~oposed bi ~F AA~ :"0: govern :surcharge,o:.de-s:r-gn.: ',' e 

offer useful guidance 'fo::' 'oUr 'dec'ision ~on:·-::-thf:s: l;s:sue:> .. ·· In'·View of' its 
in'Cerim ·eharatter.· :as:urcharge~ 'should-'b'e- simp!e::<t-O:app'''ly:·~:a:;:to:·~::,-:: , 

'. ,... ... - ., '"' ./, .. 

- ~ . '-,' '-.-

, ,,' 
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explain to.. :Customers-.~;>It should::oe :set= :inJa; m.a:c.ne: which:,"avoids 
?rej udging detaneQ-' rate de sign. ~i:ssue's-' not:~ yet ,s.tib j ec't:; 't<>~ evi.:den1:.1.a%y 
hearing. And,' in v:rew" :ofits provisionaJ:'natUre:~::i:t::lshould~ be':, ;';:,: 

structured' to-avoid drastic 'impact's on~any.:-group: of:.ettStomerS:~,j:" ~s. 

last criterion 'also- will, protect" again:st..: the· .~'~o-yo". ,effect wlneb::~::~::. 
concerns 'the staff.'~: . '" , .. ~.".;.,:-::: .: -::"'~' -' 

"P'I'&,!' s proposal; does not- meet- :these-· 'crt teria:: :., Simple:- ~, :.".:; .' 
though it, be. it~ prej;udges::-c~mplex' ra.te design:: :!:$-$.'Iles:,a.nd::'wou:ld;;' -::::/:::,_ 

d::astieally a£fectthe bi:lli' of many' -cUsti:rJ:iers'/~:noe-~theC '1'.iveraie":;~;·" , 

custome=s' whose bills' n&'!'s'wieness' aIlaliz~Cf~:-bu:C'tne,;,m:f.'lli'C:m:'s;'of:·" '. , 
cuStomers" whose bills'consi's:e' pred.ominantlY of re'ec:rrl.ng monthlY":'c1l'arges. 15 

P'l'&'!' s proposal' appears", to: ref,lect. 1:Wo::,::l.a.'j or: conee'rnS;;:·· :',', 
that' increases in usage-~ased charge:s~TN'ill:- :encourage.. bypas:s:.' and) ,'that. , 
all surcharge revenues should flow to P'!&'I despi~e its· impending:,: .-:": 

~::ansfer of import.ant. tines of business.·:to, K!&1. .': :Al;th0ugb:. as we 
will discUss in the 'con~ext: of a.ceess-·cb.ar:geS"·~ uneconomc- bypa.5S.~1Day. 

be a serious ·long-t.em. risk:, ·we·d.o=not: :'belie"le' ,tha:e' .a."llloderate< rate: .. ·,: 
surcharge :imposed :for ':a: clearlylimi:"te.d.· "interim:::period .. preli:mi-nary.. ~o 
t.he detailed:study:of, rat.e "design' iss.ue.s','W'ill" ·'create·: any :.s"igni£icaut· 
incentive for such. bypass. ' As ·for:n&'I's:. Con.cern:·~abou'C~1:osj.n-g ·r:.:; 

surcharge-revenues arising from services. :11: ::w:ill:;llo,~longe'.'O offer .. ,in:-:. 
1984, . for ··reasons. .s1:ated.'below ~e' "surcharge' ,.that, we:''W:i:l:l<adopt::today 

. _. - ~, 

- ','" . . 
...::. ~-'':'', 4,~ ~; _~ 

. ",:': ' r " ;...... . .... ... _L..-..", __ ''-'...,) 

.... - ,-.,.. 
.t ~l_ .. _ ',.1: --' 

1S "A lat:e-fi1ed ~~ibiT: sponsoie'd :oY"'t:h~;:::P-r&t:~:eti'e-is~ re:';~als that 
the most common 'b-ill among' residential":cils.tome.rs :-:whether:::f:lat:.., 
rate. measured-rate, or lifeline - includes no toll or local 
usage charges whatsoever. (See Exhibit 50S, Item III). 
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i:l.1:eres1:ed paxties,:. t:ha1:', 1:he, ,sU:I:'charge:: ·b.e -:spr:e.ad: oye.r.:: ;a,S;,.:many':: -; ~; :.: ':.:: :' 
. "c' ~ ... , 

services as: j.s. pract:ical,., including.- ,a'll in1:r:as t:a.t:,e.- to..l1, ;and l~l:: .. :" 
se.-vices.' We- 'Wi.ll ,. however. make three,' revi·s10ns in-,·the·, st:aff -- ,--" ~ . . . ~ ~ ".' . .. ~ ~ . _ ..... -' ", .~-' ---
approach.. Firs'C," we .. wl:1L main.'C.ainthe:;exi's'Cing;·,'s .,:4%::s'W::C,har:se.::-:.as: .~~ ,.:. 
a sepa:ate charge. As n01:ed in. D. 93367. this surcha:r:ge: i,S:-~ :real:lY-; ~ :: :: 

a pu-e of: the rate sp-l:'eadadopted-: in: Paci,fic:~s~{.las.t:- gene;r:al rate 

inc:ease, and. was only.: put. in: surcharge form:: ~ca~se: O;f; the:; c.o.st~ng::~,:: 

and :a-ee problems associated. w;i.~h., .the.s~r;v?-.. c.es.<;O:.y~d.: ::t>y "s.~~'::"'~ ~ ; ,:::.;; 
surcharge .•. ~hicb. ~e~_e.:. not., :comp_le-e,ely;~~,so,l v:~~~"at:. _~h.e-.: t..im~: "o~. :th~.: ';; ~ 

gen~ra.l ra~e decl"si8n. . Ihe·. 6: •. 667~~ s~~a:::g~ ,:~' ~~c>p_t_~d: in, p.~,9 3.?~a:::, ~ OJ_::' 

ha.~ noj~uch~' sig:lificance , .. and: ,.ferl:lowing:. the; sta;,f-: pr,opo,s-~~.: .i.b.~s _ ~ll 
be· in,co~orat:ed.·. into-' the- new ,s:urcharge. asso:c,i.a~~d'JN·~.t:.h ;th~,,~.en.~,:::: " 
in1:e~...:itiFcrease:.. '." .. '. _ ".' .. _'.I,_ .. ~:rl~;.~:)·:':-:: .... ~;-::::~::::.; • .::.;; ...... 

As a~, . second 'modi f:i ca1:i 0'0.' . of~ t:he st:af:f :pl:oP:O:sal:. 'Y.e~ :'W±1l; ,c:::: 

exempt: CPE' ::at:es--: from a:Jl.y . change. a't::-this .. time-.. :(;:'Ihe::staff:~p_~op~a~l >.~ 
would' have actoallyo:eat:e~',a slight ... decrease,. ':in~-:C~E.:ra~.es_ .. :.)..:!}lis ;, 

would nave led .to ·a·,grea'ter~ revenue: ,req,:uirement ·:b.w:den::.~'C.~.,otJ.?e;r:,.·.~ ~:::_: 
s.ervices·· and it wou~d:not have.,.provi-d.edany:real::C~~:;_x:at:eJ.r.e..l~ef, •. ; ':: 

given ::ha-eCPE' pricesn~l, be .de.termined, in :19S4.·,:bY~:Jt:he~~C.C r~r.~er,;): .. 

gradually det:ariffiug. ,such se-rvices,~We:"here" take :officia:l .t?-0_tiq,~: .. ' 

ofthis'recent. ,FCC' action on November 23~. ',l9 83'::in ,.Doeke.t:~ .&1-:.89.3 t. ~:,.:: _ 

Finally, we will m.odify t:he staff;·proPO:s.al-::to ;~ex~t;:.lif~line 
:ates from any increase at: t:his t:ime. this will contribut:e t:o t:he 
~int:enance of universal service a:Jl.d meet: the requirements of a& 1348. 

We also not:e t:hat our accompanying decision on access charges 
issued, 'today provides t:hat surcharge revenues on intrastat'e .interLAl'A 
t:oll will flow t:o Pacific th.;'ough an access charge premi\llii. This' is. 

nec~ssa:ry t:o const:rain AT&T's ret:urn on intrastate int:erLAT~_9P'~rations 
to triei: authorized level. 

'---.-.-,-~-,---

The surcharge adopted today is responsiye to t:he impending 
• ~ • ,,' ... _. - ~_ '., ~ .. ,J •. _- - • '.r _ ~ ~~' .• "," .• ,' :-':, ..: _.>:. ~ .-.:'; '-) -=:).C-:.~: _ '.\~' 1-~ .... • ,,'\ ... 

divestiture -that: 'wi,ll<:-heavily .:impact.:·Pacif;ic.,:, .:·As ;:ne:t:ed e.a;:I-:ie.~ .. the 
....,' - .... ....-. _.' 

... ,... ,......~ .~. ,,+, 

• "- - '-.", ....... , .. I.,.~ 
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inc:reased~ revenues flowing ··from-1:he··surcharge, have:.been;::sllown in 

'this proeeedl:ng to be necessary to' provide:<the:-"'divested :P".a,cific::)~'.··;·,"': 

company with a soli'd finan"cial· foundation~-:'At·the~ s"ame 
increase 
customers: in 

time'-; ~ this.: 
in revenue: requirement' is;; borne.bro~d1y '.3.nd::' .equitably:. hr~' 

a manner that: ·protects. -:univers:ar:(se:tvice.,"goa:ls~ ::;_:::~.= :~ ... 

". 'I 

, -, ... , 
"'., '. 

." ........ / 

r, _, :J ... ::... i ... : 

f" ",1, 

./ ~: '.1 

; ... -

r", .-~ . 
'1...' ~,. , ..... 

