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Upon comparison of the two 'epreciltion _thoda, SLVG and ELG, tvo
Pportallt pointI Cln be noted. Tbe fint point is that lKlth the SING and
ELG IHthodl produce cllllulative 'epreciltion accrulll nich aceed C1&Ilulltin .....
fttirelHntl in eacb ,ear of the Iroup'a ellpeeted Ufe. In other vorl!l, It
DO pout in tae 1a the walue of c.-ulltiwe retirementa Ireeter thin the
wllue of C1IDulitiwe accruall. It allo cln lie leen thlt the pltterD of
cumullthe aceruill produced lIy the SLVG ..tbod IIOre clolely ..tchel the
pattern of cllllul.tive retiremeDtl than 'oes the plttern of ICCrull1 produced
by the EtG aetbod, altbou,h both aethodl produce cumulative accruall nich
exceed retiremenll by a lubltlntill Duain in eldy yean. As indiclted
previoully, clpital CODlumptioD includes Dore thin retireaents Ilone. Jut,
bec.use no balil exilts for esti..tin, the effectl nich other factors have
upon capitll wllue, it is Upollible to conclude tbat either SLVG or ELG
produces an .ccurate estimate of c.pital conlumption.

The secoDd iaportaDt poiDt to note is that both SLVG aDd ELG prOVide
for the full recovery of capital over tbe expected life of the iDveltaent.
The ELC aethod, however. prOVides for. lar,er proportioD of capital to be
recovered in the early yean of ID iDvestaent's ellpected Ufe. ID other
worl!s, ELC Icceleratel the recovery of clpital relative to the cODveDtional
SLVe aethod.

Since both ELC and SLVG provide for full capitll recovery over the life
of • aroup of assetl, and since neither aethod Decessarily produces a valil!
ellimate of the coil of providin, telephone service, the lelection of one

• aethod over the other may be viewed II a queltion of equity. The preseDt
aethod (SLVG) hll beeD viewel! for aany yean II beina fair botb to the
Complny Ind to Itate ratepayers. The CompanY'1 ELC proposal would tip the
equity balance in favor of the Comp.ny by increasin, depreciation chlr,el .t

. a time "hen, in the Authority'l opinion, no luch Idv.ntlce il Decesury.

ii. Financing Requirements

The secolld point nised by the Comp.ny in lupport of ELG is thn it
reduces extern.l finaDciD, requirements by enh.nciDC the Comp'Dy'l cash
flow. While this may be true, the Authority .ust consider two additiona\
poiDU. Fint, it is well settled th.t the pUrpOle of depreciltion in •
reaul.tory context il to rec~~r iDveltor c.pit.l anI! not to provide a pool
of capit.l for reinvestmeDt (Feder.} Power CommissioD VI. Hope W.tion.l G.s
Co., 320 V.S. 591, 607 (1944]. Accordincly, the Authority il under DO
Otliaation to Cb'DCe depreciation practicel because of aDticipated capital

• wrequaeDenu.

Second, while the reduction of extend fin'Dcill requirUlents .ay
lower the Comp.ny's mar,inl1 cost of capitll, I question Irises .al to
vhether or not ratep.yen would be better off under I system of hiaher
'epreci.tion ch.raes and lower interelt COlts th.D they .re under the pre­
aent nructure. This is I difficult empirical question which the COIIpIn)'
hal Dot addressed, and which caUDot be IDswered from this record.

for the above relloDs, the Authority vill Dot approve the CoapaDY'S
proposal to ule ELC aethodolocy to calculate fntr'lt.te depreciltion expen­
les. This results iD I $1,745,000 reduction in operatina expeDses from th.t
proposed by the Camp.ny.
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"tile DeC took the polition th.t dilcollllted or free telepbone lervice ' "
Ibould Dot lie provided to ~loyees as part of their approved COIIpuution.
tile DeC clailHd tbat the Autbodty Ibould direct the CllIIpany to dilcontiDlIe
thil prlctice for ..nllelHnt e.ployees and no lonler allow any d11couatl .1
above-the-11ne expenlel.

tile COIIp.ny position 11 th.t this fa only one itea within I toUl
cOllpenlition plck.,e th.t bal a lonl biltory throulbout the telepbone in­
dUltry Ind bll been approved by the Autbority in all recent telepbone r.te
c.lel. Addition.lly, it cl.~1 th.t to repl.ce thil cOllpenl.tion with I~
otber form, lucb .1 Donet.ry compenl.tion, would incre.le the COlt to r.te­
p.yers .

The total compenSAtion p.cule, includin, discollllted service, to the
Comp.nY'1 employees 11 found to be rellonable, as .djulted. ODce tbat 11
found to be true, tbe Comp.ny cl.iD rel.rdinl lODe altern.te for- of cOllpen­
lltion becoDes v.lid. We tberefore will not order any revilion in the
tre.tlllent of discounted service to ~loyees II an .cceptable operatinl
ezpense,

13. Alloc.tion of Expensel to Recul.ted Business

. Whenever • re,ulated public utility comp.ny en,.,es in unrelulated
non-utility activities, tbere is a possibility of the relulated business
IUblidizin, the unregul.ted, This would be unf.ir not only to cOllpetitors
but also to r.tep.yers, .nd the Authority intends to exercise Itrict over­
lilht responsibilitiel to ensure tb.t the costa of unre,ulated activities
are properly lelrelated from those char,e.ble to r.tep.yers, .nd to require
the Comp.ny to do whatever is determined to be necess.ry to enlure th.t th.t
il the case,

E. R.te of Return

In addition to deter-ininl witb a DlnlDum of uncert.inty the level of
oper.tinl COlts th.t the COmP-.ny D.y be ezpected to lust. in over the period
when the proposed rates would be effective, the Authority Dust .ho Dalte
re.son.ble provision for the cost of c.pit.l th.t is invested in pl.nt lerv­
in, the public. Criteria for thil cost of c.pit.l provision are cont.ined
in the l.nluale of the UDited St.tel Supreme Court in Feder.l Power Commis­
sion vs. Hope Natural Gas Company, 320 U.S. 591; 181 ed. 333, which requires
.-revel of revenuel that will enable the Co.,any to operlte luccessfully, to
..int.in itl financi.l inte,rity, to Ittr.ct c.pit.l and to cOllpenl.te its
investon for the risks .sslllDed. Further-ore, the Authority fa bouad by
Section 16-1ge(.)(4) of the Connecticut General Statutes of which IUtU:

"th.t the level and Itructure of r.tel (Dust) be lufficient, but
DO ~re th.n lufficient, to .llow public lervice cOIIp.nies to
cover their oper.tin, Ind c.pit.l cost, to attr.ct needed clpit.l
.nd to ..intain their fiDanci.l inte,rity, Ind yet prOVide appro­
pd.te protection to the relevant public interest, both eziatinl
and foresee.ble •••••"
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To detenaiDe a retuR OD rate bale tllat MetI the COIIpaDy'1 COlt of
capital requiremeDt, it il Dece..ary firn to deten.iDe the appropriate ,"
capital Itruct.ure for the CoIIpaDy froa wicb the coaU of .aell of iU ne­
pODeDU (debt., preferred at.ock, C_OD nock, .te.) caD be aacertaiDed.
Tbe.e cOIIpoaeat co.tI are theD averaled....iabUDI .ac:b COIIpODeDt by it.
proportioD iD tbe Capany'l c:apital .truc:ture. The r.tuR oa rate base b.
thea calculated by .ulUplyiDI thi. ~ate of retuR by the COIIpany'l ~.te

bile.

1. Capit.al Structure

Tbe COlllpaay'. pOlitioD h presented below in ita pro foma capital
.tructure as of Decelllber 31, 1981 (Scbedule D-l).

Class of Capit.al
Short reI1ll Debt
LODg rel1ll Debt
Preferred Stock
Comoa Equity

Total

Amount
$ 42,112

575,000
72,250

727,595
Jl ,416, 957

Perceat
Tot.al

3.0~
40.6
5.1

51.3.

'..
•

Siace the COlllpaDy il aot requestiDI that ve look to I forward 100kiDI
capital Itructure iDcludiDg proposed securit.y offerials wicb .ilbt. be
ilsued duriDI the period wbeD tbe.e reque.t.ed rat.es would be ia effect, aDd
aiDce by the COlIPaay'1 testimoDy tbe probabilitiea of fut.ure fiaaDcial
offeriDls duria. tbat period are relat.ively low, we are reluctaat to use a
projeet.ed capital atruct.ure. The COlllpaDy alao poiated out that the .ost
curreDt elpital strueture vas aot IS repre.eDtative a. tbe year ead. Tbere­
fore for rate..akial purposes the Authorit.y accepta tbe COlllpaDy'1 proposed
capital structure.

2. Cost of Sbort rel1ll Debt

Tbere is abuadaat teatimoDy iD tbe record to lupport the cODteDtioc
that. Ibort. tena :laUren rate. are extrellely difficult to forecut - let
alODe to foreca.t vith precil~ accuracy.

Tbe COIIpaDy'l vi t.ae.. , Dr. Iri.ba.. , advocated tbat. 12 .59~ would be
appropriat.e, vbile tbe DCC'I expert, Dr. JOhn'OD, ur.ed 11.00~ II .ore
reali.tic. Ia tbe Autbority; judpeDt, the caleadar of beavy fut.ure bor­
rowiDI on the part of tbe Federal Gove~eDt, plu. the fact. that real rat.es
of interest are .till yery bilh by bilt.orieal Itladards teDds t.o arlue that.
the appropriate intere.t level vould indeed run to at lea.t 12.01.

Intere.t rat.e. have beea droppiDI dra..at.ically as the Federal Reserve
leeks to bol.ter a recessioDary ecoDomy; thuI, de.pite the Administ.ration'a
avowed priority OD fi.btinl inflatioa, there is every likelihood of I coa­
proai.e wIlicb iD praetice will tend to exert upward pressure 00 iDUren
~atel.

3. COlt of toDI 'Iena Debt

the Autbority ac:cepta the COIIpany'l propolell eon of lonl tena debt at
'.79~,
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4. COlt of Preferred Stock
' ..

!be Authority accept. the co.paay'a COlt of ,referred atock at '.151.

5. Colt of C_a Eguity

loth Dr. .rilba. aad Ifr. lialvorth, for tJae Compaay. \'died OD two
Htholodoliea develop tbeir rec_eaded retura oa equity (ROE): the Db­
couated Cllb Flow (DCr) aad the Risk Pre.iUll (RP). Dr. Brilba. first re­
c_eaded aa ROE raale of 17.5\ to 19.11 tbea updated it to 17.3\ to 18.9\.
lSI'. Hi.lvortb'l recommeaded ROE raale at croll-exa.ia.tioa September 8. 1982
val 18.0\-19.0\. Tbe Comp.ay requelted aa ROE of 18.3\.

Dr. Bea JobDlon, for tbe DCC, recommeaded ROEI Itemial from the Com­
p.rable E.raials. Market (Earaials/ Price), aad DCF approacbel. He de­
veloped ROE raalel of 12.75\ to 13.75\ aad 14.3\ - 16.9\. Hil rec_eaded
ROr. VII 14.7!1\.

Rilk Pre.illDl - Tbe basis of tbil approacb is tbat the iaveator'l re­
qUired r.te of retura. tbeoretically, caa be divided iato tvo peru: tbe
risk - free rate of iaterelt aad a pre.ium to compeDiate tbe iavestor for
takial rilkl iDherent in tbe lecurity. One elti.ate of thil require.eat il
the differeace betveea the aDDual rate of retura iaveltorl bave re.lized ia
lucb boldiall aDd the rate of retura tbey bave realized frOID holdiall of
loal term U.S. Goverameat boadl durial the ...e ti.e. Dr. Brilba.'I
aaalylil deteniaed that the rilk pre.ium of aa averale larle iadultrial
compaay, luch al tbole ia tbe Dov Joael Iadex, il today ia tbe 4.5\ - 6.G\
raale. At tbil poiat he ..de tbe allumptioa tbat SNITCO Itock V.I al rilky
al tbe averale Dov Joael Itock. He tbea applied tbat rilk pre.ium to tbe
12.2\ risk-free proxy yield predicted oa the tvo year futures .erket for
loal term U.S. Tre.lury Boadl, developial a barebenes ROE ranle of 16.70\ ­
l8.2~. Tbe fia.l ranle includes flotation COlt and .arket prellure adjult­
.entl of 60 balil pointl for an elti.ated RO£ of 17.3\ - 18.8\., ,

Inltead of usinl tbe Loal Tel'll Treasury bondl II a "rilk fru" IUIL­
rOlate, til'. Hi.lwortb uled loal tel'll double A utility bond yieldl (14.5\ at
croll-exa.inatiea 9/8/82). Be developed a rilk pre.ium of 200 - 300 balil
peinU fro. conversations witb ialtitutional iavestors. Co.bininl tbese
ele8Ienti witb a 10\ .. rket to book adjultllent to acco_odate financinl
COltl, he arrived at an RO£ ranle of 16.5 - 17.5\.

