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What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to affirm that the twelve (12) months ending
September 30, 2006 is the appropriate attrition period on which rates should be based in
this proceeding. I also provide an analysis comparing the seven (7) year historical trend
of Atmos’ actual operation and maintenance expenses (“O&M”) and margin (revenues
less gas costs) with both the results presented in pre-filed testimony by Atmos and the
CAPD.

What is the basis to consider for choosing an appropriate attrition period?

The Tennessee Regulatory Authority (“TRA”) is responsible for setting rates that will
allow a utility the opportunity to earn a fair and reasonable return. To accomplish this,
the TRA chooses an attrition period that it believes properly reflects the company’s
earnings for the period in which the new rates will be in effect. Based upon past
decisions of The Tennessee Public Service Commission (“TPSC”) and supporting court
decisions, the TRA has broad discretion in choosing an attrition period; it can choose
past, current, future or a combination of periods on which to establish rates.

Have you provided a copy of TPSC orders and court decisions that support your position
that the Authority can use the twelve months ending September 30, 2006 as the attrition
period?

Yes. Attached to my testimony are copies of two TPSC orders and an order issued by the
Tennessee Supreme Court. In its Order issued on January 18, 1984 in Docket No. U-83-
7248 (Petition of South Central Bell Telephone to Change and Increase Certain Rates
and Charges for Intrastate Telephone Service), the TPSC set forth a comprehensive

discussion regarding test and attrition periods as they relate to the establishment of rates.
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Within this discussion, the TPSC also references a Tennessee Supreme Court Order
relative to the TPSC’s discretion for choosing a period on which to establish rates. Page

five (5) of this TPSC Order provides in part:

There are generally two types of test periods that are
accepted in rate-making proceedings: an historical test period,
which looks at a twelve month period in the recent past, and a
forecasted test period, which attempts to predict revenues and
expenses during the year to come.

The Commission in most cases has used an historical test
period rather than a forecast because “prophecy however, honest,
is generally a poor substitute for experience.” Southern Bell

Telephone and Telegram Co. v. Tenn. Public Service Commission,

304 S.W. 2d 640 (1957), quoting from West Ohio Gas Co. v. Ohio

Public Utilities Commission, 294 U.S. 79 (1935). Regardless of
the type of test period chosen, however, the ultimate goal of
regulation is to select a period of time which properly reflect
the representative relationships between revenues, expenses,
and rate base expected to prevail during the period in which
the new rates will be in effect. As the Tennessee Supreme Court
said in an unpublished opinion and order denying certiorari in

Tenn. Public Service Commission v. South Central Bell, 579 S.W.

2d 429 (Tenn. App. 1979) cert. cen.:
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(Dt rests within the sound discretion of the
Commission to use an historical test period, a
forecast period, or a combination of these where
necessary or any other accepted method of rate
making necessary to give a fair rate of return — the
ultimate goal being to assure efficient service to the
consumer and a fair return on its investment to the
company. (emphasis added)
The complete Supreme Court Order referenced above is attached.
Additionally, the TPSC stated on page six (6) of its order issued on August 20, 1993 in
Docket Nos. 92-13527 (Earnings Investigation of South Central Bell Telephone
Company, 1993-1995) and 93-00311 (Petition of BellSouth Telecommunications, Inc.,
D/B/A South Central Bell Telephone Company for Conditional Election of Regulation
Pursuant to Chapter 1220-4-2-.5 of the Tennessee Public Service Commission’s Rules
and Regulations) that:
We are satisfied that the law allows the Commission the discretion
to use a forecast test period, a historical test period, or any other
accepted method to determine a fair rate of return.
Please explain the results of the analysis comparing the seven (7) year historical trend of
Atmos’ actual O&M expenses and margin with the results presented in pre-filed
testimony by Atmés and the CAPD.
Chart A shows Atmos’ actual earned margin for the twelve (12) months ended September

30, 1999 through September 30, 2005. Although there have been increases and decreases
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in annual margins, the historical trend line on Chart A shows the average actual growth in
margin. Chart A also shows the extended trend line through September 30, 2007. The
margins identified in pre-filed testimony by the CAPD and Atmos are then plotted on
Chart A relative to the trend line. Chart A demonstrates that the CAPD’s projected
margin of approximately $54.5 million for the twelve (12) months ending September 30,
2006 tracks slightly above the trend line, while the Company’s forecasted margin of
approximately $52.1 million for the twelve (12) months ending September 30, 2007 is
well below the trend line.

Please continue.

Chart B shows Atmos’ O&M expenses for the twelve (12) months ended September 30,
1999 through September 30, 2005. Although there have been increases and decreases in
annual O&M expenses, the historical trend line on Chart B shows the average actual
growth in margin. Chart B also shows the extended trend line through September 30,
2007. The O&M expenses identified in pre-filed testimony by the CAPD and Atmos are
then plotted on Chart B relative to the trend line. Chart B demonstrates that the CAPD’s
projected O&M expenses of approximately $13.4 million for the twelve months ending
September 30, 2006 closely track the trend line; the CAPD actually projects slightly more
O&M expenses for Atmos than the historical trend yields. Atmos’ forecasted O&M
expenses of approximately $15.4 million for the period ending September 30, 2007,
however, are markedly above the trend line.

What attrition period should the TRA adopt in this particular proceeding?

The twelve (12) months ending September 30, 2006.

Please explain.
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As stated previously, the TRA must choose an attrition period that it believes properly
reflects the company’s earnings for the period in which the new rates will be in effect.
As demonstrated on the attached charts, the margin and O&M expenses set forth in the
CAPD direct testimony closely track the historical trend line derived from actual results.
Atmos’ forecasted amounts through September 30, 2007, however, do not track closely
with the trend line. I am not saying that conditions do not change and that these amounts
do not fluctuate, I am simply saying that from a historical perspective, the CAPD
September 30, 2006 forecast is more in line with trended results — results that I believe
fairly represent the earnings level of Atmos. In sum, the TRA should choose results that
best reflect the earnings of Atmos during the time period for which rates are set. Based
on actual historical results, together with the adjustments made by the CAPD, the CAPD
net operating income calculations fairly represent the level of earnings that Atmos will
achieve in the future. Accordingly, the TRA should adopt the CAPD net operating
income calculations for the twelve (12) months ending September 30, 2006 for

establishing rates.
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Nashville, Tennessee

IN RE: PETITION OF SOUTH CENTRAL BELL
TELEPHONE COMPANY TO CHANGE AND UAN
INCREASZ CZRTAIN RATES AND CHARGES
FOR INTRASTATE TELEPHONE SERVICE

DOCKET NO. u-83-7248
ORDER

This matter is before the Tennessee Public Service Commissicn
upon the petition filed July 8, 1983 by South Central Bell Telerhone
Company (hereinafter referred to as Bell, SCB or the Company), wherzain
the Company requested authority to increase its existing rates and
charges for intrastate telephone service to produce additional annuzl
revenue of approximately S$230 m{llion dollars. The Company also filed
a revised schedule of intrastate tariffs desicned to produce the

requested increase.

Pursuant to T.C.A. 65-5-203, the Commission suspendss the

proposed tariffs and set the petition for hearing.

Chairman Keith Bissell, Commissioner Jane Zskind and Commissicner

Frank Cochran conducted hearings on the petition LCecemper 5, 3, 7, &,

¥

9, and 16, 1983, in Nashville, Tennessee, at which time the foliowing

appearances were entered:

APPEARANCES:

Mr. Raymond Whiteaker, General Counsel, South Centrai
Bell Telephone Company, P. 0. Box =10, 318 Green Hills
Office Buildiag, Nashville, Tennessee 37213, appearing
on behaif of Petitioner, South Central Bell Telepnone
Company .

Mr. Mark D. Hallenbeck, Counsel, South Central Bell
Teleonone Company, P. 0. Box =771, 600 North 19th
Street, 3irmincham, Alabama 35201, appearing on
benaif of Petitioner, South Central 3eil Telepnone
Company .

fr. T. G. Pappas, Attorney, 2700 First American Center,
Hasnvilie, Tennessee 37223, appearing on behalf of the
Petitioner, South Central Bell Telecnone Company.

Mr. Henry 4Walker, General Counsel, and Mr. Don Schoies,
Assistant General Counsel, Tennessee Public Service
Commission, C-1 102 Cordell Hull Bujiding, Hashville,
Tennessee 37219, appearing on behal¥ of the Commissicn
Sty



Ms. Susan Fenaell, Atzorney, LSUET, 311 West Walnut
Street, Johnson City, Tennessee 37601, appearing on
behalf of Intervenors, Low-Income Telephone Users,

Mr. William Allen. Attorney, P. 0. Box =338, Dak
Ridge, Tennessee 378371, appearing on behalf of
Intervenors, Lcw-Inccme Telephone Users.

Mr. Jerry Scanlen, Attorney, West Tennessee Legal
Services, Jackson, Tennessee, appearing on behalf of
Intervenors, Low-inccme Telephone Users.

Mr. John W. Kelley, Attorney, 23rd Floor Life and
Casualty Tower, Nasnville, Tennessee 37219, appearing
on behalf of Intervenor, United Inter-Mountain
Telephone Company .

Mr. val Sanfard, Attorney, and Ms. Jean Nelson,
Attorney, P. 0. Box =2757, Nashville, Tennessee

37219, appearing on behalf of AT&T Communications,
Inc. of the South Central States, Intervenor.

Mr. Gene V. Cocker, Attorney, 1200 Peachtree Streest,

N. E., Atlanta, Georgia 30337, appearing on behaif of
Intervenor, AT&T Communications, Inc. of the South
Centrai States.

Mr. Lon P. MacFarland, Attorney, P. 0. Box =1121,
Columbia, Tennessee 23401, appearing on behalf or
Intervenor, General Telepnone Company of the Southeast.
HMr. Dan H. Elrod, Attorney, and Mr. Edward C. Blank,
I1, Attorney, 26th Floor Life & Casualty Tower,
Nashville, Tennessee 37219, appearing on behalt of

the State of Tennessee, and Tennessee Association of
Radio-Telephone Utilities, Intervenors.

At the hearings, South Central Bell presented the following
witnesses:

Mr. J. D. Mathescn, Yice-President-Revenue Regquirements; HMr. John
E. tbbert, Operations Staff ™anacer; Mr. E. C. Roberts, Operations Staff
Manager; Mr. D. M. Ballard, Assistant Chief Accountant; Mr. E. W. Parish,
Jr., Operations Manager; and Mr. James L. Johnsoﬁ, Vice-President of
Tennessee Operations for South Central Bell Telephone Company. The
Company also presented the testimony of Mr. J. W. Glass, Operations Manager-
Executive Support of the Bellsouth Corporation; Mr. Joseph M. Robbins,
Division Manager cf the Cenzral Services Oraanization; “Mr. David L. Laurent,

2i1Scutn Servicas: r. Bosworth 1. Todd. President

i

Jr., fconometrician for
of Todd Investrment Advisors; r. Cornelius 3. Prior, Jr., Vice-President

for Kidcer-Peaboay and Co.; and Dr. Eugene F. Brignam, Professor of

Finance at the University of Florida.

-2 -



The Szz77 presented the testimony anc exhiaizs of LTr. rrec
westfield, Provessor of Economics at Vancertilt Universizy; MHr. irchie
Hickerson, Assistant Director of Accounting; and Stafi Financial ‘naivsz:z

Mike Gaines, Ronald Sanderson, Robyn Yazdian, and Roger #night.

AT&T Communications of the South Central Sta:és presented the
testimony of Mr. Roy A. Billinghurst, External Affairs Division Mznager
with the Southern Region of AT&T Communications. The Tennessee Associazia
of Radio-Telephone Utilities presented the tzstimeny of Mr. John . Ormzn,
Jr., Manager of Cellular Planning for the Mohile Ccsmunications Corporation

of America.

Low Inccme Telephone Users presentec tnhe tastimony c¢¥ Or. Miches
H. HMiller, Associate Professor of Eccnomics &t Yancernilt University;:

formsr pubiic utilizies

3

Mr. frea J. Xelsey, regulatory consultant zn2
specialist for the Federal Communications Ccmmissicn; Dr. Lee Richarcs:cn,
Professor of Marketing at the University of 3altimora; Dr. Rotert lLeger,

Chairman of the Department of Sociology at Zzst Tennessee Statz University;
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and Ms. Rozella Peebles, a low income subscriz
At tne sublic hearing on Decemoer 7, 32, wnirty-two zuolic
witnesses including Representatives Marzin Sir znc =arcic locve cresentec

testimony. Petitions protesting the propcsss incr2:se were pressnied I3

the Cormissicn.

Mr. Wil Cooley, Attorney for the Cecirzmenz of lefense (COD)

~
o
ot
ot
o
m

and the other Federal Executive Agencies, was unscies to aprez
hearing. With the consent of all parties, however, the exhibits and
testimony of Dr. Charlie A. McCormick, testifvingc zn behalf of DOD were
entered into the record. The testimony of Louis Ccrning, Vice-Presidenz-
Administration of United Inter-Hountain Teiezngne ZJompany, was aliso
entered by stipulation. Although grantec ‘ezve = intérvene in this

case on August 17, 1953. Tenness=zzns for i zrczzis Telecnone Rates qgiz

13

not appear 2t the raté nearings ana nNg 2xI.3n&:iln “2or *heir zbsencs n:zs
been provicea.
The Commission considerea the perizicn :: : reguiariy scheaulse

executive session on January 3, 1984, anc zzzin Ir anuary <. In the



sththe Lonmissicn denied the petition tor a 5220 millien rate increase
tut determinea. bv a two to one vote, that 3n increase of approximately
$39.3 million in annuai revenues would provide Bell a fair and
reasonable rate of return. The Commission directed the Company to file

revised tariffs which would produce the indicated add#tional revenue.

On January o, 1984, the Company filed its revised tariffs,
which we approved in a brief Order issued that same day. In that Order,
we also said that the Commission would issue a detailed statement of
our findings of fact ano conclusions of law in a second Order and
Memorandum Opinion no later than January 18, 1934. Counsel for the
Company and the Commission Staff stipulated that this procedure and
schedule would comply with the six-month time limit set forth in T.C.A.
65-2-203 (b) and also that, for purposes of aaministrative and judicial
review, the Memorandum Opinion would be considered as the Commission's

final Crder in this proceeding.

FIHDINGS QF FACT AND CONCLUSIONS OF L2d

The Commission’'s statutory duty in the proceeaing is to fix
just and reasonable ratas for the Company as provided by T.C.A. 83-3-Z02.
In so doing, we must take into account the safety, adequacy, and
efficiency or lack thereof to the service or services furnisned by the
utility, ana it is our duty to approve all or any oorticn of a proposed
increase in rates if we are satisfied that the increase is just and

reasonable.

In this case, we will follow our standard practice of choosing a

test period and then making findings of fact in regard to four major

areas (1) the size of the Company's rate base; {2} total revenues received

during the test period; (3) total expenses during the same pericd; and
£1) the rata of return which the utility shouid be allowed to earn.

Once tkese issues are determined, we will then calculate the
amount of the revenue award in this case. Finally, we will consider
questions of rate design and issues raised by some of the intervenors in

this proceeding.




I, TEST 2E217%0

Test period is a term peculiar to reguizzizn. [: refers to a
perioca of time, usually twelve months, during wnicn tne Commission
examines the (ompany's revenues and expenses unce~ exisIing rates and
calculates, for that twelve month period, the Cc::any‘s rate of rerturn

on its rate base investment.

There are generally two types of test periods that are accepted
in rate-making proceedings: an historical test period, wnich looks at a
twelve month period in the recent past, and a fcrecasted test period,

which attempts tc predict revenues and expenses guring the year to come.

The Commission in most cases has used an nistscric test period
rather than a forecast because "proghecy, howevar ncnas:, is generally a

ecncre and Telearaph Co.

pocr substitute for experience." Southern Bell T2l

v. Tenn. Public Service Commission, 304 S.W. 2d 3<J {1927), quoting from

West Chio Gas Co. v. Ohio Public Utilities Cormissicn, 294 U.S. 76 {1933}

Recardless of the type of test period chosen, hcwsver, the ultimate aocal
of regulation is to select a period of time whicx wiil properly retlect
the representative relationships between revenuss, excsnses, and rate
base expected to prevail during the period in wnizh the new rates will be
in effect. As the Tennessee Supreme Court saic in an unputlished opinicn

gryice Lc—mission v, Sguth

and order denying certiorari in Tenn. Public

Central Bell, 575 S.W. 2d 429 (Tenn. App. 1873) czrti. cen.:

(I)t rests within the sound discreticn of the
Commission to use an historical test pericd, a
forecast period, or a combination of thess wnere
necessary Or any other accepted method c¢f rate
making necessary to give a fair rate of return--
the ultimate goal being to assure efficient service
to the consumer and a fair return on its investient
to the company.

The Company has proposed a2 forecasted tss:t pericc-the calendar
year 1984-for wnich it has filea its budgetr of cceraticns. One forecast,
preparea in May, 1983, was filea with the pericicn in July. A second, up-

dated forecast, oreomaread in September, was alsc “ilea with the Cemmission

and it is the latter view of 1984 which Bell has =skez us to adoot in

this proceeding.

I



Secaus2 o7 the chances resulting from divestiture of South
Central Bell frem its parent, American Teleonone & Telegraph, and its
erfects upon the Company's operations in 1984, the Commission staff
also used the 1984 calendar year as the test period ip this case. In

his direct testimony, staff witness Hickerson explained:

The staff used a forecast of operations for calendar
year 1984, consistent with the test period proposed by
the Company. As a result of the reorganization of the
Company and the industry as a whole, it is our opinion
that the use of this forecast will produce a reasonable
basis for the Commission to evaluate the Company's
earnings under current rates and to determine the
revenue deficiency that mignt exist.

We agree with Mr. Hickerson's analysis.

Two parties in this proceeding, the State of Tennessee and the
Low Income Telephone Users (LITU), have questioned the reliability of the
forecasted pericd in light of the immense changes occuring in the Bell
system ana the difficulty in precicting the Company's expenses, revenues,
and rate base following divestiture. Neither party, however, presented
evidence as to the Company's rate base, expenses, and revenues during an
historic test period. Furthernore, we cannot close our eyes to the
unusual circumstances presentec by the reorz2nization of the Zell system.
A forecasteg test peripd is not generally as relaible as an historic
pericd to measure a utility's earnings. In the present case, however,
the rate bass, revenues, and expenses of South Central 3ell during the
past twelve months will be affected dramatically both by court-ordered
divestiture and regu]atogy changes mandated by the Federal Communications
Commission. "“At such times, an honest and intelligent forecast of
probable future values, made upon the view of all relevant circumstances
is the only organ at hand and hence the only orme to be employed in order

to make a fair nearing.” Southern 8ell. suora. Where feasible, we

have useg histcric excenses :nd revenuas o fuide us in forecasting

those figures in 1584. Furtnermore, qur use of a forecasted test period
in this case should not be interpreted 3s a change in the Commission's
long standing policy of preferring an historic test period for rate making

purposes. On the basis of the record betore us, however, and the

recommendation of the Commission Staff, we find that a forecast of

. 3 —— ]l T 1 * Ty T , EnY 1.1
s ~fed TRE cadendar year 1981 IS the .appropriare Jkest perind

Fon s
prElibs LTI TR
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IT. CCHMISSION STANDARD ADJUSTHINTS

Before discussing the appropriate expenses, revenués, and rate
base to use in this case, we will first dispose of certain Staff
adjustments to the figures proposed by the Company. These adjustments,
collectively referred to as “Commission Standard Adjustments," have
been proposed in accordance with prior Commission decisions in cases
involving South Central Bell. 1In the Company's last rate filing,
Docket U-82-7161, 3ell agreed to all Commission Standard Adjustments
(for that case conly}; ahd in the present filing, the Company did not

present any rebuttal evidence nor cross-examine Staff witnesses about

these accounting changes.

