
(Decision No. C86- 1529) 

BEFOR[ TH[ PUBLIC UTilITlfS COktilISSlOH 
OF THE STAT[ Of COLORADO 

RE: IN THE MATTER OF THE APPLICA­
TION Of THE MOUNTAIN STATES TELE ­ APPLICATION NO. 37730 
PHONE ANO TELEGRAPH COMPANY FOR AN 
ORDER ADOPTING ONGOING SEPARATIONS C011M[SSION DECISION DENYING 
CHANGE RECOVERY MECHANISM. APPLICATION 

November 10. 198& 

STATEM£NT 

BY THE COMMISSION : 

On June 13 . 1986, The Mountain States Tehphone and Telegraph 
Company (Mountain Bell) filed Appl1cat1on No . 377310 seeking Cormisston 
approval and adopt ton of an ongoing sepa rat1ons-change- reco'lery 
mechanism. Mountain Bell seeks an abbreviated prncedure to recover 
additional revenues from separation changes mandated by the Federal 
Conmunicat1on Connission {FCC) . (.Separat\on chang1es refers to the 
allocation of various costs between interstate andl intrastate provision 
of telephone services .} 

Hot1ce of Applicat\on No . 37730 1i1as g11Je n1 by the Comiss ion to 
al 1 interested persons. f1nns, and corporations b~, the f.)(ecut1ve 
Secretary of the Conmission on June 23, 1986. Thei Staff of the 
Conm1ss1on entered 1ts appearance and f11ed an ans;wer to, response and 
protest to Application Ho . 37730 on June 24, 1986. Petitions to 
intervene were f1 led by the Office of Consumer Couinsel (OCC) on June 30. 
1986. by the 0epar-tment of Defense and Other federal Executive Agencies 
(DOD) on July 3. 1986, by Ha.T Colllllun1catlons of the Hounta'\n States 
(AT&T) on July 1, 1986, and by the Colorado Mun\cipal League (League) on 
July 9, 1986. 

By not ice dated July 18, 1986, ttds matte,r was set for hearing 
before the Collfllission to b@g l n on August 27, 1986, in the Co11111ission 
Hearing Room. Denver, Colorado . As a part of that notice, certain 
pref111ng regu1rernents were established. The original hearing dates ~ere 
vacated and the matter ultimately was heard by the, full Conrnission on 
September l1 and 18, 1986 . Post hearing statements of position were 
filed by Mountain Bell, HU, League, OCC, DOD, an,d the Staff of the 
Conrniss1on on September 30, 1986 . 



Applicat i on Ho . 37130 i s being determined by the CotTmission in 
accordance with the follow1ng f i ndings of fact and conclusion of law. 

flNOIHGS Of FACT 

l. Bac kground 

The filing of Application No . 37730 and the insti tution of this 
docket result froin an i ssue raised b~ Mountain Bell i n l"vestlgation and 
Sospension Docket No . 1700 (l&S Docket Ho . 1700) {a Mountain Bell general 
rate case). but left unresolved . Mountain Bell had moved in I&s Docket 
1700 for an order from the Conmiss ion adopting an ongoing mechanism for 
the recovery of certain revenue deficiencies attributable to changes in 
t he way Mountain Bell separates investments and expenses between 
interstate and intrastate jur1sdict1ons as mandated by the FCC. Mountain 
Bell proposed to recover increased expenses attr ibutab le to complying 
with FCC Decision Mo . CS0-286, which modified ~art 67 of the FCC rules 
for separattng interstate and intrastate investment and expenses
(separat1ons changes). 

The FCC mandated separations changes are caus ed by several 
factors : (1) phase down to 25 percent of t he interstate subscriber plant 
factor (SPf) over eight years beginn i ng 1n 198&; (2) phase-out over bO 
months beginning 1n January of 1983 of the December 31, 1982, account 
balance of customer premises equipment (CPE.) from 1,ntersta t e assignment; 
and (3) t.he direct and tota 1 assignment to the 1ntr.astate jurisdiction 
of c iosed end wats lines, rathe r than jurisdict ional ass ignment, 
ef fective ~ay 1, 1986 . 