Durinl croll-exa.inatioa. Dr. Brilba. alreed that tbe rilk-pre.ium ap­
proacb. wbicb he utilizea, has iu opponenu II well II its proponentl.
Botb lUes are Widely represented ia relulatory proceediall II vell II in
the literature.

Conceptually and historically. tJae risk-premium approacb arlun tbat
iaveltorl ia equity require a premium over the retura allowed to lonl ten
lecured creditorl of a corporation. Tbe jUltification of thil approacb il
tJaat becaule tbe oblilationl to debt-bolderl .Ult be latilfied before thOle
to equity holders, tbere is a rilk of aon-payment allociated witb equity
tbat is aot prelent witb debt. The Autbority believel tJaat tJail particular
HtbodololY bal aever bad lilnificaat relevance ia tbe area of larle public
lervice torporatioal. The ialtaacel ia whicb ..jor public aervice compaaies
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bave been unable to pay equity 'ividend. are eztre.ely rare. The perceived
advanule of 10nl ten bond. over equit)', _1)' that the)' pay a fixed
..out over the enUre period of the hlld, lau pr..en, at 1eut ill ftry .....
recent U.•• , ~o be a .iatillct 'iaadvantale. The purcba.er of e4luity call
relloDlbl)' allticipate tbat the 'hidend alld the ,ield will be a'juned to
reflect upward .conaic prellures within the .econoary. The 'ebt bolder ia
forever foreclosed fru auch adjus~nt and tberefore bean the burden of
bavilll tbe principal value of tbe bond. bid dOWll to reflect current require­
_lit.. In recellt ti.s loveruaent alld corporate debt .ecurities bave expe­
rienced UDprecedented volatilit)' and the traditional relationships between
debt alld aecurity .arkets have beell .eriously atrailled.

The Authority conclvdes tbe rilk premilllll approach aay be useful as a
luide in estimatinl an illvestor required ROE; laowever, at this tile, little
or 110 weilht .hould be accorded the risk 'ifferential between debt and
equity .illce the risk premiVID approach appears to bave an illherent upward
bias.

Comparable EarnillS5 - Dr. Johnson analyzed the earnillgs on average
common equity over 20, 10, 5 and 3 year periods for the Standard and Poor's
400 Industrial illdex. the Jederal Trade Comminioll' s "All manufacturers"
Iroup and the 40 industries reported in Business Week. He also performed the

~ same analysis on equity earned by AT&T, the independent telephone illdustry,
. ftoody's 24 utilities, and the FIRe Class A and B electric utilities. Jrom

these daU he developed clllllparative statistics to .upport his recommen­
dations and concluded that the cost of c....on equity to SNITCO would be ill
the ranle of 12.75·13.75~.

In tbe Authority's judgment, the primary difficulty with the comparable
earninls approach is in the selection of cOlllpuable cOlllpanies. In an at­
tellpt to overcome this problell, Dr. Jobzlson elected to include a .pecific
telepholle industry proxy. However, even with telephone companies there are
.ajor differences between cOllpanies which aake valid complrisolls extremely
difficult. The approlch, likewise, aSSVlDes clllllparable risk between SNETCO
and tbe proxies alld without .Olle adjus'--ent tbis becomes a aajor weakness ia
this approach. Dr. Johnson developed an extensive rbk allalysis for pur­
poses of providinl this adju.~talent. The Authority, however, is Ilot con­
vinced thlt tbis effort fully ~Itisfies tbe requirellent. ievertheless, we
concur wi th Dr. Johnson tbat SIitTCO equi ty is not as risky as the equity of
an averale industrill cOlllpany.

Aside from the risk adjustllellt factor tbis approlch is vulllerable from
two other .tllldpoilltS. First, we are aeekilll the investor reguired return
for an investment in SIitTCO. This reguired return is oriellted towlrd some
future period Whell these rites will be in effect. However, the cOlllplrative
approach is oriented toward a return elrned ill the put lIot a return re­
quired ill the future. Secolld, the illclusion of relulated utilities in the
cOlllplrison .ullests too .trollily for our satisfactioll tbe risk of circular
reasolliDl·

TIle Authority believes, laowever, thlt tbe ClllIIplrlUVe approlch which
Ilr. JobDsoll has uud i. a lenerally .ccepted preselltatioll. Givell appro·
priate recolnitioll to particular .hortcomillis relative to a liven rate
proceedilli. tbis approach ukes a vsdul contribution, when combined With
other allalytical tecbDiques, toward a better UDderstandilll of what the
appropriate ROE .hould be.
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Market A roach IaraiD IIPrice • Dr. JOhnloD .nalyzed the pattera of
divideD price nUol, earaiDl1 pdce ~aUOI, .Dd othe~ data for SJlITCO,
other telephoDe utiUUel aDd electric ADd IAI utUitiel. !lLi1 IDalYlb
focuaed Oil the 10 year period 1972-1911, the 5 yeara 1977 • II, t.IIe two
yeara 1910 • II, Illd t.IIe 12 ~Ilthl odiDI JUlIe 30, 1982. ~. JohnlOD COD­
eluded that the cu~~eDt cOlt of equity to SJlETCO would be ia tIae raDle of
14.3 to 16.9~, iDCludiDI • 4~ adjul~Dt to eove~ illDaDCe eOltl.

The IaraiDII-Price (E/P) ~thod il blled OD the bypothelil that Itock
b purcbaaed for eaniDII. While Itock 11 purcbAled fn future eaniDll,
curreDt eaniDl1 are ofteD tbe ~It ~ealoDable elttaAte of future earaiDII.
AI a ruult, tbe rauo of earaiDl1 to urket price uy be Iccepted AI a
~alure of the COlt of equity. IDveltorl iD C~OD equity capital eltablilh
the COlt rite by tbeir Illell~Dt of the value of expected future earDiDls
Ivailable to tbe. relative to tbeir iDvestaeDt. IDvutor expectatioDs of
future earniDls Ire reflected iD the price of Itock vhicb they are villiDI
to pay for tbose earDiDls.

When the .arket price exceeds the book vllue of the Itock, tbe computed
earniDls/price ratio UIIderltates tbe COlt of equity but vbeD urket prices
Ire below book value, AI is the cllevitb SNETCO, tbe E/P ntio tends to
overstate the cost of equity, IDd tbe Ireater the Ipread betweeD ibe .arket
IDd book, the Ireater the exteDt to vbicb earDiDls - price ~atios overstate
or UIIderstate the cost of equity. Tbe Market Approacb also luffers from the
weaknesses of tbe comparable earlliDgs ~tbodololy--iD particular, lelectioD
of comparlble compaDies IDd comparable risks.

Nevertbeless, recolniziDg tbe potential for overstatiDI the ~esult by
utiliziDI tbe EIP ratio aDd tbe otber perceived flaws, ve believe that this
Ipproach is cODceptually correct aDd valid vheD uud iD conjUllctioD vitb
otbers toward elublisbiDI a "beDchmark" parameter eDcompassiDI the oppor­
tUllity cost of capital for SNETCO.

Discounted Cash Flow (DCF) - The DCF ~tbod, lometimes cilled the
dividend yield plus Irowtb rate ~thod, il the aetbodololY .ost videly used
before relulatory IleDcies. The .etbodololY recolDizes tbat vheD iDvestor\
buy Itocks tbey expect to receive I total return tbat cOllsists of both
divideDds aDd capital laiDs. ID the reduced form of tbe DCF .odel, ve caD
calculate tbe required retura if ve know tbe divideDd yield aDd the Irowth
rate the iDvestor expects. The reduced form is IbOWD below, vbere 1 is the
illvestor required returD, P is the .Irket price, D il the divideDd aDd G is
tbe Irowth rite.

1= D + G,
At the time Dr. Brilham prepared bis direct testimoDy, SNET'I Itock

lold for $45.00 per Ibare, IDd the divideDd projected for the comiDI tvelve
~Dths VII $4.65. This produced I divideDd yield of 10.3 perceDt. The
Irowtb rate It tbe time vas iD tbe rlDle of 6.6 to 8 perceDt, IDd bis DCF
ealculltioD, Idjulted for flotatioD COlts of 5~t (60 basil pOiDtl), produced
I COlt of equity iD the raDle of 17.5 to 18.9 perceDt.

.....
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Durinl cross-e.l.inltion Dr••rilhl. updlted bis prefiled test~ny to
reflect the increlsed stock price. Since it is DOW closer ~ Deceaber, when
&NETCO typicilly increlses its dividend, bis dividend -.peeted over the DeZt
12 80nths rose to $4.15. 'lbe Det effect of the stock price aDd dividend
increlsel VII DO chinle iD the field (10.Jl). Dr••rilhl. cODiidered that a
arovth rate of 6.6 to • percent VIS Itill approprilte. lummiD& the dividead
yield, the arovth rite, Ind the flotltion Idjust.eDt, produced I curreDt DCF
cost of clpital eatiute for SNIT 1D the rlDle of 17.5 to 11.9 percent.

At the ti.e IIr. lillsworth prepared bis direct teatiaoDy, (June 1982)
SHETCO stock sold for $44.00 per shire, IDd the divideDd projected for the
COliiDI twelve 1I0Dths WIS $4.56. 'Ibis produced I divideDd yield of 10.4~.

The Irowth rite It the t~e WIS I~, Ind his Dcr cllculltioD, Idjusted to I
1.10 lIarket to book value allowlDce for flotatioD costs (4~ fiDIDCiDl, 6~

IIlrket pressure IDd IIlrket brelk) produced I cost of equity of 20.44~. IIr.
Hillsworth's flotltioD cost Idjust.eDt would Ippro.iaste 100 blsis poiats, iD
which clse the result would be 19.4~. .

DuriDI IIr, Hillsworth's cross-e.llliDltioD, Septellber 9, 1982, he updlted
his direct testi.oDy to reflect SNETCO stock price up to $47.50. for divid­
eDd purposes he deelled it Ipproprilte to use ODe qUlrter It the curreDt rite
of $4.56 Ind three It In expected $4.86. COlibiDiDg his divideDd est~ltes

with the $47 .50 price per shire resulted iD I divideDd yield rlDliDg froll
> . 9.6~ to 10.2~. AddiDg iD the Sille 8~ Irowth rite plus the 100 blsis poiDt

: IdjustlleDt resulted iD I DCF .arket retUrD requirelieDt of 18.6~ to 19.2~.

Dr. JohnsOD'S DCF IDllysis IDd his Ilarket Approlch Ire closely rellted.
Froll the IIlrket Approlch he determiDed thlt 13.75~ to 16.25\ WIS the retUrD
required by investors iD SNETCO's COllmOD stock. He likewise determiDed thlt
this WIS cODsisteDt with his discounted clsh flow IDllysis which showed thlt
I divideDd yield of 9.75~ to 11.25~ IDd I Iro~th rite of 4.0 to 5.0~ were
.ost likely the true iDvestor perceptioD. CODsequeDtly, Dr. JOhnSOD'S DCF
IDalysis resulted iD I 14.3~-16.n, raDle, includiDg I 4~ flotatiOD cost
Idjust.eDt. ,..

,
Authority Analysis. For I technical I..lysis which I ..ists us iD

relchiDI I fiDll decisioD, .we rely prililrily UPOD the DCF Ipprolch,
utiliziDI two differeDt lIethoas for developiDg the Irolith compoDeDt: first,
relyiDI OD divideDd, earDiDgs Ind book value Irolith rites IDd secoDd, re­
lyiDg OD reteDtioD Irowth.