• , " :: -0. :"I~' I;' 
.. _ ..... 
'.. .~. 

," .... 

" -"'"".':' -.:" ,'(.:' 

... ~ \ ' " ; 

" . 
• J .... .. , 

.j 
-, ...... , "., .. -,' .,"' ......... '-.I __ " 

... -...,J ;:) 
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cg/vdl <It 

- -. :'lbere'.sha;I.l·J~e·~ applied.·;~t~:~ad!.:?f~;P'l'&'I":s,"";custOT1er; .bills·:fer:;..intr~state 

se~ces,. ex~Pt fer', ~~servi.ce~,:_:n??~Y ::life-line-, se~ce-,. intrastat~"eein-; message 
tOll. se ~vic~_,loc,,:~~ , eo ~ n~ _ Se r v i,ce,:, a,nd: d,i,ree,te>ry; a,d:v:e:r:t i:5 ing,:·,se--;,.v iC,e-.I: 

a unifo:m percentage surcharge-which' v.rill:>yield.'_$3-84:,:44:4~O<.lO ',',,:':'-:-:'.":.: 
(interim rate- reli.ef) of' ,3.tlnual :_revenue-s'. ,at: the :19&3 ',r:1eve·1; of:.: '.'::::: ;,:_::: 
business. We envision the surcharge being sho'Wtl. on customers" bills 
just above the total amount due, as a surcharge on the entire 
~trastate po~tion of the bill. 

PT&I shall file, coincident with the advice letter filing 
to implement the above surcharge, the derivation of the uniform 
percentage surcharge to be applied to PI&I's intrastate customer 
billings. Such derivation shall include the 1983 annual P1:&I 
iutrasta1:e customer billing bases for each of PI&I's tariff 
schedules. No repression effects shall be considered in the 
c.evelopmen1: of the surcharge. Such filing shall be open for public 
~pection and a copy of the filing shall be provided to each of the 
parties of record in this proceeding. 

The uniform percentage surcharge on P'I&I's intrastate 
customer billings is not based on any allocation of increased costs 
of operations to any particular services, nor does i: constitute an 
increase in the rates for any particular underlying services. Thus. 
we are not recognizing any specific increase in the costs aSSOCiated 
with intrastate toll services or extended area services, nor are we 
authorizing any increases in the applicable rates. Therefore. the 
uniform percentage surcharge should have no effect upon the 
assignment of settlement revenues ~o the various independent 
telephone companies (IICs) in. California. This is appropriate in 
view of the tempOrary character of the' uniform percentage surcharge· and~ 
the present uncertainty as to whether the final decision in this 
p:oceeding will authorize any permanent increases in rates for 
intrastate toll services or extended area services. 
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What we are~-aUtb.O:r1i1nS:"amou:~t:s::,-t:o a "bill and keep" 
treatment of PT&T's increased revenue~ from the uniform percentage " 
surcharge. A "bill and ke~p" approach is particularlY"ju;t.if.1~d.:..:a~: 
this t1me'oecause of' the pead.enci'<of ~a:te··d.'eC1s'1'ons:<f6'r: General and. 

several' other:' Itc~.' App-l1ca tion~'or rou't"1ne' -~etttement"procedur-e's" in' 
(, ... ", ," (' ,--. ,~, .... ...., 

this context would result in a complex array of cros~r...;payment's' 'amoo'g:-
• , >-" • , •• , ' .' ... • ... -" ... ~ ,"- , .~ '\ ":' 

companies to the greatest disadvantage o't"tllose' 'I'I"Cs whi'ch' have come 
before- u~' ~'eek1ng rate' relief. ,We 'will~ee-xa.mi"n~' wtleth'er ,:to:' 'apply' " 
the trad,i tional settlement procedures in the cOllte'Xt;:':or">'ou'z..-: :final";'~;:' 
decision in this proceeding.':": ,'"", '" "".,:;:::-: '" ... Y; i, 

In D.83-10-092 issued recently in Citi'Z'ens::::Ut1:1i=t1e:S~:':--,-, 
... • _ L ," -. ... ,.... ~ ('"- ," '! ".. ,.-., • ~.~ r ~ 

Company of Califortl.'ia's 'CCi'tiz'ens) te"lepho"ne' rate- 1n~c'rea3e' in'''' 
1.82-09-52, we calculated and authorized' :tb:eaPliro'pr"fat.'e 'bi1::1illg-':-:::-::: 
increas'e for an intrastate message 'tol'l 'bill.j,ng:surehat-:ge' 'on a: "bill 
and keep" baSis, but'we calcu"lated 'and 'authorized <the: bfJ:li~g' ":".::': 
i:lcrease for extec.aea area :5-ervice on a ba:5-is. reflect.ing '''tb.e',~ u:S-iial~' 

settlement arrangeme'nts."'" We: ordered' 'Citizens:, 'stlbs-eCiuen't:' to' ': 
issuance of the present' decision' 'fo~ P!&-r-:~;, ,to' :"t:'1'J:e· t'6t-=, ra-te~:.' ,,' ':. .... : 

adjustment3 to~ "recognize' an:r iriwar'cf revenu'e' :.riOw- from:Pa'cific~ d.ue to 
improved'settlements:'sb.'ou'la,pac1f1e-'reee1;ve- an":'!nte:r1m: '1'nereaie;.'"'::; -,,:, 
Secause of tb.e "bill and keep" proceaure we ar-e aetopt:1u'g: :ro':': ?'t&r-,.";'" 
Citizens will receive no such inward. revenue flow. However, f?r the 
sake of conSistency, we will by separate resolution authorize 
Citizens to apply the "bill and keep" procedure to the increased 
revenues from extended area service resulting from D.83-10-092, 
tllereby reducing Citizens T outward revenue flow due to settlement 
proceaures. 

, ", 
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. . .... .... 

.. " ..... 
Findings of Fact ~ ,. 

.. \.., " 
,~v ' ........... ,1'. 

FINDINGS AND CONCLUSIONS • 

~ , .,~.,', ..... , .... 
~ ... . .... ." ,,,, 

~, ~'. ..:- ," ,:. 
..,'" ~:\ 1 ;..-'- j , - ........ \ ....... _< 

1.,. By. t?-~e~e. c?ns"0:1:~~at:e_d. P_.t.~,~~dl:n:g.5:: P.~~T '.i..s ::t;~~q~e~ti~g~.:- .:~.::'; 
an annual ,inereasew in.. California.. intrastatej.ur.isdic,tional, .revenue.s, I . ~'. \., __ '-_ '.' _, "., , " . -.,... , " ..... .-_ ,. .._~ _ ." ........ " . . .. _._ ..." ... _. ~ __ I..... .... .... T' _, ~ 

of .. S837,,:900,,.,O,O,.O __ :: .'.': ', ... ' ::' .• ,~,~:: ::_ :;;:';:_~'.'-::::,.:.~;:'''' ~~:,:::.:::~)': ,~':.:::; 
2 .~. ~. The. :p.r~e.~.~Ung~fta.~e ,~~~n.. :o~~.r~~ ~ed: ~t~~, t~~: p.h:;ase.~,:".,:,;c:::::'::' 

a "~usine:s:s .as-.u~~al.-:-: ..su.rChar_g.e'phase".,~d; .. ~ ~r~te :.de:S:ign; ~~:~st;.~::,.: 

divesti.t?re_ph~e:,-:,~.;:'i,::;:'_~; ~._ .... '."::"'; :';:<""':~::~,~. _,~;,::_.':-.,::'.:'~" "~" 
3. A variance waS granted from the. :.~~e .. ~.:, ~~:3:~ t~ ::(,.,<;,;:::-",:~, 

bifurca ~e. ,the .. p,roce_e?.i}lg~ .... --" '... .' ~.:.- ,,;. s ':, :: _ c ~ -.: .: . ':. ~~: 
4 -.'. o~~ .,83.~O.4~0.:2 ~ A",:8~~:' '.:":0::' 'i~d:~~.?,:3:-0"6.-:6~~"; .. w;.e:~~ ;:::.; ",: '.~;: ':, .~:;o:: 

consolidated ,wit:~~83-0'-22. '. ;"';~.: l:'~': _.::._:':. ',',,' .:::c-":~,-,:,; . .', 
. 5. . Fifteen. .pr,operly noticed .public~ hear,ings . .have. oeen ,held r," , 

.... ':.... h -.' ,- • ':'. ~~.. ' ... _ ,.,.. .... ',"'" _. ,,_ ,,'" ••• _ ~ ,,_, _ .... I" _ "~.a,.' ...... ___ , ,. _.... ... .............. 

throughou.t the sta,te to .a£fordthe public an. opportuni ty,to 'c"," "": 
"-.' .. - - '" . ..' . -.... L~·. ~ ." .. . - ., ",.,' ,. "'- .,. .... ~.". .. .... .. ~ . ''"-,., "'" '""l ~, • ," ....... ~ 

?ar~icipa..t:e-. '" ,~ ... ,::. , :. ,. '. '~, .,,' '":: ,:"':":~','':- x:.' ': ,)': ~"'" ~ ,,~ :: ;": ~ 
6 -~, - ~enty-~.ne 9-ays; .o.f :e~i.dentiaJ:y", hea,rJng:~~ ,~~l:~e~ ,hel_~ '.';:: ',' .... : :: . . _ 

on results of. operations.. and· surcharge, des.isn_~",\ .. ",~.-·,,- ... ·'r,.,',' .•.. 
-, ~~.. -~ I, .._. •• • ,~_ ......... ~,~ ... .' ,I' " • l-.... .... .... , ... ~.,,' .... ---' "-.u. _ 

7.. At. pJ:esent . .rates.,~ .fol!, the .test year~ 1-9,.83." oaf r,easonable., '" 
• • • ~,- "" • ... • ~ " .. ,_. ...' ~." ~ '." •• ~ .... , ... """ '.."' •••• '. T ..- ,. • • .,' ......... ~ 0,,_ • 

estimate of .PT&.l".s.Tota.l Califo:c.."'lia ,and .. ,CaJ.iforn·ia. .In.trasta..te- '.' _'" .. _ . 
• • ••• ...,,,, -~ T' -.-~. ....... T • __ ........ ~ •• " .... ' • ~ ___ ... ~,. _.,. '~. ~", _~ ... 

