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BY THE COMMISSION: 

S T A T E M E N T  

I 

HISTORY OF PROCEEDINGS 

On February 25, 1977, Mountain S ta tes  Telephone and Telegraph 

Company (here inaf te r  referred t o  as "Mountain Be1 1 ," "Company," or  

"Respondent") f i l e d  Advice Le t te r  No. 1279 and t a r i f f  revisions t ha t  

would have resul ted  in increased r a t e s  on most of the Company's Colorado 

i n t r a s t a t e  telecommunications services .  According t o  Advice Let ter  No. 

1279, the e f f e c t  of the revisions would be t o  produce additional gross 

revenues of not more than $50,240,000 when applied t o  Mountain Be1 1 ' s  

Colorado i n t r a s t a t e  service  volumes ac tua l ly  experienced fo r  the 

cal endar year 1 976. 

O n  March 15, 1977, by Decision No. 90330, the Commission s e t  

the t a r i f f s  f i l e d  with Advice Let ter  No. 1279 f o r  hearing. Pursuant t o  

the provisions of C.R.S. 1973, 40-6-111(1), the e f fec t ive  date  of the 

t a r i f f s  f i l e d  w i t h  Advice Let ter  No. 1279 was suspended by operation of 

law f o r  a period of 120 days. Also by Decision No. 90330, the Commission 

fu r the r  suspended the t a r i f f s  f i l e d  with Advice Let ter  No. 1279 fo r  an 

addit ional  90 days, f o r  a t o t a l  of 210 days, i . e . ,  unt i l  October 24, 

1977. Also, by Decision No. 90330, the Con~mission provided t ha t  any 

person, firm or corporation des i r ing t o  intervene as a party in t h i s  

Investigation and Suspension Docket No. 11 08 (here inaf te r  referred to  

as "I&S Docket No. 1108") was t o  f i l e  with the Commission on o r  before 

April 15, 1977, a pe t i t ion  f o r  leave t o  intervene. 

On April 13, 1977, the Commission entered Decision No. 90504. 

In Decision No. 90504, the Commission s ta ted  t ha t  i t  would hear I&S 

Docket No. 1108 in two phases, as i t  had done in Investigation and Sus- 

pension Docket No. 930. Phase I would be limited sole ly  t o  issues 

re la t ing  to  determining the revenue requirement f o r  Mountain Be1 1 ' s 

Colorado i n t r a s t a t e  services  and Phase I1 l imited so le ly  t o  issues 



relating to spread o f  the  ra tes .  The Commission a l s o  stated t h a t ,  as i n  

prior gel7era'f ra te  increase f i  1 i ngs o f  Mountain Be1 l , it would detern~ine 

Mountain Bel l ' s  revenue requirerncrnt on the basis of a pas t  t e s t  yedr ,  

a d j u s t e d  for  in-period and  out-of-period expenses and revenues, The 

Commission found t h a t  the calendar  year 1976 would be a proper t e s t  year 

i n  th i s  proceeding, and directed t h a t  dl1 testimony f i l ed  i n  Phase S 

should be based upon the calendar year  1976 as the proper t e s t  period, 

"The Conrrnissiian i n  Decision No. 90504 s ta ted t11d-t i t  would also utiKi;le 

the procedure adopted i n  S&S Docket No. 930 by requirinq t h a h a l  direct  

testinrony of Respondent, Intervenors and S t a f f  of the Corr~rnissior~ be i n  

wr-itinq i n  question-and-an*erformad, w i t h  hearing time limited so le ly  

to cross-examination of witnesses who had f i l e d  written d i rec t  testimony. 

i n  Decis-ion No. 90504, the Cornniissjon stated t h a t  i t  would enter a 

brief interim decision fo l lowing  comple t ion  o f  Phase I hearing; t h a t  

the i n t e r i m  decision would e s t a b l i s h ,  w i t h o u t  elaboration or explanation, 

and fo r  purposes o f  Phase 1 X spread-of -the-rates testimony, the  revenue 

r~qtrirement for  Mountain Bell % so lorddo  intrastate telephone business 

dnd  the d o l l a r  amount o f  any gross revenue increase or decrease, The 

Ccmnri ssion t h e n  concluded D ~ c i s l " a n  No. 90504 by s e t t i n g  forth the 

proccdurdl dates t o  be u t i l i z e d  i n  I&S Docket No. 2108. I t  was provided 

in Decision No. 90504 t h a t  on or be fo re  May 13, 1977, Mountain Bell was 

Lo f i l e  i t s  written direct testimony and exhibits i n  i t s  d i r e c t  case i n  

Phase X dnd t h a t  on June 6 (camnrencing a t  2 p*rn.), 7 ,  8 dnd 9 ,  7977, s a i d  

witnesses o f  Mountain Be71 would be produced f o r  purposes o f  cross- 

exdmination. S t  was provided further i n  Decision No, 90584 t h a t  an or 

be fo re  July  8 ,  1977,  Intervenors and Staff o f  t h e  Gon\m"is-ion were t o  f i l e  

their written direct  testimony and  exhibits i n  Phase I and t h a t  on July 25 

(cornrrrenciny a t  2 p.m.), 26, 27 and 28, s a i d  witnesses worild be produced 

f o r  purposes of cross-examination, The d a t e  o f  July 29, 1977, was set  

i n  Decision No. 90504 for the rebuttal case of Mountain Bell ,  I t  was 

further s ta ted i n  Decision No. 30504 t h d t  t h e  Commission would enter 



an ~riterinr decision, referred to abawc, on Auqust 5, 7977. The C u ~ n r \ l ' ~ -  

s i o n  Further provided t h a t  on or before August 1 2 ,  1977, Mourltain Bell 

was to f i re i t s  wr"iten d i r ec t  tes t imony i n  Phase 11, Ghdt an cir before 

Atrgust 19, 1977, Intervenors and S t a f f  of the Cornrnission were t o  f i l e  

t l ~ e l r  w r i t t e n  d i r e c t  testimony i n  i%ase I i  and t h a t  on dates of Auyus"t3 

and  24, 1977, a l l  w i t n e s s e s  who had f i l e d  written d i r ec t  testimony i n  

Pir~ase X 1 would be produced f o r  crass-exami n a t i  o n ,  The  Cornmi ss'ian con- 

cluded t h e  statement po r t i on  sf Decision No. 90504 by s t a t ing  t h a t  i d  

would conduct hear ings for the purpose of r e c e i v i n g  statements and 

testirnuny frortr pub1 r'c ~"innesses on the  da tes  of May 23 i n  Larndr, May 24 

i rr Pueblo,  May 25 i n  Durango, May 26 in Grand Junction, May 27 "irr Gleriwoad 

S p r i n g s ,  and Ju ly  12 and 13 ,  1977, i n  Denver, Galorado, 

I n  response do Decision No. 90504, Mountdin Bell f i l e d  i t s  

d i r ec t  case i n  Phase 1 on May 13,  1977, by f i l i n g  the written d i r e c t  

tcst"rnony o f  L loyd L, Leqer ,  N i l 1  iarn 3 .  I-liortan, Way idnd H, L a n n i n g  , Mdrk k ,  

Notes t i ne ,  W i  T l iarri F. Nedthanner , J , ic2s"cl-rael Landau, Roger L. McLaugh P i n ,  

Jdrncs T.  Gibbons ,  Frank i. Schmi; t t ,  Kerll'leth I - .  Schnefder , Ezrd Solornon, 

William T. Ddnner, John W, Kendr'ick, and Norrrisr~ W. Leake, On the dates 

o f  June 6 ,  7, 8, 9, 22, 23, 29 and 30, 1977, crass-exarrrination was heard 

by t h e  Carrrmissiorr of a l l  of the  above wi tnesses .  

A l s o ,  i n  response t o  Decision No. 90504, Tntervenors Colorado 

Munic ipd l  League and AMAX, Inc . ,  filed on July  8, 7977, in Phase 1 

w r i t t e n  d i r e c t  t e s t i i n ~ o n y  s f  David A .  Kosh and Richdrd O. Gardner. A l s o ,  

or1 July 8, 1977, S t a f f  of t he  Comn~ission f4;led writ ten d i r ec t  destiurrony 

o f  Jalnos D, Grundy, Grai y Merrell drld Jar-rres A .  Richards. On Su Ey 18, 1977, 

In t~ rvenov .  General Servjces Adniinistrat-fon,  after l edve was g ran ted  t o  

Id{-e f i l e  t es t imony ,  filed written d i r ec t  tes t imony  o f  Mark I-angscam. 

On  t h e  ddtes o f  J u l y  25 ,  26 a n d  27, 1977, t h e  Commission heard c ross -  

cxxanrinciition o f  t h e  above w i t n e s s e s  f o r  Intervenors Colorado Municipal  

l eaqnc and  AMAX, Inc . ,  General Servjces A d m i n i s t r a t i o n ,  a n d  Sta Ff  o f  

t h e  Comrrrission. 



On Ju ly  28 and 29, 1977, i ' l ounba i  Be1 I cal led  ds witnesses 

in i t s  rebut ta l  case, Emre T. Altman, Roger T, Ful ler ,  Ted J, Fi f l i s ,  

Gclorge D. Christy and iiorarran il, Leake, Tlre d i rec t ,  cross-, redirect  

ancl r-ecross-exam-iriations of s a i d  w i  tnesses were conducted who1 ly o r a l .  

On August 5, 1977, the Canm~hssion entered CIS (3;n interim decision, 

Decision 140, 91106 i n  which i t  established the revenue requirement of 

E~lountain dell's Colorado i n " c a e t t t  ttclepi.~one bus iness,  orr t h e  basir, of 

- 
tes t -year  1976 condi t ions .   ire Gomrirission found  i n  Dec is ion  !la, 91106 

t h d t  an -ir~crease bur revenue i n  the  arrrount of $4,558,000 was required to 

of F s e t  a $2,136,000 net operating earnings deficiency,  The finding of d 

net  operating earnings deficiency of $2,136,000 was exclusive of any ex- 

penses relatirlg t o  the  1977 wage and benef -i t out-of-[~erl" od adjusQrient 

jro~?osc.d by Ilountain Bell -in Phase I ,  which was subject  to acljlastment i n  

thc evcnt the Be1 1 Sys";m signed a new contract  prior t o  September 20,  

1 9 1 1 ,  with the  ldbor union representing c r a f t  employees. 

I n  cornpliiance wi t h  Decision Fjo. 90504, our Arrgust 12, 1977, 

flountairi i3eliI fileci in  Phase XI the written d i r ec t  test imorly of Kuger T, 

l u l  l c r  and Glenn l l ,  Brown; on Augus t  16, 1977,  Golarddo Municipal League 

f - i  l ed " i ; ~  writ ten d i r e c t  testimor~y 05 Ross Lenson; and the Sta f f '  of 

C,otiaiiission f -i led wr-i t"in d i r ec t  t e s t i ~ i ~ a n y  o f  George S, Parkirss. On 

A u g u s t  23, 1977, the Comm~ssian heard cross-exalninatian of a l l  w-i tnesses 

w h o  had f i l e d  testin~ony i n  Phase I1  of' this  proceeding, b'iauntain Dell 

cdl  led one witness,  Roger T, Ful ler ,  i n  i t s  rebuttal case dur-ing Phase 11, 

Direct ,  cross- ,  redirect  a n d  recross-examinations of Mr, Fuller were held  

ou.dIly on August 23, 1977. 

11 

PART I CS --- 

On !larch 16 ,  1977, the Ci ty  dnd County of Denver by its City 

Attorney, l lax FL Za'P1, a n d  Assistarrt C i  i;y Attorneys, Brian H. Goral and  

Godfrey S. lu'assorr, filecl a l l o t i o n  to  In te rvene and Protes t  i n  this pro- 

ceeding,  O n  March 22, 1977, by Uecisjon iio. 90368, the Commissiori 

$]ranted leave tr r  -intervene t o  the C i t y  d n d  Catin@ o f  Denver, 



Our M~rrch 17, 1977 ,  the Regents o f  the University sf Colorado, 

hy i t s  attorney, George D, Dikeau, A s s i s t a n t  Attorney General, Filed 

a M o t i o n  to Protest and Intervene, On Mdrch 2 2 ,  1977, by Decision No. 

90352, the Camml"sslion granted leave to intervene to t h e  Regents of the 

University of Colorado, 

On March 30, 1977, CF&T Steel Corpora t ion ,  by J t s  at torneys ,  

Welbarn, Duf fo rd ,  Cook & Brown, D a v i d  W ,  Furgason dnd Richard t. Fanyu 

for the f i r m ,  f i l ed  a P e t i t i o n  t o  Intervene, On April 5 ,  1977, by 

Decision No. 90442, t l ~ c  Canmission gran ted  leave t o  intervene t o  CFlStl 

Steel Corpora t i  o n .  

O n  April 6 ,  7977, t h e  Golorddo Municipal League and AMAX, Pnc., 

by t he i r  attorneys Gorsucl~, K i r g i s ,  Cari?pbell, Walker & Graver, Leonard PI. 

Carnpbel 1 ,  W "; 1 i am Hami 1 ton McEwan , and Gary S ,  Coilen f o r  the f i r m ,  each 

f i l e d  a P e t i t i o n  t o  Intervene. Also, an Apr? 1 6, 7 9 7 1 ,  United Business 

Systems, Tnc., by i t s  attorneys Rathgerber, Appel & Powers, Jarnes Ivl, 

Lyons f o r  the firm, f i l e d  a Petition 50 Intervene. On April 1 2 ,  1977, 

by Decision No. 90475, the Commission granted leave to intervene to t h e  

Colorado Munic ipal  League, AMAX, Tnc., dnd Un i ted  Business Systems, I n c ,  

Ort Apt-l'l 15, 1977, Noldn Brown, Distr ic t  Attorrrey f o r  t he  

1st J u d i c i a l  Dis t r ic t ;  A l e x  Hunter, Distr ic t  Attorney for  the 20th 

Judicial Dis t r ic t ;  and Dale Pooley, District  Attorney f o r  the 2nd 

J u d i c i a l  Dis t r ic t ,  f i l e d  a Petition to Intervene on their  own behalves 

and  on behalf of the residents o f  their respective d i s t r i c t s .  A l s o ,  on 

Apri l  15, 1977, Mountain Plal"ns Congress o f  Senior Qrgarrizatl'ons, by i t s  

d t l o r n e y ,  D. Bruce Coles, f i l e d  a Petition t o  Intervene. Also, on 

A p r i l  1 5 ,  1977, 3 .  C .  Penney Co., linc., by i t s  local dttorney, John P, 

Tlronipson, f i l e d  a Peti dion for Leave t o  Intervene. On A p r i l  26,  1977, 

by Decision No. 90566, t he  Comml"ssl"on granted leave t o  ~ntervene  t o  the  

Dis t r ic t  Attorneys o f  the I s t ,  2nd and 20th  J u d i c i a l  Distr ic ts  o f  the  

State of Co lo rado ,  Mountain P l a i n s  Congress of Senior Organizations, and 

J. C .  Penney Go., Tnc* 



On A p r i  1 18, 1977, t h e  General Serv ices  Admini s t r a t i o n ,  a c t i n g  

on beha l f  o f  t h e  Execu t i ve  Agencies o f  t h e  U n i t e d  S ta tes  Government, 

Herman W .  Ba r t h ,  A c t i n g  General Counsel; Spence W.  Per ry ,  A s s i s t a n t  

General Counsel, Regu la to ry  Law D i v i s i o n ;  W i l l i a m  Page Montgomery, 

A t t o rney ;  and John L .  Mathews, Western Regional  A t t o rney ,  l a t e  f i l e d  a  

P e t i t i o n  of t h e  General Serv ices  A d m i n i s t r a t i o n  f o r  Leave t o  I n t e r vene .  

On A p r i l  26, 1977, b y  Dec i s i on  No. 90548, t he  Commission g ran ted  l e a v e  

t o  i n t e r v e n e  t o  General Serv ices  A d m i n i s t r a t i o n .  

On A p r i l  25, 1977, t h e  Communications Workers o f  America, 

AFL-CIO, by i t s  CWA Represen ta t i ve  W i l l i a m  H. Thornburg, l a t e  f i l e d  a 

P e t i t i o n  t o  I n t e r vene .  On May 3, 1977, by  Dec i s i on  No. 90585, t h e  

Commission g ran ted  l eave  t o  i n t e r v e n e  t o  t h e  Communications Workers o f  

America, AFL-CIO. 

On May 12, 1977, Paul Beacom, D i s t r i c t  A t t o rney  f o r  t h e  1 7 t h  

J u d i c i a l  D i s t r i c t ,  by h i s  a t t o r n e y ,  R ichard  Wood, l a t e  f i l e d  a  P e t i t i o n  

t o  I n t e r vene .  On May 17, 1977, by Dec i s i on  No. 90674, t h e  Commission 

g ran ted  l eave  t o  i n t e r v e n e  t o  t h e  D i s t r i c t  A t t o rney  f o r  t h e  1 7 t h  J u d i c i a l  

D i s t r i c t .  