ID both .ethods, the followiDI dlta were used to develop the yield
compoDeDt. Since the Coeplny filed its rite IpplicltioD, through the close
of the heariDI October 5, 1982, the clpital lIarkets - stock IDd bODds iD
plrticullr - hive been experieDciDI unprecedeDted .liDS iD both shire volume
SDd price. The DCF lIethodololY lenenlly Idvocltes usiDg I "spot" price.
ID this else, however, "bliDd" IpplicltioD of this practice would Dot be
Ipproprilte. CODsequeDtly, we hive elected to use the hilh-low averlle of
..rket prices for:

(I) the list 10 IIlrket dlys, Septeeber 17 throulh the 30th;
(2) two 1I0Dths, August 2 - Septeeber 30;
(3) 52 weekS throulh Septeeber 30.

.' .
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These reault 1D lbe· folloviDI pricea reapecUvdy: '48.21, '45.75 aDd
'43.75. !be divideDd eltiaate val '4.1S. !bele data ,roduce Jieldl of
10.06~. 10.6~ aad 11.09~. .'-.

Much .are difficult to eltiaate il the Irovtb ca.poDeat of ~ iaveltor
required retun. Dr. Idlhla Died the reteoUoa Irovtb .adel alld developed
two Irovtb ca.poaeDtl: (1) blaed 011· a leriel of IISuaptioDi aDd eltiaatel,
cODteDdiDI tblt actu.l biltorical SNETCO dlta val Dot appropriate; IDd (2)
blled OD a CODleDaUI of receDt foreclltl publilbed by iavel1aeDt aDllYltl.
Froa lbese dlta be cODcluded thlt the Irovlb compoDeDt Ibould be 6'1-8'1.
Illed oa CODverlltioDI vilb iDltitutioDll iDveltorl "I'. lialworlb cODcluded
tbe Irovtb COmpODeDt Ibould be n. Dr. JOhDlOD iDfured a Irovtb rite
ca.poDeDt of 4.0'1 to 5.0'1 boa bis IInket Approlcb.

ID tbe AutboritY'1 view, I better "Ilure of tbe Irovtb compoDeDt would
reflect Irovtb iD divideDdl II veIl al elniDl1 IDd book value. Cllb divid­
eDdl per Ibare are depeadeDt upoa tbe level or rite of elniDl1 perahlre
aDd the relltive proportioD of earaiall vhicb Ire paid out iD lbe form of
divideDdl, or alterDltively, retaiDed IDd reiDvelted to produce future
bilber levell of elrDial1 IDd divideDdl. IlrDiD11 per Iblre are iD their
turD depeDdeat oa book vllue per Iblre lad rite of elniall oa b~ok vllue
whicb over loal periodl aay be coalidered level. .

Growth iD book vllue per Ihare il CODlidered by lcae luthoritiel iD the
COlt of clpital Irel II a better ..alure of Irovtb to be uled vithiD the DCF
formula to determiae tbe clpitalizatioa!colt rate of equity particularly iD
aD oriliall COlt jurildictioa luch II Conuecticut. Book vllue il I leadiDl
iadicltor of Irovtb rite iD divideDdl. It providel I relloalble aellure of
future cllh flowl froa botb divideDds lad Itock Illel. It aust, of courle,
be Ipprlised ia CODjUDctioD witb treads iD divideDdl IDd elrDials aDd other
Doa-quaatitltive flctorl.

The Autbority bls developed Irovtb coapoDeatl utilizial divideDd,
elruiDls, book values IDd composite Irowtb rates calculated bolb OD I log
liDear basil (preferred) IDd OD I coapoUDd Irowtb rate basil. COmpOWld
Irovtb rites, vbicb Dr. JOhnSOD uled, aay be ailleldial al to the expected
Irovtb treDd due to vlriltioDI iD valuel froa yell' to year IDd becluse lbey
ilDore tbe yean betweeD tbe belinuiDI aad elldial of the IImple period,
yeaI'I wbich iaveltorl lurely cODlider.

Ia our judlllleDt I better aetbod il to calculate the tread of the
Irowtb. We bave plotted the Ictual data for per Ihare divideDdl, earDiags
aad book vilue for 3, 5, aad 10 year periodl coverial 1979-81, 1977-81, IDd
1972-1911. The "best-fit" (1ellt Iquarel) tread liDe bas beeD fitted to
dividead, elruiDls, lad book vllue, aDd tbe treDd liae hiS beeD developed
alld lbe Irowtb rites cllculated.

ID aD effort to aake lbe biitoricil dlta II curreat IS pOllible (With
oDly three aODths reaaiDiDI iD 1982), a 1982 unials forecllt was loulbt
froa tbe Ca.paDy. Tbe oDly IVlilable filure, bovever, VII tbe Ictull SNETCO
fint bllf earllials of $2.9S. Froa dlta oa tbe record, four iDdepeadeat
forecasts vere developed vhich iadiclted thlt the Ca.play'l 1982 earaiall
aost likely vould be $7.00. The Ca.play'l third quarter VII lubsequently
received lad coafiraed tbe $7.00 filure. !be Ilae dlta vere tbea developed
oa a 1973-1982 blSil. All of tbese dlta vere tbea aallyzed oa I 3, S, 10
year IDd overlll balil.

..
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lased 011 our allal)'IeS, we cOllcluded tbat a Irovth cOIIpollellt reflectUlI
dividelld Irovtb oll1y would be 6.13'1, ¥bile Ae refleetiAl c.be toul apecu-
of Irovtb factors would be 4.1111. "

11111)' propollellts of the J)CF .tbodololY reI)' OD divideDd Irovth. Dr,
Irilh.., however, relards reteDtioD .rovth as tbe .ost appropriate .alure.
ID our jude-ellt reteDtioD Irovtb il olle of c.be better approacbes, but lIot
c.be Ollly approacb to Ule 1D developilll all eaUllIte of future Irovtll iA
divideDds. Dr. Irilbam. bovever, cOllsiderl ollly c.be .Olt curreDt aVlilable
SNtT dividelld, elrDill1 aDd blook value data. Ie totall)' disclai.s the ule
of bistorical dlta. fbus, hil allalysb b..ically reflects a aeries of
assumptiolls alld estimates.

ID Dr. Irilham'l otber approacb to reteDtioll Irovtb be utilized pub­
lisbed forecasts by fillallcial allalysts. Witbout the bellefit of their tes­
ti.ollY UDder cross-examillatioD, it is difficult to ascertaill with certaillty
to wbat extellt, if allY. their forecasts rely OD bistorical dlta. lowever,
based OD Dr. Irilbam's pre-filed testi.ollY, it is difficult to cOllclude that
tbe iDvesLmeDt forecists used by Dr. Irilham do lIot ule bistorical dlta to
lome exteDt.

Virtuilly witbout exceptioD, the rate of retum experts UstifyiDg
before this Autbority utilize bistoricil fiDlncill data iD developiDg their
Irowtb compoDeDts for the DCF .odel. fbe cODtroversy relardiDg bistorical
data is Dot re&ardiDI its vllidity Dor appropriiteDell, but ratber, what
particular time period to use .

•
ID our judrmeDt tbe techDique of esti.atillg Irowth expectltioDS .ust to

10Dle ezteDt look at bistorical diu; tbere is DO other HDk to future
eveDts. lut the techDique sbould iDcorporlte a Irovth iDdicator wbich best
represeDts prospects for divideDd Iro~~b. Retention Irovtb does this part­
icularly well; earDiDls aDd divideDd Irovtb aloDe will Dot.

,
the very ract tbat the DCF aetbodolo&y ~lies CODstaDt Irovtb .aDS it

is predictiD& 10DI term divideDd Irowtb aDd Dot Decesslrily divideDd Irovtb
over a sbort period. Sbort term adjuSLmeDts by IlIDalemeDt Illy .Ike divid­
eDds Irow at a biBb rate or: lIIay require the pllliD& of a divideDd .. fbe
Irowtb compoDeDt depeDds UpOD the utility's eamiDls poteDtial aDd its
payout policy. Tbese iD tum depeDd upOD tbe earDiDls base or book value of
c.be utility. ,

'.

If a cOllpany eams a rate of retum OD its equity (r) aDd retaills a
fractioD of tbose earDiDls (b), theD future eamiDls will Irow at a rate of
br (reteDtioD rate ti.es retum 011 equity). AssumiDI the lale of stock at a
..rket to book I'Itio of J.O, book value will iDcrease lolely due to n­
teDtioD. A COlIstlDt payout ratio will cause dividellds to Irow at the same
rate. 111 this illstaDce, Irovtb .asured by eamillls, divideDds, book value
aDd ntelltioD vould be equal. However, becaule c.be payout ratio aDd
eamiDls are Dot alwlys Itable, problems develop if ODe relies upOD Irovtb
from eamiDls or dividellds. Growth ill earDillls experieDce wide fluctuatiolls
reflectiDI Ibifts iD earDiD&s wbicb viII Dot be expected to cOlltiDue iD the
future. Abo, eamillis Irovtb rates will capture aDd cOllpoUDd chillies ill
tbe pattem of allowed retums OD eqUity. thus, hiltorical eamillis Irowth
rates rarely are iDdicative of iAvestor expectlUoDS. Likewiae, divideDd
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Irovtb Ireater thaa book value Irovtb caaaot be upected to COlltlllue oyer
the 10111 nIII. !velltu.lly, witb thil .cendo. the dividelld ,rovth :is .UI- ,',
taiDed It,· • repaymeDt of capital to the iaveltorl t Dot • retlll'D OIl their -.
capital .ad il li.ilarly iaappropri.te.

Althoulb ,rovtb calculatioal are ,eaerally bued oa Iliatorical p.t­
teru. it :is pportallt th.t tbey .re related to curreat iavutor Irovth
eKpectatioal. It il allo pportaat that ia elti.ltial the Irovtb rite oae
coaliderl prolpective lad DOt ..rely hiltoricil elraillil.

We developed our reteatioa Irovtb elt~te by revievial SNETCO'I Irovtb
ia euaiall oa book value lad itl Irovtb ia puceat retaiaed oa a three,
five aad tea year balil botb eatirely biltoricil (1979-81, 77-81, lad 72-81)
lad bhtorical iacludial • projected earaillil Irovtb for 1982 (1980-82,
78-82, 73-82). Averale reteatioa Irovtb WII laalyzed by Ipecific tift
period, witbia the biltoricalffuture cateloriel, lad overall. Ia Idditioa,
we focuaed oa a five period laalYlh .Iaia botb biltorical 1976-81 aad
biltorical plul la '82 forecalt coverial 1977-82. Ia our judz-eat a retea­
tioa Irovtb rate of 5.29\ i& realiltic for pUrpOI" of detemiainl In ia­
veltor required rate of retura by tbe Dcr -.tbod.

Givea I curreat yield raale of 10.06\. 10.60\ Ind 11.09\ (previou&ly
dilculled), • repreleatative yield of 10.58\ would be realiltic for purpolel
of tbe Dcr .etbodoloIY. Couplins tbe 10.58\ yield witb Irovtb facton of
6.13\ (dividend), 5.24\ (reteation) Ind 4.89\ (compolite) relulu in "bue­
boau" utiutu of 16.71\, IS.87\ and 15.47\.

Dr. Irisbam allowed traalactioa cOltl of 5~\ ia additioa to bil bare­
boau uti.atel, ISr. Himlwortb 10\, aad Dr. Johnloa 4\: We coacur that
traauctioa COIU are Ippropriate to prOVide 10lle fiaancias flexibility to
tbe Compaay.

However, liace SNITCO b.. DOt bad I aew Itock hlue in IS yean tbe
appropriate tranlactioa COlt factor il difficult to develop. To arbitrarily
detemiae tbat I 1.10 ..rket to book ratio objective 11 the detemiaiag
factor (Hi.lwortb), or tbat a ..rket prellure allowance of 2.5\ al detemin­
ed by AT&T experieace il Ipplicable (Irilbam) il allo lubject to lome ques­
tion. Ia Dr. Irilha.'s judz-ent I 3-4\ Idjustaeat for uadervritial expeases
.ad feel il .ppropriate, but ao Ipecific lupport was offered ia evidence.
Dr. Johnloa coateaded tbat 4\ il I realiltic Illowance to prOVide fiaaacias
flexibility to tbe Company, coasiderias tbat the relevant data 11 coajec­
tural aad IIsumial it would be Ipplied to tbe total equity proportioa of
capitalizatioa. Ia our judz-ent In Idjustaent for uadervritial expenseI .ad
fees 11 Ippropriate lad consideratioa Ibould be livea to .arket preuure;
bowever, ao Inowaace Ibould be provided for .arket break. Since it is
quutioaable tbat SNITCO will ia fact iuue Itock durinl the period the
.pproved rites will be in effect, .ay Idjustaent would of aecessity Ipply to
tbe elltire equity portion of capitalizatioa lad 1I0t be lillited to aew Itock
illuel only. Tbe Authority coacurl witb Dr. Johnsoa that bil 4\ Idjultlleat
to equity il tbe .ost Ippropriate. .