'''I. :. +. 

.. ,'." -
........ "' ." 

" . ........ 

',' ,~ ..... 

,~ ..... ... ...... ,.~" ,". --- .... 

,,... \~' 

'. "' .... ;..,.-
'" .. ' .... ", 

~ ~' ......... 

" . ~ . .' :.' 
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THE 

-,. . _ .. .) 

PACIFIC TEL'EPHONE AND TELEGRAPH COMPANY 
ADOPTED RESULTS OF OPERATIONS 
A.83-01-22 ESTIMATED YEAR 1983 

($000) 
RECAST_#3. , __ 

\.. ,_ .I" ,,... ...... __ .... .., ....... oJ' ./...l .... ,. r:: . , ...... ;") , :.' '-: .. , 

..... ~.. ."" .~ .. /-', i 

\ <,.,. - _ .. _ - ,: ... ,:J , .... ' .. ~ 

-> ~ .. -. .:' ~_, _~ Total ::J: :',:: I~;= ~:: 2.,: .. :~:;:: :: .. ~ ..:: • .:: ~:--=c ':..: .: ,',:'.:: 
..•. 'Or _ _ :~ ._:, ,.' '.~-._:"'. ~ .. :;'-":;:,,,; :::~("Calit"ornia=..::: ::': :: Intrastat~;? 

Operating Revenue_ - . _ , .. _, ~ -_ .. _ .... _,..'. , : . .--~::.·r,,'" .... ,.:~ 0- t...~ ,,;. __ ~_._ 
- .• ..J.". t ~'", ,' ...... ',~ :~·""':"'_''''oiIo,..I'_00J'''~_ J...J_ ..... ,i ... '_ ..... _ ... ~..." ... ' ..... _ ..; _, .... ~\.~ __ •• _\ •• , ••• ,. 

Local Service Reven~es. ~. ',. _ .. $ .. 2,,971,9 .6E- " '.' ,$-.,2 ,$1.4 ,.38~ :.. ,,~. " 
Toll Serv1ce~'Revenues - .. ~ -,~ :.. . ... \. "4 ;S46~'73SC;c", .J.e. -,2 ;65'3;157" .... '·--;_u...l 

Miscellaneous Revenues 442" 134. 4'42.:;:.1;3:4 :::O.-::::::C:l 
Uneollec:t~bles, _ -:. " ... _~ _ ,. _ .' , .. ' ( "0, 716) ',' _. ,.C 7.2'16.31) .. 

~.&,,, 'F" '-' " .... __ , _...) • '...J •• a .. 'W _ .......... <.I. '>" ""'... ~ .. '. _ ~ ...."'.- ',.J .. ., .. I.. 

Tc"C.~:X:~~p_e.:.~~~~~g.:"~~~~l2-~:,~. '.' :;''::;, $':8:,J.561;'1l:7~,;:.,:;:;:;: \:~ .s.,:997:,0:44c ~':~.:O:'.;.; 
Operating Expenses-and Taxes,_: ,:-:::::.~. ;,,~.,~. ~,~ ~. ':';)J;j,:;:.:; .::,':': . .'0:-:::': .J::~,:-:-;;:;.::;.:::=.~_. ::.-::::.:-:; 
Current Maintenance- .. ;")- _"'"" _$.:Jt,9~.9,89S'. ,_,~ .. _ ...... $ .',..~,O,4.,_8,30.~r_', ... ~_: 
Depreeia t10n & Amortiza tiori~~ - , .,<.: _., '-2T7";'998" r·'-' ~~ --' "8'9i;324~ ~- '-"'-"'-
Tra!!ie'.;,EX))enses;,":.'::: :-:.. < :-::-:::::. ~,~.,.::,-::.\::-::-.385":2'1S ~.':"'''; :, .. ~,-. 309!,.060 ':".: 
Commereial ... Expenses,:- - ,,, _. ; 0:- ' • • 'C ~ --'J4,19"S87~,,_- - -' ,.. .. 5.98"~'06·86f" ~'; '''el'",' 
Gen Off1ce"Salaries-&' Expenses -- .. 57;0 ~- .,,'- --.. "'~35S;,o--~' --~. 

Operating, Rents' .:',.;,:,~.55;.09::T.!..~ :~.:~\'~":: ':'7.:42;.1:61,0,:-:(:<)::-.• : 
Gen. Serviees & Licenses 65)829 48,760 
Other Opere Expens.es 783,.45-8. 5S8.,560 

r:' ,. 
=~~".C~:~~= ~80=~-C:-~:l= ~ 
$ 5,634,lS~ - $ 4~245,8'S~-Zotal Operating Expenses 

. '- .... ' ...... 

Operatillg·Taxe:s:-~,Federal. I.neome~:~·.<$:'.:..: 513:,.:705';:',:: ;:' :::'$.:.:: ~.: 33.$':;649~.: 
, .' ' .. - -. ,." ~_Cal.Co:::p,.Fx:-anch ..... · .. ~r.,2.8l,~16·9~ :"'01'-.'- .' lSl".SOO,=-~ . 

. "- -Soeia1"Secur1ty ',-'" - . 187 ~019" - .. - ~I ... -'1~O·;5.~6."'- .' 
- Other 16·6,080, :;'c-J2.3;Oa5~;":::':::- ','c. 

CPE Gain After Net _Adj ... ,,' ._" _ ,,,,._.\ ..,(,1+ "l'.~.199 t .. :_~· ~ ~" ._, (,41..,. , 99.) 
CPE Gain Tax\.Effeet·h.~~;- '.~ ... '."";' .... -14t'65i'-'-'~·-·""---·· "'4;65' 

l'otai"oB~r~' 'EXpenses ::.&:_·:taxes:- -: .... :--.$ '6';7 49~S76 : ;-::;'. ;····''$<::4 ~994 ~3.77.c,-:o;-;:·,,·-: 
.... - ..... - .• -, _.,.c '"'' ",,' ,.. .... . ..., , .. ~' -'.f

l
'" ·~ ........... ,~·t-'''''',''' ,_.,'\.~ ., ... " ~;-'_r.r-, ",.. .. __ ~.,.. _~_ ... ,.... 

Net Revenues -- (Carried -- r-orward)$ l'~405-; 541 ':c'" ',' -"$"'1 ;'002~667'--"""'" ~ 

Rate Base . 'j ... (~ .~.'J .~() ;:~ ~~, ' .. ' '.~, :':'.:'; 

'"' . ~ ""'"\""'r- .~. 

Telephone ::Plant"in~ Service." :-'"~;::':::$"8 y 753~7' 5=O~::~':'~ $:13 y~7~679:- ,. 
Property Held tor Fut. Tel. Use 55,1 00 40;$:6.1~:: ,:.:: ".,: 
Working.;.Cash ___ ~._" :"'r,-"-", "_._, .. _129,1.9.5.~_.,,..; .... ,;.~ __ . 91,:,$4·2z.~ 
Mater:tals"accr'·suppl.!.es.--' --. · .. ···- .. ~·j03.~93fJ:"' ...... ~,--'- .. '. 75:;817 ' 
Depree:ta tion~R.ese-rve!·": '::. ;>:,.~: ,":' . ::-::.:::-3:,' 4:21 ~ 4.86;;;~~ c: ~ef,;4-S$ t2.86::.:::c :.~.::~,),: 
Reserve for Deferred Taxes 2,209,95'7" 1 , 645 ,655', ... "_ ...... _.: ... 

" ~~-~~--

, .. ~., \.~. 'S13r,'4:0-4" 4'9-:7.:-.:.:, :,7 .. -;:';:. $-::-:9:,t::9 307:-';0 6.s.~ ~ . . 
'.'-' ". ':-:: ··"'"::i'O.::.t9%'_.'::"·::/-'·; :',-':; ':·iif~:09~::':.'''''::'::::'-

, ".,.., ... 
Rate' of 'Return' 

". . ..... .-' 

' ' '''.u _., '. ~:'"' '. . .~. 
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8. A reasonable rate of return~to be applied to' PT&T's 
California intrastate rate base""is. l2.70"_ 

9 >-,A: f2~_·7.o,-= retum:.:..on:.:th~t~·portion of P,!&,!' s capitalization 
'. "" ,-- 0". ,-' - ~ '" .. ,'~ - ",., .-. 

ascribed to the California intrastate rate base adopted;;"in':":·thi·s-:"::":':~ 

decision~,wouid yield appr~~~teit: l5.0% on CaliforD:~a::'~sc~l:bed:: c' ---:::: 
. , -_ .. -...... , .. - , .. ,. ~ . . .... ~, ...... -' \ ,.. ,- .,...,) ,_. ~ .. '..... - ~,- ,.,) -

common equit:y-. .', ,.:,~.;;~,~, .. (:.~ ';:':):::~ .. :~; ::~...:>; 

10·.:" :~n&T"'s --rates subj-ect':"'to-the jurisdiction of ehis': c~ms.~;io~ :, 
should· be ·incre.ased by $384,444 ,qo·o. which' increase eXclUcm1i the 1JnderutUizecf :-. 

olant adjustment should 'produce- a I2 .. 70X rate of re~on~~P1'&T,';i-'ciI.ffomta":~' ~'. "; .. :~ 
-. • • • • '.' ..... " ,', .-., .. " - 1 , _,... • ... ~I 0,' .... ,". _ """' • ~ 
intrastate ;rate' base for the estimated'test year 1983,_, ..... '. _~ = ~'.","':, .~: ':~'_' .. '~::,- ~: ~-::. 

