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BY THE COMMISSION: - 

X 

S T A T E M E N T  

A 

HISTORY OF PROCEEDINGS 

On March 7 ,  7975, Maunta~n States Telephone and T e ~ e g ~ ~ p r ~  

Company ( h e s e ~  n a f t e r  referred t o  as ei ther  '"ountay n Be3 7 ," ' ' ~ ~ o P ~ ~ I P ; ~ ' '  

or '"espondent"') f i led  w i t h  the Cammlssion Advice Letter No i d 7 3  and  

t a r i f f  rev*sions t h a t  would haee resulted in increased rates  on most 

of Respsndene k Colorhado jntwastace telecommunications sea ces 

AccordSng ta  Advtce Letter No, 1073, t he  ef fec t  of the t a r l f f  rev8s"ons 

would be t o  produce addf t r o n a l  gross revenues of $40,323,008, based on 

actual bus3 ness uo7 umes experfenced by Respondent d u r l  ng t he  cal  endat 

year 1974. 



On March 25, 1975, by Oeclsion No. 86545, the Commiss~sn 

ordered that a hearing be held concerning the propriety of the 

tariff vevlslons flled by Respondent under Advice Letter No, 1073 

By Declslon Nos, 86644, 86645, 86646, and 87063, the 

Comm4ssSon prescrj bed procedures for the T i  l %ng of w r  $ tten testimony, 

the takrng of testimony from publtc witnesses and the cross-examsnatjon 

of wftnesses in Phase 1 of this rate proceeding, 

On September 16, 1975, by Decisjon No. 87492, the Commission 

ordered M o b w t a ~ n  Be98 to f~Fe, on or- before Oetobe~ 14, 1975, written 

testrmony and exhf b i  ts an I ssues associated wl th spread-of-the-rates 

and ordered that any intervenor or the Staff of the Commission, ?;f 

they so deslred, f ~ l e  written testlmony and exhfbi ts, on or before 

October 21, 1975, limited solely to issues assoc~ated wdth spread- 

of-the-rates. In Decls~an No, 87492, the Commfssron set 

October 23 and 24, 1975, as the dates on which Mountaln Be1 1 , Inter- 

venors and Staff of the Commission were to produce their witnesses 

who had ffled w~dtten test~mony and exhtbfts on issues associated 

w t t h  spread-of-the-rates, far purposes of cross-examlnat~on of s a j d  

wa tnesses 

On October 7, 1975, by Becfsfon No 87582, t h e  Com~sslon 

determcned the revenue requirement of the Company and concluded 

Phase 1 of thls rate proceeding. in Declslon No, 87582, the 

Commfsslon found t h a t  Mountain Bell , on a test-year basls, had an 

earn? ngs def l cfency o f  $5,236,000 and further found tha t ,  a f  t@u 

appllcatton of the tax factor, an Increase In revenue 9 n  the amadnt o f  

511,466,000 r n  the Compavry's Intrastate buslness w a s  necessary LO 

offset the net operat9ng earnTngs defic~ency, 

On October 14, 1975, Mountain Bell f i l e d  wr:tten testxmony 

and exhjbits of Robert W ,  Heath, Colorado Commercial Supervjsor - 
Rates and Tarlffs; Roger I, Fuller, Corporate Tarlff and Rate Super- 

vjsor; Wllllam E, Corbjn, Marketfng Operations Manager; and, Dr Byron 

L, Johnson, Professor o f  Economics at the Untverslty of C~lovado 
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I1 

SPREAD-OF-THE- RATES 

The Commission's task in this  decision i s  to determine 

which telephone service rates  should be increased to enable Mountain 

Bell t o  earn the additional $11,466,000 in revenue found necessary 

j n  our Phase I decision to allow the Company to provide adequate 

telephone service. Currently, the rates  for the general body of 

ratepayers include hidden costs generated by specific classes or 

users of specialized telephone services. For example, a l l  of the 

costs of providing Directory Assistance and most of the costs of 

provid.ing coin-operated public telephones a re  presently pald I n  the 

basic ra te  of the telephone subscriber even though that  subscriber 

himself may never use those specialized services, I n  making our 

decision today, instead of raising a71 customers' basic rates  

uniformly, which would have continued the subsidy from the general 

ratepayer to the specific classes or users of specialized telephone 

services, we have chosen instead to direct ly  assess those classes 

and users who have heretofore not paid their  own way, Thus, our 

decisions authorizing a 20$-pay telephone c a l l ,  a Directovy Assist- 

ance charging plan, assessment of municipal franchise taxes, and 

the reclassif icat ion of ra te  groups, while appearing a t  f i r s t  

glance to r e su l t  in significant ra te  increases, in r ea l i ty  resus t 

in a much smaller increase required for the general body of rate-  

payers, A1 though the Commission fu1 ly understands the hardship 

of any ra te  increases in these times of inf lat ion,  we believe that  

our decision equitably dis t r ibutes  Mountain Bel l ' s  increased costs 

of doing business t o  those most direct ly  causing those costs ,  



LOCAL COZN TELEPHONE SERVICES 

I n  2&S Docket Ma" 857, Mountain B e l l  proposed t o  r ? - s e  t h e  

r a t e  f o r  a I o c d l  c a l l  from d public or seml-pub1 Q C  telephone faam 

10Q t a  284- I n  Decis don No, 861 03, dated December 7 7 ,  1974, the 

Coiarm\sstcsn d l d  not  approve the 4ncrear;e as requested by the  Cocnpamy 

lde be1 iewe t h a t  prior t o  the Increase I n  
the pub1 tc  o r  semi-pub1 Sc l o c a l  telephone 
r a t e ,  Moliatatam"n Bell shobld be prepared Lo 
have engfneered " D i a l  Tone F4rstU "into I t s  
nctw0"K We be1 leve % t  $ 5  imperaPlve I n  
t h i s  day and age, t o  have access t o  the 
opera to r  and other  emergency serkaces dnd 
t h a t  a 20$ c o i n  r a t e  would make t h i s  o b ~ e c t i v e  
d l f f d c u l t  i n  a subs tan t i a l  number of cases, 

When t h e  Company Cjled Adv~ce Letter No. 1073, on M B " : s  -1, 

1975, It included once agdin a request for an increase i n  the 

:o n telephone serurces f r o m  106 t o  204" F l l e d  w i t h  Aduace Letter 

No, 1073 were a number s f  attachments. In Attachment 5, the  C o ~ ~ p h n y  

showed > t s  p r o j e r t l o n s  o f  revenbe increase,  r@press%on, ronie-3 Y 

c o s t  And the e f f e c t  o f  reduced pay s t a t t o n  comm.n'ssions I n  tke? t t - v * ?  

$he 1c;cal oln r a t e  was Ivbcreased f rom 106 t~ 2Q$c I n  Wt ra rn i i cv5  

s t a t t o n  tnodifacdtrans and an implementatfon schedule far d "  Ipne-  

t q r s t  serv7ce. Attachment 6 con ta ins  three 7 1 s t ~ .  L7st i 

appl  l c d b l e  t o  majar metropol 1 tan areas, such as  Denver, Cobcr d d u  

Spr~ngs and Pueblo ,  comprising 69% o f  s t a t e  coin stallons i n  59 

separate t r f t l c e s  The Company plans t o  begsn arrsplames?;tat :>f 

d i a l - t o n e - f  ars t  i n  these areas on December ; , 1975, w t b  pr L J D L ~ ~ C  

serwlce i n  a l l  o f f i c e s ,  except Aurora and C~Ior&do Spr i r*g;  % ~ n  

by June I ,  1977,  Aurora and Colorado liprhggs Ma-n MI: be e q t ~ ~ p p e d  

w i t h  dral-tone-f~rst capabi l  l t i e s  I n  l a t e  A978 on conberilon t o  

Electronic Swa t c h ~ n g  System (ESS). The Company shows t h e  f a ;  godrrg 

casts w j t h  respect t o  LSst 1 :: I n l t l a ' a  p h a t  +nt~estment, $7,174,800; 



convesslon cos t s ,  $426,000; and, annual recurring costs  , $382,000, 

L i s t  2 on Attachment 6 shows the Company's proposal f o r  equippang 

common control o f f ices ,  plus Extended Area Service (EAS) (15% of 

the s t a t e  coin s t a t t ons ,  In 43 effaces). The Company proposes under 

List 2 t o  commence imp1 ementation of dlal  - tone- f i r s t  on December I , 

1975, w j t h  to ta l  completion by July 1 ,  1977. The Company shows 

L l s t  2 cos t s  a s  $903,000 f o r  in t t9a l  plant  Investment, $16,000 f o r  

conversfon costs  and $260,000 fo r  annual recurring cos t s"  e l s t  3 

on Attachment 6 would lnclude the remaining communi t y  d i a l  s f faces  

( C D Q )  and number one step-by-step off tces  (#lSXS) (16% of s t a t e  

coin s t a t f o n s ,  In 112 o f f i c e s ) ,  The Company proposes t h a t  conwers?on 

t o  d l a l - t one - f i r s t  for  the o f f ices  under L i s t  3 be implemented when 

economfcally feasible. Attachment 6 shows L i s t  3 costs  a s  $3,868,000 

for  i n i t l a 1  plant  investment, $23,000 for  conve~sfon costs  and 

$7 ,I 54,000 fo r  annual recurrtng costs .  

Mr. Fuller  I n  hSs testimony s ta ted  t ha t  the Company's 

proposal fs t ha t  St be permftted to implement the  20t-charge f a r  

local coSn service  immediately, w f  t h  conversion t o  d ia l  -tone-177rst 

a s  provlded I n  Attachment 6 to  Advice Letter No. 1073 Ms, Fuller 

s ta ted  t ha t  30 days would be required t o  v i s i t  a l l  the corn s t a t sons  

t o  prepare them for  the new charge leve l ,  The revenue increase,  

according to  Mr. Ful ler ,  would be $2,122,397, a f t e r  allowlng for  

a 24% repression In the  number of local c a l l s .  The revenue e f f ec t  

f o r  the tes t -year  would be $1,502,120, a f t e r  allowing $390,277 fo r  

annual increase %n coin comrnissfon payments and col Iectlon expenses, 

and a one-tame, noneapi t a l  conversion expense of $230,000" Mr, F u 7  I er 

s ta ted t ha t  the l a s t  time the coln telephone service ra te  was 

increased was 23 years ago in 1952. Mr. Fuller polnted o u t  t h a t  

telephone development 3n Colorado households has gone Prom about 

75% of households i n  1955 to  about 95% of households in 8975, thus 



the number of people who would regard publfc cojn S ~ P Y  See xi 

b a s l c  servace has been substantfally reduced sfnce the  l a s t  rate  

Inc rease  Accordang to M r .  Fuller,  coSn service today nas become 

1argczl.y a corauenler?ce serv?ce for  those wh3 use ' t  the most 

Mr Fuller stated that  cofn telephone servdce 4 %  ma)re expensyve 

t o  pravlde thar other sfngle-1 I ne exchange sere t c e s  and t h a t  the 

cas ts  associated w i t h  ~t hdve more than doubled s'nce the l a s t  

r a t e  I n c r e a s e  an 1952 Mr Fuller referred t o  a s tudy  conducted 

by M r ,  Lynn Nallace, which ~ndacated that  a rekenwe regulvememt 

of $50 per month was necessary In order t o  cover jus t  the c o s t  o f  

the telephone bnSrrument and an outdoor booth, b u t  tha t .  t h e  tes t-  

year  average monthly local revenue generated amounted t o  ~ u s t  

over $25 per month" The study, accordjng to  M r ,  FuTlec, d l d  not 

snca~ide the coa t s  o f  providing central off lce or o u t a ~ d e  p l a n t  

fa:rlat:es or any o f  the coqn collect3on and billing funclaons 

Mr F u i  le r  stated t h a t  an a1 ternate proposal would be 

t a r  the C a m ~ s s l n n  t o  specyf lcaP Ty approve the 20~-local-cosn * & r e  

Increase Immediately, b u t  t h a t  the 20Q-charge be Implemented 2; 

certval o f f  ices are convex ted t o  'Qdaai - tone-f  7 r s t "  opope.d tSor r  

S t a f f  watnes3 D r  George 3" parktns urged t h a t  the Commv s i t o n  side' 

iimpJementat" on of  the al ternate  proposal , that  % s ,  the 20& -charge 

cou ld  be -mpIemented only a f t e r  a central o f f  ~ c e  had been ronberted 

t o  dral-lone-f l rs t  capabal ~ t f e s ,  Dr Parklns  pasnted out t h a t  

once d~al-tone--F'drs% had been engfneered linto a cent ra l  raft i c e ,  the 

ca17er would have the ability o f  reaching a telephone operat3r  

w f  t kou t  charge* This,  accordfng t o  D r ,  ParKlns, would apen u p  a 

certa%n number o f  aptjons tha t  the ComIss4sn may c h o o s ~  f~ authas'ie, 

namely, local c o l l e c t  c a l l s ,  local c r e d $ t  ca l l s  and t ,h?rd nursber 



The Corrmission fs s t l l l  of the opinion tha t  before a 

ca l l e r  Ss charged 204 for  a local coin telephone c a l l ,  the caller 

should have available to him the expanded services that  will 

f l o w  from dial- tone-f l rs t ,  Accordingly, the Comm~ss4on w t l 4  ' 

hereinafter order that  a local call  from a publ i c  or seml-pub1 l e  

telephone be increased from 106 to 204, w f t h  certain exceptions 

to  be noted hereinafter. However, before a cofn station may be 

converted t o  the new 204-charge level ,  the Company must a t  the  

outset hate P l r s t  Implemented dial- tone-f t rs t  In the central 

off4ce serving that  coin s ta t ion ,  I n  other words, the Csrnpany 

shall  convert a central offdce t o  dial- tone-f i rs t  capabi l i t ies ,  

before i t  converts any local coin s tat ion to  the hereinafter 

ordered new 204-charge level.  

As stated above, 5% of the households f n  Colorado do 

not have telephone service? I t  i s  apparent therefore that  for a 

number of these households, coin telephone service remains a b a s l c  

telephone service. :has Comm+ssion Is of the o p i n f o ~  t h a t  cansidepa- 

tion should be g iven to  those households in which a coin-operated 

telephone I s  s t f l ?  a bas4c service. Even Mobntain Bell witness 

Fuller t e s t ~ f a e d  tha t ,  i n  additfon t o  cost ,  eertaln publ5e  -nterest  

eonstderations s t i l l  play a part f n  the pric+ng of p u b l i c  *elepPcwe 

service, In this  context, Mr, Fuller referred to  the existence 

of many coln-operated telephones i n  cer tain locations for erne( gency 

purposes wR%ch produce so l i t t l e  revenue that thear e x - s t e n e e  1 5  

just i f fed only by publ ? c  in te res t  considerations. Moan ta~n  B E '  1 ' s  

surveys established that  public telephones are used not jus t  by the 

poop and elderly b u t  instead a re  used by a cross-sectforb o f  a77 

personso This prompted Mr, Fuller t o  characterfze pubjsc telsphooes 

as  a "convenience" and not a basic service. However, Mr, F U I  lev 



admitted t h a t  for persons who cannot o r  do no t  have a p r i va te  

phone of t h e i r  own, approximately 5% of Colorado households, the 

use of a publ i c telephone must be considered a basic, if not  a 

necessary, service. 

Accomlingly, i n  view of the above, the Commission i s  o f  

the opinion t ha t  Mountain B e l l  should maintain the 10C-call from 

publ i c  and semi -pub1 i c  co i  n-operated telephones, even a f te r  

conversion t o  d i a l - t one - f i r s t  , i n  those locat ions where there 

are  high concentrations of poor and e l d e r l y  persons. We r e a l i z e  

t h a t  i t  i s  impossible t o  ascer ta in  w i t h  prec is ion a l l  such locat ions 

and t o  l i m i t  the use of such telephones t o  the poor and e lder l y .  

However, we are aware o f  the f a c t  t h a t  there are  numerous i d d n t i f i a b l e  

bu i ld ings i n  which occupants r e l y  on publ i c  telephones for  t h e i r  

basic servtce. For example, nursing homes (excluding those having 

no Medicaid pat ients) ,  pub l i c  housing projects,  and other bu i ld ings 

I n  which a ma jo r i t y  of occupants a re  low-income must and should 

have such publ ic  and semi-public telephones ava i lab le  a t  10$ even 

a f t e r  conversion t o  d i a l - t o n e - f i r s t .  Consultat ion w i t h  the Colorado 

Deparment o f  Health and l oca l  pub l ic  housing author i t ies,  i n  conjunction 

w i t h  the Staff of the Commission, w i l l  a f d  and ass i s t  Mountain Be l l  

i n  iden t i f y ing  those locat ions.  



