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leDDetb •• lill, lliviaioD Staff KaDiler, Service Co.t., testified to
the ecoDoaic priDdples followed 1D evl1uU.DI co.t-rnelllle relaU.ouldp.
aDd to eo.t .tudie. vbicb.UDderlie prieiDI deeiliou.

•• obert •• Little, aD As.i.tIDt Vice 're.ideDt of SHET, te.tif1ed to the
C~aDJ'1 overlll priciDI poliCY for aoDopoli.tie aDd e~etitive lerYiee.
aDd the propo.ed ..eDded .cbedule. of rate. aDd charle••

Alfred v. VID BiDdereD, CbairuD of the loud aDd Chief laeeuUve
Officer of SHET, te.tified to tbe overall .tlte of the CampIDJ'••erviee aDd
earaiDl1 aDd the rellODI for .eekiDI additiooal reveDue at thil tt.e.

B. Telt Yelr; riDlncill Dltli Tlble I

The Complny offered iD evidence .UtelleDtl of the results of itl fi
Dlncill operations for the yelrs 1977 throulh 1980. The 12 .onths eDdinl
Decellber 31. 1981 il the telt yelr lelected by the Camplny.

Thele dltl indiclted tblt for the test Jelr endine December 31, 1981,
the COllplny'1 incOile froll operltionl VII $166,923,000 iD totll aDd
$115,439,000 OD the iDtrasute portioD. The rate of returD earaed OD the
rite blse of Decellber 31, 1981, al camputed by tbe COIIPIDY, VIS 11.13~ iD
totll aDd 11.131 OD the iDtrlstlte portioD.

The COllplny 1I0dified the iDCOlle IUtelleDt for the test Jeu eDdiDe
Decellber 31, 1981 to reflect knOWll chlnees iD reveDuea IDd expensea Ind
cllilled thlt the resultiDe Imount of iDCOlle froll operltioDs at preleDt rates
VIS a reductioD to $79,452,000 iDtrlSUte vith I rate of retura of 8.04l.

Tbe Complny'l position VII thlt I $127,944,000 iDtrlSUte reveDue
iDcreise would be Deeded to cover its cost of ..rvice. This result. iD
iDtrlltlte operltine iDceme of $136,037,000, vhich wheD uline the iDtrlstlte
rite blse would result iD I 13.76~ rate of returD.

,
We reproduce iD IIIIIDUy fOrll iD Tlble I, below, iDcoae IUtemeDts

presented by tbe Complny in lupport of itl requelt for hieber rltel. ,

....
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Oper.tlDI ReveDues
'ropose4 IDcre.se

tot.1 Oper.tiDI ReveDues
!aiDteD.Dce IxpeDse
~preciatioD IxpeDse
tnffic IxpeDJe
t~ercial IxpeDse
GeD'l Office Sales' IxpeDse
lelief , PeDsioDs
Other OperatiDI IxpeDses

total Oper.tiDI IxpeDses
iet Oper.tiDI ReveDues

Federal IDeome T.x
tODDecticut Corp. BusiDess Tax
Other tues

tot.l Oper.tiDI Taxes
OperatiDI IDcome
Interest Cb.rled CODstructioD
Kiscell.Deous IDcome - iet
total Income from Oper.tions

total Interest Deductions
in IDcolle

'referred Dividend RequiremeDts
Jncome Applicable to CommOD Sb.res

R.te Base

Rate of Return

tABLE J

'ro Forma Income St.te.eots _ ••• a

(000 • o.ltte/l)
~

'resent l.tes PropDied Iltel

toul foul
IDtrntlte te·DY Intrastate tOmp.DY

$ 724,620 • 1,039,815 • 724,620 $ 1,039,815
• • I l~I:P~

127 944

f 724,620 I 1,039,815 1 1 7 759
152,517 215,299 152, 17 215,29~

96,792 139,424 96,792 139,424
43,648 58,119 43,648 58,819
14,206 111,432 14,206 111,432
73,257 101,493 73,257 101,493
63,'97 17,109 63,897 17,109
17 939 24 410 17 939 24 410

f 532:256 J 737:986 2 5 I P';986
$ 192.364 , 301,829 20 08 29,773
$ 20,949 $ 38,422 9,1 0 $ 86,623

7,019 11,614 18,662 23,257

~
122:052 96 393 133 567

112 I 172 0!8 18 205 2 3 7
79 518 129,7 1 1 103 1 326

$ $ 224 224
(66) 1,379 (66) 1,379

f 79,452 $ 131,344 J 136,037 $ 187,929

59,478 59,478
$ 71,866 $ 128,451

5,762 5 762, 66,104 $ 122:689
•

§ 988,643 § 1,499,368 $ 988,643 $ 1,499,368

'.04" 8.76" 13.76" 12.53'"
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C. late Bale

I diaeullioD of tile Cc.pany's rate Hie evideoee tau ben iIIeoZllorated .".
io the lutbority ADalYlil aod lvaluatioo of lvideoee. See "etioo IV. C••
Nlw.

'; Jl. ExpeDIeI

TIle telti.ony aDd exllibiu offered by one of tile Company'a wilDesael
detail the Compaay'a propoled espeDlea. Tile Compaay'a pro fora espeuel
are dileulled, and adjulted vIIere oeeellary, in tile Autllority'a ADalylil and
Ivluation of Ividenee. See Seetion IV. D., below.

E. late of leturD

TIle Company arlued tllat it needed rates luffieient to produee a rate of
retUrD on rate base of 13.76~. Tllia it eontended WII ita overall eolt of
eapital, based upon a eost of eo~on equity of 18.3~. Further dileullioo of
tile CompanY'1 position on rate of return :i.I induded in the Authority
ADalYlil and Evaluation of Evidenee. See Seetion IV.E., below.

F. Curtaileent

TIle Company Iponsored testi.ony aod Itudiel to deeonstrate tile espeeted
i.paet of proposed rate levels upon test year revenues. Tile eVideoee

" indicates tbat a "eurtail.ent" allowanee aust be aade to refleet the fut
that telephone ullie in eaeb I"relate aervice eatelory would have been

'. redueed at tbe lIilber rate levela. To eompeallte for thil reduetion in
usale, proposed rate levels aust be inereased by an additional iDereaent so
that tile oet revenue inerene beinl aoulbt by tbe Company :i.I ullieved.

Tbe eurtlililent estillitu lubllitted by tile COllpany are derived troa
eeonoeetrie aodela vIIicb estillite eurtaililent u a fuoetion of levera!
variables inc~dial proposed rate levels and lIistorical aarket relponlel to
rate inereases. Tile Company 1110 lias offered various indieel and ealeula
tions to dellonstrate the aeeuracy of tbe utillates. Tile Authority notu
tbat tile aodels presented in tbis eue differ lilnifieantly froe tllole
utilized by tbe Coepany in previous leneral rate applieations.

Tile proposed eurtaililent adjustaent is a net of $39,038,200 (revenue
eurtail.ent of $57,340,100 less eost offsets of $18,301,900). Tbis produces
a Iross iacrease proposed of $167,604,100.

G. Cost Studies

.•t
l
I

A dilcussion of tbe COllpaay'1 cost Itudies lias been iaeorporated in tile
Autbority ADalysis and Evalultion of Evidence. See Section IV. G., !!!!!.

B. lates

1. Priein& PoliCY

TIle Company'l position was tbat increasinl eompetition reqUires eertain
cllinies in prieinl policy oow and io tbe future. Tbe COIlpaay prelented tile
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testi80DY of • consultant econ~ilt II
ill slqport .f thole ,oHey clutn,el.
andped io SeCtiOD IV.H.l. Nlow.

2. tocll tlelaured Service

la,e 7

well 01 that of ill _ rate eapert
naese chln,el are described aDd.

The eo.p.ny propoled • Dew option.l t.riff Itructure for b.lic excb.n,e
service. tbil lervice, termed Select-A-C.ll or LocIl tlelsured Service (LKS)
il fully diaculled in the Autbority ADdylis and Evalultion of Evidence.
See Section IV.H.2, Nlow.

3, BIsic Excblnse Service

In order to Ililn rItes .ore closely vitb costs of service, the Comp.ny
proposed to increlse business rates $2 for elch $1 increlse in resident ill
rItes rlther thIn tbe 3 to 1 rltio th.t prevliled in tbe PISt. For tbe s.me
reason it proposed to lenen tbe differential amonl the three exchange
classific.tions by increasinl eacb clln by tbe IIlIe dollar .mount. 7bis
amounts to a Ire.ter percentale increase for tbe 1.lller, ,enerally rural
Cllss I exblnges thin for the urbln Class III excblnles.

In Iddi tion, tbe COllplny proposed two relatively ainor chlnges: . reduc
tion of the ratio between the PBX trunk rite Ind individull line rite from
1.3:1 to 1: lInd Ipplication of tbe rotary huntinl c:harge to PBX lub
Icribers .

4. Plrty Line Service

Four-p.rty service, whicb has been obsolete lince 1972 Ind not .v.il
.ble to Dew c:ustollers, is proposed to be vithduWD and replaced with two
p.rty lervice, vhich w.s .Ide obsolete in 1980. Two-p.rty lervice WIS pro
posed to he priced at 80~ of individull fl.t r.te service.