"0 .• ... _" M""" ' ..... ........ • "oJ' ... , •• ':.., _ ~ '...,. __ ........ _, ". .' • -..., " ....... 

11 •. A~12.70% rate of:'return:'on California intrasta1:e<·~ate::base~:'~ 

would provide:: an interesi: ,: ~o~~raqe of 4 ~ ~ S. ': ~~:s ~ b~~~~~ ~~~~~ = ~~:::: ~.~ ~ 
income, ·and'2.73 ·times after::taxes. ~:=>.';;' ":-''::~=-'~;'.<'::: 

, - . 
. - . 

-.... 
, > '" '. 

yea:: 
13.· The~ stafft s proposed;:surcharge;~as modified-by·:.·this;::deeisiou 

, ,'" _ •• _ . '" •• a.~'::: _,..,-" - ...... - _ 

is a reasonable tlethod of~: recovering' the~ revenue: increase authorized 
,I 'a, \, .• ,,' • ' '. ... '. '" _ a' .... c·.... .... - •• :._ • ..J y) -' -

by this;: decision. ' .. ': ' ,~. " .< 

~ - ... ' - '" -- , • '....... • .. J' •• ,.. .;., ....... , _ .... ' • .' C r~ 

l4.:' .~e· s'lJrcharges:authorized by this decision:.~re~J,?-s1: and: ~::,;::, 
• • , .' ~ '" ... .. ~ >I. __ ••• _.' ~ , _ ',' .. , '-' ........ 

reasonabl.e-;--t1:ie·-presentrate·s·-·ancr~charges~. insofar, as _ they 'v do ,..not . '. ~ 
•• ,' ,. i' .,' • , .. , .. '_ '.". .. ' , ................ ,1, ..... ' • ..' ~,~"",,:, fI ~ ;)~.. ... ""~ '- ..... 

contain, the. surCharges prescribed by this"decision .. are fo~~the; .... :/ 
...... ,t _, .. , ' .. i '., " .. \.... ," ,.., • "-""'" '".-, _ , .. " .... , .... "I _ •••• A' 111 .;. ". ....~. " 

future. unjuse and unreasonable. "::':.'_'.'~J::~.; ,-_. 

15 ...... PI&!' has demonstrated overriding financial.neerfor.:intex:imr. 
1 ~ .. ,_ .' ~ ( ... -. ,. - " ~. -' "', - ,- .... ~ ...... _... --' ........ ' ....... - - ,~ 

ra'Ce re'lief~~.. h"_ -., ':'~::'~':":':_:.: •• :"~ ~,:,~~ :::.:::~:.~ ",:,:-~~~:,:.~':: 
..... , •• ~ - """',..., '. -.!,.... ....... ~ .. 

16:.; ... The straight-line remaining life depreciation~method,is:.i::./ 
- • • I., _ 'w"" ,_ ...... ; _ ..... .,.., ,.." "._.,' '" _~ ... '_ •• ' ... ...,.'" 

reasonable method to use:: to, determine a reasonable'allowance~for::'';''''':':;'< 
depreci~ion:~.e~nse. .-,---,.~.~':"-... ~.-- '-.' ;>,~,~, .. ':-:-': --::'; ,-":,,:,.,:,,,': 

17 ~ 'nle': "'represcriptiori'" average ~.ser.nce lives, remaining'::,lives,.:.;;and :.::':C~ 

estimated future net salvage,. as agreed to by P'l'&T and the staffs of~ the,,~ .and,.,.., 
~ • , • ,>- " .. " • I. _ ........ ~ " _. _ L _ ' ..... 

of t.'Us CCrnmissio~ are reasonable and should .. be adopted for the purposes of t."ti.s 
...... - .. - , -~-' ,..." + 

decision and for Pr&'J:'s depreciation memorandum records. 
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~S .. · . 'I'he.- .use-~ of: single'·decimal.depreeiation:~ ra.tes;~·is:::. reasonable. 
__ 19 • The' use-~. of remaining,: lives,·:·p1an.t-,- salvage,c: and reserve:: 

balances applicable-' for the::year~, in' which:<remain:ing·::life:'depreciation 
rates are set is reasonable. .~_=~:~2C0: 

.20 .. '. There" should:;, be~ no~ further delay in,~:, recogn,izing:'change<l 
eepreciation rates. . . _:..::. :~.;":C>:,.': "::. ';:" .. ':':.:'::; :::.(),::. 

21., PT&T~ s:- request for" anti~trus:t~.expense..:.: is:~reason~ble.:::: 

2Z. .' PT&T' s· request for" costs' .. of: Business.: Information System.:': 
is not-",appropriate~~,:._ .. ·.: ~:: :,',: ~. ,. ':'.:._ :'.:.: .... : .. _ ... ~~r. •• ~ .~,:--:~ 

23. ~ penalty, should."no·~ be,..,.applied-to-Account6-7'2~:'~Rel±ef:..·?'.. 
and Pensions.. . 

- ~.''''.''' . .. '-.. .. 
24. The cos·ts associated with.. eaJ:ly. retirement!"; incentives? in". 

~" " _ .,."~ •• "",- .... '., ..... '., • ,..'~.. ... < .~. _ ..... , ... ·7 ... , .... Or '. ..... ~ ~ ..... ' ... -,I ~ ..... 

1982 as claimed by P'l'&T,are not reasonable and should not be 
incl~ded in t.~~' ad6pted: resuits~ of'.~~~r~~ibn~.·, ~~' \',.': ',';", .. ' .... "' 

- 25. "The us~ 6f the' e:ffe6ti~e Bell's~sf~m' CC~T::r~~e-'of 21:37%" 

for caleulating PT&T's tax liability at pr~~~~t ~a~~s'··;is;·"r~a~~~~ble • 
• . _" " , •. ~ ", ." '., :~, . 'I.',~, ........ :-. ": .... :; "_ -:.'""::' ".' OJ" .• v ,-

20. The use of the incremental Bell System CCF'I' rate of 1.40% 
for calculating additional tax liab:i.iity··~~~~ltin(/fr~m'·inc~e~~~d
reven~es from ad;pted· rates ,: is . rea~onaSle':' ,:-' ' .. : .. ; .. ' . '... . -' 

~ '.~ .,~.'" , ,". '" " •• :'"' " , ': ,~ •• ':.: ._.' :" L ' '', / ,,". • " ...... j':" ..' .~ __ , ,~, .. ~, ..::: .. " 
27. "The regulatory treatment of the sales o·f CPE should not 

-, "' -.. .. ' .. '~ ''-''''' • ~ -', -''''~·~'f '- .. -..,.# ./ <1.,- - . ".""'."'.-',-' 

be kept open in this proceeding ~ Extraora:L'nary 'retirenie~t"aecou~t-
_ ~ , • • ',.:- ., ", '. , • ~... "' _ .,.. _, .: ~ I.~- '.: ':... :: t.: --:: :. ::., :--: r.~ _ .... ~. 

in9 and the tax treatment assumed by staff are reasonable. Staff's 
estim~te of g~in~ frorit· Cl?E ~~les' :t~r~asori~bi~: .':<~;:':"~.:.' ".-'-

. • ..... ,'r..-, '. -'," • ". '.':.. ,...,. ,r ~ 0.'" u:,-., ..... -:-",,':: '::C , __ .... ~.:: ~ "~, . .'._ ,.~ ',~.(: 

28'. The staff' productivi ty assumptions for Accounts 604 and 60S 
•• '" :". • <~"\ .- ._, , ,,-.-. .. ...... ~, .... , ....... , -,'. ..,,~,. It' ... .., 

are too· optimistic. 'A 10% assumption, equivalent 'to' '1'975-80 'trend,. is 
• ~.. ., _',. • L +:~ " . .- .~ ~ .: . ".:-, ...." ~~ :'":. ..... ::,~:. (_. ~:'., ~ J:; ~: (:.. 

reasonable. ". 
29.-' -PT&T"si983" Total' C~lifo~ni~"E~~i~~t~d"';'i~~t '~i~~lud'e~:"-''''~ 

plant in an amount of $652,.700,000 that is in";~~e~:;':S;caJ~~~'<;oi:;"';: 
underut-:llizati6ri.-: .>: .. ~~ " .. "~.::;--::::::,,:, .... ;.:'/ ':i~:~::-::":~ ':"~-' .;.". 

30. The underutilization of plant rei'~l'is . i~n'~~~fcJ-r~~' ':i~;;~d~~nt 
management and in part from the effects of the economy. . . 

31. PT&T should be authorized a reduced return on rate base for 
that portion of intrastate plant which is uncerutilized. 