In lignt of the unrefuted aagjustiments made by the Steff ana the
Commission's established precedents on each of these issues, we again
atfirm the use of those adjustments and adcpt them in this case. Further-
more, we direct the Ccmpany in its next rate petition to include these
adjustments in its original filing as an alternative to the Company's
unadjusteg figures. This will save time ana avoia unnecessary discovery

procedures for both the Company and the Staf-.

The Commission therefore adopts the Following standard adjustments

to the Company's income statement and rate base.

A. Emplove= Concessions

Bell managers receive local telepnone service free of charge. Non-
management employees receive local service at a forty per cent discount.
The purpose of this adjustment is to impute revenue to the Company as i7
the management empioyees paid the same rate 7or lTocal service as the non-

management employees. This agjustment zacs 111,232 to local service

revenue to oring zne total o 34353,87-,CC0. Zorh emplioyee groups also

receive disccunts on intra-uATA <oll ¢z zut, since we do not know at
this time how wany such calls the average emoloyee will make, this tenefit
cannot be quantified and no agjustrent c2n be made in this case. The
Company is directed in its next rate filing to provide sufficient

information for the [ommission to cuantify the revenye impact of the zpll

h MARAOSTENT 30T DEemRo: + _smnlomanc
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The Low incowe Teiecnone Users ilave suggested shat we e]%:inace
all emnioyee concassions for bath local zng 2911 servica. On tne basis
of testiwony by Cempany Vice Fresicen: Jonnscn. we find that these
cencessions are censidered by Bell and izs zmoioyees as part of the
emplcyees' totzl bLenefit package. While managerent emplovees do not
bargain coliectively for their ccmoensation, we heiieve it appropriate
that they should be treated equally to non-wanagement’ employees for rate-

making purposes.

B. Short-Term Interest Durinc Ccnstruction

In a prior rate case, the Commission ordered Eell to keep
separate recorcs on interest capitalizeg during short-term construction
projects 30 that the Ccemmission could add it to interest capitalized on
long-term projeczs. See Docket No. U-6%36. The capitalization of
interest during construction means that the capital cost of Funds tied
up in a construction project is added to the rtotal cost of the project
and reccvered graaually as a depreciaticn expense after the project goes
inte service. This means that future customers, NnOU present custcmers, will
pay those costs at the time that they are receiving the benefits of the
project. This logic applies both to long-term and short-term projects.

By capitalizing rather than expensing these interest costs, the
Company's present intarest expense is recuced. [n accoraance with stangard
accounting practice, this adjustment is made Zy increasing tne Company's

interest inccme.

C. Lobbvina £xpense Adjustment

The Staf7 deducted from Bell's proposed budget fbr 1984 certain
expenses relating to lobbying activity. We believe that the first
obligation of the Company's lobbyists is to benefit the Company, not
necesserily the Company's customers. We maintain our policy that lobbying
evoerses shculd rot be considered for ratemaking purposes.

The Low Income Teliephone Users correctly point out that the
Company's excenses in the lobbying acccunt are limitea to those lobbying
activities cdevinea by 7.C.A. 3-6-102(11) anoythe Staff, wnhile reccmmendina
that tnese axpenses be disallowed, has not looked closely at what is
included in this account naor considerea whether the statutory definition

of lobbying in rhe Tenngssee laobbyist Regisiration and Disclosure ACt




Unfertunately, trere is no basis in this reccrd on which tC deterrine
wnether or Dy wnat amount the Company may have under-regorIs2 its
lobbying expense as LITU alleges. We request the Staff o censicer this

issue at the Corpany's next rate filing.

D. Accurmulated Deferred Income Tax.

The Staff deducted from Bell's rate base the accurulated deferred
tax account whicn represents non-investor supplied funds, tzx payments
that have been collected from the ratepayers but not yet tzic to the
government. The Company uses this customer-contributea czaitel to
finance a portion of its investment.

We agree with the principle that the rate base chcuid represent
the investment financed by debt and equity investors, rot -he ratapayers.
We, therefore, adoot the Staff recommendations thét accumuiatad deferred

inccme tax be deducted from the Company's rate base.

E. Unamortized Invesiment Tax (Credit. Pre-1977.

This item represents the unamortizea balance c¥ investment
tax credits generated under the 1862 tax act. [t s ncn-“nvesiar
supplied capital used to finance a portion of the ny s investment
and, therefore, should be deducted in computing the Cormcany's rata
base. Compény witness Ballard did not make this decuczic-. The Zompany,

however, did reduce its revenue requirement so &S 10 prcz.zs the same

result as if the deduction had been made.

F. Unpaid for Materials and Supplies

The Staff has deducted the unpaid-for portion of the materials
and supplies account from the rate base because this portion of the
account will remain unpaid during the test period. In other words, the
vendors who sell materiais and supplies to the Company hzve become a source
of capital to the Company. Since this capital is suppiizz =y the vendor,
rather than the Company's stockholders, the Company shouid not receive

a return on this portion of its investment.



&avertising exoenses increased dramatically in that year ovaer all
previous levels. iie have not questionea that expense put teiieve that
it is a fair inaication of Bell's advertising expenses in the post-
civestiture period. The Company's actual expenses in 1923, presently
well under the pudaet according to Staff testimony, réinforce our
conclusion that Bell's forecasted, 1984 figures are inflated. Finally,
while we agree that it is important to inform customers about changes

in the Bell system, we agree with the Low Income Telephone Users

that, "Mucn of the advertising surrounding divestiture is, in actuality,
institutional advertising, the most hignly disfavored of all advertising

with respect to inclusion as an operating expense" (Pos:t-nearing Brief,

Witness Lee Richardscn from the University of Ezltimore prcvided
further evidence that the Company's advertising budgcet shculd be rezauced.
Testifyina con tenalf of the Low Income Users, Professor Ricnardson
discussea Beli's measured and message service options which he saic were
being actively prcmdted by SC8 as a marketing device to ennance the
Company's revenue stream. Saying that the widesgreaa use of measuread
ana message service would eventually drive up the cost of flat-rats
service withcut any benefit to the ratepayers, Professor Richarcdson
reccrmended that we order Bell to discontinue its promcticnal campaign
until the Company can demonstrate that the service opticns are not being
subsidized by subscribers of flat-rate service. The Low Income Users
further suggest that we freeze at current levels the numper of customers

who subscribe to measured and message service.

We reject the proposal for a freeze. These are optional services
that many cuystorars now use 3t considerable cost savings. In the apsence
at any speci”ic evidence that these services are actuaily priced zeiow
cosz. we will not derrive other Tennesseans 7rom taking advantace of
the savings. e agree. nowever, that there are sufTicient questicns
surrcunaing measured ana message services to justify reaucing Beil's
1984 advertising budget which includes $5200.C00 to promote these

service options.



°re-Npgerazisnal Expanse

(4]

Threoucn the General Service and License Contrzct, South Centrz’

1

Eell ana ail 2747 sussiciaries paid ATE

for costs involved in the

formation of & new ATAT cubsidiary (originally named ABI} and in the

develooment of customer premise equipment (CPZ). Soth the subsidiary

and the equipment were subsequently deregulated by the Feder

al

Communications Commission. In its Order of Hovember 10, 1982, the

FCC directed AT&V to reimburse South Central and the other Bell tel

subsidiaries for these payments. Subsequently, SC3 recorted to the

]—{/
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Commission that it had recaived a refuna from A

sy

ecn

The Crcer requirea that the refund be recorzeg in acccunt 173

Other Deferrea Credits and that the amount be "clezrsd from the Docxs

once rate making treatment has been afforced those amounts as sarts of

the reimbursement process or where a Comnission has deszicec

no

reimpursement is required.” In addition the FZL crcerzc, "In conjunczicn

with the first rate making proceeaging follcwing the rei-zursement

regulated affiliates, the appropriate S0C shali orasent Ins

pre-operationail expensss agaln to each state cormissicn Tor

scrutiny." Paragrapn 70 of the Order states, 'Sy recuirving -~

reflect reimpursement amounts as liabiiities on zine 3CC

1ines books and requiring special reporting to S$tzz2 I:Tmissisns,

adequate mecnanism has been established to assure zhat zctus

an

reimbursement will occur.” (Emphasis added.)

There is no mistake that the intent of the FCT was to reimburcss

the ratepayer for the funds that have been collected through the cus

bills to pay for projects which will only benefit ATAT.

1/ Subsequent to the close of the hearings the Comoapy fi
Executive Director a supoplemental report 1aen nc 2an
refuna of pre-operational expenses of S1,327,i7Z. This
be consigered along with the $3,294,011 inciucea zs an e
reduction in tne Staffr's expnibit. This reducss ne Gene
and License expense on Scheagule 4 of the Sta7f's exnibiz

$7,720,000 to $6,273,000.
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The fizv7 is in agreement witn tne FCC ond proposes tnat
reimpursed Tunes -2 paid back to the customers in the form of reduced
rates. In orcer o acccmolisn this objective the Staff has preoooses
that the entire rerfuna be amartized ang creaitea to the General Service

and Licenses expense in 1884.
R

Cempany witness Johnson exnlained that Bell w&u]d "1ike to
be able to keep the $3.3 million dollars since we have ups and downs
in expenses and revenue through the years." He cited as an exampie
a retroactive 52.6 million increase in the Company's gross rec2ipts tax.
He further exzlazined that the Company has not earned its authorized
rate of return in 1943 and that the Commission should therefore allow

the Company to keep the entire refund.

We recccnize that fluctuaticns in revenues and expenses occu
and that unexoactzd events such as the increase in the gross receipts
tax have an impact on tne utility's earnings. Such events, however,
do not justiTy the Company's proposal to retain funds that were wrongly
collected rfrem the ratscayers to pay for costs related to non-utiiity
operéations.

In arcuing that it be allcwed Zc keez the refunc in licnt o7 its
current rate o7 return, the Compény has 1moiiea that there is some
relaticnship oezwsen the refund and the 1933 acccunting period. In faczt,
none of the &mount refunced relates to 1%5Z; all of the money was
collected frcm the ratenayers between 1975 and 1982, and in three of
those four years, Bell earned more than its authorized rate of return,
according to Staff figures. The only factor that links the refund to
the 1983 accounting period is the accidental timing of the FCC's
investigation and Order. Had the FCC ordered AT&T to delay the refund
until 1984, we wonder if the Company would propose T0 recognize the

refund as a revenue or as an expense recuction in the 1884 buacet.

We agree with the Staff, the Low Income Users, and the FCC that
these funas represent costs improperly ccllected from the ratepayers
who are entitied to be reimpursed. The amortization of the refunc over

the twelve montns beqinning January 1, 1984 will provide an equitanle

methog of implementing the refuna.
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, in its revisea pucdcet figurss
1984, the Ccmpany changea its sositicn beciuse of the creaticn 37 2
BellSouth subsidiary which will puplisn all Yellow Pages for 3c.th

Central 8ell ana Southern 8ell ana pav each ccmpany a licensa “za.
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in cne subsidiary “'shocuid e =wore erficient :ng ecanomical” zrza 7
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that these savings will incre=zse the emount 37 Yellow Page -rofics

to South Central Bell. Unzii that time, hcowever, we will ncT zccan
Bell's attempt to siphon off part of these revenues which are 2Zirec
generated from the custcrer 1ists developed and maintained =y the g

companies. In future cases, we will continue to monitcr this situa
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the exnibics ciriginally filed by the Company in this case. Im doing so
the Staff reccgnized Yellow Page revenue. the related expenses, ana
investment as part of SCB's regulated operations. This approach

permits full recognition of directory revenues and expenses and provides
the Company &n opportunity to earn a fair return on tﬁe investment
related to the directory operations. To recognize the full benefit of
Yellow Page profits to local rates, the Commission adopts the Staff's

treatment of Yellow Page revenues and expenses.g/
D. Toll Revenues

In an earlier QOrder issued in this proceeding on December 16,
1983, we stated that the parties had agreed upon the dollar amount of
access charces to be collected from ATET by South Central Bell. Counsel
for Bell statad that this amount, appraoximately S61.5 million, would
fully reimburse SC3 for the loss of inter-LATA toll revenue following
divestiture. In light of this agreement, there is apparently no longer
a dispute concerning the proper amount of Bell's toll revenue durirg the
test period. The calculation of this amount, S$202,606,500, is shown in

Appendix A (atzacned).

E. CGross PReceints Taxes

Two other issues, gross receipts taxes and 8ell's proposea
payments to the Central Services Organization (CSQ), are not raisea in
the Company's post-hearing brief and prcposed findings. We assume that
these matters are no longer in dispute. Since they were discussed at the

hearings, however, we will briefly explain our findings on both issues.

2/ We also reject Bell's proposal because the Company did not correctly
transfer to the new subsidiary all of SCB's Yellow Page expenses.
In determining the costs to be transferred from SCB to the new
subsidiary, Bell inciuded an amount to provide the new subsidiary a
return on its investment in the prepaid directory expense accaunt.
This transier is proper if one assumes that this investment is also
transferrea frcm SCB to the new subsidiary. However, the Company
maae no adjustment to show this recuction in its rate base and
therefore failea to transfer to the subsidiary all of the costs
related to directiory operations. As a result, South Central Sell's
projected cost of operations, as reporteag in the September forecast,
is gverstated.



At the nezaring, Company witness Parrich proposea to increszse
the oudgered G55l 2xpense because of additional CSO expenses whicn

would be charged +o Scutn Central Bell in Tennessee.

He agreea to furnish after the hearing adaitional information
on how each ot the CSQ projects would benefit the ratepayers cf
Tennessee and also a breakdown of the costs involved in each of the

projects.

The Commission has reviewed this information and, in our opinion,
it is not sufficient to justify the increases in the CSO budgeted
expense proposed by Mr. Parrish. We therefore find that the expense
shewn on Exhibit 28, Schedule 26, should be usad as a basis for setting
rates in this case. That expense is bhased c¢n ¥r. Parrish's original
estimate of the (SO ex:énse as corrected by the Stavf. [t also includes

the FCC orderec refuna discussed previously.

G. Lcw [ncome User Issues

1. Charizasle Contributicns

The Low Inccme Users ask us to reconsiger our past pclicy
of recocnizing that reasonable charitable con:ritutions by South Central
Bell are legitimate, business expenses and may properly be chargea to
the ratepayers. QOur view, which is apparently sharead by the majority of
state regulatcry commissions, is that utility "gcod will™ is a vailuable
asset, though admittedly difficult to quantify, which ultimately benefits

ratepayers. See A.J. Priest, Principles of Public Utility Reculaticn

(1969), Vol. L, p. 87. Utilities, Tike all major corporations, are
expected to contribute their fair share to charitable activities in the
community. As long as these contributions are reasonadle (there is no
evidence in this record to indicate otherwise), we will recognize Bell's
charitabie contrisuticns and concassions as just and reasonable business

excenses .
2. Government Concessions

The Lcw Inceme Users also request us to disallow Company

concessions to various local governments and agencies. We doubt that we



pave he 1823y uInority o take tnis zition in recarg 3 cunitical
francnises previcusiy approvec by tnhis Lommission and now in effsct.
The record inaicates, nowever, that SC2 jost 33192,000 for the twelve
montns endeg rarcn 31, 1243, on concessicns to governmental agencies
granted in compiiance with various municizal franchisés. The revenue
loss for 1954 is astimatea to be $332,220. To deal with this growing
problem, the Staff{ reccmmends, and we agrees, that from this date
forward, the Commission will not approve local franchises that provide
for government concessions. QOur decisicn is in concert with Mr,
Johnson's testimony that SC3 is opposed to francnises that reauire
concessions. The present system is hignly discriminatory. Some
cities enjoy concessicns while others do nct. Our policy will heip

provide unifcrmity througnout the S in regara to government

concessions.

3. Tax Issues

In its post-hearing brief LITU proposed several adjustments

the tenetits of the prcrosals. The zrcooszis inclucea the immedicte fleow
threougn of deferreq texes related to:
(1) ‘Vaczticn accruals; (Z) Cepitalizea overneads reiating

to ceonstructicn worv in progress; (3) ~ccelerateo depreciation at rates

in excess of 46.; ana (=) Pre-1971 investment tax credits.

LITU basead its motion to immediately flow through the tax benefits
resulting from expensing vacations when accrued for tax purposes on page
15 of its brief cn information supplied in late filed Exhibit 13, which
was filed after clarifying cross-axaminazion of Company witness Ballard
about SCB's tax acccunting relating to the Four items. The response

.2 miliicn defarr2il ceductad from rate base reduced

[
(93]

points out that the

1]

the Company's dross revenue racuirerments cy 1.+ millicn in 1%34.
Assumning the baléncz stayed at tne forecz:zt jevel. recuctions in revenue
requirements of similar levels woulc continue in the future, depending,
of course, on the rate of return grantzc. The reauction in rate base is

[

consistent with the proposal on page % ¢f LITU's brief but conflicts with
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The norraiizatizn procedure followed oy the It
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approvea by tne FCI zna has been recognized by tne Cemmissisn i
cases. LITU has proposed conflicting treatment of this item and in
our opinion has not presented sufficient evidence or ,arguments to justiiy

changing the procedure followed in the past.

LITU next proposed an immediate flow throuch o7 prior defarrals
relating to the capitalization of relief and pensions anc payroll taxes
on the books of SC3 and the expensing of them on its tax returns. As
properly pointad out on page 2 of the Company's respcnses in Exhibit 13,
no deferred taxes exist as the differences in book ang tax treatment
are permanent. For book purposes relief and pensicns.
and pavroll taxes relating to the salaries caoitalizsz on construction
projects are aiso capitalized. For federal tax purgccses these overneads

are taken as tax deductions in the year paid.

As the staff has pointed out on many occasions anc as this
Commissicn has recocnized in several recent cases invciving Unitsd Intar-
Mountzin Telephore Ccrmzany, South Central Bell does “icw throucn the

effects of these cavitalizea overheaas as dg stiner zszlazngre utilitias.,

The staff has oprosec the normalization of the
items and this Commission has agresa. Since the Comcany is doing wnat

LITU requested us to orcer them to do, this issue is meot.