B 

DE RECTORY ASSISTANCE 

Dtrectory Assjstance Service ( D A )  began w i t h  the : ntroduct  aon 

of telephone numbers i n  the 1880" and today provides a means Par both 

busfness and restdence customers to  obtain telephone numbers t h a t  a r e  

not a t  the i r  disposale Although DA 1s provfded as an a d j u n c t  t o  t h e  

custonaesh local dfrectory, and is n o t  fntended to be used as a s u b s t - -  

t u t e  f o r  the d i r e c t o r y ,  a termtnating t r a f f i c  study performed by Mounta: n 

Bell showed that  65*5% of t h e  dfrectory assistance requests were for  

local  numbers that  were readily avajlable i n  the customerb ddirectory 

Currently, a customer Ts not separately charged fo r  DA ca l l s ,  although 

the aperatlng expenses of $6,700,000 for  employxng about 726 operators 

t o  hand1 e the ~ncreaslng ca l l  vol umes (now approximately 185,000 c d  s 

a  day) are rolled i n  the bas1 c rates  of a l l  customers whether c r  not  DA 

servjce -is used, I n  1 i g h t  of the fncreasfng frequency of  DA c a l l  volumes, 

t he  klgh percentage of cal I s for numbers a"8a"eady f n  the c tas t~1wer lc  d3rc.t - 

t o r y ,  ana t he  resul t % n g  unnecessapy expense, the Commission 5 c f  t b ~  

~ p S n ~ o n  t b a t  a DA chargjng plan would reduce unnecesrary ca l l - f ig  and 

related expense and would a l so  more equitably place the bu rde~  o f  sc* t :  

on those customers who use the serv ice  most* 

Mountain Be17 proposed %n t h l s  proceedjng a nonselect~we DA 

chargang plan under which the customer would be cha~ged  20$ f o r  each 

c a l l  t o  local and in t ras ta te  long-dfstance DA af te r  a khree-~a" 4 monthjy 

a1 lowance. Under Mountain Be1 l 9 proposal ,  (1 > no chaege aa1~1 d be ~ a d e  

for  c a l l s  to  Inters tate  DA; ( 2 )  Private Branch Exchange ( P B X )  and  Centrex 

CU customers would receive one Lhree-call monthly a1 l owance ge r centra' 

off lee trunk; (3 )  Centrex CO customers would receive one kbree-call 

a1 lowance for  every eight s t a t t a n s ;  ( 4 )  customers would be allowed a 

maximum of  two number requests each tame they call  the DA; (5) for 

those customers having regular need f o r  numbers outsrde the i r  call:ng 



area, fo re ign  d i r e c t o r i e s  would be prov ided f r e e  o f  charge; and 

( 6 )  co in  telephones, ho te l  and motel guests, hosp i ta l  p a t i e n t s  and 

c e r t a i n  handicapped persons would be excluded from the  charge. 

Mountain B e l l  j u s t i f i e d  i t s  nonse lec t ive  DA charging 

p lan  on two grounds: F i r s t ,  according t o  Mountain B e l l ,  a small 

percentage o f  customers make t h e  m a j o r i t y  o f  c a l l s  t o  DA w h i l e  most 

customers make l i t t l e  use o f  t he  serv ice,  thereby render ing the  three-  

c a l l  al lowance s u f f i c i e n t  t o  cover necessary c a l l s .  For example, a 

study i n  Colorado o f  o r i g i n a t i n g  DA c a l l s  showed t h a t  approximately 

70% o f  t he  combined business and residence customers, exc lud ing  coin,  

ho te ls ,  motels, and hosp i ta l s ,  made th ree  o r  fewer c a l l  s per  month. 

Nearly 40% made no c a l l s  t o  DA, w h i l e  o n l y  20% o f  t h e  customers placed 

approximately 75% o f  t he  DA c a l l s ,  Secondly, according t o  Mountain 

Be1 l , a s e l e c t i v e  p lan  (under which t h e  customer would be charged 

on l y  f o r  c a l l  s t o  DA where t h e  requested number was a l ready i n  h i s  

l o c a l  d i r e c t o r y ) ,  a1 though t e c h n i c a l l y  f eas ib le ,  i s  n o t  economical ly 

f e a s i b l e  a t  t h i s  t ime, The Commission be l ieves  t h a t  a s e l e c t i v e  p lan  

4s the  most equ i tab le  approach s ince customers a re  o n l y  charged f o r  

unnecessary c a l l  s t o  D A Y  whereas, a nonse lec t ive  p lan  un f  a i  ray penal i zes 

c e r t a i n  users, such as students, who may make more than th ree  necessary 

c a l l  s t o  DA per  month because o f  obsolete d i r e c t o r i e s .  Fur ther ,  we are 

no t  s a t i s f i e d  w i t h  Mountain B e l l  k p o s i t i o n  t h a t  implementation o f  

se l  e c t i v e  p lan  woul d cos t  more than i t  would save. Accordtng t o  M r  , 

F u l l e r ,  Mountain Be1 1 in tends  t o  u t i l i z e  f o r  recordfng DA ca l  I s  t he  

e x i s t i n g  long-dis tance Automatic Message Accounting (AMA) equipment. 

The AMA equipment records the  c a l l i n g  customer" number on tape w i t h  

the  d i a l i n g  o f  t h e  d i g i t  "1" and enters a l l  d i a l e d  d f g i t s  t h e r e a f t e r ,  

The in fo rmat ion  from the  AMA equipment i s  f ed  i n t o  the  b i l l i n g  computer 

near the  end of t he  b i l l i n g  c y c l e  t o  a r r i v e  a t  t he  customer's f i n a l  b i l l .  

M r ,  F u l l e r  t e s t i f i e d  t h a t  t h e  DA operator  has no r e c a l l  access t o  the  



AMA equipment and, therefore,  has no means o f  negating an e n t r y  by 

t h i s  equipment, However, he admttted t h a t  i t  would be possfb le f o r  

t he  DA operator,  on ssnecessaryss c a l l s ,  t o  record t h e  c a l l i n g  customerds 

number on a computer card whtch could a1 so be fed  i n t o  the  b i l l  i n g  

computer t o  negate t h e  c a l l  recorded by t h e  AMA equipment o r  merely 

record a c r e d i t  f o r  t h e  necessary DA c a l l  on t h e  customer 9 bbi 1 l . M r  , 

F u l l e r  esttmated t h a t  t h f s  " t i c k e t i n g "  by t h e  DA operators would Increase 

t h e  l eng th  o f  t he  average DA c a l l  , now 36 seconds, by almost 50%, 

thereby reducing by t h a t  amount t h e  opera tor 's  t ime t o  handle o ther  

c a l l s ,  This would have the  e f f e c t  o f  increas ing the  need f o r  more 

operators, However, t h e  c a l l  repression resu l  t l n g  from t h i s  p lan  would , 

of course, a l so  markedly decrease t h e  number o f  DA c a l l s  t h a t  would have 

t o  be handled, al though Mountain B e l l  had no est imates on t h a t  savdngs 

Accordfngly, Mountain B e l l  w i l l  he re ina f te r  be ordered t o  conduct an 

economic f e a s b b l l f t y  study o f  such a s e l e c t i v e  DA charging p lan  and sub- 

m f t  a cos t -bene f i t  ana lys is  o f  such p lan  w i t h i n  sbix months o f  t he  e f f e c t i v e  

date o f  t h l s  decis ion,  f o r  t h e  Comiss lon ' s  f u r t h e r  review, 

Although a se lec t f ve  DA charging p lan  i s  the  most equ i tab le  

approach, we be l i eve  t h a t  a nonselect ive p lan  w I t h  a h igher c a l l  allowance 

than proposed by Mountain B e l l  w i l l  prov ide a f a i r  s u b s t l t u t e  and y e t  

st111 r e s u l t  i n  s ign i f4can t  cos t  savings t o  the  Company and the  customers* 

The purpose o f  any DA charging p lan  i s  t o  reduce unnecessary c a l l i n g  t o  

DA and thus expenses t o  t h e  Company whtch a re  u1 t i m a t e l y  borne by the 

general body o f  ratepayers* Since a t  l e a s t  65% of DA c a l l s  f n  Colorado 

are unnecessary, a proper DA charging p lan  would be one t h a t  had approxi-  

mately t h l s  repression e f f e c t  upon DA c a l l  i n g *  However, upon the  counsel 

o f  t he  American Telephone and Telegraph Company (AT&T) , Mountain Be4 l , 

l l k e  a l l  o f  t he  o ther  B e l l  operat fng companies making such a proposal, 

has proposed a t h r e e - c a l l  allowance, 20$-plan w i t h  an est imated call  

repression o f  80%. As even a Vice President f o r  Mountain Be1 1 concluded 



( E x h i b i t  No. 59), such a proposal, wh i l e  perhaps proper f o r  Cincinnata, 

may n o t  be proper f o r  Colorado wZth i t s  growth and h igh  m o b f l i t y o  Growth 

and h$ gh mobTl7 ty  renders telephone d f r e c t o r i e s  obsolete, thus resu8 t I ng 

i n  t he  need t o  use DA. Moreover, t h e  mu1 t i t u d e  o f  d t r e c t o r l e s  i n  

Colorado, a l l  o f  whfch are  no t  ava t lab le  t o  the  customer, compared t o  

one d f r e c t o r y  f o r  t h e  Cincinnat f  area, leads t o  a greater  need t o  r e s o r t  

t o  DA 9n Colorado, At 1 of these f a c t o r s  d i c t a t e  a hdgher ca l  1 a l  lowance 

than proposed by Mountain B e l l .  

In d e t e m f n i n g  t h e  proper a1 lowance f o r  Colorado, t h e  e x p e ~ i  ence 

I n  o the r  ~ u r % s d f c t I o n s  Ts h e l p f u l .  The f o l l o w i n g  i s  a I t s t  o f  j u r i s d f c -  

t f o n s  havlng nonselect ive DA charging plans and t h e  c a l l  repressions 

~ e s u l t j n g  from each: 

A~4zona -- 5 -ca l l  a l  lowance/lO$ per c a l l  -- 65% 

CfncTnnatT -- 3-ca l l  allowance/20$ per  ca l  I -- 80% 

El Paso, Texas -- 5 -ca l l  allowance/20$ per  c a l l  -- 75% 

Georgia -- 5 -ca l l  a l  lowance/20$ per  c a l l  -- 75% 

New 'fork -- 3 -ca l l  a1 lowance/lO$ per  c a l l l c r e d i  t undes 
3 and charge over 3 -- 40% 

Wisconsdn -- 5 -ca l l  allowance/lO$ f o r  nex t  5 ca l l s /20$  
per  c a l l  over 10 -- 60% 

I t  would appear t h a t  almost any form o f  nonselect ive charging 

p lan  has a substant ia l  repress ive  e f f e c t  on DA c a l l  tng, Both Georgia 

and El Paro, Texas, have a f i v e - c a l l  a1 lowance and 20$-plan and both are 

experiencing 75% repression, S t a f f  witness D r .  George J, Parkins t e s t q -  

f l e d  t h a t  s tud ies  from New York and Wisconsin i n d t c a t e  t h a t  It costs 

a p p r o x f m t e l y  96%$ and 796 per  c a l l  t o  DA i n  those ~ u r 3 s d i c t i o n s ,  

respectively, which f u r t h e r  j u s t i f i e s  a 20$-charge. Thus, we f i n d  and ' 

w i  11 here ina f te r  o rder  t h a t  a f i v e - c a l l  a1 lowance and a 206-DA-chasglng 

p lan  which w i l l  r e s u l t  i n  a 75% repression o f  DA c a l l s ,  i s  cos t  j u s t % -  

f l e d  and Js j u s t  and reasonable. A l l  o f  t h e  o the r  facets  of Mountasn 

B e l l ' s  p lan  are  approved w i t h  respect  t o  the  p lan  adopted by t h e  



Cornmisston wi th  the followf ng three exceptions. Fr rs t ,  a1 1 patient- 

subscribed for telephones % n  health care fact1 i t f e s  (not merely haspi ta l  s )  
i 

should be exempted from DA charg~ng Secondly, the Compkny should a1 so 

develop a plan to  exempt persons who can" read, perhaps Sn canjunctrow 

~ 4 t h  the Colovado Department of Social Servfces, In sdd4t1on t o  those 

persons who are physically or visually handicapped and t h b s  unable t o  

use a directoxly, And, f ina l ly ,  we see no valid reason for exempting hotel 

and motel guests Prom t h e  charge as proposed by Mountafn Be71 

Dr, ParkSns recommended a graduated plan w i t h  three uncharged 

c a l l s ,  a charge o f  10$ per cal 9 on the next  three cal Is, and a charge of 

20t per c a l l  theyeafter t h a t  would have an annual revenue effect  of 

$2,690,000, which MP, Fuller thought was a reasonable estimate for s~ ich  

plan Mabntajn Be1 1 k pprposal, based on an expected 80% Peppessaoo, 

accordang t o  Mv, F u t  l e r  would have an annual revenue ef fec t  sf $3,124,320" 

I n  I s g h t  o f  the s l rght  v a r i a t d o n  i n  represslon effects  o f  those s tales  

h a v j n g  DA charging plans as shown above and the slm4lasity between Df 

Park%ns>roposed plan and t h a t  adopted by the Comm~ssion, we find t h s t  

the reyenue e f f e c t  of t h e  C:te-call  per month a:lowance and 2Q$-plan 

adopted by the Comm? ssion MI 9 1 a1 so be approximately $2,690,000 SI nce 

Mountawn Bell wll7 not implement t h l s  plan for  seven months, and has 

f n d ~ c a t e d  tha t  J t  would be fi lang 4n 1976 for  another general ra te  

Increase, we w l 1 1  only u t ~ l f z e  fdve-twelfths of that  annual amount o r  

$ 1  , I  20,833 toward the total  revenue requirement of $1 5,466,000, as a u t  hof-  

lzed by the Commission, and ~ 1 % '  a1 low the non~ecurrfng expenses associated 

. w i t h  "start-up",  If for  some reason Mountain Bell sees the adequacy sf 

the revenue authorized I n  thas proceeding and does nct f d l e  for  a gene! a l  

ra te  increase i n  7976, the GommissSon will (n i taa te  a proceeding t o  

evaluate whether further redbct~on o f  basic rates i s  just i f ied as a 

resu l t  o f  the savings due t o  the DA charging plan, And, f ~ n a l l y ,  Mountasn 

Bell should n o t  discharge any permanent ful l  -time or permanent pawt-time 

DA operators as a resul t  o f  t b l s  DA charging plan, but  ~ n s t e a d  s h o ~ l d  

reduce operator force through a t t r r t l s n  and reassignment, 

-1 6- 



C 

Mountain Be1 I ,  I n  Advlce Letter Noa 1073, stated the Company 

f s proposing that  munlcf pal I lcense, grass receipts,  franchise or 

occupat"lna1 taxes or other impositions, which are  levied an local servjce 

revenues should hereafter, and Snsofar as p~ac t i cab le ,  be passed on in 

thefr  e n t l r e w  to  the customers Sn the area wherein such taxes, i m p o s ~ t ~ s n s  

o r  other charges are jmposed, This 4s a reff l  fng of the same proposal 

that  was assocfaded w f t h  Advice Letter No, 987, dated May 32, 1974, 

whfch was r e ~ e c t e d  by the Commission f n  Declsion No, 86103, dated 

December 20, 1974, Dr* Byron L o  Johnson, Professor of Economtcs a t  

the University of Colorado, presented the Company's proposal, Dr, Johnson 

pointed out i n  hls testimony tha t  65% of the customers of Mountaln Be1 1 

i n  Colorado 14ve in ju~f sd lc t ions  imposing efther munlcfpal license, 

gross reeel pts , franchf se or occupatl onal taxes and that  approximately 

35% of the Company" customers live I n  areas not levying such taxes 

Dr, Sohnson a~gued that  the burden of these local taxes f a l l s  inequjtably 

as among ratepayers, w i t h  the burden fa1 l lng most heavily upon subser I beus 

livlng outside taxlng jurisdfctlons,  or I n  jurisdictions levying a low 

ra te*  Dr, Johnson polnted out that  subscrf bers l ivlng in j u r~  sdrecaons 

levying the fu l l  3% are not being charged i n  fu l l  for  the payments made 

to  the i r  towns and e l t l e s ,  Snasmuch as the costs of the Company ~eswithnq 

from these local taxes a re  spread across a11 customers in the State  st 

Colorado, Dr, Johnson stated that  the present f l a t - r a t e  allocation of 

these special taxes i s  a conti n u 1  ng encouragement to  those Jur i s d l c t ~ o n s  

which have not yet levied such a tax to  do so, or Is  a standfng 7r1vrta- 

t ion  by t h i s  Commission t o  a l l  c i t i e s  and towns to  increase such taxes 

t o  3%, 

Testfmony produced a t  the hearing tends to corroborate DP 

Johnson's statement, In his written testimony (Exhl b ~ t  TI, Dr Johnson 



sets  o u t  I n  tabulation form the number of jurisdictions ln Colorado 

levying a mun~cipal Ilcense, gross receipts, franchise or occupational 

tax  and the r a t e  of sajd tax,  as fallows: 

Rates 
P 

Number of Jurlsdlctions 

Dr, Johnson s ta ted that  he comp3led the above tabulation Prom Exh lb t t  7 

(page 1 )  introduced fnto evidence In  I&S Docket No, 867' Upon request 

a t  the hearfng, Dr, Johnson updated th i s  tabulation, The updated 

tabulatqon showed tha t  between the Lime ExhSbiL 7 dn X&S Docket Nofl 867 

was prepared and the date of the cross-examination of Or, Johnson on 

October 23, 1975, two communities ( leadvi l le  and Buena Mlstaj had 

Increased the i r  ra te  from 2% t o  3%; t ha t  f lve  communlLIes (Dil I o n ,  Federal 

Heights, Loch Bufe, Plattev4lle and Poneha Springs) had adopted for tire 

f l  pst trme, municfpal l icense, gross r e c e ~ p t s  , franchise or aceeppat~orra 1 

taxes  a t  the 3% rate; that one community (Idaho Spr~ngs)  adopted such d t d x  

a t  a 2% r a t e  and that no community had lowered or abandoned such taxes Dr 

Johnson tes t i f fed  that  with his present ~nformatlon, three Jurrsdlctlonr 

were charg lng a t  the 1,5% ra te ,  50 juvrsd~ct ians  a t  a 2% rate,  one j u w r b -  

d f c t l o n  a t  a 2,5% ra te  and 49 J u r ~ s d ~ e t ~ o n s  a t  a 3% r a t e ?  