I 1 1  

TESTIMONY AND EXHIBITS 

The Commission i n  t h i s  r a t e  proceeding has u t i l i z e d  c e r t a i n  

p rocedura l  methods designed t o  reduce hea r i ng  t i m e  and a f f o r d  p a r t i e s  

tes t imony  and e x h i b i t s  i n  advance o f  c ross-examinat ion.  

F i r s t  o f  a l l ,  t h e  Commission i n  t h i s  proceeding has r e q u i r e d  t h a t  

a l l  tes t imony  f i l e d  i n  t h e  d i r e c t  case o f  t h e  p a r t i c i p a t i n g  p a r t i e s  be 

i n  w r i t i n g  and p r e - f i l e d  i n  advance o f  c ross-examinat ion.  A l l  hea r i ng  

t ime,  except  f o r  Respondent's r e b u t t a l  case i n  Phase I and Phase 11, 

has been reserved  s o l e l y  f o r  c ross-examinat ion o f  w i tnesses f i l i n g  

w r i t t e n  tes t imony .  A1 1  p r e - f  i 1  ed w r i t t e n  tes t imony  has been marked as 

an e x h i b i t ,  o f f e r e d  and rece i ved  i n t o  evidence i n s t e a d  of be i ng  o r a l l y  



read i n t o  tile record, In additxion, the Carnr~~kssion hiis separated t h ~ s  r a t e  

proceed i rrg i n"i two phases, -i , e.  , Phase I La deternli ne t h e  Cor~~pany's 

revenue requirement; and, Plmse II to determine the spread o f  tire rates.  

In t h i s  proceeding, a l l  pre-filed written d i rec t  test imony 

has been marked as exhibits u s i n g  l e t t e r s  o f  the a lphabe t .  All e x h i b i t s  

f i l e d  wlth and i n  support o f  written d i rec t  testimony or which were 

offc?red d u r ?  ng cross-exanri nation have been marked u s i n g  Arab ic  nurneral s .  

The following i s  a l i s t  of a17 pre-filed written d i rec t  tes t imony  i n  

Phase I and Phase I I  of th-is proceeding which has been niarked and 

r ece i ved  i n t o  evidence 

Exh i  b i  .t; 
-"-- 

T i t l e  and Desc - --- 

Phase I 

A Testimony o f  Lloyd L. Leger 

B Testimony of W i l l i a m  J .  Warton 

C Testimony of Wayland H .  Lanniny 

D "Testimony s f  Mark E. Notestine 

E Tes t in~ony  a f  William F, Nedthdnlmer 

F Testinrony o f  J, Michael Landau 

G Testimony o f  Roger k. NcLaughlin 

H Testimony of Jan~es 1. Gibbons 

J Testimony o f  Frank L.  S c h m i t t  

J Testimony of Kenneth L. Schneider 

K Testimony o f  Ez ra  Solomon 

L "bstin~ony of W " i  l lam T. Ddnner 

M Tes"cimony of John W .  Kendrl'ck 

N Testimony o f  Norman W .  Ledke 

0 Testin~ony of D a v i d  A .  Kash 

P Testimony of Mark Langsam 

g Testimony o f  R ichard  D. Gardner 

R Testimony of James D, Grundy 



Exhi  b l  t - -- I ~ t l e  and ---- D e s c r ~ ~ t i o n  .....---- 

S Tc?s t inany o F Crd ir) Merrell 

7 Testimony of  Jaines A,  R-ichards 

PHASE XI --- ----- 

U Testimony o f  Roger T. Fuller 

V Testimony o f  Ross Benson 

ifj rest'inrony of Glenn  W, Brown 

X Testimony o f  Gcorqe J. Parkins  

Y 'Testimony o f  Norrrran W, lel-lke 

Z Testimony o f  B ,  Floyd Benne t t ,  J r .  

E i g h t y - e i g h t  e x h i b i t s  were offered w i t h  and i n  suppor t  o f  

pre-f i l  ed written testimony or d u r i n g  cross-exanrinatian and  were rnarked 

u s i n g  A r a b i c  numerals. Exhibit No. 86 was sealed upon s t i p u l a t i o n  of t h e  

p a r t i e s .  The followinq i s  a l i s t  of s a i d  e x h i b i t s :  

Exhibit - ----- No. - - T i t l e  or Descrxtion 
*------- ---- 

PHASE I 

1 E x h i b i t  to tes t i~nony o f  Lloyd i, Leger 

2 E x h i b i t  to testimony of William J, Horton 

3 E x h i b i t  ts testirnany o f  Waylar~d H, Lann i ng  

4 E x h i b i t  to testimony of Mark E ,  Notestine 

I; Exhibit to testimony of Willidm F. Nedthammer 

6 E x h i b i t  to testimony of  J ,  Michael Landau 

7 E x h i b i t  d o  t e s t i n ~ o n y  o f  Roqer L. McLaughl in  

9 E x h i b i t  to t e s t i m o n y  o f  Jdmes T, Gibbons 

9 E x h i b j t  to t c s t in~ony  o f  Frank I_,  SchrniCt 

10 E x h i b i t  to testimony o f  Kenneth L. Schneider 

1 1  E x h i b i t  to test- imony of Ezra %?oman 

12 E x h i b i t  t o  testimony of William T. Danner 

13 E x h i b i t  to testimony o f  J o h n  W, Kendrick 



Exhibit No. 

14 

15 

T i t l e  or  Descri   ti on 

Exhibit t o  testimony of Norman W .  Leake 

Mountain Be l l ' s  Stock Must Sell Above Book 
Value t o  Insure Financial In tegr i ty  

Mountain Bell Market Price Per Share 

Mountain B e l l ' s  Stock Must Sell Above Book 
Value t o  Insure Financial In tegr i ty  

Public U t i l i t y  Bond Yields Remain Near 
His tor ic  Highs 

Aaa Public U t i l i t y  New Issue Bond Yields, 
1 968-1 976 

Public U t i l i t y  Bond Yields Reniain Near 
His tor ic  Highs 

Economic Forecasts fo r  1977 

Ar t i c le  from August 26, 1977, Wall S t ree t  
Journal ,  e n t i t l e d  "Telephone Issues Stop 
Getting Busy Signals as Investors Fear 
Inf la t ion and In te res t  Rates" 

Spread in Return; Stock vs. Bonds f o r  Various 
Periods ( Ibbatson-Sinquefield Study) 

Response t o  Question in Transcript ,  Colorado 
Public U t i l i t i e s  Commission I&S Docket No. 1108, 
J .  T .  Gibbons, page 218, June 8 ,  1977 

Conclusions - License Contract Steering 
Committee 

L is t  const i tu t ing spec i f i c  ways in which 
b i l l  ing t o  the 1 i cense contract  may be 
decreased or t o t a l  expenditures reduced 

A1 t e rna t ives  t o  Funding, General Department 
and Bell Laboratory Act iv i t i e s  of License 
Contract Review Teams 

El ectroni  cs Techno1 ogy, Area 20, Basic Facts 
and Background 

Overview of Bell Laboratories - Chapter 2 

A Specific:  Budget Management; A Specific 
Management Training fo r  Supervising MTS 

Fundamental and Specific Development Ac t iv i t i e s  
- Chapter 5 

Steering Committee Report 



Exh-ib-i t  No. - --- ----- 
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Report and Recomrrrcndat ions 

License Contrdct Study 0.6' BTL -- July 1973 

Iowa State Commerce Commission Decision 
Issued June 9, 1977 

E x h i b i t  to teslin~ony o f  David A, Kosh 

Exhibi-to testimony o f  Mark langsarn 

E x h i b i t  to t e s t i m o n y  of R i c i ~ a r d  D, Gardner 

Colorado Xa~trds t a  te Revenues, L.icense Gontrdct , 
BIS, Cost Share, and Conduit Expenses 

Exhibit to testimony o f  James D.  Grundy 

E x h i b i t  to tes t imony  o f  C r a i g  Merrell 

A1 location of  h e r i  can l e l  ephone and Tel e- 
g r a p h  Company, Federal income Taxes, 1976 

Mountain Bell c a l c u l a t i o n  of rate bdse from 
S t a f f  e x h i b i t s  

Mountain Bell calculdtion o f  ddditional 
revenue required f r o m  S t a f f  exhibits 

Mountain Bell calculations o f  rate o f  return 
on rate Rase from S t a f f  e x h i b i t s  

Mountain Bell ca lcu7a t ion  o f  ra te  05 return 
on e q u i t y  frani S t a f f  e x h i b i t s  

Mountain Be1 1 ,  Ar-izona Local Coin  Messages 

Mountain Bell - Colorado Denver Metro Sample 
Coin Telephone Revenue Repression 

Mountain Bell - Colorado, T O $  iocdl  Coin 
Analysis - 1976 
Curriculum - V i t a e  of Ted J. Fif t i s  

Opin ion Memorandum on Job Development 
Investment  C r e d i t  - Ted J, F i f l i s  

Arizona Loca l  Coin Messages 

Article entitled ""The Utility O u t l o o k  a n d  the  
R a t i n g  Process" 

Depression T e s t ,  A c t u a l  Results 
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5 6 Growth Rates., Earnings Per Share, D iv idends  
Per Share 

5 7 Nominal Versus Real Return on Cqui ty  

5 8 One Vedr l l o l d i n y  Per iod ,  Spread o f  S tack  
Returns Over Bond Returns, 1926-1 976 

5 9 Utah P u b l i c  Service Commission Report  and Order 
and Notice of Hearing i n  Case No. 76-049-04 
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60 Letter from Internal  Revenue Service lo Pub1 i c  
Service Cammiss-ior.~, S ta te  of New Mexico  

6 1 Letter frarri Internal Revenue Service to Depart- 
ment o f  P u b l i c  Utilities, City o f  Dal las ,  Texds 

6 2  Gal cu l a t i  on of Spreads Be tween F q u i  ty and  
Debt for One Yedr Hold ing Periods 

6 3 Growth i n  Book Value, E d r n i n g s  Per Share 
and Dividends , 1971 -1976 

6 4 Hearing Requests by Mr, S w i f t  during cross- 
examinatjan o f  Nornian beakc, ML-123 

PHASE I 1  ..---"- 

6 5 Exhi  b i t  to "cestirrrony o f  Roger T,  Fuller 

6 6 E x h i b i t  to tcistirrrony o f  G I ~ n u o  I-i ,  Brawn 

6 7 E x h i b i t  to t e s t  irrrony o f  George J. Parkiurs 

6 8 E ' l a s t i c i  t i e s  s t u d i e s  on nrarri key cS-ial PBX 
and key b e h i n d  PBX markets (scaled) 

6 9 Copy o f  Colorado P u b l i c  Utilities Comrmisl;iorr 
Decision No, 90248 i n  i & S  Docket No, 1067 
and Case No, 5703 

7 0 Servi ce Charges (Ma Suspens inn/Restural D a t a )  
- Colorado 

7 1 Suspension o f  Service - Colorado 

7 2 Restarat l 'on f r o m  Denid1 f a r  Nonpayment - Colorado 

7 3 Responses to Mountain Pla in s  "First Sct o f  
Interrogatories a n d  Keques ts f a r  Production 
o f  Documents, MPC-107 

74 Cof oracla Pub1 i c  Relations Departinen t Answers 
t o  Mounta in  P l a i n s  Questions, August 5, 1977 
Attachment 140. 7 



E x h i b i t  No. ---- -- 
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T i t l e  or Description -- - 7-- 

Goloi*ada Pub1 a'c Re? a t i o n s  Department Arzswers 
to Mountain Pla in s  Questions, Augus t  5 ,  1917, 
AMaachnrent No, 2 

Colorado Pub1 i c Re7 at-ions Department Arrswers 
to  Mountain P l a i n s  Questions, August 5, 1 9 7 J ,  
Attachment No, 5 

Colorado P u b l i c  R e l a t i o n s  Depdrtment Answers 
to Mountdin P l d i n s  Questions, August  5, 7977, 
Attachment No, 6 

Col arado Pub1 i c Rehati ovls Department Answers 
to Muuntaiu; P l a i n s  Ques t ions ,  August  5, 1977, 
Attachment No. 7 

A Study  o f  Subscriber Reaction to a Mew Denver 
Tea ephone Service, Prepared for Mountain Be1 1 
Tea eplronc by Tracy-LackcAcdve~*Gis1"ng and  Pub  l; i c 
Re1 ations Research Department, May 1976 

Training Mdnual  e n t i t l e d  ""Slling Telephone 
Service" 

Go1 orado Pub1 r" c Rel  a t  iorrs Departruzcnt Answers 
to Mountain Pla ins  Q u e s t i o n s ,  August 5, 1977, 
Attachment No. 10 

Colorado Pub1 i c  Re1 a tions Depdrtnrent Answers 
SCI Motintaivll Pla in s  Questions, August  5 ,  1977 ,  
Attachment No, 14 

Colorado P u b l i c  R e l a t i o n s  Dcpdrtmem"r,nswers 
to Mountair) Pla in s  Quest ior is ,  August  5, I S i l ,  
Question No, 35 

Letter from Ken Love, Colorado Consumer A f f d i  rs 
Supervissr, Mountdin Bell, to Bruce Co-ies, 
d a t e d  Ju ly  1 , I977 

E x h i b i t  o f  Roger T, Fuller on i n ~ p a c t  o f  
Expanding Fither City Plan  Call ing or 
Two-party Measured Service 

L x h i b i t  to testimony o f  Norman W. Lcake 

E x h i b i t  to testimony o f  B, Floyd Bennett, 3r 

Answer (and Ques t i on  No. 10) re how Mountain 
Be1 4 derived 2 %  dcvel apment for 2MR and T UR 
Service 





4. The proilrer tes t  year for cie"r;er-.~*ii na t'i ori of Feverrue requ i r e -  

ir~nCs f o r  i'loura t a i n  !;el 1 in t ras ta te  operd t  ions in t h i s  pr-oceedirrg lidas 

( ~ r e s c r i l ~ e d  i n  Decision No, 90504, entered by t i l e  Gorra~iiss-ion on April 13, 

1(1)77, drrd i s  the I? rnorr",ils ended December 31, 19765, w";tlr accotrvrtirlg 

atl,justnrents as  found i n  Finding 140, 11 below, iur-perliod revenue a i l j u s t -  

riients as fouuld iri Fiu~d inq  130, 12 below, in-"period experise acijustments ds 

Found i n  F i n d i n g  iio. 13 below, and  ou t -o f -per iod  expense adjustments ds f o u n d  

5. The average-year 2976 rate  base of  "ce Gornpdny as koolced 

corlsists o f  the fo l l owing :  

( a  Plant irt servlice . . . . . $976,9Q1,000 
( I )  Lcss - Depreciation reserve . . . . , 154,420,000 
( c )  Plant under construction . . . . . 40,198,000 
( d )  Property h e l d  for  fu", {ure use . . . a -  1,640,000 
( c )  i"la"crria1 and supplies . e m * *  6,795,000 
( f )  Less - lleferred incorne taxes a n d  

accelerated depreciation . . . . .  70,272,000 
( g )  Total  ra te  base (as  booked) . . . . . 800,834,000 

6. Average-year 2916 r a t e  base (as booked) is  adjusted by 

tire f o l  lowing  in-period adjustments: 

(CX ) PI anh~r lde r  constrirc t-i on . . . . . ( $  3,985,000) 
( b )  Pre- 1971. unamoi-ti zeci i nves tr ient 

t a x  credi t  . . . . . (  1,57t3,OQO) 
(c ) Tota l  in-per-ic~tf adjustments . . . . . (  5,563,000) 

7. Averaqe-ye~~r 1976 ra te  base for  the purposes of t h i s  

proceeding, cons-ists o f  the  f o l l o w i n g :  

( a )  P l a n t  i n  service . . . . . $976,90J,OOQ 
) Less - Depreciation reserve . . . . . 154,428,000 
( c  ) PI a n t  under cons truc t-i' an . . . . . 36,223,000 
( t i )  Property he ld  f a r  fu ture  use . * - a *  1,640,000 
( e )  Flaterials and supplies . S e e *  6,795,00(3 
( F )  Less - Pre-1971 unamort l ;ze~i  

irjvestrnerit tax c redi t  . - * , a  1,578,000 
( g )  Less - Deferred inco~le taxes and 

accel era ted degreciati on . . . . . 70,272,000 
( 1 1 )  Total  ra te  base . . . . . 795,271,000 

3. Tile booked reverlues of the Corrlpany derived from i t s  iintra- 

s t a t e  telepllone operations -in the S ta te  o f  Colorado d u r i n g  the 12 months 

e r ~ i l e d  Uecerriber 31, 1976, i s  $346,535,000, less uncol lectil3le revenue of 

$1,3CliS,O00, f o r  a n e t  t o t a l  operating revenue of $345,226,000, The 

hooked expenses of Mountain Bell f o r  the same period, including taxes, 



d / ) l ) l i c d b I ~  LO ";s - in t ras ta te  telepI3one operat-ians i n  the  Sta te  o f  Colorado 

i s  $27:1,686,000, After deduc t ing  t o t a l  booked operat ing expenses, 

i ric lartl"iny taxes, f r o ~ i ~  t o t a l  booked apcrrat ing revenues, i"4ountajr-i bell ' s  

net opera t ing  jncorne derived from i t s  i n t r a s t a t e  telepllone operatiurrs 

i n  tlre S ta te  o f  Colorado i n  t h e  t e s t  year i s  $66,540,000, 

g), interest chdrged do c a n s t r u c t i u n  d u r i n g  the test year 

a p p l i c a b l e  t o  Fhoi~ntain Bell 2 C~olorddo i n t r a s t a t e  operation is $3,313,000, 

wii r ic i~ rirust be added .to net operat i r ig  income i f  telepi~one plaurt under 

coristruction i s  included i n  r a t e  base. Pll'scellaneous dedirctions clurirrg 

the t e s t  year  applicable t o  Plaur~tain Be l l ' s  Colorado i n t r a s t a t e  operation 

-is $465,QT)O, wh ich  rxiust be deducted Prom net  operat-iny income of  the 

Canrpar\y. Booked ne t  operating earnings i s  $69,38i3,000, 

10. Other chdrges - ne t ,  d u r i n g  the t e s t  year app l i cab le  La 

f lounta in  Be1 1 ' s  Colorado i n t r a s t a t e  operat ion i s  $316,000, which nust 

be subtracted fro111 n e t  operatjng earnings. In te res t  on debt  during the 

t e s t  year a p p l  icablc  t o  the Corr~pany ' s  Coolorado i n t r a s t a t e  operation i s  

$27,073,000, which mustbe subtracted from ne t  operating earnings, 

[iooked net  income f a r  the t e s t  year is  $41,994,000. 