LITU also proposed, without quantification or witness on the
subject, that this Commission order the Company to immeciately refund
federal income taxes deferred in previous years when the tax rate was
greater than the current 46X. During cross examinaticn, Company witness
Ballard pointed out that 7or a number of years the 3ell System hac
followed the Average Zate Methcc to flow back thesa tax coferrals as

provided by the Internal Revenue (gode. wnicn is consistent witn tne ra:is

iu

making treatment afiorcea this item in trne past. Again LITY has cronosas
conflicting treatment in advocating the irmeaiate rerunc wnile deducting
the deferral from rate tase; we do not zelieve that the intervencr nas #uily

analyzed all the ramifications of the proposal or offerea sufficient

.eyidence to change the procedure used n past cases.



he rinai proposal of LITY at page 17 of its brief was to

=

immeciztely flgw through the pre-1371 investment tax credits of
$927,000 propcsea as a rate base deduction by the staff and supported
by LITU on page 6 of its brief. Again LITU can't have it both ways
as proposed. Several years ago this Commission gave the utilities an
option as to the treatment of investment tax credit. SC5 chose

the normalization option. [ITU's proposal would have a one %ime
immediete effect wnile the reduction of federal] [income tax expense

by its amortization has more stable long range benefits. In summary
LITU has not presented convincing arguments for us to change our
positicn and has in fact proposed contlicting treatment of the same

item.

Cost of Service:

In the hearing and in their briet LiTU raised issues concerning
the Company's failure to provice detailed cost data corncerning various
types of telephone service. Althcugh the Ccmpany provided its Embeccad
Direct Snalysis (EDA), we believe that this subject warrants additicnal
investigation. Therevore, we direct the Corcany to conauct a study to
select an appropriate methodoiogy which will then be applied to determine

£25

the costs of the varijous types of services provided by the Ccmpany,
including specifically business, residential, and local measured and A§$ﬁf§/
message service. The study should specify the service identifications,

studv methodolegy, and the uses and limitations of the results. The

study should identify the source of all fiqures and varjables used in

study so that the data provided can be traced to the Company's books and
accounting reccres.

The ctucy snsculd te submitiad ta the Commission by June 1,

1984.



G. Caszn idvanced Throuch Operations

Stafr also decucted from the rate base casn advanced througn
operations, the amount of which was determined througn the use of a
Jeag-lag study. 7his figure represents the cash wnich Bell collects
from its customers but has not yet paid to meet experdses. This is
another source of non-investor supplied funds which have been used
to finance a portion of the Company's investment ana should be deducted ¥-zm

Bell's rate base.

H. Customer Deposits and Interest cn Customer Deposits

The Statf has properly excluded custcmer deposits from the
rate base because these deposits also redresent non-investor suppiied
funds. In making this adjustment the Staff also recommenaed that interes:
paid by the Company on these aeposits be ccnsicered an above-the-iine
expensé. We will adoot the Staff's adjustment by decreasing net

operating income to acccunt for interest on customer decosits.
IIT. RATZ BASE

Company witness Ballard testified that Seil's rate base for tha
test period would be $1,601,+23,300. Stai7 witress Xnight recommerced
a §1,296,215,320 rate base wnich reflectac tre Commission Stzndarz
Adjustments.

For the reazscns exciainea above, we zoprove the use oT the
Commission Standara Adjustments and adopt the rate base recommended by

Mr. Knight.

The Low Income Telephone Users suggested that we should make an
additional adjustment to the rate base by deducting all plant under
construction. We have consistently held, however, that investors whosea
capital is committad to construction Drograms are entif]ed to0 & return
on that jnvestment. In the long run, we beiieve this policy encourages
new investrment and promotes a nealthy construction procram to maintain

and improve service. In the absence of any tastimony to the contrary,

we will permit che Company to include construction work in progress in

the rate base.

)
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The (ommission therefore adopts the following rate base as

appropriate for use in this case.

SOUTH CENTRAL BELL TELEPHOHE CCHPAILY
TENNESSEE INTRASTATE
AVERAGE RATE BASE
1984 (000)

Line No.

Telephone Plant in Service

Telephone Plant Under Construction
Property Keld for Future Telephone Use
Materials and Supplies

Cash Reguirements

Total

Deductions

14.

Depreciation Reserve

Accumulated Deferred Federal Income Tax
Unamortized [TC-Pre-197]

Unpaid for Materials and Supplies

Cash Advancea Through Operations
Customer Deposits

Total Deductions

Rate Base

IV. REVENUES AND ZXPENSES

Althougn there 2re a numper of differences between the Company's

projected revenues ana expenses for 1924 ana the figqures

the Staff, the Company
advertising budger for

operational expenses.

51,935,663
32,364

38

9,690
2,795

$1,980,000

S 417,522

244,020

$684,585

$1,296,215

recommended by
reputted only two of the Staff's adjustments, the
12534 and the FCC-ordered refund of AT&T pre-

In its post-hearing brief and proposed findings of



Fact ano law, the Zompany ciscusseg thosE 70 13SLes ant TWO others,

revenues from rellcw Pages and frem intraszazz. intEr-iiTA el service.
“he Lew income Users suprortes the St:ff cosizion on eazcn oF these four

issues wnich we will now discuss.

A. Adverticing Sxoense t

The Stasf recommended that the Csmpany's zcvertising expense

for 1984 be reaucea from S5,7342,000 te $4,221,300 beceuse $8354,CC00

advertising for terminai equioment [(transierreg to A

In arriving at the 354.3 figure for 1984, the Stz77 lcokes

t
rt

Bell's actual acvertising expense in 1982 {S6 miilicn; anc then
reduced it by $2 million to account for the reduczion in zermineal
equiprent ana tall adver=zisina. The resuit was then increzses tc reflect

the growth in the Consumer Price Inaex in 19€3 and 183:.

Bell oppcsed the Staff's adjustment on the grouncs that jits

advertising expensas in 1984 are necessary to inform cusicmers ¢

ot

chances in the 3ell system during the coming yezr. Beli argued tnzt the
loss o7 any of its aavertising bucget at this time will cenrive custamers
o7 this informaticn.

Staff witness Gaines repiieo that nis mezInca cf Torscasting
Bell's advertising expense recocnizea the neec Tor more informezicnal
advertising since the 19382 base periog frem wnicn the 1334 budget was
developed inciuded a $.5 million increase in informationai advertising
over 1981. Mr. Gaines also said that he was making no recommendation as
to the amount cf the advertising budget which Zell should spend on customer
information razner than promotiaonal advertising. The {ompany may spend
as much, or as little, of its budget on informaticnal adveriising
as it feeis is recessary.

We agre2 with Mr. Gaines' reccmmencaticn. This Commission has
never attemptea -0 tall SC8 how to spenc its zcvertising budget; we only
require that tne total expense be Jjust and rezscnable. Beceuse of

divestiture, which was announced on January 2, 3982, the Company's



The Ccurt approvec Flan ot Rearzinization Tor =747 proviaes
that "the zmount of precaid taxes assacizted with Faciiities or functions

4111 be assigred to A

will take over inter-LATA toll and terminei ogeraticns,

3y

the Statf's posicion is that ATAT should be reguired 0 reimburse SC3

for all preraid taxes associated with these operazicns. Staff witness
Knight, therefore, recommended thzt SC3 bill a7&7 32,473,000 for prepaic
gross receipts taxes that relaze to revenues from tarcinal egquipment
rentals and inter-LATA state toll generated in 1922.

In a letter dated Ceczrmper 21, 1223, to the (zmmissicen from the

the Cerzrument

3

-

or
-

'Rl

C

Tennessee Department of Revenus (lata filed Zxni

states that the prepaid gross receisis <zx relating s AT&T Communications

is transtyerable to ATAT Communicziions. Tne Ceparimernt letiar also s:atesg,

however, that AT&4T Informaticn Systems {ATTIS;, & teiacnone equicment
company, is not subject to the gross recsipis tax. Bsi
AT&T may therefore refuse, in violation of the PCr, tc reimburse Zell

for taxes associzted with the terminal equipment teing iransTerrea o

ATTIS.

tre PCX is controlling in

SC3's concern, the Commissicn seiieves
this matter and zhat AT&T is gbiigeo o épicz 2y iT. Therefore, the
Commission adopts the Staff's level of cross receipts tax expense of
$9,702,000 and directs SC3 to seek reimgursamant of the full $2,470,000
from AT&T and to take appropriate action, if necessary, to entorce

the terms of the Plan of Reorganization.

The Statf proposed acjustments to reduce the £12,060,00C Genera]
Services anag _icanses excanse zugzeT T Zorrsct 31,020,200 in arithmetical
errors wnicn tha Staff founc in tne IImzénv's orocasez Zentral Services

Organization (CSZ) budgcet Yor 1884, Thesz :torrections were not challenged

by the Company.



V. FAIR 2a7% OF

A finaing on fair rate
determinations this Commission

concerning tnhe proper level of

of return is one of tne ©ost subjective
must make in arriving et a decision

rates a company charges i3 custcmers.

We make this determination in light of the controliink iegal stanaaras

laid down by the United States

Supreme Court in the ianamark B8luefield

and Hore cases. In Bluefield case, the Court stated:

(A) public utility is entitled to such rates as will
permit it to earn a returin on the value of the
preperty which it employs for the convenience of the
public e2gqual to that generally being made at the same
time anc in the same general part of the country

on investments in other business undertakings wnich
are atiended by corresponding risks and uncercainties;
but it has no constitutional rights to profits such

as are realized or anticipated in hichly profitable or

specuiative ventures.

The return shculd be reasonapnly

surficient to assure confidence in the financiail
sounaness of the utility, and snould be agecguate.
under ervicient and economical management to maintain
and supoort its credit and enable it to raise the
money necessary for the proper discharge of its

public duties.

Bluefield Water Yorks and Improvement Companv v. Public Service

Commission of the State of YWest Virainia. 282 U.S. 679, 582-

[A%]

3.

Wy

3(13

Later in the Kope case, the Court reTinea these zuidelines

holding that: {(FPC v.

Hope tatural Gas, 320 U.S. 291, 603 (1942))

“From the investor or company pcint of view
important that there be enough revenue not only

it is

<
or

operating expenses but also for the capital costs of
the business. These include service on the debt and
diviaends on the stock. By that stanaard the return
to the equity owner should be commensurate with
returns on investments in other enterprises having

corresponding risks.

That return, moreover, should

be sufficient to assure confidence in the financial
integrity of the enterprise so as to maintain its

credit and to attract

“ith tnese basic standards in mind, we
imporIznt consicerations thart :

of 7air rats ¢f return. ‘e believe t

capital.”

#1171 discuss some of the
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T tne nearing on tre subjec:

he stznadaros, a5 sert out in

these two decisions, point out an important Fact: the settina of a

fair rate of return is not an

exact science. As the fallowing discussion

il1lustrates, & return that one informea person believes is fair and

necessary to provide a cpmparable return enjoved by other similar




enterarises ana I ittract pecessary capital —ay not pe tne

Nleeg!
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as anotner inferTea person mignr delieve.
discussion is ¢ necessity limited and czrnot ang will nct t2 7uliy

comprenensive of all reievant mattars and components that ¢o into

the maxke-up of the determination of a fair rate of retsrn.

Four witnesses presented direct testimony concerning the ccst
of capital for 8el11South. Three witnesses, Matheson, Tocd, and Prior,
testitied on benalf of the Cempany. Todd and Prior, both investrent
counselors, saig that based on the earnings of other corcorations, they
would not advise their clients to buy SellSoutzh stock unless they

anticipated at ieazst a 167 return. ir. Matrnescor, who aiso Testified

of 16-138', reccTmended that the Commission ¢rant the Ccmzany 2n over:s
rate of return of 13.257 based on a debt-eguity ratic of <27, 3

on comron edquity and 9% as the cost of embeccead debrt.

Testi?ying on benalf of the Staff, Dr. Westfielc reccmmengec
an overall return in the range of 10.8 to 11.7. basea on 2n £.3. cssz:
of dedbz, a 12.5 to 14. cost of equity, and the same JesI-2Iuity ratio useg
by Mr. Mathescn

Aftar reviswing the extensive evicence in the ~2cZrz, wnicn
incluces the reputtal testimony of Professcr 2rignam znc g surresuzzai
testimony of Dr. Westiield, we find Dr. Westfieid's anzivsis persuasive
and adopt the mid-point of his recommended cost of equity. ‘e believe
that he underestimated the Company's cost of debt, however, znd will adogt
an 8.9 . cost of debt, mid-way between Westfield and Matrescn. for use in

this case. Since there is no dispute on the approbriat2 capital siructure

our Tinaings on the costs of equity and debt result in zn overall razz-of-

-1,

1

(e8]

cr Seutn Centr

{v

return of 11.2.
for Tennessee.

Or. Wesz7izld's estimate OF he cost of equity was caleculzizc using

the Discountea Casn Flow (DCF) formuia wnicn both he zrc -ris Cemmission

have consistently relied upon in aetermining the cost 37 2cuity €201

eil's investment in inirzstate scarations



ed by Scutn Canzral Feil. Or. vestiield
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ana nistoriczi gata suogl

=11South's projactes cividencs during 1234,

el
(%]

arriveg &t 2siiTates o

14

the ecuilibrius orice af its stcck, anc the anticipated growth in the
stocs price ana the Company's aividenas. Using :his;information, he
calculated the cost of equity to be approximateiy 13.27 (midpoint)}

Dr. Westfield :ested the reasonableness of this reccrmendation by
calculating the cost of eauity of five, independent telephone companies
listed on the llew York Stock Exchange. The average, expected rate of
return for tne five companies is 13.3%Z, the mid-point of Dr. Westfield's
T

Tr. Dec. 8, p. 253). He alsc calculatsaa

o

reccmmended range for 2ellSouth (
the cost of capital for BellSouth using the Capital Asset Pricing Model
and once acain concluded that the cost af equity was in the range of

12.5 ©o 147 (Id. p. 288).

Two additional factors lend support *o Dr. Westfield's conclusion.
BellSguth stock is presently selling at a market-to-book ratio of one
wnicn is an indication that the utility is earning a Tair rate OT return.

See ~xcsh, “Recant Trends in Cost of Capitel." 72-Public Utilities

Fertnightly, 19, 21-256 (Sept. 26, 1963). <EtaliSouth's zwo dperating
utiiities, Souwn Central Sell and Soutnhern 3ell, earneag zpproximately
13.6. on thair combined book eauity in 1382 and the first half of 18a&3

!
\

—

d. 2. 252'. In other woras, Zellfcoutn's present rate cf return on equity,
13.65., is a fair guide to its market cost of equity since the stock is
presently selling at a market to book ratio of one and it is not anticipated

that the Company will need to raise additional equity during the next year.

A second factor to be considered is that, based on testimony in
August, 1982, this Commission determined that the cost of equity for South
Central Beii was 15.5. in the Ccmpany's last rate case. As Dr. VWestfield

257, 331-3323) the dramatic rise in the stock market since

!

leaves 1ittie doubt tnat equity is cheaper now than it

five coints hizner than the present rate.
The Company's witnesses iestified that the cost of equity to

BellSourh was no lawer than that of an average inqustrial company, a



Or. wesziield’s accroacn loonec scecificaliy 2t
and usea the Clcmoany's actuzl, past ezrninzs 20 projes
growth during ine coming year. His metnczcloczy was useC o Chd e
witness (Tr. Dec. 2, p. 32-53), thcucn not 1o cater—ing tr2 €237 I°
capital for BeliScuth, ana encorseq oy anciner 2s Jnetof the gererzlly
accepted methoas of determining growzn (Tr. Zec. 2, 5. I3I.. Furinermore,

Dr. Westiield's estimate of 3eilSouth's dividend yieic in 1322 1is

L)
158
(o]
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consistent with the prediczicns of ather analvsts (Tr.
and his reccrmenzed refurn on ecuity is 2ccroximetaly the szTe as the

forecasted returns of other talercncre cocmcanies wnose SIZCss &re
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publicly traczec {Tr. fec. %, p. Z33). Ffeor tnes

the apprepriate <25t of equity to use in inis case is 12.2%., *ne =id-

point ot Or.
VI, DESTIMULITIIN
In Zetarmining tha amount of revenue to be gererzisc by the
proposed tariffs the Company atiemptag to guantify the imozct of gemanc
stimulation and castimulaction resuliing from tne orgpcsac rats changes.
Althouch the impact as dzterminec from the {ompany's sfoncretric studies
was 511,802.300 cniy two ana one half czzes cof praviies Tzstimony were

entered into the recorc.

Dr. Wesz7ield

most detailed anaiysis of the econometric demanc 0ceis used by the
Company in determining the impact and after citing numercus flaws
concluded that little if any use could be made of the mogsls usea by
the Company in this proceeding. He did nowever, agres that oroperly
developed and utilized the eccnometric demand studizs, and econometric
cost studies should be ccnsidered in the regulatory process. 0On the

basis of Or. Wesz7¥iald's wz¢timony, we “ind thit ih2 stucias :s used

by the Company in this zroczecing zre ir
not te consicersc in certarmining Tne riTss neecsd 10 Irccuce the

required revenuss. n orcar that we =iy <cnsider this fyoe of informaticn
in Tuture cases, we request the Ccmcany :o0 sxplore furtner —ethoas for
developing econcmic demanc ctuaies in iignt of the criticisms raised in

rThis .beardng.

o
o



The Jzmdany, thrcoucn the tastimony and 2xnisits Of witness

sconsorac reviseo tariiTs designea to oroduce an annual revenus incra2ase of
tne “sracastad test period enging Decerner 21, 1284, The

Folicwing schedule summavizes the prcposed rate chanqes of the (omoany:

Scutn Cantral Bell Telenrgne f(omnanVv

3asic local flat rate exchange and S 264,044,300
related services:

Including residence and business

basic local service, exchange trunks,

grouning service, etc.

Long distance service - 17,014,050
Zone charces 2,349,000
Coin teleohcne service 6,678,000
Service charges 8,008,000
Directory assistance reoricing 10,388,000
Miscellaneous services: 7,302,000

Inclucing operator assistance,
verricaticn, directory listings,
touch tone service, DID service, etc.
Indepengant company settlements - 2,

~N
o

00.920

o

[

,200

w

Total annuai revenue increase S 279,
The Company's orcoosed tariffs for basic local flat rate exchange service
include a reduction in the number of groups used to determine the Tevel of local
service rates in eacn exchange from the existing 12 groups to 3 grouns. In
acdition, customers {rom exchanges wnich do not presently have the capacility to
furnish measured servica would receive a 107 Jower »ate until measured service was

nrovided. I[ncreases range from 514,80 to S$16.C0 oer —cnin for residential flat

D

n

rate lines, while zusiness {iat rate lire increases ranga frem 329.35 to S22.35
ner month.

The Companv prczssed to reduce the factors used to detarmine the P8X Trunk
rate and the grouping charge for multi-Tine systems from 1.75 to 1.55 times the
business 1-party flat rats charge. The minimum for measured rate lines would also
go down from .70 to .50 times the flat rate iine charges.

The prooosed'tarﬁffs contain rates for long distance service which nroduce
an averall reduction of 30% in jong distance Direct Distance Dialed revenues, these
reductions would recuce ‘ntra-LATA toll revenues by $17,014,000.

Tire Comseny's croocsal inciuges 2n increass in zone charges of approximately

. Tnis would incrazse the zone zIniarce “Zr 3 i-2arty line from $1.35 to S1.70

~y
w

cer wonth, ter zcne. .his preoosed incraase will zroduce $2,349,000 in additional
annual revenues.
The local coin telephone rate is oroposed to increase from 10c to 25¢ per call.