S. LocllCoin Service

The Comp.ny h.s in this c.se, as in Docket 80-04-18, proposed to in
cre.se the local coin chlree troll 10 cents to 20 cents per c.ll.

6. tless.ce Toll Service

The Comp.ny proposed to increase Kess.ge Toll Service (lfTS) to an
Innu.l revenue level of $179,954,700, an increase of 14.41 before curtail
aent. As VIS done in the previous Decision, the Comp.ny proposed a 3:1
allocation of incre.ses in toll and basic rItes.

the Company proposed I 2 cent incre.se in the iDiti.l .inute for elcb
.ileale hInd, • 3 cent unHonD increase in tbe .dditioul ainute for elth
.ilel,e hind, and four .odifications to tbe lfTS rate Itructure:

•• The Company proposed to increase the number of rate centers fr~

90 to 118 in order to drlw I closer relationship between distlnce
and rates and "ali'D rates .ore closely witb costs."

b. tbe Comp.ny proposed to consolidate toll rate bands 9 and 10 iDto
rate band 8 to include all calls fr~ 7] .iles to 112 .iles at the
sl.e rate.
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c. the CoaplDy propoled to dan,e pelt aDd off-pelt rate. iD pro
portioD to the t1M lpeDt ill the relpective peri041 'adD, ODe .'

. call. BeDce. I cuat_er lIeai_iDa I Cill It 4:50 p ••• ad _diDa
it It 5:15 p.•.• ¥Ould lie ciliraed It tbe pelk rite for the firlt
10 aiDutel IDd It the off-pelt rite for the reaaiDiDI IS aiDutel.
the curreDt prlctice 11 to charle IccordiDl to the peri04 iD vb1cb
the cill beaial.

d. CoiD leDt-paid toll Hlllie IDd cODfereDCe cill rlUI vere pro
pOled to iDclude I oDe-.iDute iDitill period, to cODfo~ with the
iDitill ODe .iDute tiDiDI of III other toll cllll, IDd I leriel of
lurchlrlel imposed OD operltor-Illilted cilil. would be iDcrelled
IS followl: collect calli ¥Ould iIlcrene to $0.50 trOll $0.35,
calli billed to third party would iIlcrene to $0.75 trOll $0.45.
IDd penoD-to-persoD cilli would iIlcrene to $1. 50 frOll $1.35.
The $0.25 lurcurle for credit card cilli would readD It ita
preseDt level.

7. Wide Arel TelephoDe Service (WATS)

AI dilculled Ibove, the COmplDy a..erta thlt the imiDeDtldveDt of
rude IDd IhlriDI of telephoDe lervicu IDd the eveDtud eDtry of trrs
competitors, compel it to leek Itructural CUDIU iD Wide Arel TelephoDe
Service (WArS) rates.

Separate charles for outwats IDd iDward WATS (800 service) were pro
posed by the Company to reflect the differeDce iD cost of Detwork routinl.
A .0Dthly rate of $45 Ind $55 respectively for these two services would be
Issessed. This would permit Iccess oDly, iD cODtrlst with the curreDt rite
of $175 which iDcludes I 10 hour ullie IllowaDce in IdditiOD to Iccell .

.DiscoUDts blsed OD the "essale Toll Service off-peak Ichedule would be
offered to WArS users. The proposed rates are listed OD the Dellt pale.'*'
The current Issessment beyond the iDitill 10-hour Illowance "OUDtS to $8.50
per hour of usale for the Dext 35 hours, IDd $5.25 for each IdditioDal hour
thereafte r.
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*COIIpIDy'l Proposed 100 Senite (Iavlrd WArS) latea:

keen tiDe - !Iontbly late: $55.00 .....

Firat Jext Jut 0ger
V.a,e Schedule per Hour 15 Hours 25 Hours 40 Koura 10 HOUri

Day '13.00 $12.00 $11.00 $10.00
Eveninc/Weekend 1.45 7.10 7.15 6.50
lIiCbt 5.20 4.10 4.40 4.00

*Company's Proposed Outwats Rates:

Acce.s Line - Monthly Rate: $45.00

lirst lIext lIezt Over
Usage Schedule per Hour 15 Hours 25 Hours 40 Hours 10 Hours

Day $12.25 $11.25 $10.25 $9.25
Eveninc/Weekend 7.96 7.31 6.66 6.01
tliCht 4.90 4.50 4.10 3.70

I. Foreign Exchange Service

The Company is proposing to .ake flat rate Foreign Exchance (FX) .erv
ice obsolete '0 that only .essage rate FX .ervice would be Ivailable to aew
customers. The Company further proposes to convert all FX lines to measured
.ervice on January 1, 1984.

9. Private Line Rates

The COlllpany perfonaed cost Itudies on the various private line (PL)
.ervices, includinc the catecories of local channels, interoffice channels,
interexchance ,'dlannels, channel tenDicals IDd Telpak lervice. The Company
proposal vas.to increase these rates IS follows:

Local Channels (voice Irade)
IDteroffice Channels
IDterexchance Channels
Chancel TermiDals
Telpak

Proposed Rate

$]7.00
28.50
4.20

12.00
Variable

%IDcrease

61.3
109.2

76.4
14.3

233.0

This proposal would iDcrease PL .ervice revenues iD total by $1.809,300
.nnually, or 43.3~. Thia would result iD the reveDues from PL aervices
beiDI Ippro~i.ately equal to the embedded cost of the .ervice. but vould Dot
equII tbe COlts iDdiclted hy the LoDI I,Dle JncremeDtal ADllysis (LRIA) co.t
.tudiea.

10. Obsolete Secretari.l Switchboard lates

The CompaDy proposed iDcreases iD the rates .pplicable to the various
compoDeDta ISsociated with the 554C. 557A, 557B Ivitchboards rIDIiDI from
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approdmately 5~ to llilhtly iD ellce.. of 100'1. Theae iDcreaael would
iDcreaae the revelluel fro. theae unices " $475,000 aDDuslly or 51.12'1.
The J)CJ' ratel of return for the Uree Iwitcllboardl would be 13.n, 21.5\ aDd •.,
14.71 relpectively.

IIolt of the DOIl-recuniDI (Product charlea) were propoled to be iD
creased lilDificalltly. thele product charlel would apply oDly to DeW ler
vicel ordered.

11. Cable Televilioll Pole Attachmellt Ratel

The Compally did Dot propose allY challie iD the rate charled cable tele
visioll or cOlllllluuity alltellna televisioll (CATV) compallies for attachmellt of
their cable to utility poles. The currelit rate of $4.50 per pole per year
dates from 1965. UpOIl request durilll the hearilll, the Compally did lubmit all
exhibit Ihowilll that the result of usilll more recellt data ill the calculatioD
would be to ill crease the charle from $4.50 to 9.53. The Compally did Dot,
however, recommelld a $9.53 rate.

12. TermiDal Eguipmellt

The Company proposed illcreales iD the Obsolete Mallual PBX's, Dial PBX's
alld Series PBX's of 25~, lO·50~ alld lO-25~ respectively. This would result
ill all illcrease ill revellue from the elltire catelory of $3,047,200 aDDually or
16~.

III additiOll, illcreases iD various termiDal equiplleDt iteliS luch .11
telephoDe sets, data sets, key equipmeDt etc. were proposed.

13. Hulti-element Noo-recurring Charges

The CompaDY proposed to retaiD the curreDt atructure aDd levels of
these charles with oDly a few chaDles. It proposed a Dew DOD-recurriDI
charle of $20:00, applicable to the UPludiDI of resideDtial aenice from
1"S to measured or flat, aDd fro••easured to flat. fhil $20.00 would also
apply for temporary discoDDect of resideDtial lenice alld wheD the provisidll
of totalphoDe or touchtoDe .ervice requires a DUlIIber chaDIe . This charle
would be $40.00 for busiDess customers.

Further challies would ..ke the Access LiDe CODDectioD Chlrle applicable
to the iDstallatioD of a staDdard Detwork iDterface device OD all existiDI
service aDd illstallatioD of aD auxililry riDliDI voit. FiDally, a charIe
for chaDle of listed Dame would apply evell whell the chaDle is the result of
.arriale, death or court order.

14. Charles for MaiDteDaDce of Simple IDside Wire

CUltoeers with more than ODe telephoDe outlet are curreDtly charled.for
Compally ..iDteDaDce of the additiollal iDside wiriDl, voless they Dotify ue
CompaDY that they will .aiDtaiD it thellselves. The CompaDY proposed -to
expaDd the applicability of the charle to all cUltOilers Who wilh the CompaDY
to be respoDsible for .aiDteDaDce of iDside wiriDl, relardless of the Dumber
of telepholles. Thus, customers with ~ iDS ide wire to a pri..ry ItatioD
would lee aD additiollal charle while t60ii already payiDI for ..iDteDaDce of
additioDal wire would Dot.
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15. Product Charles

~.

In a prior casc; thc Compsny proposcd to disallrclatc thc labor portioD
of the iDltallatioD charlea for ter-iDal equipeeDt, aDd replace it with t~ .-.
aDd ..tcrial cbarles. What was left vas auesscd asa "product cbarle."
this vas approved by the Authority, aDd iD the bstaDt case, the eo.paDy
propoled to iDcreale thcle various product charaes.