11. f i e t  income of' Moun",iur Bell derived f r o m  t s  Calarada 

intrastdtc  operations f o r  the  t e s t  year i s  adjus ted  by the following 

( a )  Payrlents made t o  independent 
telephone corrrpani; e s  -En tire 
S t a t e  of Colorado t h a t  were 
dpplicabl c t o  the  period 1972 
through 1975; payrr~ents made to 
independent t.el epl-ronc; c:onrpanies 
i n  the S t a t e  of Colorado i n  
January 1977 applicable t o  the 
year 1976 L ) I U I .  

j b )  Expenses incurred by Mountain 
13ell t o  prorno", t he  passage of 
federdl l eg i s ld t ion  known as  
the Cox~sumer Communications Refornl 
Act of 1976 . . . . , $ 13,000 



( c )  Expeticii tures  incurred by Flountain 
Bell in connection with proposed 
Mendment Iios. 9 and 10 appearing 
on llovember 1976 genera 1 e l ec t ion  
bal l o t  in Colorado . . . . . $181,000 

( d )  Expenses incurred by Mountain Bell 
t h a t  were reported by r eg i s t e red  
lobby i s  t s  t o  Col orado Secretary 
of S t a t e  . . . . . $10 ,000  

( e )  Federal and s t a t e  income tax 
accrual adjus tmen ts booked 
during the t e s t  year  r e l a t i n g  
t o  p r i o r  years  . . . . . ($199,000) 

( f )  Other tax accruals  r e l a t i n g  t o  
p r i o r  years  t h a t  were booked 
during the  t e s t  year  . . . . . ($102,000) 

( g )  Adjustments t o  the  booked ad 
valorem tax  accruals  f o r  the 
year  19 76 . . . . . $ 9 2 , 0 0 0  

( h )  Adjustment t o  general s e rv ice  
and l i cense  expense r e l a t i n g  
to  the Consumer Communications 
Reform Act of 1976 during the 
t e s t  yea r  . . . . .  $ 1,000 

Total accounting adjustments t o  be added to  n e t  income of the Company 

derived from i t s  Colorado i n t r a s t a t e  operat ions f o r  ttie t e s t  yea r  i s  

12, Net income of Mountain Bell derived from i t s  Colorado 

i n t r a s t a t e  operat ions f o r  the  t e s t  year  i s  ad jus ted  f u r t h e r  by the 

f o l  lowing in-period revenue adjustments : 

( a )  Annual iza t i  on of revenue changes 
r e s u l t i n g  from di rec tory  a s s i s -  
tance charging, auttiori  zed by 
Decision 140. 87701, dated Octo- 
ber 30, 1975, e f f e c t i v e  July 1, 
1976 . . . . . $785,000 

( b )  Annual i z a t i  on of revenue changes 
r e s u l t i n g  from increase from lo@ 
t o  20$ per  c a l l  in the  charge f o r  
local c a l l s  from pub1 i c  and semi- 
public  telephone s t a t i o n s ,  author- 
ized by Decision No. 87701, dated 
October 30, 1975, implemented a t  
d i f f e r e n t  times during 1976 . . . . . $2,224,000 

( c )  Annual i zation of revenue changes 
r e s u l t i n g  from r e c l a s s i f i c a t i o n  
of Basalt  and R i f l e  exchanges, 
and t o l l  exception r a t e  change 
f o r  f i r s t  three minutes of c a l l i n g  
time f o r  di rec t -d is  tance-dia led 
c a l l s  from Basal t  t o  Aspen and 
Aspen t o  Basal t  . .  . . . $ 5,000 



( d )  Annual i z a t i  or) of revenue changes 
resul t ing from Swi tctted Network 
Services, authorized by t a r i f f s  
f i l e d  \rri t h  Advice Let ter  140.  
1190, dated March 1 7 ,  1976 . . . . . ( $  24,000) 

( e )  Annua 1 i  za t i  on of revenue changes 
resul t ing from increase in 1976 
directory advert ising ra tes  . . . . . $456,000 

Total annualized, in-period, pro forma revenue adjustments to  be added 

to  ne t  income of the Company f o r  the t e s t  year i s  $3,446,000. 

13. Net income of Mountain Bell derived frcm i t s  Colorado 

i n t r a s t a t e  operations f o r  the t e s t  year i s  adjusted fu r the r  by the 

following in-period pro fornia expense adjustments: 

( a )  Annual izat ion of cost-of-1 iving 
increase of 5.2% and average 
2.82 general wage increase to 
c r a f t  and c l e r i  ca 1  employees , 
ef fec t ive  August 1, 197G; and 
annua 1  i  za t i on of average 6% 
salary  increase to ce r ta in  
supervisory and tec l~nical  
employees, e f fec t ive  Septem- 
ber 12, 1976 

( b )  Annualization of i n t e r e s t  expense 
reduction re la t ing  t o  refinan- 
cing of debt . . . . . $296,000 

( c )  Ar~llual izat ion of detai led b i l -  
l ing of monthly recurring ser-  
vices provided to  a l l  s ingle-  
l i ne  customers on periodic 
basis or upon request a s  directed 
in Decision No. 87701, dated 
October 30, 1.975, e f fec t ive  
August 1, 1976 . . . . .  ($17 ,000)  

( J  ) ilorrlial i  za t i  on over three-year 
period of r a t e  proceeding 
expenses . . . . . ( $  7,000) 

( e )  Adjustrnent t o  r e f l e c t  elimination 
of a l l  adver t is ing expenses by 
Floun t a  i  n Be1 1  . . . . .  $613,000 

( f )  Adjustrnent t o  r e f l e c t  elimination 
of contr ibut ions ,  f e e s ,  and 
dues, except trade associat ion 
fees and dues . . . . . $116,000 

( g )  Adjustment t o  1976 federal  income 
taxes t o  r e f l e c t  a l locat ion of 
a  portion of the Be1 1  System tax 
savings to  Mountain Be l l ' s  Colo- 
rado i n t r a s t a t e  opera t i  ons . . . . .  $707,000 



( h )  Adjustment t o  genera l  s e r v i c e  and 
1  i  cerise agreement t o  r e f l e c t  reduc- 
t i o n  t o  1% of g r o s s  revenues ,  
l e s s  uncol l e c t i b l e s  . . . . . $1,204,000 

Total  annual i  zed ,  i n - p e r i o d ,  pro forma expense ad jus tments  t o  be added 

t o  n e t  incorrie o f  t h e  Conipany f o r  the  t e s t  y e a r  i s  $614,000. 

14. i iet  income of llountain Bell d e r i v e d  from i t s  Colorado 

o p e r a t i o n s  f o r  t h e  t e s t  y e a r  i s  a d j u s t e d  f u r t h e r  by t h e  fo l lowing  

ou t - o f - p e r i o d  forma expense ad jus tments :  

( a )  Annual i z a t i o n  of 8.08':; wage 
i n c r e a s e  f o r  c r a f t  and c l e r i -  
ca l  union employees, e f f e c t i v e  
Augus t 6 ,  1977; annual i  z a t i o n  

of 6 . 6 %  s a l a r y  i n c r e a s e  f o r  
f  i  r s  t- 1  eve 1  man ag er,len t enipl oye es  , 
e f f e c t i v e  September 18, 1977; 
annual i  za t i  on of s a l a r y  i n c r e a s e s  
f o r  second- leve l  management 
employees dur ing  nionths of 
llovember and December 1977; and 
annual  i  za t i  on of pensi  on benef i  t 
i n c r e a s e  f o r  a l l  employees,  
e f f e c t i v e  August 17 ,  1977 . . . . . ($1,482,000) 

( b )  Annual i  z a t i o n  of Soc ia l  S e c u r i t y  
t a x  i n c r e a s e ,  e f f e c t i v e  
January 1, 1977 . . . . . ( $  72,000) 

( c )  Annua l iza t ion  of i n c r e a s e  in 
pension a c c r u a l  r a t e ,  
e f f e c t i v e  January 1, 1977 . . . . . ( $  251,000) 

Total  annual i  zed ou t - o f - p e r i  od pro f  orma expense a d j u s  tnien ts t o  be deducted 

fro111 n e t  income of t h e  Company f o r  t h e  t e s t  y e a r  i s  $1,805,000. 

15. A f t e r  making t h e  necessa ry  and proper  a d j u s t m e n t s ,  a s  s e t  

f o r t h  above i n  Finding Nos. 11 through 14, t h e  a d j u s t e d  n e t  income of 

t h e  Company d e r i v e d  from i t s  Colorado i n t r a s t a t e  o p e r a t i o n s  i n  t h e  t e s t  

y e a r  i s  $44,346,000, o r  a  r a t e  of r e t u r n  on r a t e  base  of 8.95%, which i s  

below a  f a i r  and reasoriable r a t e  of r e t u r n .  

16. A f a i r  r a t e  of r e t u r n  a p p l i c a b l e  t o  r a t e  base  and valua-  

t i o n  of p r o p e r t y  of t h e  Company devoted t o  i n t r a s t a t e  t e lephone  s e r v i c e  

in  t h e  S t a t e  of Colorado dur ing  t e s t  y e a r  i s  9.40%, which r a t e  of r e t u r n  

i s ,  and wi 11 be ,  necessa ry  and adequate  t o  cover  t h e  c o s t s  of d e b t  of t h e  



co.rnll;cji, a f l e r  a p p l y i n g  the f ~ i r  r;ite o f  r-etiirri of 9,48/: r,o t h e  \~aT~nc 

o f  i.llci Coi;rpi-iriy's property devoted to i r n  trclsea te teli:[rhone s e w ;  ce irr t.he 

S l a t e  o f  Col o r a d o  in t i t t i  - t e s w e a r  i s  $74,755,00(>, 

i .  l'i~e difference C~ett.ieex: t i l e  i -equi  red ntc"icpc.r-ii t i  nq i?arri. iny$ 

C j t l l  l k [ ,o lorado ";I t r a s td  te ?.el cjrkioncl ope ra t i ons  S r z  t i le "L is t  yccir a n d  tile 

t I ( I y , 1 4 0  In order to  produce $1 of net irrc,or;rct, c?i I ' ~ V L ~ P I L ~  

corpou-;f te -iricoine t a x  ra t,es. Ti~erei^or-e, (rn i aacr iasc  i n  reveritme ii'i the 

, ! , > I  i , i t 1 1 1 t  v (, Ldt.od , ~ l i o v o *  7 his -i (; <I iiootil f-i c;l t i o n  o f  t l i ~  cjros\ ,e(r"~fg~ii~(" 

irii.rtl;lcjil o f  S4,55:3,OOO f o u n d  i n  iiecfii-, i o n  IUo, 41 106, d s  a r esu l t  of t b i c ~  1911 

~ ~ O l I ~ ~ ) ( ~ l ~ ~ > < ~  l ' i  or1 i !>s;red:;e. 

iconi> i i , t , \ ,  o f  'the following: 

(,i) L ~ p i  t a l  s t ock  . . . . . S 199 ,t;55,000 
(i)) ~jrerriiii:~ on cdjri tell s tock  . . . . . 50,412,000 
(i:) Retainctl edr-nir igs  . . . . . 138,O 70 ,000 

;)(IC). ilveracye dci ) t  o f  the  r o ~ r ~ p a ~ ~ y  c i p p  1 ic;iikbi t i  t.o i t..; Co1or;lcio 

I ritr-(is lii te  0 p c . r - d t ~  ons dur-inij  the Geis~ y ~ a r  1s $364,138,000,  ariti corss-EC, l,i  

of' t/ic, f a  l l il\il r i g  : 

( a  ) ijontis 
( i ) )  Iti Lerir,; t f eb t  11dtur1ri : j  

V J ~  t l r l n  onc y c v r  
(i Advances Fr-oil1 AT&T 
( t i )  ~ c d r ~ k  ~ O ~ I I S  ti!?:/ 

coi~li'ier c i  a i pi pcvr 



22. Fixed charges (interest on d e b t  and related expenses 

of issuance) applicdble t o  Mountain Bell 3 Colorado i n t r a s t a t e  opera -  

t i o n s  dtnriny "ce t e s t  year are $26,479,000. Intcrest expense riiust be 

increased by $891,000 to ref 1 ec t  proper end-of-period elnbedded c o s t s  

of debt ,  g i v i n g  a t o t a l  ad ju s t ed  interest expense o f  $27,370,008. 

23. Return o f  t h e  average unamort ized balance of t h e  Job 

Developr~ient  Investment Credit d u r i n g  the t e s t  year ,  a t  9.47% t o t a l  

cos t  of c a p i t a l ,  i s  $2,474,088. 

24.  O f  the rret operating edrrrings of $74,755,000 fourtd t o  

be f d i r ,  reasonable, and  necessary i n  F i n d i n g  No. 17 above, a f t e r  

subt rac t ion  o f  f i x e d  chdrqes o f  $27,370,000, as  found i n  F i n d i n g  Na, 

22;  s u b t r a c t i o n  o f  miscellaneous deductions of $316,000, as s ta ted 

-in Findi ing No. 10; and,  subt rac t fon of  the  return on unamortized Job  

Development Investment Credit  of $2,414,000 as f o u n d  in F i n d i n g  No. 

20, the amount ava i l ab le  "Sor cornman equi ty  appljcable t o  lvlountain Bell's 

Colorado ~ n t r a s t a t e  opera t i a n s  f o r  t he  1 2  months ended December 31 , 

1976, would he $44,655,000, result ing i n  a ra te  o f  return an common 

equity of' 1 1 .5%, which i s  a f a i r ,  just ,  and reasondbl e return dnd 

i s  s u f f i c i e n t  and necessary t o  cover  d i v i dend  requirements, t o  

accumulate a r e a s o n a b l e  s u r p l u s ,  La enable  t he  Cornpany to ma-ilntain 

i t s  c red i t  and t o  ra i se  c a p i t d l  on reasondble terms, and t o  assure 

f i n a n c i a l  i n t e g r i t y  s f  t h e  Company. 

25.  Totdl reverlue requirenrent, e x c l u d i n g  in te res t  charged 

construction and i n c l u d i n q  uncol l ec t i  b l  e revenue, of Mountain Rel l 

t o  be derived from i t s  Colorado in t ras ta te  telephone o p e r a t i o n s  on 

the bas? s of tes  t-year condi  t i ans i s  $360,098,000, 



26.  The r a t e s  o f  r e t u r n  found t o  be proper  f o r  ratemaking 

purposes i n  t h i s  proceeding, t o  w i t :  9.40% on r a t e  base and 11.5% 

on common e q u i t y  a r e  compat ib le  w i t h  and can be a p p l i e d  o n l y  t o  t he  

o t h e r  c o n d i t i o n s  as found he re i n .  Any m a t e r i a l  change i n  t h e  r a t e  

base found proper  h e r e i n  would o f  necess i t y  i n v o l v e  a  change i n  t h e  

f a i r  r a t e  o f  r e t u r n ;  o therw ise ,  t h e  end r e s u l t  o f  e q u i t y  earn ings 

would be i n  e r r o r .  L i kew ise ,  a  f a i r  r e t u r n  on e q u i t y  as found h e r e i n  

a p p l i e s  o n l y  t o  t h e  c o n d i t i o n s  o f  r i s k  now a p p l i c a b l e  t o  t h e  common 

e q u i t y  and any change i n  t h e  c a p i t a l  s t r u c t u r e  by way o f  i nc reased  o r  

decreased deb t  r a t i o ,  may n e c e s s i t a t e  an ad justment  t o  t he  11.5% r a t e  

of r e t u r n  on e q u i t y  found t o  be f a i r  and reasonable  i n  t h i s  proceeding.  