The Company's rewvenue projection estimates that the prooosed increase in the logal




Directsrv Assiszznce Charaes

The (ompany requestec 2 Directory Assistance Repricing Plan
which would estaslish a charge of 3Cc per call for al'l calls %o direcizry
assistance above an allowance of five {3) calls per month. The
Commission is of the opinion that the Directory Assistanca Repricing
Plan should be denied. We realizz that the general custcrer body is
paying for direcicry assistance thrcugh leczl service ratas; however,
we believe that the customer body at this time js satistied with the
current pricinz metnod.
T

eleonene =ates

Coin

Soutn Cenztral Bell hes proccses raising the cosst of a coin
telepnone call from 10c to 23¢c, anc presented a study by Shecxlev
Research, Inc. purporting to sncw at:tituces of Tennessee residentia
customers toware the proposzl. The survey revealed that resicential
customers would rather have the coin rate raisad than their resigantia
rates increased. Low-incere intsrvencr wiziness Dr. Micheel Miller
testified that the Shockley survey was oiaseg beczuse it ingcucsc a
specific resconss; because <he cuesiicn wés net neutrally worcsa,

Becazuse iocal cein zeleonon ervica may be the oniy taisongne

m
N

service some citizens have availapie to them and many 0tners use this
service as an emergency network, we find that the public's intsrest is

best served by denying the proposeg increazse in the local coin rate.

Direct Inward Dialing Service

In its March 23, 1823 order in Docket Ho. U-82-7173, the
Commission directed the Company toc 7ile tariffs in its next general rate
filing to restructure ang reoricz 1:s CIC raizs consistant with the AT&
recommendaticn cn OID servica. The next zeneral rate filing after that
A

oraer was this proceeaing, 2nc ine lomzeny's proposea CIT zariffs comoly

with that orager.



Direct Inward Cialing service ailaws calls to a FEX to be
switched directly to & number terminating tenina the F3X. The DJID
service requires central office DID number assignments and specially
equipped incoming PBX lines. Under the Company's priér DID offering,
the charges for reserving number blocks and for equipping trunks were
bundled together. However, under the proposed tariff, the charges for
number blocks will be separate from the charges for specially equipping

the incoming trunks.

The precoosal to unbundle DID service is particularly approoriate,
because custcmer needas for trunks vary wicelvy. Many custziers recuire a
specieily equipcea trunk for every ten DID nuircers while ctner customers.
with mucn shorzer holding times, can accommoozte 100 DID numcers on two
specially equipoed trunks. Theretore, the proposed tari<f will allow
the customer to obtain service tailored to his specific needs but to

aveid runcdiea charges for services that he does not need.

The only party who opposed the DID proposal was the RCC interveror,
TARU. That opposition was basea on a desire to continue the presant
arrancement pursuant to which RCCs purchasea 21D numbers under contract
rates lower than the proposed tariff. The RCCs contend that they are
entitled to :more tavorable rates because (1) they purchase DID numecers
in much greater quantity than other subscribers and (2) they use DID
numbers, in connection with paging services, for only one-way communications,

while other subscribers use the DID numbers for two-way communications.

South Central Bell has indicated that it intends to continue
praviding DID numbers to RCCs under contract until the Commission decides
whether access service tariffs should be appiied to RCCs. As a result
07 a gre-nezring motisn dDv TARU, 3 separate cocker will be estzblished to
consicar tne zzciication 07 accass service Iirifis to RCCs. [t abpears
that ine issue 27 DiU service zc RCCs is relztea to the access service
tarifi issue -eczuse a2t least ane charge uouar the DID taritf, the "trunk

termination cnarce," would be also containea in the access services tariff

proposed for RCCs.




In view of (1) South Central Bell's expressea intention to
contirue tne centracts with RCCs, and (2) the relationshio between the
DID service provided to RCCs and the access services tariff proposed
for RCCs, the Commission approves the DIC tariff as 7iled, with the
exception that the provision of DID numbers to PCCs will continue under
present con:tracis and the level of rates in these contracts will be
considered by the Commission in the docket estab]ished~relative to the

application of &ccess service tariffs to RCCs. 5/

Complex Inside “iring Sarvice

The Company has propcsed a change in its method of charging
for compolex inside wiring. The flat recurring charges would be eliminated
and replaced with a time-zna-materials charging (TiC) plan for maintenance
functions. The cost of maintenance is currently included in the recurring
wiring rate, but the availability of alternative suppiiers makes the
identification of South Central Bell provided wire difficult. The
provision of maintenance under the proposed TMC plan eliminates the
mismatches of provision of maintenance and billing for maintenance.
The new environment also eliminates South Central Beli's source of
information on aiscrete customer wiring activity, thereny making the

continuation of the recurring cnarges difficult.

The stz7¥ proccses the continuation of recurring charges for
customers with South Central Bell complex inside wiring for embedded
systams as a means of recovering the remaining net investment. The
staff also reccmmenas THMC for the maintenance function and the
development of a sales plan which would establish purchase prices for
complex inside wire based on a relationship to the monthly rate of each

customer.

As an alternative that addresses the staff's interests, yet
recognizes the administrative problems attendant to théir proposal.
the Ccmpany prcsoses @ "frozen" recurring billing to custcmers of
reccrc on Dece~zer 31. 1963, The billing to these customers would

continue at the Cecemper 21, 19233 level and provide a revenue stream toward

the empeddea investment. Maintenance would be provided under the

5/ Docket MNo. U-6703 is a tariff filing by South Central Bell to
no longer provide series aOOO u1de band channels for new 1nsuallat1ons
after Decemper 31, 107 = R i
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THC plan.

The Commission is of the opinicn that the monthly recurring
cnarges for complex inside wiring should be continued to aid in the
recovery of the cost of this wiring. We also believe that the Company
should offer this wiring for sale to its customers at prices based
on the recurring monthly billing to each customer. Therefore we
direct the Company to file a plan within sixty (60) days of this order,
that establishes sale prices for complex wiring, based on the recurring

charges customers pay.

Local Measured Service

South Central Bell currently offers three ootional local measurec
service plans to its residence customers. The Commission has previously
approved theses plans in order to permit custcmers to choose one ¢Ff these
lower priced options, if their telephone usage is such, thet it permits
them to save money. The Low Income Intervenors have proposed to hait
the offering of all local measured service until stucies are concuc:ed
showing the costs, impact on universal service and alternative ratcz

designs.

The Commission believes that the continued offering of locel
measured service is in the public interest. All subscribers, including
Low [ncome Subscribers can elect to receive service uncer one 07 these
optional plans, which can save a customer up to 607 of the montnly
residential flat rate. If experience or future study indicates that
equity and fairness to subscribers require changes in the local measured
service plans, the Comnission will move swiftly to implement those

changes.
Telnak Service

Cn Zeczzber 3, 1983, &s = preiiminary matter, the Commission
approved the @moticn of Intervenor. State of Tennessee, to remove from

i<
T

South Central geli's proposed tari the elimination of the Telpak

offering, subject to the following conditions:

1. Effective January 1, 1984, the Inter-LATA parts
of the Telpak offering will be provided by AT&T
irations of 'the South Central States, Inc.




(O]

iffective January 1, 1934, cthe applicatle rite
for toth the Inter-LATA and the [ntra-LAais 2arts
of the Teipak offerirg will be increased &y 20
over the existing rates.

Both the Inter-LATA and the Intra-LATA parts of

the Telpak offering will terminate on Decemser 21,
1984, :

The maximum capacity for each Inter-LATA &nd Intra-
LATA Telpak billing option group, respectively, wili

be the present combined capacity for existing

Telpak billing option groubs currently ob%aining

an Inter-LATA and Intra-LATA mix, and is limited tc
parallel service between the points currently receiving
Telpak service.

Therefore, the tariffs filed should reflect the continuation of

the Telpak offering subject to the above stated qualifications.

The Commission further adopts the following, stzff reccrmended,

A.

B.

C.

modifications to the tariffs as filed by the Company on July 8, 1983:

Basic Local Service Rates:

1. Five group local service rate schedules with no
premium for exchanges which have measurec service
available.

2. PBX and £SSX trunk rate establisned at 1.73

times the business flat rate charge.

N
l

3. Ap
1

O X

a grouping charge of 75. unifor-iy to al
<

ply
asses of customers.

4. Make no changes in the existing rate structure
of measured rate service.

Service Charges:

1. Eliminate the access line costs from the Centrai
Office Line Connection Rate.

Other Services:

1. Reduce the group emergency alerting and dispatch
service rate increase to 25%.

2. No change in the existing rates for message toll,
WATS, and zone charges.

In summary, the Commission is of the opinion that the <ariffs

filed by the Ccmoeny on July 8. 1283 shouid be denied. The Ccmeany Nas been

directed to file revised tariffs which procuce the aaditicnal annual

6/

revenue requirement of $39,301,C00 in accara with the findings crevicusly

set forth in this order.

See Appendix B for a calculatipn of'thg rate awars.



1. That the tariffs tiled by Soutn Cenzral 3zil on July 2.

13233, Zesignec to orocguce $279,355,300 in adcitional annual revenues

be, zna the same are hereby, denied.

2. That the tariffs filed by the Company in response to
our findings, cesigned to produce additional annual revenues not to
exceed 539,301,000, are hereby made permanent and our Order of

January 6, 1984, approving those tariffs is incorporatad herein.

3. That the MNovember 25, 1983 Order of Administrative Judge
Mack Cherry on the applicability of the Company's intrastate access
charces to Radio Common Carriers is incorporated nerein by reference.
A doccket captioned "Proposed Application of Intrastate Access Charges
and Direct Inward Dialing Tariffs by South Central Beil ¢ Radio
Common Carriers" shall be established as Docket U-84-7273, to deal
with these access charces and the DID charges discussed on cace 35 of

this Order.

4. That our Order of December 22, 1983, relating to ths
applicztion of the Company's Intrastate Access Charges t¢ authorized
inter-LATA toll carriers is incorporated by refesrenca. A docket
captioned "Intrastate Access Charge Tariff Filinag o7 South Central

Bell Taelepnone Company"” shall be established as Docket U-34-7220.

5. That our Order of December 30, 1983, relating to Wige

Arez Toll Service (WATS) shall be incorporated by reference.

6. That South Central Bell is ordered to file the "Cost
Studies" discussed on page 22 of this Order at least one month before
its next general rate filing.

7. That South Central 3ell is oraerez to file the tuccet
tracking reports discussea on page 23 o7 tnis Order with the Cammission's
Accaounting Division on a monthly basis.

8. That South Central Bell is orasred tc file a sales alan
within sixty (60) days of the date of this Order setting forth

sales prices for complex intrasystem wiring as discussed on pace 36 of




9. Trat the Company in its next rate filing shall
incorporate the Commission's Standard Adjustments as an alternative

to the Company's unadjusted figures.

10. That the Company's next rate filing shall include a

quantification of employee concessions for intra-LATA toll calls.

11. That all motions not previously ruled upon are hereby

denied.

12. That any party aggrieved with the Commission's decision
in this matter has the right of judicial review by filing a Petition
for Review in the Chancery Court of Davidscn County within sixty (60)

days freom ana after the date of this orger.
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Previcusiy it was explainea that as & rasult of Ir2 unusuli
circumstances in this case we have utilized the forecaest ST revenues,
expenses, ana investment for the calendar year 1984. e neve adepted
the forecast reluctantly and as a result will require the cimpany to
file monthly tracking reports showing the actual combined and intrastets
revenues, expenses, investment etc. in ccmparison with the budgetea
amount in the same format as identified in the Septem%er view of the
budget. The company shall also provide a detziled comparison of the
actual construction program with the September budget view and shall
provide detaziled explanations of significant deviations.

In lignt of these findings, the following table of revenues and
expenses incorrcorat2s the adjustments heretofore discussez. We find thi

revised inccme staétement appropriate for use in this procsezing.

T T e coumany
o T AL

ol

SCUTH CENHTRA

Line Staff =xh.
No. Schedule 4 AdjiustTen:

Revenues:

¢

1 Loczl Service $ 453,574 $ $ 433,57
2 Toll Gervice 204,252 -3 =nz,2
3 Miscellzneous 71,522 z 71,3
4 Interast Curirg z
Construczion 3,223 z 3,338
Less: 2
3 Uncollectibles -2,824 Zu -2,227
6 Total Revenuss $ 730,35~ $  =3,2z 3 TZ29,7-Z
Expenses:
7 Interest on
Custcmer Deposits [4 650 $ 2 $ 632
8 Maintenance 153,210 0 159,272
2 Depreciacion 114,414 o] 114,252
10 Trarfic 37,893 0 37,832
1 Cormercial and
Marketing 63,700 0
12 Accoun 14,165 0
13 25,322 o)
14 17,07 2
15
18,243 : 1g, 223
16
Lizenses 7,722 -1,=s7 6,273
17 Miscellzneous
Income Charges ¥g7 A
18 Federal Income Tax 47,322 -z
19 F.0.A.5. and U.C.Tzx 15,431 3
20 State and Local Tax 54,382 =3
2 CPE Cost Allocatesd
To Interstare ~11,445 3
22 IeEaml Dvmemsa =5 FH04 435 2 7,178 S 302,37
23 Szt Omeraring Tnnome 3 1RPA_PIQ K -2 T 12E. =



On December 16, 1383, AT&T Cowmmunicztions, Soutn Central Sell,
Generai Teleohone cf the Southeast, Uni<ed Inter-¥ount2:in, and the Starf
stipuiated to an interim procedure providing the use ©F 2cc2ss charges
designed to provide South Central Sell and tne ctner lccal telephone
companies with the level of toll support that wouid haje teen realized
had the current division of revenue approach been continued in 1583.
In an Order issued December 22, 1983, in this proceeding, the Commission

approved the interim preocedure which reduced the revenu2 requirements

of South Central Bell.

In arriving at the interim settlement, however, the Staf? used
different figures to calculate ATTCOM's cost of service than were used in
developing the Staff's exhibits previously filed in this rate case. In
developing the cost of service for ATA&T Communications zs oricinzily
filed in this case, as shown on schedule 10 of the Stev7s exhibit, it
was assumed that ATTCCM would be liable for the gross receipts tax only
on the revenue it will retain after paying access charzas to SC5. During
the development of the interim access charge arrancgerenI, ithe Tennesseeg
Department of Revenue determined that ATET Communicaticns will be liable
for gross receipts tax computed on the basis of the z:z2i inter-LATA
revenues it collects. As a result, AT&T Communicaticns cost of service
must be increased. This increase and other changes ¢ recccnize interest
during construction, capitalized relief and pension ccst, ana disallowed
depreciation resulted in AT&T Communications cost of sarvices being
increased from $19,333,000 to S20,929,000. As a result, South Central
Bell's toll revenue under current rates as shown on Stat{ Exhibit 28
schedule 4 was reduced from $204,202,000 to $202,606,22C. The revenues
and uncollectibles as presented on scheaule 4 and as adjusted are
presented below:

Staff zZxnhioit Adiusimen: Restzted
Scheaule =

(000) {000} (oo}

Revenues.:

Local $453,674 $453,674



5202.506

Toll Service 204,202 1,325 207 5065

Miscellaneous 71,382 71,382

Interest During

Construction 3,580 2,380

Less: !

Uncollectible 2,634 34 2,600%
$730,654 51,512 $729,142

A/ Toll Revenue Zxnibit 28 Scheaule § $222,400 + 135 - 20,929 =

3/ (S453.67% - 202,508 ~- Access charge revenue $61,333 + 71,382) «x

.0039 = S2,500.



SCUTH CENTRAL SELL TILIPRONE COMPANY

TEINESSED INTRASTATE

CALCULATIC!H OF GROSS REVENUE REZJUIRZHMENTS

"Nt

Line No.

1. Net Operating Income Under Present Rates as
Adjusted -~ Page 23

Met Operating Income Effect for Change in Debt Cost:
2. State Excise Tax -
3. Federal Income Tax -

4. Net Operating Income Available for Return
(L1+L2+L3)

5. Met Operating Income Required
Rate Base Page 11 $§1,296,215 X 113 =

6. Additional Met Operating Income Prepaid (L5-L<3)

7. Additional Gross Revenue Required (L6 x .5081C/)

A/ TIncreased [nterest using 2.9% debt cost x Excise Tax &x.
decrease.
B/ Jopmaced Ingewest plus sxcise change x 460 5648 + (37)

S126,185

37 A/
281 8/
$126,503

$146,472

$ 19,969
$ 39,301

. 3648 x 5.537 = $37

= T—‘E—ZB] - ﬁp—; CyzoRCe..



TTINESSIT PHBLIC TERVICT CIMITEION

i

NASHVILLE, TEnHESSEEZ

I RE: PETITION CF SCUTH CENTRAL BELL

TELZPHONE COHMPANY TO CHANGE AND

INCREASE CZIRTAIN RATES AND CHARGES

FGR INTRASTATE TELEZPHOME SERVICE

DOCKET HO. U-83-7248

DISSENT

I dissent from the majority decision finding an over2ll return of
11.3% for South Central Bell in this proceeding. The majority has placed
sole reliance on the testimony of the Commission staff witness, Dr. Fred
Westfield, and has not given any weight to other evidence submitted by four
expert witnesses who also testified on this important issue. In view of the
wide variation between the statf witness and the other experts (11.37 vs,
13.25%), 1 think the conclusion reacned is erroneous in light of the entire
record.

The determination of the averall cost of capital is, on its face,
apparently a simpla process. The starting point is the capital structure,
and in this recora, it is uncontroverted that South Central Bell's capital
structure is made up of 457 debt and 555 ecuity. To obtain the weighted cecst
of the Comoany's cani*tal, one must determine the cost of debt and multiply it by
457 and follow the same process using a 557 multiple for the cost of equity.
The products are tnen acdded togetner to detarmine the overall, weighted cost ¢T
capital.

My princigal concerns arise from clearly erroneous debt and equity costs
relied upon by Dr. Westfield. In computing the cost of debt, Dr. Westfield
acknowledged he substantially understated the cost of short term debt. Both
Chairman Bissell and I commented on that error in the Commission Conference,
but the 11.3% overall cost of capital adopted by the Commission does not correct
Dr. Yestfield's error. The record only sugforts a conclusion that the cost of
short term debt in 1984 will be over 8.0%5, not the 8.27 used by Dr. Westfield.
Therefore, if Or. Westield nad made no other errors, the overzll cost of debt
should be increased by 0.2% to 97 and the overall cost of capital by 0.17%.

However, Dr. Westfield also erred in his calculation of the cost of equity.



Sr. westiield utilized the “"Disccuntzd Cash Flow” {TCF) method which,
althougn criginaliy procosed bty its author for arother purcose, is recognized

as a means of determining investor expectations and inferentially the cost of
equity canital to the utility. The problem, I find, however, is that in the
application of the OCF formula there are judgement decisions on the part of tre
axpert, but unless thet judcement is sound and reasonab]e.;it is as with any
good computer badly programmed. “garbage in, garnage out."” The resulting cost
of capital approved by the majority is lower than that approved for this Company
by the Commission in 1981 and, acceording to the statement of the Chairman during
the Commission Conference, is the lowest return approved by any of the state
commissions for Bell in the country.

The obvious errors in judaoement by the staff witness are as follows:

a) Dividend Yield -- To ccmoute the prospective dividend yield in the
DCF formula, it is necessary to determine both the prospective annual dividend
and the aopropriate market price of the stock. Generally, that market price is
developed from either the currsn: market grice or from some averaged, historical
market prices. The record in this case shows that on the two days before Dr.
Westfield testified, the closing price for SellSouth stock had been $86.00.