The Colorado Flunics pal  League has requested t h a t  the Comm~ss*on 

Dncorporate by reference the testimony o f  t t s  witness on the i s s u e  o f  sdc- 

charging municipal 1 ieenre, gross receipts,  t r a n c h ~ s e  or occupatlsnd r 

taxes I n  2&S Docket No, 867, whlch request has been prev~ously grantea 

In I&S Docket No, 867, Municipal League wltness H *  4 Capland, $ r e ,  

1 ,  Thlis 9s apparently 9n error since Exbra b ~ t  7, page I (introduced rrr 
I&$ Docket Nop 867) shows th l s  as "Denver (#131), '"  



testlfled that Mownta~n Bell was attemptrnq to pass on to the telephone 

customer those costs o f  the Company o f  doing busrness whlch perta~ned to 

street repairs, use o f  s t reets ,  a l l ey s  and r l g h t s  of way -- w h ~ c h  cos t s  

are created by the Company and covered by the t ax  upon the Company" gross 

revenuer& Mr Copland testified further that these costs are costs 

created by the Company f o r  dodng bus~ness wlthln t he  munrclpdlaty dnd that at 

would be hard to determine whether the costs Lo the locai  government vvewe 

more than the Company pals  

The Comm~ss~on I n  t w o  p r l o r  (a te  proceedings lnvolvfng Mountarn 

Bell, namely, Appl~cat~on No 23116 and k&S DockeL No, 867, rejected 

Mountain Bell" reques t  to Impose munacspal license, gross receipts, 

franchase or ~ccwpatfonal taxes  as an add~taonal surcharge on those 

customers 1 ibkng in munlclpal~ties wheresn such taxes, imposrliuns, 

OF other charges a r e  l e v i e d *  f t  has beem the Commlss~anb pooFicy nut 

t o  permft surehargsng o f  munlespa\ subse r  tbers w f t h  the warrous muni- 

c lpa l  t a x e s s  unless the  m u n ~ c ~ p a l  fpdnchfse or 19cense taxes exceeded 

3% of local revenue, Dr, Johnson tess~tsed w ~ t h  respect to thas 3% 

level t h a t  i t  i s  a standing an~ ~ t a r a o n  by the Comm?ssian to a17 c r t i e s  

and towns t o  inkpease shch taxes t o  3 X c  ke note from the evlden~e sub- 

m~tded by D r  Sshnxon t h a t  I n  apprsxrmately the last  year to a year and 

a half  t h a t  an addit~onal efght mwn~cipal~tses e l tkea  lntreased or 

enacted for. the  first ttme a 3% mmun~o:l'pal t a x  upon t h e  Coanpanj Dr 

Johnson further argued that concealment o f  the t a x  4n the general tasutf 

f a f  1 s to encourage tar csnser ousare3s. Fut "eermore, i .d appears t o  errc,ouualqe 

the use of a tax, which at the moment seems t o  be d way of e x p o r t ~ n g  a 

mun~cipalltyh t a x  requirements to those persons u n a b l e  to relast ,  o r  t*) 

enjay any benef r t s  therefrom, Dr Johnson pol nred out t h a t  four stdtes,  

by statute, author rime passing on t he  Cull amount of local taxes  dnd t h a t  

20 states, by Commasslon order, pass sn the fu l l  amount sf such I o s ~ F  

taxes Only two states, Oregon and Georgra, share Colorado% pposlelon o f  



perm1 t t lng the surcharging of local taxes above 3%; while Myominq and 

Florida use I % ,  Vfrgtnta 0.5%, and Arkansas $*86 in small towns and 

$le07 I n  others,  

The Commission has been persuaded by the Company % n  th i s  

proceedfng that  3t should change i t s  pol tcy with respect Lo surcharq~ng 

local taxes and should now order the swrcharglng by the Company o f  the 

Cull amount of such muntcipal Ilcense, gross receipts,  franchise or 

occupational taxes to  those customers a n  the taxing ~ u ~ i s d l c t ~ o n s  wherejn 

such taxes are  levled, Furthermore, i n  keeping with the Comm~ssdon's 

heretnafter determination that  specffic charges by the Company should be 

"unbundled," the Company shall hereinafter be ordered t o  separately 

11sL LhSs item upon the customer9 bbrll, 

D 

M A I N  SPATTON RATES 

Mountaln Bell witness Robert W *  Heath t e s t i f i ed  that  over the 

years since 3953, maln s tat ion rates o f  the larger exchange group bwsn- 

ness services have been increased a much larger percentage than t h e  

smaller exchange business services, and tha t  the same 1s t rue,  to  a lesser 

degree, I n  the resrdence services rates ,  Hr, Heath argued that  because 

aC the ra te  changes I n  the past ,  the disparity 4n ra tes  between the 

largest  and s m l l e s t  exchanges has become too wide, leading now t o  the 

necessjty of narrowjng the d l f fe rent fa l ,  Consequently, Mr, Heath proposed 

50 the Commfssisn a constant dollar increase I n  h3s recommended propasdl 

(Exh ib f t  52, pages 9 and 10) and a constant dol lar  increase I n  both  of 

h l s  a1 ternate proposals (Exhiblt 52, pages 11 and 721, Aceordlng t o  Mr, 

Heath, a constant dollar fncrease means that a19 r a t e  groups wlB1 receive 

the same dollar r a t e  increase for a particular service, Mr Heath stated 

that  over the past several years, the dol lar  drfference f n  what a large 

exchange customer pays for maln s t a t ~ o n  servfce and N h a t  a small exchange 

customer pays for  the same servlce has become too large It w d s  t h e  



Companyts%eling t h a t  the value of this service does not differ that much 

between largest and smallest exchanges. Furthermore, in a l l  likelihood, 

the cost of providing services does not vary t h a t  much between the different 

sizes of exchanges. Staff witness Dr. Parkins agreed with Mr. Heath t h a t  

the present differential between what a customer pays for main station 

services in the largest exchange i s  too wide. I t  was Dr. Parkins' opinion 

t h a t  justification no longer exists for either the wide spread in rates 

for similar services, or for 10 rate groups. Consequently, Dr. Parkins 

proposed t o  the Commission a regrouping of a l l  existing exchange rate 

groups. Dr. Parkins proposed in his testimony t h a t  the existing 10 rate 

groups be restructured into five rate groups. Dr. Parkins proposed t h a t  

the existing Rate Groups I and I1 be combined into a new Rate Group I ;  

t h a t  existing Rate Groups I11 and IV be combined into a new Rate Group 

11; that existing Rate Groups V and VI be combined into a new Rate Group 

111; t h a t  existing Rate Groups VII and VIII be combined into a new Rate 

Group IV; and, t h a t  existing Rate Groups IX and X be combined into a new 

Rate Group V .  Under Dr. Parkins' proposed regrouping, Rate Group I would 

include all  exchanges i n  the state having a terminal (main stations plus 

PBX trunks) range from 1 t o  2,000 terminals; Rate Group 11, all exchanges 

having a rate group terminal range from 2,001 t o  8,000; Rate Group I11 

having a terminal range from 8,001 t o  32,000; Rate Group IV, having a 

terminal range from 32,001 t o  125,000; and Rate Group V, al l  exchanges 

exceeding 125,000 terminals. B o t h  the proposal of Mountain Bell witness 

Heath and S ta f f  witness Parkins would lead t o  a narrowing of the 

differential between rates for similar services in the smallest exchange 

and the largest exchange. 

After consideration of the testimony of Mr. Heath and Dr. Parkins 

t h a t  the differential between the small er exchanges and the 1 argest 

exchange for similar services has widened too much over the years since 

1953, the Commission will not order a percentage increase in existinq main 

station rates. We do, however, accept Dr. Parki ns' proposed regrouping 

together w i t h  his recommended repricing of main station service, and do 

accordingly hereinafter order the same. 



E 

CONTIGUOUS EXCHANGE TOLL CALLING 

Cantiguous exchange t o l l  c a l l  r n g  was f i r s t  lntsoduced as 

an experimental offering in January 1973, Contf guous exchange to1 9 

cal l  i n g  i s  a two-way call  lng servlce avajlable between 21 selected t a l l  

ra te  points in the State o f  Colarado. the present ra te ,  an a per-call 

basis, i s  106 for  the f i r s t  three minutes with regular customer d i a l  

message do1 1 for add4 t9 onal per-minute Pate l evels thereafter , 

Contiquous exchange to l l  mervlce was ordered by t h i s  Commission i n  

DecisSon Moo 81320& a f t e r  hearings in I&S Docket No. 727.  Testimony 

was presented J n  I&S Docket No, 717 that  in certain parts of the S t a t e  

a call  from one nefqhbor to  another neighbor jus t  across an exchange 

boundary 14 ne resul Led % n  to9 1 charges, Consequently, contiguous 

exchange t o l l  call  Jng was ordered by the Commf ssion on an experimental 

basis. I n  I&S Docket No, 867, the Commission approved a t a l l  rate 

jncrease which iincreased *:ustsmer-dialed t o l l  rates In shorter mileage 

steps; however, the rate for the f i r s t  three minutes on cant~guous 

exchange Lol"sa1ls .was n o t  increased, MountaSn Bell witness Rogev T ,  

Fuller recommended to the Commdss ion that  the i n 3  t i a l  three-m~nwte 

Pate for  contiguous exchange t o l l  calls should be increased f r o m  10$ 

to  206. Evidence submitted by Nrb Fuller showed that  there was a 76% 

discount, vis-a-vis a regular t a l l  c a l l ,  for  contiquous exchange to1 l 

c a l l s  up t o  SO miles i n  dis tance,  a 79% discount f a r  ca l l s  b e t ~ e e n  

11 end 16 m i  1 es ,  an 82% discount for cal Is between I 7  and 22 m i l e s  

and an 84% discount for  ca l l s  between 23 and 30 miles, Even with 

an increase from lO$ t s  20$, as proposed by the Company, a contiquotlis 

exchange to l l  cal l  of less than three-minute duration and less t h a n  

10 miles will be discounted by 51%, Par ca l l s  11 to  16 miles I n  

distance by 58%, fo r  ca l l s  17  do 22 miles in distance, by 64% and 

for  ca l l s  23 to  30 miles I n  distance, by 68%" 



We do n o t  t h i n k  t h a t  t he  Company's proposal  i s  unreasonable. 

Furthermore, i t  w i l l  be i n  l i n e  w i t h  t h e  Commission's approval  o f  

t h e  i nc rease  i n  l o c a l  c o i n  te lephone r a t e s  from 106 t o  20$. The 

r a t i o n a l e  u n d e r l y i n g  t h e  Commission's i n i t i a l  o r d e r  e s t a b l i s h i n g  t h e  

cont iguous exchange to1 1  c a l l  i n g  r a t e s  a t  l e s s  than e x i s t i n g  r e g u l a r  

t o1  1  c a l l  r a t e s  remains va l  i d .  Accord ing ly ,  t h e  Commission f i n d s  

t h a t  i t  would be j u s t  and reasonable t o  inc rease  charges f o r  cont iguous 

exchange t o l l  c a l l i n g ,  from 10$ t o  206 f o r  t he  f i r s t  t h r e e  minutes o f  

s a i d  c a l l s  and w i  11 h e r e i n a f t e r  o rder  t h e  same. 

F  

MISCELLANEOUS SERVICES 

I n  Advice L e t t e r  No. 1073 and accompanying t a r i f f s ,  t he  Company 

proposed increases i n  c e r t a i n  v e r t i c a l  se rv i ces  and o t h e r  mi sce l  1  aneous 

se rv i ces  t h a t  i t  d i d  n o t  i n c l u d e  i n  i t s  tes t imony  f i l e d  on October 14, 

1975. Dr. Pa rk i  ns recommended, as an a1 t e r n a t i  ve t o  recommendat i~ns 

made by t h e  Company i n  t h i s  Phase 11, t h a t  c e r t a i n  o f  t h e  proposed 

increases i n  Advice L e t t e r  No, 1073 f o r  v e r t i c a l  se rv i ces  and o t h e r  

misce l laneous se rv i ces  t h a t  had been excluded by  t he  Company i n  i t s  

October 14, 1975, test imony,  be accepted by t h e  C o m i s s i o n  as proposed 

i n  Advice L e t t e r  No, 1073, 

I n  Adv ice L e t t e r  No, 1073, Mountain Be1 1  proposed a  106-per-month 

inc rease  i n  ex tens ion  s t a t i o n s .  The Company i n  Adv ice L e t t e r  No. 1073 

proposed t h a t  t he  business ex tens ion  s t a t i o n  inc rease  be c a r r i e d  through 

t o  Centrex CO ex tens ion  s t a t i o n s ,  A i r p o r t  D i a l  Telephone Se rv i ce  ex tens ion  

s t a t i o n s  and in te rcom l i n e  s t a t i o n s ,  s i nce  these r a t e s  a r e  t i e d  d i r e c t l y  

t o  t h e  f l  a t - r a t e  business i n d i v i d u a l  1  i n e  ex tens ion  r a t e .  The Company 

s t a t e d  i n  Advice L e t t e r  No. 1073 t h a t  these  proposed increases f o r  

v e r t i c a l  se rv i ces  would h e l p  m in im ize  o t h e r  increases assoc ia ted  w i t h  

t h e  bas i c  main s t a t i o n  s e r v i c e  schedules, The Company a l s o  proposed i n  

Adv ice L e t t e r  No. 1073 t h a t  res idence and business a d d i t i o n a l  d i r e c t o r y  

l i s t i n g s  be increased f rom 55$ t o  756 and f rom 856 t o  $1.00, r e s p e c t i v e l y ,  



and t h a t  t h e  156 increase on business a d d l t l o n a l  l i s t l n g s  a l so  apply t o  

n i g h t  number se rv l ce  1 i s t i n g s ~  The Company s ta ted  I n  Advice L e t t e r  No. 

1073 t h a t  i t was proposlng the f n c ~ e a s e  because o f  increased charges 

based upon both  value and cos t  o f  serv ice .  Also, I n  Advfce L e t t e r  

No. 1073 the  Company proposed a f l a t  13.89% increase, t he  amount of the  

gross percent  o f  revenue fncrease proposed i n  Advice L e t t e r  No. 1073, 

f o r  Order Tu r re t s  and Automatlc C a l l  D i s t r i  bu t l ng  Systems, The Company 

a l s o  proposed i n  Advlce L e t t e r  No, 1073 t h a t  the lncrement f o r  Prlncess 

Telephones be increased from $1,03 t o  $1.25 per month and t h a t  t he  

lncrement f o r  Tr lmlJne Telephones be increased from $1.26 t o  $1 -55 per 

month. As s ta ted  above, t he  Company d i d  n o t  I nc lude  the  above proposed 

increases, o r  a number o f  o the r  proposed increases, i n  i t s  test imony 

f l l e d  I n  Phase I 1  o f  t h i s  p r ~ c e e d t n g ~  S t a f f  witness Dr. Parkins, as 

one o f  h i s  recomnendations t o  the  Commission as an a1 t e r n a t i v e  t o  recom- 

mendati ons o f  the  Company, recomnended t h a t  t he  Cml s s l  on accept t he  

Company's o r l g i n a l  proposed increases f o r  extension s t a t i o n s  , add! t i o n a l  

d i r e c t o r y  l l s t l n g s ,  Order Tur re ts  and Automatlc Ca l l  Distributing Systems, 

Princess and T r lm l l ne  Talephones, I n  a d d i t i o n  t o  the  reasons s ta ted  by 

the Company i n  Advlce L e t t e r  No, 1073, Dr. Park ins po ln ted  o u t  t h a t  Order 

Tur re ts  and Automatlc Ca l l  D f s t r f  b u t i n g  Systems had n o t  been % ncreased 

by the  Commission s ince  a t  l e a s t  J u l y  1969, and perhaps even longer  than 

t h a t .  Dr. Parkins po in ted  ou t  t h a t  bas ic  buslness telephone serv ices and 

o the r  r e l a t e d  business telephone serv ices,  on the  o the r  hand, had been 

Increased substant la1 l y  s ince 1969 and t h a t  t he  proposed increase would 

he lp  b r i n g  the  se rv i ce  charges f o r  Order Tur re ts  and Automatlc C a l l  

D i s t r i b u t i n g  Systems more i n t o  l l n e ,  percentagewlse, w i t h  r e l a t e d  bas ic  

business serv ices  charges and o the r  business serv ices  charges. Dr. 