This product charlc, couplcd witb thc reVCDUC rcceivcd from thc .0Dthly
ratcs, combiDcd to .cct thc ovcrall rcvcDUC rcquirCIDcDtI for thc servicc.

I. CODstructioD Prosram

Tbc Company proposcd total cODstructioD a.OUDts of $211.7 .illioD for
1982, $232.6 .illioD for 1983 aDd $247.0 .illioD for 1984. Thcsc filurcs
rcprcscDt czpcDditurcs for LaDd aDd BuildiDIS, GeDcral EquipmcDt, StatioDs,
Outsidc PlaDt aDd CCDtral Officc EquipmeDt.

ExpcDditurc for CCDtral Officc EquipmcDt, wbich is prillarily cODvcrsioD
to ElcctroDic S~itcbiDI Systcms (ISS), represeDts 34.4~ of tbe cODstructioD
budlet iD 1982, 36~ iD 1983 aDd 41.1~ iD 1984.

Tbe CompaDy .aiDtaiDs tbat tbis proposal is botb Deccssary aDd adcquate
to .cet tbc Irowtb aDd improvcmeDt Dccds of its customcrs. It projects com
plctioD of tbe ESS cODvcrsioD prolram iD 1988.

,
•

J. Productivity

• Dr. Brian P. Sullivan, Division Staff MaDalcr - BusiDess Rescarcb for
St."tT, .testificd lClUdiDI his aDalyscs of productivity aaiDs .adc by SNIT
compared to tbe UDitcd States ecoDomy iD ICDcral. His tcstimoDY vas iD
tCDded to sbow that tbe CompaDy is cODtiDuiDI to iIIlprovc itl efficieDcy aDd
specifically to support tbc tcstimoDY of otber witDesscs tbat ezpeDse bud
lets bave beeD well cODtrollcd and tbat cODstructioD prolrams bave beeD kept
to a reasoDablc lcvel.

Dr. SullivaD's testimODY vas not directly cballcDled by aDy
intervcnor Dor spccifically aDalyzed by lobe Authority.,.

•party or

III. POSITIONS OF CONSUMER COUNSEL, INTERVENORS AND OTHER PARTICIPANTS

A. DivisioD of CODsumer Coubsel

Thc Division of Consumer COUDscl (DCC), reprcscDtcd by CODsumer COUDscl
Barry Zitscr, participatcd fully iD this procccdiDI, requcstiDI additioDal
data from the Company, cross-eumiDiDI CompaDy witncsscs, prescntiDI tbc
dircct tcstimony of a witness, aDd filinl a bricf, rcply bricf, aDd supplc
.ental reply brief.

The Division offcred thc testimoDY of BeD Johnson, a consliltant with
Ben Johnson Associatcs, Inc., with rClard to thc issllcs of rate of rcturn·on
equity, workinl capital, clirtail.ent and ratc structllrc.
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In itl brief, the DCC let forth itl final pOlit10nl II followl:

1. TIle COIIpaoy'l propoled, local .uured lenice option Illouid be
denied lioce it threateol Icon_ic develop.ent aDd the locial
welfare of itl cultoaerl.

.' ...

3.

.. 4.,
:

"

5.

2. Jf the DPUC Ipprovea of Ill. fOrll of local .uured unrice op
tion, lucb an option Ihould be Ilonl tbe linel recOimended by the
DCC'I expert. Such an option Ibould:

a. Retain existinl toll free callinl boundariel;

b. Retain eilht dilit dialinl for intraltate toll calli;

c. Impose cbarles based lolely on tbe number of calli ..de after
a certain allot.ent; and

d. Penit custOllen to back out of lIellured lenice witbout
cblrle durinl tbe firlt liz aDnths.

Tbe Company bas requeated an exeellive profit level. The lower
profit recollllendation of the DCC' I expert Ibould be adopted.

Tbe Company bas overesti..ted a number of expenses and hal under
estimated revenues. The DCC bas provided a list of lucb areas in
its brief, and bas recommended disallowance of tens of lIillions of
dollars of unsupported or unreasonable expense and revenue pro
jections.

Ratepayers sbould not be cOllpelled to lubsidize tbe unrelulated
activities of SNtTCO. The Company Ibould be ordered to prepare an
allocation study as part of any future rate filiol to insure that
unrelulated activities are fully lelrelated.

"6. Tbe Company is improperly cbulinl ntepayen for lood will and
political advertisinl' Tbe DPUC Ibould order a cessation of lucb
ratepayer cbarles.

7. The DCC bas recommended a number of cbanles in tbe Company's rate
proposals, includinl. but not limited to, retention of tbe ten
cent coin ute, retention of foreiln eubanle unice, and sub
Itantial reductions in the proposed local access rates.

8. Tbe Company Ibould be ordered to permit its custOlllrs to purcbase
limple telepbone lets wbicb are currently rented.

9. Tbe Company has overesti.ated tbe level of curtaillient of tele
pbone usale wbicb will result from rate increases, tbereby result
inl in a bilber revenue allowance tban il justified.

I. CODDecticut Association Telepbone Answerina Senices

The Connecticut Association Telepbone Answering Senices (CATAS) ,
represented by Attorney DeDDis L. Kyers of Cbampailn. Illinois, is composed
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of telephoDe IDlweriDI eo-p'Dies Wbieb are substantial ..ers of telephoDe
aervicu aDd equip.eDt provided b)' PET. CATAS participned ill t.bil pro
eeediA& b)' requeaUDI addit:ioDil uta b_ &.be Co-p'D)', cro..·.lI••iailll
Co-p'D)' witDelsel, preseDtiDI the 'ireet testlaoD' of tvo vitAeslel aD' fil-
:U, a brief, repl)' brief. aDel aupplaeDul reply brief. .

CATAS presened the teltiaony of torraine Wrian and Than Fulton,
owner-operators of telephone answerin, service (TAS) bUliDeSleS, vi&.b relard
to t.be proposed iDcreases iD &.be PET .quipaeDt aDd aervices used by their
bUIiDenes •

In its brief. CATAS lummarized its positioD With rel.rd to t.be proposed
r.te iDcre.ses for wiDtlle lAS .quipmeDt, the off-pre.ises ellteasioD (OPX).
Direct IDw.rd DialiD& (DID), the imp.ct of the proposed iDcreases OD the TAS
iDdustry i and SI/I:T' s .0tiV.tiOD for the propolils. CATAS cODcluded th.t
SI/I:T's proposed iDcreases for the TAS equipmeDt aDd liDe facilities dis·
cussed in the brief should be rejected. aDd fair and reasoDable increales,
if aDy. should be ordered.

C. CODDecticut lusiDess and Industry Association

tbe CODDecticut lusiDeu aDd IDdustry AUOCiatiOD (CIIA), represented
by Attorney "arlb.ll ColliDs, particip.ted iD tbis proceediDI by cross-exam
iDiDI a CompaDY witDess aDd filiDI a brief. ID its brief. CBIA atated its
positioD that the Authority should approve the CompaDY's proposal to reduce
t.be curreDt 3:1 business to resideDce fl.t rate relatioDship aDd t.blt if the
Authority approved the COIlpIDY'S propolIl for Local "enured Service, it
should not allow the rate to be "Ddatory for busiDesl aervice vhile OptioD
al for resideDce lervice.

D. CODDecticut Clble TelevisioD Association and Northwest
ClblevisioD. IDC.

Northwest' CablevisioD, IDC. (Northwest), represented by Attorney Davi~

Silverstone, is a ugulated public service cOllplny providin, co_unity
anteDDI televisioD (CATV) lervice to custOIDeU iD its fraDchise arel ADd
Plyinl SI/I:T aD aDDull reDtal rate of $4.50 per pole to utilize a portioD of
telephoDe .nd electric poles to strinl CATV cable. the CODDecticut Cable
TelevisioD ASlociation (CCTA), allo reprelented by Attorney Silverstone, was
Iranted interveDor status duriD& the beariDI. lbe AssociatioD is composed
of .ost of the other fraDchbed CATV co-paDies iD the atate, all of whom
also pay pole rental ratel to SHET. these interveDors tOlether participated
in the proceedinl by requestin, additional data of the ComPIDY, cross-exam
iDiDI COllplny witDenes, preseDtiDI the testi.ony of two vitDeues and
filiDI a brief aDd reply brief.

lorthwest aDd CCTA preseDted the testi.oDY of Stuart "cDaDiel of AsIO
eilted Utility Services, IDC. aDd Itichael Petruzzi, PresideDt of Rorthwest,
with nlard to just aDd renoDlble pole reDtal char,es. ID their brief.
Northwest IDd CCTA ar&ued that the just aDd reasoDable pole renul rate il
DO aore t.ban $2.03 per pole per yelr and thlt the decision iD this proceed
iDI is applicable throu,hout the sUte for an poles utilized for CATV
attlchments.

.'.
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E. COnDecticut Public Interelt lelearcb Group, Inc.

tile t:ollZlecUcut Public bterut lesearcb Group, Illc. (CoIIIIPIIG) W&I
nprueDted by ita EucuUve Director. IdaUDd lfierzviDati. tile _Ilbenbip
of ColIIIPIIG includel collele Itudentl who Ire CODIWierl of telepbone lervice
durin, the Icbool ,ear Ind wbo .., wisb to bave tJlIt lervice taporldl,
dilcollZlected durinl the I_r ~ntJll.

