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BY THE COMMISSION:

INTRODUCTION

Oon February 7, 1992, U S WEST Communications, Inc. ("USW" or
"Compény") filed its Application for Appro§a1 of the Continuation
and Completion of the Rural Facilities Improvement Program. As
diséusséd, infra, the application seeks Commission approvél of the
second phase of the Rural Facilities Improvement Program ("RFIP II"

or "Program"). The application was set for hearing, and a number
of parties interveged, including the Colorado Office of Consumer
Counsel ("OCCY"), Mr. Wayne Turnbow, The Coalifion of Rural
Telephone Users, AT&T Communications. of the Mountain States
("AT&T"), MCI Telecommunicatiohs Corporation ("MCI"), and Commis-
sion Staff ("staff").  Hearings were held beginning October 1, 1992

and continuing October 2, 5, 8,.and 9, 1992.

After hearings were concluded, the parties filed closing
Statements of Position. The Commission met in open meeting on
October 26 and November 30, 1992 to consider its decision in this

matter. Having carefully considered all the evidence and arguments



of the parties, we now enter our decision approving the Company’s

application with the modifications specified herein.

As'noted _supra, this application concerns the second phase of
the Rural Facilities Improvement Program. The first phase of the
Company s rural facilities programs ("RFIP I") was approved by the
Commission in 1987. RFIP I was also 1n1t1ated by an appllcatlon
filed by USW. In that appiication proceeding (Applioation
No. 37788),. the -Companf proposed, in part, to make certain
expenditures to regrade eight-party'customers to'at leastpfour-
party Service,ewith the option of one—parry service, and to upgrade
four-party service customers to’ one-party service Based;.apon'
customer demand ﬁithin each exchange. After evidentiary hearings,
the Comm1551on issued Decision No. C87-905 in which we approved
Company expenditures of up to $110 million over a flve—year'perlod.
That - approval allowed the Company to recover the revenue requlre-
ment associated with that 1nvestment on an expedited basis (i.e.,
instead of waiting until its next general rate case to begin

recovery in rates, the Company was allbWed to implement an annual

rate rider based upoh the RFIP investment made during that year)..

RFIP I lasted from 1987 to 1991. As a result of the program,
approximately 30,000 party-line customers were provided improved

and upgraded service. Notably, RFIP I was not intended to provide



ﬁpgraded-Service for all USW multi-party customers.l In addition,
the program did not envision single-party service for all affected
customers (e.g., RFIP facilities were engineered for.single-party'
‘service for all existipg and potential-ﬁSW subscribefs but not-for”
additional growth, and customers were not required‘to subscribe to

one-party service even where facilities were available).

The present application wés filed to complete the initiatives
begun in RFIP 1.2 In the preseht ~application, the Company
proposed to invest up to $188.9 million in specified rural
exchanges over a five-year period ending in 1996.3 In return for
an.acceieratéd recovery mechanism to be described, infra, -the

Company committed to a number of undertakings:

1. The Company would establish the Program with a capital budget

Qf $188.9 mllllon,

1 At the time the RFIP I application was filed, the Company served

‘approxlmately 60,560 four- and eight-party customers. The investment approved
by the Commission in Application No. 37788 contemplated improved and upgraded
service for approxlmately 50 percent of those telephone subscribers.

2 In addition to RFIP, the Commission has approved a number of other
programs designed to improve rural telephone service. These include expansion
of local calling areas in I&S Docket No. 1766 and Docket No. 8SM-083T, the
accelerated replacement of electromechanical switches under the SAFE Program in
Docket No. 89A-474T, elimination of the four-party option in the Company’s last
rate case, and modification of line extension charges.

3 The evidence at hearing pointed out that the Company will have expended

approxxmately $38 million in RFIP II exchanges in 1992 in anticipation of the
Commission’s approval of the Program. The $188.9 million investment contemplated
in the application includes these expenditures, inasmuch as the Company requests
expedited recovery of the 1992 investment as well anestments through 1996.
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2. The Company would establish a five-year construction schedule

for the Program;

3. The Company would install the necessary facilities to provide
all éustomers in all RFIP II exchanges single-party service by

the end of 1996;

4. The installed facilities would be englneered according to new

Company guldellnes.4

All parties in this proceeding support some type of program
. designed to improve rural telephone service. Points of disagree-
ment concern specific aspects of such a program. .In this decision,

we approve RFIP II with the elements specified herein..

NEED FOR. THE PROGRAM

As noted, all parties who participated at hearing supported a
plan intended to improve rural telephone service. According to the
Company, RFIP II facilities, in conjunction with other construc-

tion, will enable USW to provide universal single-party service in

4 Mr. Overturf testified that the new engineering guidelines call for
distribution facilities to be sized to provide 1.5 to 3.0 palrs per living unit;
known areas of development are to be considered in the sizing of feeder and
dlstrlbutlon, no analog carrier is to be reused or placed- all subscriber carrier
is to be dlgltal and fiber optic cable is to be used in feeder facilities to the
extent it is economically feasible; and a minimum of five years of growth is to
be planned. As noted above, the second phase of RFIP differs from RFIP I gince
the initial phase of the program was not, in retrospect, sufficiently designed
to accommodate growth. The Company is now making addltlonal investment in RFIP I
exchanges to account for growth.



the state.® We now rule that, as a matter of state policy,
universal single-party service is in the public. interest.
- Consequently the RFIP II proposal, as modified here, ie-also in the

public interest.

_Du;ing the 19 public hearings held by the Commission'aoross
the State, many people commented regarding the deeirebilityuof
-one-party service, and the number of USW multi-party customers who
have requested opgrades convince us that the public now views
single-pafty lines as part of basic telephone service.® In
.éddition to simply increasing the availability of the access line
-for present multi-party customers; single;party service will -allow
rural telephone users to benefit from a number of existing
telecommunications products. These include facsimile, answering

machines, custom calling, and equal access.