32. In its next general rate case or sooner on application and 
showing by the company, PT&T may apply to have the rate of return on 

the underutilized plant changed, based on the usage of that plant. 
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33. .. Subs,tantia~;:. progress" has:.·:been..: made;-: .towa:rd'S:: ·the:-::financial 

goals' set by. 0 .. 933'67 . inc~ud"ing, "tha.t:. o·f-: a;-, SO:-S'O deb,t:·; equi':ty ra·tio·. 
:3"4 •. ,'The,: oper ating expenses: adopt'ed~~' by thls:' dec:ision::, a:re:>:-: ;;, ~::,t.:: 

reasonable. . .. <'~,:.''':'::;_:_''''C '.," .::'~';:~ ,,:,~:;: : . .> .. :.C:-' 

35·. - . The~ revenue~ and sales vo·lume: es.timate$. adopted::by th'is 

decision are reasonable. 
36 ••... 'l'he.:economic settin9;~;.:i.s.: presently eonsiderabJ.y:'·less'::~ 

vo:latile aD.d~ difficult' than-it'"was: when',: D~~ 9336~::>was;: i"'ssued •. !::: 
37.. The imputation of a 6% cost to $82 million.::of0eommon'::-' '." 

equi ty .. required by: 0.82-0S-007. should be~ d,iscontinued,:;; -':? '. . , . .-

38. On a recast 3 basis 9ross revenues should be" incr:ea's'ed~~'~':~ 
• I~ ~ ~ 

by' S445r450:~OOO: a'fter" adJu'stIrient" for underu.tiiiz~d;'p·lant~ . "~' 
. , .. "':'" ' " ... ,' <..., ,~': ~: ~ .. :-: ,~. Ii"-.' ~ '~ll:_' .. : :~: =, .. ) ;~: .: ~~, _::. :,: .~. ~: :~, ~ ..... 

39. The revenue effect ordered by D.83~08-31 in the. amount . 
,-.... ' .... ,'~ , .. , ,'~ " .. i·' '. ·~4'.-" .... J~ .. '" .~ ........ , .... ," -,.',"" 1''', __ ' 

of $61 million Should' beappil:~d<'tO' the'revenue'-requ:G'ement'found"-
, ' • • "': \"' •. ".....- : '~', _ :" •• ,:. ... ~'.' '_ ..... u. ~,> ': _~. I.~ ;- • -:: ,: ~: <. u, . • • " I • r..: .:... 

reasonable by ~~is decision. 
• . •••• _ ~ _ .. "."", ... _... ,., • ~ ~ •• f, '"", ~ '-1 ... ".., .. _ f'., _ F .. ~.".." ,. _ ~ _ 

40; .. No . attrl tion allowance" should -be' estabii~hed~ in'~thi;-... 
first phase of ~his -pr~~~e~1~9."- : '~' . -. " '<' ~ '"::::.' ~ ",' -' .. :-:: • ':'-0 

___ 0 _." ...... , •• .." •• , .c_ . __ .... ''"'_,,~ ""'""'-',. ,_ ," ........ ,:" 

41.-' The -establishment -of-an a..ttrition"ailo~anc~' for~PT&T~ 
.... c._ . .::. ! ••• ':," ~ _ ,')",-::('""c,~ ~ _::-.:~Ia ::":.'~:~-;'.:\/':.·I·':: 

is reasonable _ 'l'he method of determinin9 such ari allowance i.s. 
appro?r Li~e~y·-· ~~e"" .subj ect ~f th~ ~;~~nd'?~a~~'::~:C thi ~ p~~cee·d':C1'l9._ 

-. . ". ". ."' ,-"""" '- -', '".'... ., .. - ''', I'~ ',~' - , .. .., ", ...... ,-" - I ,.-, 1-, ' .. --- " ., 

.. 42. . Con"siderationof affirmative act:i.on·and"female and-·'·' ,., 
.,'. . .•• . ... ,.. ,. 'c~,... •• ~ .. '_ d I' t,'" _ .. ' ..• ~, ........ T' '...... ,.., 

:ninoritybusiness enterprises should be defer"red "to"the second ,." 
• '" "P" ~ ... 'p' •• ' • + P,' , ' P: :; ... ,,' ~:,::, '";.... : ............ :, : ,:. ':'.: ... :::"~.: ;'" ':." 

phas,e of th~.s. E;.oceeding _to. allow f~r possi.b,le."iIlfo~ma~ )~esolp:.tion .. 
. 4'3. Co'ns'ideration of'adeCJ:ua~y of'PT&i~~~~ompiia~ce"':'ith'" . 

••• ..- •••• ~_' .,.:., •• _ -. __ ._",.-,"~. , •• ' ... _, ... :;''''.,",\~ ••• ''':'' • \,ot' ,'-~ ._' ___ ~ .... ,::,:;t..,·v '_,;\:,\~; '-::1 .. 
PU Code 465 and 466 of the PU Code should be deferred to 'the second 

• ~} .... I ..... U ;-: '...)~ ..... "'; .~. ~ 

phase of this proceeding in. order ,to .permi t ~the ... staff.."to,;-gatheJ: 
neces's~ry . irif6;ma1:io~:" .' .. -- _." ~. '.. : -. " ... ~" -~:.~ ':" , .. - ' .. ~., ~, .. ' . : ~ ~ ... :.:~~ ," . ~ 

~.~. " ""': .-: '.,_ .. :,:.~., .-:,.: ,,:~.'~:~:: " .... 1'.,10 _.' .... ,...:....:.'i(:: ..... v ",; .. _'\ .... ,., ..... ~, ... ) . ',oO' ....... '," ... " 

44 •. The sureharges. author ized. by this order should.,,_become., ",,_ . 
... ....... _ ... - _.~" - ..... __ - - ,~," " .. ' 'w 

effective. Januar.v 1,., 198-4 • 
.... , "....... ,.!. ., '" .. - :~ _..... , 

'P ,. ~ - .... • •••• 

.. .. ' .,.. .. 
--' - ~ -- , .. ' .. 

.' ~- ... 

,,, ... , .... - -- ...... ,' .. ..., ..... ,- " ~-.'~:. -..... ~.-',~~,:)( ... ~.:....-:~ 
)." ~. 4 ~ ~ ......... ~: " _ . .:..' .... I:,;:"" .. .,. ' .. ,,;,, .... __ - - ~ 

.', .... ~ ":"" ... 

• ;yc _ ....... P, ""'C , .. "'~" _,I. _ .. , 
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A.82-ll-07. et al. /ALJ/jt * . , .... ~ #.0 ,.J,... ....... "t, .. ,....... -""\ ..::..::......,.A. .......... 1...1 ..... ~-...; __ .... ,,_c'" 
.F','" •. , '- ... ,,,: 

" =::1::: .. ::,..:." \> .... ~:~O .. :.: ~4~::~ -=:','~:":: ::",;:,~ .. ~ :,,,:~:...,I::;::~ ;:C~~::.~=:::O:; I'it: ",~c.;! ~'I::£~ .. ;~~ .~"? 
Additional Findings ofFact,~ :,_~~. p'~_'" __ " , .. ~ .. ~,"~ ." .. ~_:" ... :': 

• .• - ..... , - ."~ - - - ." -'. - - -- --,~ - -" " .. '-, ,~ '0.' ....;"','... "",... "" ... ' .,... i'. v _, .. I ..... '-'" .... " ," .. • ... ..." .. -.J . 

45;., _ P'I'&I has demonstrated a need for additional :revenue's, base<r 
~ ~'_.I, "~""'~', ':.';":~ ~.": ;- ;",~~:.::.::,I/."-:"~, .:. ____ ~::~,~. ~:'~c" .. :; .. :~),j~, :7~.i~',.~ G':' :.~:.~ ~:'.::.s::~:.. 

on a 1983 rate base. 
"'--.~~ ... '"'. ~..:~ .~~ ,_.:; ~ ~,~: .. \-I~:--- .. ;: ,)~::":",:.~,::,,::: .... , '~~'C 'c1':"';O:!t :;.7C: .. 5: 

46_ A,basel~e results ofoperat~ons (RIO) developed from 
ct=::e:l~ ~'dit:a ':is c~e~~~~J'~~i ~~~~'~~s~;,~~~,,~:~~~~:O~~~~J~~~~it~~::;:':~c~:;,:: 

I, .... _.J ....... ' ...... "'_, . """ ' ..... _~ ............. \_ '. "', \ .. :'-' .. ."., .. ~ _ ....... '.... ,,_, 

and access charges. . . .:~·;c .::~:': 
47. The proceeding is submitt,e_d ~n: ~h.~ ~1~:.8:3 :'J.;I:P-, ~d '!l9, 

continued examination :·of ::the .19_8? ,_R/9 :i~ expe<:.:t~.d~:in: ~b;e f)J:Z'ther 
hearings on this proceeding. . ,::::",,:.~.--:,::. 

4'S·.': =Becaus'e ~f the1.mcerta:tn'ty :tllat'.PT&'t: ~faces:>cin ~1'9S4 i""t may 
be denied an oppor1:unit:yiobecome; a>·vi8.b.1:e~ ;.independene:: ~u'CiYi,ty: ~£ ~,:: , . 

i1: does not set ou'!: with. a solid financial foundation. 
4.9. Although ch.ar3.cteri~~dcas;:.inte:rim in the sense that other 

orders will follow before the proceeding isclo,sed ... this, o,rder is 
,.' - ,-. -- • ,." .. - I ':0. . _ ~ 

not interim in the traditional sense where"p',irtiai"raee-reiief is 
~ ~ - ~ '- -' .... >--' ... ~., ......... , ' ••• _ •• : •• : ':~.:.. • ...:': .::>~. ~:':' .. ~ ~:~'~-:~'-"';~',: : ... : '~':L. ..... ; • 

granted,. pri.or." t:~ _ tl?-~.~ f~~l._ ord~~ ,\~~c~u~~ 0; ~;'~~;a~ .. ;m.e,:;g~~:. ',.', 
• ..... < "". , ..... .... , ~' '.... ~. _. -.~....,... _. ~' .. ' • "" ...... ",. ..... '-J "",'. J...... - ... ' .... ..,., _ , •. '... ...,. 