Addilll tbe 4\ adjultllent for fiaaacial to the "barebonel" JOE eltiutes
resultl 111 tbe followinl raale of eltillates of iaveltor required returas oa
SNITCO equity: 17.41\ (Dividead G), 16.53\ (Retentioa G), 16.11\ (Composite
G).
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All of the precediDg effort repreleDtl a ..the.atical Itteept to deter­
.iDe the .. rket'l apprabel of the dak of SllETCO'a C_OD nock. 111 the .
fiDal I.al,ail, hovever,.the proper rate of retUrD to he Illowed thi. C~­
paDY it I ..Un of expert judpeDt ".ed both UPOD .atheJDItic. IDd apOD
qualitative factors. Further, the rate of retUrD allowed .Ult be b.led upOD
I cODlideratioD of what is jUlt IDd reasoDable, Dot oDly to the CompaDy but
.lso to its custoaers.

lased OD our appraisal of III the factors IffectiDg the risk of this
Company, iDcludiDg thOle Iffected by this DecisioD, we fiDd that I thorough
aDalylis of the .ethodl aDd .tatistical data preseDted by the parties IDd
their expert witDeuel does DOt produce I .iDgle arithlDetically certaiD
figure for the ·COlt of COIIIDOD equity.

ID reachiDg our decisioD, we bave cODlidered the effect of various
Authority policies 00 the quality of the CompaDy's earDiDls. We bave also
takeD iDto cODsideratioD the .upnior quality of the ..DalemeDt of this
CompaDY. We bave looked at the relative risk of this CompaDy, cODsideriDg
Iwards beiDI graDted receDtly to comparable utilities IDd to other DOD­
comparable utilities aDd the return earned by other CODcerns which compete
iD this DatioD'1 capital aarkets. lased OD all these factorl, the eVideDce,
IDd our own iDformed judpeDt, we fiDd a rate of 16.20~ OD COIIIDOD equity
.dequately reflects curreDt market cODditioDs aDd is sufficieDt to allow the
Company to raise Deeded capital.

6. Overall Rate of Return

The Authority fiDds aD overall fair rate of returD for SHEreO to be
12.68~. Tbis returD is calculated as follows:

••Class of Capital
Sbort Term Debt
LODa Tenn Debt
Preferred Stock
COIIIDOD Iqui ty

Total

AmouDt
$ 42,112

!>7!>,OOO
72,2!>0

727,000
$1,416,!l57

Percentale
3.oi

40.6~

5.1
51.3
100.00~

Cost
12 .!>9~

8.79
8.15

16.20

Weighted
Cost
.38i
3.57

.42
8.31
12.68~

,

It is our judpeDt tbat"-the return produced by applyiDI the rate of
12.68~ to the rate base found reasoDable for the CompaDY will be .ufficieDt
for the Company to operate successfully, .aiDtaiD its fiDaDcial iDtelrity,
attract Deeded capital IDd compeDsate its iDvestOrs for the risk IIsUlDed.

F. CurtailmeDt

Biltorically, the Authority bas authorized the CompaDy tD establish
rates which reflected the pheDo.eDoD of "curtail.eDt"; i.e., to give expre.s
recogDitioD to the fact that quaDtities de.aDded duriDg the test ,ear would
have beeD leu bad bigber rates Ictually beeD iD effect duriDg the test
year.
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The CCIIIplDy'a curuilHDt propo..l ill tIl1& c..e differed frOll ita laat
filiDI ill two ai,Dil1caDt reapecta. Firat. tile Co.,aDY provided I co.,re- ....
"eDsive set of coat nrtaUMDt eatialtea ....ed upOD ecoDOMtric coat
~dela. IecoDd. tile Co.,aDy propoaed to uae 10DI ruD curtailHDt eatialtea
rather tIlaD ahort ruD (i.e •• teat ,ear) eatialtea .. were adopted ill tile
last case.

Short ruD curtai18eDt 1& aD eatiaate of the Det c:haDle ill coats aDd
reveDues which ia likely to occur duriDI I teat ,ear period, aasumiDI that
proposed rates had beeD placed 1Dto effect OD the firat day of the period.
The 10DI rWl curtailMDt cODcept uba a quite differeDt aasllllptioD. It
assumes that proposed rates were placed :LDto effect aufficieDtly prior to
the test year to eDSure that all desaDd aDd cost chaDIU iDduced by the
hilher rate leveb were fully adopted by the first day of tile test year,
Testi.oDY iD this case sUllests the ..ximum period Decessary would be about
4-5 years.

Althoulh the policy of the Authority 1& to allow OOWD aDd cODtiDuiDI
c:haDles occurriDI outside of the test year to be reflected iD reveDue re­
quir_Dts aDd rates I the "loDI fUll" 1D this 1DataDce 1& too reJIote from the
test yur to be Ippropriate for rete case purposes. ID additioD, aiDce
receDt experieDce iDdicaUs tIlat tile Co.,aDy files a ,eDeral rate ap­
plicatioD about every two years, 10DI ruD curtailMDt would apaD a period
which is likely to be 10DIer thaD the period duriDI which these rates are
likely to be iD effect. 011 the other haDd, ahort rWl curtailmeDt would
esseDtially cause ODly ODe year's worth of estimated de.aDd aDd cost chaDles
to be reflected iD rates .

AD obvious alterDative to the short/loDI rWl curtailmeDt is a curtail­
.eDt allowaDce which would averale out the renDue aDd cost chaDles at­
tributable to de.aDd repressioD over a two year period; i.e., the Co.,aDY
would recover more iD the first year aDd less iD the secoDd year, thereby
achieviDI eqUilibrium over the two year period. This approach would abo
solve the proble. associated with the flct that Local !teasured Service is
Dot aDticipated to be available Wltil July, 1983. IaleDtially, thia alte,­
Dative would Irant the Co.,aDy approxi..tely oDe-half of aD iDte~ediate-ruD

(two year) Det curtailMDt esti.ate.

Despite the fact that the time period Wltil the Dext rate applicatioD
is WlcertaiD, the Authority cODliders this inte~ediate-rWl approach to be
the best alteruative available aDd will require the rates filed pursuaDt to
this decisioD to iDcorporate this curtai18eDt methodololY.

G. Cost Studies

ID the cODtext of a rate proceediDI, the value to the Authority of cost
atudies ia that they provide a ataDdard alaiDst which to evaluate the rea­
aODableDesa of proposed rate levels. AI iD past proceediDls, tile CompaDy
aub.itted Dumeroul cost atudies which fill WIder tIlree leDual headiDls:
(1) LoDI IWI IDcre.eDtal ADalyles (LRIA), (2) Fully Diatributed Coat (IDe)
atlldies, IDd (3) Imbedded Direct Coat (EDt) atudies. The LRIA 1& relied
upOD by the C~aDY to support rates for competitive aervices, while tile FDC
atudies are used to iDdicate the relative profitability of various aervice
cate,ories, aDd the EDC atudies are used to iDdicaU the reveDue aDd cost
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relationlhipl for the varioUI clallel of .Ichanle service. !be concept and
.echnici of these studiel .uentiany are the s.. al that Dud U the
previoul caae. In that proceedinl, Docket 10-04-11, the Authority directed _"
the C~any to submit ..rlina1 COlt atudiel for at leaat the "Jor lervice
oUerinl1 of the Company. Thia nquireaent "al to 1Ie 10 addition to exist­
iDl filul ~equireaentl. The purpoae of this additional nquireaent waa to
provide aD .conOllic standard alainlt which the Authority could laule the
naloDAblenel1 of the Company's ~atea propolala.

Becaule ratel for private line service in Docketa 77-05-26 and 10-04-18
appeared to be aubltantially below embedded cOlt, the Authority allo
directed the Company to aubmit relulu of an nbedded private liDe cost
Itudy. The procell used by the Company to estiaate these aarlinal and
eabedded COIU lenerally followl the approach uled 10 the COIDJlany'1 LRIA
Itudies. ~rlina1 COltl ellentially were developed by d1vidinl the esti­
..ted five year chanle in COIU by the correspondinl chanle in test year
quanti tiel. Embedded costs were developed by dividinl the total Year 1 cost
.IU..te by total Yur 1 quantities. Tbe LRIA procnl was enained in
Docket 10-04-18 and fOUlld leneral1y to be appropriate.

In tbe inltant proceedinl. we find the COlt Itudiel, includinl the ne~

aarlinal and embedded Itudies. to be appropriate for tbe purpoles proffered.
We Will, in addition, continue our requirement that future rate applications
be accompanied by a full Ibowinl of aarlinal cosU for at hast the major

, urvice oUerinls and embedded COlt Itudies for private line urvices.
Tbese Itudies will be of luitable lubstance and fora to perait an econom­

, ically valid comparilon to be aade between proposed rates and cosu, and
. will be in addition to present filinl requireaenU. .

•

H. Rates

1. Pricing Polisy

Since the 1930'1, the cornerstone of national telecommunications policy
has been UDiversal lervice - that ii, ratel for balic telephone aervice let
low enouch to be affordable by Virtually everyone. The low ratel were .ade
pOlsible by subsidiel flowinl from otber tban balic aervicel. Tbe loal of
UDiversal aervice bal now been ,achieved. Contemporaneoul witb this acbieve­
aent, tbe beniln dominance of tbe Bell System wbicb prOVided tbil COUlltry
with tbe world'i finelt telepbone IYltem was beine challenled by thole wbo
believed tbil dominance had been acbieved in violation of anti-trust laws.
from actions taken by federal .relulatorl, cOIDJletitorl, and tbe Department of
JUlt~ce, a Dew relulatory and Judicially Iponsored telecommunicationl policy
has aerled. Tbe Dew policy will break up the Bell System, open up to
competition aervices formerly provided only by telepbone companies, and at
tbe ..me Uae free AT&T, SNtT, and certain otber telepbone clIIIpanies to
enter .peeialized .arkeu for "eDbanced aervices" from wbicb they were
formerly barred.

!bi. Authority recolnizes tbe inevitability of this dereeulatinl pro­
cess al veIl as the potential benefits of technoloeical advances stiaulated
by the chanle, but reaaiDI comitted to UDiversal telepbone service as an
.ssential part of our aocietY'and economy. We allo believe that tbe tran­
sition to the Dew telecommunications .nvirollllent aust avoid disruptive
cbanln or incruses and aust include .fforU to idona conllllllers of tbe
..jor chanles that will be affectinl them and of the realons for the chanees.
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Vbile competitioD 'oel leDerall, lerre to lower pricel, It doel 10 onl,
for thole Ipecific lervieel wbicb Ire c~etitive IDd for which lilDificlDt
competitioD esiltl. ID the cale of telepboDe lervice, the lower ratel for
competitive lervicel will .eaD lover lubli.iel to balie eschaDle aDd there­
fore Ililber bllic utel. WIleD the relideDti81 cUlt.era be,iD: to lee ud
Ipprecilte I.e of lbe effectl of thil ..erliDI poliCJ, It II pollible tIlat
further relulatory, judicial, or lelillative IctioDI viII be forthc~iDl to·
alter the otberwile iDevitable cODlequeDcel of preleDt polieiel. Ac­
cordiDlly a .oderate aDd cODlervative approacb by thil Authority leeDl oDly
prudeDt It thil tt-e.

Dr. Alellio, ID ecoDomilt appeariDI OD behalf of the CompaDy, teltified
that ecoDomic tbeory lupportl directiDI Ivailable lublidiel to accell
cbarlu II 'iltiDluisbed from ulale ebarlel because there are "positive
uterDalities" anocbted witb ullimiziDI tbe Dumber of people who have
accell to aDd caD be reacbed by telepboDe. Ulale cbarlel, be Itated, Ihould
be priced at tbeir iDcrneDtal colt 10 tbat tbey will Ind tbe proper ec­
oDomic lilaa1l. Tbe \lSale leasitive priciDI tbat tbe Compaay propoled II
Local Measured Service is 10 accord witb thil ecoaomic pbilolopby. (See
lublectioa 2 below for further aaalylil of Local Mealured Service.)