Park lns a l s o  po ln ted  ou t  t h a t  extensf on s t a t l o n s  represent  a fast -growing 

telephone se rv l ce  i n  t he  Sta te  o f  Colorado. Dr. Park lns s ta tes  t h a t  when 

revenue Increases are  der ived from growth serv ices,  where t h a t  I s  f eas ib le ,  

a much b e t t e r  match f s  achieved between increasing expenses and Increas ing  

revenues, w t t h  the  obvfous r e s u l t  t h a t  t he  need f o r  r a t e  Increases i s  



postponed or obviatedd Ne accept  Dr ,  Park~nsVecomendatsons,  

Accordingly , we w4 1 A hereTnarter order a ncreases a n  extension 

s t a t foq  charges, add l  t ~ o n a l  d " " ~ t a ; f ~  I tr rxg charqes, Order Turrets 

and Automatdc Call  Ddstra b u t i n g  Systems charges and Princess and 

Trlml 1 ute Telephones charges a3  ,:? GpOsed 1 vr Adv r ce Letter No, 1073 

and on page 2 aP Exh7b:t No 54 

G 

USAGE-3ENi: T a dE PRICING 
-----rn- 

Dr, Parkins proposed as p d r t  o t  h's recommendation for re- 

grouping and repricrny o f  ma7n s ta t  % o n % ,  t h a t  the Cammission d ~ r e c t  

Mountaln Bell to f i l e  tartff% implement~ng an opljonal ane-party, 

usage-sensilfve ~es?$entld) p d t e  n tne Chty and County o f  Denver, 

Dre ParkiDn~ s ta ted In his testtnrony I h d t  in resent  years econownfc 

eonditfons have necessqtaed tfequent qdte ancreases which 4s forerng 

a change I n  the p~~kosopny 3P pf%:"g ut t . iaty s e r v l c e s o  Dr Parklns 

further stated tha t  I n  a r  e f n  when U & I  i t y  pates were stable ,  or even 

dec7 fnqng, f l a t  rates saf telephone serk rce were n o t  perceqwed as 

object~onable,  even ' thcdgn dl1 so t t s  a t  subs~dres Nere rolled In$& 

theme As ra te  dnc@eases h a i e  t o t  x d  the m e 1  o f  rates u p w i r d ,  t he re  

has been a greatef need f o <  3ncfeax3sd eqt, ty t n  crvaryes X/n dddYg.l;ox7, 

Dr, Parklns stated t hd t  t h ' s  rce%d has g~ ven r i s e  Lo t h e  p h i  Iosaphj  

of usage-sensjtive pr :c~aag ,  b b t  po7 c t e d  o u t  t h a t  implenaentat~on of  

such a ra te  has beep ~mpeded  by the ,ost dssociated ~ 7 t h  rntroduct~on 

o f  the  necessary measurang eqb' pmeq t ,  espec:aIly I n  s t e p - ~ y - s t e p  

offices as well as by customer reaeitance Dr- Park~ns n o t e d ,  howeve,, 

measurement cost I n  electronvc cff i :es {ESS)  are y ~ ~ t e m ~ n ~ m a l  Moun td~n  

Be17 wi tness Heath s t a t e d  i n  h : s  t e i t 'mony  t h a t  the cast  o f  eqwlppeng 

and  m a i n t a f n j n g  ESS a f f ~ e e s  r a t  bsage-bensit~ve pr icang  ~ o u l d  be 94$ per 

main s lat lon per month, ~ f t h  the and commerc~al costs of 94 a n d  

756 pe r  mafn s t a t i o n  pet r ~ a n t h ,  ie~pectlwely~ Dr Park ins  recommended, 



as a  f l  r s t  s tep  toward wfdespread f n t roduc t l on  o f  usage-sensl L i ve  

p r i c l n g ,  t h a t  an op t i ona l  r a t e  be o f f e r e d  o n l y  t o  customers k J t h i n  

the  boundaries o f  t he  C f t y  and County o f  Denver, w i t h  the  except ion 

o f  those customers served from the  West Offsce, which rs t he  on l y  

w l r e  center  I n  Denver t h a t  does n o t  p resen t l y  have an e l e c t r o n i c  of f r ce ,  

a r e  Park ins s ta ted  t h a t  s tud ies  made by the S ta f f  rndtcate t h a t  a 

usage-sensit fve r a t e  could be o f f e r e d  i n  the range o f  60% t o  70% o f  

the  one-party f l a t  res iden t l a1  ra te ,  w i t h  a  reasonable cal A-wnr t a1 lawance 

roughly equfva len t  t o  70 "average" c a l l s ,  Dr* Parkins s ta ted  t h a t  he i s  

maklng t h f s  recornendation a t  t h i s  t?me s ince It w t l l  a l l ow  both the 

ratepayers and t h e  Company t o  ga in  some expertence w i t h  usage-sensf l ive 

p r i c f  ng p r i o r  t o  any statew4de mandatory implementat iont D r ,  Parkins 

recornended t h a t  Mountain Be1 I conduct s tud ies  t o  determl ne what happens 

t o  charges and ca l l dng  hab f t s  a f  customers who e l e c t  t o  subscribe t o  

the  wsaqe-seas4 t f  ve re rv !  ce t h a t  he i s  recommendfng t o  the  Comml ssian, 

so t h a t  i n f o m e d  proSeet3ons can be made i n  the  event o f  s tatewide 

mandatory < n t r o d u c t i o n c  

I n  cont ras t ,  t he  Company reeomended t h a t  t he  i n t r o d u c t i o n  o f  

usage-senr f t fve p r i c i n g  on a  un i fo rm b a s ~ s  begin i n  Denver Metro r n  1983, 

r a t h e r  than 1983 as was recommended i n  I&S Docket No, 867, I n  r a g h t  

of t he  testimony of fe red  by Mro Heath t h a t  t he  cas t  o f  equlpplng d n d  

ma$ n t a j n t  ng ESS o f f  4 ces t o  provdde measurement capabl l  t t2es f o r  usage- 

sens$ t i ve  p r i c f n g  o f  14$ per  maSn s t a t t o n  per  month, and b j l l  r n g  and  

commercial costs o f  9$ and 15$, respect fve ly ,  per main s t a t i o n  pei 

month, the  C o m l ~ s l o n  w % l l  h e r e i n a f t e r  order  Mountafn Bell Lo f i l e  

w i t h l n  f o u r  months o f  t he  effective date of t h i s  dec is ion ,  usage-sensit ive 

r a t e  plans t o  be o f fe red ,  on an o p t f o ~ a l  basis,  t o  a11 customers s n  the 

Denver Zone o f  Metro 65 ( w i t h  except ion of those customers served from 

the  West Of fJce) .  



The i n t r o d u c t i o n  o f  a one-party r e s i d e n t i a l  usage-sensi t ive 

r a t e  w i l l  g i v e  the  low telephone user th ree  op t i ona l  budget serv ices ,  

There i s  p resen t l y  avai l a b l e  a two-party measured r a t e  which, a f t e r  

the increase h e r e i n a f t e r  ordered, w i l l  be $3.80 per month, w i t h  a 

60 u n l i m i  ted-dura t ion-ca l l  al lowance and a two-party f l a t  res iden t l a1  

ra te ,  w i t h  the  increase h e r e i n a f t e r  ordered, o f  $6,32  per  month 

H 

ONE-PARTY MEASURED BUSINESS SERVICE 

DP, Park ins recommended i n  h i s  test imony t h a t  the  Comm~ss~on 

order  Mountain Be1 1 t o  submit w i t h i n  a reasonable pe r iod  o f  tSme, an 

advice l e t t e r  proposi ng mod i f i  ca t ions  t o  the  e x i s t i n g  t a r i f f  language 

f o r  one-party measured business serv ices  , l o  e l  i m i  nate abuses t h a t  

have developed i n  t h i s  serv ice .  Dr. Parkins po in t s  ou t  t h a t  one-party 

measured business se rv i ce  was o r i g i n a l  l y  conceived as a budget se rv i ce  

f o r  business customers whose comunl  c a t i  on needs were primar3 l y  t o  

rece i ve  incoming c a l l s ,  Dr, Park ins t e s t i f i e d  t h a t  a number o f  abuses 

have developed i n  recent  years due t o  the  l ack  o f  r e s t r i c t i v e  language 

i n  the  t a r i f f s .  One o f  these abuses, Dr, Parklns po ln t s  out ,  7s where 

a customer orders a one-party measured business 1 d ne t o  be term? nated 

i n  o n l y  a s e c r e t a r i a l  bureau where there  i s  no business phone as such 

and perhaps even no business 1 ocat ion,  I n  these cases there  i s  a real 

possi b i l i t y  o f  customer decept ion s ince  the  address l i s t e d  i n  the  

d i r e c t o r y  f o r  the  business t s  t h e  address o f  t he  s e c r e t a r l a l  bureaue 

Customers o f  the  business seeking t o  reso l ve  complaints f i n d  t h a t  %heby 

are  dea l ing  w i t h  a "phantom," 

The Commi ss ion  wf 9 1 he re ina f te r  order  Mountain Be9 1 t o  submr t , 

w i t h l n  60 days f rom the  e f f e c t i v e  date o f  t h i s  order,  an advice l e t t e r  

and accompany1 ng t a r t  f f s  proposing rnodif i c a t i o n  t o  the e x i  s t i  ng tar? f f  

language f o r  one-party measured business se rv i ce  eliminating, i n s o f a r  

as i s  reasonably possible, cu r ren t  abuses f n  t h i s  service, 
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o f f e red  by Mountain Be1 1 through i t s  expert witnesses, James W. Heckman 

and Dr. Ezra Solomon. I n  t h i s  regard, the League made provisiohs f o r  

the employment o f  David A. Kosh and Associates, Inc., o f  Ar l ington,  

V i rg in ia ,  The League f u r t he r  stated i n  i t s  motion t ha t  i t  secured 

the services o f  Stephen A. Duree, C e r t i f i e d  Publ ic  Accountant, o f  the 

firm o f  Elmer FOX, Westheimer & Co., t o  analyze accounting procedures 

o f  Mountain Be l l  and t o  prepare w r i t t e n  testimony and exhfb i ts  regard- 

i n g  tax  reserves and o f f se t s  t o  r a t e  base, as we1 1 as t o  review the 

Company's proposal t h a t  declared dividends should be considered by the 

Commission as equ i ty  cap i t a l  subject t o  re tu rn  s im i l a r  t o  a l l  equi ty 

cap i t a l .  The League fur ther  stated i n  i t s  motion t ha t  i n  organizing 

the presentat ion o f  witnesses and pa r t i c i pa t i on  i n  the f u l l  r a te  pro- 

ceeding, i t  was necessary t o  employ lega l  counsel t o  represent the 

i n t e r e s t  o f  the  League, the general i n t e r e s t  o f  ratepayers, and o f  

consumers a f fec ted  by Mountai n Be1 1 ' s proposed i ncrease. For t h i  s 

representation, the League ernpl oyed the f i r m  o f  Gorsuch, K i  r g i  s , 

Campbell , Wal ker & Grover. 

During the hearlngs on Phase I o f  t h i s  proceeding, Mountain 

Be l l  and the Municipal League informed the Comission t ha t  they had 

agreed t h a t  the motion o f  the Municipal League f o r  reimbursement o f  

at torneys'  fees and expert witness fees could be submitted t o  the Comis- 

s ion on w r i t t e n  a f f i dav i t ,  thus obv ia t ing the necessity f o r  a formal 

hearing. Accordingly, on September 10, 1975 ,  the Municipal League f i l e d  

a f f i d a v i t s  o f  Stephen A. Duree, David A. Kosh and Kenneth G. Bueche i n  

support o f  the League's motton for  reimbursement o f  at torneys'  fees and 

expert witness fees. Also, b r i e f  o ra l  argument on the matter was heard 

a t  the conclusion o f  these Phase I 1  hearings. 

I n  Decision No. 85817, entered on October 15, 1974, i n  I & S  

Docket No. 867, the Comnission set  f o r t h  three requirements tha t  must 

be met before the Commission w i l l  order a u t i l i t y  t o  reimburse a 



protestant-i ntervenor for costs incurred. 'The criterl a were set forth 

as fol lows: 

(i ) The representation of the Prates tant-Intervenor 
and expenses Pncurred re1 ate to general consumer 
fnterests and not  t o  a specf ffc rate or p~eferential 
treatment of a part? cular class of ratepayers, 

(41 ) The testtmony, evtdence and exhlbtts Introduced 
f n  this proceeding by the Protestant-Intervenor have 
or wfll matergally arsfst the Comfssfon Zn FulfSIlbng 
f t s  statutory duty to determtne the just and reasonable 
rates whCch Mountafn Bell shall be permatted t o  charge 
4Ls customers. 

( i f f )  The fees and costs incurred by the Protestant- 
Intervenor for whtch refmbursement i s  sought are 
reasonabl e charges for the servlces rendered on behalf 
of general consumer fnterests, 

f n  addition, the Comfssfon views as necessary costs i n  a rate proceeding 

(which dust be ultimately borne by the ratepayers) the reasonable casts o f  

the utility in sustaining i t s  burden of demonstrating t h a t  tke requested 

lncrease I n  revenues is  just and reasonable, and the costs of the Camm~o- 

slon. All ather costs that are attempted t o  be assessed t o  the uti l i ty 

are add4 tt onal costs ultimately t o  the ratepayers, For these add4 t i ona l  

costs t o  be assessed t o  the ratepayers, the services performed must be 

exceptional and materfally contribute t o  the reachfng of  the dec~sdon" 

The League has f 41 ed for reimbursement of professional services 

and costs advanced for Stephen A -  Duree as followso For professional 

servlces -- $8 , I  78, and for costs advanced -- $701 The League has 

ff led requests for reimbursement of costs for professional servlces for 

Davtd A ,  Korh of $3,500, The League has ffled for retmbursement of 

attorneys Y e e s  and costs i n  I&S Docket No, 930 as follows: For profes- 

sional servfces -- $1 1,250, and for costs advanced -- $203" The League 

has also filed for reimbursement of attorneys' fees associated w f t h  the 

appeal t o  the courts from I&S Docket No, 867 Sn the amount o f  $5,008 

Based upon the criteria set forth in Declsfon No, 85847, the 

ComissSon flnds t h a t  the participation of Municipal league counsel i n  



t h l s  proceeding has m a t e r i a l l y  ass i s ted  the  Commission ;n f u I f 1 7 l i n g  

I t s  s t a t u t o r y  d u t y  t o  determine t h e  j u s t  and reasonable ra tes  which 

Mountain B e l l  s h a l l  be permi t ted  t o  charge ~ t s  customers M ~ t h  regard 

t o  the  s p e c i f i c  fees and cos ts  i ncu r red  by the  League, we f t n d  t h a t  

a t to rneysveees  i n  the  amount o f  $1 1,250 and c o s t s  advanced i n  the  

amount o f  $203 are  reasonable charges t o  the  opera t ing  expenses o f  

Mountaln B e l l ,  The Commission will n o t  award a t t o r n e y s v f e e s  f o r  p r o -  

fess lona l  sesvlces rendered Sn c o u r t  appel % a t e  procedures, A p p l ~  c a t e q o n  

f o r  refmbursement of fees tncur red  f n  appe l l a te  proceedings s h o b l d  be 

made t o  the  cour ts ,  With respect  t o  t he  amounts s p e c ~ f i e d  as p ro f  es- 

s iona l  serv jces and cas ts  associated w i t h  exper t  witnesses, t h e  Commnssion, 

based upon the  c r i t e r i a  specaf ied i n  Decis ion No, 85817, f t n d s  t h d t  t he  

Munic3pal League should be reimbursed i n  t h e  amount o f  $1,000 w i t h  respect 

t o  t he  test%mony o f  DavSd A *  Kosh and noth ing  w i t h  respect t o  t he  t e s t $ -  

nsny o f  Stephen A. Duree, AccsrdSngly, t h e  Commission & ' I 1  herei;nafter 

order  Mounta~n Be1 1 t o  pay t o  the  League the  sum o f  $1 2,453 c s n s l s t i n g  o f  

t h e  Pol lowfng : 

A, Attorneys V e e s  $1 : ,250 
B, A t to rneysY costs 203 
C Dav<d A *  Kosh and 

Assoc~a tes  , Ins. , f e e  1,000 



J 

UNBUNDLING 

The Comrniss+on i s  o f  t h e  op in ion  t h a t  t he  t lme has arraved f o r  

"unbundl ing"  o f  charges. By unbundl ing, t h e  Commission means t h a t  t he  

statement o f  charges recefved by the  customer should separately l i s t  a l l  

o f  t h e  component charges t h a t  go t o  make up t h e  customer" t o t a l  charge. 