~O... . This order., is final wi th respect to "the 1983 R/O . 
. "- c," " .... . ..... , ~:. -., .• - ~ '. ,' .. , .... : -.' ~ , /.....~ ,,' -.. ~.. ~-: .. \ ,,;,. ': .... ~ •. ..,~ ~ :.' "': ',," ..... ' ~ :.~ :,~;~ (: • :',: .: ',' c '": :: 

51.. A. financial, emergency is required to justify an. interim ", . 
- • ," •• \," ~""," .... \ . ~ ''', r-.' .. ~ ' ... ~..... ... ,',' . L' ,. ~ , ..... ,,,.., ~,... ,"00 "" , •• ~ 

rate" increase prior" to' esiablishing' final Rio -'for ~ the "'tes't '-'yei.~:·' . ~".- ~ 
,'" '- ... ,. ••• ,.' '.'. ~_. n .. _ ..... : ~ .:~ : ..... '.~ ;.: .... ~ ... "':'" ': ___ .'~:-, •• '.~ ,;~:;.;.~~~.I;~~ :.: '","":.!.~,: ;,;~:+;.~ "::"/~:'~ 

" 52 .• , A financial emergency is not required to justify a :c:ate 
incr~ase b~ed"~n'a fina{Rio~"': ":,,- '. ~ ::':.'~;,~:_,~~.~,'~~~:'~~ ~~~'~'::'~I~~~'~~~'~~'~:~.~ 

53. Overriding. financial need is, not identical to a ,financial 
• '. _' •• ;' • -,. ~"- ,,-.; > • r '''' • • ~ .:,_ '-I ~',';.. L" ::\~, .: :' ~:.., ::.+ c: :: ~ c':: 'r:,' -' _~ ~.~..: ',.: ,~~ _' ~ "':.;:~ 

emer~~n~!:, ~'21~., .~~ ~:" ~e~f.~:::-:sF~~:e~.,,;.,:, .... :;. ;;)~C'::::·"; ::; :":~.:-:~=--:C::-:~.':':' £ r.-~:(,·: '::-:';c.: 
" . 

. ~~c:= S '~~~ ~c ~o~~~;=~c: ~=!~ =~C~~0= 
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Conclusions of Law " 'i;" :.; ~\~':'':., . .'" • _;:, :~.:' \ ~:'-I': -s:S .f. 

1.. Based on th.e foregoing findings of' fact and under PU Code" 

§§ 451 and 454, the- Commission should grant PT&T authority to· apply 
surcharges to its pres~nt rates as provididifh~be~;Foi:id~Jg:~~d~~~t¢ 

" . ':. - _' ;"l~ ., :~ '-;.' ... ',_'.::~::" _ ~:I ;"., ~"': '":' .: ... _. _; r'. I: .... ,: :: .. :" :.:.' = .:~ ~:: ;.: , .. ; c>~ t) ") :_' ", .. , -: ,~, "':': • ~ :~ 

enable P!&T to earn additional annual revenues of $38~, 444 ,O,O~ •. 
2. PT&! should be authorized to revise its"~C~tif~r1i1~~;':':' ~~, :.:: 

~, • ":' .. ~ _ .~ .' '~-' •• : ,'::' > .;-... :::. :-' ':.> ,,;' :- ;::,::- I.,.' ':- ;. ::- ; •• :: ,:', : .. ~,,::.;' .-:.~':: ~:.~ ::.: ~. ~I ;",' ~., C ~Io III 2~ ; .. 
memorand.um r~cord., .d.epreclatloll rates and praetlees to ~enect: 

'. -'v~: -'.~ .' .'~, ';,.' ~~ :.. ': ',",:, '.~~~ ~>.:-::- ~: ... :.~ ;:; ~.;. -::: ~~:\-:::.,:: .. ,""):.;.~ :-:.:. ::=£:~, =.;.~s~~;.,": 
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3. PT&T and. 

impute a 6~ cost 
by D.82-05-001~ 

the starr need not, in 
to $82 million ,0£. common 
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Applicant: Paul H. White, Daniel J. McCarthy,. Randall E. Cape, and 
Marlin D. Ard., Attorneys at Law, for- The Paclflc Telephone and 

.:!ele~~,,~~,:: ~o:n~~?-~~::~:..: . ~:J":;'",,:~~ ?~.::':-::;;:.';;o~ :: :: . .:..:; L:;· .... :: 

?rot'esta'nts :, ... aermall . Mulman, for Sen:1o~~2!:¢r:;:Po:U t:fca:O::Acei~'Il; 
Edyard Duncan,.. ~r,o~. , . .himself; and. Bur-t Wi Is 0'0';: cfo-r ..:Ca:J:>i:for-nia 
AssOCJ.-atJ,;o,o.~for::ut;1:1-:1ty Service Equality • 

• ' •• ..-. T ~.~L 0 .... '. _-...., ••••••• -..... .~-;,;JS ::~ :~-:.~:::~_~~~ : 

!:lterested" .P:ar.t·ies :'and "'Respondents: Geox;ge Agnost,.",City A t.torney, by 
":Leonard-'Snaider, Deputy Ci ty Attor-ney';-'ror::~t.h·e·::C!t'y~~~a:nd.\'C'ounty 

of San Fl"'ancisco; Kerry Barnett and Harvey Ro}s'e'nffe'Icf, Attorneys 
at Law, for California Public Interest .R'esear.ch :G'rou,p.;: Mo.r-l"'ts:onl=~ : 
Foerster, by James P. Bennett, Attor-ney at .. .Law" ,:,£.o.r,-T~el.e:p.ho,c.e 
Answering Servlces of Califor-nia; McKenna,'" :,WiIk:CriS:6ri':'& .. Kittner, oy 
James S. Blaszak, Attor-ney at Law (Texa's'_a,nd:_D~rs~t'i:r:c:t: or"· 
Columbia), for American Broadcasting Compan::e's' ~····:rri'c':"'and CBS, 
Inc.; Joseph DeBode, for Stanford University Telecornmunlcations; 
BrobeCk, Phleger & Harr1son, by William H'. Booth and Richard C. 
Harper, Attorneys at' Law, for California Bankers Clearing House 
Assoclatlon and Tele-Communications Assoclation; Allen R. Cr-own, 
Antone SuliCh, and Charlotte Adams, Attorneys at Law~ for 
Cali!'ornia Farm Bureau Federation; Orrick, Herrington &. Sutcliffe, 
by Robel"'t J. Gloistein, Attorney at Law, and Richard Pfeiffers, 
for Continental Telephone Company of California; Public.~d.vocates, 
by Robel"'t Gnaizda, Attor-ney at Lay, for League of United Latin. 
American Citizens, San Francisco Black Chamber of Commerce, 
Chinese for Afflrmatlve Action, the Sacramento Urban League, and 
OCCUR; Sharon E. EUl11ard and Carl Hilliard, Attorney at Law, 
for VIA/~E! Companies; Kenneth Edwards and William L. Knecht, 
A ttorneysJ at La'W~' tor ':Communica tions Consul tant5, Inc.; William 
L. Knecht', -Attorney at Law,,: for California Interconnect 
Association,; H. Kendrick Kresse, Attorney at Law, for Dear 
Counseling Advocacy & Reter~al Agency; Pelavin, Norberg, Harlick & 
Beck~ by ALv.in a. Pelavin and 'William R. Haerle, Attorneys at-

_,' _ ,Law, rO,r- Ca"la ver-asTe'lephotle, Company', Capay Valley Telepholle 
System ~ "Inc;., Dor-rig. Telephone.,. Company, Ducor Telephone Company, 
Evans Tel~phone Company, For~sthill Telephone Company, Happy 
Valley Te:i.ephone Company, Hornitos Telephone Company, Kertl:an 
Telephone Company, Livingston Telephone Company, Mariposa County 
Telephone Company,·Pinnacles Telephone Company, The P'onderosa 
Telephone Company, S1erra Telephone Company, Siskiyou Telephone 