5 The above discussion noted that RFIP I facilities were not intentionally
designed to accommodate growth of one-party service in those exchanges. However,
Company witnesses testified that USW proposes to add necessary plant in RFIP I
exchanges to provide universal single-party service. This investment is related
to growth and is to be 1ncorporated within the Company‘s normal construction
program, and is not included in the RFIP II recovery mechanxsm approved in this
decision. :

6 On December 30, 1992, in a separate proceeding, Docket No. 92R—282T the

Commission revised its telephone service rules to require universal single-party
service by December 30, 1994. The Commigsion acknowledged changing public
expectations regarding “adequate" basic telephone service. This rule was not
designed to place USW in a position of non-compliance prior to completion of RFIP
II, but rather to phase out existing multi-party service.  This decision approves
a different time schedule from that in the adopted rules.
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Furthermore, in this case as well as others, the Commission:
has been informed of quality-of-service problems in USW rural
areas. Staff witness Armstrong, for example, presented testimony
indicating that in several exchanges excessive trouble report rates
exist. As noted in the testimony'of USW witness Overturf, the
- experience from RFIP I indicates that .the new construction
substantially reduced‘incidents of reported trouble. We therefore
conclude that RFIP investment is likely to improve the gquality of

rural service.

Without.a spécial~initiative such as RFIP II, including its
recovery mechanismn, neéessary improvemenfs to the USW rural
telephone network wouid-be funded through the Company’s norﬁal
capital buageting’process. - The evidence aﬁ hearing indicates that
thé iines to be upgraded in RFIP IT provide service to customers at
the highest éost per customer. Additionally, the Company believes
that the incremental revenues thch would be generatediby the
investment would not cover costs. In light of these arguments, the
Company represents that, without the Program; RFIP II exchanges
~would likely not  be upgfaded until _well past ﬁhe 1996 date
contemplated in the application. 1In fact, the Companj’s testimony
indicates that this type of rural investment wouid,not be undertak-
en voluﬁtarilx. Cdnsequently, absent an agreed upon program such
as RFIP, the_Commissibn} in order to improve rural service, would
be required to attempt to secure compliance with its rules through

_cbmpulsion.' This alternative, with its attendant delay and



uncertainty is not desirable. _ﬁe believe that a cooperative_
endeavor such as RFIP II is preferable. Theé plan approved in this
decision advances the goals of universal single—party-service and
improved telecommunications in rural areas at a reasohable cost to

ratepayers.

As a result of RFIP II investment, the Company will be capable
of providing ubiquitous Vsingle—party service, and we have now
determined that such service is in the public interest. The record .
indicates that oﬁée the RFIP investment is in place,'there afe no
cost savings in co-ntinuing to provide a multi-party offering.
Therefore, consistent ﬁith the sugéestion of various parties, we.
ﬁow decide that 'single-party service will be mandatory 'once
facilities to provide this servicé are in place. The Compény shall
modify its tériff to include only single-party offerings once the
required' facilities are iﬁstalled. Existing four-party and
two-party custoners will be allowed to remain on those services
qnly until the Company'has placed facilities necessary to provide
single-party service. 1In exchangeé certified by thé'Company as
being one-party'capablé under RFIP I, all multi-party cusfomers
shall be regraded under the;requireﬁents of Docket No. 92R-282T
("the Basic Service Rulé"). For exchanges nominated by the Company
to be vincluded within RFIP II, regrades of all multi-party
customers accomplished under the time schedule outlined in this

decision shall be sufficient for compliance with the requirements

in Docket No. 92R-282T.



FUNDING FOR RFTP IT

The Parties’ Proposals

In return for the above-referenced investment and construction
commitments, the Company requests accelerated recovery in.rates of
a certain portion of the RFIP II revenue requirement. Essentiaily;
USW proposes to reduce regulétory laé for recovéry of RFIP II
investment - to oneryear from féur to five years, which is the
Company’s estimate of tpe.time between the éctual placement of
investment and recovery -of the costs of the iﬁvestment in rates.
The éxpedited recovery mechanism presented in the application would

operate as described here..

First, the Compény proposed to place a cap of $188.9 million
on total investment. For this amount, USW commits to upgrade all
1istéd RFIP II ‘exchangeé; by the end of 1996.7 The Company
proposes tb iméieﬁent an annual surchérge on January 1 of each year
(for five yéars) to recover the calculated revenue requirement.
resulting from the average level of investment in the Program for
the'prior year (using nine months actual data and three months
forecasted data). The revenue requirement that is eligible for

accelerated recovery under the RFIP II mechanism would be reduced

7 the upgraded facilities would be engineered as stated in footnote 4,

supra, and would provide single-party service for all customers in all RFIP II
exchanges. Exhibit C to the application lists all RFIP exchanges, and provides
estimated RFIP II costs by exchange. While the Company believes the overall cost
estimate is reliable, it makes no such claim for the exchange estimates.
Nevertheless, USW is willing to agree to the stated cap for total investment, as
stated in the testimony of witness Hatzenbuehler.
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by 25 percent (i.e., the Compahy_would seek expedited recovery of
only 75 percent of the RFIP revenue requirement) . _Acknowledging
the criticism leveled at the program that the Program éhould not be
a Asubstitute for construction required for normall growth or-
maintenange, USW offered to exclude this 25.percent from its.
original proposal in order to account for growth and maintenance
investmeht:' The RFIP IIrrevenue :equirement-would be split between
Part 2 (fﬁlly regulated) and Part 3 (emerging competitive) ser&iées
in propértion to their total revenues. Thét is, since Part 2
'services account for 70 percent of_the'Company’s Colorado jurisdic-
tional revenues, 70 percent of the RFIP II revenue requirément
-would be recovefed in a -surcharge upon those service. Part 3

service would be assigned 30 percent of the revenue requirement.

After hearing, the Cémpany filed its Investment Incentive
Proposal which would modify the;application’s suggested fundiﬁg
mechanism. The incentive plan essentially ngduces the cap that is
eligible for accelerated recovery fronm $141.7 million (75 percent
of $188.9 ﬁillion) to $125.9 million (66.67 percent of $188;9
million). USwW proposes'that it be allowed tb recover, on an
expedited basis, all of its inVestﬁent up to thé new bap. The
original méchanism allowed for recovery of 75 percent of all
amounts up to $188.9 million. According to the Company, this
modification would provide incehtives to finish the program at the

least cost..