ColIIIPIRG participated· ill thil proceedinl by croll-eaamininl a Cc.pany
wiuul aDd fHiDI • brief. reply brief and luppleaeDtal reply brief. ID
itl brief it cODcluded tbat "SNIT'I current aDd propoled ratel aDd cbarlel
for temporary dilconDection of telepbone lervice are inherently dilcrimina
tory alaiDlt collele ItudeDti and tbe otber potential users of this service"
and tbat "economically efficient" ratu and cbarlu Ibould be approved
inltead of tbe propoled onel.

t. COnDecticut Security Dealerl Allociation

Tbe COnDecticut Security Dealers Anociation (CSDA), repruented by
AttorDey Cbarlel J. Beck and W. lellZletb Idwardl of CODiumer Conlultantl,
Inc., il composed of bUlinulu wbo use SNIT private line lervicu in the
operation of alarm IYlteml. The CSDA requelted additional data of the Com
pany, includinl certaiD AIIIericaD Telepbone and Telelrapb (AT&T) documeDti
wbicb tbe Company Itated it did not pOllel1 and did not ule in tbe develop
_Dt of itl COlt Itudiel. CSDA tbeD filed a .otion to compel productioD of

J tbe AT&T documentl, under a protective order if necellary, but tbe Autbority
denied the motioD. CSDA cron-examined Company witnenu, pruented tbe
teltimony of W. lenDetb Edwardl and Doullal Curtill; aDd filed a brief, reply
brief, aDd lupplemeDtal reply brief.

In itl brief, CSDA let fortb itl pOlition al followl:

1. Tbe CompaDy'l private liDe embedded COlt Itudy overstatu tbe
actual COlt of providiDI private liDe lervicel.

,
2. The cODtributioD COlt Itudy of private linel il defective.

3. The CompanY'1 non-recurriDI COlt Itudy overltatel tbe actual COlt
of inltallinl and removiDI private linel.

4. Tbe ·P&lt and prue~ rate iDcrenes for private linu will ulti
.ately lead to IUaDded invutment and a burdeD for tbe lenera!
body of ratepayerl in CODDecticut.

Tbe CSDA brief cODcluded tbat the Autbority Ibould direct tbe Co.,aDy
to lubmit an embedded COlt Itudy of private liDel that "accurately reflectl
tbe actual cbaracteriitici of tbue liDU, II aDd UDtil lucb Itudiu are lub
mitted, the Autbority Ibould permit iDcrealel for private linel of no .ore
thaD the overall perceDtale increale allowed in the cale.

G. Jew laven Telepbone

The New Haven Telepbone Company, reprelented by itl PrelideDt, Ricbard
AUlur. provides bUlinen telepbone equipment iD clllllpeti tiOD witb SNIT.
Al tboulh it requested and WII IrADted iDterveDor Itatul, tbe New HaveD
Telepbone Company did DOt actively participate in tbe proceediDI.

.,~
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B. Weltera CODDecticut Indultrill COUDcil

tbe -Veltera CODDecticut Indultrill CoIIDCU (WeIC) , reprelented )y iu •
Preddent ad COIIDld, Donald I.. Gray•• Jr •• 11 cOllposed of bUlineuel IIIdcb
are CYltomerl of SHET. WCIC participated in thil proceedinl by crOII-ez..
ininl eo.pany vitnellel and filinl I brief.

In its brief, WCIC ..de tbe fol10vinl points:

1. The requelt for bcreued rates by tbe applicant il uceslive.

2. I.t the time of filinl of tbe rate application, interelt rates were
hilber tban today.

3. SNtTeO's llDion contract settlements fir tllceed IIDion settlements
for industry.

4. In tbe event that SHETCO enterl IIDrelulated businesses, what are
the safeluards for tbe rateplyer?

5. S,;tTeo's rat.e struct.ure is bued on iDt.er- Ind intra-clus sub
lidy.

6. A rate st.ructure based on long run increment.al cost is judgment.al
and t.berefore may not. be equitable.

7. Business custolllen of SNtTeO have in tbe put Ind are currently
beinl discriminat.ed alainst by tbe SNITCO rate Itructure.

8. Discounts available to Sh~TCO employees on telepbone service
discriminate Igainst all otber ratepayers.

9. Tbe proposed Local Measured Service Rate is not cost justified Ind
discriminates aglinst III rlteplyers.

10. Rate increases apportioned to obsolete services are calculi
ted to force customers to update equipment.

Tbe Wele brief concluded hy urlinl tbe Autbority to order only lucb
increase .....ill ..aintain an economically ltable utility and order tbat
rates he apport.ioned on I cost-justified basis witbout lubsidy.

I. Ylle University

Yale University, represented by Micblel Grunder, is a larle consumer of
telepbone lervices. Altboulh it requested and vas sranted intervenor
Itatul, Ylle did Dot participate in this proceedin"

J. Statements of Other Participants

leprelentative David Lavine of Durham .ade In orll statement durinl the
helring resardinl three aspects of the Company's applicat.ion. Wit.h regard
to the charge for use of coin phones, he urged the Authority not to .ake any
change lIDleu it il sure the cost justification is "overvhe1ming." With
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real I'd to the Ca.plny'l propolll to introduce ..lie .eDliti~e pricinl in a
new Local "enured Service rate, .e pointed out that "conlllller .euithe
pricina"b bIportant, particularly if ."ae .euiti~e priciDa _re fter" '.
be ..de 8andltory. AI with Extended tocal Callina, be ltated, there il a
cO_lIDitJ of buren involved in UIliver..l accell to telephoDe lenice.
Reprelentat1~e Llvine abo dilcuued the relationlhip htven residential
and bUlinel1 rltel Ind how different cOlt allocltion techniquel viII produce
different anlven to the queltion of wether residential uun are payinl
their fair Ihare of t.he COlti. Be aho poiated out that a reduction in
demand cluled by hiah ratel or new rate Itructurel could lead to hiaher UIlit
COltl leldina to a further reduction in de.and. Such a vicioul circle could
endanaer univerlal lervice.

J. Edwlrd Cildwell, Comptroller of the Stlte of Connecticut, wrote to
the Department with reaard t.o increllel in particular ratel wich would hive
a lianificlnt impact on Itlte aovernment expenles. The Executive Director
of the Connecticut Conference of Municipllities wrote realrdinl the rite of
return requested Ind the Local "enured Service rite propolal. The ToWll
"InlIer of Stntford wrote to oppose iDcrenel in Direct-Inward-Dilled
telephone systems. In addition, the Depart.llent received Ipproxilllitely 50
letters from individual customers, .Olt of whom opposed the proposed I'Ite
increase.

,,
'.
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IV. AUIIIORITY ANALYSIS A1lD EVALUATION OF EVIDENCE

A. Telt learj FiDallcial Data

It II the practice of thil Authorit, 10 otlllt, ~.te ealel to eltablilh
ratel ,rolpectively upoo the lI..iI of a biltorica! telt ,ear, alually tile
.Olt receot full twelve ~Otbl for whicb adequate recordl are available. to
reflect the actual operatilll resultl'aod experieoce duriol auch period. For
.Olt purpolel, the telt ,ear adjulted for pro fo~ purpolel aetl the para
-.terl witbio wbicb the factOI'I of rate..killl eao be dete...ioed aod used for
the ratem.kiol process. the Authority ..y ..ke cert.ill prospective adjult
-'lItS deemed oeceslary to eolure th.t a utility it relulatel hal a reasoo-'
able opportunity to acbieve itl reveoue allowaocel.

The Autbority h.. analyzed the colt aod ~eveoue experieoce of the
Comp.oy duriol tbe telt ye.r eodiol December 31, 1981 aod fiodl th.t it il
reasoo.ble for test year purposes io cOlIDectioo witb tbis applic.tioD.

B. ReveDues alld ReveDue Adjusu.eDts

1. 1982 ReveDues

At tbe Dep.rtmeDt'l request, tbe Comp.oy prOVided 1982 filures OD the
expeDsio& of st.tioo cOlIDectioDS. ID its applic.tioD. tbe COmp.Dy bad
computed pro form. expeDses for tbis item OD tbe b.sis of oDly ODe mODtb's
actu.l experieDce bec.use of a re&ul.tory cb.Dle iD tbe accouotiDI tre.U.eDt
of It.tioD connectioDs. As discussed below, tbe Autbority believes tb.t pro
fo.... calculatioDs based OD tbe leven mODths of actual d.ta avail.ble .re
prefer.ble to aDy based OD ODe mODtb's actu.l experieDce.