27. The r a t e s  and charges as proposed by Mountain B e l l  i n  

t h e  t a r i f f s  accompanying Adv ice L e t t e r  No. 1279, under i n v e s t i g a t i o n  

he re i n ,  would, under t h e  t e s t - y e a r  c o n d i t i o n s ,  produce a d d i t i o n a l  

g ross  revenue n o t  t o  exceed $50,588,000, o r  a  t o t a l  annual revenue 

( i n c l u d i n g  uncol  l e c t i b l  e  revenue) o f  $399,776,000. To t h e  e x t e n t  

t h a t  revenue produced by such r a t e s  and charges would t h e r e f o r e  exceed 

Mounta in  B e l l ' s  revenue requi rements  as found i n  F ind ings  No. 18 and 

No. 25, r e s p e c t i v e l y ,  such r a t e s  and charges a r e  n o t  j u s t  and reason- 

a b l e .  

28. The $7,712,000 i nc rease  i n  gross revenues found t o  be 

necessary t o  o f f s e t  t he  n e t  earn ings  d e f i c i e n c y  w i l l  be generated f rom 

t h e  Company's Colorado i n t r a s t a t e  ope ra t i ons  by  a d j u s t i n g  t a r i f f  

charges as f o l l o w s :  



( a )  Service Charges : 

( 1  Service cliarge restructuring as  
proposed by Mountain Be1 1 $1 09,000 

(2) Suspension dnd  restoral of 
service charges restructuring 
a s  proposed by Mountain Bell ($1  09 ,000) 

( 3 )  Service charge increases for 
residential prewiring and 
business service order $769,248 

( b )  Service S t a t i o n  Service Charge 
Restructuring d s  proposed by 
Mountain Be1 1 $ 8,500 

( c )  Four-Party Service - S t a n d a r d i  - 
zdk ion oi" Mjleagc Char-ge as 
proposed by Mountain Bell ( $  370) 

j d )  t i g h t - P a r t y  Mileage RestrucLuri ng 
a s  proposed by Mountain Bell $ 62,400 

( e )  Local Exchange Service Rate 
Increase as proposed by M O U R G ~ ~ M  
Be1 1 $773,000 

f I n t r a s t a t e  To1 l Increase $3,049,611 

( g )  Busl'ness Terminal Tel ephane 
Equipment (absol e t e  t a r i f f  
customers only) Increase $3,049,617 

29. Law-cost 2MR and 1UR Service shou ld  be made available to 

a l l  customers i n  the S t ~ ~ t e  o f  Colorado presently served by a central 

o f f i c e  equipped w i t 1 1  No, 9 o r  140. 2 E l ~ ? c t r u n i c  Swl i tchiny Sysder:~ (ESS), 

arid t o  a l l  custotners i n  the future  served f r o m  a ceritral o f f - i c e  equipped 

wi tah No. I o r  No, 2 ESS, or coinparablc equipment. 

30. Colorado Munic-ipal League shou ld  be reinrbursed by Mountain 

Bell fo r  a t t s r n e y s v e e s  dnd  costs dnd expert witnessVeees and costs 

.-in the swrn o f  $44,216.22 as  follows: $40,615 as attorneysYfees,  $2,169-22 

as  a l to rneyskcos t s ,  $30,000 as expert witness f e e  for Ddvid A. Kosh, and 

$1,432 as expert w i t n e s s  costs fo r  Dav id  A, KosR. 



1 - . - C d p i t d l  - - Structure.  -- - -- 

Mountain Bell recommended i n  this  proceeding use of a hypo- 

t he t i ca l  average-year 1977 equity fo r  purposes of i t s  recommended 

cap i  eal structure.  Use of a hypothetical average-year 1377 c a p i t a l  

s t ruc ture  wits recomniended i n  order "G ref lec t  t he  e f f e c t s  on a" ts c a p i  La1 

s t ruc ture  of d $792,436,062--co~r~n1011-stock i ssue ,  issued i n  April 1477, 

Mountain Bell argued t h a t  a c a p ~ t a l  structure r e f l e c t i v e  of the  ac tua l  

c a p i t a l  structure o f  the Company a t  the t i m e  the  rates go i n t o  e f f e c t  

should be used in t h i s  proceeding. The c a p i t a l  structure recommended 

by Mountain Bell i n  t h i s  proceeding consists a f  45.5% debt  and 54.5% 

equi ty . 

Staff  made no recommendations w i t h  respect t o  a proper  c a p i t a l  

structure t o  be used in  th i s  proceeding, Intervenors Municipal League 

and AMAX reconlmended use of a  consol idated &el 1 System hypotheticdl 

c a p i t a l  strtxcture consis t ing  o f  51"10ec.bt, 4% preferred and  45% cornnron 

c.qi.rity. Mun ic ipa l  League and ANAX reasoned t h a t  s-innce the debt  issuances 

of Mountain Bell a r e  so intertwined w i t h  d e b t  issuances of o t h e r  Bell 

ope ra t i ng  compan-ies and t h a t  s f n e e  Anrerican Telephone cnnd Telegraph 

Cn~lrpdny awns i n  excess o f  88% o f  t h e  conlmon e q u i t y  o f  Mountain Bell 

dhd t  i t  would be niore appropr i a t e  t o  use -i"n t h i s  rdte proceeding tl2e 

c d p i t a l  strlrcture of tire consol idated Bell System w-i th certain n i o d i f i -  

c a t i o n s .  Intervenor General Services A d m i n i s t r a t i o n  recommended use of 

the  ac tua l  cdpitdl structure a t  year-end 1976 of the consoliddted Bell 

Systenr, c o n s i s t i n g  o f  49% debt ,  4% preferred stock and 47"10ccprnrrron equi ty ,  

General Services Adn!-inistratl"on recommended use o f  the ac tua l  capital 

structure of the Be71 Systeri~ because i t  i s  a sfmple and s t ra igh t - forward  

iwrocedure which introduces no d i s t o r t i o n s  i n t o  the calculation of the 

ove ra l l  c o s t  o f  c a p i t a l  . 
The capl'"c1 s t r~ lc tu re  u t i l  ized by the Comn-issl"arr in t h i s  r a t e  

proceed i nq i s  the avcrage-year c a p i  tdl structure f o r  Mountain Be1 1 du r i ng  

t h e  test-year 1976, adjus ted  t o  r e f l ec t  the e f f e c t s  o f  t h e  refindncing 



o f  deb t  by i ssuance  o f  $150,000,000 o f  40-year  7-718% debentures  on 

November 15, 1976, and $75,000,000 o f  5-7/8% n o t e s  on December 29, 1976. 

For purposes o f  c a l c u l a t i n g  r a t e  o f  r e t u r n  on common e q u i t y ,  t h e  Commission 

u t i l i z e d  t h e  c a p i t a l  s t r u c t u r e  c o n s i s t i n g  o f  48.43% deb t  and 51.57% 

common e q u i t y .  

I n  i t s  c a l c u l a t i o n s ,  t h e  Commission has r e j e c t e d  Mounta in  B e l l  ' s  

use o f  t h e  h y p o t h e t i c a l  average-year  1977 c a p i t a l  s t r u c t u r e .  No o t h e r  

ad jus tmen ts  t o  t h e  c a p i t a l  s t r u c t u r e  were made by Mounta in  B e l l  t o  r e f l e c t  

changes i n  t h e  c a p i t a l  s t r u c t u r e  as t h e  r e s u l t  o f  t h e  i ssuance  of l o n g -  

t e r m  deb t ,  o r  changes i n  s h o r t - t e r m  d e b t  f i n a n c i n g  t h a t  have and a r e  

p lanned  f o r  1977. The Commission takes a d m i n i s t r a t i v e  n o t i c e  of t h e  p u b l i c  

f a c t  t h a t  Moun ta in  Be1 1  has had a  number o f  d e b t  i s s u e s  i n  c a l e n d a r  y e a r  

1977, i n  a d d i t i o n  t o  i t s  s t o c k  i s s u e .  However, none of  t h e  d e b t  i s s u e s  was 

t a k e n  i n t o  c o n s i d e r a t i o n  i n  i t s  recommended c a p i t a l  s t r u c t u r e .  The Comnis- 

s i o n  has a1 so r e j e c t e d  t h e  recommendation o f  t h e  General  S e r v i c e s  Admin is -  

t r a t i o n  t o  use t h e  a c t u a l  c o n s o l i d a t e d  c a p i t a l  s t r u c t u r e  f o r  t h e  B e l l  

System and t h e  recommendation o f  M u n i c i p a l  League and AMAX t o  use a  hypo- 

t h e t i c a l  c a p i t a l  s t r u c t u r e  f o r  t h e  c o n s o l i d a t e d  B e l l  System because o f  a  

r e c e n t  o p i n i o n  o f  t h e  Co lo rado  Supreme Cour t .  

On August  2, 1977, t h e  Supreme C o u r t  r e n d e r e d  i t s  o p i n i o n  i n  

Peoples N a t u r a l  Gas D i v i s i o n  o f  N o r t h e r n  N a t u r a l  Gas Company v .  P u b l i c  

U t i l i t i e s  Commission, - Colo .  - , 567 P .2d 377 (1977) .  A1 though t h e  

C o u r t  a f f i r m e d  t h e  Commission's use o f  a  h y p o t h e t i c a l  c a p i t a l  s t r u c t u r e  

f o r  Peoples N a t u r a l  Gas D i v i s i o n ,  t h e  C o u r t  w r o t e  w i t h  r e s p e c t  t h e r e t o  

on pages 4 t h r o u g h  6 :  

A g u i d i n g  p r i n c i p l e  o f  u t i l i t y  r e g u l a t i o n  i s  t h a t  
managelnent i s  t o  be l e f t  f r e e  t o  e x e r c i s e  i t s  j u d g -  
ment r e g a r d i n g  t h e  t i m e  o f  e n t e r i n g  f i n a n c i a l  marke ts  
and i t s  judgment r e g a r d i n g  t h e  most  a p p r o p r i a t e  r a t i o  
between d e b t  and e q u i t y  i n  t h e  c a p i t a l  s t r u c t u r e .  

% , Nor thwes te rn  ' ~ e l i    el ephone' Company v .  S t a t e  
o f  i nneso ta ,  299 Minn. 1, 216 N  . W . 2d 841 a t  850 (1974).  
I n  M o u n t a i n s t a t e s  Telephone and Te leg raph  Co. v .  PUC, 
182 Co lo .  269 a t  281 - 282, 513 P.2d 121 a t  / 2 /  (19 /3 ) ,  
we s t a t e d  



" ', . . I r l d t  i i ~ l l ' e o d i  ~ s i r ~ c j  i a;ir)i"ctal 5hoirIiE 
be l e f t  to the  d-ascr.c>t r on o f  r r ie r r rc~cj i .n~t la  
~cnEesi; there is (li iinbst i i n l ; i t r l  c;hc_lw-irrrj ti lt it 
rLiICe p l l yo~ -s  i i i - c ,  FIP i n q  px*r,j t i t i  I c t i t !  inC7jli tit- 1 <I 1 l y 
by t h e  ni i indqcrrdl  o p t i o n 5  i n  t he  drea o f  
c a p i  t a l  f ' i ~ ~ a n c i n g *  '' 

. . . Ur~less i t  has been demonstrated by a sub- 
s t a n  t i a l  showing thdt ratepayers are material I y 
13rejiadl"ced by the  a c t u a l  c a p i t a l  structure wh ich  
f i nances  u t i l i t y  operat"iovrs, the PUC s h o u l d  use t h e  
actual c d p i t a l  structure i n  calculat~ng rates,  
Mountain ---- States  -- Telephone and Telcxraph - Go, v.  
PIJC, -- sxr i i .  -- 

. . . We aqree w i t h  t h e  Supreme J u d i c i a l  Court of  
Massachusetts t h a t  a utility regulatory a u t h o r i t y  
cannot  base rates on a hypothetical rather t h a n  
t he  ac tua l  c a p i t d l  structure of a u t i l i t y  unless 
'"xisting c a p i t a l  structures o f  regulated companies 
... so unreasonably and sukstantially vary from usual 
p r a c t i c e  as to inrpose an i i n f a i r  biirderl an t h e  
consumer." M y s t i c  Val ley Gas Co, v .  De~artmerrd 
o f P u b l i c u t T?X<C;-T%9--M=KT47:7m KX-ZY 2 '3 3 -- -- 
a t  m--mnTT@i-Enhxlancl S e l e ~ h a n e  and Telecrrauh 

L-J--  

Ca. v ,  Dcpt. -- o f - ~ u D 7 ? ~ f i 7  -- - , 360 Mass, 667, 
m $ - . T Z - 4 9 3  d t  537--509 V-gT-); a l s o  see Souahern -- -- - -- - 
Be1 1 Telephone and  - o ,  -- v, Mississip a 
%%"l"E? Serv i c e  Cosr s .  7 622 
TEGa7Ey;- 
hypothetical capital s t ructure  a f t e r  actual  c d p i  tar 
structure fourrd " kmprudent and  iinecononii cdl  " ') , 

in~~snruch as t h e  Court's sopinion was rendered following the close of 

hedrings i n  Phase 1 i n  this  S&S Docket No, 1108, neither Municipal 

Ledgue, AMAX viar General Serv i ces  A d m i n i s t r a t i o n  could  have anticipated 

t he  dbove quotcd l a n g ~ i a g e  From P 3 l e s  Natural  Gas D i v i s i o n  v, Public, ------- ------------- - 

Utilities Comiirsion "-9 - re la t ive to t h e  findings the G o m i s s i o n  

must. make -in o r d e r  t o  susta in  use o f  a hypo"c,hetl"cal c a p i t a l  sl:rucdure 

for Mountain Be1 I. The evidence offered by M u n i c i p d i  League, AMAX 

anti General Services Adrri-inis troatl"orr i n  t h i s  proceedia~g consequer";tly 

i r  insuf f i c ien t  t o  warrant the Gornrnl"ssion 2 u s i n g  e, i ther  t h e  actual 

cvnsaPidated Be71 System c a p i t a l  structure, or a hypo the t i ca l  consoli- 

d a t e d  Be1 1 Sys tern c a p i t a l  structure,  

i t  should not  be construed by one redding th i s  dec i s i on  t h a t  

the Gamniission has found  t h e  c a p i t a l  structure employed i n  t h i s  

proceeding, to w i t  : 48-43:) d e b t  and 51 -57% common e q u i t y  , -is a proper 

cdeht- ivul  l y  r%atl^o f o r  d t r l e j i h a n ~  uCil i t y  such as M o i i r i t a i  n Be1 1 , S i ~ c h  



a ~ t d p  i t d l  strut ture i S, i 11 the opinion o f  t h e  Coirrun-r" ssion, weighted too  

heavily towards equ i t y ,  However, there i s  insufficient evidence i n  t h i s  

record for the Conunr-i ssion to deternli rre whether such d debt-equi ty r a t i o  

f o r  Mounta in  Bell i s  " Y  , . $0 unreasonably and s u b s t a n t i a l l y  v d r r i e d l  

f r o m  usrrdl  practice as  t o  I'mpuse an u n f a i r  burden  on the consunrer, "9 t 

further should n o t  be interpreted t h a t  t h i s  Comrnissiou?i has rejected 

a d j u s t i n g  Mountain Bell" a c t u a l  c a p i t a l  structure i n  fu ture  rdte pro-- 

ceedings t o  reflect the  e f  Fects o f  double leveraging due t o  An~erican 

Telephone and Telegraph Gss~npanyk sownersl-ijp o f  more t h d n  88% of the 

common e q u i t y  o f  Mountain Bell .  

2. Rate o f  Return on 

Iri  t h i s  prcrceed'l"ng, the Can~snissl"an heard testinrony from s ix  

wi tnesses  on t h e  i s s u e  of f a i r  rate of return on common cquity.  Mountain 

Bell sponsored three witnesses, Dr. Ezra Salonrarl, Dr. George D, Cb~risty, 

and William T, Danner, Intervenor Colorado Municipdl League sponsored 

one witness , Dav id  A ,  Kosh. Intervenor General Services Admin is t ra t ion  

srrcrrrsorcd one w-i tness, itZark Langsam; and the S t a f h f  t h e  Col^r~i;nissiorr 

syra~~c;or*ed one w i t n e s s ,  Jdrnes A, Richards, In descending order, the 

f o l  lowing  f a i r  r a t e s  o f  return on camanon cqui ty were recommended t o  t h e  

Ccrirz~~> ii s s i on : 

( a )  W i l l l " a i ~ . ~  T ,  Danvler - 14.0'5 do 15,0% 

( b )  Ezra Solomon - 1425% to 14.75% 

( c )  Mark Langsam - 11,5? t o  12,5% j12,OZ specifical  l y )  

( d )  James A .  Richards -- 7 1,5% to 12,3% 

je) D a v i d  A,  Kosh - 11,257:i t o  17.5% 

Dr.. Christy wds called by Mountain Bell solely as a rebuttal w i t n e s s  and 

d i d  n o t  rc~corrr~nend a f a i r  rate of return, Dr, Chr i s t y ,  however, d i d  

endorse t i l e  methodologies employed by Ur, Solomon and  Nr, Danner. 