The record also shows that the nign and low prices at which the stock had ever
been traded were $90.20 and $32.75, with the averaae price being S87.63.
Significantly, the market price for SellSouth stock had never heesn outside the
forzgoing range.

In his DCF formula comcutation, Dr. Westfield used a market price range
for BellSouth stock of $90.00 to S$100.00 witn a midcoint of £95.00. The impact
of his relying on that erroneous and unrealistic range of market prices is to
understate the cost of equity capital by 0.8%. A similar error is also present
in his growth range.

b) Growth -- To determine the growth component in the DCF formula, it is
possible to rely on different sorts of growtn projections related t& a particular
stock. Two cecmmon projections used in calculating a DCF groﬁth rate are projected
growth in dividends ang in earnings. In fac:t, Or. YWestfield relied upon dividend

growth projections faund in Yaiue Line 2nalyses in Zxhibit 2 to his testimony.

At the time Or. WestTield testifiec 3 similar, ZellSouth-specific Value
Line analysis was available. It projected 3 dividend arowth rate for 8ellSouth
of 6.5 and an earnings growth rate of 8.C.. A range of growth estimates between

6.07% and 8.0% was supported by other invesilent service projections introduced



into tne reccro. However, Or. testfield rerused TS 3CC2DT 3UCR Growith yates ior

BellScuth, despite nis refiance on the same estimates elsewnere in hiS testimony.
Insteac, he offerea his own earnings growtn faczors of 2.20 %2 4.9%, wnich apseir
unsupported and arbitrary. The impact of his growth rate 2rror alone was to
understate the cost of equity capitsl by at least 1.17. The combined impact on the
overall cost of capcital of Or. Yestfield's DCF input errors is ip understate that
cost by 1.0%. z

The foregoing departures from fact by Dr. Westfield in nhis applicaticn of
the DCF formula are obvious and egregious errors wnich subszantially detract from
the merit of his testimony. Furthermore, the proof in this record supports the
conclusion that there has been no material change in the overall cost of capitz
since this Commission's decision of Septemter, 1982 in Docket No. U-82-716] wherein

the Commission authorized South Central 8211 to earn a 12.57 overall rate of
return. The cost of dabt and the cost of equity capital, as determined througn
the DCF formula, were essentially the same in September, 1932 and in December, 1983.
Therefore, the significant change in the authorized rate of return ordered in the
majority ooinjon cannot be predicated upon the preronderance of, ¢r even
substantial, credible evidence in this record. Additional confirmation of Dr.
wWestfield's errors is found in the proof regarding the current yield of 12.7B8% on
South Central Bell's bonds. It is generally accepted that a company's long-term
debt cost is 27 to 37 Tower than the same company's equity cost. Such should be
the case here, but isn’'t.

Moreover, the record contains the testimony of Messrs. Matheson, Todd,
Prior and Brigham, all experts in the field, who agree that the proper return on
equity would be in the range of 1673 - 18%. The lower end of this range, 165, is
significantly higher than the top of Or. Westfield's range of 14%. To accept Dr.
Westfieid's mid-range finding without giving any weight to substantial testimony
based on experienced judgments, in addition to his misuse of the DCF formula, is
not consistent with our statutory duty. In fact. the‘result is so one-sided as
to appear to indicate an objective of reducing the Company's previously authorized
return of 12.52 overall, 15.2%° on eauity, to the lowest zossible level. Sucn
action s unreaiistic i at the same time cne expecis the (omoany to fairly

compensate its equity noldars under the stanaarcs of the Hooe and Bluefield

decisions and to meet the service demands of its customers and the standards

legally required by this Cormission.
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Supreme Court of Tennessee.
POWELL TELEPHONE COMPANY, Appellant,
v.

TENNESSEE PUBLIC SERVICE COMMISSION
and Frank D. Cochran, Keith Bissell and Jane
Eskind, Commissioners, Appellees.

Nov. 14, 1983,

Telephone company appealed from judgment of the
Equity Court, Davidson County, Robert S. Brandt,
Chancellor, upholding accounting method used by
the Public Service Commission in determining
appropriate rate increase to be awarded. From
affirmance by the Court of Appeals, telephone
company applied for discretionary review. Upon
grant of application, the Supreme Court, Fones,
C.J., held that the Public Service Commission was
not required to use year-end rate base rather than
average year rate base in determining appropriate
rate increase to be awarded to telephone company.

Affirmed.
West Headnotes
Telecommunications 372 €-945(1)

372 Telecommunications
372111 Telephones
372I1(G) Rates and Charges
372k937 Determination of Rates
372k945 Valuation
372k945(1) k. In General. Most
Cited Cases
(Formerly 372k318.1, 372k318)
Public Service Commission was not required to use
year-end rate base rather than average year rate base
in determining appropriate increase to be awarded
to telephone company.

*44 Rebecca Thomas, Howser, Thomas, Summers,
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Binkley & Archer, Nashville, Hermann Ivester, H.
Edward Skinner, Little Rock, Ark., for appellant.
Henry Walker, Attorney for the Tennessee Public
Service Commission, Nashville, for appellees.

OPINION

FONES, Chief Justice.

We granted the Powell Telephone Company's
[Company] application for discretionary review that
presented a single issue which, in essence, was
whether the evidence required the Public Service
Commission [Commission] to use a year end rate
base rather than the average year rate base in
determining the appropriate increase to be awarded.

The Commission held extensive hearings and heard
highly disputed testimony and evidence concerning
which method to use in determining a proper rate
base upon which *45 the Company should be
allowed to earn a fair rate of return. The Company
sought an annual increase in revenues of $760,422.
The Commission used the average year rate base
method, which the Commission staff had advocated,
which resulted in approval of an increase designed
to yield $484,444 in additional annual revenues.
The chancellor found that he must give deference to
the Commission's expertise and technical
competence in the rate making process and found
substantial evidence “for the Public Service
Commission's decision on rate of retum on equity”
and affirmed the Commission's order. The Court
of Appeals affirmed the chancellor's decree. We
also affirm.

The issue of whether and under what circumstances
a regulatory commission should use an average rate
base or a year end rate base has been frequently
litigated in our sister states but the issue has not
been addressed in any reported decision of
Tennessee courts. See, Legislative Util.
Consumers’ Council v. Granite State Elec. Co., 119
NH. 359, 402 A.2d 644 (1979); Citizens of
Florida v. Hawkins, 356 So0.2d 254 (Fla.1978);
Providence Gas Co. v. Burman, 376 A.2d 687
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(R.1.1977); Pub. Serv. Com'n. of Maryland v.
Baltimore Gas & Elec. Co., 273 Md. 357, 329 A.2d
691 (1974).

The weight of authority appears to favor use of an
average rate base on the premise that in normal
economic times average rate base is more realistic
and projects more accurately the cost of plant that
produces the revenue under investigation.
However, there is well recognized authority that in
an abnormal and less stable economic climate, year
end rate base may be more appropriate and should
be used to balance out the financial problems
caused by an abnormal and uncertain economy.

The Tennessee Public Service Commission has
utilized both accounting methods in determining
rate base. According to the Commission one of the
key factors in choosing one method over another is
a company's rate of return. The ratio of the
company's net income to its rate base provides its
rate of return. The Commission contends that
when a company's return on investment is relatively
stable the average rate base method is used.
Conversely, when a company is experiencing
extraordinary growth which outstrips growth in
revenues, then an end of year rate base method is
used.

In this case both the Commission staff and the
Company used as the test period the calendar year
1979. The use of the average investment over the
test year assumes that, even though the actual
figures for expenses and revenues will rise in the
future, the relationship between investment and
income will not change significantly.

The Company concedes that the average rate base
method may be appropriate during times of stable
prices, wages and investment but asserts that it is
clearly inadequate when the utility faces the ravages
of inflation.”

Suffice it to say there was an abundance of evidence
and argument presented to the Commission by the
Company in support of its position that the year end
rate base should be used in this case and the
Commission staff presented an abundance of
evidence and argument in support of the use of the
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average rate base.

The Commission decided that the average rate base
developed by the staff presented a proper and
accurate indication of the results of operations to be
expected in the immediate future of the Company,
and set rates accordingly.

Appellant relies heavily upon language from an
unpublished opinion and order denying certiorari in
South Central Bell Telephone Co. v. Tenn. Pub.
Serv. Comm'n, 579 S.W.2d 429 (Tenn.App.1979),
cert. den. The statement relied upon is:

We do not construe the opinion of the Court of
Appeals as mandating the use of a forecast year test
period, but merely as requiring that the Commission
take into consideration not only all known changes
but also all that are fairly and reasonably
anticipated, with due consideration to past
expenditures and those required to permit the
Company to render efficient service.

*46 The Company asserts that the above statement
mandated the use of the year end rate base method
because the difference between the Company's
12-31-79 rate base and its average 1979 rate base is
a known and measurable change in investment.

The Company makes no reference to the paragraph
in that order immediately following the
above-quoted statement, which paragraph reads as
follows:

Moreover, it rests within the sound discretion to use
an historical test period, a forecast period, a
combination of these where necessary or any other
accepted method of rate making necessary to give a
fair rate of return-the ultimate goal being to assure
efficient service to the consumer and a fair return on
its investment to the company.

We find it unnecessary to analyze what this Court
said in denying certiorari in South Central Bell
Telephone Co. v. Tenn. Pub. Serv. Comm'n., supra,
in the context of the Court of Appeals' opinion in
that case. The controlling exposition of the law
applicable to the instant case was set forth in the
later case of CF Industries v. Tenn. Pub. Serv.
Comm., 599 S.W.2d 536 (Tenn.1980). Therein,
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the Court clearly negated the idea that the
Commission is bound to follow any particular rate
making methodology.

There is no statutory nor decisional law that
specifies any particular approach that must be
followed by the Commission. Fundamentally, the
establishment of just and reasonable rates is a value
judgment to be made by the Commission in the
exercise of its sound regulatory judgment and
discretion. Id. at 542.

The Court also held that the scope of review was
governed by T.C.A. § 4-5-117, now T.CA. §
4-5-322, which restricts reversal or modification to
those cases where the reviewing court finds that the
Commission's decision is

(4) Arbitrary or capricious or characterized by
abuse of discretion or clearly unwarranted exercise
of discretion; or

(5) Unsupported by evidence which is both
substantial and material in the light of the entire
record. In determining the substantiality of
evidence, the court shall take into account whatever
in the record fairly detracts from its weight, but the
court shall not substitute its judgment for that of the
agency as to the weight of the evidence on questions
of fact.

We find that the Commission's use of the average
year rate base was supported by ample material and
substantial evidence and involved no abuse of
discretion.

The judgment and opinion of the Court of Appeals
is affirmed. Costs are adjudged against Powell
Telephone Company.

BROCK, HARBISON and DROWOTA, JJ., and
HUMPHREYS, Special Justice, concur.

Tenn.,1983.

Powell Telephone Co. v. Tennessee Public Service
Com'n

660 S.W.2d 44

END OF DOCUMENT
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Supreme Court of Tennessee.
CF INDUSTRIES, Appellee,
V.
TENNESSEE PUBLIC SERVICE COMMISSION
et al., Appellants.
May 19, 1980.

Public Service Commission appealed from order of
the Court of Appeals reversing the Chancery Court's
affirmance of a natural gas rate increase approved
by the Commission. The Supreme Court, Henry, J.,
held that: (1) Commission's action in eliminating the
special rate given to the largest industrial user of
natural gas and raising rates for other industrial
users was supporied by material and substantial
evidence; (2) Commission's findings of fact were
adequate for judicial review; (3) Commission did
not exceed its regulatory judgment and discretion in
changing rate design without use of a cost of service
study; and (4) there was a lack of pleading and
procedural predicate for consideration of the issue
that exempting residential customers from the rate
increases was discriminatory, and there was no
evidence that there was no material basis for the
differing rates, and thus, Commission did not
establish unjustly discriminatory or preferential
rates.

Reversed.
West Headnotes

[1] Administrative Law and Procedure 15A€=
683

15A Administrative Law and Procedure
15AV Judicial Review of Administrative
Decisions
15AV(A) In General
15Ak681 Further Review
15Ak683 k. Scope. Most Cited Cases
Supreme Court cannot, as a general rule, afford any
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broader or more comprehensive review to cases
arising under Uniform Administrative Procedures
Act than is afforded to them by trial court in the
first instance. T.C.A. §§ 4-5-117, 4-5-117(g, h).

[2] Administrative Law and Procedure 15A€=>
683

15A Administrative Law and Procedure

15AV Judicial Review of Administrative
Decisions

15AV(A) In General
15Ak681 Further Review
15Ak683 k. Scope. Most Cited Cases

Concurrent finding between agency and trial court
on any issue of fact is conclusive upon Supreme
Court.

[3] Public Utilities 317A €195

317A Public Utilities
317AII Public Service Commissions or Boards
317AII(C) Judicial Review or Intervention
317Ak188 Appeal from Orders of
Commission
317Ak195 k. Presumptions in Favor of
Order or Findings of Commission. Most Cited Cases
(Formerly 317Ak33)
There is presumption that rates established by
Public Service Commission are correct and any
party who attacks Commission's findings has burden
of proving that they are illegal or unjust and
unreasonable. T.C.A. § 65-520.

[4] Gas 190 €=14.3(3)

190 Gas
190k14 Charges
190k14.3 Administrative Regulation

190k14.3(3) k. Proceedings in General.
Most Cited Cases
Action of Public Service Commission in eliminating
special rate given by utility to largest industrial user
of natural gas and raising rates for other industrial
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users was supported by material and substantial
evidence. T.C.A. §§ 4-5-117(h)(5), 65-520.

[5] Administrative Law and Procedure 15A€=
489.1

15A Administrative Law and Procedure

ISAIV  Powers and Proceedings of
Administrative Agencies, Officers and Agents

15AIV(D) Hearings and Adjudications

15Ak489 Decision
15Ak489.1 k. In General. Most Cited
Cases
(Formerly 15Ak489)

Requirement under Uniform  Administrative
Procedures Act that “A final decision shall include
findings of fact, conclusions of law, and reasons for
the ultimate decision,” is a statutory imperative; it
is not a mere technicality but is an absolute
necessity without which judicial review would be
impossible. T.C.A. § 4-5-113.

[6] Administrative Law and Procedure 15A€=
486

15A Administrative Law and Procedure

15AIV  Powers and Proceedings of
Administrative Agencies, Officers and Agents

15AIV(D) Hearings and Adjudications

15Ak484 Findings
15Ak486 k. Sufficiency. Most Cited

Cases
Where there is no disputed issue of fact and sole
question before agency is proper conclusion to be
drawn from undisputed facts and application of the
correct legal rules, record need not be burdened
with detailed findings of fact; in such a case facts
need only be recited.

[71 Administrative Law and Procedure 15A€=
486

15A Administrative Law and Procedure
15AIV  Powers and Proceedings of
Administrative Agencies, Officers and Agents
15AIV(D) Hearings and Adjudications
15Ak484 Findings
15Ak486 k. Sufficiency. Most Cited
Cases
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~

In cases wherein issues of fact before agency are
sharply contested and proof is conflicting, a detailed
finding of fact dovetailed to the record is a practical
and legal imperative.

[8] Gas 190 €=14.4(1)

190 Gas
190k14 Charges
190k14.4 Reasonableness of Charges
190k14.4(1) k. In General. Most Cited
Cases :
Cost of service is not an exclusive method of
determining rate design.

[9] Gas 190 €14.3(4)

190 Gas
190k14 Charges
190k14.3 Administrative Regulation

190k14.3(4) k. Findings and Orders. Most
Cited Cases
In proceeding resulting in elimination of special rate
for natural gas provided to largest industrial
customer of gas utility, Public Service
Commission's findings of fact were adequate to
allow judicial review. T.C.A. § 4-5-113.

[10] Public Utilities 317A €120

317A Public Utilities

317ATl Regulation

317Ak119 Regulation of Charges
317Ak120 k. Nature and Extent in

General. Most Cited Cases

(Formerly 317Ak7.1)
Establishment of just and reasonable public utility
rates is a value judgment to be made by Public
Service Commission in the exercise of its sound
regulatory judgment and discretion. T.C.A. §
65-518.

[11] Public Utilities 317A €165

317A Public Utilities
317AIIl Public Service Commissions or Boards
317AIII(B) Proceedings Before Commissions
317Ak165 k. Evidence. Most Cited Cases
(Formerly 317Ak15)
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Public Service Commission in rate making and
design cases is not solely governed by the proof,
although there must be adequate evidentiary
predicate; Commission may consider all relevant
circumstances shown by the record, all recognized
technical and scientific facts pertinent to the issue
under consideration and may superimpose upon
entire transaction its own expertise, technical
competence and specialized knowledge. T.C.A. §
4-5-1097.

[12] Gas 190 €=14.1(2)

190 Gas
190k 14 Charges
190k14.1 In General

190k14.1(2) k. Uniformity of Charges;
Discrimination. Most Cited Cases
Action of Public Service Commission in changing
rate design so as to eliminate special rate for natural
gas provided to largest industrial customer of gas
utility without use of a cost of service study did not
exceed its regulatory judgment and discretion.
T.C.A. § 65-518.

[13] Gas 190 €=14.5(6)

190 Gas
190k14 Charges
190k14.5 Judicial Review and Enforcement
of Regulations
190k14.5(6) k. Scope of Review and Trial
De Novo. Most Cited Cases

Gas 190 €=14.5(9)

190 Gas
190k14 Charges

190k14.5 Judicial Review and Enforcement

of Regulations
190k14.5(9) k. Determination and

Disposition. Most Cited Cases
In rate-making cases, sole concern of courts, at each
stage of appellate review, is to determine whether
Public Service Commission's action on the matters
raised by the application meets the requirements of
the law; rate making is not a judicial function and
courts are powerless to remand for determination of
a new cause of action.
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[14] Gas 190 €14.5(9)
190 Gas
190k14 Charges
190k14.5 Judicial Review and Enforcement
of Regulations

190k14.5(9) k. Determination and
Disposition. Most Cited Cases
If Public Service Commission's action in
rate-making cases is invalid in that rate design
approved is discriminatory and without rational
basis, only appellate remedy is to strike the
increase, in whole or in part, or remand for
reconsideration of respective rights of contending
parties.

[15] Gas 190 €214.3(3)

190 Gas
190k14 Charges
190k14.3 Administrative Regulation

190k14.3(3) k. Proceedings in General.
Most Cited Cases
In proceeding before Public Service Commission
involving natural gas rate increase for industrial
customers, there was no pleading or procedural
predicate for consideration of issue that exempting
residential customers from rate increase was
discriminatory, and there was no evidence that there
was no material basis for the differing rates, and
thus, Commission did not establish unjustly
discriminatory or preferential rates. T.C.A. §
65-518.

[16] Gas 190 €=14.1(2)

190 Gas
190k14 Charges
190k14.1 In General
190k14.1(2) k. Uniformity of Charges;
Discrimination. Most Cited Cases
A public utility may impose differing rates among
customer classes.

*537 Eugene W. Ward, Gen. Counsel, Mack H.
Cherry, Asst. Gen. Counsel, for appellant Public
Service Commission.