The COmp.Dy cl.imed. bowever, tb.t if tbe Autbority were to upd.te tbis
p.rticul.r expeose item by usiD& 1982 d.t., io order to be f.ir it Ibould
allo upd.te tile COmp.Dy'l over.ll pro form. revellues based 00 1982 experi
eoce, wbicb would relult iD a reductioD of $8,348,000 io pro form. reveoues~

We do 1I0t alree witb this cODteDtion. The pria.ry purpose of reQuestiDg
1982 data for this Ipecific expeDse item w.s to cbeck the reliability of a
pro forma calculatioll based OD ooe mOlltb's data. VpdatiDI overall reveDues
for 1982 data DO tbe otber baDd, would Dot improve the reliability of the
pro forma reveDue calculatioD because tbere is 110 evidellce that 1982 reveoue
levels are more appropriate tb.o tbose of tbe test year for determiDio& tbe
levels tb.t are likely to prev.il duriol tbe period oew rates will be io
effect. Abo, to update .11 reveDues would require ao upd.te of all ea
peosel, iDcludiDI those which would b.ve decreased due to lower usage, DOt
Just Doe expeose itn. This tbe Comp.IlY did Dot do.

2. "Bus iDeas to BusiDess" AdvertiliD& Reveoue

tile CoIIpaoy'l Dew "Busioess to Busioess" telephooe book vas issued io
1982. tile advertiliDI reveoues from tbis aource cODstitute Dot ooly a kDOVD
cbaole, but allo olle whicb is erpected to cODtioue. The CompaDy estimatel
$3,100,000 ill allDual Dew reveouel aDd the Authority viII illcreale pro form.
revellues by that ..ount. All expeDses associated vitb the Busilless to
Busillen boolt are reflected .. all adjustaellt to pro fo.... espeoles ill
Sectioo IV.D.9, below.

, "
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C. Rate Base and Rate lase Adjus~ents - Table II and III

The ~ate base presented ., the C~any io this proceediol for the ,ea~

eodiDl Deceaber 31, 1981, ia predicated upoo the orilioal coat of telephooe
plaot io .ervice plus .hort tera telephooe plaot UDder coo.tructioo, Ie••
accuaullted depreci.tioo reserve or Det telephooe plaot of $1,700,339,000 of
wbitb $1,172,301,000 il iotrlltlte CODDecticut pIlot. the rite bile adopte4
by the e:-paoy did Dot iDdude the lIIIa.orUnd a.ount of ICcu.ulated tall
.aviDls UDder SectioD 168 of the 10teraal "veoue Code. 10 our opioioo,
these ...iOIS are io the Dnure of coos_r cootributed capital aod the
C~aoy :b Dot eotitled to I retura thereoo. therefore, we .Iree that
equity requires that these laviolS .hould Dot be iocluded iD the Co~aoy"

rate base for purposes of these proceedinls. 10 additioo to the oet tele
phone plant, the Compaoy'. claiaed rate base iocludes aD allowaoce for cash
aDd workiDI funds, .ateriah and supplies, and prepaid ..ounta. With the
inclusion of these additional items, the net orilinal cost rate base becomes
$1,499,368,000 of which $1,037,329,000 i. iotrastate. the Compaoy ..de pro
foraa adjustmeots to the iotrastate rate base which decrea.ed it to
$988,643,000.

We show in Table II, below, the Company's computatioo of its rate base:

TABLE II

R.te Base Preseoted by Company

December 31, 1981

(000 - OIIitted)

....

Total
Plaot

Iotrastate'
Plant

TelephoDe Pla¥~ ~n Service $ 2,190,363 $ 1,485,853
Short Tera Tel. Plant UDder Constructioo , Other 55,932 35,018

Total Telephone Plant $ 2,246,295 $ 1,520,811
leu: Depreciation Reserve 545,956 398,264

Met Telephooe Plant $ 1,700,339 $ 1,122,607
Add: Cash and Workiol funds 4,776 3,235

Materials , Supplies 19,016 12,777
Prepaid Accounts 15,490 14,058

leu: Reserve for Deferred Ioc~e Taa 240,253 164,034

R.te lase $ 1,499,368 $ 988,643

We have adopted the Company's rate base for the 12 ~nths ended December
31, 1981, for purposes of these proceedinls with the adjus~ents that appear
below.

1. Cash aud Workinl funds

the Compauy'iocluded io its intrastate ~ate base the .u. of $3,235,000
for Cash aud Workiul Funds. this au. is based 00 the actual cash workinl
fund allowaDce OD baud a. of Dece.ber 31, 1981. 10 additioo, the Company
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btrod,uced ., lead Illd hi study tlbh:b 1luSiC:lted I vorkilllClpital require-
..lit of $5I,9~8,OOO.total C~IIIY alld $22,415,000 lIltrl.tate tlbieb it claia.
'eaoDstrates tlle reasoDlblelle.. of aaiDI tlle J)ec_ber Sl, 1911 bllucel a. .,.,
repreaelltat1ve of Doraal vortilll capitll requirDellt••

We Dote that the ..OUllt nque,ted " the eo.pallY 11 lui thall ODe
leveDth of the ..OUllt tlbicb the CDllPallY asaerta it Di,bt uve requeaud
baaed UPOII tlle cUlt~lry lead alld III atudy approlcb. For tbe purpoaea of
thil proceediDl, we fiDd the I.OUllt of $3,235,000 for clab requir~Dta 1. a
reaaoDlble allowallce to be iDcluded ill tbe rate baae for clab vortill& cap
ital.

2. Customer Depoaits

A lIumber of customers of tbe Compally Ire required to depoait fUllds vitb
the Compilly for vUious reasolll, Tbe COmpllly doel ply iDterelt 011 tbese
depolitl but at a rite lell tball the COlt of DODey ill todly'l Dlrtet. Tbele
fUDds are available for itl cODltruc:tioll prolram, We filld that the total of
tbele depolitl amoUllt to $2,374,000. Therefore, ve reduce the rate bale by
$2,374,000 as tbese fUDds vere 1I0t lupplied by iDveston. We also fiDd
tblt, to be fair to tbe COmplDy, ve .bould allow II a proper operatiDI
expeDse, tbe iDterelt plid for the ule of thele fUlldl. Tbe totll of this
expeDle ia $151,000. We adjult operltiDI expelliel acc:ordiDlly.

3.

Tbe Complny Dlde I pro forma adjul1mellt to amortize over a three year
period tbe embedded IlItrasUte Sbort Terll lIlterest Cbarled CODstructioD
(ICC) clpitalized ill 1979. 19S0, alld 19S1 ill the COmpllly'1 off-book aemo
rlndum records. (C-3.24) The COmplDy updlted tbil pro fOrlll adjuS1mellt to
amortize over a tbree year period the ..bedded IDtruUte Short Tetlll io
terelt Cbarsed Cooltruction capitllized ill 1979, 19S0, 1981 and throush
November 30, 19S2, I 47 Dooth period. Thil .upplemeotll pro foral Idju.t
..ot increased the IotrlaUte Sbort Terll Ioterest Cbused COOltructioo to be
a..rtiled ovei three yearl from $8,034,000 to $10,976,000. (C-3.41SP) The
Federal C_UDicatiolll COlIDillioo (FCC) aade the accoUDtioS cblole re\.
,ardioS tbe belusioo of sbort ten telepbooe phDt UIlder cooltructioD
(Ihort tena TPUC) ill the nte bue aod the exclulioD of ioterelt charsed
CODltructioo (ICC) OD sbort tena TPUC from the rate bile lod from oper.tiDI
1Dcome for tbe purpole of Dore properly aatchiD& iDcOlDe aDd expeDlel. AIIO,
io the telepbooe iDdustry Ibort terll TPUC iDvolvea projectl of .uch a Ibort
Dlture thlt they are completed alld io aervice by the time Dew rltel vould 10
illto effect.

10 lite filed revilioD of Exbibit lumber C-3.41SP tbe COmplDy Ibows the
effect of amortiziD& 47 DODtbl of ICC over a three yelr period. The Author
ity fiodl thlt thil item Ihould be amortized over a 47 Dootb period, IIlmely
the Iccrual IDd recovery periodl .bould aatch. Therefore, ve reduce ·the
rate base lIy $124,000 aDd iDcr..se operatiDS expeDses by a lilte aaoUllt.

4. 1982 IDveltmeDt iD Computerl for Directory AlliltlDce

Tbe Ilbor cost IdjultlDeot developed 00 AdditioDll »Itl Request Ho. 125
(couespoDdioS to Schedule C-3 .32SP, the pro f0l1l11 adjul1meDt for a lower
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level of e.ployees 12/31/12) iDcluded • reductioD iD the Duaber of operatorl
due to the receDt t-ple.eDtatioD of DAS/C, • cc.puterized directory .asiat
aDce Iyat_. DDly a porUoD of the iDvestaeDt for DAS/C baa NO reflected ."
10 the eDd of tbe teat Jear rate baae; based OD Jear-to-date actuala, the
Cc.paDy ezpects to add $2,900,000 iD 1982 to the rate baae for the cOlple
tiOD of W/C, of which $2,013,000 ia .Uocated to iDtralute operatiDD.

thia ia a pe~DeDt cbaDle that the Cc.paDy bec... avare of after it
prepared ita orilioa! filiDI. therefore, ve aball bcnne the pro fome
iDtraatate rate baae by $2,013,000.

5. ExchlDle Network rlcilities for IDterstate Access (ENFIA)

ID Schedule C-3.395P levised tbe C.-paDY preseDted data relatiDI to the
.ost receDt level of ezpeDses IDd pllDt attributable to ENFIA. The Author
ity fiDds that these dlta appropriltely reflect the cODditioDa likely to
prevail vheD Dew rates viII be iD effect aDd viII adjuat the pro foraa rate
ban accordiDlly. The Det rate bue effect of thil adjustaeDt is a
$2,363,000 reductioD iD the pro fo~ iDtraatate rate base.