After m a 1  yzr'ng the n~ethodul  ag ies  used by the varjalns witnesses , 

i n c l u d i n g  the  c d p i t a l  s tructures u t i l i z e d  t o  reach the recommended f a i r  

ra tes  o f  return, t h e  Con~miss ion  has concluded, as is  s ta ted  i n  F i n d i n g  

o f  F a c t  No. 24, t h a t  d f a i r  ra te  o f  return on common equi ty  f o r  Mountain 

Bel l ,  con5idering t h e  economic and market c o n d i t i o n s  t h h t  exist  today ,  



i s  11.5':. I n  t h i s  r e g a r d ,  t h e  Commission f e e l s  t h a t  some comment s h o u l d  

be made w i t h  r e s p e c t  t o  t h e  methodo log ies  employed by t h e  w i tnesses ,  

e s p e c i a l l y  t h e  d e b t - e q u i t y  d i f f e r e n t i a l  methodo logy employed by  Mounta in  

Be1 1  ' s  w i t n e s s e s .  

The fo rn iu la  used i n  t h i s  methodology b y  Dr .  Solomon and Mr. 

Danner may be s t a t e d  as f o l l o w s :  

RRR = i + X, 

where "RRR" i s  a nominal  r a t e  o f  r e t u r n  on common e q u i t y ,  "i" i s  t h e  

r a t e  o f  r e t u r n  on a  s e l e c t e d  p o r t f o l i o  o f  h i g h - g r a d e  c o r p o r a t e  bonds, 

and " X "  i s  a  c a l c u l a t e d  d i f f e r e n t i a l  between h o l d i n g  a  l a r g e  number o f  

c o r p o r a t e  e q u i t i e s  and h o l d i n g  a  s m a l l  s e l e c t e d  p o r t f o l i o  o f  c o r p o r a t e  

bonds. The d i f f e r e n t i a l s  o f  6.5% and 5.5% reached b y  Mounta in  B e l l ' s  

w i tnesses  were based upon two s t u d i e s ,  one by  P r o f e s s o r s  I r w i n  F r i e n d  

and M a r s h a l l  Blume, e n t i t l e d  "The Demand f o r  R i s k y  Assets , "  and one by  

Pro fessors  Roger I b b o t s o n  and Rex S i n q u e f i e l d ,  e n t i t l e d  "Stocks ,  Bonds, 

B i l l s  and I n f l a t i o n ;  Year b y  Year H i s t o r i c a l  Returns ,  1926-1974. " The 

F r i e n d  s t u d y  covers  t h e  p e r i o d  1902 t o  1971, and t h e  I b b o t s o n  s t u d y  

cove rs  t h e  p e r i o d  1926 t o  1974. Both  s t u d i e s  p r o v i d e  yea r -by -yea r  y i e l d s  

ach ieved  by  i n v e s t o r s  on ( 1 )  a  p o r t f o l i o  o f  h i g h - g r a d e  c o r p o r a t e  bonds and 

( 2 )  a  p o r t f o l i o  o f  common s t o c k s .  The p o r t f o l i o  o f  common s t o c k s  used i n  

t h e  F r i e n d  s t u d y  i n c l u d e s  a l l  s t o c k s  1  i s t e d  on t h e  New York Stock  Exchange 

f o r  t h e  p e r i o d  1902 t o  1971. The p o r t f o l i o  o f  comnon s t o c k s  used i n  t h e  

Ibbo tson  s t u d y  i n c l u d e s  a l l  s t o c k  on t h e  S tandard  and P o o r ' s  500 Stock  

Index f o r  t h e  p e r i o d  1926 t o  1974. The p o r t f o l i o  o f  h igh -g rade  bonds used 

i n  t h e  F r i e n d  s t u d y  numbered l e s s  t h a n  50, a l l  r a t e d  Aaa o r  Aa. The 

p o r t f o l i o  o f  h igh -g rade  c o r p o r a t e  bonds used i n  t h e  I b b o t s o n  s t u d y  

encompassed a  p o r t f o l i o  o f  17  h i g h - g r a d e  c o r p o r a t e  bonds, known as t h e  

"Sal omon B r o t h e r s  Index. "  

The e q u i t y - d e b t  y i e l d  d i f f e r e n t i a l  methodo logy employed by  

Moun ta in  B e l l  i n  t h i s  p roceed ing ,  i n  t h e  o p i n i o n  o f  t h e  Commission, has 

s e v e r a l  v e r y  s e r i o u s  d e f i c i e n c i e s  and b i a s e s .  The most  s e r i o u s  d e f i c i e n c y  





s t a c k s  t raded  on New York Stock Exchange would hdve rurore risk than d 

portfolio of corpora te  bonds ,  a l l  rated either Aaa or Aa, Thus, t he  

differential between t h e  weighted average y ie ld  o f  a portfolio o f  

corporate s t o c k s  and of a small nurnber o f  h i g h  grade corporate bonds 

would be higher than the d i f f e r e n t i a l  derived f r o m  a comparison of the 

y i e l d s  of comparable risk stocks and bands .  T h u s ,  the s tud ies  yie ld  

larger equity-debt r l ifferentjals t h a n  would bc a t t a i n e d  w i t h  t h e  use 

of  conlparable un ive rses .  111 a d d i t i o n ,  do t h e  extent t h a t  the studies 

employed ar i thmet ic  averag ing ,  t h i s  wotnld a l s o  tend to b f a s  the resul t ing 

equi ty-debt  y ie ld  d i f f e r en t i a l  i r r  the same directton, Fwr"chermare, u s i n g  

universes of corporate equities and corporate bonds as compared to 

universes of utility stocks and bonds a l s o  would tend do b i a s  s imi la r ly  

the equi ty-debt  y i e l d  differential. 

The same cortlrnents are gerrnarle to the Xbbatson study which 

con~pared universes c o n s i s t i n g  of a portfolio o f  a l l  s tocks  evlcompassed 

i n  t h e  S t a n d a r d  and Poor k 5500 Stuck Index and a portfolio o f  17  high- 

grdt fe  carpor-a te bands rnakjnq up w h d t  i s  cdl led the "%a l orrron Brothers 

I. ndex a '' 

A br ief  comment i s  i n  order w i t h  respect to Dr. Solomon's 

application o f  the  equity-debt r i s k  differential specificdlly to 

Mountdin Bell ,  The Carnnissl'on cou ld  no t  disdgree more w i t h  D r .  Solomon's 

t l l o i c c  of a h a w  per iod o f  1960-1965. T h i s  was a p e r ~ o d  "i which 

Pilourltdtr~ B e l l ' s  soolnrrlon stock wds se"E'Ping well i n  excess of' 1 .Z of book 

d n d  I l,s p r e - t a x  jnterest covcl-age was iirownd 7-3 L-iri~e~, ~ d r n i n q s .  

Bdrn inqs which would qeneratr such r a t i o s  a r e ,  in t h e  opinion of 

t h e  Corrmii s s ion ,  unduly excess  ive a n d  c o u l d  be characterized d s  nronopoly 

pricirrq,  The Carnr~~ission would hard ly  agree w i t h  Dr. Solol~ion t h a t  

L h ~ s  was a golden aye t o  be recaptured. 



Each of the remaining three  rate-of-return witnesses, Messrs. 

Kosh, Langsam and Richards u t i l i zed  var iants  of the "discounted cash 

flow" ( D C F )  methodology. Mr. Langsam referred t o  his  DCF analyt ica l  

approach as a "market value approach." In addi t ion,  Mr. Langsam used 

a second methodology a t  ar r iv ing a t  his recommended r a t e  of re tu rn ,  

which he referred t o  as "comparable earnings approach." 

The DCF methodology bas ical ly  s t a t e s  tha t  the cap i ta l i za t ion  

r a t e  f o r  a pa r t i cu la r  stock i s  equal t o  the  dividend y i e ld ,  plus growth, 

which may be s ta ted  in the formula 

i = y + g ,  

where " i "  i s  the cap i ta l i za t ion  r a t e ,  "y" i s  the current  dividend yie ld  

(~neasured by dividing dividend per share by the  average market pr ice  per 

share)  and "g" i s  the growth. Although a l l  three  witnesses u t i l i z ed  the 

D C F  methodology, each used a d i f fe ren t  method of measuring "g". Even 

though d i f fe ren t  techniques were used to  measure "g" and d i f fe ren t  

allowances were made to compensate f o r  market pressure i n  order t o  keep 

market-to-book r a t i o  above one, t h e i r  D C F  recommended f a i r  r a t e  of return 

within a very narrow range. Mr. Kosh's recommended r a t e  was in the 

range from 11.25% to  11.5%. Mr. Richards ' recommended r a t e  was in the 

rdnge fronl 11.5% to  12.3%. Mr. Langsam recommended a f a i r  r a t e  of return 

on c 0 ~ ~ ~ ~ 1 o n  equity using the market value approach, in the range from 

1lOL t o  1 3 % ~  which Mr. Langsam characterized as a1 ready including a1 lowance 

for  market pressure. 

The Comiilission has in past r a t e  proceedings found the discounted 

cash flow formula acceptable f o r  determining a f a i r  r a t e  of return on 

common equity , because i t  measures inves to r ' s  expectations. Recognized 

in the D C F  formula a r e  inves to rs '  perceptions of fu tu re  dividend yie lds  

plus the expected growth in capi ta l  value which will be real ized through 

the change in market pr ice  when the stock i s  sold.  As t h i s  Comrnission has 

s ta ted  before,  however, and as has been recognized by the cour ts ,  the 

f inding of a f a i r  r a t e  of re turn  i s  not an exact science.  



peirccnt i s  s u f f - i  c i e n t  to c o v e r  d iv idend requ-i"rc?ments, to accunru hat a 

redsondble surpl~xs, and t o  enah l  e Mountai rr Be1 1 t o  ma i n b i n  i t s  credi t ;  

i.; s i i f f i c l ' e n t  to r a i s e  c a p i t a ?  oar reasonable teerrns, and t o  assure t h e  

f i n a n c i a l  integri  ty o f  t h e  Cornpany; and i s  conmrensurate w i t h  returrrs on 

invcs tn ien ts  i n  o t h e r  enterprises h a v i n g  corresponding risks. 

The 11,5% r a t e  o f  return Pound f a i r  and reasonable by the 

Corrmr'issian i n  t h i s  proceeding i s  t he  rate  o f  return ora comunon e q u i t y  

reconmiolded by Mr. Kosh i n  December 11374 i n  Investigation and Suspension 

llockct No. 867, Mour~tai r~ Be1 13 t ken  ""au"i\orized" rate o f  return was 

I . .  In dr"scussing M r .  Kssh ls  recommertded rate o"F11,%,tha"s Csmmiiss~ion 

wrote 'in Decbsion No. 136103, i n  1nvesticgatl"an d n d  Stispens4on Docket Ro. 

867, a t  page 15: 

i n  t o d a y ' s  smarket , Mountain Be1 1 s t o c k  has 
been selling dt a p p r o x i n ~ a t e l y  152, o f  i t s  book 
v a l u e  and the ra te  o f  retiirrr t o  Mountcx"P" Bell 
equ i t y  i s  close  to what Mr, Kash now recommends 
Realistical i y ,  we f i n d  thdt i t  i s  necessary t o  
a d ~ u s t  Mr, Koch k f'riqtiubes upward i n  order t o  
take into accouri t the unsett l  cd condi t-ians 
i n  today" scppital markets and t h e  depressed 
s t a t e  s f  u t i  1 i ty s tocks ,  incl  u d i n g  Mouu~tai  n 
Be1 1. 

We entertain no illusion t h a e  even our 
~rpward  adjustment o f  Mr. Kash % srecornnaended 
ra te  o f  return to eyul" ty frorr~ 17,5"%,0 l2-O4Yj 
w i l l  hdve a significant impact  i n  r a i s i n g  the  
mcrrket price o f  Mountain Be1 I s tock ,  l e t  aicirle 
lifting i t  to a level o f  1.2 of baok, i n  t he  
near tern1 nrarket, By the  same token, i t  i s  
a l s o  c l e a r  d o  us t h a t  Mr, E<ashls suggested rate  
of  return of 11,5% l i k e w i s e  i s  too low to ra ise  
Mountain Bell s tack  to 1 , 2  o f  baok i n  t h e  near 
term. 

TI-re lirdrket cond-it ians i n  December 1974 were indeed very b l e a k ,  t h e  market 

b e i n g  d t  t h e  buttarn o f  i t s  then bear market, The economic cond i t i ons  

t h ~ t  c-lxislccl iro Dcccrnber 1974 were  also very b l e a k ,  B o t h ,  however, Irawe 

inrproved between t h a t  t i m e  a n d  the present. I t  was b rough t  o u t  i n  cross- 

cxarnining of Mr. Danner tha"s;l"n Decernber 1974, M o u n t a h  Bell s t o c k  so ld  



d t  a low o f  15-7/8 and a h i g h  o f  1 7 - S J B ,  Mountain Bell k s r e s l t i n g  

nrarket-ta-book r a t i o  wds .69 on the low side and .77 on the h igh  s i d e .  

011 the day preceding cross-exan1inatl"ox.i of MY, Danner, Morrretai n Be1 7 ' s  

s tock closed a t  28-1/8, As was b r o u g h t  ou"c:in the cross-exanrinattan, 

the book v a l u e  o f  Mountain Bell % stock was approximately $25-00 i n  

June 1977 a t  the t i m e  o f  t h e  hearings herein, T h i s  yie lds  a market-to- 

book r a t i o  o f  7.125. The dranzatic increase i n  t he  marked price of 

Mountain Bell k ss tck  t o  a p a i n t  where i d  was sel l ing ad  1,125 of book 

was accomplished d u r i n g  two yea r s  i n  which Mountain Bell 5 realized 

return on book equity was 10.83% ( i n  1975) and 11 -46% ( i n  1976)- As 

was s ta ted dbove i n  the q u o t a t i o n  Frorn Decl"sl"or~ No. 86103, the Commis- 

s ion  increased the authorized r a t e  of  return from 11,4"1,o 112,042 i n  

recogni t ion  of the  unsettled condit ions in t he  cap i t a l  markets o f  the 

country a t  tha t  time and  the depressed s t a t e  o f  u t i l i t y  stocks. Neither 

c o n d i t i o n  exists  today. As was stated by Mr, J u s t i c e  Butler i n  t h e  1923 

1 andmark decision, ------ &I uef li eld Waterworks & IrnEovemente Co, ------ v ,  Pub1 i c  

Service Commissio~ of West 
--------pppp 

" " a ,  - 262  U.S. 679, 693 (1923): "A ra te  

of  return may be reasonable aL one tinre and became too h i g h  or too  low 

by changes af fec t tng  oppartuni  t i e s  f a r  l^nvestnrenl, the morsey niarket and 

business cond i t i ons  generally," The nloney xnarkets and business conditions 

t h a t  existed generally in December 1974,  no longer e x i s t .  Xt i s  t h e  

Carnrrrissionk opinion t h a t  the r a t e  o f  return o f  72,04& which was au tho r i zed  

i n  Dec i s i on  No. 136103 on Decen~ber 20, 1374, has becorne Coo h i g l ~  by v i r t u e  

o f  changes affect ing oppor tun i t i e s  for investment. Accordingly, the 

Commission has determined t o  adjust  the ra te  o f  re t~l rn  on common equity 

i n  recognit ion o f  the general improvenrent i r r  financial markets and the 

decrease in the c o s t  of c a p i t a l  since Decision No. 86103. 

3 .  General Service and - - -- - -- 

Considerable evidence was offered i n  t h i s  proceeding by American 

Telephone and Telegraph Company and Mountain Bell re la t ive  t o  t h a t  item 

of operd t ing  expense known as the "&weal Servke  and License Agreernentt' 



expense ( h e r e i n a f t e r  r e f e r r e d  t o  as "1 icense"  expense). I n  a d d i t i o n ,  

cons ide rab le  c ross -examina t ion  o f  American Telephone and Telegraph 

w i t ness  James T. Gibbons was conducted by Mun ic ipa l  League and AMAX. 

I n  a d d i t i o n ,  Mun i c i pa l  League and AMAX o f f e r e d  tes t imony  o f  R ichard  D. 

Gardner, who recommended t h a t  t h i s  Commission adopt an a l l o c a t i o n  

procedure f o r  t h e  l i c e n s e  expense s i m i l a r  t o  t h a t  u t i l i z e d  by t he  

C a l i f o r n i a  P u b l i c  U t i l i t i e s  Commission. 