e .. 
" 
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Company ,. and~VoJ:eario :Tele:phone C:omp_a:ny';:::~Mor:r:iso_~ &: F:oers:ter.;-' 'by::. 
PreS:tonM'oore ,.,At.t:orney~ .at Law ,: :t:or~ 'MC! te~ecommu.riiea ~.9~n:~,'':''''.~:·.:~:; 
Corp oratj.on ;- , 'G<>l cr, Hersch.er ,.Mark.,.":&: P ej):p:e.r"'~~_ by: A,la,n,.,L ;.' ,':Pen pe'r~:, 
A. t torney at Law,. for Wes te ron Burglar and Fire Alar-m A3socia.tio.n~; 
Glenn M. Rudd, for Communication Resources Company; Sylvia M. 
Siegel .. ,acd. . .J·on F'. ,Elliott"'," At:torney:a~ .La:wJ,.'J~o'~. Toward:' 1Tti:lity.:~~,:< 
Rate No~malizati~n;: _ Cecil-·O.- Simpson, J:r." ..:At..:t.o:~ney~'..:.a:t:_.L:aw, ;'~~_~~ ... ' 
(Maryland and Washington, D.C.), for Department ot?·~;D.e~f:ens.e:_atld~·all 
other Executive AgenCies of the Federal Government; Palmer & 
Willoughby, by Michael F. Willoughby, Attorney at Law, for ICS 
Communications; Robert H. Wyman and. Richard M. Cahill, Attor-neys 
a.t Law ,(New York, Maryland.,,.··Florida,, an'd.-; Hawaii),. and Richard E: 
Potter, Attorney at Law, r'or General telephone Company of' 
California; Sidney J. Webb, for himself; John Witt, City 
Attorney, by William Shaffran, Attorney at Law, ro~ the City of 
San Diego; Patricia A. Tilley, for the University of California; 
Stewart Weinbe~g, Attorney at Law, tor Service Employees Union, 
Local 81; Ira Reiner, City Attorney, by Ed Perez, Deputy City 
Attorney, for City of Los Angeles; Milton Morris, Randolph 
Deutsch, and Richard A. Bromley, Attor-neys at Law, for American 
Telephone and Telegraph Company; Graham & James, by Thomas J. 
MacBride and James Sg,ueri, Attor-n-eys at Law, for U.S. Tel, Inc., 
Combined. Network, Inc., and CALtEL (Califor~ia Association of Long 
Distance Telephone Companies); John E. Dennis, f'or Bell System 
California Interexchange Organization; Charles J. Beck, Attorney 
at Law, and Daniel R. Loftus, Attorney at Law (Tennessee), for 
Sonitrol Security, Inc.; Morrison & Foerster, by Leigh R. 
Shields, Attorney at Law, for Telephone Answering Services of 
California; Steve Vogelsang, for himself and Southern California 
Section Professional Golfers Association of America; Lawrence P. 
Keller, for The Western Union Telegraph Company, Thomas Varso, 
tor Jay Randolph McPherson, Office of General 'Counsel, Code 105, 
Defense Communications Agency; William G. Irving, for the County 
of Los Angeles; Ann C. Pongracz and Nitchell F. Brecher, Attorneys 
at Law, for GTE Sprint Communications Corp.; August A. Sairanen, 
tor State of California, Department of' General Services; Robert 
Bell, Attor~ey at Law (Washington, D.C.), for Satellite Bus~ness 
Systems; Lloyd I. Krause, for himself; Steven H. Nemerouski, 
Attorney at Law (Illinois), for Combined. Network, Inc.; C. Lee 
Coulter, Attorney at Law (Washington), for West Coast Telephone 
Company; Robert Brylawski, for himself'; aarry M. Snyd.er, Carol 
Barger, and. Robert Nichols, Attorneys at Law, for Consumers Union 
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APPENDIX :s 
Rat~s and Charces .. 

~~e:e sh~ll be applied to each·of ?T&T's customer bills for 
intr~state services (including intraLATA and inter~~TA toll), except 
=or lifeline~ Customer Premises Equipment, intrast~te coin message 
toll service, local coin se!'vicc, and directory adv~rtisin9 service, 
a uniform percentage surcharge which will yield $384,444,000 of 
additional annual revenues at the 1983 level of business. The 5.4% 

surcharge shall be :et~ined in the customer billing.bi!se to be sur
charged for affect~d services except' C~storner Premises Equipment. 
Except for Customer Premises Equ'ipment services and 1 ifelinc services, 
t~e present surcharge of 6.66% shall be removed and the present 
revenue from this surcharge shall be recoo;:fe-red from thc··uniform sur-.-
charge in addition to the $384,444:,000. Cus·tomer ?'l:emises. Equipment 
services shall retain the present 5.4% surcharge and the 6.66* present 
surcharge, and the uniform percentage surcharge ~ill ~ot be applied 

", 

to these services. 
The b~~ic monthly rate for lifeline service shall ret~in .. .....,. . 

the present 6. 66~ surch.arge and sh.:lll' ~not have the uniform p~rccnt.:lge 
surchar;e applied. , .... III. .> :., 

?T&T shall file, coincieent" with th9 advice letter filing to 
i~plernent the abov~ surcharge, the derivation of the uniform per
centage ~urcharge to be applied to PT&T's intrastate customer billings.' 
Such derivation shall include the 19S3 annual ?T&T'intrastate 
customer billing bases for each of P'l'&T's tariff· schedules olnd·. th.e 

portion of the authorized increase associated in terms of customer 
billing and revenue with each of PT&T's tariff schee~lcs. No 
repression effects shall be considered in the development of the 
surcharge. Such filing shall be open for public inspection and a . 
copy of the filing sh~ll be provided to each of the parties of record-
in this proceeding. The filings should reflect the effects of advice 
letters approved in 1983. 

(~D OF APP~DIX B) 
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cc'v.MISS!OXER U;O~ M. GPJXSS, JR., Concut'ring: 

! concur in <111 .::Jspccts of tod.:lY's decision but wri'cc sCpc!.:r:.:J.tcl~· to c'\.-pross 

my .:ese:rv.'ltions concorning the adopted surcr.urgc design. This Comnission ond 

e:lch Ccmnissioncr 3crving on it is strongly ccmnittcd to preserving the 

affor~ility of oo.sic telephone service in ca1ifomia. undoubtedly, t.'U~ is 

-;.~c g::c.:ltcst c.'"lal1cngc nCM facb.g ':his Corrmission. To meet this d'...:ll.lc..."'lgc, ! 

bciie .... e our approach must be both ;:,alD....,ccd .:md farsighted. h'hilc we must :be 

coxC-.""'Il.cd .ix>ut keeping basic monthly rZltes wit."lin reach of 10;..., and mod.c:::ate 

i..'1C'ane consumers, we must .:1.1so recognize that the e'\",crgcnce of ccmpctition 

~""ld t.."lre:lt of bypa::;z 1imi t our .)bili ty to impose ch.:lrges on long dist.:lncc users. 
:1i th t.:"li::; baLmcc i."'l mi."'lC'!, ! would rove preferred to retain the existing 

~c.~gcs and impose a unifor.m 7.75% sur~ge on all of Pacific Telephone's 

intr\lSbte :::c.."Viccs except for Cl?E, lifeline service, coin telephone sC,ti."icc, 

.:4"'ld directory advcr'"...ising. By imposing a."l equal burden on local .:l.,"'lc. long 

C!ista'1ce servic~, my rnct..,od would rove yielded a slightly higher basic n-onthly 

r.:l.tc Zl.l'lC!. slightly lChlcr long dist.'lncc rate::: pending the development of .:l fiwl 
r~tc design i.~ ~y. 

::.cccmbcr 7, 1983 
S:1.."l Fr.:l."lciseo, Cllifo:rniv. 
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PRISCILLA C. C~d, Commiosioncr, 'aisscnting in p~rt: 

In addition to dissenting on the surcharge design, I also 
disagree with two other points of the majority's decision: 
{l) the rate incre~ze to cover a level of maintenance expenses 
higher than that proposed by our staff; and (2) the invit~tion 
to the company to file for another rate increase on :?resently 
underutili7.cd plant before the next gener~l rate c~ze. 

On the issuc of maintenance expenses, the majority decided 
to revise the ctJ.ff maintenc'lnce expense forecJ.st upw.!\.rd to 
increase the staff's recommended "maintenance expense level by, 
$29.255 million" (mimeo at 40). One reason advanced by the 
majority for this increase is that they think the 15% to 18% 

labor productivity rates assumed by staff were too high. I dis
agree, and think staff's assumptions were reas'ona!:?le, since else
where we have heard the company's very large investments in the 
latest telecommunications equipment justified on the grounds that 
they will substantially increase labor productivity. Second, the 
majority says it is increaSing maintenance expenses with the intent 

of reversing the decline in the company's m~intenance efficiency .. 
To me it does not m~ke sense to reward the company with higher 
rates for lower productivity and simultaneously 'expect that this 
will make the company improve its efficiency. 

the According to the majority's logic, the less efficient 
company becomes the higher its rate awards will be. I would 
instead have adopted staff's maintenance estimates, predicated 
on higher productivity, as ~n incentive for improved maintenance 
efficiency in the company. 

I also dissent on tho ,majority's language which provides the 
company an opportunity to apply for a rate increase on a revision 
in plant before its next general rate case: 

"31. In its next genc:a1 rate case, or sooner 
upon application and showing by the company, PT&T 
may apply to have the rate of return on the under
utilized pl~nt changed, based on the usage of that 
plunt." 

Decision 83-12-025 mimeo at p.199. 



The Co~mi~5ion u~~~ ~ g~nQr~l ,ate ~ose plan which ollows 
each m~jor utility to ~p?ly for r~te relief every two yeors. 
Furthermore, in thi~ dQci~ion we st~te that PT&T will be allowed 
a~ attrition increas~ in the second year. Between rate cases, 

the utilities m~y incur higher or lower expenses than have been 
authorized ror 0 given ~ccount. It is our policy not to ~llow 
recovery of expenses retroactively. Nor do we take away from the 
utilities the b~nefitc they moy accrue through cOtot savings 
Qxperie~ced during the two ye~r period. 

For exa~?le, in Decision 83-12-002 today, we denied a petition 
by TURN which argued that we should reduce PT&T's rates to reflect 
an alleged $120 million in labor costs which the COm?3ny may have 
saved during a 1983 strike. We rcfused even to ~nolyze TURN's cost 
allegations, bcc~usc if we did so, 

"we could be opening the door to utilities coming in 
with similar petitions for e~ch expens~ item on which 
there had been an increase over the test year esti~ate." 
Decision 83-12-002 ~imco at 2. 

In Decision 83-12-025, the m~jority indicates a willingness 
to increase r~tes ana change PT&T's ~eturn on $483.5 million of 
its intr~st~tc rate baze os more plant comcz into full ~se during 
the n~xt two years. But the Commission in Decision 83-12-002 

in effect says that rate decreases to track reduced company costs 
during the two year intervals between rate cases are off limits. 
I fear that these two decisions when considered together give the 
uniortun~te impression of a aouble standard. For that reason 
I would have let the test year return on PT&T's underutilized 
plant stand until the company's next general rate case. 