The COlrllliss1on d1smissed Mountain Bell 1 s ~otion 1n I!a.S Docket 
Ho . 1700 for the adoption of an ongoing mechanism for the recovery of 
revenue deficiencies attributable to the changes in the ~ay Mountai n Se ll 
separates investments and expenses between the interstate and intra~tate 
j uri sdictions becaose considerat ion of Mountain Be l l' s request was not 
within the scope of the public notice i ssued in I~ Oocket No . 1700. The 
Conmission stated that consideration of this iss ue 1a1ould require a new 
appl ication to be filed by Mountain Bell and not ice appropr1ately 
is sued . See our Decision No . C86-685, dated June 3, 1986. 

l&s Docket Ho. 1700 was a general rate cas ,e app11cat1on filed by 
Mountain 8ell 1n November of 1985 . Many issues 1n the revenue 
requirements phase that case was resolved by a stip~lation among the 
parties in that docket which was accepted by the Conrn1ss1on on April 15, 
1986. in Decision No. C86-439. Paragraph 7 of the :stipulation which we 
quote 1n full dea ls with separations and states as rfo11ows: 

7. The part\es, except occ, agree t~at annual 
adjustments relating to Amendments of Part 67 of 
the Federal Corm,unicat1ons Co111111ss1on Rules for 
separat1ng intrastate and· Interstate ·investment 
and expenses (sep~rations changes) hawe been 
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mandated by thii FCC at 1east through 1993. 
further, the pc1rt1es to th1s St1pulation agree to 
create an ongo·lng mechan1sm to be utll1zed in 
acconmorJat1ng 1the ordered changes 1n the phase 
out of Customer~ Premise Equ1 pment, the reduc.t Ion 
1n the SPF (Subscriber Plant Factor) to 25 
percent by January 1, 1994, and other separation 
changes . The part ies shall endealfor to develop 
and present thi! mec.han1sm to address those 
changes to the Corm1ssion by Hay 1, 1987. The 
parties agree ,n principle that Mountain Bell 1s 
ent1tled to pri,pose reco1Jery of these increased 
e~penses and investments beginning January 1, 
1987, so long as that recovery is accomplished in 
a lawful rnanne 1r , a 11 appropriate known and 
measurable changes are recognized and a fa1 r rate 
of -return is rn>t exceeded. Beginning January 1, 
1981. changes 'In rates which may occur caused by 
separations changes will be subject to true -up 
and audit, and any excess ln rates is subject to 
refund at the deposit rate . The parties also 
recognize that it may be wasteful of the 
resources of the COfmliss ion and the part tes and 
not tn the best interests of the ratepayers for 
Mounta 1 n Be 11 1to be required to f 11e and 
prosecute a general rate case each year solely to 
effectuate the increase4 rates which may be 
caused by the 1,eparat1ons changes. Th1s 
qua11ftcation shal l not 11m1t the right of any 
party to propoi.e changes to those e)(penses and 
investments for~ any reason including a change in 
the rate of re 1turn, nor 1s the qualification 
intended to l1mH the disco'iery rights of any 
party. If Mountain Sell files a general rate 
case, separations changes shall be f1\ed 
therein. Hountain Bell will file its proposed 
separations changes at least 60 days prior to the 
effective date of tariffs filed hereunder. 
Mountain Bell ,,ill notice all parties 1n this 
docket by ina11 of the filing and provide notice 
by newspaper pub l ication to the general public. 
The OCC does not agree to the prolfisions of this 
paragraph 7 but agrees not to challenge these 
provisions and to abide by the Comission's 
dee 1s ton . 

£ssentially, the Cocrmission has t~o questions which it must 
resolve in tegard to App11cat1on No . 37730 . First is the question 
whether the Cooni ss 1on, 1 ega ·11 y or otherw1 se, is required to adopt a 
separations mechanism at all.. If the first quest,on is answered 
aff1nnatlvely, then the Coimr 1lssion must detenntne what separations 
mechanism is appropriate . 
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The C001nission finds that there are no lega ) or other 
requirements which 1Y1c1ndate that this Comu\ssion adopt a separations 
mechan1sm for Mountain Bell . The Co1'11111ssion. of course, is cognizant of 
paragraph 7 of the stipulat ion which was entered into among the parties 
in l&.s Docket Ho . 1700. Kowever, we have also recognized that parties tc► 

a proceeding before the COffllliss ion cannot obligate the Conni ss1on to takE! 
any particular act ion . In our decision dismis sing Mountain Bell's motion 
for a separations mechanism in I&.s Docket No. 1700, we stated that: 

[i)t should be recognized that 0aragraph 7 of the 
stipulation did not require. and in fact could 
not require. the Colllllission to adopt in th1s 
Oocket a separations recovery 111echanlsm for the 
future . Basi cally, paragraph 7 of the 
stipulation provides only that the part1es wou ld 
endeavor to develop and present a mechan1sm to 
address separat ions to the Conm1ss1on by May 1, 
1987 . I&.s Oocket No. 1700. Deci si on No . C86 -685 
at 3 ( June J. 1986) emphas1s added) . 