6. Phlseout of Embedded Cust..er Premises EquipmeDt

ID Schedule C-3.40SP the COmplDy preseDted data relatiDI to the phase
out of embedded Customer Premisu EquipmeDt (CPE) iD 1983. The Authority
fiDds these data appropriate for pro forma purposes aDd viII adjust the pro
forml rate blse accordiDlly. The Det rate base effect of this adjustmeDt is
a $5,665,000 iDcrease to the pro forml iDtrastate rate base.

7. Equil life Group DepreciatioD

ID ita oriliDa! filiDI the C.-paDY ..de aD adjustmeDt to ahow the
effect of Equal life Group (ELG) depreciatioD. This adjustmeDt cODsisted of
tvo parts - E~G depreciatioD permitted by the rcc for certaiD accoUDts aDd
aD estilllte .for ILG depreciatioD OD other accoUDU that the Cc.paDY VII
plaDDiDI to aubmit to the FCC for approval. The CompaDy aubmitted Schedule
C-3.29SP levisioD '2 to ahow the effect of the FCC's fiDal approval OD t&e
lecoDd half of their oriliDll adjustmeDt.

As discussed iD SectioD IV.D. II, below, tbe Authority has decided Dot
to accept the C.-pIDY· a ELG depreciatioD proponl and vill revene the
adjust.eDt that vas .Ide iD the oriliDal filiDI. The Det rate blse effect
of this adjust.eDt is a $1,745,000 iDcrelse to the pro forma iDtrlstlte rate
blse aDd a reductioD to pro forml iDtrastlte operatiDa ezpeDse of
$1,745,000.

With the foreloiDI adjust.eDts, ve fiDd that the Company's iDtrastate
rate bile totals $993,205,000 II ahoWD iD Table III. (See Dut pale.)
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tABLE III

.0 •• 0

Dece.ber 31, 1'81

(000 - OlDitted)

JDtruhte
Pbnt

Autbority
Adjustments

Jntrastate
Pbnt U

Adjusted by
Autbority

$ 1,487,759
34,956

$ 1,522,715
396,122

$ 1,126,593
3,245

12,741
14,060

163,434

$ 993,205

$ 1,906
(62)

$ 1,844
(2,142)

$ 3,986
10

(36)
2

(600)

$ 4,562

Telepbone Pllnt in Service $ 1,485,853
Tel. Plant UDder Construction' Otber 35.018

Totll Telepbone Pllnt $ 1,520,871
Less~ Depreciltion Reserve 398,264

Net Telepbone Pllnt $ 1,122,607
Add: Casb , Working F~ds 3,235

"aterills , Supplies 12,777
Prepaid Accounts 14,058

Len: Reserve for Deferred IncolDe Tlx 164,034

Rate Bue $ 988,643..
D. Expenses Ind Expense Adjustments

,"
1. Interest Paid on CustolDer Deposits

In keeping witb tbe earlier Autbority IdjustlDent rtllloving custolDer
deposits frOID tbe rate blse, we have Illowed the related interest expense to
be treated as In operating expense. Therefore, we shall increase the pro
fo~a intrastate operating expenses by $151,000.

'",
2. Amortization of Interest Charted Construction Capitllized Since

!!ll '
In keeping witb tbe elrlier Authority IdjuslDent changing tbe Company's

proposed IlDortiZltion of this item ve viII increase tbe pro fOrIDa intrlstlte
operating expenses by $124,000.

3. yPdates of Estimates Ind Additional Known Chantes

At tbe request of the Division of Consumer Counsel, the Authority Ind
DPUC sUff, and on its own initiative tbe Company sublDi tted the follOWing
exhibits to abow the updates of cerhin eatiutes it used in the original
filing Ind to ahow the effect of changes thlt have becolDe bDVll aince the
preparltion of tbe original filing Ind that are Ippropriate for pro foraa
purpoaes.

•. 5ch. C-3.30SP - Rev.8/82 vage increlse - increase operlting
expenses by $156,000 - decrease operating tlxes by $77,000
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Scb. C-3.32SP - Lower 12/31/12 e.ploJee level - reduce operatiDl
expenlel by $9,625,000 - increale operatin, tazel by $4,741,000 
increale milcellaneoul deductions bJ $1,064,000

c. Scb. C-3.36SP - 1983 PeDlion Accnaal Cbanlea - reduce operatiq
expeDle1 by $1,310,000 - iDcrelle operaUDI UUI .by $721,000

d. Icb. C-3.375P - 1983 Cbanles iD Unemployent Tazes - iDcrelle
operatiDI tazel by $97,000

e. Scb. C-3.38SP - Bilber 1982 Property tauI - increase opentiDI
Uzel bJ $185,000

Tbe Autbority fiDdl tbe above cbanlel realoDable al preleDted, there
fore reduciDI opentiDI expenlel by $10,779,000, iDcreuiDI milcellaneous
deductions by $1,064,000 aDd iDcreasiDI operatin, tazes by $5,681,000.

4. Update of December. 1981 ractors

In tbe oriliDal applicatioD tbe CompaDy uled certain December. 1981
factors iD allnualizatioD aDd pro forma adjustments aDd Dot the telt year
averale. As a result of the November 16, 1981 flasb-cut illlpleaeDtatioD of
ezpeDsiDI sutioD connectioDS all but ODe of tbese factors cbanled. Tbe
Company filed updated filures usinl January to JUDe, 1982 factors. In order
to reflect all available daU. tbe Autbority bas decided to Ule December,
1981 tbroulb JUDe, 1982 factors OD a leven-montb instead of a siz-montb
avenle aDd recalculated tbe Company's exbibit. As a result of usiDI the
recalculated and updated filures we bave reduced tbe orilinally filed pro
forma iDtnstite opentinl expeDses by $648,000 aDd iDcreased opentiDI
tazes by $497,000.

5. Effects of Deresulation

Tbe Company filed Scbedule C-3.34SPSP to sbow tbe estimated effect of
tbe traDsfer of certain employees to a Dewly formed IlDreluIated division.
Tbe CompaDy lUted that on avenle for 1983, 150 employees will bave left
the relulated lide of tbe Company to staff tbe IlDrelulated division. Witb
wales, biDle beDefits, offiu apace aDd otber support iteml related to
these employees, tbe total adjusUDent to ezpenles is a decreale of
$4,350,000 and a decrease of $2,236,000 iD uus. ID addition, iD its
ori,iDal filiDI tbe Company removed tbe costs of cODsultints, bired to
perform studies reludiDI future IlDrelulated activities, from pro forma
expenses. Tbe Company filed Scbedule C-3.35SP deuilinl tbe associated
COltl of employees tbat bad dealinll vitb ~be aforementioned cODsultants.

Tbe Autbority findl that tbele two filiDIS are reasonable and tberefore
reduces opentinl expeDIeS by $4,468,000 and increases opentiDI tazea by
$2,297,000.

6. Frinse Benefits for Officerl

DuriDI tbe course of eross-eumiDation, a COIIpany vitness testified
tbat included in its expeDses vas approximately $44,000 paid to outside
accoUDtiDI aDd fiDancial firms for profelsioDal aDd iDvesUDeDt advice sup-

•• 0 ••
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plied to tbe COmplDy'1 oUic:en. liac:e WI .lEptale 11 for pUloaal fiD
aDcill aDd IccoUDtiOI Idvice, we believe thlt it il Dot I proper expeDse for
nt_IUDI purposes IDd therefore we reduce opent.iol eKpeDSel by $104,000 -'
aod iDcrelle operltiol ~Kes by $22,000.

It .., well be thlt this aDd other types of perloDll perquilitel IUch
as iadividull .emberlhips iD 10Cill aDd lolf clubl etc. Ire useful io It
trlctiol lod retlioiol t.op fli,bt corporlte ~leot.. leeluse of tbe peculilr
public lervice olture of relullted utilitiel, ve believe Ihlrebolders rlther
thlD rlteplyers Ihould provide luch eatrlordiolry iDceDtives to their cor
porlte officers.

7. AT&T Corporlte ExpeDses

DuriDI the test yeer, SlitT VII ODe of the LiceDsee ComplDies of the
AmeriC:ID TelepboDe IDd Telelrlpb COmplDY (AT&T) operltiDI Iystem, plrtlkiDI
of certliD beDefits derived from thlt IssociltioD for whic:h it plid I fee.
Tbis fee cODsisted of ID dloclted portioD of the cost, plus I return 00
iDvestmeDt employed iD renderiDI services to LoDI LiDes DepertllleDt IDd
LiceDsee ComplDies iD Iccordloce vitb tbe teJ'lls of the LiceDu Coot.net.

