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BEFORE THE RAILROAD C01~!!SSICN CF 7rr.:: STATE Of C.u,rFORNIA .::r:.; f£. 

In th~ ~tter o~ the i.~vestigatiQn upon 
the Co~~:ionts own ~tion into the 
rea~Qnabl~n~ss of th~ rate~, toll~, ~ent~15, 
c~rges, clas:iticationz~ ~es, re~l~tions, 
cQntract~, ~na practice~, or ~ny of them, of 
THE PACIFIC m$?HONE AZ\tD 7:!l.:::?A?H COMP)"\'Y 
a.."l.d SOUT~~ CA::.:FCR.\f!A ,!~9.HO~'B CC1~A!-.'Y 

) 
) 
) 
) 
) 
) 
) CIl::e No. 4710 

'joa:ppllC3.bl~ to intrastate rneSS::Lge toll tele-
(phone anc. private line telephone and tele-
, typewriter services rendered directly or 
indirect~v by said comp~~es. 

) 
) 
) 
) 
) 

--------------------------------) 
Alfred SutX'¢, Felix T. Sci th, and Arthur T. George, 

for The P~cific Telephone ~d Telegraph Company and 
Southern California Tele~hone Company. 

F. V. RhOdes) for Californi~ Independent ~e1ephone 
As~oc1ation. 

A. N. Johns, for California ',Iiater& T~lephone Company. 
John J. OTToo1e, Dion R. HO~~, ana Paul B~ek, for 

City ~d Cour.ty of San Franci$Co. 
J. J. De~el, for CalifOrnia Farm Bureau Feceration. 
Walt~r w. Cooper, !o~ City o~ San Diego. 
Ray L. Chesebro, Cilmore Tillman, end Star.ley M. Lanh.o.m, 

for Ci t~· of L03 Ange1e::. 
Gilrnore TilL~, for league of Californi~ Cities. 
F. J. Keys, for Public Utilities California Corpo~ation. 

SACHSE AND HA VENNER, C01~I.ISSIO~'ERS: " 

O?INION -------
This is ~ proceedi~g instituted en the Co~~s3i~nrs ~tion for the 

purpose 0: dete~~~ing and effecting ~dificat10n~ of the rates ana charges, etc. 

of ~espondent coop~~~e:; and with particular refer~ncc to intrastate message toll 

serviC0, private line servic~, and teletypewriter exchange ~ervice. 

At the h~aring in this ?roceeding held in San Franc15co on February 1, 

1944, evidenc~ was present.ee a.~d the ::atter was ",ub:rit.ted. for deei.'!!ion .. 
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The Pacific Tclepho~e ~~d 7elegraph Company, hereinafter so~etioe~ 

t~rme~ ?acific Comp~~y, is a Bell Syst~m suosicliary operatir.g exchange telephone 

service, message toll telephone se:vice and various other co~mur~cation services 

in C~lifornia ~~d oth~r 3t3tes. Southern California Telephone company, hereinafter 

referred to as South~rn Corop~~y, operatin; in s~uthern Califo~~a, i~ a 5uosidiar.l 

of Pacific Company. 

Arter the Federal co~ic~tions Co~s5ion reduced the interstate 

telephone meesage toll rate~ of the Long Line~ dcpa~ent of the ~~erican Tele-

phone and Tclcgr~ph Com~~ny last year, the Co~ssion instructed its st~ff to ~ke 

a study of the California operations of th~ Pacific CO:'!l.pany ~.nd its suosidiary) 

the Southern Co:t:pany. 

Studies ~ere undertaken in coop~ration with the Companies' representa-

tives ~~d a report was completed in July, 1943, entitled "Results of Operation of 

The P&eific Telephone and Telegraph Company in ~orthern California and Southern 

ca.lii'o~.ia Telephone corn.pany Year 194.2." Concurrently a report entitled I1Toll 

Rate StrJcture, The Pacific Telephone ar.d Telegraph Compan~' was prepared by tr.e 

staff of the Cosssion. Copies of these reports were furnished the Compa.:'lies 

for corn:r.ents. Thereafter a series of conferences between the Commission and it5 

staff and officials and repre:entatives of the co~anies were held on A~gust 2, 3, 

23 and 31; Septeober 7, 14 and 20; Nove~er 22 ~nd ~ ~~d Dececber 1, 194). 