Unbundling has become necessary fnasmuch as t h e  Comntssion s f  nce I&S 

Docket No. 717 i n  1972 has been at tempt ing t o  i d e n t f f y  those s p e c ~ f i c  

areas o f  costs o f  Mountain B e l l  which can be t d e n t f f i e d  and t o  s h l f t  

s a i d  costs from the  general body o f  ratepayers t o  those I n d i v i d u a l  r a t e -  

payers who a r e  responsib le f o r  t h e  costs. I n  the  past,  a1 1 costs o f  t he  

Company were r o l l e d  i n t o  t h e  Company's f l a t - r a t e  charges, A t  t he  present 

time, t h e  Company does i n d i v i d u a l l y  i temize c e r t a i n  charges on the  cus- 

tomer's b i l l  ; f o r  example, a1 1 i n t r a s t a t e  and i n t e r s t a t e  long-d4stance 

telephone c a l l  s a re  separate ly  1 i s ted ,  w i t h  t h e i r  i n d i v i d u a l  charge, on 

the  customer's monthly statement, The same i s  t rue ,  t o  a c e r t a i n  ex tent  

w i t h  i n s t a l l a t i o n  charges. Commencing on June 1, 1976, t h e  Company w i l l  

be requ i red  t o  separate ly  1 i s t  a1 1 of the  components o f  t he  customer's 

monthly statement. For example, if the  customer has an extension s t a t i o n ,  

t h e  charge f o r  t h l s  extension s t a t i o n  s h a l l  appear as a separate charge on 

every monthly statement recelved by t h e  customer, as w i l l  the  charge f o r  

Princess Telephones, Trim1 ine ,  e tc .  Inasmuch as the  Commission has au- 

tho r i zed  t h e  surcharging o f  municipal l tcense,  gross rece lp ts ,  f ranch ise  

o r  occupational taxes, t h f s  s h a l l  be 1 i s t e d  separate ly  on the  customer's 

monthly statement, also, I n  essent ia l  l y  t h e  following 1 anguage: "Surcharge 

- Denver assessment on Company l o c a l  revenues." For those charges which 

a re  monthly r e c u r r i n g  charges, t h e  Company may i d e n t i f y  each separate 

serv ice  by a separate code; however, each code symbol and i t s  i d e n t i f i c a -  

t i o n  s h a l l  be p r t n t e d  on the  reverse s fde o f  t h e  monthly statement, The 

Commission i s  r e q u i r i n g  t h i s  b i l l i n g  change i n  order t o  provide the  



customer with the information necessary to make an informed economic 

choice of services and equipment desired. Also, the Company, as will 

be hereinafter ordered, shall, commencing on June 1 ,  1976, list side- 

by-side on the monthly statement the "billing date" and "due date" of 

the statement. 



K 

CONSUMER REPRESENTATION AND THE ROLE OF STAFF 

In recent weeks the matter of effective consumer representat~ on 

before the Comission has been prominently mentioned. For example, in 

the dissenting opinion in the recently concluded Public Service Company 

ra te  proceeding (I&S Docket No. 935), the statement was made tha t  "No one 

appeared in th i s  ( i  . e ,  , the Pub1 i c Service Company proceeding ) mu1 t i  - 
million dollar request for  r a t e  increases as an adversary for  and on 

behalf of the interests  of the general consumers." The dissenting opinion 

further stated tha t  the Staff of the Commission i s  "unsuitably limited I n  

number, and resources, t o  function as an effective adversary vs. the 

u t i l i t y  and to  f a i r l y  compete against i t s  vast resources i n  personnel 

and funds which, ironically,  are provided by the consumers." In o u r  

opinion, such statements becloud and d i s t o r t  the rea l i ty  of what, i n  

f ac t ,  happened in the Public Service Company ra te  proceeding. Similarly, 

such statements, i f  made about the present Mountain Bell ra te  proceeding, 

would be erroneous, 

Anyone who is familiar w i t h  the ratemaking process real izes  that  

a Commission decislon establishing jus t  and reasonable rates must be predi- 

cated upon the record developed in hearings before the Commission, In 

other words, a factual foundation must be la id for  a proper Commission 

decision. W i t h  respect to  the present Mountain Bell ra te  proceeding, the 

Staff of the Commission expended over 1,000 man-hours of time I n  auditing 

(four Staff auditors were used in checking Mountain Bel l ' s  recoords), 

analyzing, and preparing for  -- and participating in -- the hearings 

before the Commission. In addition, the Assistant Attorneys General 

from the Department of Law who presented the S ta f f ' s  testimony and cross- 

examined Mountain Be7 1 ' s  witnesses i n  t h i s  proceeding, and the Assistant 

Sol i c i  to r  General , a1 so have expended approximately 900 man-hours of time 

I t  should be recognized that  a great deal of the cross-examination of 

Mountain Be1 1 ' s  witnesses by the S ta t e ' s  attorneys in the hearing most 

assuredly was adversary in nature. 



As a resu l t  of effect ive and coordinated Staff action, a record 

was developed i n  t h i s  proceeding from which the Commission was able to  

determine that  Mountain Be1 1 was en t i t led  to  a ra te  increase of $1 1,466,000 

-- some $28.8 million less  than the original $40.3 million requested by 

Mountain Be1 1 .  In other words, the revenue increase final ly determined 

by the Commission was less  than 4%, rather than approximately 94%, as 

or iginal ly  requested. I t  should also be pointed out that  the record 

developed by Staff witnesses i n  t h i s  proceeding served as foundation 

blocks for  intervening parties in the presentation of the i r  own evidenceo 

We believe tha t  the above facts speak for  themselves and effec- 

t ively destroy the erroneous impression that  the Staff of th i s  Commission 

plays a relat ively passive, subordinate, or relaxed role in major ra te  

proceedtngs, such as the present ra te  proceeding. 

A1 though often s tated,  i t  needs to be reiterated that  the ral son 

d 'g t r e  for the establishment and operation of a Public Ut i l i t i e s  Commission 

i s  to  protect the publ i c  fnterest ,  As our Colorado Supreme Court succinctly 

stated approximately 13 months ago, under our statutory scheme the Comm~s- 

sion i s  charged with protecting the in te res t  of the general public from 

excessive, burdensome rates and must determine that  every r a t e  i s  " just  

and reasonable" and that  services provided "promote the safety,  heal t h ,  

comfort and convenience of i t s  ( the u t i l  i ty ' s  ) patrons, employees and 

the publ i c  . . . ." The Court fur ther  stated tha t  the Commission "must 

also consider the reasonableness and fairness of rates so f a r  as the 

publ i c  u t i l i t y  i s  concerned," Public Uti l i ty  Commission vs. Distr ic t  Court, 

- Colo. , 527 P.2d 233, 234-235 (1974). In other words, when th i s  

Commission f u l f i l l s  i t s  duty to  protect the public in t e res t ,  ~t must attempt 

to  establish the lowest possible rates commensurate w i t h  the provls~on of 

adequate service. 

I t  i s  not d i f f i c u l t  to recognize tha t  during a period of tame 

when u t i l i t y  rates necessarily must r i s e ,  as a resu l t  of economic forces 



beyond t h e  c o n t r o l  of t h e  Commission o r  t h e  u t i l i t i e s  which i t  regu la tes ,  

i t  i s  easy, and perhaps popu la r ,  t o  c r i t i c i z e  any r a t e  inc rease  f o r  a  

l a r g e  u t i l i t y o  However, t o  i gno re  t h e  e f f ec t  of inadequate r a t e s  upon 

t h e  u t i l i t y ' s  a b i l i t y  t o  p r o v i d e  adequate s e r v i c e  i s  t o  do a  d i s s e r v i c e  

t o  t he  p u b l i c  i n t e r e s t .  We do n o t  b e l i e v e  t h a t  such a  f a c i l e  approach 

t o  t h e  ra temaking process which ignores  t h a t  f a c t o r  serves e i t h e r  t h e  

p resen t  o r  t h e  f u t u r e  p u b l i c  i n t e r e s t .  

In e x e r c i s i n g  t h i s  r e s p o n s i b i l i t y  o f  p r o t e c t i n g  t h e  p u b l i c  

i n t e r e s t ,  t h e  Commission does n o t  always agree w i t h  t h e  p o s i t i o n s  s e t  

f o r t h  by S t a f f  w i tnesses.  Th i s  Commission i s  o b l i g e d  t o  exe rc i se  i t s  

own Independent judgment r e l a t i v e  t o  t h e  evidence which comes be fo re  

i t  i n  a  hear ing ,  whether from S t a f f  w i tnesses o r  o the rs .  However, i t  

goes w i t h o u t  say ing  t h a t  t h e  Commission r e l i e s  h e a v i l y  upon t h e  ass i s -  

tance which i t s  Staf f  i s  a b l e  t o  render  t o  it. The f a c t  t h a t  t h e  S t a f f  

capably has done so i n  two of t h e  l a r g e s t  r a t e  proceedings ever  t o  come 

be fo re  us i n  an over lapp ing  t ime frame ( d e s p i t e  t h e  f a c t  t h a t  i t s  a t h e r  

workload has n o t  o n l y  cont inued,  b u t  has become i n c r e a s i n g l y  heavy) 

deserves r e c o g n i t i o n  r a t h e r  than u n j u s t i f i e d  c r i t i c i s m ,  



I I1 

FINDINGS OF FACT 

Based upon evidence of record, i t  i s  found as f ac t  as 

follows: 

1. Local coin telephone ra tes  for publ i c  and semi-publ i c  

telephones should be increased from 106 to 20t per c a l l ,  I t  i s  in 

the public in te res t  to except from th is  ra te  increase public and 

semi-public coin-operated telephones located in nursing homes 

(excluding those having no Medicaid pa t ien ts ) ,  publ i c  housing 

projects, and other buildings in which a majority of the occupants 

a re  low-income persons. I t  would be further in the public in te res t  

tha t  before a public or semi-public coin s tat ion i s  converted to 

the new 20$-charge, Mountain Be1 1 shall have f i r s t  imp1 emented 

dial- tone-f i rs t  in the Central Office serving that  coin s tat ion 

No revenue ef fec t  should be given to the increase in the local 

coS n telephone ra te .  

2, A Directory Assistance charging plan which provides 

for a f ive-cal l ,  no charge allowance per month, with a charge o f  

20$ per directory-asslsted call  commencing with the sixth d~rec to ry -  

assisted cal l  per month should be implemented, effective July 4 ,  

1976. Up to  two requested telephone numbers will be provided with 

each Directory Assistance c a l l .  I t  i s  in the public in te res t  to 

exempt patient-subscribed for telephones in health care f a c i l i t i e s ,  

and telephones subscribed for by customers who are  unable to read, 

or  who are  physically or visually handicapped, and thus unable to 

use a directory. The sum of $1,120,833 should be charged to the 

total  revenue requirement of $1 1,466,000 previously authorized by 

the Commission. 



3,  N u n 1  cl pal I icense, gross recelpts , franchise or 

occupational taxes or other impositions levied upon local servlce 

revenues should be surcharged upon customers living in the juris- 

d ~ e t i o n s  wherein such taxes, imposit~ons or other charges are 

imposed, The sum of $3,730,000 in increased rev@nues, on the 

test-year b a s ~ s ,  will be pealized from the above surcharge ot 

local taxes upon customers living in j u r ~ s d i c t ~ o n s  lmpossng such 

taxes. 

4. Main stdtlon rates  should be regrouped and ~epr rced  

as s e t  forth I n  Exhib~C No, 54, page 9 ,  The regrouping and re- 

pricing as s e t  forth in Exhibit No, 54, page 1 ,  on the test-year 

basis, w i l  I r e su l t  i n  increased revenues to  Mountain Bell of 

5. Contiguous exchange to l l  call ing rates  should be 

increased from 40$ to 20$ for  the f i r s t  three minutes of sdid 

cal Is The additional revenues generated, on a test-year bas1 s , 

from the Increase r n  csntlguaus exchange to l l  ca l l s  from lo$ to 

20t for the f i r s t  t h ree  manutes of said cal Is are  $136,000- 

6 ,  Extension s t a t ~ o n  charges, additional directory 

l i s t ing  charges, Order Turrets and Automatic Call Distrrbutlng 

Systems charges, and Pr~ncess  and Tr3mll"ne Telephone charges should 

be increased as proposed in Advice Letter No. 7073, Revenues, on 

a test-year bdsis, to be derived from said increases are as  fallows: 

a ,  Extension Stations $625,520 
b .  Additional Directory Listings $750,518 
c ,  Order Turrets and Automatic 

Call DlstributingSystems $ 52,188 
d ,  Princess and Trimline 

Telephones $632,749 



7. An op t i ona l  one-party , usaga-sensi ti ve resaden t ia l  

r a t e  i n  the Denver Zone o f  Metro 65 (except f o r  the West O f f i c e )  

should be o f f e r e d  by Mountain B e l l ,  

8. Mod i f i ca t i ons  t o  the e x i s t ~ n g  t a r i f f  language f o r  

one-party measured business serv ice,  t o  e l im ina te  abuses t h a t  have 

developed i n  t h i s  se rv i ce  should be f i l e d  wath the  Commission by 

Mountain Be1 l , 

9 '  The Colorado Munic ipal  League should be re~mbursed 

by Mountah Be1 1 f o r  a t to rneys  ' f e e s  and cos ts  i n  the sum of $1  1,453 

10, The Colorado Munic ipal  League should be reimbursed 

by Mountain B e l l  f o r  expenses i ncu r red  by the Munic ipal  League f o r  

the test imony o f  David A, Kosh, i n  the sum o f  $1,000, 

CONCLUSIONS ON FINDINGS OF FACT 

Based upon the  foregoing f i n d i n g s  o f  f a c t ,  the Commiss~on 

concl udes t h a t :  

1. The e x i s t i n g  Colorado i n t r a s t a t e  telephone r a t e s  o f  

Mountain Be1 1 do not ,  and w i l  l n o t  i n  the foreseeable f u t u r e ,  produce 

a f a i r  and reasonable r a t e  o f  r e t u r n .  

2, The Colorado dn t ras ta te  telephone ra tes  t h a t  a r e  

p resen t l y  i n  e f f e c t ,  i n  the aggregate, a r e  no t  j u s t  and reasonable, 

nor adequate and, based upon the tes t -year  ended December 31 , 1974, 

r e s u l t  i n  an o v e r a l l  revenue def ic iency  i n  the  amount of $1 1,466,000, 

3, Mountain B e l l  should be author ized t o  f i l e  new r a t e s  

f o r  Colorado i n t r a s t a t e  telephone se rv i ce  t h a t  would, on the basis  

o f  the tes t -year  , produce a d d i t i o n a l  revenues equ l v a l  e n t  t o  the 

revenue de f i c i ency  determined i n  Decisfon No, 87582 and be spread 

among the classes o f  customers as h e r e i n a f t e r  ordered. 

4, The r a t e s  and t a r i f f s  as he re ina f te r  ordered, a re  

j u s t  and reasonable. 

An appropr ia te  Order w i l l  be entered-  



O R D E R  

THE COMMISSION ORDERS THAT: 

1.  Decision No. 87087, entered on July 1 ,  1975, and 

Decision No, 87582, entered on October 7 ,  1975, a re  jncorporated 

herein by reference and are  subject to the provisions of C.R.S. 

1973, 40-6-114. 

2, The t a r i f f  sheets f i led  on March 7 ,  1975, under 

Advice Letter No. 1073 be, and hereby are ,  rejected, except those 

t a r i f f  sheets l i s ted  on Appendix A to th is  decision. 

3. Mountain Be11 be, and hereby i s ,  ordered to f i l e  

t a r i f f  revisions for local coin telephone services as s e t  forth 

in Part I1 A of th i s  decision. 

4, Mountain Bell be, and hereby i s ,  ordered to f i l e  

new t a r i f f  revisions for Directory Assistance service as s e t  forth 

i n  Part IT 8 of th is  decision. 