Staff and the OCC disputed vafious aspects of the Compényfs
pfoposal.‘ The OCC primarily disagrees with the suggestion to
recover 75 percent of the Program’s revenue.requirément in an’
accelerated fashion. The OCC contends that inA'addition. to
excluding 25 percent to account for normal growth and maintenance,
the commission should exclude another 25 percent since a portibn of
investment in RFIP Ii exchanges should be regardedvéé ﬁbaseline
igvéstment“ (i.e., investment which the Company wouid méké even in
the absence of a.épecial recévéfy mechanism). Argﬁing that:all
"normal" investment should be excluded from the Program, the oOCC
suggests that only 50 percent of RFIP-related revenue.requiremént
. be eligible for accelerated recovery. The OCC also takes :issue

with the Company’s proposed rate spread. See dis,cussion,‘inf‘ra.8

In its closing statement of position, the OCC suggested one
modificatipn tc: its position to prbvide USW an incentive_ to
complete the Program at the least éoﬁt. The proposal would fix the
accelerated cost recovery at 62.5 percent of estimated costs on-an
exchange_basis, capped at 100 percent of actual expenditurés. "(The
OCC'modificatioh uses the exchange estimates contained on Exhibit. C
to the application.) The RFIP II rider fiiings would be based upon

estimated costs to upgrade specific exchanges. To the extent the

8 The commission understands that the OCC and Staff agree, for the most

part, with USW’s method of calculating the revenue requirement as set forth in
Mr. Fleming’s testimony. One major exception is Staff’s suggestion that a
12.5 percent return on equity, instead of the Company’s currently authorized
return of 13.5 percent, be used in the calculation.
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Company completes the upgrade at less than estimated COste,

its percentage recovery of actual cost would increase.

Staff agrees that an expedited recovery mechanisnm is appropri-
ate. However, Staff advocates recovery of a fixed dollar amount
for each line actually converted to single—party-status. Staff
originally recommended that the Commission ailow accelerated
recovery ef $1500 for each access line actually upgraded. This
amount was based upon costs per access line of the State’s inde-
pendent telephone companies ("Independents"), and Staff believes
that these.costs are representative of reasonable access line costs
for RFIP II since the Independents primarilyveerve the types of
rural areas that USW will be upgrading as’a result of RFIP II;
That is, Staff would base the annual.rider.upon the number of

RFIP II lines actually upgraded to single-party service multiplied
by. $1500. '

Iﬁ‘histdirect testimony, Staff,witness Armstrong suggested
adoption of an incentive or penalty scheme to encourege the-Company
to complete multi-party upérades more quickly than the contemplated
five-year schedule; Censistent with that suggestion, Staff, in its
Statement of Position, offered an incentive’ pian which would
explicitly reward the Company for faster_combletion of upgrades.

Staff’s plan operates in the following manner:

11



TheAeumulatiVevnumber of lines converted under RFIP II from
multi-party to single-party service is calculated at the end

of each year.

The average cumulative percentage conversion rate is,calcﬁlat—
ed by dividing the_number of converted lines by the total
lines at the beginning of the program and then dividing that
result by the number-of-yearsbof the program which have been

completed.

The allowed expedited recovery is determined using' the
average percentage conversion rate, based on higher recovery-

per line w1th hlgher average cumulative conver51on rates,

'-cappedrat some maximum dollar level per line converted..

For example, during the firstbyear of the Program, Staff would

allow accelerated recovery of costs based upon assumed investment

of $3,000 per converted line if the Company completes 20 percent of

the Program (i.e., converts 20 percént of the approximately 28,000

multi-party lines to single-party service). A conversion rate of

30 percent would result in rate recovery based upon an assumed

investment of $4,500 perrline. Conversion of only 10 percent of

RFIP II service lines would result in recovery of costs at $1,500

per line.
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APPROVED FUNDING MECHANISM

With respect to accelerated reCovery.of RFIP II costs, thé
Commission finds meritorious the conceptual approach suggested by
Staff. Specifically, we agree that the annual rate rider should be
based upon some allowance for each access line (customer) actually"
converted to sinéle-party service. The advantages of this method,
és Staff witnesses pointed out,_include-ease of tracking and
administration. In_addition, a fixed allowance per .converted line
provides the Company an incentive to implement the upgrades at the’
least cost (consistent with the ehgineering guidelineé cited in
footnote 4 on page 4, supra)_ Hoﬁever,'the current‘requirements
for reporting of “investment and calgulation 6f. the ~revenﬁe
reqﬁifement, as described in the testimony of USW witness Fleming,
shall be maintained in order to properly calculaﬁe such important-
ratios .as the re&enue 'réquirement énd intrastate separatioﬁs

factofs.

We also agree with Staff’s suggested manner of eﬁcouraging the
Company to complete the Program as quickly as possible. That is,
we find it appropriate to allow a higher per 1iné allowance based
upon faster completion of the Program. our discussion in the
previous section emphasized the desirability of single-party
service. Given that determination, it is in the pubiic interest to
upgrade multi-party service as quickly as possible. We note that
fhe incentive schemes offered by the Company and the 0OCC do not

encourage faster completion of the Program, but are designed to
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encourage cost efficiency only.. (As noted, the fixed allowance per

converted line also contains incentives for such efficiency.)

Howevef, while we accept Staff’s conceptual_approach, we do
not accept the specific costs per access line suggested. The
evidence in this préceeding raised substantial questions regarding
the applicébility of the Indepeﬁdehts/ average access line cosﬁs to
RFIP II costs. For examplbe, lines to be upgraded iﬁ RFIP II
provide service to customers at the highest coét. insufficient
evideﬁce..was presehted to convihce us that the Independents’
~average line costs are representative of the average costs of per

- line conversion for RFIP II customers.

- We will fix the average recoverable cost per converted four-
party line at $4,060 for the 28,123 four-party cugtomers in
existence in RFIP II nominated exchanges at the end of September
1991 as shown in Exhibit C to the application. This-average cost
per line woul& result in a $114,179,380 investment base allowable
for expediﬁed funding tréatment. To this amount we will add
$10,996,350 as a lump sﬁm; which amouht is 75 percent of the
in&estment made by the Company during 1991 in exchanges included in
RFIP Ii. This equates to a total allowable investment base of
$125,175,730 for conversion of all foﬁr-party lines in the State.
This invéstment amount is very close to the investment cap
contained in the efficient investment incentive proposal of-the

Company. . However, our order differs from the proposai of the
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Company in that all customers will be regréded for this amount, and
sales or transfers of customers will result in a lessening of this
amount based on the number of customers that the Company relin-

quishes.