Eugene N. Collins, City Atty., Gary D. Lander, Sp.
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Counsel, Chattanooga, for City of Chattanooga.

Jack M. Irion, Bomar, Shofner, Bomar & Irion,
Shelbyville, W. D. Spears, Spears, Moore, Rebman
& Williams, W. L. Taylor, Jr., Chattanooga, for
Chattanooga Gas Co.

James Clarence Evans, Nashville, Anthony E.
Cascino, Jr., Longrove, Ill., for appellee.

OPINION
HENRY, Justice.
This is a utility rate case.

L

A. Pleadings and Proceedings before the Public
Service Commission

On May 31, 1977, Chattanooga Gas Company, a
division of Jupiter Industries, filed its application
before the Tennessee Public Service Commission
seeking to place into effect a revised natural gas
tariff and to amend a special contract with CF
Industries, Inc. Chattanooga Gas is a natural gas
distribution company serving franchises in
Chattanooga, Cleveland and environs in Hamilton
and Bradley County. CFI is its largest consumer,
using approximately 30% of the petitioner's total

gas supply.

The proposed rate increase applied to large
industrial and commercial customers but did not
affect small commercial users nor residential
customers. The basic *538 premise of the
application is that a declining gas supply has
prohibited the pursuit of practices designed to
increase sales volumes to offset heavy increases in
operational costs, resulting in an inadequate rate of
return. Thus, Chattanooga Gas urges upon the
Commission a need to redesign its rates.

It is the theory and philosophy of Chattanocoga Gas
that there has been a regulatory shift from the
traditionally accepted criteria for valuing utility
service from “cost of service” to an “intrinsic value”
rationale and that this operates to protect
residential consumers from absorbing more than
their fair share of rates. Chattanooga Gas insists that
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volume discounts resulting in price advantages to
industrial users tend to encourage over-consumption
at a time when conservation is a national priority.

CF Industries protested the petition, taking the
position that it is the largest customer of
Chattanooga Gas, using the gas as a raw product
ingredient in the production of fertilizer, and that
this unique use justifies a separate rate classification
and a continuation of its contract with Chattanooga
Gas. [FNI1] Its unique use can best be summarized
by noting that it is the only customer of
Chattanooga Gas which utilizes gas as a raw
material; all others use it only as a fuel. CFI can
use no other fuel because of the design of its
nitrogen complex. It is CFI's further position that
its proposed share of the rate increase is
disproportionate and discriminatory. CFI insists on
the cost of service vis-a-vis the intrinsic value
approach.

FNI1. CF Industries relies heavily on the
terms of a contract entered into July 6,
1966, between Chattanooga Gas and its
predecessor, Farmer's Chemical
Association. This contract was assigned to
CFI on May 20, 1976.

The Town of Lookout Mountain, Tennessee,
intervened in opposition to the increase. The City
of Chattanooga intervened for the purpose of
preserving its contracts with Chattanooga Gas and
protecting the interests of its citizens and rate
payers.

To put the entire controversy into focus, we point
out that essentially the contending parties are the
Chattanooga Gas Company and CF Industries.
Under the scheme proposed by Chattanooga Gas the
Commission was asked to approve a two-step
approach. First, the special rate to CFI would be
eliminated and the Gas Company's industrial rate
schedule would be made applicable to CFL
Secondly, a general rate increase would be applied
to all industrial users, including CFIL. The first step
would increase CFI's rates by approximately
$562,867 annually; the general rate increase would
add approximately $157,133. The result would be a
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total increase of approximately $720,000, with CFI
assuming the same proportionate burden as all other
industrial consumers.

B. Findings and Order of the Commission

On November 30, 1977, the Public Service
Commission entered its findings and order. The
Commission approved the increase in net operating
income in the amount of $910,226. It ordered that
CFI be charged at its “existing I-1 rate tariff,” with
the result that approximately $394,866 or 43.4% of
the total increase was assessed against CFI with
approximately 56.6% being assessed against the
remaining 742 industrial consumers. The 25,000
residential users were not affected. The result was
that other industrial users were raised and CFI
continued to pay at a lower rate. After discussing
the testimony relating to the cost of service versus
intrinsic value approach, the Commission noted that
“CFI is receiving gas at bargain prices under the
special contract at a time when natural gas is a
scarce commodity.”

The Commission treated “cost of service” as “one
of many approaches” but held that it was “not
bound to a strict cost of service approach in
designing rate schedules.” The Commission
summarized its holding:

Rate-making is an extremely complex process
which involves much more than inputting cost
figures into a computer and waiting for the results
of the machine's mathematical functions. We *539
must consider all aspects surrounding the
determination of just and reasonable rates. In our
opinion, a strict cost of service approach is not at
this time of decreasing energy supplies the best
approach to setting rates. . . . We, therefore, order
the company to change the existing rates charged to
CF Industries for firm gas to the existing I-1 rate
tariff.

The Commission pointed out that “CFI will still be
able to purchase gas at a lower effective rate than
other industrial customers due to its high load factor.
” Further the Commission specificized this finding
by noting that “on average the industrial customers
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other than CF Industries are paying $1.46 per McF
under existing rates, while CFI will pay $1.35 per
MCcF under the same rate schedule.”

It should be noted that while under the
Commission's holding CFI's rate was increased to
that being paid by other industrial users at the time
the petition was filed, it was not subjected to the
general rate increase with the result that it continues
to pay at a lower rate than all others in the same
class.

C. Action of the Chancery Court

Pursuant to a petition for judicial review, the
Chancery Court of Davidson County affirmed the
Public Service Commission. Citing Allied
Chemical Corp. v. Georgia Power Co., 236 Ga.
598, 224 S.E.2d 396 (1976), the Court held that the
failure of the Commission to follow a cost of
service approach “does not make its decision unjust
and discriminatory.” Further citing the requirement
of Section 65-518, T.C.A., that the Commission
modify any rates found to be “unjust, unreasonable,
excessive, insufficient, or unjustly discriminatory or
preferential,” the Chancellor noted that CFI “had
been obtaining gas at special contract rates lower
than other industrial users.” The Court held that the
Commission's  findings were supported by
substantial and material evidence.

D. Action of the Court of Appeals

The Court of Appeals for the Middle Section
reversed, disagreeing with the Commission and the
Chancellor in every material particular. The Court
held that (1) the Commission violated Section
4-519, T.C.A., by failing to make findings of fact;
(2) that the Commission failed to require and
consider cost of service data; (3) that with a general
cost of service study there is a reasonable
probability that the result would have been
different; and (4) that there was no substantial
evidence to support the action of the Commission
and its action was “discriminatory” and “patently
arbitrary.”
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The thrust of the opinion of the Court of Appeals is
that the Commission increased rates to large
commercial and industrial users to the exclusion of
smaller commercial and residential users “without
any evidence to justify the discrimination.” The
matter was remanded to the Public Service
Commission for a ‘redetermination of rates of the
customers of Chattanooga Gas Company,” to
include small commercial and residential users.

We sustain the Public Service Commission and the
Chancellor and reverse the Court of Appeals.

IL

Standard of Review

Section 4-5-117, T.C.A., covers judicial review
under the Uniform Administrative Procedures Act.
Sub-section (g) provides that review shall be
confined to the record.” Sub-section (h) restricts
reversal or modification of the agency's decision to
those cases where the decision violates
constitutional or statutory provisions, or is in excess
of the statutory authority of the agency, or is made
upon unlawful procedure, and to those instances
where the decision is

arbitrary or capricious or characterized by abuse of
discretion or clearly unwarranted exercise of
discretion; or

unsupported by evidence which is both substantial
and material in the light of the entire record.

*540 Further narrowing and restricting the review
in the Chancery Court is the statutory command:

In determining the substantiality of evidence, the
court shall take into account whatever in the record
fairly detracts from its weight, but the court shall
not substitute its judgment for that of the agency as
to the weight of the evidence on questions of fact.
(Emphasis supplied). Section 4-5-117(h) (5),
T.CA.

Thus the UAPA requires that the trial court review
factual issues upon a standard of substantial and
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material evidence. But this is not a broad, de novo
review. It is restricted to the record and the agency
finding may not be reversed or modified unless
arbitrary or capricious or characterized by an abuse,
or clearly unwarranted exercise, of discretion and
must stand if supported by substantial and material
evidence.

[11[2] The same standard of review prevails on the
appellate level. We cannot, as a general rule, “
afford any broader or more comprehensive review
to cases arising under the Act than is afforded to
them by the trial court in the first instance . . . .”
Humana of Tenn. v. Tenn. Health Facilities Com'n.,
551 S.W.2d 664, 668 (Tenn.1977). Further a
concurrent finding between the agency and the trial
court on any issue of fact is conclusive upon this
Court. This Cowrt so held in Blue Ridge
Transportation Co. v. Hammer, 203 Tenn. 398, 313
S.W.2d 433 (1958):

Unless there is a plain abuse of discretion by the
Commission, its orders will not be disturbed on
appeal. And more especially where the Chancellor
has considered the record on the common-law writ
of certiorari and affirmed the order of the
Commission, we feel that this concurrent finding is
conclusive of the issue. (Emphasis supplied). 203
Tenn. at 404, 313 S.W.2d at 436.

The Uniform Administrative Procedures Act, to the
extent of the standard of review, did not make
significant changes in prior decisions and statutory
law. In view of the fact that the functions of the
Commission are solely administrative or legislative
as distinguished from judicial, this Court has
consistently held that the review is for the “very
limited purpose of determining whether the
Commission has acted arbitrarily, or in excess of
jurisdiction, or otherwise unlawfully.” City of
Whitwell v. Fowler, 208 Tenn. 80, 83, 343 S.W.2d
897, 899 (1961).[FN2] This, of course, would
require that it be supported by substantial and
material evidence.

FN2. See also, Hoover Motor Exp. Co. v.
Railroad & Public Util. Com'n., 195 Tenn.
593, 261 S.W.2d 233 (1953), for complete
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discussion of the legislative character of
the Public Service Commission.

[3] Moreover, under Section 65-520, T.C.A., the
power to determine whether rates are ‘“just and
reasonable” is reposed in the Commission. There is
a presumption that the rates so established are
correct and any party who attacks the Commission's
findings has the burden of proving that they are
illegal or unjust and unreasonable. Southern Bell T.
& T. Co. v. Tenn. Pub. Serv. Com'n., 202 Tenn.
465,304 S.W.2d 640 (1957).

Consideration must also be given to the statutory
recognition of the “agency's experience, technical
competence, and specialized knowledge.” Section
4-5-1097, T.C.A. See also, Blue Ridge
Transportation Co. v. Hammer, supra ; Section
65-209, T.C.A.

{4] When the evidence is considered “in light of the
entire record,” Section 4-5-117(h)}(5), T.C.A., and
in accordance with the established statutory and
decisional law, we find and hold that the
Commission's action was supported by ample
material and substantial evidence. We have neither
the disposition nor the power to substitute our
judgment for that of the Commission as to the
weight of the evidence on any factual issue. This
leaves only questions of law for our determination.

III.

The Sufficiency of the Commission's Finding of
Fact

The UAPA provides that:

*541 A final decision shall include findings of fact,
conclusions of law, and reasons for the ultimate
decision. Findings of fact, if set forth in statutory
language, shall be accompanied by a concise and
explicit statement of the underlying facts supporting
the findings. Section 4-5-113, T.C.A.

[5] This is a statutory imperative; it “is not a mere
technicality but is an absdlute necessity without
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which judicial review would be impossible.” Levy
v. State Bd. of Examiners, Etc., 553 S.W.2d 909,
911 (Tenn.1977).

Able counsel representing CFI eamestly urges that
the Commission's order was fatally defective. The
Court of Appeals held that the Commission's order “
fails to disclose any finding of fact supporting the
apparent discrimination against the appellant.” The
Chancellor, on the other hand, correctly noted that “
(t)he purpose of findings and conclusions is to aid
the court in determining the reasons behind the
agency decision, and whether the agency's
conclusion is based on sufficient evidence,” and
held that “the order . . . reflects findings of fact and
conclusions of law which are sufficient to enable
this court to review the decision.”

[6] The sufficiency of an agency's findings of fact
must be measured against the nature of the
controversy and the intensity of the factual dispute.
It is obvious that where there is no disputed issue of
fact and the sole question before the agency is the
proper conclusion to be drawn from the undisputed
facts and the application of the correct legal rules,
the record need not be burdened with detailed
findings of fact. In such a case the facts need only
be recited.

[7] At the other end of the spectrum are those cases
wherein the issues of fact are sharply contested and
the proof is conflicting. There a detailed finding of
fact dovetailed to the record is a practical and legal
imperative. Thus, the nature of the finding
necessarily varies from case to case.

The Commission had before it in this case other
significant issues which normally carry through to
the chancery and appellate review, but which are no
longer at issue. Among these was the basic rate
increase, an issue separate and apart from rate
design. In reaching a decision on this threshold
question the Commission was required to consider
the rate base, revenues and expenses of the utility,
and the significant matter of a fair rate of retum
based on the petitioner's long term, debt, common
equity, and other underlying considerations. These
are issues that normally provoke controversy and
prompt appeals, and on them the Commission made
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detailed findings of fact.

We have examined CFI's 15-point proposed finding
of fact filed with the Commission. The first two
suggest that the Commission find that CFI is the
largest customer of Chattanooga Gas using
approximately 30% of the total gas supply. There
was no dispute as to this and its inclusion in the
finding would have served no useful purpose.

[8] The third proposal related to the uniqueness of
the use CFI makes of the gas, a fact that we find to
have no material bearing on any issue. Number 4
sets out that the rate originally approved by the
Commission was based on a cost of service
presentation and was fair and reasonable. Number
5 relates to the original gross profit increases and
would have the Commission hold that in the
absence of a cost of service study, it cannot
ascertain gross profits or the trend thereof in
relation to other classes of customers. The original
rate has no controlling significance and cost of
service is not an exclusive method of determining
rate design.

The proposed sixth finding sets forth the reasons
Chattanooga Gas has not found it necessary to
request a rate increase since 1959. This is
argumentative and not of controlling significance.
The proposed seventh finding merely relates to an
amendment to the pleadings.

The eighth proposal basically relates to an item not
allowed by the Commission. The ninth, tenth and
eleventh proposals deal with the results of the
requested increase.*542 Some of the figures are
admittedly incorrect. These three proposals relate
basically to discriminatory aspects of the rate design
and are argumentative in nature. All concerned
knew the end results; there was no basic dispute and
its inclusion in the finding would have served no
useful purpose.

The twelfth proposal was that Chattanooga Gas had
used the intrinsic value approach and the thirteenth
asserted a general practice to include a cost of
service approach. This is the crux of this
controversy and the Commission made full
conclusions in this regard. The fourteenth proposal
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merely argues CFI's insistence that a full cost of
service study would substantially decrease its share
of any increase. The last proposal urges hardship
on farmers and on CFI and is not sufficiently
documented to form a basis for a finding.

In summary, the proposed findings incorporate
agreed facts, background information, results and
argument. Pertinent and essential to this issue are
only those relating to cost of service data vis-a-vis
intrinsic value. These call for conclusions of law
and, as to them, the findings and conclusions
contain full discussion.

The primary difficulty in proposing and making
findings of fact in this case is that there were no
disputed facts pertinent to the issue. Essentially,
this controversy raises a single issue, a question of
law, viz.. May the Public Service Commission
adopt a rate design without having before it for
consideration a cost of service study? [FN3] A
secondary issue relates to a charge of discrimination
against CFI.

FN3. Counsel for CFI made it clear in
beginning colloquy that the controversy
was “basically in the area of allocation of
cost of service to different customers, and
the rate structure as to who is going to bear
the burden.”

[9] We hold, in the context of this case, that the
Commission's finding was adequate and proceed to
discuss the controlling questions of law.

Iv.

Cost of Service versus Intrinsic Value

[10] The polestar of public utility rate establishment
and regulation is the “just and reasonable”
requirement of Section 65-518, T.C.A. There is no
statutory nor decisional law that specifies any
particular approach that must be followed by the
Commission. Fundamentally, the establishment of
just and reasonable rates is a value judgment to be
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made by the Commission in the exercise of its
sound regulatory judgment and discretion.

Specifically, there is no requirement in any rate case
that the Commission receive and consider cost of
service data, or that such data, if in the record, are
to be accorded exclusivity. It is self-evident that
cost of service is of great significance in the
establishment of rates but is of lesser value in
arriving at rate design. A fair rate of return to the
regulated utility is one thing; the establishment of
rates among various customer classes is quite
another.

Moreover, the infrinsic value of the service
rendered, while not controlling, is a proper element
of consideration and is, perhaps, of more value in
establishing rates among customers than in
determining a fair rate of return to the utility itself.

The criteria by which the Commission should be
guided have received only generalized comments in
our reported decisions. This is proper because the
courts are playing a limited role in reviewing
actions which essentially are legislative in character.
Rate making is not a judicial function and we
accord the Commission great deference in
reviewing its decisions. On fixing rates in general
the Court has spoken in terms of what is just and
reasonable “under the proven circumstances,” of “
regard to all relevant facts” and to a rate “in the
zone of reasonableness.” Southern Bell Telephone
& Telegraph Co. v. Tennessee Public Service
Com'n., 202 Tenn. 465, 304 S.W.2d 640 (1957).

The Uniform Administrative Procedures Act
authorizes the agency to take notice of “generally
recognized technical and scientific*543 facts
within the agency's specialized knowledge,” and in
the evaluation of evidence the agency is specifically
authorized to utilize its “experience, technical
competence, and specialized knowledge.” Section
4-5-1097, T.C.A.

[11] Thus, the Public Service Commission in rate
making and design cases is not solely governed by
the proof although, of course, there must be an
adequate evidentiary predicate. The Commission,
however, is not hamstrung by the naked record. It
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may consider all relevant circumstances shown by
the record, all recognized technical and scientific
facts pertinent to the issue under consideration and
may superimpose upon the entire transaction its
own expertise, technical competence and
specialized knowledge. Thus focusing upon the
issues, the Commission decides that which is just
and reasonable, This is the litmus test nothing
more, nothing less.

In United Inter-Mountain Telephone Co. v. Public
Service Com'n, 555 S.W.2d 389 (Tenn.1977), this
Court noted that “(t)he impact of the Administrative
Procedures Act on the review of the decisions made
by state boards, commissions and agencies,
including the Public Service Commission, is
massive ” (emphasis supplied), and pointed out that
“(i)t casts upon the Commission the heavy burden
of a sound, reasoned, and judicious approach in the
exercise of its jurisdiction.” 555 S.W.2d at 392.

We reiterate that neither the legislature nor the
courts have established any precise formula or
yardstick to guide the Commission. As pointed out
by the Georgia Supreme Court in Allied Chemical
Corp. v. Georgia Power Co., 224 S.E.2d 396
(Ga.1976):

The process of setting rates is not required to follow
any particular course, so long as the end result does
not violate the “just and reasonable requirement”
requirement . . . . 224 S.E.2d at 399.