5, Mountain Bell be, and hereby i s ,  ordered to f i l e  

new t a r i f f  revisions f o p  main s tat ion rates as s e t  f o r t h  a n  Exhib~t  

No, 54, page 1, 

6 ,  Mountain Be1 3 be, and hereby i s ,  ordered to f v re 

withln four months a f t e r  the effective date of th is  dec r s~on ,  

usage-sensi t ~ v e  r a t e  plans to  be offered, on an optional b a s ~ s ,  

to a l l  customers in the Denver Zone of Metro 65 ( w i t h  the 

exception of those customers served from the West Office) 

7.  Mountafn Be1 9 be, and hereby i s ,  ordered to  f I 1 e 

within 60 days a f t e r  the effect ive date of th is  Order, t a r i f f  

revisions modifying the language to  existing t a r i f f s  for  one-party 

measured business service to eliminate, insofar as i s  reasonably 

possible, abuses i n  one-party measured business service,  as se t  

for th i n  Part I1 H of t h i s  decision and in the testimony of 

Dr, George J .  Parkins, 



8. Mountain B e l l  be, and hereby i s ,  ordered t o  pay 

t o  the  Colorado Mun ic ipa l  League as reimbursement f o r  a t t o r n e y s  ' 

f ees  and cos t s  and expe r t  w i tness  fees t h e  sum of $12,453 t o  

be charged as an ope ra t i ng  expense o f  Mountain Be1 1. 

9. Mountain Be1 1 be, and hereby i s ,  ordered t o  

conduct an economic f e a s i b i  1 i ty s tudy  o f  t he  s e l e c t i v e  P i r e c t o r y  

Ass is tance  charg ing  p l a n  s e t  f o r t h  i n  P a r t  I 1  B of t h i s  d e c i s i o n  

and submi t  a c o s t - b e n e f i t  a n a l y s i s  o f  such p l a n  w i t h i n  s i x  months 

a f t e r  t he  e f f e c t i v e  da te  of t h i s  dec i s i on .  

10. Mountain Be1 1 be, and hereby i s ,  ordered t o  conduct 

s t ud ies  t o  determine t h e  e f f e c t s  of charges and c a l l i n g  h a b i t s  o f  

customers who e l e c t  t o  subscr ibe  t o  the  one-party,  usage-sens i t i ve  

r e s i d e n t i a l  s e r v i c e  h e r e t o f o r e  ordered by t h e  Commission i n  

Paragraph 6, above. 

11. Mountain B e l l  be, and hereby i s ,  ordered, e f f e c t i v e  

June 1, 1976, t o  commence sepa ra te l y  l i s t i n g  a l l  o f  the  components 

of i t s  customers'  month ly  statements,  as s e t  f o r t h  i n  P a r t  I1 J 

o f  t h i s  dec i s i on ,  

12, Mountain B e l l  be, and hereby i s ,  ordered n o t  t o  

d f  scharge any permanent f u l l  - t ime  o r  permanent p a r t - t i m e  Darec t o r y  

Ass js tance  opera to rs  as a r e s u l t  of implementat ion o f  t he  D i r e c t o r y  

Ass is tance  p l a n  ordered i n  Paragraph 4, above. 

Th i s  Order s h a l l  be e f f e c t i v e  f o r t h w i t h .  

DONE I N  OPEN MEETING the  30 th  day o f  October, 1975, 

THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF COLORADO 

EDWIN R. LUNDBORG 

EDYTHE S. MILLER 

Commissioners 

COMMISSIONER HENRY E. ZARLENGO 
DISSENTING, 



COE1MISSIONER HENRY E, ZARLENGO DISSENTING: 

I r e s p e c t f u l  l y  d i ssen t  f o r  t he  f o l l  owl ng reasons. 

An increase i n  charges o f  $11,466,000 and a 12.04% r a t e  o f  r e t u r n  

on e q u i t y  a re  author ized.  Under t he  f a c t s  and law n e i t h e r  should be. 

I .  

No one quest ions t h e  r i g h t  o f  a u t i l i t y  t o  a f a i r  r a t e  of  r e t u r n  

on i t s  investment prov ided c e r t a i n  cond i t ions  requ i red  by law are f i r s t  

met, One o f  these cond i t i ons  upon which such r i g h t  i s  fundamentally based 

I s  t h a t  the  u t i l i t y ' s  opera t ion  must be e f f i c i e n t  and economical, f o r  

unless t h e  u t i l i t y  operates e f f i c i e n t l y  and economical ly any charges, o r  

increases i n  charges, au thor ized  t o  p rov ide  a f a i r  r a t e  o f  r e t u r n  on 

investment are n o t  " j u s t  and reasonable" charges as charges a re  requ i red  

by law t o  be, Before a u t h o r i z i n g  any increase i n  charges t o  achieve a 

f a i r  r a t e  of r e t u r n  on investment, the  Commission must f i r s t  f i n d  as f a c t  

based on s u f f i c i e n t  evidence t h a t  t he  u t i l i t y  i s  ope ra t i ng  e f f i c i e n t l y  

and economical ly,  f n e f f i c i e n c y  cannot be disregarded, no r  can the  

Commission e s t a b l i s h  r a t e s  i n  a f a c t u a l  vacuum, o r  i n  doubt as t o  whether 

o r  n o t  t he  u t i l i t y  i s  opera t ing  e f f i c i e n t l y .  Otherwise, i t  cou ld  be 

a u t h o r j z i  ng charges regard less o f  i n e f f i c i e n c y  and uneconomical opera t ion  

which charges c l e a r l y  would n o t  be " j u s t  and reasonable." This  r i s k  t h e  

Comiss ion  cannot l e g a l l y  assume. 

I n  investigation and Suspension Docket No. 867, Re: Rate 

Increase fo r  Mountain B e l l  (MB) Dec is ion  No. 86103, December 20, 1974, 

an exper t  wi tness o f  t h e  Munic ipal  League c l e a r l y ,  and unequivocal l y ,  

l a i d  t h e  foundat ion and c o n d l t l o n  upon, and w i thout ,  which t h e  r i g h t  o f  

a u t i l i t y  t o  a f a i r  r e t u r n  on investment i s  fundamental ly based and upon 

which charges are es tab l i shed  which are  designed t o  p rov ide  revenue t o  

produce such r a t e  o f  r e t u r n ,  

"Q. W i l l  you t e l l  t h e  Commission what, i n  your  
opin ion,  i s  t h e  f a i r  r a t e  o f  r e t u r n  f o r  Colorado 
i n t r a s t a t e  operat ions of Mountain B e l l ?  



A, The analyses I propose t o  present indicate tha t  
a f a i r  ra te  o f  re turn f o r  the Colorado in t ras ta te  
operations o f  Mountain Be l l  i s  i n  the range of 
9.1 percent t o  9.2 percent t o  be applied t o  an 
or ig ina l  cost r a t e  base." 1 

"Q. Yi11 you b r i e f l y  describe the function o f  the f a i r  
ra te  o f  return i n  u t i l i t y  ra te making? 

A. Fa i r  ra te o f  return i s  a basic element i n  u t i l i t y  
ra te  making, and i t s  r o l e  i s  as follows: the f a i r  
ra te o f  return times the ra te  base equals the 
f a i r  return; the sum o f  a l l  operating expenses 
( including taxes and depreciation) and the f a i r  
re turn equals the u t i l i t y ' s  revenue requirement. 
Rates f o r  the various types o f  service and various 
groups o f  customers, are then designed so as t o  
co l l ec t  from customers, i n  the aggregate, a sum 
equal t o  the above revenue requirement. It i s  
thus evident t ha t  the f a i r  ra te  o f  return and tb 
rate base i s  one o f  the cost t ha t  make up the 
t o t a l  cost o f  the service, 8 !! 

"A. The pr inc ip les involved i n  determining a f a i r  
ra te  o f  re turn are rather  straightforward. 
What i s  compl ex i s  the appl i cation and the 
quant i f icat ion o f  those pr inciples, 

The u t i l i t y  has the res o n s i b i l i t  of 
providing good service t o  a w o emand it, 
a t  reasonable and nondiscriminatory rates. If 

and 
1 i t y  

i s  e n t i t l e d  t o  every reasonable 
o f  earning a f a i r  return. That 
ans tha t  reaulation should so se 

rates tha t  the u t i l i t y  can obtain a s u f f i c i e n t  
amount o f  revenue t o  cover a l l  expenses and 
have enough l e f t  oyer t o  cover the cost of 
capi tal .  I f  the u t i l i t y  earns i t s  cost of 
capi tal ,  it can a t t r a c t  the required addit ional 
capi ta l  i n  reasonable amounts and a t  r asonable 
terms, This i s  the basic pr inc ip le .  9 

"0. What par t  then would ef f ic iency of operations play? 

A. I n  qy book, i n  my philosophy o f  u t i l i t y  regulation 
t h i s  i s  the ~ i c t u m ,  t h i s  i s  the secenario, t o  use 

return, This means t h a t  there i s  a burden of 
e f f  i cieht  and economical operation. 
n ' t ,  then I thjnk tha t  there i s  a 

1. I&S  867, Tr. Vol, X X X ~ L  Page 7 
2 ,  I & S  867, Tr. Yol, X X % l t ,  page 8 
3. I & S  867, Tk, Vol. X X X Z I ,  page 11 



question in my mind whether allowing a f a i r  ra te  
of return under those circumstances i s n ' t  under- 

of return, '" 

Q, So the way to  malntaln a certain rate  of return 9s 
by ef f ic ien t  operations and by the revenue allowed 
by the Commisston, right? 

"I 
A ,  Yes, . ." "mphasls supplied,) 

IS THE COMMISSIUN UNDERWRITING INEFFICIENCY? 

The capital structure of a u t i l i t y  i s  of utmost importance to 

the ratepayers as i t  i s  the ratepayers who must pay fo r  the cost of 

capital and the cost of equlty capital f s  so much greater than the 

cost of debt capital tha t  the issue demands the closest  scrutlny by 

the Commission, 

Is Mountain Bell ' s  cappital structure prudent, e f f i c ~ e n t  and 

economfcal insofar as t h e  rfght of I t s  customers to sat lsfactsry servlce 

a t  the leas t  possible cost Ts concerned? 

Mountain Bell i n  the past has maintained, and i t  cont~nues to  

maintain, and ins i s t s  upon, a debt rat io  so low that  i t s  p o l ~ c y  of 

financing cannot be held t o  be e f f i c i en t  and economical, The factual,  

and proven, difference of the excess cost of equity over debt capstal 

t o  the ratepayers i s  so great,  and the reasons given in j u s t ~ f ~ e a t i o n  

so lacking in factual basis, and I l logica l ,  that  i t s  method of financing 

cannot be he ld  t o  be prudent, e f f ic len t  and economical, 

Management seems to  have los t  sight of the fundamental 

principle that a u t i l i t y  must provide satisfactory servlce a t  the leas t  

cost to the ratepayers rather than investment opportunity for Investors 

and tha t  there must be "a balancing of the investor and consumer 

interests ,  '" 

"I 1825 867, Tr, Vo9, XXXII, pages 163, 164, 
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Because o f  t h e  impact o f  f ede ra l  and s t a t e  income taxes and 
1  

f r a n c h i s e  taxes,  t h e  t a x  m u l t l p l  i e r  f a c t o r  i s  2.1898. I n  o r d e r  t o  

produce $1 o f  n e t  ope ra t l ng  earn ings  revenue o f  $2.1898 i s  requ i red .  

I n t e r e s t ,  on t h e  o t h e r  hand, works i n  t h e  oppos i te  d j r e c t i o n ,  

I n t e r e s t  i s  a  d e d u c t i b l e  expense i n  computing income t a x  when 

t he  t a x  i s  pa id .  For  every  $100 o f  i n t e r e s t  pa id ,  $100 i s  deducted 

f rom t h e  t axab le  income which be ing  taxed a t  50% r e s u l t s  i n  a  savings 

o f  $50 i n  t he  amount o f  taxes t o  be paid,  o r  a  50% r e d u c t i o n  o f  t h e  

o s t e n s i b l e  r a t e  o f  i n t e r e s t .  Th i s  i s  t r u e ,  o f  course, if t h e  company 

has s u f f i c i e n t  t axab le  income aga ins t  which t h i s  o f f s e t  can be app l ied ;  

-- an assumption h a r d l y  d i spu tab le .  When t h i s  t r u e  cos t  r a t e  o f  
2 

i n t e r e s t ,  i .e .  3.465% (6.93% i n t e r e s t  r a t e  on embedded debt  l e s s  50% 

f o r  income t a x  sav ings)  i s  deducted f rom 26.37%, t h e  t r ue ,  n o t  o s t e n s i b l e  

c o s t  of  Mountain B e l l  I s  embedded e q u i t y  c a p i t a l  i s  22,905 percentage 

p o i n t s  more than  t he  t r u e  c o s t  ( i  .e. i n t e r e s t  on) of  embedded debt  

c a p i t a l .  Th is  excess c o s t  o f  f i n a n c i n g  must be borne by t he  ra tepayers.  

To i l l u s t r a t e :  

Mountain Be11 had t h e  f o l l o w i n g  average i n t r a - s t a t e  amount 
3 

o f  common equ i t y ,  l o n g  term debt  and equ i t y / deb t  r a t i o .  

E q u i t y  $354,408,000 52.52% 

Long Term Debt $31 6,887,000 47.48% 

If the  equ i t y / deb t  r a t i o  i n s t e a d  o f  be ing  52.52%/47.48% were 45%/55% 

t h e  revenue requi rement  would be $19,511,966 l e s s  and t h e  r a t e  of  r e t u r n  

au tho r i zed  o f  12.04% found t o  be necessary " t o  a t t r a c t  c a p i t a l "  would 

s t i l l  be mainta ined.  
4  5 

Actua l  E q u i t y  $350,565,000 X 26.37% = $92,443,990 
6  

Debt 316,887,000 X 3.465% = 10,980,135 
T o t a l  $667,452,000 

Cost $1 03,424,125 

1. Dec. No. 87582, F i n d i n g  No. 14, page 45 
2. Commission records 
3. Company E x h i b i t  No. 3, page 8  
4. Company E x h i b i t  No. 3, page 8  ( E q u i t y  l e s s  d iv idends  accrued 

b u t  n o t  pa id . )  
5. 12.04% r e t u r n  on e q u i t y  X 2.1898 (Fac to r ,  F i nd ing  ~ 0 . 1 4 )  = 26.37% 

Dec. No, 87582, page 45 
6. Commission records  (Embedded c o s t  6.93% l e s s  50% income t a x  impact )  



ASSUMED 45% E q u i t y  $300,353,400 X 26,37% = $79,203,192 

55% Debt 367,098,600 X 3,465% = 12,719,967 
To ta  1 

Cost $91,912,159 

Less Cost $ 1 7  ,514 ,966 

There i s  no competent evidence t h a t  a  55% r a t h e r  than 47,48% 

debt  r a t i o  would be de t r imen ta l ;  no f a c t u a l  evidence; none from t h e  

market place, 

Had t h e  amount o f  embedded e q u i t y  been kep t  a t  lower  l e v e l s  and 

t he  amount o f  embedded debt  c a p i t a l  co r respond ing ly  h igher ,  t h e  Company 

f o r  many years would have had t h e  same amount o f  c a p i t a l  investment  a t  

m i l l i o n s  of  d o l l a r s  i n  savings, and w ~ t h  con t inued  savings i n  t h e  f u t u r e  

The g r e a t  disadvantage o f  t h i s  p o l i c y  o f  c o n t i n u i n g  t o  acqu l re  new 

e q u i t y  c a p i t a l  i s  t h e  e x o r b i t a n t  a d d i t i o n a l  c o s t  imposed on the  r a t e -  

payers w i t h o u t  any t a n g i b l e  b e n e f i t  whatever t o  them, 

Another d l  sadvantage i s  t h a t  whenever Mountain Be1 1 acqur res 

a d d f t i o n a l  e q u i t y  r a t h e r  than  deb t  c a p i t a l ,  t h e  amount acqu i red  becomes 

p a r t  of i t s  e q u i t y ,  and whenever i n  t he  f u t u r e  i t s  r a t e  o f  r e t u r n  on 

e q u f t y  4s inc reased  " t o  a t t r a c t  c a p i t a l "  t h e  inc rease  i n  r a t e  Increases 

t he  c o s t  o f  t h i s  cap1ta4 as w e l l  as o f  t he  a l r eady  acqu i red  e q u i t y  

c a p i t a l ,  Th?s  i s  n o t  t r u e  o f  debt  c a p i t a l  as when the  rate  o f  i n t e x e s t  

i s  increased "to a t t r a c t "  and acqu i re  a d d i t i o n a l  debt  c a p i t a l  t he  increase 

i n  r a t e  w f l l  nad a f f e c t  t h e  r a t e  of i n t e r e s t  on t h e  a l r eady  a c q u ~ r e d  

debt  c a p i t a  I ,  

I n  o t h e r  words, whenever t h e  Commission increases t he  r a t e  

o f  r e t u r n  on e q u i t y  i n  o r d e r  " t o  a t t r a c t  new c a p i t a l "  i t  increases by 

m i l l i o n s  o f  d o l l a r s  t h e  c o s t  o f  t h e  a l r eady  acqu i red  e q u i t y  c a p i t a l  ; and 

whenever Moun ta~n  Be17 increases t h e  r a t e  of  i n t e r e s t  needed " t o  oa tpac t  

new debt  capl " ta l " ,  t h e  r a t e  o f  i n t e r e s t  on t h e  a l r eady  e x i s t i n g  debt  

c a p i t a l  remains t h e  same. 