Altboulb the brelk-up of the AT&T operltiDI Iystem ..y eDd the ceDtrll
bed services provided by AT&T to tbe Bell OperitiDI complDies, SlitT is
curreDtly DelotiltiDI vith AT&T for the cODtiDultioD of lome or III of the
..rvices vhicb hive beeD provided throulb tbe Liceose CODtract. 1D IDy
eveDt, .. SlitT will blve to repIne vb.tever lervices thlt AT&T vill DO

'. 10DIer provide, ve cODsider tbe LiceDse CODtrect eapeDses, .. Idjusted
below, to be I relsoDlble est.i••t.e of the Innull costs thlt viII be iDcurred
duriDI the period De" ntes ere iD effect. ID this IpplicltiOD, SHU de
ducted lome IdvertisiDI expeDses wbicb vere previously diulloved. 10
IdditioD, IS WII determiDed iD Pllt rete IpplicltioDS of the ComplDy, we
fiDd thet cerUiD expeDses of AT&T wbicb were Illoclted to SlitT Ire Jlot
proper for rite .lkiDI purposes. Tbese Ire IS follows:

",
Directors fees
ADDuII Report
Stockholder's "eetiDls
CODtributioDS
LobbyiDI EapeDse
Auditors Feu

-Totd

$ 4,!I!l2
$ 18,855
$ 16.578
$ 37,580
$ 47,924
$ 2.773

§128,262

•

Tberefore, ve hive reduced pro fo~ iJltrlstlte operltiJlI eapeDses by
$128,000 IDd iDcrelsed operltiDI t.lxes by $66,000.

8. AT&T Antitrust LitialtioD Expense

Of the $744,975 SIlET plid to AT&T for IDtitrust lell1 expeDse duriDI
the telt yeer, SlitT's $472,324 sbue of the Depertllent of Justice's Anti
trust clle 11 defioitely of I DOD-recurrin, Jllture IDd therefore Ihould Jlot
be Illowed IS I pro fOJ'llI intrlstlte operltiDI expeDse. Tberefore, ve hive
reduced pro form. iDtrlltlte operetinl expeDses by $472,000 IDd hive iD
crelsed operltiDI tlxes by $243,000.
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t. "Bulinell to BUlinell" Advertiainl

AI a result of the revenue adjult8ent ude earlier in this Decidon, we ....
increale operatina ezpenlel by $1,300,000 and operatinl ta.el by $668,000 to
abow the related ezpenlel for the "Bulinell to BUlinell" book.

10. Jurildictional COlt Separltiona

Jurisdictional COlt Separationl 11 the procell by which a telephone
company'a total inveltaent and ezpenlel are apportioned between relulatory
jurildictionl for rate.akina purpolel. Such an apportionment ia necellary
becaule a ailnificant portion of a CompanY'1 total COltl il attributable to
tbe provision of interstate lervicel which are relulated by the FCC. The
procedures for IIllkinl tbil jurildictional apportionment are aet forth in the
Februlry 1971 Separations Ilanual ("lfanual") which WII prepared by the
llARUC-FCC Cooperative Committee on Co_unications. nne procedures are
incorporated by reference II Part 67 of the FCC'a RuIn, and have been
adopted by all reaulatory jurildictionl aa the balil for performinl juria
dictional COlt allocltionl.

The apportionment of COltl between reaulatory jurildictions ellentially
proceedI on two bases. Firlt, costs which arile aolely fro. the· prOVision
of a jurisdictional aervice are aSlilned directly to that juriadiction. A
aubstantial portion of the COlllPany'1 total COltl, however, arise fro. the
prOVision of facilities used to render both intrastate Ind interstate aer
vice. All example is the COlt of centiiloffice awitchinl capadty which
lervices uchanle and atate toll traffic, II well as interstate toll
traffic. Because these costs cannot be assilned directly, the Ilanual pre
Icribel that these costs are to be allocated between jurildictionl rouahly
in accordance with relative ulale. Such relative Ullae il reflected by the
Company's Subscriber line Ulaae (SlU) factorl and various derivative factors
includina the Sublcriber Plant Factor (SPF).

Relative'ulaae is calculated, in part, on the basis of aample atudiel
wbich are performed periodically by the COlllPany. The purpose of these
Itudies is to calculate the relative amounts of time wbich telephone ex
chanle plant is used to render atate and interstate service. Paraaraph
11.212 of the Ilanual requires only that uSlae be determined ulina "studies
of traffic handled •.• durina a representative period •.. " The purpose of
Paraaraph 11.212 il to ensure that the resultl of samplina studies, luch al
tbose used by the COlllPany, ::truly reflect the actual and relative use of
telephone plant.

Ilespite these provisions, which were intended to promote Wliformity
a.onl reaulatory jurildictions, it frequently ia Irlued that the Bell SYI
tem, which in practice acts as superintendent over separations practices,
hal impoled upon the industry a Iystelll of Wliformity which loes beyond the
lanluale of th, lfanulI.
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, ID this cue, it vas detenoioed that a revi... of the eo.pallY'a iDter
pretitioo ~od ~le.eotatioo of Seplratioos "-ou~ pro~edures vas varraoted.
10 all, fourfreas were iovestilated: 1) EiFIA .ioutes of .sei 2) iDter
atate FI/CCSA .ioutes of ue; aod J) BoldiJla Ti. Itudies; 04 4} 'bale Out
of Temiul Iquipllellt Co.t••

Two of these practices -- the treat.eot of ioterstate FI/CCSA lIioutes
of .se, aod the appli~atioD of five day boldiol tiae atudies -- are quite
old aDd their orilios are oot veIl docWDeoted. The treatlleot of ENTIA usale
aDd TenDioal Equipmeot Cost by cODtrut, are quite receot. Each of these
issues is discussed io the sectioos below.

s. ENTIA "ioutes of Use

The COmpSDy has ..de a pro fonal adjustlleot to reClect the allocltioo
of ENTIA costl to the iDtentlte jurisdictioo. The effect of this adjust
lIeDt is to reduce tbe jurisdictioDiI reveDue requiremeDt by approximltely
$~.3 lIillioD. Tbe sdjustlleDt is based UPOD the assUlllptioD tblt ENTIA uSlle
per liDe averlles approxi.ately 3,000 cODversltioo lIiDutes per 8ODtb. Tbis
aUUIIlptioD is based UPOD the fact that tbe Specialized C_OD Carrien
(SCC), auch as MCI, plid AT&T OD tbe basis of 3,000 .ioutes of use per ENTIA
cOllDectioDs per 1I0Dtb duriD, the test year. This filure wu De,otiated

• between tbe SCC's and Ai&T. Al tboulh tbe Comploy has perforaed 00 study of
IctuII E"TIA uUle, docUlllenu filed by AT&T witb tbe FCC iDdicate thlt
actual uUle, OD averale I is on the oriSer of 7,460 holdinl time lIinutes.
which is equivaleDt to 6,407 ~oDversltion lIinutes .sinl SNET trlffic ratios.

Iised OD a September decision of tbe FCC, the estillited INFIA usale wli
increased to 4,474 .inutes of use aDd tberefore UDder tbe current ENTIA

',' tariff, tbe Specialized Carriers compenute lell on aD iDterim basis of
4,474 lIiDutes of use rlther thin 3,000.

We belie.", tbis to represent tbe proper level of use for pro fOl'llll
purposes aDd viII require a pro form adjust.ent blsed OD the 4,474 fi,ure.
Tbis .eans an expeDse adjustment of $3,170,000 ratber thin the $2,3~6,000

orilioally proposed aod therefore reduction in operatinl expenses of
$814,000. -

'.

b. IDterstate Forei
Svitcbin Arrln ements

aDd CommoD Control

Where iDterstlte IX aniS CCSA circuits te~inlte in SNET ezchlnle facil
ities, the excbaole is KSed to switcb and trlDsllit aOllle alloUllt of trlffic
wbich eitber ori,iDates or tenoiDates outside of CODDecticut. The issue is
whether or Dot auch .ule is "iDtentate" aDd, if ao, wbether or oot the
correspoDdiDI lIinutes of use abould be treated as interstlte for aeparatioos
purposes.

1 lacllanle !etvork racilities for !oterstlte !ccess.

2 !oreiao lacbaole / fa.mon footrol !VitchiDI !rraolemeot.



_ mocxET '0. 12-04-16 rap 26

•

Tbe Ca.paDl' b reluctaDt to tem thb traffic "bteratate" aiDce the
call traverael a private lille (lX) circuit. AT&T aDd the Jell Sylt_, ""
bowever,receDtll' propoled tlaat iDteratatefl/CCSA lillie be recolllized.s ".
aucb for separatioDs purpoles. As propoled, the "cbaDle" would add laDluale
to tJae Ilo..ary of tJae KaDual to live ItlIpre.. recopitioll to Fl/CCSA ulale.

If it wal detemiDed tJaat iDterltate fl/CCSA .iDutel of 1I1e abould be
relarded as iDterstate for purpolel of leparatioDl, theD the lIet telt ,ear
expeDle would be reduced b, about $960,000.

SiDce tbil ..tter is curreDtly peDdiDI before the JoiDt Board of Fed
eral aDd State relulaton cODveDed to cODlider tJail aDd otber leparatioDs
illues, we believe it iDappropriate to decide thil illue at tbil time. It
is aDticipated tbat tbese iuues will be resolved iD a uniform UDDer iD
1983. Tberefore DO adjusUDeDt is warraDted.

c. Ho1diDI Ti-. Studiel

"BoldiDI time" represeDts the a.ount of tille telepboDe plaDt b \lIed
per can. Because boldiDI U.es differ a.oDI servicel, a unique boldiDI
ti.e factor is eltiuted for aolt servicel (e.I., ellCbaDle, toll, etc.).
ODce eltilUted, tbeae facton are uled to develop total .iDutel of Ulit
elti.atel wbicb, iD t\lrD,. are uled to develop jurildictioDal allocatioD
factora.