CbaDlel ia teleco.muaicatioal poliCJ are allo leadial to adjustmeatl iD
tbe traditioaal "value of service" pbilolopby jUltifyiDI differeatial ute
levels for bUliDen aad resideatial lervice aDd for tbe three ellCbaale
Iroupl. Telepboae aervice wbicb iacluded aa unlimited Dumber of calli wal
aeea al more valuable to buJiaen tbaa to relideDtial cUltomers. Acron
ellcbaale clulificatioal, nat ute service ia eIIcbaales iD vbicb UDy
telephoDel could be called toll-free val leea al .ore valuable tbaa lervice
iD tbose ia whicb fewer telephones could be reacbed witbout a toll cbarle.
AI dilculled ia lubsectioa 3 below, tbe CompaDY il aow propoliDI to reduce
lomewbat tbe differeatiall wbicb caaDot be jUltified oa Irounds of COlt of
service.

ADotber "Jor cbaale ia priciDI will be required if aDd wbeD cUltomerl
are allowed to relell or Ibare telepboDe lervice. AI a .0Dopoly lupplier of
toll callial lervicel, telepboae compaDiel offered 'ilCOuntl for larle ulerl
throulb Wide Area TelepboDe Service (WATS) aad Foreila IlIcbaale (rx) ratel.
WATS aad rx utes have beeD' Itructured OD aD eneDtially flat ute bllil
ratber tbaD tbe ..alured balil of Mellale Toll Service. If lublcriberl to
WATS or rx liDel were allowed to relell or Ibare tbem, tbe lublcriberl vould
beCOIle telepboDe compaDy competitors for Kenale Toll Service reveDues.
AccordiDI to SNIT liDce the FCC hal approved iDterltate relale aDd IbariDl,
a ..lIured Itructure 11 aecenary to aDticipate relale aad IbariDI io
CODDecticut. AI .ilcuned below, bowever, the Autbority believel that
rellle aDd IbariDI Ibould cODtiDue to be probibited aDd tbat the re­
Itructurial il tberefore unaecellary at tbil time.

The Autbority believes tbat the cbaalel 1D pricial poliCJ Ihould be
accomplilbed al Iradually al pOllible. We alree tbat the CompaD,'. leDeral
poliCJ Ihould cODtiDue to be tbat rltel for competitive lervicel Ire .et at
levell whicb, at a .iDi.um, cover their 'irect COlts, aDd tbereafter, pro­
vide optimum reveDue cODtributioDI witbout beiDI disruptive. Thil poliCJ
will belp to .aiotaio balic telepboDe lervice at affordable levell, I loal
to whicb botb the Compaoy aDd the Authority are fi~ly c~itted.

.0· _0
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As discussed io lubsectioo 1 above, tile COIIploy is propoliol, 00 _

optiooll bllil, a oew uille leolitive priciol Itructure al a key part of tile
chloles it believes Ire oecesllf)' to adlpt to the DIW telec_unic:atiOAI
10virolllDeot. The propoled lenicl, 'esiC08td al Select-A-c.n or toed_
lfeuured Service (UIS), would provide buic Illchiole ICce11 8t a fbt,
recurriol .oothly rite. Uille, however, would be charled Iccordiol to four
elemeots: I» Dumber of calli; 2) duratioo of cIll; 3) diltloce (home tOWD
or cooti,uOUS town); lod 4) whether or Dot the cill is placed duriol the
pelk traffic period. As oriliDllly propoled, tile .oothly accels rite would
be $5.25 for resideoce lervice aod $14.50 for busioess, with Ilch home tOWD
clll rated It 3~ for the ioitial .ioute lod 1~ for elch additiooll .ioute,
aod cooti,uOUI towns rlted It 4~ for the ioitial .ioute aDd 1.5~ for elch
addi tiooal mioute. Off-peak U.e., enDiol/oi,ht, weekeod, aDd holiday)
calli would be dilcounted by 251. All other cilli would be charled IC-
cordiol to the iotrlstate toll rite Ichedule. >

10 the 1001 run, the LKS Itructure with itl leplrlte accels aod ulale
charles would .ake pOllible the cootiouatioo of low accesl char,es, reduced
by remaioiDI lubsidiel from competitive lervices. There are allo Lwo Ihort
run beoefits. First, Iccordiol to ecooomic tIIeory, the LKS Itructure would
leDd the proper ecoDomic liCDals to eosure that lubscribers value each call
It least as hiChly as the iocremeotal COlt of that call. Secood, users
would have a fair amount of cODtrol over their .0Dthly telephooe billl liDce
tIIey would be charled for their iDdividual ullie lod Dot Iccordioc to tile
Iverace usace by a diverse uler Iroup (Le., all relideDtial fl8t rate
lublcribers) •

The Authority believes that the traditiooal flat rate service has
lerved the public ioterest well IDd is ,eoerally reluctaDt to disalcrecate
llrle classes of lervice. Hor would we approve ulace leositive pricioc OD a
.aDdatory basis for the resideotial uler. Mevertheless, we fiod that there
are compellioi' reasoos for approviol tile LKS cODcept 00 ao optional basis
for all custODers where available. Do aoother level, we have lerious coo~

cerDS relardioc the details of tmplemeotiDI tile Dew rate.

These cODceros were funy explored 00 tile record io this cue aDd
iDvolved 1) the ability of custOllerl to uoderstaod the proposal aod cor­
rectly Iltiute the beoefits, if aDY, that would accrue to them, 2) the
removal of the requirement of"'ialiol "I" before ao iotrastate toll can aDd
the associated customer perceptioD problems, 3) silDificaot chaDIe io local
callioc areas for LMS subscribers aod the effect 00 busioess aod trade, aod
4) the lubstaotial differeotial io the ratio proposed betweeD LMS aod flat
service, a wide "Ipread" which could DOt be justified 00 a cost bash aod
which would hive had the effect of unduly aod Irtificially ItimulatiOI users
to chaole from the flat rate to LKS.

DuriDI the heariol, leveral Ilteroative LMS plaos were dilcussed that
remedied 1_ or all of the above coocenas. The Compaoy ul timately ablD­
'oned itl ori,iDal LKS proposal aDd DOW favors the .odified Select-A-Call
Itructure ShOWD OD Late Filed Ellhibit 3D, PlaD B. This plao would retain
elliltiol ellchaole boundaries, establish the .oothly access charle at $6.25
for resideDtial aod $17.25 for busioess customers, aod establish the ..slale
rate at 7~ of the .oothly nat rate. Ullie charles would be let 00 aD
ellchaole rather thao towo balis as follows:
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land 1 - .11 c.lll witbin tbe I •.e ezcbenle
land 2 - all c.lll to borderinl ezcb.nlel

within current I1tended Loc.l (EL)
.re.

land 3 - .11 calli to .11 otber ezebenlel
witbin current lL .rea

IniU.l Additional
"inute Minute , "

.03 .01

.04 .015

.05 .02

•

25", dilcount 1 p••• - 1 •.•. weekdaya, .n day weekendl .nd certain
bolidayl.

Under tbil plan LItS would be .vailable in July 1983 for cUltomers
lerved by Electronic Switcbinl Syltem central officel (.pprozimately
1,075,000 customerl). It ia eltimated tbat .bout 60", of tbe cUltomerl'would
find tbis plan economical based on tbeir current ulale .nd it il anticipated
that about 30~ would lubscribe. (Tbese estimates are based on proposed rate
levels and would chanle witb cbanles in tbe approved basic excbanle rates.)
We believe tbil verlion of LItS will be .ore underltandable to customers. In
.ddition, as dilcussed .ore fully below, we are directinl tbe COIIpany to
inform customers of tbe optionl available to tbem, .nd will .llow
residential subscribers to cbanle back from LItS to fl.t or messale service
witbout cbarle durinl a one year trial period.

For tbe reasons dilcussed .bove, tbe Autbority believes tbe concept of
.n optional usale sensitive local service to be in tbe public interest. In
tbe sbort term, present federal polices cited above will exert lubstantial
price pressures on residential users. Optional rates appear to be tbe best
present .Dswer to allow residential ulers to better tailor • rate which
conforms to their respective UI.le patterns present or future. ltaiDtenance
of. larle, almost universal class of flat rate cUltOllers would only mar­
linally reduce ,the rate to tbat class in toto if LnS were not allowed. Tbe
AuthoritY'1 .hocalion of revenue redUctions .nd .0dificatioDs of ute
desiln considerably tempered and .odified tbe CompaDy's proposals to provi~e

for an evolutionary ratber than. revolutionary transition.

Witb the concerns relardinl t-plementatioD addressed by tbe plan Ihown
in Late Filed Exbibit 30B, tbe Authority will approve that plan .t tbe rate
levels propoled tberein. We iDtend to 8ODitor closely tbe implementation of
LItS .nd the public response to it.

3. Basic ExcbaDle Service

AI discussed .bove, tbe CompaDy proposed to depart from tbe eziltina
3:1 relationsbip between business .nd residence exchaDle service by in­
creasinl busiDess ratel $2 for eacb $1 iDcrease iD resideDce rates.

The curreDt 3:1 rel.tionship is recolDized by .11 partiel to have beeD
eltablisbed witbout relard to cost. fbe propolal to reduce tbil ratio would
produce ••ore re.loDable rel.tioDSbip witb cost aDd furtber recolDizes tb.t
.lterDativel for busiDesl customers to bypasl tbe local excbanle facilities
are emerlinl. The DeC IUllelted • constant 2.7:1 ratio of bUliness to resi­
deDce ratea. This r.tio is very clole to the CompaDY's propos.l.
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The CompanY'1 propoul ~o :lucrelle rites :lu each ellchlnle dudfi­
catioD by the ..me dollar '~lIDt would .ho bnter dip rates with co.t.
The 3:1 ratio for apportioninl the :lucreale between ~oll and bllic aerviee
il allo acceptable.

'nae eo.paDy proposed ~o cODttDlle the pracUce .tarted ia the lut cllle
by reduciDI the ratio between the PBX ~rUDk rite and the iDdividual liDe
rate frOll 1.3: l' to 1:1 becaule of the problnl of adainiatednl a rite
differential between linel and tr=kl where cultomer provided equipment il
used. The CllIIpany abo proposed t.o expand the Rotary BuutiDI chule of
$3.00 per .onth applicable to all lines '0 equipped to offlet this revenue
differential. 1n that this chanle represents a reasonable reaslessment of
the value of lervice relationships between these types of lervices in lilht
of the current envirouaent, we consider ~he proposal acceptable.

As indicated above, the Authority is committed to lIDiversal ~elepbone

.ervice. As part of this commitment the Authority recolnizes that lIDiversal
lervice Deed Dot mean uulimited (or flat rat.e) lervice and will accordinlly
require t.he Company t.o investi,ate t.be feasibility of providin, only meas­
ured rate types of eIIcbanle service to businns customers. Tbe COlllpany
.bould incorporate tbe results of this investilation iDto its Dext I'Ite
filinl before tbis Autbority. .

4. Party Line Service

The Company. proposed to witbdra~ four-party lervice and replace it with
two-party lervice.

Sin,e tbis lervice was made obsolete, in .any locations tbere have been
too few customers to prOVide party line lervice 10 t.bat linlle line service
hn been prOVided at party line rates. In addition, tbe Company believes
that customer Deeds for low priced lervice are better met by ellistinl mes­
.ale lervice or by tbe proposed 1o,al Itenured Service. Tbe Autbority
alren wit.b tIlis rationale and will allow t.be witbdrawal of four-party
lervice as proposed. \Ie do expect t.hlt iD relpoDse to t.his approval the
Company will .ake every effort to ensure that all current four-party
customers wi tb .ore tban two parties On tbeir line are prOVided t.wo-party
.ervice as loon as possible.

S. Local Coin Service

In tbis case, as in Docket 10-04-18, the COIIlpany proposed t.o increase
the local coin rate frOID 10 cents to.20 ceDts per call. This proposal is
based lar,ely upon tbe COIIlpany'1 jud,ment which, iD turn, was influenced by
the results of tbe tRIA &tudies whicb Ibowed De.ative "contdbutions" of
botb the 10 cent and 20 cent rate. The CllIIpany placed little wei,bt upon
IIIIrlinal COlt estimates aDd pricin. efficieDcy in arriviDI at itl proposal.

The eo.paDy provided a naber of cost fi,uru for coiD .ervice. For
its direct case, the CllIIpany developed a IIIIrlinal cost calculat.ion which iD-

: dicated the COlt per call to be 26 ceDtl. Tbis filure ellentiall, reflects
tbe total chanle (increase) iD local coin COlts anticipated t.o occur over
t.he CllIIpanY'1 S year forecast period, diVided by the total chanle (increase)
in local coin messa.es. The cost fi,ure includes both traffic lensitive and
Don-t.raffic lensitive COStl.