Past, and present ,  d i s rega rd  o f  t h e  a v a i l a b i l i t y ,  and t he  use 

o f ,  more debt,  whi ch cou ld  p rov ide  enormous savings t o  t h e  ra tepayers,  

i s  n o t  e f f i c i e n t  and economical ope ra t i on ,  Th i s  p o l i c y  o f  f i nanc ing  by 



adher ing t o  h i g h  e q u j t y  r a t i o s  and c o n t i n u i n g  t o  acqu i re  more e q u i t y  

c a p i t a l  i s  n o t  " e f f i  c i e n t  and economi c a l  o p e r a t i  on" f i r s t  r e q u i r e d  

be fo re  a  f a i r  r a t e  o f  r e t u r n  can be j u s t i f i e d ,  and i t  c o n s t i t u t e s  an 

abuse o f  managerial  d l  s c r e t i o n .  

11, 

Rate o f  Return 

A u t h o r i z i n g  a  12.04% Rate o f  Return on E q u i t y  i s  

A r b i t r a r y  and Capr ic ious  and Cont ra ry  t o  Law. 

Du r i ng  t h e  yea r  1974 t h e  215 ma jo r  investor-owned e l e c t r i c  

u t i l i t i e s ,  Class A and Class B, i n c l u d i n g  P u b l i c  Serv ice  Company o f  
1 

Colorado, had an average r a t e  o f  r e t u r n  on common e q u i t y  of 90,8%. 

The r a t e  o f  r e t u r n  of  12.04%, which i s  au thor i zed ,  i s  11.48% h ~ g h e r .  

There i s  no reason why Mountain B e l l  should have so much h i g h e r  a  r a t e  

o f  r e t u r n  than t h e  average o f  t h e  majors. 

True, comparison i s  made o f  a  ma jo r  te lephone u t i l i t y ,  Mountaln 

B e l l ,  w i t h  t h e  average o f  215 major  e l e c t r i c  u t i l i t i e s ,  b u t  t he  comparason 

i s  f a i r e  The r e t u r n  o f  u t i l i t i e s  should be comensura te  t o  t he  r i s k  

invo lved .  To contend t h a t  t he  r i s k  o f  investment  i n  Mountain Be71 1s 

g rea te r  than i n  e l e c t r i c  u t i l i t i e s  t he  f a c t s  must be: ( a )  That the  need 

o f  te lephone s e r v i c e  i s  n o t  as g r e a t  and e s s e n t i a l  t o  t h e  pub1 i c  a s  t h e  

need f o r  e l e c t r i c i t y  and, there fo re ,  Mountain B e l l  i s  more s u b j e c t  t o  

l o s s  o f  business; and ( b )  t h a t  t h e  p r o f i t  o f  Mountain B e l l  i s  n o t  as 

secure as i t  i s  t o  these e l e c t r i c  u t i l i t i e s ,  The fac ts  a r e  t o  t h e  

con t ra r y .  ( a )  The s e r v i c e  o f  te lephone communication which Moun%ain 

B e l l  i s  r e q u i r e d  by law t o  prov ide,  as d i s t i n g u i s h e d  f rom l u x u r y  i tems, 

i s  as f n d i s p e n s j b l e  and necessary t o  t h e  p u b l i c  i n t e r e s t  and t o  t h e  

w e l f a r e  o f  t h e  pub1 i c  as a re  e l e c t r i c  se rv i ces  r e q u i r e d  by law t o  be 

p rov ided  by a  magor e l e c t r i c  u t i l i t y ,  P o l i c e  and f i r e  p r o t e c t i o n ,  

medical se rv ices ,  t he  conduct o f  business and t h e  l e v e l  o f  l i v l n g ,  a l l  

d i c t a t e  an i n d i s p e n s i b l e  need f o r  bo th  types o f  se rv i ce ,  (b)  Mountain 

B e l l  has, and f o r  many years  has had, t h e  h i ghes t  f ~ n a n c i a l  r a t i n g  

1. Source: U.S. Congressional Record, Volume 121, Sept. 10, 1995, 
No. 132, FPC Study. 
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possible (Aaa). This i s  a most compelling indicator of the low r isk 

involved in investment in Mountaih Bell. Moreover, as t o  a f a i r  return,  

the Commission and the courts are bound by law t o  provide a return which 

will " a t t r ac t  capital" for  telephone and e l ec t r i c  ut i  l i t i e s  a1 i ke, which 

tends t o  make each jus t  as secure. 

I n  the Hope Case the U.S. Supreme Court held tha t ,  "The 

return should be suff ic ient  t o  assure confidence in the financial 

integrity of the enterprise,  so as t o  maintain i t s  credi t  and a t t r a c t  
1 

capi tal ,"  I n  l igh t  of the fact  that  the average rate of return of the 

215 major investor-owned e l ec t r i c  uti 1 i t i e s  (reasonably comparable) i s  

10.8%, one wonders what just i f icat ion there could be to  authorize a rate  

of return of 12.04% for  Mountain Bell. There can be no doubt tha t  i f  so 

many reasonably comparable u t i l i t i e s  have an average rate  of return of 

10,8%, such ra te  of return must be adequate "to assure confidence an the 

financial integri ty  of the enterprise,  so as t o  maintain credi t  and t o  

a t t r ac t  capital . "  Otherwise, an unreasonable and unacceptable number 

of such major u t i l i t i e s  must be assumed to  have a rate of return 

inadequate " to  assure confidence in the financial integrity of the enter- 

prise,  so as t o  maintain 7 t s  credi t  and t o  a t t r a c t  cap1 t a l , "  What 

~ u s t i f i c a t i o n  i s  offered in opposition t o  t h i s  assumption? Only, by 

analogy, a conclusion of experts based on opinlon, pure and simple, 

involving no  factual comparisons, and n o t  founded on factual evidence, 

One wonders how so many comparable major e l ec t r i c  u t i l  i t l e s  w i t h  an 

average rate  of return of 10,8% a t t r ac t  capital and survive 

If  the average ra te  of return on equity of the majors of 10,8%, 

rather than the 12,04%, were authorized, by change of th i s  factor alone 

the revenue requirement would be $9,519,073 less  and the increase i n  

revenue of $11,466,000 authorized would be only $1,945,927, 

1 ,  FPC vs. Hope Natural Gas Co., 320 U,S, 591 



1 
Common Equ i t y  $354,408,000 - $3,843,000 = $350,565,000 

The Hope Case ho lds  t h a t :  

"The rate-making process under t h e  Act,  i .e, t h e  
f i x i n g  o f  ' j u s t  and reasonable '  r a tes ,  i n v o l v e s  a  
ba lanc ing  o f  t h e  i n v e s t o r  and t h e  consumer I n t e r e s t s , ,  , " 
(Emphasis suppl i e d . )  

A u t h o r i z i n g  a  r a t e  o f  r e t u r n  o f  12.04% i s  n o t  under t h e  f a c t s  "a ba lancrng 

o f  t h e  i n v e s t o r  and t h e  consumer i n t e r e s t s ,  . ." 
The method o f  de te rmin ing  a  r e t u r n  t o  t h e  i n v e s t o r  based on 

e q u i t y  I nves ted  r a t h e r  than on r a t e  base i s  p r e j u d i c i a l  t o  t h e  r a t e -  

payers, It i s  obvious t h a t  i n  a  g iven  case t he  c o s t  o f  p r o v i d i n g  

s e r v i c e  t o  t h e  customers, exc lud ing  t h e  c o s t  o f  c a p i t a l ,  remalns t he  same 

whether t h e  u t i l i t y  has a  low, o r  h igh ,  e q u i t y  r a t l o ,  I t  i s  a l s o  obvaous 

t h a t  management has an area o f  wide d i s c r e t i o n ,  l i m i t e d  o n l y  

i n  de te rmin ing  what the  e q u i t y  r a t 1 0  

s h a l l  be, It i s  a l s o  obvious t h a t  t h e  h i g h e r  t he  e q u i t y  r a t i o  t he  more 

t h e  c o s t  o f  c a p i t a l  and, t h e r e f o r e ,  t h e  h i g h e r  t h e  revenue requr red  o f  

t h e  ra tepayers,  l o  p e r m i t  t h e  revenue requirement t o  be based on e q u ~ t y ,  

as t h e  M a j o r l t y  does here, opens t h e  door f o r  h i ghe r  revenues as manage- 

ment may imprudent l y  o r  w i t h o u t  concern f o r  t h e  i n t e r e s t s  of t h e  wate- 

payers, con t inue  t o  ma in ta in ,  o r  t o  increase,  t h e  e q u i t y  r a t i o ,  

Cons t ruc t i on  Work i n  Progress 

Cons t ruc t i on  work i n  progress (CWP) should n o t  be ~ n c l u d e d  In 

r a t e  base, The purpose of b u i l d i n g  a d d i t i o n a l  p l a n t  i s  t o  inc rease  

capac i t y  which i n  t u r n  n e c e s s a r i l y  w i l l  produce conforming a d d i t i o n a l  

revenues, By i t s  i n c l u s i o n  i n  r a t e  base t h e  ra tepayers  a r e  made t o  

p rov ide  revenues thereon which a re  n o t  taken i n t o  account i n  c a l c u l a t i n g  

t h e  r e t u r n  found necessary " t o  a t t r a c t  c a p i t a l "  as such revenues a re  

1  E x h i b i t  No, 3, page 8 - Accrued Div idends n o t  p a i d  and excluded 

2, Tax mu1 t i p 1  i e r  f ac to r  (Dec, No. 87582, F ind ing  No, 14)  



generated o n l y  i n  t h e  f u t u r e  as t h e  CWP becomes p r o g r e s s i v e l y  p roduc t i ven  

The obvious r e s u l t  i s  t h a t  t h e  u t i l i t y  w i l l  c o n t i n u a l l y ,  as t h e  c o n s t ~ u c t i o n  

work i n  progress becomes p roduc t i ve  i n  t he  f u t u r e ,  be t he  r e c i p i e n t  o f  

a d d i t i o n a l  revenues n o t  accounted f o r .  As CWP i s  a  cons tan t  and con t i nua l  

investment i n  t h e  na tu re  o f  a  r e v o l v i n g  investment,  1.e. some coming i n ,  

and some go ing  ou t ,  t h e  Company i s  c o n t i n u a l l y  t h e  r e c i p i e n t  over  t h e  

years o f  c o n t i n u i n g  a d d i t i o n a l  revenues n o t  accounted f o r  i n  c a l c u l a t i n g  

t h e  revenue r e q u i r e d  t o  produce t h e  r a t e  o f  r e t u r n  found necessary " t o  

a t t r a c t  c a p i t a l  ", and thereby  i s  a l lowed t o  c o l l e c t  more revenues f r om 

t h e  ra tepayers  than i s  necessary; and r e s u l t s  i n  " u n j u s t  and unreasonable1' 

charges. 
1  

As t h e  amount o f  p l a n t  under c o n s t r u c t i o n  (CWP) i s  $49,764,000 
2  

and as t h e  e q u i t y  r a t i o  i s  52.52% t h e  p r o  r a t @  amount o f  e q u i t y  c a p i t a l  

i nves ted  i n  CWP i s :  52.52% X $49,764,000 = $26,136,053. As t h e  t a x  

m u l t i p l i e r  f a c t o r  i s  2.1898 and t h e  r a t e  o f  r e t u r n  on e q u i t y  au tho r i zed  i s  

12.04%, t h e  revenue r e q u i r e d  o f  t h e  ra tepayers f o r  t h e  amount o f  e q u i t y  

c a p i t a l  i nves ted  i n  CWP i s :  26,373 X $26,136,053 = $6,892,077, I f  

the  CUP were exc luded f rom r a t e  base and n o t  a l lowed t o  earn, i n s t e a d  o f  

an inc rease  i n  revenue r e q u i r e d  t o  p rov ide  t h e  au tho r i zed  r a t e  o f  r e t u r n  

o f  12,04% t h e r e  would be a  r e d u c t i o n  o f  $6,892,077 i n  t he  o v e r a l l  revenue 

r e q u l r e d  and t he  i nc rease  au tho r i zed  o f  $1 1,466,000 be reduced t o  

It may be po in ted  o u t  t h a t  i f  t h e  investment  i n  CWP i s  n o t  

i nc l uded  i n  r a t e  base i t  w i l l  n o t  earn f o r  t h e  s tockho lders .  There i s  

no good reason why t h e  s tockho lders  i n  a  u t i l i t y  business who, i f  t h e  

u t i l  i t y  operates e f f i c i e n t l y ,  a r e  l e g a l l y  assured o f  o p p o r t u n i t y  o f  

p r o f i t  i n  t h e  f u t u r e  on t h e i r  investment  should have earn ings  n o t  a v a i l a b l e  - 
t o  s tockho lders  i n  n o n u t i l i t y  businesses who a r e  exposed t o  t h e  r i s k  o f  

cons tan t  and, perhaps, d e s t r u c t i v e  compet i t i on ,  who do n o t  earn  on any 

1. Dec. No. 87582, page 22 

2. E x h i b i t  No. 3, page 8  



capital while invested in CWP, and who do not recoup in teres t  on any 

debt capital whi 1 e invested therein. 

By exclusion of construction work in progress from rate  base 

a strong incentive will be given the u t i l i t y  t o  make the eonst~uct ion 

work in progress productive as soon as possible. If  a return thereon 

i s  realized regardless of when, CWP becomes productive t h i s  incentive i s  

l o s t  to  the great prejudice of the ratepayers. A major uti 1 i t y  in 

Colorado i s  now some - 5 years behind the time a certain project in i t s  

CWP costing some $90 mil 1 ion was to  become productive. 

The Colorado Supreme Court has held that:  "The u t i l i t y  i s  

en t i t led  to a reasonable return on the value of the property which i s  
1 

used and useful to  the rendering of i t s  service to  the pub1 i c . "  (Emphasis 

suppl ied. ) 

Construction work in progress i s  property which may become 

used and useful in the rendering of service t o  the public in the future,  

I t  i s  not during construction property which i s  used and useful t o  the 

rendering of service t o  the public as during such period i t  i s  not used 

and i s  not useful in rendering any service. I t  i s  clear that  the Court 

did not mean CWP as the type of property upon which the u t i l i t y  i s  

en t i t led  to  earn. I t  i s  also obvious that  the return on investment 

to which the Court i n  the Hope case holds the u t i l i t y  i s  en t l t led  "to 

a t t r ac t  capi tal" ,  must mean, i n  l i gh t  of the Colorado Case, only that  

investment which i s  "used and useful". 

The Majority includes construction work in progress i n  the rate 

base and realizing i t  should not be there in just i f icat ion resorts to 

a fine spun rationalization allegedly offset t ing i t s  e f f ec t ,  which 

offset  i s  not a t  a l l  an equal offset .  I f  i t  should not be i n  the rate  

base i n  the f i r s t  instance i t  should be excluded and whatever other 

entitlement the u t i l i t y  may have treated on i t s  own merits. 

1. PUC e t  a l ,  vs. Northwest Water Corp. 168 Colo. 154 



I V 

Salaries 

The greater the competency of the off icers  of a u t i l i t y ,  the 

more beneficial i s  t he i r  service to  both the stockholders and t o  the 

ratepayers. Adequate salar ies  should be paid t o  a t t r a c t  and to  motivate 

them, Company off icers  f i x  the amount of the i r  own salaries, The stock- 

holders, who control, are l i t t l e  concerned as the cost i s  n o t  shared by 

them, There ex is t s ,  therefore, an inherent confl ic t  between the interests  

of the off icers  and those of the ratepayers who bear the cost. There i s  

no bargaining with off icers  as there i s  with other types of employees, 

Very l i t t l e  ~ncen t ive ,  i f  any, remains to  exercise res t ra in t .  As the 

benefit of competent off icers  i s  def ini te ly shared by both the stock- 

holders and the ratepayers and cannot be exactly measured the i r  salar jes  

should be borne equally, l e e ,  one-half by the ratepayers and one-half by 

the stockholders, This would serve as a res t ra in t  of payment of 

exorbitant salar ies  and would provide the proper balancing of the 

consumersVnterests and the i n v e s t o r s 9 n t e r e s t s  required by the law 

where a conflict  a r i ses ,  

v ,  

AT&T owns 88% (rounded) of the common stock o f ,  and controls 

absolutely, Mountain Bell, the Purchaser, and to ta l ly  controls i t s  

wholly-owned non-regulated subsidiary Western Electric (Western), the 

Sel ler .  As Western i s  not subject t o  regulation and Mounta~n Bell i s  a 

capitve customer i t s  charges may be whatever the t r a f f i c  will bear, The 

more money Western makes the more AT&I makes, and the higher the charges 

to  the customers of Mountain Bel 1. No more favorable, and feasible,  s e t  

of circumstances can be Imagined t o  siphon money from the customers of 

Mountain Bell to  AT&T. What Incentive could AT&T have, or Mountain Bell 

i t s  a l t e r  ego, to  deal "at  arm's length", and t o  seek f o r  the most 



favorable compet i t i ve  p r i ces ,  when both the  S e l l e r  and the  Purchaser ape 

i n  r e a l i t y  one and those who pay are  capt ive? Under these circumstances 

t h e  Commission i s  bound t o  exercrse n o t  o rd ina ry  caut ion  b u t  s t r i c t  

sc ru t i ny ,  and r e q u i r e  hard and " .  
- evidence t o  e s t a b l i s h  t h a t  

Mountain Be1 1 ' s  purchases are  e f f i c i e n t  and economi ca1 ; and the  burden 

o f  p roo f  I s  t h e  Company's t o  p rov ide  such evidence, This  evidence, how- 

ever, i s  t o t a l l y  l a c k i n g  i n  the  record  no tw i ths tand ing  t h e  f a c t  t h a t  

such evidence "i d e f i n i t e l y ,  and p e c u l i a r l y ,  w i t h i n  t h e  resources o f  

Mountain Bel 1 and n o t  o f  t h e  Commission S t a f f ,  o r  o f  the  f l ro testants.  