The Oklahoma Supreme Court, in Application of
Arkansas Louisiana Gas Co., 558 P.2d 376
(Ok1.1976), pointed out:

Commission is not bound by a single formula or a
combination of formulas in fixing rates and none is
exclusive or more favored than the others. (citation
omitted) There is no precise statutory or court
announced basis for determining the justness or
reasonableness of class rate level structures or
relationships, the Court generally holding that rate
making is the responsibility of a regulatory
commission effectively exercising its discretion
upon sufficient evidence before it. 558 P.2d at 379.

Finally, we adopt the concise and correct
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conclusions of the Minnesota Supreme Court in St.
Paul Area Chamber of Commerce v. Minnesota
Public Service Com'n., 312 Minn. 250, 251 N.W.2d
350 (1977):

(W)e must presume that the members of the
commission itself, with their supporting staff, have
in their grasp practical knowledge in the field of
utilities regulation not possessed by either the courts
or laymen in general.

The commission, in order to carry out its mandate
from the legislature to establish “just and reasonable
” rates, must be able to draw on its own internal
sources of knowledge and experience. As with the
legislature itself, we assume that it does so in each
instance and that we ought not to interfere unless it
should clearly exceed its statutory powers. 251
N.W.2d at 354.

{12] We cannot say on this record that the
Commission exceeded its regulatory judgment and
discretion in acting without a cost of service study
in a rate design case. The imposition of this
requirement would be an unwarranted intrusion into
the rate making process.

The record shows that the Commission reached a
result that was just and reasonable and equitable.

V.

Discriminatory Rate Structure

CFI contends that the Commission acted
discriminatorily and without any rational basis in
imposing a rate increase on “743 *544 large users
to the exclusion of the 25,000 smaller users”
without any evidence to justify the discrimination.*
The Court of Appeals so held.

<

We should point out at the onset that 742 of the 743
large users have voiced no complaint.

The following tabulation is significant:
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Net
Increase Increase
CFI $394,866 434
742 others 515,360 56.6
25,000 residential -0- -0-

Thus, it will be seen that while CFI buys
approximately one-third of the total output of
Chattanooga Gas, it accounts for only 15.7% of the
profit. It uses almost four times as much as the
25,000 residential customers but contributes less to
gross profit. The 742 other industrial users
consume 22.5% more gas than CFI, but contribute
49.5% more to the gross profit.

Additionally, as found by the Commission, CFI
pays $1.35 per McF, while the 742 other industrial
users pay $1.46, and is “receiving gas at bargain
rates.”

But this is not the discrimination that CFI has in
mind. Its insistence and that of the Court of
Appeals was that exempting the 25,000 residential
customers from the increases was discriminatory. It
was apparently the view of the Court of Appeals
that when the rates charged one class of customers
are raised, all others must also be raised. This does
not necessarily follow.

[13] There was no pleading or procedural predicate
in this case which would have justified a revision of
residential rates. Remanding this case to the
Commission to adjust the rates of residential
customers is beyond the purview of judicial review.
The sole concern of the courts, at each stage of
appellate review, is to determine whether the
Commission's action on the matters raised by the
application meets the requirements of the law. Rate
making is not a judicial function and the courts are
powerless to remand for the determination of a new
cause of action.

[14] If the Commission's action was invalid in that
the rate design approved was discriminatory and
without rational basis, the only appellate remedy is
to strike the increase, in whole or in part, or remand
for reconsideration of the respective rights of the
contending parties.
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Generated
Consumption Gross Profit
34.1% 15.7%
56.6 65.2
93 19.1

The fact that residential consumers pay at a lesser
rate is of no patent significance. Ultilities
traditionally have charged differing rates among
classes of customers. Many factors enter into the
determination of rates among classes of consumers.
This record is silent in this regard and we will not
assume from a silent record that there is no material
basis for the differing rates.

[15] Section 65-518, T.C.A., gives the Public
Service Commission the express power to adjust
rates that are “unjust, unreasonable, excessive,
insufficient or unjustly discriminatory or
preferential.” Again, we are not willing to assume
from an incomplete record that the Commission
deviated from its sworn duty; to the contrary, we
presume its compliance. We are unwilling to hold,
in the posture of this case, that the Commission
established unjustly discriminatory or preferential
rates.

{16] While we hold, without hesitation or
equivocation, that a public utility may impose
differing rates among customer classes, we do not
deem it necessary or proper to explore or delineate
the criteria that must be met.

We are content to rest our holding on the lack of
pleading and procedural predicate for a
consideration of the issue involving the residential
customers. The discrimination involving the
remaining industrial users may be more apparent
than real. In any event, their situation is not
presented for review.

The judgment of the Court of Appeals is reversed;
the Trial Court and the Public Service Commission
are affirmed.

BROCK, C. J., FONES and HARBISON, JJ., and
BLACKBURN, Special Justice, concur.

Tenn., 1980.

CF Industries v. Tennessee Public Service
Commission
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BEFORE THE TENNESSEE PUBLIC SERVICE COMMISSION

Nashville, Tennessee
August 20, 1993

IN RE: EARNINGS INVESTYIGATION OF SOUTH CENTRAL BELL TELEPHONE
COMPANY, 1993-1995
DOCKET NO. 92-13527

PETITION OF BELLSOUTH TELECOMMUNICATIONS, INC., D/B/A
SOUTH CENTRAL BELL TELEPHONE COMPANY FOR CONDITIONAL

ELECTION OF REGULATION PURSUANT TO CHAPTER 1220-4-2-.5
OF THE TENNESSEE PUBLIC SERVICE COMMISSION'S RULES AND

REGULATIONS
DOCKET NO. 93-00311 % E €@?¥
- v}
ORDER \ ey, g 1 .
This matter is before the C i ua ﬁﬁ al

investigation concluding that South Central Bell Telephone

Company should reduce its earnings! during the 1993-1995 period.
See T.C.A. § 65-2-106 and § 65-5-201.

The investigation began in early 1992 and over the
succeeding months the Company submitted voluminous information
concerning its operations in response to Staff Requests and on
its own initiative. The parties in these cases have served data
requests and received responses to those requests. This
information, and all of the evidence presented at the hearings on
April 6 and 7, 1993, comprise the record before this agency.
Based on that record, the Commission adopts the Findings of Fact

and Conclusions of Law set forth below:

1 See attached Appendix A itemizing the differences
between the Staff's presentation and the Company's
projections of earnings during the forecast period.
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I. TE OF RE CAPITAL STRUCTURE

The Staff recommends 12 percent as a reasonable return on
equity. The Staff further recommends an overall return on rate
base of 10.26 percent. This return is based on the Staff's
proposal for a double-leverage capital structure.

The Company asked for a continuation of its 11.6 percent
overall return granted in 1990. This implies an approximate 14
percent return on equity. The Company recommends use of its
actual capital structure.

a. Capital Structure

Until the first day of the hearing (April 6), capital
structure was not a contested issue in this case. The Staff and
the Company agreed that the Company's actual capital structure
(33.41% long term debt, 5.11% short term debt, and 61.48% common
equity) was appropriate for ratemaking purposes. This agreement
was supported by Staff witness Klein in his direct and rebuttal
testimony and by several facts: first, that the Company's actual
capital structure remained very stable over the course of the
initial requlatory reform plan; second, the actual capital
structure reflects the realities of the Company's financial
situation; and finally, the recent regulatory practice of this
Commission has been to use the Company's actual capital
structure.

Dr. Klein in his surrebuttal testimony on April 6
recommended the use of a "double leverage" capital structure.
This recommendation changed the earlier Staff position that had

accepted the Company's capital structure.
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The source of the revised Staff recommendation is the
guarantee by BellSouth (the parent of the Company) of debt which
supports an Employee Stock Ownership Plan. The Staff recommends
recognition of this debt in the Company's capital structure. The
Company opposes this recommendation, citing Dr. Klein's original
reasoning and additionally presenting evidence that the Staff
recommendation would unnecessarily penalize the Company for the
tax savings associated with the debt, which is already accounted
for through the Company's compensation expense accounting.

The Commission has used double-leverage capital structures
in setting rates for other utilities, and such findings will
continue to be made where appropriate. 1In light of the specific
evidence in this case relating to this Company's capital
structure, however, we find that the Company's actual capital
structure is appropriate for the 1993-95 plan for the Company.

b. Authorized Rate of Return Range

Testimony on the required return on equity was presented by
a Staff witness, Dr. Klein, and a witness presented by the
Company, Professor Vander Weide. These witnesses disagreed on at
least three points: (1) Dr. Klein's use of the annual Discounted
Cash Flow (DCF) model as opposed to the quarterly DCF model used
by Professor Vander Weide; (2) Dr. Klein's use of short term U.
S. Treasury bills for the risk premium analyses versus Professor
Vander Weide's use of long term corporate bonds; and (3) the
selection of firms for the analysis of required return on equity.

In addition to witnesses Klein and Vander Weide, the Staff

and Company presented differing views of the competitive risk

(3)



that will be faced by the Company over the next three years. The
staff contends that Company financials indicate that the risk
facing the Company from competition is minimal over the next
three years, while the Company contends that the risk is clearly
greater. The Company asserts that the threat of local
competition from co-locators, cable television companies, and
wireless companies has contributed to increase the Company's
risk, and consequently its required return.

In considering all of the evidence, the Commission finds
that a range of return on rate base of 10.65% to 11.85%, with a

mid-point of 11.25%, is just and reasonable.

II. USE OF THE FORECAST

The regulatory reform rule requires that we project Bell's
earnings over a forecast test period of two to four years. Both
Bell and the Staff have provided us with forecasts of each of the
next three years.

The Staff and Bell have different opinions as to how the
forecast should be used. The Staff proposes that we use the
forecast as we did in 1990, when we took each of the three years
and ordered in advance three separate rate adjustments, after
which we allowed the sharing matrix to make any other
adjustments.

The only sharing which occurred was "negative" as Bell was
unable to achieve the targeted rate of return in any of the three
years of the plan, and fell below the authorized range of 11% to

12.2% in the latter two years.
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Bell's proposal in this case is to make a different use of
the forecast than that made in 1990. Bell proposes that only the
first year of the forecast be used to set rates. If the first
year forecasted rate of return is outside the rate of return
range, rates will be adjusted to the nearest end of the range.

If the forecasted rate of return does not fall outside of the
range, no rate adjustment will be made. After the initial rate
adjustment, the sharing matrix would be used to determine the
funds available for future rate adjustments.

Both the Staff and Bell, as expected, criticize each other's
positions. The Staff says Bell's plan causes earnings to accrue
to the company which should be used for rate reductions or for
the accelerated deployment of technology, and that Bell ignores
the second and third years of the forecast. Bell criticizes the
Staff plan as one which is more draconian than traditional
regulation because it eliminates any possibility of the Company's
sharing in efficiencies as spurred by an incentive regulation
environment and limits the Company to sharing only 40-60% of any
"extra" efficiencies; under traditional regulation the Company
claims it would retain 100% of the extra efficiencies. 1In
addition, Bell claims the Staff plan is flawed because it relies
on speculative "out year" forecasts for some of its rate
adjustments, rather than relying on actual results.

The contention over use of the forecast in the renewal of
incentive plans requires resolution. Our regulatofy reform rule
requires us to make a multi-year forecast, but it does not

require any particular use of the forecast. In fact, the rule
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states clearly that "all or part" of projected earnings above the
prescribed return may be placed in a deferred revenue account hin
appropriate circumstances." Accordingly, we are free to tailor
the incentive renewals in a way that will best serve the public
interest.

The Staff has raised a legal issue regarding Bell's
proposal. The Staff argues that a three year forecast must be
utilized to set rates so that all "known and reasonably
anticipated" changes are taken into account in setting rates.

We are satisfied that the law allows the Commission the
discretion to use a forecast test period, a historical test
period, or any other accepted method to determine a fair rate of
return.

Both the Company and the Staff have proved that forecasting
the results of the "out" years (i.e., the second and third years
of the forecast) is a problematic exercise. Neither party
predicted with any precision in 1990 what actually happened in
1991 and 1992. The causes of the misses cannot be, and probably
could never be, identified with certainty. Changes in
Tennessee's and the nation's economies, rapid technological
change, increasing competition, and regulatory changes could have
contributed to the inaccuracy of these predictions.

Whatever the cause may be, however, the potentially perverse
results should be avoided. For example, Bell in 1991 earned
below the range of 11-12.2% which was determined reasonable by

this Commission. Yet the 1990 order mandated a rate
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reduction/deferred revenue account (DRA) contribution of $74.0
million in 1992 despite the underearnings in 1991. Continuation
of a policy similar to that which we started in 1990 could, if
forecasts continue to be missed, result in rate decreases for
companies that need rate increases, and rate increases for
companies that are overearning. While our 1990 policies may have
been correct in starting regqulatory reform, we will not continue
a policy that could have such contrary results. In the future,
rate adjustments and Deferred Revenue Account contributions
flowing from the Company's regulatory reform plan will be based
only on actual results. Use of actual results will allow us to
take into account all changes, known or unknown, reasonably
anticipated or ignored by any forecast.

Basing future adjustments only on actual results is also
consistent with our view of how regulatory reform ought to work.
Companies that have been operating under a Regulatory Reform Plan
have made decisions for which they should bear at least part of
the potential conseguences and reap at least part of the
potential rewards. By focusing only on actual results, the
Company will share in the consequences of earnings outside its
authorized rate of return range, and will not be shielded or
disincented from those consequences by a stale and speculative

forecast adjustment.
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In considering all of the evidence, the Commission finds

that it is reasonable to adopt the Company's recommendations

respecting use of the forecast.

III. FORECAST/ACCOUNTING/REGULATORY ISSUES
The Staff and the Company differed greatly in their

respective predictions of the next three year's performance of
the Company.

The difference in calculations of historical returns were
not as great. Both the Staff and the Company presented evidence
that the overall return was between 11.18% and 11.34% in 1990,
and between 10.5% and 10.96% during 1991 and 1992.

The 1993 forecast filed by the Company predicts an 11.45%
return on rate base. The Staff forecasts a return of 14.06%.

The trend shown above by actual results speaks for itself.
We find the Company forecast to be more in line with the trend
from previous actual results. Accordingly, we accept the use of
the Company's forecast, by each component and in total, with the
following exceptions and explanations:

(a) Inside Wire

The Staff proposed to treat the maintenance plan payment
option for inside wire maintenance service as an above the line
item, while recommending that maintenance paid for on a "time and
materials"™ basis and installation should be below the line items.
The Staff believes that the maintenance plan activity is unique
and not subject to competition, but believes that installation is

a competitive business.
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In response to the Staff's position, the Company states that

if part of the inside wire business is to be imputed, then the
whole business should be imputed. The Company expresses a
preference for accounting for all inside wire operations below
the line, which will femove all inside wire revenues and expenses
from ratemaking and would leave the Company free to set any price
it wants for any of the services. Thus, the sum of the Company's
position is that the entire inside wire business should be
treated as a whole, either above or below the line. 1In
particular, the Company contests the Staff position that
maintenance is a separable activity; the Company contends that
maintenance is a single activity with two payment options.
Recognizihg the Commission's history of imputing total inside
wire operations in 1990-92, the Company filed tariffs for the
installation and maintenance of inside wire. The Company states
that if inside wire operations are to be imputed, then it favors
formalizing the process through tariffing.

While there is disagreement over how the revenues and
expenses should be treated, there is agreement that the total
inside wire operations of the Company are losing money. Based
upon records submitted by the Company, the Staff calculates that
the maintenance plan service of Bell loses approximately $200,000
per year. The Staff also calculates much larger losses on the
time and materials maintenance and installation segments of the
inside wire business. The Commission finds that the inside wire

operations of the Company are losing money as a whole, and that
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each of the components of the inside wire line of business are
losing money.

While inside wire has existed in a turbulent regulatory
environment for many years, it is now clear that the FCC
acquiesces in state decisions to account for inside wire
operations either above or below the line in setting rates and
regulating those operations. The FCC and many other states
require that inside wire operations be accounted for below the
line. Given our clear flexibility, and the evidence of
competition in the inside wire business, we believe it is
appropriate to end inclusion of the inside wire business in the
calculation of the Company's revenue requirement.

Accordingly, we require the Company to account for all
inside wire operations below the line and we deny the tariff
filed by the Company. It is necessary, however, to continue the
exercise of our jurisdiction with respect to the price and
service rendered pursuant to the Company's monthly maintenance
plan. In order to maintain reasonable rates for monthly inside
wire maintenance services, we require the Company to maintain the
current price of $1.25 per month through the end of 1993. 1In
1994, the Company may raise the price to and including $1.75 per
month. In 1995, the Company may increase the price above $1.75
by no more than 10%, and the Company will be limited to an
increase of 10% per year thereafter. 1In addition, we will
continue to exercise jurisdiction over complaints regarding the

maintenance service rendered by the Company.
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(b) L.M. Berry Adjustment

In the 1990 case, the Staff recommended, and the Commission
adopted, an adjustment to the Company's revenue requirement based
on the difference between new and old contracts that BAPCO had
with L.M. Berry.

BellSouth acquired L.M. Berry in 1986. Prior to the
acquisition, L.M. Berry had performed yellow pages advertising
sales services for South Central Bell. The contract negotiated
with South Central Bell in the 1970s provided for the payment of
certain commissions to L.M. Berry for its efforts. 1In 1989, L.M.
Berry and BAPCO entered into an agreement which the Staff found
resulted in a higher percentage of commission payments to L.M.
Berry. The Staff recommended we disallow the difference in the
two contracts, and the Commission adopted the Staff
recommendation. Accordingly, the revenue requirement for the
1990 through 1992 period reflected this adjustment. The basis
for the Commission's decision was a lack of evidence on the part
of the Company justifying the change in the commission rate. The
Commission was presented with no evidence that L.M. Berry had a
similar rate with companies similar to South Central Bell.

In this case, however, the Company did present similar
contracts to the Staff for review. The Staff continued to
recommend that we disallow the difference. We find, however,
that the evidence presented by the Company supports its
contention that similar commission rates are paid to L.M. Berry

by telephone companies of similar size and influence.
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Accordingly, the Commission orders that the disallowance

respecting the L.M. Berry contract be discontinued.

(c) BAPCO Rate Base/Yellow Page Revenue Growth?

1. Yellow Page_ Revenue Growth
The Staff forecasted yellow and white page directory

advertising revenue to be $288.1 million using an average growth
rate of 8.4%. The Company projected these same revenues to be

$262.8 million using an average growth rate of 3.6%.

Staff Company Difference
Yellow Page
Publishing Fee $189.0 $166.7 $22.3
BAPCO Yellow Page Rev. 63.5 59.4 4.1
White Pages 35.6 36.8 -1.2
Total Directory Rev. $288.1 $262.9 $25.2

Company witness Cochran stated in his rebuttal testimony
that only the $22.3 million difference in the Yellow Page
publishing fee remains an issue. Therefore, the Company
apparently accepts the Staff's numbers on White Pages and BAPCO
revenue.

The Company's only argument on the publishing fee revenues
is that the sStaff used too high a growth rate. Staff witness
Gaines explained that his forecast of revenues was made using an
average growth rate which considered that the individual

components making up the Directory Revenue account grow at

2 This is actually a "forecast" rather than an
"accounting" issue but is included here because it
relates to BAPCO and the proper amount of the Yellow
Page imputation.
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different rates. He pointed out that the Company only chose to
take issue with the one area of this account where the Staff's‘
forecast was higher than the actually achieved rates. As an
example, he pointed out that BAPCO Tennessee Net Income had
actually grown at an average annual rate of 16.3% -- not the 9.2%
used in the Staff's forecast. Therefore, he stated that the
growth of one component of the account should not be changed
unless the growth in the other areas is also adjusted. To
emphasize this, Staff witness Gaines indicated that he had
arrived at virtually the same Directory Revenue forecast by
pricing out the individual components at the individual growth
rates.