The s u b j e c t  agreement i s  one executed by American Telephone 

and Telegraph Company and Mounta in  B e l l  on August 5,  1930. For  t h e  

p e r i o d  f rom 1948 t o  October 1 ,  1974, AT&T accepted payment under t h e  

agreement f rom i t s  o p e r a t i n g  companies, i n c l u d i n g  Mountain Be1 1, i n  t h e  

amount o f  1% o f  gross revenues, l e s s  uncol  l e c t i b l e s .  By l e t t e r ,  dated 

June 3, 1974, f rom M r .  John D.  deBut ts ,  Chairman o f  the  Board of AT&T, 

t o  M r .  Rober t  K .  T imothy,  P res i den t  of Mountain B e l l ,  AT&T changed t h e  

b i l l i n g  from 1% o f  gross revenues, l e s s  u n c o l l e c t i b l e s ,  t o  an a l l o c a t e d  

share o f  t h e  t o t a l  cos ts ,  i n c l u d i n g  a r e t u r n  on investment ,  assoc ia ted  

w i t h  p r o v i d i n g  se rv i ces  under t h e  l i c e n s e  c o n t r a c t .  The change i n  b i l l i n g  

was a p p a r e n t l y  prompted by a  growing d e f i c i t  between t he  cos t s  i n c u r r e d  

by t h e  General Department o f  AT&T i n  p r o v i d i n g  se rv i ces  under t h e  l i c e n s e  

c o n t r a c t  and t he  revenues be ing  c o l l e c t e d  under t he  1% fee. 

The change i n  b i l l i n g  may have so lved  t h e  d e f i c i t  problem faced 

by t h e  General Department o f  AT&T, b u t  i t  has c rea ted  severe problems f o r  

commissions such as t h e  Colorado P u b l i c  U t i l i t i e s  Commission, which a re  

charged w i t h  t h e  du t y  o f  v e r i f y i n g  n o t  o n l y  t h e  l i c e n s e  expense, b u t  a l s o  

t he  performance o f  t h e  se r v i ces  f o r  which t h e  expenseis a  charge. From 

t h e  evidence i n  t h i s  proceeding, i t  appears t h a t  Mountain B e l l  r e g u l a r l y  

and r o u t i n e l y  pays t h e  month ly  b i l l  submi t ted  t o  i t  by  AT&T f o r  se r v i ces  

under t h e  l i c e n s e  agreement w i t h o u t  quest ion,  and even b e f o r e  t h e  d e t a i l e d  

backup m a t e r i a l  i s  made a v a i l a b l e  f o r  v e r i f i c a t i o n .  To compound t h i s  

l a c k  o f  v e r i f i c a t i o n  by Mountain B e l l ,  when t h e  S t a f f  o f  t h e  C o m i s s i o n  



performed i t s  audit in this  proceeding, Mountain Gel 1 provided the Staff 

viitt~ no backup material or explanation, although both were requested and 

available,  other than the gross figure that llountain Bell would include 

as an item of expense for ratemaking purposes. 

Tile lengthy cross-examination of AT&T witness Janes T. Gibbons 

demor~strated to this  Commission the necessity fo r  an audit  of n o t  only the 

books of the General Department of ATbT, b u t  also for a performance audit  

of the General Department wi t h  respect t o  services performed under the 

license agreeraent. Even i f  this  Comnission had jurisdiction to audit  

the General Department of ATBT, i t  i s  obvious that a conunission of the 

size of the Colorado Public Ut i l i t i e s  Comnission has neither the personnel 

nor financial resources to  perform such an audit ,  nor to  pay to have 

such an audit  performed. The cross-examination of AT&T witness James T .  

Gibbons raised f o u r  fundamental problems, inasmuch as the method 

of b i l l  ing has been changed: (1) Services are  perfsrnied by the General 

Departrllent of AT&T that  are  for  the betiefit solely of the investors of 

ATCT and are  bil led t o  the operating companies through the license agree- 

ment; ( 2 )  services are  performed by the General Department of ATbT that 

are of benefit t o  and of interest  only t o  ATbT as a parent corporation, 

and are bil led to the operating companies; and, (3 )  services are  performed 

by the General Department of AT&T in areas in which the Bell System 

i s  in continuing vigorous competition, and are  bi 1 led generally without 

segregation to the operating companies through the 1 icense agreement; 

a~ld,  ( 4 )  with the change in b i l l  ing from 1% of gross revenues to an 

a1 located share, there i s  l i t t l e  res t ra in t  upon either Be1 1 Tel ephone 

Laboratories or General Department of AT&T t o  hold costs down. 

\Ji th respect to the 1 a t t e r ,  the record amply demonstrates that this  

i s  a very serious problem, which burden f a l l s  upon the ratepayers of 

the operating telephone companies, such as Flountain Eel1 . For example, 



d u r i n g  t h e  first two years i n  which t h e  new method o f  billing has heen 

i n  e f f e c t ,  the expenses aP the General Department b j l l e d  under tire 

license contrdct increased 26% and 22,9%, respectively, The Colorado 

irltrds ta  te  a1 located share for t h e  test-year 1976 increased 27,476 

o v e r  t h e  prior year.  T h o u g h  under-utl"1izatl"m o f  enlployees was c i t e d ,  

the number of employees i n  t he  General Department has continued t o  

i r~crcase. For exdmpk e, a t  y e a r - e v ~ d  0 972,  the Gerleral Deparbment 

employed sorrle 4,653 employees. I his i nc reased  t o  4,983 at year-end 

1973, to 5,712 a t  year-end 1974, to 6,188 at year-end 1915, Prior 

to October I ,  7974, t h e  1"%;ross revenues payment acted ds a ~ ' e s t r a i n t  

upon t h e  General Department and Be1 I Telephone Cabordtor-ies, Wr" t h  

t h e  discontinuance of the 1% Pee, there i s  apparently l i t t l e  e f f e c t i v e  

restrdint other thdn t h a t  which i s  self-imposed, which from the evidence 

i n  t h i s  proceeding, appears  to be slight. Nor does i t  appear t o  this 

Carnm.r"ssion that the Bell operating corn~panies (most o f  which are 100% 

awrred by A T & L  and  i n c l ~ ~ d i n y  Pilour~tain Bell which i s  niore than 88% 

owned by AT&T) can impose dny res t ra i r~ t  upon t h e  General Departralent, 

Mountain Be37 has regular ly  p a i d  the amount, w i t h o u t  question, b i l l e d  

by AP&T before t h e  backup d a t d  was supplied. T h i s ,  coupled w i t h  the 

Gonzpany ' s  slot p r a v i d i  vlg S t a f f  w i  t h  backup d a t a  f a r  I" ts a u d i t  , cunvir~ces 

t i l e  Commission t h a t  for t h i s  proceeding only 1 %  of gross revenues, 

less uncallectibles, should  be allowed as  an operating expense f o r  

raCen\aki ng purposes. 



4. - - - ,lob - --- iIciwePcupr~~ent - - - - - - - lnwcstnrcrrt - - -- -- l a x  -- --- C1.ed-l - -- t. - 

r"iountd-i"n Be1 1 r r ia in td ined  i n  t h i s  proceeding t h a l  Sec t  Eour 

46(f)(2) of the fn terna l  Reven~xe Code, 26 U.S,C.A, 5 4b(f)(2) [formerly 

26 U,S,C,A,  5 46(e)(2)], r*equ-r"res t h a t  rt be nerriittecl to cdrn on t h e  UII- 

a r~ i s r t i zed  ba lance o f  the Job Bevel aprrren"f;~nvestmen t Credit (hereinafter 

referred t o  as  ""JUIC") at tth crate assigned by t h j s  Comn~ission to its 

common equity, Originally,  Mountdin Bell asserted t h d t  i t  should  be 

pernli-lled to  edrn on the  unamortized 3DIC Cbaldnce at the deht-equity 

conrpos 1" t e  ra te .  

W i t h  regard to  treatment o f  3016 for ra temaking purposes, 

Congress has provided three bas?  c e lect ive op t ions :  The f i r s t  o p t i  an 

provides t h a t  the investriient c r ed i t  i s  n o t  to be ava-ilable to t h e  Gonipany 

w i t h  respect t o  any o f  i t s  public u t i  l i t y  property, i F any part of t he  

cred"; t o  which i t  o the rw i se  would be ent j t l ed  as flowed t h r o u g h  to  

income; however, i n  t h i s  o p t i o n ,  t h e  t a x  b e n e f i t s  derived f r o m  t h e  credit 

(l" lt the regulatory cornml"ssl*orr so requires) niay be used to reduce r a t e  

base, p rov ided  t h a t  t h i s  reduction i s  restored over the useful l i f e  of 

t hc  proper ty ,  The second option provides I s h a t  the i n ves t i l ~en t  credit i s  

n o t  to be available to a company w - i t h  u*espect to any o f  r" ts p u h l  i c  utility 

property I"f t h e  cred i t  to which i t would ati~erwise be en t i t l ed  i s  flowcd 

tirrough to iricome faster t h a n  over tine usefu l  l i f e  of  the propert-y; 

however, i n  t h i s  o p t i o n  there may nut be an9 adjustment t o  reduce ra te  

bdse, if the  c r ed i t  i s  do be a v a i l a b l e .  Under the third of the e lect ive  

options, the above res t r ic t ions  would  n o t  apply a t  a l l .  Only t h e  f i r s t  

and  c;econd opt ions  were avai lable  t o  Mountain Bell. l h c ?  Company rlrade i t s  

elect- ion of the second o p t i o n  w i t h i n  90 days a f t e r  enactment of JDIC, as 

provided i n  the  sht tute .  Under Sect ion 4 6 ( f ) ,  i f  i" regulatory comm"ission 

flows through a  u t - i l " i y 5  smvestment cred i t  d d  a rate faster  t h a n  pernr-itted 

under t he  applicable o p t i o n ,  or i n s i s t s  upon a greater ra te  base adjustment 

than i s  permitted under the a p p l  i e a b l e  o p t j a n ,  t hen  the u d i l l ' t y  w i l l  n o t  

be allowed to take any investment c red i t  f a r  t h a t  pe r iod  and fo r  any 



t axab le  pe r i ods  t h a t  a r e  open a t  t h e  t ime  t h e  l i m i t a t i o n s  o f  t h e  a p p l i c a b l e  

o p t i o n s  a r e  exceeded by t he  Commission. The second o p t i o n  which Mountain 

B e l l  has e l e c t e d  has two s p e c i f i c  p r o h i b i t i o n s :  ( 1 )  The Commission, f o r  

ra temaking purposes, may n o t  f l o w  t h e  c r e d i t  th rough  t o  income f a s t e r  than  

r a t a b l y  over  t h e  u s e f u l  l i f e  o f  t h e  p rope r t y .  I n  de te rmin ing  t h e  p e r i o d  

of t ime  over  which t h e  inves tment  may be r a t a b l y  f l owed through, r e fe rence  

must be made t o  t h e  p e r i o d  o f  t ime  on t h e  bas i s  o f  which d e p r e c i a t i o n  

expense i s  computed on t h e  u t i l i t y ' s  r e g u l a t e d  books o f  accounts,  and n o t  

t o  t h e  u s e f u l  l i f e  used f o r  d e p r e c i a t i o n  under t h e  I n t e r n a l  Revenue Code. 

(2) The Commission, f o r  ra temaking purposes, may make no ad justment  w i t h  

r espec t  t o  t h e  c r e d i t  f o r  purposes o f  reduc ing  r a t e  base. 

The Company does n o t  p o i n t  t o  language o f  Sec t i on  4 6 ( f ) ( 2 )  i n  

suppor t  of i t s  a s s e r t i o n .  The Company, i ns tead ,  p o i n t s  t o  a  paragraph 

appear ing i n  b o t h  House Repor t  No. 92-533 and Senate Repor t  No. 92-437: 

I n  de te rm in i ng  whether o r  t o  what e x t e n t  a  
c r e d i t  has been used t o  reduce t h e  r a t e  base, 
re fe rence  i s  t o  be made t o  any accoun t ing  t r e a t -  
ment t h a t  can a f f e c t  t h e  company's pe rm i t t ed  
p r o f i t  on inves tment  by t r e a t i n g  t h e  c r e d i t  i n  
any way o t h e r  than  as though i t  had been con- 
tri buted by  t h e  company's common shareholders .  
For  example, i f  t h e  " c o s t  o f  c a p i t a l "  r a t e  ass igned 
t o  t h e  c r e d i t  i s  l e s s  than  t h a t  ass igned t o  common 
shareho lders '  investment ,  t h a t  would be t r e a t e d  as, 
i n  e f fec t ,  a  r a t e  base ad justment .  

(Un i t ed  S ta tes  Code, Congressional  and A d m i n i s t r a t i v e  News, page 1841 and 

page 1946, 92nd Congress, 1 s t  Session, 1971) A c l o s e  read ing  o f  t h e  above- 

quoted paragraph, as i t  appears i n  t h e  Senate Repor t ,  would i n d i c a t e  t h a t  

i t  i s  p a r t  o f  t h e  d i s c u s s i o n  under Opt ion  1 .  I t  i s  n o t  c l e a r  t h a t  t h e  

Congressional  i n t e n t  would be t h e  same w i t h  r espec t  t o  Opt ion  2, which 

Mounta in  B e l l  has e l e c t e d .  Out o f  an abundance o f  cau t i on ,  t he  Commission 

i n  t h i s  proceeding has a l l owed  t h e  Company t o  earn on t he  unamort ized ba lance 

o f  JDIC, on an average- tes t -year  amount, and a t  t he  composi te c o s t  of c a p i t a l .  

To do o the rw i se  may r e s u l t  i n  l o s s  o f  t h e  c r e d i t .  I n  t he  event t h a t  a  c o u r t  o f  

law should r eve rse  t h e  Commission, i t  i s  presumed t h a t  t he  c o u r t  would o rde r  

a  refund, w i t h  i n t e r e s t .  I f  t h e  c o u r t  should  a f f i r m  t h e  Commission, then t h e  

ra tepayers  would n o t  have been p re j ud i ced .  I n  e i t h e r  event ,  t h e  ra tepayers  

w i l l  have been p ro tec ted .  



5.  Adjustment t o  1977 Federal Income Taxes. 

In t h i s  proceeding, the  Commission has made an adjustment t o  

the  amount of federa l  income taxes claimed by the  Company f o r  the  t e s t  

yea r .  The adjustment made by the  Commission in  t h i s  proceeding employs 

the  same methodology t h a t  the  Commissioc used in  Inves t iga t ion  and Sus- 

pension Docket No. 930, and i s  very s i m i l a r  t o  the adjustment made by 

the  Commission i n  Inves t iga t ion  and Suspension Docket No. 867. The 

methodology i s  described in d e t a i l  on pages 26 t o  29 of Decision No. 

87582 i n  Inves t iga t ion  and Suspension Docket No. 930. Bas ica l ly ,  by 

t h i s  adjustment,  an a l loca ted  share  of the net  tax savings re ta ined  

by the  General Department of American Telephone and Telegraph Company, 

which was derived from f i l i n g  of a system-wide consolidated federa l  

income tax r e t u r n ,  i s  a l loca ted  t o  Mountain B e l l ' s  Colorado i n t r a s t a t e  

opera t ions .  As i s  shown i n  Exhibit  42 ("Allocat ion of American Tele- 

phone and Tel egraph Company Federal Income Taxes 1976" ) , the t o t a l  

l i a b i l i t y  f o r  federa l  income taxes of the  General Department of American 

Telephone and Telegraph Company f o r  the  year  1976 was a negative 

$189,284,980. By the  a l l o c a t i o n  method employed by the  Commission i n  

t h i s  proceeding, $707,000 of the  net  tax savings has been a l loca ted  t o  

Mountain Be1 1 ' s  Colorado i n t r a s t a t e  opera t ions .  As s t a t e d  previously,  

t he  methodology employed by the  Commission i n  t h i s  proceeding i s  

iden t i ca l  t o  the  methodology used by the Commission i n  Inves t iga t ion  and 

Suspension Docket No. 930, and i s  very s i m i l a r  t o  the  methodology used 

by the  Commission in  Inves t iga t ion  and Suspension Docket No. 867. The 

adjustment t o  federa l  income taxes made by the  Commission in  Invest iga-  

t i o n  and Suspension Docket No. 867 was affirmed by the  D i s t r i c t  Court 

i n  and f o r  the  City and County of Denver (Gi lbe r t  A .  Alexander, Judge) 

on May 11 ,  1976, i n  th ree  consolidated proceedings under the  lead case 

capt ion:  The Colorado Municipal League v .  Public  U t i l i t i e s  Commission of 

the  S t a t e  of Colorado, e t  a l . ,  Civi l  Action No. C-51567 and Civi l  Action 

Nos. C-52125 and C-52159. The ac t ion  of the  D i s t r i c t  Court was appealed 



t o  the Colorado Supreme Court by Mountdin Bell 1, S a i d  appeal  has beerr 

briefed and argued before the Courql, and , Cocjet her MI l ,h the appea 1 o f  tlie 

Colorado Municipal League, i s  awai"Lir3q dec-r" s ion,  The cadjrrs trriend to  

Tederd? li nco~i.ie t axes  made by the Conrrrii ssion i n I ravesti qdtirsrrr: drld 

Suspension Docket No. 930 was affil-rned by the District  Court i n  and 

for. the C i t y  and CownQ o f  Denver (Edward \I. Byrne, Judge)  on June 14, 

1377, i n  two cor>sslidated ac t ions  under letid case capthon:  &L2ra 
EvttrnicBal ---- League -- v .  P u b l i c  --------.-- Ut i l i t i e s  Comma"ssl"on, -- Cl"v i1  Action Nos. 