Having such evidence, and f a l l i n g  t o  adduce it, it f a i l s  t o  c a r r y  I t s  

burden o f  proof .  

Because o f  circumstances o f  r e l a t i o n s h i p  r e q u i r i n g  the  

s t r i c t e s t  type o f  accountabi l  i t y  of purchasing prac t ices ,  and f a i l u r e  

t o  measure up t o  i t s  r e s p o n s i b i l i t y  t o  so account, the  purchasing 

p rac t i ces  o f  Mountain B e l l  under t h e  evidence cannot reasonably be 

found t o  be e f f i c i e n t  and economical, and t h e  Commission cannot l e g a l l y  

e s t a b l i s h  any r a t e s  as " j u s t  and reasonable", 

V I  . 
Value o f  Service 

The Company? charges a re  based on the  cos t  o f  se rv i ce  and on 
1 

- 
the value o f  serv ice ,  Charges are  l e g a l l y  requt red  t o  be " j u s t  and 

reasonable" and "nond~scriminatory",  Charges based on value of se rv i ce  

cannot poss ib l y  e f f e c t u a t e  charges which are " j u s t  and reasonable" and 

"nondiscr iminatory" ,  There are no reasonable standards, o r  c r ~  t e r i a ,  
2 

by which t h e  value o f  se rv i ce  may be measured, The value o f  an 

eMergency c a l l ,  i , e ,  f o r  a doctor ,  an ambulance, po l i ce ,  o r  f i r e  

assistance, etc, ,  cannot be determined, Ne i the r  can a business c a l l ,  

nor  a c a l l  made f o r  personal reasons, The benef i t ,  o r  value, der ived 

by t h e  c a l l e r  i s  n o t  sub jec t  t o  measurement, 

1. I & S  867, Tr .  Vo3. X X V I I I ,  Pages 119, 120 

2. I&S 867, Tr .  Vol. X V I I I ,  Pages 46, 47, 48 



It has been suggested t h a t  i f  t h e  charges made f o r  t h e  s e r v i c e  

i s  n o t  equal t o  t h e  va lue  p laced  on t h e  s e r v i c e  by t h e  Company, t h e  

customer need n o t  have t h e  se rv i ce .  T h i s  t e s t  may reasonably  have some 

j u s t i f i c a t i o n  i n  a  compe t i t i ve  market where a l t e r n a t i v e  s e r v i c e  i s  

a v a i l a b l e ,  b u t  where t h e  s e r v i c e  i s  a  necess i t y ,  and i t s  a v a i l a b i l i t y  

i s  f rom one source on ly ,  i . e .  a  monopoly, t h e  c a p t i v e  customer has no 

op t ion .  The suggested t e s t ,  t he re fo re ,  i s  f a l l a c i o u s .  I f  t h e  va lue  

o f  any s e r v i c e  cannot r e a l  i s t i c a l l y  be determined by "va lue  o f  se rv i ce " ,  

charges based on such a  concept cannot be " j u s t  and reasonable" and 

'hondiscr iminatory" ,  

If, again, t h e  va lue  o f  any p a r t i c u l a r  s e r v i c e  i t s e l f  cannot 

be measured and determined, how can d i f f e r e n t  charges based on t h e  va lue  

of  s e r v i c e  f o r  d i f f e r e n t  c lasses o f  s e r v i c e  such as between r e s i d e n t i a l  

and business, e t c .  ( t h e  r a t e  s t r u c t u r e )  be "nond i sc r im ina to r y "?  

Moreover, s i n c e  some customers a r e  charged on t h e  bas i s  of 

"va lue  o f  se rv i ce " ,  an unrea l  i s t i c  approach; and some customers charged 

on t h e  bas is  of  " cos t  o f  se rv i ce " ,  a  r e a l  i s t i c  approach, t h e  customers 

a r e  n o t  t r e a t e d  e q u a l l y  and d i s c r i m i n a t i o n  i s  unavoidable,  

The law i t s e l f  c a l l s  f o r  more r e a l  i s t i c  and reasonable 

c r i t e r i a .  Courts r o u t i n e l y  have h e l d  t h a t  a  u t i l i t y  i s  e n t i t l e d  t o  

s u f f i c i e n t  revenue t o  cover i t s  - cost ,  n o t  value, o f  s e r v i c e  w i t h  a  

surp lus  t o  p rov ide  a  f a i r  r a t e  o f  r e t u r n  on i t s  investment .  Whi le 

p e r f e c t i o n  i t s e l f  i s  n o t  a t t a i n a b l e  i n  de te rmin ing  c o s t  of  s e r v i c e  t h i s  

method f o r  ach iev ing  " j u s t  and reasonable" charges and charges which a re  

'"nondiscriminatory" i s  weighted w i t h  o b j e c t i v i t y ,  and means, t o t a l l y  

l a c k i n g  t o  t h e  concept o f  bas ing  charges on t h e  va lue  o f  se rv ice ,  

Other u t i l  I t i e s ,  i .e. r a i l r o a d s ,  a i r 1  ines ,  motor c a r r i e r s ,  gas and 

e l e c t r i c  u t i  1 i ti es , do n o t  base charges on t h e  va lue  o f  se rv i ce ;  nor,  

a re  t h e i r  r a t e s  au tho r i zed  on such bas is .  By bas ing  charges on t h e  

" va l  ue o f  se rv i ce "  concept which i n e v i t a b l y  r e s u l t s  i n  a r b i t r a r y  , r a t h e r  

than " j u s t  and reasonab le ' kha rges ,  and I n  charges which cannot f e a s i b l y  



be made t o  be "nondiscr imlnato, ry" ,  e i t h e r  among customers who a re  charged 

on "va lue  o f  se rv i ce " ,  o r  between those customers charged on t h e  "va lue  

o f  se rv i ce "  and those  customers charged on " cos t  o f  se rv i ce " ,  t he  

Company's method o f  charging, and Sts charges, a r e  n o t  i n  compliance w i t h  

t h e  law. Nonetheless t he  Company makes ex tens i ve  use o f  t h i s  i l l u s o r y  

method o f  charg ing.  

M a j o r i t y  Treatment o f  C a p i t a l  S t r u c t u r e  

Debt vs .  E q u i t y  Ra t ios  

1 
The M a j o r i t y  s t a t e s :  

"Advocates o f  a h i gh  debt  r a t i o  s e t  f o r t h  t h e  r e l a t i v e  
cos ts  o f  long- te rm deb t  and e q u i t y  by comparing a u t i l i t y  
f i nanced  by 100% debt  t o  a u t i l i t y  f inanced by 100% e q u i t y .  
I n  comparing these two extremes i n  a vacuum, t h e  mathematics 
a re  c o r r e c t .  " (Emphasis suppl i ed ,  ) 

A t a b l e  i s  then s e t  ou t  and conc lus ions drawn there f rom t o  d i s -  

prove a p o s i t i o n  n o t  taken, The "s t raw man" argument i s  used; i ,e ,  a 

s t raw man i s  s e t  up and t o r n  down. No one advocates t h a t  a u t i l  i t y  

should be 100% debt  f inanced, What - i s  advocated i s  t h a t  because o f  t h e  

known excess i ve l y  h i g h e r  c o s t  o f  e q u i t y  c a p i t a l  a course o f  f i n a n c i n g  

should be pursued whereby o n l y  debt  c a p i t a l  should be acqu i red  u n t i l  

market -p lace f a c t s  r a t h e r  than  s e l f - s e w i n g  o p i n i o n  evidence i n d i c a t e  

some o t h e r  method o f  f i n a n c i n g  t o  be more i n  t h e  p u b l i c  i n t e r e s t .  

They s t a t e  t h e  advocates who argue t h a t  h i ghe r  debt  r a t i o s  

should be a t t a i n e d  i n  t h e  p u b l i c  i n t e r e s t  t r e a t  t he  problem ", . . i n  
3 
L 

sumnary f ash ion  o r  avo id  them e n t i r e l y ,  . . ." The f a c t s  are:  t h e  

amounts o f  e q u i t y  and debt  c a p i t a l  a r e  known; t h e  cos t  r a t e s  o f  e q u i t y  

and debt  c a p i t a l  a r e  known; t h e  f ede ra l  and s t a t e  income t a x  laws a re  

known; t h e  mathematical  conc lus ions  i n d i c a t i n g  t h a t  t h e  c o s t  o f  e q u i t y  

c a p i t a l  i s  so much h ighe r  than t h a t  of debt  cap i t a1  a r e  known; t h e  f a c t  

1. Dec. No. 87582, Page 18, para, 5 
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that  the more the debt capital the less will be the revenues required 

to  cover "the expense of doing business'" the f ac t  that  the lower the 

expense the less  will be the revenue required to  provide a f a i r  return 

on investment; and, the fac t  that  by reduction of expense the r isk to  

investment, and to  profi t  on the investment i s  reduced, No fac t s ,  

on the other hand, jus t i fy  the continued acquis~t ion  of more, and more, 

equity capital , only opinions, 
a 

The Majority s ta tes :  

"As for  the suggestion that  Mountain Bell continue 
to increase i t s  debt r a t io  until i t  i s  no longer able 
to  se l l  debt, the response of David A ,  Kosh, prev~ously 
recognized by th i s  Comm~sslon as an expert on ra te  of  
return when he appeared on behalf of the Colorado 
Municipal League in 1&S Docket No, 867 captures the 
essence of the problem: (Emphasis suppl ied* ) 

. . ,  ( I ) t 8 s  l ike  saying to  somebody we donYt  
know whether a certian medicine =is good or 
bad so we are going to  Set you t ry  i t ,  and i f  
you die i t %  bad and I f  you don't  i 
( Inves t iga t~on and Suspension Docke 
Volume XXXII, pp ,  224-225 of t ranscr ipt ,  ) 

The good Dr, Kosh would be closer to  the facts  and to  the 

truth i f  he said: 

"The present medicine (low debt capital ) i s  d l  sastrous, 
We know a much bet ter  medictne (more debt capital ) ,  Take 
i t  until  we find on competent evidence that  some other 
medicine i s  bet ter ,  " 

The suggestion is  not that Mauntaln Bell continue t o  increase 

i t s  debt ra t io  until  i t  i s  '%o longer able to  se l l  d e b t ' b t  any cost. 

what i s  advocated is  that  i t  acquire only debt capital until  factual 

evidence from the market place indicate some other method of financnng 

i s  more in the pub1 i c  ~ n t e r e s t ,  

1, Dee, No, 87582, Page 21,  para,  1 ,  



Coin Telephone Service 

Coin telephone service located where i t  i s ,  and available as 

i t  i s ,  serves to provide the mass of telephone customers with a telephone 

service which would not be available to  them a t  the time, and the place, 

they need the service, Therefore, i f  there should be any partial  

subsidization i t  i s  jus t i f ied  by the benefit to  the general customers 

of having needed service available when no other service i s  available. 

A 100% increase i n  charges for  coin telephone service i s  

authorized, To authorize an increase so much greater than the average 

increase of 4.6% authorized assumes, i f  the increase from l o t  t o  20t 

i s  proper, gross lack of judgment on the part of the u t i l i t y ,  and on the 

part of the Commission, to have a1 lowed a charge of 10Q to have remained 

i n  e f fec t  for so many years in the past, 

The evidence t o  justsfy so great, and disproportionate, an 

increase i s  n o t  to be found in the record, 

The increase should not be allowed. 

C O N C L U S I O N  

In th i s  dissent an e f fo r t  has been made to  concentrate on 

only several fundamental principles of regulation leaving for  consideration 

of others reference t o  the briefs of the parties.  The basic principles 

concerned are tha t  unless the Company operates e f f ic ien t ly  and econom~cally, 

i t  i s  not en t i t led  to  any increase i n  charges t o  provide a Pair rate of 

return on the investment; that  e f f le ien t  and economical operation must 

f i r s t  be establ ished as a condition precedent before any consideration 

of what are,  or are  not, jus t  and reasonable charges may be undertaken; 

that  i t  i s  the burden of Mountain Bell t o  sustain such finding by 

suff ic ient  and competent evidence that  i t  i s  operating ef f ic ien t ly  and 



economica l ly ;  t h a t  i n  t h i s  ins tance  such ope ra t i on  has been shown t o  

be i n e f f i c i e n t  and uneconom~cal , among o the rs  i t s  po l  i c y  o f  f i nanc ing ,  

o r ,  a t  l e a s t  t h a t  i t s  ope ra t i on  i s  not shown t o  be e f f i c i e n t  and 

economical by competent and sw f fac ien t  ev~dence ;  and, t h a t  t h e r e f o r e  

t he  charges au tho r i zed  a re  i l l e g a l  as n o t  be ing  " j u s t  and reasonable,"  

To a u t h o r i z e  lncreased charges w i t h o u t  p r o o f  s f  efficiency 

n o t  o n l y  r e s u l t s  i n  u n j u s t  and unreasonable charges; i t  a l s o  des t roys  

i n c e n t i v e  t o  opera te  efficiently and econom~ca l l y ,  

When a u t i l i t y  i s  n o t  ea rn ing  a  P a i r  r a t e  o f  r e t u r n  on i t s  

investment  two a l t e r n a t i v e s  a re  open t o  i t , It must e i t h e r  make s t s  

o p e r a t i  on more e f f l  c i e n t  and economa ca l  by reduc ing expenses, o r  must 

reques t  t h a t  i t s  charges be increased, t o  Increase i t s  revenues, I f  

i t  i s  a l r eady  o p e r a t i n g  e f f l c ~ e n t l y  and economica l ly ,  then  i t  must 

r e s o r t  t o  t h e  second a1 t e r n a t f v e -  L I  kew~se ,  two a1 t e r n a t j v e s  a r e  open 

t o  t h e  Commission, It must f i r s t  a s c e r t a i n  whether t h e  u t i l i t y ' s  

ope ra t i on  i s  e f f i c i e n t  and econom~cal  I f  i t  f i n d s  by s u f f i c ~ e n t  

evidence t h a t  t he  u t a l i t y  i s  a l r eady  operating e f f i c i e n t l y  and 

economica l ly  i t  then, and then  only,  may and must authorize an Inc rease  

o f  charges t o  p rov ide  a  f a ~ r  r e t u r n  on t h e  investment,  

The d i s c r e t i o n  o f  management r s  very  broad indeed, b u t  1% i s  

n o t  w i t h o u t  l i m i t ,  and when i t s  d i s c r e t ~ o n  l"s p r e j u d l c i a l  t o  t he  

ra tepayers  t h e  Commission has n o t  only t he  power b u t  t h e  du t y  t o  

c o r r e c t  t he  abuse, (172 Colo, 188) 

T i t l e  40-6-915 ( 3 ) ,  CRS 1973, p rov ides  f o r  an even broader  

power o f  t h e  Courts than  pronounced I n  t h e  Coao 
172 Colo,  188 

a t  pages 203, 204, providing, i n t e r  a1 aa, t h a t  upon rev iew t h e  Cour t  



shall determine whether the Commission has violated any constitutional 

rights of the petit ioners and additionally "whether the decision of the 

Commission i s  jus t  and reasonable, and whether i t s  conclusions are in 

accordance with the evidence." Not only an abuse of law, b u t  an abuse 

of findings of fac t  i s  clearly indicated. Under the evidence in t h i s  

case the Decision of the Commission i s  not jus t  and reasonable and i t s  

conclusions are not in accordance with the evidence. 

I regret that  I have not had suff ic ient  time to consider in 

fu l l  the decision concerning the structure of rates which was given 

to  me th i s  morning. 

( S E A L )  
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