© This diffefénce frbm the proposal of the Company is reasonable
based upon consideration of thebtrouble report data contained
within the exhibits of Staff. It appéars_that the high trouble
report rates in some exchanges reflect less than satisfactory
investment in those exchanges by the Company in the past. As noted
in the testimony- of Mr. Overturf,‘ investment, such as that
contemplated undef RFIP II, can>signifi¢antly reduce high trouble

report rates.

However,.we will provide the Company with an opportunity to
increase the amount of allowable investment subject to éxpedited
récovery up to the amount originally requested by the Company -in
its application:$14i.7 million (75 percent of $188.9 million). We
also will provide the Company with an "opportunity" to recover on
an investment base less than the previously discussed $125.2
million if the actual number of four-party conversions lags behind.
‘the schedulé proposed by the Company in Exhibit C to the applica-
tion. Since we have adopted Staff’s incenti#e formula, we will
modify it to provide an allowable recovery amount of $114.2 million
under the regrade conversion schedule in Exhibit C. In order to do‘

this, Attachment A to the incentive proposal of the sStaff is
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modified~so_that the 10.percént breakpoint on the curve begins at
$1,940 per line, passes through the 2o‘percent figure at a?proxi—
-mately $3,500 per line in a straight progression until it reaches
$4,940 at the 30 cumulative percent of the program‘completed. .The
Appendix to this decision depicts our adopted formula. To
determine the revenue requirement for}the prégram,.the investment
calculated by this method will be less thah or equal to the total
amount of actual in&estmeht in all exchanges certified by the
Companyras being single-pattf capable. (The Coﬁpany may choose to
certify exchanges on a feeder route basis.) 1In ordér to-reinforqe
our desire for quick and efficient implementation of this program,
all multi—party customers in non-RFIP II exchanges must be regraded
pursuant to the requirements of Docket No.'92R—282T, and all RFIP
IT exchanges must be certified by December 31, 1996 for the RFIP
tariff riders to continue in force after those dates. TIf these
objectives are not met, the tariff fiders for RFIP shall cease
until these objectiveé are achie?ed. The Commission will not allow
recovery of these foregone revenues for the time period in which
these tariff ridérs are suspended dué to a failure to meet these

objecti?es.

If the Company sells or transfers customers to other provid-
ers, the customer base of 28,123 four-party_customers will be
adjusted in the year such transfer is legally completed ﬁnless
granted an exception by the Commissionfbecause of extenuating

circumstances, suéh,as lengthy délays caused by federal procedures.
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With the-ta:iff filing for this program, the Company will furnish
the number of fouf—party customers who were regraded during the
year, with any necessary projections made on a monthly pro rata

estimate from the months-of available actual data.

The Company will receive increased revenues as multi-party
subs¢ribers are upgraded.. For example, the‘monthly rate for
single;party service is.gfeater than that for multi-party service.
Additionally, Outside Base Rate Aréa ("OBRA"). charges are higher
for singie-party service as éompared to multi- or two-party
offerings. These effects should be easily calculable based upon
the number of upgraded 1inés. Therefore, the énnual 'amount-
eligible for recovery in the RFIP II rider will be offset by these

revenue gains.?

The.actual annual revenue requirement to be recovefed in the
RFIP II rider will bé calculated as suggested'bj USW witness
Fleming, unless otherwise ordered in this decision (e.g., -we have
directed that new revenues due to customers’ upgrades shall be
offset against the revenue requirement). We specifically reject
the Staff suggestion to employ a 12.5 percent return on equity in

the calculation.  The Company’s authorized return was set at

3 We do not accept the proposal to offset the RFIP II revenue requirement

by additional amounts to account for increased revenues from custom calling,
toll, and other services presently unavailable to multi- or two-party customers.
The record indicates that some of these revenues are used as an offset to the
revenue requirement in the SAFE program. Furthermore, revenue gains due to RFIP
from other services such as toll would likely be unknown.
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13.5 percent in its iast rate case, and it is not the purpose of
the present docket to re-examine that determihation.' Thereforé,
the revenue requirement shall be calculated using a 13.5 perqent
return on equity until the Commission spééifically examines and

orders a new base authorized ROE.

Staff'witness'Jorgensen noted that previous surchargés to the
Company’s rates, such as the RFIP I and SAFE riders, have precluded
overearnings (i.e., if the full rider would cause USW to earn over
its_.authorized return,  the vrider was réduced.:accordingly).
However, as Staff witness Jorgensen points .out, the Commission has
issuéd an initial Qecision_in bécket No. 90A—665T;>the'Alternative
Famn‘of.Regulation {"AFOR") case, which would require certain
adjustments to USW rates in the event of Company overearnings. The
directives in AFOR .are potentially inconsistent with an

overéarning§ test specifically-applicable to the RFIP rider.

Since the decision in AFOR is not>yet»final,'we now order an
overearnings adjustment to the RFIP II annual su?charge, consistent
with past practice in RFIf I and SAFE. - That is, in the-event the
Company would overearn és a resuit of the RFIP II rider, an
appropriate adjustment in the rider will be made. In the event a
finai AFOR decision is implemented which generally examines Coﬁpany
earnings and requires an adjustment to rates in the event of.
overearnings, no éverearni_ngs ad’just_:ment will be made to the

RFIP II surcharge.

18



RATE SPREAD |

The Company proposed to récover 70 percent of the Program’s
revenue requirement by a uniform surcharge to all Part 2 services
normally subject to across-the-board riders (e.g., nonrecurring
charges and coin service &Quld be exempt from the surcharge). This
allocation to Part 2 products was ngt disputed by any party. Since
Part 2 services account for 70 perceht of the Compahy’s intrastate
jurisdictional revenues, the Company’s prdpdsal is reasonable and

hereby is approved.