.'
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In ~esponse to a Itaff ~equelt, the Cc.panJ p~ovided a Rtotal cOlt" 11­
u ..te of 22.1 centl per call. nail filll~e co~rllpondl to A eaU..U of
21.6 Cllltl per call whicll vas developed iD the lalt call. ,'"

nae eo.pany abo developed eltt.atll of the bcr_ntal ~~affic alll­
litive COlt ,er local coin ..ssale. At a 20 cent coin ~ate, the iDcr18ental
COlt per ~llale il liven to be 10.1 cent., Ad at 10 centl per call, tbe
incre..ntal COlt il 1.4 centl. naele filurel correlpond ~o an iDcre.eAtal
COlt filure of 9 centl per call iD the lalt cale.

Altboulb tile Cc.pany'l allrelate COlt Itudy for local coin service
iDdicated tbat the lervice al a whole il UAprofitable, the Company ackDov­
ledled that tbe propoled recurrinl cllarle for Seai-Public coin lervice viII
cover fully its embedded non-traffic lenlitive COlt, and that a 10 cent
local coin rate would cover tbe averaIe traffic sensitive cost per call.
Consequently, the problem of cost recovery relta witll the provilion of
Public Coin service, altlloulh the 20 cent ~ate proposed by the Company vould
apply to calli placed frOll Public II vell II Semi-Public pay stations.

The pricinl iuue lIere il vlletber or AOt tbe local coin rate Ibould
recover non-traffic lensitive costs as well al traffic lensitive COStl. The
Company obviously must recover both cost elellentl althoulh, as an efficiency
and policy matter, it is not necessary to cover both cost componentl in the
local coin rate. Clearly tbe coin rate sbould recover tbe IIlale cbarle and
tbe Company's Itudies indicate that tbe present 10 cent rate achieves tbis.
If the rate il increased to recover a Ireater portion of the revenue Ibort­
fall attributable to non-traffic sensitive costs, tbe COlIIpanY'1 coin cur­
tailment data indicate that a silnificant reduction in usale would result .
For example, a 10 cent increase in the coin rate would produce in the allre­
late only about 3.7 cents in additional revenue per call because of tbe
reduction in uUle. Given the relatively lIilb price elasticity of coin
lervice vis-a-vis tbe price elasticity for residence and business access, a
.ore·. efficient recovery of non-traffic IInsitive coin costs would rllult
from a relatively Ililht increase to the accels catelories. This would be a
permilsible ,ractice lince botb coin lervice and excllanle accels presentlr
are prOVided by tile Company on a ~nopoly basis.

In sWlllllary the Authority reaffirms the conclusion it reached on this
issue in the previous lenera) rate increase proceedinl, Docket 80-04-18:

The Authority is convinced tbat tbe bilhest reasonable utilization
of the exiltinl local coin facilities is in the public interest.
Pursuinl tbis loal viII therefore require tbe balance of tile total
COlts to provide local coin lervice (specifically the non-traffic
lensitive costs) to continue to be recovered tbroulh lIilber rates
for otber telepbone lervices.

Althoulh this altenative il far fr.. ideal, uxilllllll UII of ~be

inves~ent in place for local coin lervice outweilbs at prelent,
in our opinion, any benefitl lained by removinl a relatively ...11
burden frOll tile basic exchanle ratepayer, who to a larle delree il
allo the coin telephone IIser.

(Docket 10-04-18, Decilion, pp. 14, 15).
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6. lfenase Toll Service

Tile Authority recolnius un lIDifoni increases across tile .ileale 1IaDd -'.'
spect~ result in s~ewllat disproportional increases between sbort haul and
10DI haul calls. rlae problem 11 ellacerbaUd bJ tile fact tIlat a ODe ceat
dlallie ia tile bitial .iDllte cllarle II.. a lilllU1caDtly lreater nveDue
t-pact tIIan a correspolldinl"ODe cellt claallie tD tile additional .illute claar,e.

rlae policy of allocatin, tile increase iD the residual revenue require­
.ellt 011 • ratio of 3 to I, basic eacbanle to toll, bas a 10111 bistory iD
CODDecticut alld we filld no reason to challie it ill this case. The additioll
of 28 Dew rate cellters alld cOllsolidatioll of tile tIIree lonlest rate .ileale
ballds would put the total ISTS Itructure in • better POsitiOIl to deal with
illcreasinl competitioll, yet does not place all undue burdell 011 allY particular
class of subscriber. furthermore, the Authority alrees that, withill the ISTS
atructure, these challles prOVide a better alilDment of claarles and costl.

The proposed increases ill operator anisted" call lurcharles bave the
effect of improvilll the relatiollship of claarles to costs. Another advalltale
to the proposal relardilll these lurcharles is to place proportiollally hilher
charles 011 those calls which represellt the ,reatest collectioll alld verifica-
tiOIl problems. "

" Tile Compally proposal to time COill, lellt-paid toll calls 011 a olle .illute
illitial period, tbe same as all otber ISTS calls, is also reasollable alld is
approved.

Tbe Compally also proposed to charle toll calls based 011 the number of
Ilillutes of cOllvenatioll time ill each discount period. Tllus, if a call is
illitiated durilll Olle discount period, alld the call extellds over illto allotber
period, the billilll would reflect the actual Ilillutes ill each period. Tbis
is found to be acceptable by the Authority alld is approved.

The Company alreed durilll the hearilll that the tillilll of tbe discount
periods is a proper subject to be reviewed alld we will direct that tb..e
Compally COllduct luch a review for the next rate case fililli. III additioll,
the Company Ihould illvestilate the felsibility of fractiollal Ilillute billilll.

7. Wide Area Telepholle Service

In lupport of its proposal to restructure itsWATS rates, the Company
poillted out that the fCC lias ordered AT&T to remove probibitions of resale
aDd Iharilll from illtentate ISTS alld WATS tariffs.' ,It arlued that removal of
the prohibitiolls is inevitable for illtrastate liaeil abo. lesellen, the
Company charled, .ay then lubscribe to WATS which is priced lower thall ISTS
alld resell tille on the WATS at a profit, a procen bOWD ill tbe utility
vernacular as "cream-skillllilll."

lesale alld Iharilll il currelltly prohibited ill CoDDecticut, however, alld
the CompallY did Dot request that this policy -be-cballled. The Autbority
believes that reule Illd Ibarilll Ihould cOlltillue to be probibited ill this
Itate alld that therefore tbere is DO Deed to approve the proposed restruc­
turilll. III recolllitioll of the CompanY'1 Deed for additiollal revenues from
WATS lervice, the Autbority Ipproves III illcrease ill WATS equal ill percellt­
ale to that for ISTS.
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8. Foreiln 1xchlnle Service

Foreiln Ixchlnle lervice VI. propo.ed to be offered Dilly DO a ~1.lle

rite 'uia for lIev cult_n. The CWIIlny propond that DO Jlnuary I, 11184
all n lille. be converted to .uured aervice. The Coqllny :la propoaeel tllil
becauae FX aa currently offereel would provide an attractive profit oppor­
tUllity to re.ellera aDd Ahner. aince it is pdanUy a flat rate aervice
tllit enlblu cu.t_n to avoid traditional ....Ie toll callinl' The
CO~lny cllimed u.e of FX flcilitie. iD this "DDer vould re.ult ill I reduc­
tion of revenuea to tlle CWIIIIlY vithout a proportioDate decrea.e in co.t••

Since re.ale and .hlriDI viII continue to be prohibited, conver.ion of
n liDe. to .eS.lle rite aervice i. lIDDece••lry and the Authority viII deny
the CO~lny·. propo.ll. rellrdinl Foreiln Exchlnle lervice.

9. Privlte Line Rite.

The cost atudiu performed by the CO~lny relardinl local chlDDell
Irouped III locil chlnnels, rellrdless of their use, and did not selrellte
those locil chlnaels vhich Ire u.ed for privlte line service from the typi­
cil subscriber chlnnel. The interveDor position thlt the PL chlnnels used
for security Illrm services are lenerilly shorter in lenlth, Ind therefore
should be seplrlted for cost purpose., is vilid. The Authority is of the
opinion, however, thlt this is true of PL local chlDDels in leneral, Ind not
limited to those PL chlnnel. used for alarm services. Te.timony indiclted
thlt PL locil chlnnel. Iverlle 55 to 70~ of the length of the Iverlge of all
local chlnnell.

The alarm industry Iho claimed thlt the COlIpany could reduce iu
expenses auociated vi th PL chlnnels by utilizinl DeW technologies vhich
tbey hive u yet not done. Complny vitneues re.ponded thlt they hive
reviewed the.e DeW technologies and hive mlde their decision. on the u.e of
these procedures accordingly. We vill direct the CO~lny to aubmit the
resulU of vlratever reviews or studies of these items have alreldy been
performed.

The Authority hu, in put decisions, limited increues of certiiD
rites to a .aximum percentlge in order to Ivoid IIDduly disruptive increlses
in rates. It is Ipparent tblt the 333~ increue proposed for Telpllt 'C'
service is such an IIDduly disruptive increase.

Ia consideration of the above, the Authority vill order thlt the Ip­
proved local chlnnel rites be limited to a ..ximum of 70\ of their associ­
ated embedded cosu, the Telplll 'C' rates vill be limited to a 100\ in­
crease, and all other private line increlses viII be approved as proposed.

10. Obsolete Secretlrill Switcbbolrd lites

the claim of the Connecticut Association of Telephone Ansverinl Ser­
vices tllat tlle proposed increasu are disruptive has considerable .edt,
especially liven consideration of tbe fact thlt iD the last ~ste Clse,
Ipproxi-.tely tvo yelrs 110, these rites vere increlsed by 50\.
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While we alree tllat tbese services are priced below t.be level at vbicb
I positive cODtributioD toward t.be residuel reveDue requiraeJlU of t.be
CompaD)' 11 reaUzed, we feel t.bat aD iIIcreaae of 100'1 or 80re oDI)' ~vo ,ears .....
after ID iDcnase of SO'1 11 ucellive. We will t.berdoft ~pprDge t.be iD­
creases iD product cbarles as proposed but order that all aclDt.bl, rites
alloebted vitll tllese aerviees be Jilereued al propoled ueept that t.be
..ximu. iDcreale aball be <

11. Cable TV Pole AttacbmeDt Rates .,~ ' . .,.

After review, ve fiDd iDappropriate tile aetllodololY uled iD tile 1965
filiDI vbicb establisbed tbe exiltiDI pole .ttacueDt r.te. Tile Cable TV
iDdustry iDterveDon propoled • metbod of allocatiDI the 'DDuel c:.rryiDI
costs OD a per pole basis wbicb utilized various facton, iDcludiDI ODe
wbich .ssilned • portioD of tbe usable Ipace to CATV. Thil .etbod VIS quite
.imillr to that recommeDded by IARUC aDd tbe FCC.

The Authority is of the OpiDioD that tbe existiDI rate lias Dot bUD
justified on the record in this case. It is apparent tllat the existinl rate
Ihould be decreased, altboulh the CATV iDdustry'l proposed .ethod of al­
locatinl the carryinl costs, which resulted in a proposed rate of $2.03, had
.evenl facton which the Authority questions, .nd the entire aethod re­
quires further review by .11 p.rties c:oDcerned.

;.; We will therefore approve a rate for aUacueDt to poles of $3.60 per
. pole per year, pending further revie\o·., .

12. Terminal EguipmeDt
... -

While a 16~ iDcrease iD reveDues from aDy p.rticular catelory of ler­
vice milht be cODsidered reasonable, we must look at the facts lurrounding
that service. The Dial, Series 'Dd tlaDual PBX'I are .11 obsolete Iystems
which .re, overall, providiDI 'D .dequate return at c:urreDt r.tes. PreseDt
Dcr returDS fo.r these services arellaDual - 56.2~, Dial - 1l1.2~ 'Dd
Series - 73.2~. While c:ertaiD items withiD t.bese c:.telories v.n.Dt iD­
c:reases, overall the proposal of the CompaDy is excessive. \

Our review of the iDdividual items withiD the obsolete Iroup iDdicates
that oDly the 755 Dial PBX, the MA 100 'Dd the MA 4011A should be iDcre.sed
IS proposed. The remaiDder of the iDcreases proposed for v.rious termiDal
equipment items were reviewed 'Dd found to be reasoDable. " ;,

We therefore will .pprove iDcreases iD tbe obsolne PBX ·c.telory as
proposed oDly for the 755 Dial, MA 100 'Dd MA 4011A IDd deaythe remaiDder.
Furthermore, .11 other termiDal equipmeDt rates proposed .re found re.SOD­
.ble 'Dd will be .pproved.