As the League correctly noted in its s tatement of position , 
negotia t ions between the part ies in the 18.S Docket Mo. 1700 over a 
separati ons recovery mechan1 sm were not successful. Paragraph 7 of the 
stipu lation required the part1es to endeavor to deve l op and present a 
separations mechanism to the Conmission by Hay 1, 198£> . The parties werei 
not successf ul 1n that endeavor, but the mandatory terms of paragraph 7 01f 

t he st i pulat ion were satisfied by the partfes through attempted 
negotiations. In any event , e~en if the parties to the paragraph 7 
stipulat ion in IA.S Docket No . 1700 had been successful in developing and 
presenting a separations mechanism to the Conmission, the Conmission was not 
legall y requ1red to accept either the separations mechanism Dresented to i t 
by the l&S Docket No . 1700 part ies. or any other separations mechanism whilch 
might be proposed in Application Ho . 37730. 

In sunmary. the Conmission finds that it 1s not legally required! t o 
adopt a separations mechanism . Acc ordingly, i t should now be discussed 
whether the adoption of a separations mechanism is in the publ ic interest . 

I I . Adoption of any one of the proposed separations mechan1sms wo uld, 
not be 1n the publ ic interest 

we find that the adoption of a separations mechan1sm would not be 
1n the pybli c 1nterest. The proposed separations roechdn1sm, advanced by 
Mountain Sell. is the same 1n some regards as an automatic adjustment clause 
such as an electric cost adjustment clause (ECA) . It should be noted at the 
outset that the ECA used by th1s Co11mission to ef fect rapid cost recovery by 
electric utilities is not automatic. Automatic. or even semi-automatic, 
adjusttaent clauses areade~iat1on from· what has been traditional regulatory 
treatment of revenue i ncrea ses sought by a uti l ity . In the traditional 
sense, rate changes are predicated upon an examination of test-year factors 
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(such as the relat1onsh1p bet~een a utility ' s inv,estment, expenses, 
revenues, and rate of return.) As such, the reas,ons for automatic 
adjust.lllent clouses are ltodted and well-reco9n1zec:L These are: 

1 . Certain utility costs (~ . the cos1t of coal or other fuel 
burned to generate electr1dty 1n the Ee,,, or the cost of natural 
gas in the GCA) are extremely volat1le. •~hanging rapidly over short 
periods of t 1me . 

2. These volatile cost changes represent s1gnif1cant portions of 
total utility operating expenses . 

3. These volat\le cost changes are beyond the ab\11ty of the 
ut111ty to control (e .g . a utility must purchase coal or gas at 
whatever prices producers or pipelines are willing to sell ). 

Montana Consumer Counsel v. Pub . Serv. Colll1l., 541 P.2d 770 (Mont. 1975}; 
Consumers Org. for F.E.E.. Inc. v . Dept of P.U . • :33S N. E. 2d 341 ("ass.
1975); Pub. Serv. Co. of N.H. v. State. 311 A. 2d !)13 (N .H. 1973); Re . 
Potomac Electr1c Power Co., 84 P.U.R . 3d 250 (D1s .. Col. P.S. C. 1970). 

In Montana Consumer Counse1. supra at 77!5, the court stated: 

In our view the under1y1ng just\ficat1~n for the 
use of •auto111atic adjustment clauses• and procedures 
lies in the realities of the marketplace.. As the cost 

·of purchased gas and royalty expense of the utility 
rise and fall, a corresponding increase or decrease In 
the prices charged its customers must occ:ur. 
Othen,dse the utility w11\ either be driven out of 
business or it will reap windfall profH~;. Today, in 
a period of rapid increases in costs of 1these Hems to 
the ut111ty, the former considerat\on is paramount : at 
another t1,ae, the situat \on may be rever!.ed and the 
latter may be the principal concern . Automati c 
adjustment clauses and procedures are s1n~ply a means 
~hereby rapid fluctuations in these costs to the 
utility can be reflected in equally rap1d and 
corresponding changes in prices charged the utility's
cust001ers . ' 