USW also prdpoéed té récéveé tﬁé feﬁaining 30 percent of the
RFIP II.revenue reqﬁireﬁent bj énﬁaigcreéé“ rate spread to'Part 3
services. The Compény sﬁggests that somé services such asrswitcﬁed
aécesééﬁoﬁlduﬁe e#éiﬁded frém the surchafge, sihce, according.to
the Company, these services are already overﬁriced and are subjééf

to competitive entry from alternative providers.

Not surprisingly,- the Company’s recommendation to exclude
access is supported by the interexchange carriers (AT&T and MCI).
These parties 1likewise argue that carrier access is greatly
overpriced in relation to cost and that access is already subsidiz-

ing Part 2 services.1® The OCC contends that all Part 3 services

10 By "cost," the interexchange carriers and USW apparently refer to the
incremental costs advocated by the Company in the last rate case. Since those
costs and cost studies were rejected by the Commission in that case, we do not
‘now imply, in this decision, that we find the "subsidy"” argument to be credible
to the extent it relies on costs and cost studies previously found to be
unacceptable. Furthermore, the carriers’ apparent claim that access rates are
improperly subsidizing the Company’s.loop costs (€.g., the references to payments
made pursuant to the Carrier Common Line Charge) are also rejected. The carriers

apparently object to having to contribute to the Company‘s common and shared
costs. ‘
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should be subject to the surcharge. In part, the OCClargues that
these products, including switched access, will benefit from the
RFIP upgrades (e.g., increased line availability and better quality
of service will. stimulate toll). Moreover, the OCC contends that
the present case is not intended to restructure rates approVéd by

the Commission in the last rate case.

We now rule that access should ‘be excluded from the rider.
Without relying upon USW’s cost studies, we conclude that switched
access has tradltlonally been one of the serv1ces earnlng well in
excess of costs. Furthermore, the arguments that access is
: 1ncrea51ngly subject to competltlve entry, espec1ally 1f rates are
raised, are credlble._ Since access. is becomlng more competltlve,
‘and since access rates have been decrea51ng in recent years, it
would be counterproductlve to 1ncrease those rates as a result.of

the Program.

Therefore, we now hold that, at the time it files to implement
the annual rider (e.g., through the adv1ce letter process), the
Company will propose for Commission approval a rate spread to
recover 30 percent of the revenue requirement from Part 3 service.
Switched access shall be excluded from the surcharge unless

otherwise ordered by the Commission.
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HIGﬁ COST CUSTOMERS

USW’s original position in this pro_éeeding was that all of thg
approximately 28,000 .multi-party customers in RFIP II exchanges
would be upgraded to single-party status by the end of ﬁhe
Program.’? In its direct testimony, the ocC expresséd concern
- with the Company’s proposél to upgrade all lines regardless of
cost. The OCC noted that, according to exchange estimates on
Exhibit C to the application, the Company was planning to spend
many' thousands of dollars per customer in some v‘of the exchanges in
order to-upgrade multi-party service. OCC witness Binz sﬁated that
it may not be .in-.the public' interest to upgrade service for.
extremely high-cost customers at the expense of all USW ratepayers.
In its rebuttal testimony, f:he Compaﬁy essentially agreed with the
0CC’s concern. These two parties posit that, aé a matter of ’publ\ic’
policy, the costs for upgrading somé customers may be so great as
to outweicjh any benefits of single-party sérviée. Consequently,
OCC and USWC suggested that“ the Commissioh should rule that

upgraded .sérvice for customers in extremely high cost areas should

not be required under the Program.l

In order to address the issue of whether the Commission should

require upgraded service for extremely high-cost customers, the OcCC

11 At times, some of the parties have used the term "two-party customers”

in addition to the term "multi~party customers," apparently drawing a distinction
between the terms. In light of the Company’s representation that statewide
single-party service will be available after RFIP II, the Commission interprets
USW’s commitment to upgrade all multi-party  customers as also applying to
two-party subscribers in RFIP II exchanges, to the extent they exist.
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and USW separately make certain suggestions which are similar in
several respects. First, the OCC and USW propose that the
commission set a threshold amount (expressed as dollars per
customer). Customers below the threshold amount would be qualified
for upgrédés without further action by the Commiséionﬁm, The
Company suggests ‘a threshold amount between $10,000 and $20,000 per
customer.  Such a thréshold amount would limit further examination
to approximately 1000 cusﬁomers, to be discussed, infra. Including
more than_this limited number; the Compahy asserts, would make the
process uhwieldy'and possibly would:lead to delay in RFIP construc-
tion. The OCC recommends a threshold amount of up to $7,500 per
customer. At this level, over 70 percent of multi-party lines
would qualify for upgfade, assuming the correctness of the speéific:
exchange estimates. This threshold amount was chosen by the occ in

~order to limit the costs of the Programn.

After the threshold amodnt is set, the OCC and the Company
suggest an examination of high-co§t lines by a committee composed
of staff, the occC, énd'the Cdmpany. This qommittee would investi-
gate whether single-party service could belprdvided using alterna-

tive technologies (i.e., instead of wireline-based upgrades), or

12 USW advocated that the threshold amount apply on a customer or route
basis. That is, subscribers below the threshold amount regardless of the
exchange would automatically qualify for upgraded service (most likely using
wireline based technology). The OCC suggested that the threshold amount first
be applied on an exchange basis--all exchanges with an average customer cost
below the threshold amount would be qualified for upgrade. However, the OCC
proposal allows, after further information and study, for high-cost lines or
routes (i.e., those above the predetermined threshold amount) in qualified
exchanges to be moved below the threshold amount. Similarly, the OCC would allow
"low-cost lines or routes in high-cost exchanges to be moved above the threshold
amount.
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alternative institutional serving arrangements (i.e., sale or
transfer of USW exchanges to an Independent Telephone éompany).
The parties suggest that it may be possible to provide single-party
service at lower costs using some alternatine‘technology (e.g.,
A mobile radio, VSAT (Very  Small Aperture Terminal) satellite
.sefvice( BETRSv(Basic Exchange Telecommunications Radio Service)
radio). At the very least, the parties claim, it is Qerthwhile to
texamine theee technologies before upgrading service todnigh;cost

customers.