13. lIulti-element Non-recurriDg Charges

The preleDt .ulti-elemeDt Itructure 'Dd c:h.rle levels'.er~·foUDd to be
Iccept.ble iD the DecisioD iD Docket Mo. 10-04-18, iSlued iD November, 11181.
However, the CompaDy has proposed. few c:haDles whicb w.n'Dt dilcuuioD.
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AlthoUlh the eo.paDY'. ulual pr.ctice i. to t.pole aD additiooal charle
to lIJ'lrade da.. of aervice. we caDDot approve the applicatioD of the $20
charle ~. relideDtial lublcriberl who try the LKS lervice IDd thea Ifter I
trial period. decide to cbaDle back to fl.t or ~llale rate .ervice. SiDce
the LKS r.te i. differeDt 1D .tructure frQl the ••i.tiDI loc.l r.te•• it ..,
be difficult for cUlto..rl to deteraiDe iD advaDce if LKS vill be ecoDoaical
for the.. We believe. ODe year trial period i. re'loDable. The $20 charle
uy be applied to uundel after the cuat_r lall laad ODe year of ell­
perieDce.

We vill .pprove the $40 cbarle for busiDeal cUltoaerl vho request
chaDaea aDd direct that it be applied to dOVDlradiDI al well II lIJ'andina
lervicel. Thil is baled 00 the evideDce iD thil cale which iDdicatel that a
lubltantially laraer perceDtaae of bUliDel1 cult_rs thaD resideDtial
custollen would beDefit frOll IJtS. lecauae the rbk of a vrona cboice il
sllall. the impOlitioD of a charae appears appropriate aDd salutary to cover
a leaitillate cost.

The application of the Access LiDe CODDectioD Charae for iDstallatioD
of a staDdard Detwork iDterface device on aD e.istiDa service il reasonable
unless the service, vbeD oriaiDally establisbed, Ibould have had this device
as part of the Access LiDe Charae paid at that time. CommeDcin, vith tbe
Decision in Docket No. 80-04-18 (reopeDed) dated 11/12/81, .nd the provision
of customer convenience products, this device VII to be iDcluded in the
$37.75 Access LiDe Charae.

With recard to tbe $20 non-recurrina charle for temporary discoDDect of
service vhicb vas contested by tbe intervenor ConnPIRG, we bave considered
the araUllents .ade on bebalf of colleae students, a Iroup of customers wbo
f,requently request temporary disconnects. We aaree that it b leas costly
for the Company to discoDDect aervice temporarily than to iDitiate a Dew
lervice. The CompaDy's proposal to reduce tbe charae froll $37.75 (tbe
charae for a ,D'" aervice) to $20 is therefore appropriate. SiDce a tell­
porary disconnect iaposes certaiD costs 00 the Company, ve cannot aaree to
elimiDate tbe DOD-recurriDa charae IDtirely. '

Tbe CompaDy's proposal ~ cbarae for a chanae of Daile resultiDa frOIl
uniaae. death or court order would Dot lerve tbe public iDtereat iD ac­
curate telepboDe listiDa and 11 tberefore deDied. All other proposals
reaardiDa DOD-recurriDI charaes are acceptable.

14. Cbarles for "ainteDaDce of Simple IDside Wire

The Company proposed to expaDd the applicatioD of the current $.80
and $1.60 rates for .ainteDance of simple residence and busiDess additional
iDS ide wire, respectively, to iDclude tbe .aintaDance of tbe prillary iDside
vireo

Thil proposal vould have DO r.te t.pact 00 the .ppro.iIlately two-thirds
of the customen vho preaently pay for ..iDUDance of additioDal iDSide
vireo 10 fact these custo.en vould be receivinl .ore aervice for their
$.80/$1.60 rate .iDce tbe uiuUnaDce of the prillary vire vould DOW be
included.
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eustoaers witbout additionll iDside wire currently not plyiDS the $.10/
$1.60 iDcrement would lee aD iDcrel,e abovt the bl,ic exchlDle rate of thi,
aaoW'lt.. •...

Aa it 11 with the euunt practice, thh ..iDteDIDce wrle rill'lie op­
tioDll. Customen ..y choon to do their O¥Il' repain or have the COlIPIDY do
it for a fee bued on tiae IDd ..terilb. ' " ' " '

SiDce this propoul aillplifies the applicatioD of the curreDt' 'iuside
vire chlrle, continues tbe optionll a'pectl of iDlide wire ..inteDIDce and
relieves tbe blsic excblDce rites of tbe burdeD of coveriDc these costs, the
Autbority viii Ipprove the COIlpIDy', propoill.

It ,bould be noted thlt I criticil flctor iD the Authority'l approvil
of tbis cbarle is its OptiODal nature IDd we are therefore CODcenltd'tblt
tbe CoaplDY's curreDt billiDI Ind ioforaatioD prlctice,do not prov£de for
the Decesslry level of detail to eDible custoaers to be IWlre of thei~ op­
tioDs. Altboulb optioDll iD tbeory, iD prlctice tbe offeriDC of inside Yire
.. iotenlnce is now Ilaost alDdltory. ID order to prOVide better informatioD
relardiDI tbis cbarce, tbe Autbority will require the Coaplny to identify
tbis rau elellleDt leplrately OD resideDtial customer billl IDd inform ,·cus­
tomers of tbe optioDI1 Dlture of tbe ,ervice vii bill iDserts. : rhi-,o re-
qUiremeDt is .ore fully discussed iD Sec. IV. H. 16, below. '" :,'

• IS . Product Cbarles
. . -'"1

Tbe increlses proposed for tbese cblrles help to .eet the revenue're­
quiremeDU for tbe YuioUI lervices. These ,services Ire prialrily' com­
petitive temiDal equipmeDt iUlls Ind tbis Itructure UrvlS the COIlpIDy'well
iD tbe iDcrusiDlly coapetitive bUliDess of cO_WlicltioDS temiDII equip­
.eDt.

We fiDd these propose~ pro~uct cbarles rusoDlble IDd Ipprove tbem
IS propole~. "

16. IDfomatioD PreseDted to Custolllers

As competition cluses iDe~lsiDI cblDles iD telepbone rite 'tructures,
cODsumers cln only .Ike iDtellileDt choices if tbey hive adequ.te infom.­
tiOD. The Autbority believu the CllIDP.ny Ibould Idopt I policy of full
disclolure of options aVlilable to custoaers' ,throulb diuureSIUDD' 'of
,eplrate rate eleaeDU OD resideDtial hills. infonltioDal bill l1ip-ins,

I iDfonltioD iD telephoDe directoriel, aDd lervice repre,eDtative~~vho

adequltely explain the choicel aVlnlble to ,cultoaers. We, do Dot 'elie've
thlt lervice represeDtitives are providiDI fulliDforaatioD to custo.ers It
the prelent time. Comp.ny ..DllemeDt Ihould review the litUltioD and t~ke

whatever lteps are DecuSiry to eDsure thlt urvice, represeDtatives properly
t.,leaeDt the policy of full disclosure. • .:',;

Ve are especilily cODcerned that custoaers be ,fully iDforaed Iboat f6e
Dew 1KS rite aDd about tbe .linteDIDce cbarle for iDside wiriDI· Detlill of
the iDforaationl1 prolrla Ire to be deteraiDed at I aeetiDI of the COIlpIDy,
DPVe Itlff, aDd DeC.
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17. Sile of ReDted Te~iDll Equip!eDt

A C~IDY witDel1 teltified tblt SHET il preleDtly developiDI I pllD to
offer cult~erl tbe optioD of purcblsiDI the telepboDes they Ire preseDtly
reDtiDI. the pllD il expetted to be c~leted duriDI the firlt quarter of
1983.

We believe it is reasoDlble to vait I fev ~DthS iD order to ISlure the
belt pOlsible pllD, IDd we viII order tbe CQlPIDY to lubmit the pllD for our
review II SOOD II it is cQIPleted. .

18. TermiDatiOD of Service for HOD-paymeDt of Yellow Pasel Cbarsel

There il DO dispute tbat tbe C~aDY ..y DOt te~iDlte, or threateD to
termiDate, relulated telephoDe lervice for flilure to pay for yellow piles
IdvertisiDI IS failure to pay for UDrelulated lervices, such IS yellow piles
IdvertisiDl, CIDDOt be used .. I basis for termiDatioD of relulated ler­
vices. The Authority believes that the CompaDy should eDsure that its staff
UDderstlDds this limitltioD IS the UDrelulated Ictivities iocrelse.

I. CODstructioD Prosram

The Authority has reviewed the proposed cODstructioD prolrl. IDd fiDds
it basically reasoDable IDd adequate. We Ire, however, cODcerDed Ibout the
pice of the ESS conversion prolra., especially with the implemeDtatioD of
the Delo1 LI1S service, which is oDly Ivaillble iD elIchaDles served by ESS.

SiDce the CompaDy oriliDally commeDced its pllDDed cODversioDs to ESS,
ever iDcreasiDI costl, iDcludiDI hilher iDterest rates, hive forced the
CompaDy to elltend the projected completioD dlte. The Authority stroDlly
urles the CompaDy to accelerate this conversiOD prolra. IDd IhorteD the time
for completioD IS much as is pOllible.

With full cODsideratioD of the Ibove, we Ipprove the CompaDy's proposed
cODstructioD prolra.. ,

J. COmpaDY Hanagement

In the Decision in Docket 80-04-18 cODcerninl thil CompaDy we Doted our
Ipproval of the quality of mlnalement &erviDI corporate Ind public in­
terests. The imprellion continues. The relulated Ictivities remain well
Ind prudently ..naled. We expect this to contiDue. To the elltent that
SNITCO is nbarkinl On UDrelulated endeavors ve vish it vell. However we
expect DO dimunition, dilression or dilution of manalement effortl directed
to relullted Ictivities.

Advlncement of minorities Ind vomen into IDd vi thin upper ..naleHnt
Ind officer levels has beeD slow. We believe, however, thlt this is Ittri­
butlble to the cutblck in persoDDel the C~lny is preseDtly UDderloiDI IDd
the disruptioD ISsocilted with derelulltioD. ODce equilibrium il restored,
ve expect that ..DaleaeDt viii be Ible to live more ItteDtion to the procesl
of IssuriDI that womeD IDd miDorities Ire iDcluded iD the pool of proaisiDI
iDdividuals who Ire Ictively soulht out, eDcouraled, trliDed, Ind promoted.

.....
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Tbe Authority viII order the C~aDJ to auhmit ita Affi~tige Action
.lan before the eDd of JaDuary U83 aDd annually thereafter, ad further to "
report actual results as of aid-year ad year eDd. . t'i-d

- ;'

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

V. FINDINGS OF FACT - TAJLE IV

1.

2.

;.:.

!be test year proposed by the CompaDy for this' rate ca.. applica­
UOD is the twelve aoDths ended Deceaber SI, IN!. ..This' ,test year
:h acceptable for purposes' of SectioD 16-1-54, JlelulatioDs of
Connecticut State AleDcies.

The appropriate :intrastate rate base for purposes of' tids ratiO
case is $993,205,000."

3. The COIDJlaDY's preseDt rate of returD OD iDtrastate rate base is "',,~
lell thaD just, reasonable aDd adequate to allow the COlllpaDy to ".,
fulfill itl statutory duty to the public. '';'

4. The rate of return 00 the iDtrastate rate base the COIDJlaDY would .~'

receive WIder itl requested reveDue requireaeDt would be.ore than,.:, :::-C'f
just, reasoDable aDd adequate to eDable the CompaDY to provide:;: c ,­
properly for the public cODveDieDce, Decenity aDd welfare. • '''''' ;::y.

5. The Authority fiDds that the cost rate of C_D equity, ,for the '.',
COlllpany is 16 .20~, aDd accepts the COlIlpaDy,'s proposed ·cost. rates .:.
for 10DI term debt, short term debt, aDd preferred .tock. When .. :.:c
applied to the capital structure proposed by the COlIlpaDy and. found . J."
reasoDable by the Authority, the overall rate of return OD the
iDtrastate rate base is 12.68~, as sboYD below.