This Conniss1on has itself adhered to th1is reasoning . When 
1nvest1gat1ng the FCA clause of Public Service Con!lpany of Colorado in 
Case No. 5700, the Conrn1ss1on stated : •The Co111111s>s1on feels strongly 
that an adfustment clause. such as the FCA, shoulct only be ut1l1zed ~s a 
regulatory dev1ce 1n very 111111ted and extraord1nary circumstances.• 
Oec1s1on No . 91290, at p. 131 Case No. 5700 (Sept . 13, l977}. Th1s 
CotW111ssion Approved an FCA tar\ff after f1nd1ng tt1at fuel expenses were 
extraordinary 1n terms of magn\tude, their rate of increase, and 
volat\lity throughout the year . 
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We find that the evidence in the present proceed\ ng does not 
support the conclusion that new separations expenses are similar in 
nature to the type of expenses covered by an FCA. The record does not 
demonstrate that Mountain 8el1 wou1d suffer irreparable fin4ncial horm if 
the mechanisum is not adopted. Moreover, Mountain Bell offered no 
evidence to show that 1ts separations expenses are a significant portion 
of its operating expenses. Neither did Mountain Bell attempt to show 
that these expenses are beyond i ts abil1ty to control. Further. Mountain 
Bell's w\tness, Ms. Chavira. openly conceded that separations expenses 
are not volatile. Ms . Chavira testified that in its November 1985 rate 
case f\ling ([laS 1700). the company had projected new separations 
expenses to the end of June 1987. over one and one-half years into the 
future. Some of the separations changes(!..&- change \n subscriber plant 
factor) have been known for years. Finally, Ms . Chavira stated that 
these new separations expenses were known and nieasurable, and predictable 
(~. the ~20 ~1111on estimate of new 1987 separations expenses was 
accurately calculated by the Company in I&s 1100). 

Since these expenses are not volatile - one of the prerequisites 
for allowing expenses into an automat1c adjustment clause - there 1s no 
reason these cannot be recovered under trad1t1onal ratemak1ng procedures
after thorough exam1nat1on and full ratepayer protection . In fact, 
Mountain Bell's or1ginal proposal to recover these expenses in I&.s 1700 
proves this to be true. It is critical for the Colffll\ssion to recognize 
lha.t a separations mechanism could result in substantial rate increases 
through 1993 (!...:..,g. $20 million of new separat1ons expenses in 1987 
alone). The only rationale given for adoption of a separations procedure 
is the possib\lit~ that general rate cases may be a1101ded. The potential 
of avoidance of general rate cases is not sufficient reason to implement 
a separations mechanism. The Co111111ss1on has a respons1b111ty to protect 
ratepayers aga1nst unjust and unreasonable charges. not to avoid general 
rate cases. While some e~penses appropriately are treated in an 
adjustment clause. these are restricted to limited and extraordinary 
expenses(~ volatile expenses beyond the control of the utility) . 
Separations expenses are not of thi s nature. 

We further find that a separations recovery mechanism is not 
necessary because, while the FCC 1s increasing the intrastate 
apportionment of non-traffic sensitive costs. the intrastate 
apportionment or traffic-sensitive costs is declining 1n an offsetting 
111anner. Whether these dec11nes fully offset the FCC-mandated increases 
is not known. What \s certain, however, 1s that the composite change 1n 
separated revenue requirement is not as great as projected by Mountain 
8ell (about 120 million for 1981). Hounta1n Bell's intrastate revenue 
requirement will not grow in direct proportion to the effect of the FCC 
mandated changes 1n non-traff1c-sens1t1ve costs. 

Nor will the recovery ~echan1sm Mountain Bell proposes reduce 
the cost of examining the issues involved either for the parties or the 
Corrm1ssion; 1n fact it may have the contrary resu)t. As the hear1ngs of 
September 17 and 18 made abundantly clear, the mechanism proposed by 
Mountain Bell (or by the League and the DCC) would not avoid any of the 



issues nonnally raised 1n rate cases. Even Mountain Be11 ackn°"'ledged 
that any party could raise any issue asso,iated with the calculation of 
revenue requirement 1n Hclrch of each year tn the true-up procedure. 
These issues would include the enttre spectruni of Cor-.n1ss1on mandated 
disa l lowances, the conceptual basis and computat ion of all pro- forma 
adjU5tments, and finally the authorized rate of return. If there is thie 
poss ibility that Mountain Bell might ha~e exceeded its authorized rate of 
return, the Coraniis1on would anticipate that most, if not all, issues 
normally discussed 1n rate cases will be rahed 1n the •true-up• • 
proceed1 ngs . 

£ven if the Conmiss1on were to find the adoption of a 
separations mechanism advisable, the Comnisston finds that the proposals 
subm1tted by Mountatn Bell, the League and OCC, the Staff, and DOD, for 
various reasons have not been de1110nstrated to us to be administrativel~• 
workable efficient . Since we have already decided that a separations 
raechan1sm 1s not necessary or in the public Interest, there 1s no need to 
burden this decision with an extensive d1scuss1on of the flaws which we· 
find 1n each of the proposals subm1tted to us . However, we shall conme,nt 
briefly upon Mountain Bell's proposal since Mountain Bell 1s the moving, 
party 1n th1s app11cat1on. 

The testimony of Mounta1n Sell w1tness lrene 6 . Chivara 
described a separat\ons change recovery mechanisB that is designed to 
recapture the effects of three separations changes ordered ·by the FCC in 
Docke_t 80-286: 

1 . . The p~ase-down to 25 percent of the SPF over eight years 
beginning in 1986. 