Similarly, the»parties,'especially the OCC through witness
. Lehr, suggest that some USW-eustomers may be better served at -lower
eosts by the Independents. Lehr testified that the Independents
have access to federal funds (e.g., the Universal Service Fund, REA
‘financing), while USW does not. In addition, Lehr argued that
management of tne Independents is more likely to be attentive and
responsive to rural customers than the Company. For these reasons,
the oOCC preposes that the committee study whether high-cost
customers could be more efficiently served by the Independents. If
so, these hlgh—cost customers or routes should be sold or trans-
ferred from USW to an Independent. The Company, in fact, agreed to

investigate such potential sales or transfers by early 1993.

After investigation of alternative teChnologies and institu-

tional serving arrangements for high-cost customers, the 0CC and
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USW contemplate Commission review}'. of the committee’s recommen-
dations. The Commission could thenvapprove an upgrade; perhaps
with a non-wireline technology, or a sale or transfer to an'
Independent. Notably, both the OCC and the Company suggest that at
the end of the process some customers simply may not receive
" upgraded service because of exorbitant costs and lack of feasible

alternatives.

Generally, we accept the suggestions of the- OCC and the
Company with reépect to high-cost customers. We believe that ‘a
high-cost threshold amount of '$15,.000 per- cusf.cmer on a feeder
route is acceptable. This standard ‘will allow for further
examination of potentially costly upgrades ‘without -making the
process unwieldy by requiring examination of too many 'c'ustomefs.
Customer regrades that cost less than the "'$15,000 threshold amount
are hereby approved without ;-fufther order of the Commission. As
suggested by the parties, a com:hittee 'cbm-prised of staff, the 0OCC,
and the Company is directed to examine high-cost routeé (i.e.,
upgrades costing $15,000 or more .p‘er 'cusi;omer) . Other parties may
become a member of; the committee only upon motion stbati_ng good
cause. - The committee shall cons.iderr-whether- single-party service
can be proiride_d to USW h_igh-cos_t customers at less cost using
alternative technologies or alternative institutional serving
arfangements._ From this review may come a decision by the Company
to seek other institutional serving ~arréngements for certain

exchanges -or feeder routes within an exchange. The committee
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should begin immediately to re&iew-highécost_routes for exchanges
that the Company nominates for the 1993 construction season. By
March 1, 1993; an interim report should be filed in this docket
outlining the high—éost. routes, if any, included in the 1993
construction schedule.and.thé proposed disposition of the construc-
~ tion for these feeder routes. At this same'time, the committee
should file a proposed procedural schedule for completing its

examination of all high-cost routes in RFIP II exchanges.

Although we are not mandating a certain time schedule for the
coﬁmittee, it would be desirable for. the committee to have
compléted its examination oﬁ' any high-cost routes in the
1993 construction schédule by May 1, 1993. By March 1, 1993, it
would appear désirable for -the Company to nominate any high-cost
routes in the construétion schedule for the foliowing year and for
the review of these routes.to be completed and a report filed by
the committee‘inithis docket by the end of Octoﬁer of the year
préqeding construction. This schedule appears compatible with the
récommendations of Staff witness anes and USW witness Overturf as
outlined on lines 1-10 of page 18 of his febuttal testimbhy. The
Commission fully expects that committee recommendations Qoncefning
use of technologies, whether the current USW standard of an
alternative, will be subported by standatd'engineering.economic
analysis'\which. would include the costs and advantages. of the

alternatives.
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-.Based on the committee reéommendations, the Commission will
authorize or provide additional direction for the implementation of
regrades on the nominated high-costs routes by the first of the
year. The Commission »intendé that the implementation of the
Program shali not be delayed as a result of the committee’s
_ investigation. At this time, the Commission declines to approve'an
overall annual schedule for the pfogram as suggested by USW witness
overturf, except to require filing with the Cdmmission by March 1,
1993, of the exchanges or exchange routes which fhe.Company intends
to include in-the construction schedule for the following year. As
noted invour.COnclusion to this decision, we'fuily expect the
Company to include trouble spots within itS'écheduling criterié,
particularly those areas .which. have been ' brought before the

Commission regarding complaints of inadequate service.

In its rebuttal testimony, the éompahy offers to prepare a
list of potential exchanges or routes for sale or transfer by
February'ls, 1993. As preﬁiously noted, the committee will not be
directly charged with the responsibility of selecting exchanges or
routes.for:possible sale or transfer, as this is the responsibility
of the Company within the oversight and final approval of the
Comﬁiséioﬁ. -However, the Comhission directs the Company to file
its iﬁitial list of potentialﬁsales or transfers in this docket by
the date proposed by the Company, in order to facilitaté the work

of the committee and to more fully inform the Commission, the
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industry, - and the public of the. potential magnitude of this

transfer of service responsibility.

The evidence -in this docket supports a conclu51on that USW
neglected to maintain and upgrade, in the normal course of
‘business, the telephone network in mahy rural areas it is autho-
rized to_serve. The Commission RFIP decisions should not be viewed
as approval of the Company’s past neglect. Nor should the Company
assume_from-the Commission’s decisiOn to review the Company’s and
committee’s proposals for transfer and sale of certain.areas that
the Commission necessarlly w1ll approve the transfers or sales. It‘
is not an acceptable remedy to merely cast off prev1ously un-served
“or under-served areas so that the ‘problems are transferred to
another provider. Proposed sales and transfers w1ll be rev1ewed
carefully to determine whether such sales or transfers are in the'

public: interest.

Although we believe it worthwhile to further explore alterna-
tives for providing service to high-cost customers, we now state
our intentlon that gll RFIP II customers shall obtain upgraded
service at the end of RFlP II. The high per customer costs for
some subscrlbers must be balanced agalnst the relatively minor
effects of the entire Program on USW rates and the importance we
place on single-party service. In light of these considerations,
we now hold that, in the absence of sales or transfers to Indepen-
dents, all USW multi-party customers in RFIP II exchanges shall be

upgraded as .part of this approved Program.
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TRACKING AND REPORTING

Staff through the testimony of witness jones, expressed
concern with the manner in which the Company accounted for RFIP T
expenditures on its books and records. According to Jones, the
Company's present records do not identify investment amounts
spec1fically related to programs such as- RFIP or SAFE whlch have
been accorded unique regulatory treatment (e g., expedited revenue
»recovery) Staff is concerned that, given the Company s present
.records, 1t is unable to audit these programs and track investment
back to the continuing property records for each program and verify
that the plant included in the recovery mechanism is indeed used
__anduuseful; Jones concluded that USW's current cont1nu1ng‘property»
'records do not meet the Federal Communications Comm1551on s and 1ts
own 1nternal requirements regarding auditability. Based upon these
concerns, Staff recommended that the Commission order the Company
to modify 1ts general ledger and continuing property records to
establish subaccounts for the cla551fication and recording of plant

investment arising from programs or initiatives such as RFIP II.