Sh'ITCO Capi Uliut10D aDd Capital Costs
I,

, Weilhted,
Class of caEibal PerceDtaee Cost Cost
Short Term e t 3.0~ 'i239" .m,
LODI Term Debt 40.6" 8.79 3.57 .' .: ,~

,-

Preferred Stock 5.1 8.15 . .42
COIlllOD Equity 51.3 16.20 8.31

Total 100.01 .. 12.68~ ,-_~. ~~f

!bis overall return represeDts the aiDiaum Decessary to enable'the
COmplDY to Ittract capital It reasonable rates, and to allure con- ", '.
tiDued, adequate aDd safe service.

6. A reveDue iDcrease of $89,024,000 after curtaillle!lt, O¥. approxi-, .",--. -- :
..tely 12.31, 11 required to provide the Decenary ,12.6:8" rate of .,.",--:
return OD intrastate rate base. .. ,

'.
7. 1be proposed a.eDdmeDt to the applicaDt' s eaistiDI .ctaeClule of

ratel OD file il unreasonably discriainatory aDd aore thaD just,
reasoDable aDd adequate to enable tbe CompaDy to prOVide properly
for the public cODveDience, Decessity aDd welfare.
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I. late- aDd reveDue- at tile level approved are 1I0t 1IIIrelioubly dis­
criaiDltory DOl' ~re or Ie•• tIllD ju.t, rel.oDlble IDd Idequate to

.,rovide properly for tile public cODveDieDce, .ecellity IDd wel-
fare.

t. Table IV, below, .how. tile illcoee nat_Du nida' nflert tile.
ComplDy'. requested reveDue require~Dt, tile re.ult. of tile
Authority'. IdjuSt8eDt. ADd the reveDue. dened relsoDlble by tile
Authority.

TABU IV

(000 OIIIitted)
IDcome StlteseDt. ReflectiDI

COIllpIDy'.
Requested Resultl ReveDue
ReveDue of Authority Allowed by
Require.eDts AdjustaeDti Authority

OperltiDI ReveDues $ 1,039,115 $ 1,043,615 $ 1,043,615
Proposed IDcrelse 127,944 127,944 89,024

Totll OperltiDI ReveDue •1,167,759 •1,171,559 $ 1,132,639
Totll OperltiDI ExpeDses t 737,986 724,016 724,016

Het OperltiDI ReveDues 429,773 $ 447,543 $ 408,623
Totll OperltiDI rlxes 243,447 253,045 231,338
OperltiDI IDcome $ 186,326 $ 194,498 $ 177 ,285
Other IDcome (Het) 1,603 539 539

~ IDcome from Oper.tioDs $ 187,929 $ 195,037 $ 177 ,824
IDterest DeductioDs 59,478 59,478 59,478.. let IDcome $ 128,451 $ 135,559 $ 118,346
Preferred DivideDds 5 762 5 762 5 762
Av.illble for CommoD $ 122;689 $ 129>97 $ 112;584

11. The'Rem.iDiDI Life .ethod of cllculltiDI depreciltioD will Illow
the COmplDy to recover it. clpi tal iDvest8eDt without over OZ'

UDder recovery IDd will miDimize the risks of capital 10lles
broulht Ibout by tecbnololicil IdvIDces Ind competitioD.

12. Both the proposed Equal Life Group IDd existiDI ViDtlle Life
depreciatioD methods prOVide for full Clpital recovery, but the
ViDt'le Life method is fair to hoth ratepayers aDd the COlllplDy
While the ELG .ethod would iDcrelse depreciltioD chlrles, UDfairly
tippiDI the blllDce iD flvor of the CompiDy.

13. Tecbnololicil IdvIDces IDd the derelulltioD of certliD Ispects of
telephoDe service-, aDd the eDtry of telephoDe complDies iDto
lrell from which tIIey vere excluded, are blviDI IDd will cODt~Due

to hive .ilDificlDt implcts OD the IIlture Ind cost of aODopoly
telephoDe .ervice which will cODtinue to be relullted.

14. The Irowth of competition iD the telephoDe IDd telecGmmUDicltion.
indu.try will tend to reduce the existinl "reveDue contributioD"
or .ubsidy from competitive senices to buic nchlnle rates,
clusinl the basic rites to ri.e towlrd the level of their costl.
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15. '!'be CODcept of ruidud ,ridDI of lI..ic ud.IDle rlttl OD the
IIl1b of vl1ue of IInice us led to rne atructuus vhidl are
!DCODsilteDt with the nliUve costs of providilll the aervices. . ...

.-
16. AllocltiDa the reveDue iDcrelle OD a 2 to 1 ratio for 1>lIlio,sa to

rllidutill buic eld.IDle f1n ratu and illcre..iDI Uae. Ilasic·
elcblA,e I"8tll iD eub of the three eacuDae chu~ficltiOlll.bJ
tile IllIe dollar I.OllDt will teDd to .ove tbe raus ~e Ul JiDe
with their respective cOsts of lervice without beiDI disruptive.

17. The poli~ loal of 1IIlivend telephoDe senice us beeD icbieved
aDd .ust be .aiDtliDed. IDtroductioD of an optioDal rate atruc·
ture based OD usaae leDsitive priciDa. desilDed vith a subsidized
access cbarle and usale charaes based OD iDcre.ental costs, viII
aerve the loal of keepiDI essential telephoDe aervice affordable,' .. ,-

18. As approved by this Authority, Local "easured Service viII beDefit
those vho ~ke fewer aDd ahorter calls tIIaD averale.

19. Subscribers who choose Local "easured Service viII have the aalle
toll-callinl areas as other 11Ibscribers to basic elchanle service,
vill be able to distiDlish toll calls by the Deed to dial ID
iDitial I, aDd viII bave local calls priced at ailoificantly lover
levels tIIan toll calls.

20. Resideotial lubscribers to Local "enund Service .ay daole to
flat or .essale rate service vithout charle durinl a. triil period
of a year after subscribinl to LftS.

2]. The application of the .ainunaoce charle to tile pri.ary ioside
vire, IS well as the additional wirina already covered by the
cbarle, for those vho wish the Company to .aintaio auch virinl,
is a Deceuary part of the transition to a leu relulated en­
vir~ot.

22. The public interest requires that the Company adopt a poliC'1 of
full disclosure of the options DOW Ivanable to aUbscribers vith
derelulation. Such a policy reqUires disallreaation of charles on
resideotial bills, informational bill slip·ins, directory informa·
tion, and service representatives vho provide full information to
custneers.

23. The local coin rate of 10, covers the associated traffic·sensitive
costs of each call snd provides tile hiahest reasooable utilization
of the eaistinl local coin facilities i aubsidy of non·trlffic
sensitive costs from basic ..chanae rates is therdore iD tile
public burest..:;

24. Chaoles io business rate structure which .ay eventually ~ ~ecel·
sary in the new ululatory envirODlleDt ..ay be disruptive .n.eL
Ibould Dot be IIandated in advance of the need.

25. CooUDuaUOD of tile prohibition in Connecticut of resale and
sharinl relloves the need to .ake disruptive chanles in the struc·
tures of roreiln Elchaole and WATS rates.
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26. JD .iev of the evidence thlt privlte liDe locil chaDDels .verale
55 to 70 percent of Ue averale 1enltb of all local chaDDeb,

'I'atea for such channeh sbould be a aallW_ of 701 of Ue n­
lociated e.bedded costs.

27. JD order to Ivoid dilruptive iDcre'lel, Telpak We" rates Ihould be
iDcrened DO ~re thin 1001, and increll,. for oblolete secre­
tarial Ivitchboard rates Ihould be liaited to 50 percent.

28. AI dilculsed in Section JV.I.12, above, Ue proposed increases in
rates for obsolete PBX equipeent, vith Uree exceptions, are
excessive and Ihould be denied.

29. Tbe evidence indicates that CATV pole attachment rates sbould be
decreased from tbe present $4.50 per pole per year; pending fur­
ther review of data and aetbodololY, a $3.60 rate is reasonable.

30. Subscribers wbose service VII installed after November 16, 1981
were entitled to a Itandard network interface device at tbe time
lervice was initiated; if it Was not provided, the Company should
install it upon request and at no additiooal charle.

31. Reduction of the $37.75 charle for temporary discODDect of service
below the proposed level of $20 is not warranted because of the
costs imposed on the Company by a temporary discoDDect.

32. It is not in the public interest to cbarge for a chanle of name
resulting from marriale, death or court order.

j' ,33. Acceleration of the construction program to convert central of-
fices to Electronic Switcbinl Systems would be in the public
interest, especially since LItS will only be available in areas
lerved by luch offices.

I· '

0 ••••

VI. CONCLUSION Ah1l ORDERS •
Based upon the foreloinl, tbe requested revenue iDcrease is denied.

Additional revenue in the a.OUDt of $89,024,000 per aDDUDl over tbe
aDDual intrastate revenues received by the Company UDder present rates and
cbarles is approved, subject to compliance witb tbe fol10winl orders:

1. The Company Ihall file an amended Ichedule of rates and charges in
conformance witb this Decision and desilned to produce tbe allowed increase
in aDDual revenues after curtai18ent.

2. The Company shall calculate curtail.ent usinl the intermediate~rUD

approach dilcussed in Section IV.F., above.

3. The Company Ihall continue to file with the Department on a aOn­
thly bllil the rate of return on both tbe end of the period and averale
common equity for tbe previous 12 aontbs.
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". ".
'. . 4. The Company ahall prOllptly anaqe I _etilla vith DPUC at.aU,

iIlcludina a npresentltive of the C:ons\llltr Aaailt.IDce aDd InforaaUon Di­
vision, and the Division of Consumer COUDsel to discuss the C~anY'1 plaDS
to Upl_ent ita iDiomaUonal proar.. as described ill Sect.iOll IV.B.'16,'
above. '

5. COIIIpany unaaement. Ihall take all neceaaary It.eps to a..ure Wt."
their cvstOller representativel and other employees provide full informati~D

t.o customers and t.bat t.bey properly implement the policy that. reaulated
service ..y not be terminated for failure t.o pay for UDreaulat.ed services "

6. Tbe Company Iball promptly luhmit. to tbe Autbority the results of
any revie\o's or atudies it has previously completed which deal with new
tecbDoloaies tbat could be applied to private lines.

7. As it enters into unreaulated activities, tbe Company sball ..in­
tain its accountina and financial records in sucb a unner that all COlts,
Capitll and opentina, related to UDreaulated business can be properly
identified and disaagrelated.

8. Tbe Company Iball submit its Affirmative Action Plan 'before
the end of January 1983. Furtber, it Iball report actual results
of tbe Plan as of mid-year and year end.

9. As soon as it is completed, but no later'tban April I, 1983, tbe
Company sball submit its plan to sell terminal equipment to customers who
are no~ rentina it.

10. Commencinl September I, 1983 and bi-monthly thereafter, tbe Com­
pany sball report to tbe Authority the numbers of residential Ind business
LHS SUbscribers. Compilations sball be provided sbo~iDa tbe averaae hill by
subclass (business and residential) Ind the number of rearades t.o former
lervice t.hat bave been requested., "

11. In its next rate filina tbe Company is directed to include: , .
I. a full sbo",inl of mUlinal costs for at least the .aJor

lervice offerinas,
b. embedded cost studies for private line services, ".. '.'
c. I study of t.be times for discount periods Ind appropriate

discount amounts,
e. tbe results of,. ita investiaation of t.he feasibility of pro..,

vidinl only melsured excblnle lervice to business customers .

. ~.' ..
-'

"'~

.'!: ..
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.' • We bereby direct that 1I0tice of tbe fOUIOiDI be li'veD by the ActiDI
Executive Secretary o{ tbia Depar~Dt by forwardiDI true aDd correct copies
of of this doc\lllot to parties in interest, aDd due retuna u!te. •...

Dated at Jew BritaiD, CODllecticut, tbis 17th day of Joveaber, 1982.

David J. BarrillD

!SaniD S. toewitb

Thomas H. Fitzpatrick

DIPARIllENT OF PUBLIC UTILITY CONTROL

State of Connecticut

County of Hartford

)
)
)

Ne~ Britain, November 17, 1982

I hereby certify that the {OUloinl 11 • true aDd correct copy of
DecisioD, issue by the Department of Public Utility Control, State of Con­
lIecticut.

Attest:

Raymond P. McGaDDoD
Actioa Executive Secretary, DepartmeDt of Public Utility Control

,