Staff witness Gaines also pointed out that his methodology
for forecasting the Yellow Pages revenues had been found
reasonable by BAPCO and may well be conservative since BAPCO
itself refused to tell the Staff what price increases BAPCO
expected to make during the 1993-95 period. Finally, Staff
witness Gaines stated, and Company witness Cochran confirmed on
cross examination, that BAPCO itself failed to provide any
workpapers to support the growth rate used in the Company's
forecast.

Based on the lack of documentation supporting the Company's
Yellow Page revenue and the Staff's ability to demonstrate that
using individual growth rates produces approximately the same
revenues as the average growth rate, the Commission adopts the
Staff's projected Directory Revenues of $288.1 million for 1993-

1995.
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2. BAPCO Rate Base Addition

The Staff's rate base addition for BAPCO's Tennessee Yellow

Page operations is $28.2 million less than the Company's rate
base addition. The revenue requirement of this issue is $4.0
million for the three years.

Staff witness Gaines pointed out in surrebuttal testimony
that the Staff's rate base addition is less than the Company's
because Bell's figures reflect investment while the Staff's
figures reflect equity. The Company presented no evidence to
support its position which, in any event, is not consistent with
prior Commission decisions on this issue. Therefore, the
Commission adopts the Staff's BAPCO rate base addition of $75.2
million for 1993-1995.

(d) Other Disallowances

In addition to the BAPCO and L.M. Berry disallowances
discussed above, the Commission has in previous cases ordered
various disallowances that have been reflected in the Company's
earnings. The Company's forecast was computed using the
Commission's methods. The Staff proposed an increase in the
percentages applied in computing the disallowance for certain
lobbying and advertising expenses. The Commission finds that the
other disallowances as computed by the Company are appropriate,
and, accordingly, no change is required.

(e) Conclusion

Our rulings on the L.M. Berry issue discussed in (b)
above and the BAPCO issues discussed in (c) above have only a

slight impact (See Appendix A, page 1) on the Company's forecast
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of an 11.45 percent return on rate base for 1993. After the

change made for Inside Wire, the forecasted return for 1993 is
approximately 11.75% and thus falls within the rate of return
range approved in this Order. Accordingly, no rate adjustment

based on the forecast is ordered.

IV. RATE DESIGN

a. Cap for local Residential and Business Rates

The Commission finds that it is just and reasonable and in
the public interest to cap the current rate levels for basic flat

rate local residential and business services.

b. Optional Calling Plans

The Commission finds that it is in the public interest to
create optional calling plans for calls within a 40-mile radius
of the customer's serving wire center. South Central Bell is
hereby ordered to develop and submit such plans to the Commission
by March 31, 1994. The plan shall be submitted on a revenue

neutral basis.

c. Rate Changes to Be Funded From the Deferred Revenue

Account
The Commission established a deferred revenue account in the
1990 regulatory reform order adopted for South Central Bell.
Although the legal status of that deferred revenue account has
been in question because of the Tennessee Court of.Appeals

decision on appeal of that Order, the Company committed to
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maintain a deferred revenue account whose balance would be based

on the rate reductions/deferred revenue account contributions
flowing from the 1990 Order. The new regulatory reform rule
adopted in January, 1993, allows for creation and maintenance of
a deferred revenue account. The Commission has adopted, in
another docket, a motion that establishes the deferred revenue
account and balance for that account based on the Company's
commitment.

Accordingly, the Commission finds and orders that the
Company maintain the deferred revenue account established by the
Commission for the period January 1, 1993 through December 31,
1995. Based on the record before it, the Commission finds and
orders that the deferred revenue account be used for the
following rate adjustments:

(1) Access/Toll Reductions

The Commission finds that it is in public interest to reduce
South Central Bell's access rates by an amount that will allow
long distance companies to reduce their toll rates to interstate
levels, and to reduce South Central Bell's toll rates consistent
with the method used to reduce toll rates in Docket 89-11065.
This action continues the Commission's consistent practice of
reducing toll rates to all Tennessee customers and moving access
rates closer to parity with interstate rates. The Commission
intends to continue this practice as appropriate opportunities
present themselves. Accordingly, effective September 1, 1993,
the Company is hereby required to reduce switched access rates by

an amount which will allow long distance companies to reduce
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their intrastate toll rates to currently effective interstate
levels, and to reduce South Central Bell's toll rates consisteht
with the method used in Docket No. 89-11065, and the funds for
these reductions will be drawn annually from the deferred revenue
account. AT&T, the state's dominant interlata carrier, shall
flow through, on a dollar-for-dollar basis, these access
reductions to their customers.?®
(2) County Wide Calling

The Commission finds that it is in the public interest to
complete county wide calling in Tennessee. To the extent that
there are any counties where county wide calling without toll
charges is not available, the Company will file tariffs to
accomplish such county wide calling, and the funding required to
provide such county wide calling will be drawn from the deferred
revenue account.

(3) Depreciation

The three-way meeting between the Staffs of the FCC and this
Commission and the Company was held April 5, 6, 1993. Agreement
has now been reached between the Company and the Staff respecting
the capital recovery program for the Company. The Company is
hereby ordered to implement the depreciation schedules attached
as Appendix B effective September 1, 1993. The funding for 1993

shall be drawn from the deferred revenue account. The funding

3 AT&T shall reduce its intrastate rates so that they are
no higher than the comparable interstate rates. Any
intrastate rates which are currently below the
comparable interstate rates are not affected by this
Order.
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for 1994 and 1995 will be drawn from the deferred revenue account
and such deferred revenue account will include any applicable
accruals for sharing associated with 1994 and 1995 results. If,
at the end of 1995, the Company has recorded changed depreciation
expense* for the combined years of 1994 and 1995 in excess of

the sum of all sharing amounts attributed to customers during
those two years, the Company shall contribute the amount of such
excess, with appropriate interest, to the deferred revenue
account.

(4) Dickson County

The Dickson County Chamber of Commerce was an intervenor in
this proceeding. Its witness, Richard Bibb, requested that
Dickson County be added to the Metro Area Calling (MAC) area.
Dickson County was not included in the MAC plan for Nashville
originally because Dickson County is not a county contiguous to
Davidson County. Dickson County argues that it is in the
Metropolitan Statistical Area (MSA) for Nashville, and that it
ought therefore to be included in the MAC plan for Nashville.

After consideration of the evidence on this issue, the
Commission finds that Dickson County should be included in the
Metro Area Calling area for Nashville. The Company is hereby

ordered to include Dickson County in the Nashville Metro Area

4 "Changed depreciation expense" is the difference
between the actual revenue requirement calculated using
the previous depreciation rates and the actual revenue
requirement calculated using the depreciation rates
adopted in this order.
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Calling area effective January 15, 1994, and the funding shall be

drawn from the Deferred Revenue Account.

V. PETITION FOR RECONSIDERATION
Any party aggrieved with the Commission's decision of this
matter may file a Petition for Reconsideration with the
Commission within ten (10) days from and after the date of this

Order.

VI. JUDICIAL REVIEW
Any party aggrieved with the Commission's decision of this
matter has the right of judicial review by filing a Petition for
Review in the Tennessee Court of Appeals, Middle Section, within
sixty (60) days from and after the date of this Order.

IT IS SO ORDERED, this 20TH day of August, 1993.

o "
AN~ T 90 A
= -

OMMIPSIONER

ATTEST:

EXECUTIVE DIRECTOR
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Appendix A, Page 1

South Cental Bell
Revenue Requirchent of Rate Reviev Issues
1993 Forecast Yeer Besed on Single-Year Hethodology

(Hililons)
Approximate
) Amounts
COMPANY NETHODOLOGY FOR PLAN TMPLEMENTATION A/ -2.5
RATE OF RETURN:

ESOP Debt (ROR 10.35% to 10.26%) 2.2
Updated Fab Dabt Cost Interest Synch . 0.4
Change in Rate o0f Return ~ 11.6% to 10.06% X3.6
Total Rate of Retuen 35.4

ACCOUNTING/REGULATORY IBSUES:
Irigide Uire 6.1
Fension 9.5
OPERS 1.5
Disellovancas 0.6
8APCO Rute Base 1.2
LK Berey 2.4
ESOP (Interest Synchronization) 2.0
Total Accounting/Regulatory Issues 23.3

FORECAST ISSUES:
Looel Revenues 5
Accass.Rcvanuee 1
Long Distanca Revenues -0.
M{scellanecus Ravenues a.
Uncollectible Revenues b

9

Total Revenues Issues

$nlery & Uemge Expenses 9.2
Other 0 & M Expernses . 10.6
Other Taxes -1.6
HenorycCall 2.3
BAPCO Incoae 0.2
pef’d FIT -0.3
Other £.6

Totel Expensa/Other 25.0
SRAND TOTAL 90.4

A/ Difference in Company proposed Plan to continue the incentive plen aethodology
vith sharings above 12.2% versus the S$taff's proposad continuation with
rate reductions down to 11.6%x, ([See Note A/ on the 3 yemr forecast sheet]).
Note 1: The above quantifications have been developed by the Staff and i{nclude
the Staff's proposed rate of return of 10.06%. The Company and Staff
agreé¢s that a different rate of return vill casuse the value of the eccounting
{28ues to be different than the amcunts liated above. This ditference would
not be expected to significantly change the quantitication of those isaues,
Note 2: The Staft’s uae of e 10.06% rate of return it a single yvear reviev periocd
is uti)ized to set revenue requirements {s different than the 10.26% rate
of return that was ut{lized in the quantification of {ssues over the three-ye
period of 1993-1995. HKowever, nefther the Company nor the Staff reconmended
8 one-year revieu period.



Appendix A, Page?2

South Cental Bell
Revenue Requirement of Rate Review lasues
Three Yeor Forecest

(§{11ions) Approximate
. Amnounts
COHMPANY NETHODOLOGY FOR PLAN IMPLENENTATION Al £é6.6
RATE OF RETURN:
ESOF Debt (ROR 10.35% to 10.26%) 6.3
Updated Feb Debt Cost Int Synch -1.2
Changs in Rate of Return - 11.6% to 10.35% 87.8
Total Rate of Return 92.9
ACCOUNTING/RESULATORY I4SUES:
Ineide Wire 22.0
Pension ~ 27.6
oPrEBS 2.5
Disallowances 1.7
BAPCO Rute Basge 4.0
LM Berry 8.0
ESOP (Interest Synchroniztion) 7.4
Totms]l Acoounting Issues 73.2
FORECAST ISSUES:
Revenues:
Loceal ' 12.90
Access £.9
Long Distence 2.9
Misoellanesous i0.7
Unoollectibles 5.4
Totesl Revenue 3%.9
Eipenses;
Selaries & Rages 21.2
h Other 0 & M Exponsss 59.6
Other Taxes 1.3
NemoryCall 3.3
BAPCO Inoone .1
Det’d FIT 2.5
Other 6.4
Total Expense/Other 98. &
6RAND TOQTAL . 342.0

A/ (Staff Caloulated excess bpeed on avrount asbove 11.6% using the Coapany's foreoust
for 1993-1995.) Difference in Compeny's proposed continuation of the inoentive
plan methodology ({.e.. based upon 1 vear forecest uwith rate reductions {n yeers 2
end 3 based upon actual results) and the Statf's proposed continuation of the
incentive plen pethodology {(1.e., besed upon a 3 year forecast vith rate reductions
in years 2 snd 3 besed upon forecested results preagented in the hearings).

Note: The ocbove quantifications have been developed by the Steff and {nclude the
Staff1's proposed rate of return of 10.26%. The Company and the Staff agree that s
different rate of return will cause the velue of the occounting {ssuss to be
d{fferent than the amounts liated sbove. This difference vould not be expected
to significantly change the guantification of those issues,
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: 04/19/93 - 07.54.45 Company : BellSouth Telecommunications
s STM-A-RL, PSC_3WAY State + Tennessee
Statement A - Remaining Life - -

Summary of Changes in Depreciation Rates

Rates in Effect Rates Effective 1993

RL Future Depr. RL Future Depr.
Account Class or Subclass Life Reserve Net Rate Life Reserve Net Rate
Number ot Plant Years Percent salv t Years Percent salv ]
A B (o D E F G H
2112.00 Motor Vehicles 4.2 42.1 16 10.0 3.7 52.5 16 8.5
2115.00 Garage Work Equipment . 13.1 24.8 -1 5.8 13.3 9.4 -1 6.9
R 2116.00 Other Work Equipment 13.1 24.8 -1 5.8 12.6 30.7 -1 5.6
2121.00 Buildings 30.0 26.2 1 2.4 29.0 28.9 1 2.4
2122.00 Furniture 11.0 29.4 9 5.6 10.1 24.0 9 6.6
2123.00 Office Equipment 3.9 19.6 28 13.4 3.9 21.3 28 13.0
2124.00 Genl Purpose Computers 3.6 7.3 2 7.4 3.8 38.8 2 15.6
2211.00 Analog ESS 3.6 52.8 3 12.3 2.0 7.7 3 12.7
2212.00 Digital ESS 12.2 20.1 S 6.1 10.3 23.0 4 7.1
2220.00 Operator Systems 7.7 37.2 5 7.5 7.7 46.5 S 6.3
2231.00 Radio Systems 7.8 31.1 0 §.8 8.0 3.8 0 5.8
2232.00 Circujit-QOther 6.2 36.4 2 9.9 5.8 43.6 0 9.7
2232.11 Circuit-DDS 4.4 42.1 10 10.9 4.1 48.1 2 12.2
2311.00 Station Apparatus 4.6 7.4 4 19.3 3.2 60.2 4 11.2
2341.00 Large PBX 4.6 10.8 -4 20.3 3.3 45.7 -4 17.7
2351.00 Public Telephone 3.8 48.4 20 8.3 2.9 60.5 20 6.7
2362.00 Other Terminal Equip. 3.2 60.0 3 11.6 3.0 66.8 3 10.1
2411.00 Poles 23.0 44.9 -48 4.5 22.0 43.8 -48 4.7
2421.10 Aerial Cable Metal : 12.7 38.0 -15 6.1 10.8 44.6 -15 6.5
2421.20 Aeria)l Cable Fiber 20.0 15.0 -20 5.3 20.0 10.8 -20 5.5
2422.10 Undergrd Cable Metal . 17.0 33.5 -9 4.4 14.4 41.9 -8 4.6
2422.20 Undergrd Cable Fiber 19.2 19.1 -20 5.3 18.9 19.0 -20 5.3
2423.10 Buried Cable Metal 13.6 35.3 -5 5.1 11.5 41.6 -5 5.5
2423.20 Buried Cable Fiber 13.1 32.5 -9 5.8 14.6 25.1 -9 5.7
2424.00 Submarine Cable 15.4 43.6 -1 3.7 13.6 40.2 -1 4.5
2426.00 Intra-Bldg Netwk Cable 13.6 2¢.8 -10 6.3 12.5 37.1 -10 5.8
2431.00 Aerial Wire 14.5 71.0 -40 4.8 14.1 74.8 -40 4.6
2441.00 Conduit System 49.0 21.7 -5 1.7 46.0 23.2 -5 1.8
Composite Rate 6.7 7.2

Three-Way Meeting Results (PSC) April 6, 1993
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» Run Date : 04/19/93 - 07.54.45 Company : BellSouth Telecommunications

Report s STM-B-SP, PSC_3WAY state : Tennessee -
proposed Statement B - RL Separated -
Change in Annual Depreciation Expense
Resulting from Changes in Depreciation Rates and Amortization
( Separated on an INTRASTATE basis ) '
(000}
Investment 1-1-93 Rates in Effect Rates Effective 1993
INTRASTATE =--=-=--c-o-- memves-  meescocecccssssesae  s-oomsosoo ~mmeem—e-- INTRASTATE
Account Class or Subclass Separations Change in
Number of Plant Factor Combined Separated Combined Separated Combined Separated Expense
Q Rel S=Q*R TeL UsQ*T Va0 WaQ*V XaW-U
.211-2.00 Motor Vehicles .766 58,066 44,479 5,807 4,448 4,936 3,781 -667
2115.00 Garage Work Equipment .766 1,687 1,292 98 75 116 89 14
2116.00 Other Work Equipment .766 31,644 24,239 1,835 1,406 1,772 1,3%7 -48
2121.00 Buildings .766 208,632 159,812 5,007 3,835 5,007 3,835 0
2122.00 Furniture .766 2,601 1,993 146 112 172 132 20
212).00 Office Equipment .766 7,340 5,622 984 753 954 731 -22
2124.00 Genl Purpose Computers .766 140,815 107,941 10,428 7.988 21,983 ' 16,839 8,851
2211.00 Analog ESS .e3s8 239,868 201,010 29,504 24,724 30,463 25,528 804
2212.00 Digital ESS .838 539,766 452,324 32,926 27,592 38,323 32,115 4,523
2220.00 Operator Systems .844 10,599 8,945 795 671 668 564 =107
2231.00 Radio Systems .660 27.924 18,430 2,4%7 1,622 1,620 1,069 -553
2232.00 Circuit-Other .660 703,833 464,530 69,679 45,988 68,272 45,059 -929
2232.11 Circuit-DDS .660 11,238 7.417 1,225 808 1.3 905 96
2311.00 Station Apparatus .751 324 244 63 47 36 27 -20
23421.00 Large PBX .751 5,913 4,440 1,200 901 1,047 786 -115
2351.00 Public Telephone .751 26,216 19,688 2,176 1.634 1,756 1,319 =315
2362.00 Other Terminal Equip. .751 30,488 22,897 3,537 2,656 3,079 2,313 -3
2411.00 Poles .739 104,339 77,106 4,695 3,470 4,904 3,624 154
2421.10 ARerial Cable Metal .739 463,721 342,690 28,287 20,904 30,142 22,275 1,371
2421.20 RAerial Cable Fiber .739 27,805 20,548 1,474 1,089 1,529 1,130 41
2422.10 Undergrd Cable Metal .739 217,201 160,512 9,557 7,063 9,991 7,384 321
2422.20 Undergrd Cable Fiber -739 34,120 25,215 1,808 1,336 1,808 1,336 0
2423.10 Buried Cable Metal .739 642,869 475,080 32,786 24,229 35,358 26,129 1,900
2423.20 Buried Cable Fiber .739 17,773 13,1234 1,00 762 1,013 749 -13
2424.00 Submarine Cable .739 1,215 898 45 33 55 40 7
2426.00 1Intra-Bldg Netwk Cable .739 18,592 13,740 1,171 866 1,078 797 -69
2431.00 Rerial Wire .739 20,141 14,884 967 714 926 685 -30
2441.00 Conduit System .739 155,132 114,642 2,637 1,949 2,792 2.064 115
TOTAL 3,749,963 2,803,752 252,324 187,676 271,173 202,661 14,986
Composite Rate (%) 6.7 6.7 7.2 7.2

Three-Way Meeting Results (PSC) April 6, 1992