2 . The phase- out over 60 months beginning in January of 1983 
of the December 31. 1982, balance of CP£ from interstate 
assignment . 

3. Tne di rect assignment effect1ve May l, 1986. of closed-end 
WATS l ines as opposed to jur1sd1ctional assignment. 

Mountain Bell's proposal 1s essentially a two-stage procedure . 
No later than September 30 of each year (necessarily later 1n 198&) 
Mountain Bell would subnlit an est111'ilte of the 1ncrementa1 revenue 
reQu1rement effect of the FCC-aandated separations changes on revenue 
requirements for the last calendar year for wh1ch full accounting dita 
are available, wh1ch w1ll be the year end1ng the previous December . The 
1ncremental 1111>act data w111 reflect certa in Conn1ss1on adjustments 
(1 .e., those d1sallowances prescribed by the C001T11ss1on 1n I&s 0ocket 
Ho. 1700) and account1ng adjustments [i . e . , extraordinary or one-time 
1tel'A'S not reflective of on-go1ng operations], but no pro-forma 
adjustments [\.e .• known and measurable changes to expenses, investments 
and revenues to reflect future conditions] . The impart of the 
separations change quantification would be subject to review and audit by 
the Coam1ss1on Staff but apparently not subject to full ev1dentiary 
hearings. The impact quantif1cation, i nclusive of any staff adjustBents,
would then be the basis for increases in rates on January l of each year. 
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The second phase of Mountain Bell's proposal occurs followi ng
the subsequent March 31 submi.ssion of 1ts annual report for the prior 
year. That report contains accounting adjustments. Col!l1lission 
adjustments and pro-fomia adjustments. Mountain Bell's projected 
revenues. inclusive of the separations raechanis~ increment, would be 
compared with the adjusted pro-fonaed expenses and investment a1D0unts to 
detem1ne whether Mountain Bell 1s exceeding or 1s likely to exceed it 
rate of retum author1zation. If 1t were, Mountain Bell would refund the 
full amount of the overcol1ect1on s1nce January l over the re111a1nder of 
the year. If 1t were not. the January 1 rate would be 111c1de permanent. 
Un11ke the prev1ous Septelllber f111ng. the calculation of revenue 
requirement and rate of return fo\low1ng the M4rch 3\ annual report would 
~e subject to 1ntervenor cooments Gnd, if necessar~, COllllli$Sion heorings . 

Mountain Bell 1 s proposal, in 1ts deternination of whether or not 
it is exceeding its authorized rate of return. is premised upon projected 
revenues and expenses rather than an after-the-fact review of its actual 
historical results in the year subsequent to its initial Septeniber
filing. Thus. if the separations filing is rnade in September of 1981. 
the separations rate-change adjustment goes into effect on a tentative 
basis on January 1. 1988. ~fter the submission of the 1987 annual report 
tn March of 1988, a determination would be made whether. based upon that 
report (which. of course, includes the various adjustments described 
above} and possible hearings 1n 1988. Mountain Bell is earning, or likely 
to earn, in excess of its last authorized rate of return. If the 
detern1nat1on, based upon the annual report filed on Karch 31. 1988, and 
posstble hearings is negative the rate which went into effect on a 
tentative basis on January I, 1988, is made permanent, presumably on or 
before June JO, 1988. 

The flaw 1n the Mountain Bell proposal is obvious. The result 
of Mountain Bell's actual 1988 revenues and expenses cannot be made until 
1989; yet Mountain 8ell 1 s proposal not only does not have an 
after-the-fact review based upon actual figures, but Mountain Bell 
witness Chavira opposed this concept as advocated by the OCC. 

On a substantive basis, the three separations changes that 
Hountain Bell proposes to incorporate into 1ts recovery mechanism all 
have the conmon effect of 1ncreasing the 1ntrastJte revenue requirement
and corre~pondingly reducing the interstate revenue requirement. These 
changes, however, are by no means the only changes 1n the factors 
separating tnterstate from intrastate revenue requirement . The factors 
that Mountain Bell proposes to adjust 1n its recovery mechanism relate 
only to non-traffic sensitive costs . Other factors separate
traff1c-sens1t1~e costs. Those other factors include the 
dial-equipment--1J1inute factor that is used to separate the traffic 
sensitive costs of sw1tch1no equipment. the minutes-of-use factors that 
are used to allcx:ate the cost of trunk tert111nat1on equ1pnient, and the 
message-ni1nute;'llile factors that separate the 11ne haul costs of 
1nteroff1ce trans~1ssion eq~1pment. These traff1c-sens1t1ve factors are 
experiencing trends which are 
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different from the non-traff1c-sens1tlve factors that Hounta1n Bell 
proposes to treat ln its recovery mechanlsm. 