P~ISCILLA C. GREW, Commissioner 

December 7, 1983 
San Francisco, California 
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COM.~ISSIONERS CALVO .\NO GREt-7, concurring <lnd dissenting in part: 

While we concur in tod~y's decision granting Pacific 
an interim revenue incre~se, ·we must strongly dissent from 
that portion of the decizion which preferentially allocates the 
~ajo=ity of the increase to intrastate toll service. At the s~me 
time the majority decided to increase the r<ltes for basic exchange 
service only slightly and customer premises equipment (CPE) not 
at all. 

Before discussing the merits of the adopted surcharge pro?os~l, 
we wizh to emphasize that each and everyone of the surcharge 
proposals under serious consideration by the five commissioners 
were designed with the express 90.)1 of preserving universal tele
phone service. Not one of the proposals would have placed more 
than 58¢ on the basic exch~nge rate. The fact that we dissent 
from thc adopted surchargc proposal in no way should be construed 
as a lack of our stated commitment to the goal of preserving 
universal service. Our decision on accesS charges issued today 
cle~rly demonstrates our continued commitment to this goal. 

Our dissent is triggered by two important aspects of the 
adopted surcharge proposal which we cannot accept. The first, and 
most serious in our view, is that the proposal assigns practically 
all 0: the revenue increase to toll service. The second is that 
it foregoes any inc:eace to CPE. 

Unlike the ALJ's neutral surCharge proposal which would have 
increased rates to all types of service on a uniform percentage 
basis until a final rate design ii determined next May, the 
majority instead chooses a rat~ design policy now. We are troubled 
by the m~jority's decision to aoopt a rate design at this stage 
of the proceeding r since it is contrary to our stated intent and 
sound practice to wait until a full evidentiary record is developed. 
But more to the point, the majority's adoption of this particular 
rate design seriously restricts the wide flexibility we would 
otherwise have in choosing a final roltc deSign in ('IolY. In contrast, e the ALJ's neutral p:coposal would h(lve preserved, rather than 
limited our optiOnS • 

. te .. 
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The m~jority is concerned th~t bDsic exch~nge rat~s must 
not increase dram~tically. We share this concern and are deeply 
co~~itted to the 90~1 of maintaining affordable telephone servic~ 
in California. At the same time, however, we believe it is 
necessary and prudent to mesh thi~ vital concern, to the greatest 
extent possible, with national telecommunications policy favoring 
lower toll. rates. If we do not demonstrate at le~=t some degree 
of sensitivity towards this policy, and instead load virtually 
all revenue increases onto toll service, we seriously risk the 

eventual loss of very substantial toll servic~ rovenues altogether 
because of bypass. Of course we recognize that significant bypass 
is not likely to occur in the next five months prior to our final 
decision on rate design. However, the strong message sent today 
by the majority is their intent that California toll rates will 
continue to bear the brunt of further rate increases which may be 
necessary. 

Moreover, at a time when national policy favors reductions 
in toll service, we are uncomfortable with such a strong policy 

! message to the contrary. We are acutely aware that Congress is 
tt currently conzieering important telecommunication policy issues, 

including state jurisdiction over intrastate toll service. As a 
Commission we h~ve all ~greed that retention of intrastate toll 
jurisdiction is the very key to our ability to maintain low baSic 
exchange rates, and hence, universal service in our state. Our 
fear is that continued state jurisdiction, however, may be less 
assured if this Commission announces policies which are completely 
out of step with national trends. 

The second aspect of the adopted proposal which troubles us 
is the decision not to place any increase on CPE service. The 
ALJ's proposal would have incre~sed CPE rates by the same percentage 
as other rates, notwithstanding the fact that the revenue increase 
from C?E would have gone to AT&T after ~anu~ry 1, 1984. This 
proposal was consistent with our intent to adopt a 1983 revenue 
requirement based on a business as usual apprOach. The added 
revenues of about $80 million which will now flow to PaCific, 
in our view, have not be~n adequately justified on this 
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record. More importantly, the added revenues have unnecess.)rily 
exacerbated this deci~ion's rate impact on toll service. And 
ironically, the very rates which the majority is attempting to 
keep low, namely, the basic exchange rates, are unnecessarily 
increased as well. Due to the FCC's decision to deregulate the 
CPE which Pacific will be transferring to AT&T, AT&T will be free 
to increase CPE rental rates substantially. Thus, under the 
majority's surcharge design, Pacific's ratepayers will be forced, 
in effect, to pay two increases in their CPE rental rates, one 
to Pacific and one to AT&T. 

The majority justifies this aspect of the proposal on the 
basis that Pacific will eventually "need" these revenues in the 
second phase of its rate proceeding. In the absence of a sufficient 
evidentiary basis to substantiate this "need", we are not prepared 
to assume it at this time. 

In zum, we simply are not willing to make a strong rate design 
policy statement today without a co~plete understanding and 
appreciation of the broad policy ramifications of various proposals 
currently being developed in Pacific's rate proceeding. For the 
reasons given above, we must dissent. 

PRISCILLA C. GREW, CommJ.ssioner 

Oecembcr 7, 1983 
San Francisco, California 
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Ope:"a ting Revenue ' 
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8. A reasonab le rate of:reium :::to be app lied to P!&!' s 
California intrastate rate ~~ 1$ l2.45%. 

9_.A.J.2_'4S% retunL.ori~1:b:ai~ portion of PT&T' s capitalization 
ascribed to the C.a.lifomia intrastate Irate base adop:,tedi.i:C:":::this~~ 
decisioriwouldyield approximately 11.5% on Califom'l"a,':ascri1iect- >,~~::: 
comeon equi~. .., .'. . I,:~~:: ;:.,~,:":" :;:. ~ :~'.'~" . " <;", 

10_ ,,~ .. P't&X~s.rate$_SUbj~e~t-.T!~-tie ju:riSdict:i.~n of .thiS.-C~m:n:s~~ion 
should. be lnaease<i by S384r444,POO~hl.ch/increase excludlng th~;underutl.ll.ze<i, 

?l.:mt adjustment should. .prcduce a 12.45% rfJ.te of re:tw:n~on~P1&'l'.~s;~QrJ.;±for:nia.:.:.'--.:::::~·:';. 
i."lt:astate rate base for the est:iJnateo. t~t year '983. .,:) ."~ ~;.':"", '.. -: :~'! '': "': ~::. 

11. .., .A :12 .45% raT!e of, 'ret:U~ Ion Calif~:rnia: irit~~~t~~e:.:¥~t~ ~ ~ 
'. I .. '. " 

·.I1ould I>~o~de. an actual ~otal:. co.,any fina!l:~~~~~: ~:e~~.~:~~~ :~~~~,~~::::: .,:,.>~ 
interes"Ccove-rage of 4.21 times 'oefore taxes on income" ·and 2 .•. 60· ". - '.' 
~";-es after t" ..... es. ., J ~- .. _" .. _., .... ~,-.~,', _...... ~ ;..~ ·I~:""".\. :. ~ ... ".\:,~.::.':r:'_ .::~ .. ~ 

lZ·~--'~'K"net:;·t'o-g:r:oss .. ~:ttip!:der of 1.901 is r~~~~:;~i~:i~'f'~i :'::th~','- ~ :., 
yea:: 1~S3.··' - ... i :_, ' 

? 
13:. .'the s ~aff' S p;z::opos,e,d sw::charge" -as .modi.fi,ed by >~ttu.s: :-de-ci.sj,on 

- .. . I .... ,. r '. 

is a reasonab-le tlethod 0:£: recovering tbe:~reVeriue "increase authorized 
by this. ·deci's"ion. . . , . ,"~ J " "'.'.. ~ ~- :: :":~ = 

14. , 'The s'Ut"chargesauthor~zed by this dec'i~i.;'ll·.are·.j~st-:and :::~:' 
~', . " I: .' . . ~ ; .~: .. .,: -'. , .. '" ~~=" 

reasonable;-the -present ":t:ates-~a:o.d-~charges ,insofar as they do not .. 
", . .. " ,,'. :' '''- -'..~ '-' :-., '>::-:.;: " .. :: ~ ".:' ,:' .' ~ 

contain 'the. su:charges prescribed by this decision .. are for the , 
., .' '''. ,I,.· .'~ ,,-"' .. :: ..... ,'.~":, .. -. ':'",:-:' ':.," .. - ~ 

futu:t'e. 't.mjust and unreasonable/. ,.:.-.----. 

15. P'I'&'I .has demonstrated).overriding financial '''~:eed'';;f.6·';' interim' 
rate r~lief. ." " ' .,: l- '" ~ ': ':, ~ .:: ~~~ .;. " :: ~: :~-: ~:~: >. '.' ~ ~ .'~' ;: ~.: ;:~ : 

16~.' '!he., stx:aight-line ,r-emaining. life deprec,ia;.~o:n ~~1?h~.d::;~~.>r:;:, 
reasonab-lemethod to use ~to 'dete-rrnine a reasonab·ie.:,ai:iowance·::for, ... ·:,:·:~ . . " ". "~,,. "-. 

depreci.i:f..oD.:.-exp.ense. ~"_'''_''''''_'_'''__ ':-:. ':' >.:'~' .. ': .):' ". -, .'" ., 

17.. The "represcription." ,average :service lives, remaining·.lives:,:. and :';:':.' 

estimated future net salvClge, .. as agreed to by PT&'l' and t."'le staffs of the FCC and .. 
of t.."ri.s ~ssioOr ate reaSOnabie . and, s~ould ~ adopted for the P\l~S~~' '~f ··thi~ .:.,> 

cecision and for PT&'l"s depreciation merooranclum records. 
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