USW witness Fleming generally disputed Staff witness Jones’
recommendations..f»Fleming'stated that revision of the general
ledger and.continuing property records as suggested by Staff would
- be very costly. Moreover, USW contends, the revisions would not
provide the information desired by Staff, inasmuch as the ledger
and continuing property records are cumulative accounts (i.e.,

these records reflect additions to and replacements of plant, in
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addition to the original inQestment). Since only initial invest-
ment 1is eligible for accelerated revenue feCoverj, Fleming
represents that the costly revisions to the accounting system would
‘not accqmplish Staff’s stéted purpose. Declaring that the Company
is willing to give Staff necesséry information to adequately track
and monitor the Program, Fleming proposes that Sstaff and the
Company meet and agree on tracking and reporting requireﬁents; In
its closing Statement of Posiﬁion, Staff agrees with the Company’s

suggestion.

We agree with Staff that Commission ability to track and
monitor RFIP II expenditures is critical. Our decision according
the Company accelerated recoveryA of RFIP II éosts is unique
regulatory treatment. As such, thé Commission (including Staff)
must be able to ensure itself that investment included in the
accelerated recovery mechanism is used and useful at the time of
its inclusion in the Program. - The Company,bon the other hand;
which is the recipient of a publicly protected monopoly, should
assume that it.is accountable to that public for its expenditures.
Failure to maintain éasily decipherable and readily accessible
records is simply inexcusable. For the time being, we accept the
CQmpany’s proposal to jointiy develop with Staff an accounting and
tracking system Vhich satisfies the concerns expressed here. The
Company and Staff are hereby directed to meet and agfee on methods-
‘and information which would aliow adequate traéking of RFIP II

expenditures. The Company and Staff shall submit their agreement
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to the Commission for approval within 90 days after entry of this
decision. If no agreement is reached within 90 days, the proposals
of Staff witness Jones (i.e., modification of general ledger and
continuing pfoperty recordé) shall be implemented immediately by
the Company for all investment accorded unique regulatory treatment
undexr RFIP II. - The Compahy shall not.bé.allowed accelerated
recovery unless it implements a tracking'mechanism permitting Staff

audit. of RFIP II'expenditures.

Staff witness Jones also recommended that the Company file
- various reports or documents which would enable the Commission to

monitor USW’s ongoing activities under the Program. These include:

1. By October 1 of each year, the.Company would file the detailed
planning and scheduling documents referenced in the applica-

tion.

2. - By January 1 of each year,‘the Company would make availabie
for Staff review the detailed work prints and associated

engineering estimates for construction to be performed during

that year.

‘3. Beginning with the filing of the first RFIP IT rider and each

quarter thereafter, the Company would file a report'stdting:
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a. - actual versus estimated amount of calendar year construc-

tion performed by wire center;

b. ' wire center certification dates and date of first regrade

subsequent to certification;'and

c. wire center number/type of multi-party customers:
(1) converted to single-party lines,
(2) 'on held regrade status, and

(3) on a waiting list for service.

- These suggestions are reaSonable.and hereby'are approved.
Again, failure by the Cdmpany to fully account for its expenditures
and progress shall be deemed a failure to meet the preconditiens

for expedited recovery.

MODIFICATIONS TO USW_TARIFF
Various parties asserted that the Company may not be meeting
its obligation to serve in light of the number of existing "held
orders" (i.e., persons desiring some kind.of.service, whether
single- or multi-party, but who are unable to~obtain_it). " In
reséonse to this criticism, the Company suggested, in part, that it
modify its tariff to allow for "farmer lines" ahd»a reduction of

the construction credit allowance for new service.
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Farmer lines allow for held order customers to construct their
own lines, at their own cost, in accordance with USW specifica-
tions. The current tariff does.not allow for such construction.
No party opposed this sﬁggestion, and we agree with the intent of
such tariff. USW is directedAto develop and submit a tariff whidh
éllows fér_farmer-lines within 90 days of the efféctive date of
this order. In its tariff fiiing, USW shall address the extent and
‘applicability of farmer lines to issues,éuch as, for example, the
feasibility éf privétely owned lines in public fi§hts-of—way and
whether or when USW will aséume~ownership-of-such-lines and the
amdunt of compensation or recurring rate discount appropriate for
..such service or facilities. The Commission’s willingness to
conside;vsuch a tariff should not.bé_construed'as detraciing from
the Company’s ordinary résponsibility to adequately serve these

areas.

As to the proposal to lower the construction credit from its
'current $5,000 to $1,500, we reject the Company s position. The
rationale for the suggestion is, in essence, to discourage requests
for new service. ~The record. contains little, if any, support to
abandon the ex1st1ng credit amount and no support to order the new
suggested limit. If the;Company w1shes-to pursue this course of
.action, it should db so in a separate proceeding. Alterﬁatively,
this may be an issue for the telephone‘planning process disqussed,

infra.
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Telephone Least Cost Planning
The OCC proposed that the Commiséion;'as part of the RFIP II
‘ruling, establish a Telephone Resources Integrated Planning;
("TRiP")'dqéket. The TRIP proposal is conceptually identical to
the integrated resource planning.initiatives which a number of
‘regulatory commissions have undertaken with respéct-to electric
utilities. Pursuant to the 0OCC proposal,_USW would bé-réquirea'to
:;nfer into a public planning process. The general-purpéée of the
process would bé‘to examine the future investment plans of the
Company.~'The 0CC=suggests that TRIP investigate issues such as the
una&ailaﬁility of single—party service for many customers, the
;unaVailability of any service for some péfsons residing_ﬁithih the
COﬁpanyfs éervice territory, the kinds of new services desired by
both business and residential customers, etc. .In addition to
focusing on long-range planning, the OCC suggests that the new
docket exgmine some of the issues raised in the preéent case (e.g.,
identification of high-cost customérs,.and‘whether they could be
bette:'served by.alterndtive technologies or institutional sefving
arrahgements) . Under its proposal, t_he OCC would require  the
Company to participate in telephone resoﬁrce..planning  as a

condition for obtaining accelerated_recbvery of RFIP II investment.