Hounta1n 8el1 1 s proposal 1s not only a 1>ne-way street with the 
inclusion of non-traff1c-sensh1ve factors, and 1the exclusion of 
tra ff 1c-sens lt Ive factors, but Hounta 1 n Bell I s p1roposa 1 1 s subs tant ia 11 y 
weakened by the exclusion of consideration of maJor financial changes 
affecting its ope rat ions ( such as enactment of the Tax Reform Act of 
1986) in its proposed separations-change- recover)( mechan1 sm. 

The al ternat i ve proposals made by the Lc~ague and the OCC. the 
Staff, and 000, although improving upon Mountain Bell's proposal in the 
sense that the procedure would be more comprehen!~ive and the measurement 
of after-the-fact results would be more accurate ,. result in an 
excessively burdensoffle process because of associ«lted administrativt 
complications and complex1ty. We do not be11eve that the injection of a 
new. untested. and complicated procedure side by side the normal rate 
case procedure, w1th which we are all familiar, \~ill lessen the burden 
and the expense to be carried by Mountain Bell, its ratepayers, this 
Conrn1ss1on, and other 1ntervenors, or bring about a streamlined recovery 
of revenue on a t \me1y bas is Our judgment 1s that the burden and expense 
will be greater. 

for all the forego1ng reasons, the Com1lss1on concludes that 
(1) there 1s no obHgation upon the Corm1ss1on tc> adopt a separations 
mechanism. (2) the need and public 1nterest wh1cr1 would support the 
adopt\on of a separat1on~ mechanism has not been shown by a prepon~erance 
of the evidence in thh proceeding. (3) the proposal of Mountain Be11 and 
others for a separations inechan1sm have not shown themselves to be a 
stream11ned procedure which would reduce, rather than increase, the 
administrative and regulatory burden upon Mountai.n Bell, its ratepayers, 
this Conmission, and other inter°'enors. Accordingly, Appl1cat1on 
Ho. 37730 should be denied. 

THEREFORE THE COMMISSIOM ORDERS THAT : 

l. Application No. 37730, filed by The Mountai n States 
Telephone and T~legraph Company on June 13. 1986, is denied . 

2 . This Decision and Order shall be c~nsidered a final 
decision and order for the purposes of§§ 40-6-114 and 40-6-115, C.R.S. 

3 . Hotw1thstand1ng the prov1s1ons of o,rdering paragraph 2. the 
Comtssion retains jur1sdlct1on to enter ancillary orders 1n connection 
w1th this Oocket as as may be necessary. 

4 . The 20-day t1me period under by S 40-6-114(1), C.R.S., to 
file an application for rehearing, reargument. or recons1derat1on shall 
beg1n on the f1rst day after the mailing or serving of this Oecision . 
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0 H£ STATl~CO~ 

5. lhis Decision and Order shall be effective 30 days from 
ll'lis Date . 

DON[ lN OPEN HEEllNG the )0th day of November 1986. 

THE PUBLIC UTIUTJ£S COMMISSION 

-~/ 
Conmissioners 

CIIAI RMAI~ RONALID L. LEHR O I SSGiT ING 

CHAlRHAN RONALD L. LEHR OISSENTlNG: 

l respectfully dissent . 

On November 15, 1985 , The Mountain States Telephone and 
Telegraph Company (Mountain Bell) filed an overall rate increase request 
of $14 3. 5 million to be~ome effective on January 1, 1986. On March 18, 
1986, Mountain Bell filed revised test imony which had the effect of 
red uc ing its original rate reauest by approximately i40 .5 million dollars . 

On April 2, 1986, Mountain Bell subm itted to the Cormiission a 
proposed stipulation, which was s1gned by all the parties who had 
intervened in the case. As accepted by the Colllll i ssion in Decision 
No. C86-439 entered April 15. 1986, the stipulation settled all issues in 
th i s case (Docket No. l~S 1100) except for the establishment of a rate of 
return on cormion equity between 13.5 percent and 13.75 percent; the 
establishment of an initia) incremental revenue r,equirement between $10 
mi l lion and $15 million; and the determination of legal and factual 
i ssues related to transfer of directory assets . ion April 15, 1986, .the 
Conrnission entered Deci sion No . C86-'139 in which 1,1e accepted the 
stipulation accordi ng to i ts terms. 