6-60882 dnd 6-61 748, The D-istrrict Court" sccdon df-f-irnrjng tire Cosr~mris- 

s i o n  hiis been appea led  do the Suprcrne Court by Nountaivt Bell. The 

allocation o f  federal income taxes mdde by t h e  Comnrr"ssa"on in th is  

proceedi ng and i n  the two ^En~med-n"atel y pr-ior proeeedi ngs cor~forms wi t h  

t h c h  v iews  expressed by the United States Supreme Court i n  F2derdl P o w e ~  

Connrrission v .  United Gas Pipe Line -- - ---- ---- any, 386 U.S. 237 (1962). 

6. Advertjsing. - ---- 

Mountain Bell inc luded  as an item of operdting expense d u r i n g  

t h e  t e s t  i ~ e r i o d  a d v e r t i s i n g  expenses i n  the  dmot~nt of $1,248,554, Std f f  

o"f'ti~c Gom~l'ssion recorrrrnended el !m i  na tiorr o f  a1 "Bexpenses fair advertising 

on t h e  bas is  t h a t  d u r i n g  the a u d i t  by t h e  S t a f f ,  t h e  Company, t h o u g h  

requested, dl"d not make a v a i l a b l e  to S t a f f  duditors e-ither t he  backup 

expense d d t a  mdki wy up the $1,240,554, or any samples of the advertise- 

rnenls. The Corrrmiss-ion in tkil"s proceeding has disal lowed a19 i l d v e r t i s j n g  

expenses o f  Mountain Be11 as -items for ratenlaking purposes. The d i s -  

a l lowdnce  i s  premised on two bases: ( 1  S t a f Y  o f  f i l e  Commiss-ion was 

n o t  g i v e n  the o p p o r t u n i t y  to  e i ther  a u d i t  the components o f  the expenses 

inc luded  by Mountain Be1 I for  advertising, nor provided samples of 

ddvertisements whereby the S t a f f  could have made judgment based upon 

prior Comlrrission decr" sians,  and ( h )  the evidence t he  Company submitted 

i n  t h i s  proceeding i s  n o t  pa r t i cu la r  enough for the  Commission to 

segregate o u t  those expenses re la t ing t o  advertisments which would be 

dllowed from those expenses re la t ing  Lo a d v e r t i s e m e n t s  t h a t  would nod be 





O n  August 6 ,  1977, a three-year  c o n t r a c t  covering nat ional  i ssues  was 

signed by the  Be1 1 System and the  Comn~unications Workers of America, 

and on August 13 ,  1977, a con t rac t  was signed between sa id  p a r t i e s  

covering loca l  i s s u e s  . On September 16 ,  1977, t he  Cornmuni ca t ions  

Workers of America n o t i f i e d  Mountain Bell t h a t  a l l  provisions of t he  

newly executed con t rac t s  had been r a t i f i e d  by the  union membership. 

O n  August 17, 1977, Mountain Bell n o t i f i e d  i t s  employees t h a t  s a l a ry  

adjustments would be made f o r  f i r s t -  and second-level management 

employees. According t o  evidence submitted by Mountain Be1 1 , t he  

annualized adjustment f o r  a l l  of t h e  wage and s a l a r y  increases ,  and 

pension and f r i n g e  bene f i t  increases  would increase  t o t a l  operat ing 

expenses on t h e  t e s t - y e a r  bas i s  of $10,178,000, which when o f f s e t  by 

a 6.1 product iv i ty  f a c t o r  would r e s u l t  in  a ne t  increase  t o  operat ing 

expenses of $3,766,000. When federa l  , s t a t e  and Social Secur i ty  taxes  

a r e  taken i n t o  cons ide ra t ion ,  ne t  income, on t h e  bas i s  of t he  t e s t  y e a r ,  

would be reduced an add i t iona l  $1,662,000. The Commission has determined 

t o  accept  a l l  of Mountain B e l l ' s  recommendations with the  exception of 

t h a t  port ion of the  f r i n g e  bene f i t s  f o r  t he  period January 1 ,  1978, t o  

January 1 ,  1979. The annualized e f f e c t  of t he  f r i n g e  bene f i t s  e f f e c t i v e  

August 7 ,  1977, w i l l  be accepted.  The Commission has determined t o  

r e j e c t  t h a t  por t ion  of t he  f r i n g e  bene f i t s  spanning the  period of 

January 1 ,  1978, t o  January 1 ,  1979, a s  being unreasonably ou t s ide  the  

calendar  year  1976 t e s t  year  used i n  t h i s  proceeding. The r e j e c t i o n  of 

t h i s  por t ion  of t h e  f r i n g e  b e n e f i t s  would r e s u l t  in  net  income being 

reduced by a t o t a l  of $1,482,000 r a t h e r  than $1,662,000, a s  proposed 

by the  Company. 

Proposals t h a t  t he  Commission u t i l i z e  only the  l a s t  two o r  

l a s t  t h r e e  years  of product iv i ty  a s  o f f s e t  t o  Mountain B e l l ' s  wage, 

s a l a r y ,  f r i n g e  bene f i t s  and pension adjustments have been recommended 

by In tervenors  in  t h i s  proceeding. Use of t he  l a s t  t h r e e  years  f o r  

ca l cu la t ing  t h e  p roduc t iv i ty  o f f s e t  would r e s u l t  in  a product iv i ty  f a c t o r  



o f  (1.7, which when applied t o  t h e  waqe, s a l a r y ,  f r inge  benefi ts  and  

pens ion  increase would almost t o t a l l y  o f fse t  s a i d  increase. U t i l i z i n g  

t h e  l a s t  two years of p r o d u c t i v i t y  would result  -in a praduct"r"vi"f; f a c t o r  

of  12,9, which  would not only totally o f f s e t  the wage, s a l a r y ,  f r i n g e  

b e n e f i t  and pension increase,  b u t  would n e c e s s i t a t e  a reduction,  

rather t h a n  an increase ,  i n  t h e  revenue requirement o f  Mountain Be17 

as ca lcula led  i n  Decision No. 91186. 

The Comml"ssiorr i s  o f  the opinion t h a t  the f i v e - y e a r  average 

3s proposed and calculated by Mountain Bell i n  t h i s  proceeding would be 

n~orr f a i r  and equibable. 

8. Contributions, Fees and  Dues. - ----- --- 

Mountain Bell i n  t h i s  proceeding, as i t  always has in  the pas t ,  

included as an  item of o p e r a t i n g  expenses, contributions n~ade by Mountain 

Bell t o  vdrious o r g a n i z a t i o n s ,  and membership fees and dues p a i d  by 

Mountain Bell on beklalf o f  c e r t a i n  enrplayees of the Company i n  various 

socia l  dnd  s e r v i c e  o rgan i za t i ons .  The Commission, as  i n  p a s t  proceedings 

s i n c e  1972, has disallowed such expenditures a s  items of operating expense 

for ptirposes of ratemaking. T h e  Commission, however, is  inaking one 

excep t i on  to total disallcrwao~ce. The excep t ion  -is w i t h  respect to member- 

s h i p  fees and dues p a i d  by Mounta in  Bell on behalf o f  i t s  employees i n  

trdde and technical associations, The Colorado in t ras ta te  por t ion  of the 

t r a d e  and technical f e e s  and  dues p a i d  by Mountain Be17 d u r i n g  the test 

y e d r  t o t a l e d  $4,195, 

(4,- Revenue Adjustment for Increase ! n _ B b l  -ic and Semi-Pub1 ic-: --- Gal 1 s .  

I n  t h i s  proceeding, Mountain Be1 1 has made a revenue form 

dclji~stn~cnt t o  n e t  incorne i n  t h e  dmaunt o"F$(363,000 t o  re f lec t  t he  e f f e c t s  

upon booked revenues a f  t h e  i n c r e a s e  from 10$ t o  206 a call  for c a l l s  

f rani  pub1 i c  and semi -pub1 i c  telephone s t a t i o n s ,  Staff i n  this  proceeding 

c h a l  1 enged Mountain Be1 l k smethodaloc-py f a r  cal  cul a t i  ng the revenue forma 

d d j u s  tment , and  increased t he  effects  upan ne t  i ncarne by some $1,261,000, 

rcc;irlt l n t l  i n  d revenue po -- forilia ---- adjustment to net incorore of $2,224,000, 



ri le b i g  p o i n t  o f  d i<ac j r c?e~e t  between Mountdin Be1 1 and S t d f f  centered 

around use of Mountain Bel l ' s  repression f a c t o r  of 24:;. S t a f f  took  

the  pasi t i o n  lin th i s  proceeding ahat no repressioal shcrrrld be u t i l i z e d  

inasmuch as ivgauntajn Bell had no t  sustained i t s  burden of proof, and  

Furthermore had offered neither e x p l a ~ s a t i a n  nor j u s t i f i c a t i o n  t a  the 

S t d f f  d u r i n g  the S t a f f 8 s  a u d i t ,  other  than  t o  provide S t a f f  w i t h  a 

single sheet conta-i nl" ng nurr~bers derived from d I-eprei;sion study done 

in A r i z o n a .  I r i  I" t s  rebuttal cdse i n  Pirase I ,  Mounta i n  Be1 l offered 

evidence a t tempt ing  t o  e x p l a i n  i t s  use o f  a 24% repression fac to r  

(ev idence which Mountain Bell should  have irzid-fal 'ly introduced i n  i t s  

di rec t  case, which would have then afforded d l 1  par t ies  a f a i r  opportunity 

t o  e f f e c t i v e l y  cross-examine s a i d  use of a 24% repression f a c t o r ) .  After 

rrruch procedural maneuvering , Mountain Be1 1 offcrecl, and the C O I M ~ I ~  s s i o r ~  

accepted into evidence, E x h i b i t  No, 48 relating to repression as 

cdlcwlated i n  studies done in Arizona, E l  Pasa, Texas, and Wyoming, 

Mountain Bell d i d  not o f fe r  any evidence to expla in  how these s tud ies  

were conducted, or whether condl""ciorzs under which the p u b l ? c  dnd semi- 

p u b l i c  telephone r a t e s  were increased i n  these ju r i sd ic t ions  were i n  any 

wdy comparable to those i n  Colorado. The Comniission f i n d s  E x h i b i t  No, 

48, w i  t hou t  explanation, to be unperscxasive. M-iCI-r respect to Colorado,  

Mour~Cajn Bell offered i n t o  evidence a study conducted i n  Central O f f i c e  

Prefixes 758 and 778, b o t h  located in southeast Dcnver Metropolitan 

Area. The Commission i s  unconvinced t h a t  s a i d  two Central O f f i c e s  a r e  

i n  any way t y p i c a l  of the Central O f f i c e s  i n  other parts of t h e  Ci ty  of 

Denver or  i n  t h e  S t a t e  as  a whole, For example, the C e n t r a l  Off ice  which 

would include S t a p l e t o n  International Airport, downtown Dcnver, and areas 

o f  the core c i t y  where p u b l i c  and semi-public telephones are used by 

customers as substi tutes f a r  pr ivate  s e r v i c e  would have added balance 

t o  the 758 and 778 prefixes used by Mounta in  Bell. A 24% repression 

factor i s  a very h igh  repression f a c to r ,  and one o f  which t h i s  Commission 

is  unconvinced on the  bdsis o f  the  record i n  t h i s  proceeding, 



10. Allowance f o r  Reimbursement of Attorneys' Fees and Expert Witness' 
Fees and Expenses. 

From time t o  time s ince  the Attorney General of the S ta te  of 

Colorado rendered Opini on Ilo. 74-0035 on September 3 ,  1974, the Cornnii ss  i  on 

has allcwed reimbursement of a t torneys '  f ees  and costs  and expert witness 

fees and costs  incurred in a r a t e  proceeding, i f  the representation f e l l  

within the guidelines speci f ied  in Decision 1 4 0 .  85817, entered on October 15, 

1974, in Investigation and Suspension Docket iJo. 867. The c r i t e r i a  s e t  

fo r th  in said decision was s l i g h t l y  modified by the Commission in Decision 

ilo. 87701, on October 30, 1975, in Investigation and Suspension Docket 

140.  930. The c r i t e r i a  was recently res ta ted  to  include the modification 

made i n  Decision No. 37701 in the Comnission's Decision 140. 91290, entered 

on September 13, 1977, in Case No. 5700. The revised c r i t e r i a  s e t  f o r t h  

i n  sa id  decision i s  a s  follows: 

( I )  The representation of the Protestant- 
Intervenor and expenses incurred must r e l a t e  t o  
general consumer i n t e r e s t  and not to a spec i f i c  
r a t e  o r  preferent ia l  treatment of a pa r t i cu la r  
c lass  of ratepayers;  and 

(2) The testimony, evidence and exhibi ts  
introduced in the proceeding by the Protestant-  
Intervenor were exceptional and wi l l  material ly 
a s s i s t  the  Commission in f u l f i l l i n g  i t s  s t a tu to ry  
duty to  determine j u s t  and reasonable ra tes  f o r  
the u t i l i t y ;  and 

( 3 )  The fees  and costs  incurred by the 
Protestant- Intervenor f o r  which reimbursement 
i s  sought a re  reasonable charges f o r  the services 
rendered on behalf of the  general consumer 
in te res t .  

To date of th i s  decision,  only Intervenor Colorado Ilunicipal 

League Itas f  i  1 ed a motion requesting reimbursement of attorneys ' fees 

and costs  and expert  witness '  fees  and costs .  The Colorado Municipal 

League has requested reimbursement in the amount of $13,500 as representing 

one-ha l f  of incurred at torneys ' fees and $2,169,22, as representing 

one-half of the costs advanced by sa id  at torneys in th i s  proceeding. 

Colorado Municipal League has fu r the r  requested reimbursement of expert  

witness '  fees and costs  incurred in t h i s  proceeding. The League i s  



r e q u e s t i n g  reimbursement o f  $3,150 as t h e  expe r t  w i tness  f e e  p a i d  t o  

I'lr. R ichard  D. Gardner and cos t s  o f  $1331.43 i n c u r r e d  by Plr. Gardner. 

The League i s  f u r t h e r  r eques t i ng  reirnbursenent i n  t h e  aciount o f  $30,000 

f o r  the  f e e  p a i d  t o  Kosh & Assoc ia tes,  p l u s  cos t s  advanced on beha l f  

o f  Mr .  Kosh i n  t h e  amount o f  $1,432.49. Based upon t he  c r i t e r i a  s e t  

f o r t h  above, t he  Commission f i n d s  t h a t  t h e  p a r t i c i p a t i o n  of I n t e r v e n o r  

Colorado Mun ic ipa l  League on b e h a l f  o f  genera l  consumer i n t e r e s t s  

r t l a t e r i a l l y  a s s i s t e d  t h e  Cornniission i n  f u l f i l l i n g  i t s  s t a t u t o r y  du t y  i n  

t h i s  proceeding. Accord ing ly ,  t he  Commission w i  11 h e r e i n a f t e r  o r d e r  

Mountain C e l l  t o  pay t o  Colorado FSunicipal League t he  sum of $44,216.22, 

c o n s i s t i n g  o f  t h e  f o l l o w i n g :  

( a )  A t t o r n e y s '  fees $10,615.00 
(b ) A t to rneys  ' cos ts  2,169.22 
( c )  Exper t  w i tness  fees :  

Kosh & Assoc ia tes 30,000.00 
( d )  Exper t  w i tness  cos t s :  

Kosh & Assoc ia tes 1,432.00 

Said sum o f  $44,216.22 s h a l l  be booked by  Mountain B e l l  as an ope ra t i ng  

expensp, t o  be amor t i zed ,  t o  be amor t ized over  a  p e r i o d  o f  two years .  

S ince t h i s  C o m i s s i o n  f i r s t  began a l l o w i n g  e x p e r t  w i tnesses '  

fees and cos t s  t o  i n t e r veno rs ,  i n t e r v e n o r s  have been r e q u i r e d  t o  demon- 

s t r a t e  t o  the  C o m i s s i o n  the  "va lue"  o f  t h e  tes t imony  under t h e  gu ide-  

l i n e s  quoted above. Mountain B e l l  should  be r e q u i r e d  t o  do no l e s s .  

Accord ing ly ,  i n  f u t u r e  genera l  revenue requ i rement  r a t e  proceedings 

i n v o l v i n g  t h e  Company, t h e  Company, i f  i t  i n tends  t o  c l a i m  t h e  fees  

and cos t s  o f  a  noncompany expe r t  w i tness  as an i t e m  o f  o p e r a t i n g  

expense f o r  ra temaking purposes, s h a l l  demonstrate t o  t h e  Commission 

t h a t  the  noncompany e x p e r t  w i tness  tes t imony  and e x h i b i t s  f u l f i l l  

t h e  f o l l o w i n g  c r i t e r i a :  

( 1  ) The Company does n o t  employ a  person i n  
t he  Company as a  whole who cou ld  have presented 
such tes t imony  i n  t h e  proceeding; and 

( 2 )  I t  was more economical f o r  t h e  Company t o  
have c a l l e d  as a  w i tness  such a  noncompany 
expe r t ,  than t o  employ on a  permanent o r  p a r t -  
t ime  bas i s  a  person w i t h  t h e  t r a i n i n g  and 
exper ience necessary t o  have presented such 
tes t imony  and e x h i b i t s ;  and 



( 3 )  The testiniony and exhibits introduced i n  
t he  proceeding by t h e  noncorrrpavry expert wilncisi 
were except iona l  and will materially ass is t  
the  Corlni~isslorr "E fi"w7fl"T?iu.rg i t s  s t a t u t o r y  
d u t y  to determine jus t  and  reasonable ra tes  
For t he  Company; and 

(4) The fees and costs ~ n c u r r e d  by t h e  Cainpany 
for- the  noncoillpany expert wi tness  are reasonable 
charges f o r  the services rendered on b e h a l f  of 
the Canrpany . 