The OCC even suggests specific procedures and methods for
conducting the TRIP proceeding. For example, key "stakeholders"
would be identified, the Cdmpany would be required to conduct

certain analysis of existing telephone resources, and the Company
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would be required to addre_ss existihg problems in service as part
of its planning process. JuSt as with integrated resource planning
for electric utilities, USW wbuld be required to develop a
least-cost plan for meeting the telephoﬁe needs of its customers.
The OCC _pfoposes certain procedures for accommodating public and

. Commission participation in the planning process.

The Commission is very intérested in longefange and comprehen-
sive telephone planning. However, we decline to adopt the OCC’s
detailed prpposa‘ls.- First,‘r in light:of our decision here, no need
exists for RFIP II issues to be examiﬁed -in a TRIP proceeding. Our
order establishes a procedure for eXa’mining high-cost lines, and if.
appears that the OCC’s .contemplated _prbcess would 1likely délay

implementation of RFIP II.

As for the proposals regardi-ng long-range planning, it would
be imprjoper for us to adopt the specific detailed methods and
procedur_é suggested by the: OCC without further invéstigétién'.
Integrated resource planning for telephone utilities is a new
concept for our State. Even in this casé, no party other tha_n ﬁhe
OCC addressed issues regarding such a process. We note that in the
electric Integrated Resource Planning Docket, the Commission has
only recently, after a long and extensive inquiry in whicih-nuinerous
parties participated, determined processes and methods to be
incorporated in IRP rules. In the proceeding to adopt electric IRP

regulations, we conducted over two weeks of hearings. Several
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thbusand-pages of testimony and comments were filed before and
after the hearings. In short, we conducted an intensive inquiry
before deciding to adopt specific resource planning fules on the
electric side. Moreover, there are sensitive issues of competition
in_the telephone planning arena that are not present in electric
IRP. Our experience dictates that because such »an inquiry
regarding telephone resource planning has not yet béen condﬁcted,

it is premature to adopt the occ’s proposal.

We believe afnew docket should be established to investigate
the concept of telephone least coét pianning. That docket should
investigate methoas, procedures, goals, issues, etc., whichrwould-
"be appropriate for telephone resource planning. In light'of ﬁhis
conclusion, we do not_ now approve the O0CC’s TRIP proﬁosal.>

Instead, we will open a docket to further investigate the issue.

CONCLUSION

We bélieve that the Company’s application shduld'be approved
with the modifications diécussed in this decision. The evidence in
this case indicates a need for the upgrades which the Company
intends to uhdertake as part of the Program. Although we have not
" mandated a parficular schedule for exchange upgrades under RFIP 1T,
we strongly urge the Company to pay partiéular attentiQn to
existing trouble spots. That is, as part of its scheduling

criteria, the Company should consider exchanges with the highest
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trouble report rates, high numbers of held orders, high levels of

customer complaints, and E-911 service requests.

THEREFORE THE COMMISSTION ORDERS THAT:

1. ‘U S WEST Communications, Inc.’s applicatién for continua-
tion and completion of the rural facilities improvement program is

‘approved consistent'with the above discussion.

2. In the absehce of sales or transfers of USW exchanges as
approved by the Commission, all multi-party customers in all RFIP
.II.exchanges listed on Exhibit C to the UsW application shall be
Upgraded to single-party serviée.' Upgrades‘shall.be‘accomplished
vay thé end of 1996,'ih,acco;dance with the engineering design

criteria discussed in this decision.:

- 3. Once necessary facilities are in place, single-party serv-

ice shall be the only service option available to USW customers.

4. U S WEST Communications, Inc., shall be allowed expedited
recovery in rates of RFIP II investment in accordance with the
funding mechanism approved in the above discussion. The revenue
requireﬁent for the. annual RFIP II rider shall be calculated in

accordance with the above determinations.

5. In order to allow for recovery of RFIP II investment

consistent with this decision, 70 percent of the calculated revenue
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requlrement shall be "spread" to Part 2 servlces. The remainder
shall be recovered from Part 3 rates. The Company 'shall Propose a
rate design for recovery from Part 3 serviees, and the Commissioh'
shall review those proposals in accordance with established

procedures.

6. In order to explore alternative technologies or alterna-
t1ve institutional serving arrangements for hlgh-cost lines as
deflned in this decision, . a committee comprlsed of US WEST
Communications, Inc., the Offlce of Consumer Counsel, and Staff of
the Public Utilities Commission is hereby established. This
committee shall meet and file its first report and a preposed
- schedule for completing its review of all RFIP II high-cost lines

by March 1, 1993.

7. U S WEST Communications, Inc., shall modify its tariff to
provide “"farmer lines" within 90 days of the effective date of this

Decision.

8. sStaff of the Public Utilities COmm:Lss:Lon and U S WEST
Communlcatlons,_ Inc., shall meet, and agree if pOSSlble on the
manner in which U S WEST Communicatiéns, Inc., shall maintain its
books and records to allow for necessary tracking of‘ RFIP II
‘investment. That agreement shall be filed for Commission approvai
within 90 days of the effective date of this‘Order. In the absence

of agreement, the parties shall file a status report with the
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Commission within 90 days of the effective date of this Decision.
The recording methodologies suggested by Staff witness Jones shall

be implemented.

9. U S WEST Communications, Inc., shall file reports as

directed in the above discussion.
This‘Decision is effective on its Mailed Date.

ADOPTED IN OPEN MEETING Janudry 13, 1993

(S EAL)

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

ROBERT E. TEMMER

CHRISTINE E. M. ALVAREZ

Commissioners

Executive Secretary
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Docket No. 92A-109T .

Decision No. C93-36

Mailed Date: January 22, 1993

RFIP-II Accelerated Recovery Incentive
Under Commission Order C93-36 -
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