The stipulation in paragraph 7 contained the following language 
with respect to separations ~ 

7 . The parties, except OCC, agree that annual adjustment s 
relating to Amendments of Part 67 of the Federa·l Comnunications 
Convnission rules for sepa rating intrastate and interstate 
investments and expenses (separations ch~nges) have been 
mandated by the FCC at least through 1993. Further, the parties 
to this st i pulation agree to create an ongoing mechanism to be 
utili zed in accoooiodating the ordered changes in the phase out 
of Customer Premise Equipment, the reduction in the SPF 
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(Subscr1ber Plant Factor) to 25 percent by January l. 1994, and 
other separation changes. The parties shall endeavor to develop 
and present the mechanism to address those changes to the 
Conmiss1on by May 1, 1987. The parties agree in principle that 
Mountain Bell 1s entitled to propose reco~ery of these increased 
expenses and investments beginning January 1, }987, so long as 
that recovery 1s accomplished in a la~ful manner, all 
appropriate known and measurable changes are recognized and a 
fair rate of return 1s not exceeded. Beginning January 1, 1987, 
changes tn rates which may occur caused by separations changes 
w111 be subject to true-up and audit, and any excess in rates is 
subject to refund at the deposit rate . The parties also 
recognize that it may be wasteful of the resources of the 
Co111t11ss1on and the parties and not 1n the best interests of the 
ratepayers for Mountain Bell to be requi red to file and 
prosecute a general rate case each year solely to effectuate the 
increased rates which may be caused by the separation changes. 
Th1s qual1f1cation shall not limit the right of any party to 
propose changes to those expenses and investments for any reason 
including a change in the rate of return, nor 1s the 
qua11f1cation intended to 11m1t the discovery rights of any 
party. If Mountain Bell f11es a general rate case. separations 
changes shall be filed therein. Hounta1n Bell w111 file 1ts 
proposed separations changes at least 60 days prior to the 
effective date of tariffs fi led hereunder. Mountain Bell will 
notice all parties in this docket by mail of the filing and 

·prov1de notice by newspaper publication t o the general public . 
The OCC does not agree to the positions of this paragraph 7 but 
agrees not to challenge these provisions and to abide by the 
Conmission' s decision. 

It would appear obvious that Mountain Bell gave ~P money that it 
originally asked for in its rate request 1n return for the cooperation of 
parties in developing a separations mechanism. This process was agreed 
to by the part1es in paragraph 7 of the st ipu lation . The Corrrn1ss1on 
recognized the benefits of the stipulation and stated in its Decision 
No. C86-439, dated April 15, 1986: 

The C001111ss1on corM'lends the spfr1t of cooperation 
and dedication by the parties 1n th1s docket which has 
produced the stipulati on for settlement of practically 
all issues 1n this docket. The Conn1ssion 1s 
cognizant of the fact that the parties to this 
stipulation spent a great deal of time and effort 1n 
reaching a settlement wh1ch would be mutually
benef1c1al to all concerned. tn particular, we want 
to connend the Staff for its initiative and dedication 
in reaching agreement. Alternat Ive methods of dispute 
resolution are not only beneficial in reducing 
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litigation before courts, but also are beneficial in 
ameliorating the litig.ation burden on administrative 
agencies such as the Comnission . The Commission 
conmends the parties for the historic achievement of 
this st1pulatton . 

1he Coorniss1on majority points out in Decision No . C86-685 dated 
June 3, 1986, that there 1s no obligation to accept the proposed 
mechanism: 

First of all , 1t should be recognized that 
paragraph 7 of the stipulation did not require. and in 
fact could not requ1re, the Conn1ss1on to adopt in 
th1s docket a sep~rat1ons recovery mechan1srn for the 
future . 

While not disagreeing ~ith the description of the reservation of 
discretion by the Comiss1on stated above, the context of the stipulation 
implies a serious considerat ion by the Conmission ,of a separations 
mechanism. lndeed, the Coom1ssion also stated i n C86-685: 

The parties in I&S Docket No. 1700 who have been 
negotiating with Mountain Bell regarding the adoption 
of a separations change recovery mechanism probably 
w11l find it to their mutual advantage to continue 
discussions as to the separations change mechanism 
which they desire the Comission to adopt . If 
agreement 1 s reached w1 th regard to an ap1propr1ate 
separations change recovery mechanism. and there 1s no 
protest or mot1on to intervene by others 1,i 
application proceedings to adopt a separations change 
recovery mechan1sn, it ma¥ be possible to dispense 
with the necessity for a hearing. (Emphasis added.) 

Before the statements of position were filed on Application 
No. 37730. the only reference 1n the records of tlo'Ui I&S 1700 and 
Appl1cation No. 37730 to the idea of not needi ng a mechan\sm for 
separations came in the Office of Consumer Counsel reply to Mountain 
Bel l's mot1on to 1n1t1ate the mechanism. Thh was consistent wHh the 
positlon of DCC as ev1denced 1n the stipulation. 