I - I, -- - .- Spead-of-the - - Ra tes .  -- - 

The Corritnission I"n Phase 11 of th is  proceeding has decielcjd to 

accep t  d number of the recommendations by Mountain Bell fo r  r e s t r u c -  

bur- ing of r a t e s ,  resul t i n g  i n  rnjnor increzlses or decv-eases. SpecificaHly , 

t h e  Conimi ssian has dccepted Rouv~tain Be1 1 3 proposal f o r  res"r;ructuring 

Scv-viccl Charges (i ncluding suspens ion and restoral of service charges) ,  

restructuring o f  Service S t a t i o n  Service charges, stdndnrdizing 

rn-ilcagc charges f o r  Four-Party Service, restructuring o f  mileage charges 

f o r  tight-Parw Service, The Corrn.rric;sr"our has d l s o  accepted Mountain Bell ' s  

proposdl t o  increase basic  r e s i d e n t i a l  Local Exchdnqe Service from 6& t o  

10 t  per rrlcanth, dependi ng or? r a t e  g r o u p .  The Company k proposal c; are s e t  

f o r t h  i n  the testinrony o f  Mr. Robert T ,  Fuller ( E x h i b i t  U ) ,  filed i n  

i%hase I 1  o f  t h j s  proceed"irrg, The Gomnrission has rejected a l l  other pro(3asals 

for e i t he r  increasing or restructuring rdtes,  a s  proposed by Mountain 

l i c l l  S f ]  Phase 11. In I i e u  thereof,  t h e  Conrrrriss'ion has de"ceuqnrinecl 

( I )  t o  ir-icrease Xnt ras tab  Toll charges by $3,049,611, T h i s  t o t a l  

s h d l  l he generated by restructuring the In t ras ta te  To1 1 charges to 

;IS close a parii;y as possible w j t h  the  present -interstate to l l  rates 

for  i"lounda.in Bell. Priountain Bell s h a l l  f i r s t  increase operator-  

liarrdlctl s t a  ti o n - t o - s t a t i  on and operator-llariidled persail- to-person 

lrrtrds tdte ca l l  rates, I f  s a i d  increases d o  n o t  generate, on an arrnual 

bas is  , approx"ir;lately $3,049,611, then Mounta-in Deli 1 sha l l  increase 

I n t r d s t a t e  Tall rates f o r  Direct Distance 9 i a l i n g  t o  make u p  t he  

kdlancc. ( 2 )  TI-te Gonrmission has a l s o  deterniined t o  dccep t  some 

rcpri c i n g  of t h e  obsolete t a r i f f  rates for  business terminal tel ctpllone 



csclu~pi1ienl, b u t  not t o  the arirount proposed, !fountain Gel1 sha l l  f i l e  

ta r  r f f s  revising such rates so as to generate addi tianal grass revenues 

of $3,049,611. Repricing of the obsolete t a r i f f  rates f o r  business 

teri,r-indl te l  ephonc equ-i pment s h a l l  be on an arithmetic repricing, 

Repricing on t h e  basis o f  a Long Run Increnrent~ll Analysis model i s  

spc"cif ical ly rejected. ( 3 )  Service Chai-yes con ti nue to be a n ~ a  t t e r  

o f  much concern. For the  test  year,  costs associated w i t h  ixlstal l a t i o n  

d r ~ d  !-emova l exceeded revenues directly charged theref or by some $18,9 

nr-i I i i o n .  P h i s  t ransla tes  into a reverrue necessity of $40.3 mil 1 ion 

rlceded to offset  def icient  charges fo r  instal la t ion and removal of 

service. 111 add-i ti an -to t h e  restructuring proposed by Mountain Be1 l 

to Service Cllarges , t i l e  Comiission has deternrined t o  increase several 

of "~;IE? services charges showing the  1 arges t def'ici ency beween revenires 

and costs. Ilountain Bell has proposed -in th is  proceeding that a resi-  

den t i a  l prewiring charge oh $6.00 per outlet  be ordered, The Cornmiss ion 

has detern1"ined t o  increase the charge do  $8,50 per o u t l e t  for  prewiring 

to crrnfonir i t  w j t h  the prcrposed charge per' o u t l e t  f o r  residential post -  

w i r i n g .  Irlountain Be1 1 has proposed, wl" t h  respect to S e r v i c e  Order 

charges f o r  businesses for new or a d d i  ti onal  central o f f  ice I i nes  where 

f i e l d  work i s  requjred, a charge of $26,00 and where f i e l d  work i s  n o t  

required, a charge o f  $23,00, These charges s h o u l d  be revised so t h a t  

t h e  service ordering charge where f i e l d  work i s  required w i l l  bear a 

charge of  $35.00 and where P-iel d work i s  not  reqiai red a charge of $32.00, 

1 2 .  - - -  Expansion - -- ---- A of 2MR and  1UR Service. 

Mountain Plains Congress of  Senior Organizations proposed i n  

t h i s  proceeding t h a t  2MR (Two-Party Measured) service be expanded t o  a l l  

central offices equipped with No, 1 o r  No, 2 ESS (Electronic Swi tch ing  

Systems). Mountain Be7 1 has opposed the extension o f  2MR service, and d l  so 1 UR 

(One-Party Usage Sensi t-ive) service, beyorid i t s  present ava-i habi 1 i t y ,  bu t  

prefers t h d t  i f  e i ther  i s  t o  be expanded,  t h a t  i t  be 1UR service. The 

Comn~ission sees na valid reason why such low cost services should n o t b e  

~i iade ava'lable throughout the  State t o  those customers served from 

central offices equipped w i t h  No. 1 or No. 2 ESS, I f  a customer 
-48- 



desi res  e i t he r  low cost  service ,  t ha t  customer should not be 

denied the opportunity t o  subscribe t o  said service .  Mountain Bell 

has estimated t ha t  i f  2MR and 1UR services were made avai lable  on a 

state-wide basis in those central o f f i ces  equipped with No. 1 o r  

No. 2 ESS, t ha t  for  the  calendar year 1978 i t  would suffer  a revenue 

deficiency of $77,000 with respect t o  2MR and $97,900 with respect t o  

1UR service .  This would assume tha t  2 %  of the  customers to  whom t h i s  

new service  would be made avai lable  would subscribe,  and t ha t  a l l  2% 

were subscribers f o r  the  f u l l  calendar year. Inasmuch as those cus- 

tomers who will be subscribing t o  said services will not a l l  subscribe 

a t  the same time, and on January 1 ,  1978, f o r  the  calendar year 1978, 

Mountain Be1 1 wil l  not be suffer ing a revenue deficiency of $52.20 per 

customer who subscribes t o  2MR service ,  nor su f fe r  a revenue loss of 

$23.50 per customer subscribing t o  1UR service.  Inasmuch as i t  i s  

impossible t o  predict  how many and a t  what time customers will be sub- 

scr ib ing t o  e i t he r  2MR o r  1 U R  se rv ice ,  the  commission has made no 

allowance fo r  revenue loss  due t o  the  expansion of e i t he r  service .  

Mountain Bell ,  as  here inaf ter  wil l  be ordered, shall  f i l e  

t a r i f f  revisions making 2MR and 1 U R  services avai lable  throughout the 

S ta te  t o  a1 1 customers served from central  office: presently,  and 

hereaf ter  equipped, with No. 1 ESS or No. 2 ESS, or  switching equipment with 

s imi lar  c apab i l i t i e s .  The ra tes  prescribed therefor shall  be s e t  a t  the sanle 

percentage of the 1 F R  (One-Party Residential)  r a t e  in those r a t e  groups as  the 

2MR and 1UR r a t e s  presently a re  of the  1FR r a t e  in the Denver Metropolitan 

area.  The ca l l  allowance fo r  a l l  2MR services shall  be decreased t o  50 c a l l s  per 

month, and the charge per c a l l  in excess of the 50-call allowance shall  

be increased t o  10$ per c a l l .  Mountain Bell i s  admonished t o  insure 

t ha t  the ava i l ab i l i t y  of 2MR and 1UR services a re  brought t o  the 

a t t en t ion  of a l l  potential  customers by a b i l l i ng  i n se r t ,  and media 

adver t is ing.  Mountain Bell shall  f i l e  with the Commission a copy 

of the b i l l i ng  i n se r t  and a copy of each type of advertisement. Accom- 

panying such copies shal l  be a statement informing the Commission during 

what b i l l i ng  cycle o r  cycles the b i l l i ng  i n se r t  was mailed t o  potential  



custonrers, in what news media (h i  t h  date) the advert iserrlent was placed, 

and  the costs incurred. I n  addition, Mountdin Bell shall instruct  i t s  

employees that  each tirne a new custon~er contacts Mountd-En Be1 l requesting 

service or an existing customer contacts  Mountain Bell requesting a 

chavige i n  service, that  such customers sha l l  be informed oral 'ly of the 

d v d l  I a i ~ i  1 ";y o f  b o t h  2MR and I U R  services. 

CONCLUSIONS 011 - FINDINGS OF FACT 

1. The P u b l i c  Ut l"1 i t -E~~ Comn\ission o f  the State of Colorado 

h d s  jurisdiction over the Colorado in t ras ta te  telephone rates of Mountain 

iit-ell, and has jurisdiction aver the subject matter of t h i s  proceeding. 

2 .  The t a r i f f  rates that are presently i n  e f f ec t ,  i n  the 

dgyreljdte, are nod jus t ,  reasonable or adequate, a n d ,  based upon t he  

t e s t  year ended December 31, 1976, resu l t  in a net opera t ing  deficiency, 

on a test-year basis, a f  $3,614,000. Therefore, an increase i n  revenue 

i n  Lllc aslount of $7,712,0610 i s  requ-ir-ed t o  o f fse t  t h e  net o p e r a t i n g  

earnings deficiency o f  $3,614,000. 

3 ,  Total revenue requi remerit, excluding in teres t  charged 

constructiorz and  including uncol Iectl'ble revenue, o f  Voundain Bell t o  be 

derived f ran] -i t s  Colorado i ntras Gate telephone operations on the basis 

of tes t-year conditions i s  $360 ,Q98,000, 

4. The rates and charges as proposed by Pilounta'in t l e l l  in 

the tar-if f s  accompanying Advi ce Letter 140. 1279, would, under test-yedr 

c o n d i t i o n s ,  produce a total  annual revenue, including uncollectible 

revenue, of $399,776,000. To the extent ";\at revenue produced by such 

rates and charges waul d exceed Flauntain Bell 's  rreenue requirement of 

!i360,098,OQQ, said rates a n d  charges are not just  and reasonable, 

5. W f a i r  and reasonable rate o f  return on average-year rate  

base for  Flountairl Bell % sol  orMado "intrastate operatiolls "i !3.40%, 

6. A f a i r  and reasonable r a t e  of return on average-year equity 

for  Mountain E3el l ' s  Colorado l'ntras tilde operati ans i s  11.5%* 

7. The grass increase i n  revenue of $7,712,000 s h ~ u l d  be 

dllocdtcd as s e t  f o r t h  i n  Finding of Fact 140, 28, 



Ati app rop r i a te  o rde r  w i  1 1  he entered. 

O R D L R  

TllE COIIMISSIOFI ORDERS Tt1AT: 

1. The revenue requirement o f  Mountain States Telephone and 

Telegraph Company i n  t h i s  r a t e  proceeding, i n c l u d i n g  u n c o l l e c t i b l e  

revenues and exc lud ing  i n t e r e s t  charged cons t ruc t i on ,  f o r  i t s  Col orado 

i n t r a s t a t e  te lephone business, on the  bas i s  o f  t h e  t es t - yea r  1976 

con d i  ti ons , i s  $360,098,000. 

2. The d i f f e r e n c e  between the  r e q u i r e d  n e t  opera t ing  earn ings 

f o r  Mountain States Telephone and Telegraph Company's Colorado i n t r a -  

s t a t e  telephone business f o r  the t e s t  year ,  o f  $74,755,000 and the 

a c t u a l  n e t  o p e r a t i n g  earn ings,  as ad jus ted  f o r  the  same per iod ,  of 

$71,141,000, r e s u l t s  i n  an earn ings d e f i c i e n c y  o f  $3,614,000. 

3. An i nc rease  i n  revenue i n  the  amount o f  $7,712,000 i s  

r equ i  red  t o  o f f s e t  the $3,614,000 n e t  ope ra t i ng  earn ings de f i c iency .  

4. The r a t e s  and charges as proposed by Mountain States Tele- 

phone and Telegraph Company i n  Advice L e t t e r  IJo. 1279, under i n v e s t i g a -  

t i o n  here in ,  would, under t h e  t es t - yea r  c o n d i t i o n s  produce addi ti ona7 

gross revenue n o t  t o  exceed $50,588,000, o r  a t o t a l  annual revenue ( i n c l u d i n g  

u n c o 7 l e c t i b l e  revenue) of $399,776,000. 

5. To t he  e x t e n t  the  revenues produced by the r a t e s  and charges 

conta ined i n  t h e  proposed r e v i s e d  t a r i f f  sheets f i l e d  w i t h  Advice L e t t e r  

140. 1279 would exceed t he  $7,712,000 gross inc rease  i n  revenue requ i red  t o  

o f f s e t  the  n e t  ope ra t i ng  earnings d e f i c i e n c y  and exceed the $360,098,000 

t o t a l  revenue requi rement ,  such proposed r a t e s  and charges a r e  n o t  j u s t  

and reasonable. 

6 .  The t a r i f f s  f i l e d  w i t h  Advice L e t t e r  No. 1279 be, and hereby 

a re ,  r e j e c t e d .  

7. Mountain States Telephone and Telegraph Company be, and 

hereby i s ,  ordered t o  f i l e  n w  t a r i f f  r e v i s i o n s  implement ing F ind ing  

o f  Fac t  No. 28. 



8, M0kinta-i n Skdtes  Tel epi~one and Tel eqraph Conlpany be, drrid 

hereby i s ,  ordered t o  f i l e  w i t h i n  th i r ty  (30) ddys a f t e r  the e f f e c t i v e  

d a t e  of t h i s  Order t a r i f f  revisions -implen~ent"ivlg F i n d i n g  of Fact No. 

39. Mountdi rr States Telephone arrd Telegraph Coniparry k~e, and l~ereby 

i s ,  ordered t o  inforr~i a1 1 p o t e n t i d l  custorurers o f  t h e  avdilabiljty of' 

2MR and  1UR services by bi l l ing inser t  and media advertisements. 

Mollntai n States Pel ephone and Tel egraph Corr~pany be, artd hereby i s  , 

orderecl t o  f i l e  w i t h  the Comnil"ssion a copy of the billlng inser t  dnd 

a copy of each type of advertisement. Accompanying such copies s h a l l  

be a stater l ient  infornr-ing t he  Commission during what b i l l i n g  cycle or 

cycles the b i 11 -i ng -i nserhwas mailed to  [lotenti a1 custorrrers , i n  what 

news media ( w i t h  date) the advertisement was placed, and  the costs 

dncurred, I n  a d d i t i o n ,  Mountain States Telephone and  Telegraph 

Conlpany be, and hereby i s ,  ordered to instruct  ids employees that  each 

time a new customer contacts the Company requesting service or an 

ex i s t ing  customer contacts the Con~pany requestjng a change i n  service, 

t l ldt.  sut ,h  custonrers shal I be irrfornled ora i 1 y o f  the a v a i  1 a b i  1 i t y  o f  

bo th  2MR dnd  1UR services, 

9, Mountain States Telephone and Telegraph Company he, and  

hereby i s ,  ordered t o  pay Colorado Municipal League w i t h i n  th i r ty  (30 )  

dayr a f t e r  the effective da te  of t h i s  Order, $44,216-22, as reimburse- 

iilc.nC. o t  a t torneysvfees and costs and expert w i  tness-~ees and c o s l s  

incurred by the  Colorado Municipal iedgue i n  t h i s  proceeding. Such 

dr~iourrt s h a l l  be aniartized over a period o f  two yea r s .  

T h i s  Order s h a l l  be e f f e c t i v e  October 2 1 ,  1977. 

DONE I N  OPEN MEETING the 311th hay o f  fepternber, 1977. 

is ; ?, i i  THE PUBLIC UTILITIES COMMISSION 
QF THE STATE OF COLORADO 

EDWXN R .  LUNDBQRG 

SANDERS G, ARNOLD 
-- -- --- 

Commissioners 

- - a & -  
i x e c u t i v e  Secretary 