The CompaDy bas developed tbe boldiDI Li.e elti.ates \lIed to leparate
.ost catelories of plant on tbe basis of five day or "weekday" boldinl tiae
studies. ODly Catelory 3 (S"'i tcbinl "acbine) costs are leparated on tbe
basis of seven day or "calendar day" studies wbicb include weekend IS well
as weekday traffic cbaracteristics.

Tbe "anual does not prescribe tbe lenltb of tbe boldinl ti.e study to
be \lsed. Tbe,."anua1 requires only tbat a "representative" study period be
\ltilized. It is a Bell Systea interpretation of tbe "anual wbicb bas pro
duced SlitT' I separations approacb. . •

Altboulh tbe Company bas not completed seveD day boldin& ti.e Itudies
of its OVII, esti.ates proposed by AT&T and filed in FCC Docket 80-286 indi
cate tbat tbe impact \lpon CODDecticut of leven day boldinl ti.es would bave
been to decrease tbe 1979 state revenue requiremeDt by about $8.7 .illion.
The existence ·of sucb a cost· differential suuests tbat a five day boldinl
tille study period does not produce a reprelentative estillate of usale, tbus
.pparently leavinl tbe CompanY'1 studies in violation of tbe "anual. How
ever, lince the only data available on wbicb to bale any adjust.ent are AT&T
estimates 1I0t Ipecific to Connecticut and liDce the boldin& ti.e iI,ue is
pendinl before tbe JOiDt Board, we will .ake 110 adjustaent.

d. Pbase Out of Terminal EqUipment COlts

The final separations ilsue wbicb tbe Authority bas addrelled in thil
case il the pbale out of terainal equipaent COStl from tbe separations COlt
base. Tbil pbase out, wbicb will occur over a five ,ear period beliDllinl
January I, 1983, results fro. an aaentSment to tbe Separations "anual wbicb
was enacted by tbe FCC earlier tJail year. AI sboVII by tbe COllpany, tbe
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first year effect of this phase out will be to iDcrease the ltate operatiDI
expeDsel by .pprolli.ately $4.7 .1111oD. 'nae pro fOnla .cJjultaeDt lubeittee!
by the CMpany 11 .pprollillately $2.3 .illioD. flail UOUDt reflects the
averale (i.e., , aoDtla) Upact of the ,hue out fA caleDcJar year 1983.

SiDce thil ueDdllleDt to the IfaDual 11 iD effect, tbe Autbority will
.llov the adjust.ent and incruse tile CMpaDy'1 operatiDI expeDse by the
.verale 1983 impact of $2,347.000.

11. DepreciatioD

The COlipaDy proposed iD this case to gplellect two Dew depreciatioD
treatments for state rateliakiDI purposes. the first depreciation treatment,
RemainiDc Life (ll), was approved by the rcc in January of 1982 aDd .ade
retroactive to January 1, 19B1. This chance iDcreases the 1981 depreciation
expense by over $1~ .il1ioD.

The second Dew depreciatioll tnataent is Equal Life GroupiDI (ELG).
This aethod is .1so referred to .s Str.ilht LiDe Equal Life Group (SLELG)
depreciation, .nd, if adopted, would replace Strailht Lille VillUCe Group
(SLVG) accolIDtilll for new investmellt in certaiD accounts. Equal Life Group·
illl was approved by tile rcc ill ftay of 1982 for 1982 villtace Outside Plallt.
In June, 1982, the Company requested rcc authorization to use ELG for Cell
tral Office EqUipment investment as well. Based UpOIl the pro~ adjust
ment shoVD 011 Schedule C-3.10, the effect of the ELG proposa is to illcrease
tile 1981 jurisdictional depreciation expellse by .pprollillltely $1.7 .illioll.
Recent rcc approval of ELG rates for SNIT would reduce this amount by $638
tIIouund.

The first issue to be addressed is whether or Dot the rcc's authoriza
tioll of RL and ELG .ethods alld rates is billdinC UpOIl this Authority. The
bncuace of the rcc's decisiolls reludinc depreciation leell clearly to
indicate that the rcc did not intend to preempt state authority. In its
Report and Order ill Docket No, 20188 (Re: ELG) the rcc .ade it clear that it
.erely was approvinc, Dot .andatinc, the use of ELG. Accordinlly, tII~

Authority is free either to accept or reject the Company's two depreciatioll
proposals based UpOIl the interest of state ratepayers.

a. Re.aillinl Life

The consideraUoDs lurroundilll tile Company's RL propoul brlely
are .atters of relulatory phitosophy; i.e., to what extent will tile Author
ity iDsu1ate the Compally alainst possible capital losses .Dd/or eDsure tIIat
the Company will Dot carry a rate base which reflects in part investment for
Which the associated asset already bas heen retired froll lervice. Because
we .re curreDtly experiencilll tilles of unprecedented Irowtb iD tecbnoloey
and cMpetition which places IUbStalltil1 pressures OD capital recovery of
iDveataeDtI, .lId liDce RL will allow tile CompaDy to .inillize tIIese rilks
vitllout over recoverinc its invesLaeDt tbrDuCh depreciatioll, we viII allow
this chaDle iD depreciation pr.ctices. .

b. Egua1 Life Groupins

llDlike RL, the Company'. justificatioD for ELG appean to reflect •
..now Yiew of the depreciatioD cODcept. Specifically, the COlipaDy bdi-

, .
, '.
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c.tea iD relpODle to ADR-32 th.t ELG 11 desir.ble bec.UIt it (.) provides
for. better ••tcb betweeD c.pital recovery .Dd c.pital CODIWiptioD, .Dd (11)
provideaall ellhaDced casb flow whicb will redllce Uae CoqIIDY'. ellterDIl
c.pit.l reqllireaeDtl. Thele two poiDtl .re disclIlsed below.

i. C.pital CODlumptioD YI. C.pit.l .ecovery

In ADR-32, the CoqIany Itatel Uaat " ••• c.pit.l •••
Ihou1 d be recovered cllrrently II .lIeta are COD
IlIIDed II Hllllred by tbe phylical retirellent of
.lIeti.
CODseqlleDtly••• the progrellive t.pleaentation
of IELG] •••will provide for the recovery of
capital ~re iD liDe with itl CODslIIDptioD."

These comments reflect an overly reltrictive view of the depreciation
procels. Capital CODlumptioD -- or the redllctioD of the capital vallie of aD
.lIet -- Dot ODly 11 a fllllction of retireileDtI, but .bo is a fUDction of
luch factorl al wear aDd tear, replacement COlt, .nd oblolelceDce. To liDk
c.pital conslllDptioD with retire~Dtl comel clole to .rglling iD lupport of a
Iystem of retirement accollllting, • regulatory accollllting practice.wbich wal
Ib.ndoned iD the late 1920s and replaced by the present Iystem of deprecia
tion accoUDting.

The purpose of prelent day depreciation accoUDting il two-fold: 1) to
reflect the fact that Illets generally lose value (i.e., capital is con
IlIIDed) over ti.e; .nd 2) to eliminate the extraordinary expense burdeD which
results IIDder retirement accollllting in the year during which an Illet is
retired.

Altbough one purpose of depreciation accolIDting is to reflect the
decline in the value of alletl over time, depreciation accolIDting methods do
Dot Itttlllpt to .easllre or to approximate actual changea iD capital value
over time. Rlther, depreciation methods .re concerned oDly with the alloca
tion of capital COlts in • Iyste.atic and rational aanner over tbe elttmat~d

uleflll life of .lIeti. Beclllie the ellential purpose of depreciation .c·
counting is to allocate rather than to vallie, any .atching of depreciation
accruals with capital consumption must result purely .1 I .atter of coinci
dence. In other words, a .ismatch between capital consumption and capital
recovery almost necessarily is iDherent in any accolIDting treaUlent of
capital costs. Partially in recognition of thil fact, Uae National Associa·
tion of Regulatory Utility Co_illioners (NAiUC) co~istently has opposed
the ule of ELG depreciation accolIDting for rateaaking.

1 Retirement .ccoUDting il ••ethod whereby the full COlt of • depreciable
.slet il cbarged to operating expenle in the year that the .llet il retired
from aervice. Hone of the colt of the asset i. charged to depreciatioD
expense prior to the time of retirtllleDt. .

2 The HAiVC hal oppoled the allowance of tbe Equal Life Group depreciation
metbod throllghollt these proceedings. The NAiVC'1 oppolition has been based
upon • belief that the SLELG Hthod il DO .ore .ccurate than the currently
used SLVG .ethod, .nd upon the opinion that Uae lublUntial diudvantage
.ccompanying a changeover to SLELG would reclude its IdoptioD even if the
clailDs aade on itl bebalf vere true. Petition for Reconsideration, FCC
Docket Ho. 20188, February 25, 1981, ,p. 2-3.)