As was pointed out by a number of parties in this case, 
including the Staff of the Conrn1ssion, a cost reco 1iery mechanism ~ould 
allow for more timely recovery of FCC 11andated cos1ts incurred by the 
company. Second, the mechantsm would avoid the nei~d for a full scale 
rate case each year. Third, the sttpu1at ion wh1ch settled I&S Oocket 
No. 1700 was clearly struc.tured to allo"' Mountain Bell to propose a 
mechanism and the Colllll1ssion to consider the proposal 1o11th an eye toward 
protecting the Interest of the ratepayers through ·Investigation and 
refund provisions . 

Generally speaking, any regulatory process has its 
difficulties. In th1s instance, the degree of complexity of a 
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separations mechanism could be d1rectly control led by the Conm1ss1on. If 
the C011111iss1on ~anted to make the overs1ght 111echan1sm complex. it could 
do so. If the ·Connission wanted to s1mpl1fy the raon1tor1ng process 1t 
could also do that. The record 1s full of different levels of protect1on 
that could be adopted. Whether the company could absorb the increased 
costs could be detemlned by the protective raechan1s~s. 1nclud1ng 
audits. If it were discovered that the company had overcollected, a 
refund could be ordered . 

In its 0ecl~lon. the Comnission majority has decided to turn its 
back on this proposal for a regulatory method which could help eliminate 
full blown rate filings. The better policy. 1t seems to me, would have 
been to ha\le taken a stand between those part1es arguing for a 
separations mechanism review process that would be the same as a full 
blown rate case and those suggesting a more automatic form of mechanism 
with less complex 1DOnitor1ng . Th1s middle ground was certainly available 
to the ConG1ssion. given the test1mony it heard i n this case. After 
taking the middle ground, the Co111111ss1on could have tested th1s process 
to see whether it could indeed save t1~ and rDOney. 

The question before the Conmisslon in this application 1s how 
Mountain Bell can collect in a ti111ely fashion certain costs 111hich are 
beyond 1ts control without absorbing the addit ional expenses 111hile 
earning below 1ts authorized rate of return. To IM, th1s problem seems 
l1ttle different than that faced by the electric ,and gas industry 1n the 
191O's. The costs incurred by those industries w~re for rising fuel 
costs. The C~1ssion adopted roechan1sms wh 1ch allowed dollar for dollar 
reco~ery of those expenses. Costs and revenues other than fuel expenses 
were also changing at the ti111e the Cofl1Qiss1on app1roved \he pass on 
111echanisms for these 1ndustr1es. The Conn1ssion jprotected- the ratepayer 
by testing fully pro forni.a financial data against the uti11t1es ' 
authorized rate of return. The Comission could ,tcconiplish the same 
protection of the ratepayers 1n the 11ec;hanls11 proposed by this 
appl kat Ion. 

The majority argues that rapid f1uctuat1c:,ns. large- magnitude 
increases, and volatility throughout the year cha1racter1ze the energy 
adjust.nient clauses it adopted 1n the 197O's. Whi 'le this may be so, these 
raechan1snas are in place and operating today without the ad horrendum 
prob leas the majority sees in the separat \on mechanislJI proposed in th is 
case. Energy costs are no longer fluctuat1ng rapidly. increa~ing in 
large llilgnitude or volatile throughout the year. Yet the mechanism which 
adjusts these costs UD and down works today without sign1f 1cant 
problems. I do not share the same clouded crysta'I ball as the Corrmisslon 
majority wh\ch rejects the proposed separation mechan1 sm. There are 
certain procedural challenges 1n any new process. It seems to me that 
the Conniss\on 111ajor1ty has passed up an opportun11ty to apply a process 
which works very well in the energy utilities to the telephone ut1l1ty . 
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The Co1m1ission had before it the opportunity to i nstitute a 
number of relevant standards against wh1ch a separ-at\ons mechanism mi ght 
have been judged . Would it save t i me and costs? Could H have allowed 
for timely recovery of e>Cpenses. ? Could the mecharlism protect the 
ratepayers from the threat of overearn ings? Wouldl it have encouraged 
timely disclosure by the company of relevant information? Would it have 
been a step toward a smoother work i ng relationship between the company 
and the intervening parties? 

The answers to these Quest ions wt 11 neve,· be known. since the 
majority has decided not to even try this procedu,·e. It may be that al 1 
these Quest ions would have been answered in the neigative, and the 
mechanism ultimately be found to be not in the public interest. Ho111ever, 
it may al so have been found that the answers were positive . Unless the 
Conm1ssion maj ority changes on reconsideration , we, will never really know . 

for these reasons, I respectfully dissent . 

THE PUBLIC Ul'ILI TIES COHHISSION 
OF THE STATE OF COLORADO 

9-5-EL £-tv, 
Chai nnan 

jk.111 : 1S36P 
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