These eonrerence~ disclosed. the fact that there were a nU!:lber of differences 

between the Companies t view a.."ld the reports o! the CO::ll"'..ission t s staff. In an 

effort to .lrrive at a constructive and speedy result with reference to the toll 

rate structure a proposal of certain toll rate reductior~ was submitted to the 

Companies. IJ.'ter dis cussion! between Officials of the companies a.~d the commis-

sion, a reduction of $3,803,000 per year was agr~ed upon effective l.13,rch 1, 1944, 

wi th the understanding that the Co:r.panies am! the Commission .... ould continue the 

study of the toll rate structure and related problems. 

Testimony was presented at the hca.ri:lg by me::lberc of the Commission's 

staff. No other testimony was offered. The Companies rea.d into the recorc a 
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state~ent to which refere~c~ will be ~de below. 

E:xh1bit No.1, the "Rep¢:'t on the Resu.lts of Operation of The Pacific 

Telephone .lnd Telegraph CO:lpa~y i:1 No:-th~:-n California and Southern California 

Telepr.or:.e Co:noany Year 194.2" was 'Olaced in evidence by .Arthur B. Fry, Telephone 

~~d Teleer~ph Eneineer of the Co~r.issionTs ~taff. This report on the results of 

op~rotions of these Pacific Sy~te~ companies in Californie shows the following: 

U~dep:-eciated ~te Base 
Deduction 1'0:- Depreciation 

Depreciated Rate Base 
Operating Rever:.ue 
Operating Expenses 
T~xes (including federal surtax 

(~~d oxcess ~ofits tax) 
D .; - ~ ISt·).o._" . ) eprec_a ... _on \ ra::.g ..... - ... J.ne 

Tot~l ~pense 

Net Revenue 
Rate of Return on Average 

Rate Base (Depreciated) 

$l...42, 297 ,000 
123)109.000 

S319,188,000 
t131~602,,799 

68,886,398 

27,158,34.2 
16,570,582 

C1l21 615,322 
S' 181 9e:7 ,477 

For the purposes of the report, the revenues and expen~es recorded by 

the Compar~es were used. As the Pacific Company operates in other area~ in 

ad.dition to northern California, proratior~ of cert.?in ex:oen3es wel"e necessary. 

Certain reodifications in taxes were ~Ade reeulting in a net decrease of $3~,503. 

Straight-line depreciation expense., i."'lcluding $1.57,1.57 applicable to $3,080,673 

01' l1e!':ler~er:.cy facilitie3," was used. The histo:-ical cost :-ate base devclo~d 

rro~ the recorded telephone plant was ~odifieci to exclud~ telephone ?lant unde:-

cOMtructio:'l and c~:'t8.in property held. for !\:.ture use. Acljust~ent:!! were made in 

th~ telephone plant acqui~ition ~ccount. Land was included at ~ook cost except 

that those ~rcelg in the San Francisco-Es3t B~y exchange area and in the los 

Angeles extended. ar",a. were adjustec to their app:-aised :-.arket value as or DecemOf~r 

31, 1942. Adjust:!:ent5 "llere :rode to transfer a portion or the book cost of adITin-

istration building~ (including l~~d, i'urr~ture ~"'ld office ecuipment) located in 

northern Calirorr~a on a U$C basis. V.aterials and 5u?plieg were added to the 

adjusted telephone pla.."lt. No working cash was used in the rate ba::e. In arriving 

at the theoretical apportion:nent ot the depreciation reserve of the Pacific CC'l:pm'.y 
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to the state of Ca1ifo:T~a area a~ of December 31, 1942, the net credit~ for t~e 

year~ :1.9;9 to 1942, inclusive, were added to the estimated D.. .. nount detcr...ined for 

the year :938. An ~T.C~~t, represer.tin~ a p~rate of the San Franci~eo a~ini~tra

tion buildin5 wa::: then deducted fr·':):::' the average depreciation balance for 1942. 

As the Compar~es compute their depreciation expenses on a straight-~e 

bnsi~ it is p:oper to use a depreciated r~tG ba~e. The rate of return computed 

from t.h~ amounts cont,~ined in the rCl'ort is 5.95% which in vie'N of the tre3t:nent 

of certain tax and other e;Qen:.e i terr:J, is considered a wholly adequate r~te of 

retu~n. Certain ite~~ of ex;ense, ~lthough questioned by the staft members, were 

used without modification. A ~re dettiilcd study of those items, especially the 

excess profits tax, may reruire adjustments which would incre~se the computed 

rate of return shown in the report. 

Mr. P. E. Dufour of the Cozssion's staff giwe testimony conce:ning 

te1ephonp. plant in ~or\~ce and rate base in Exr~bit No.1, 

The report entitled "Toll Rate Stn:.cturc, The Pacific Telephone and 

Telegra.ph COI:par.y," dated July 21, 1943, was presented in evidence as Exhibit 

No.2 by't'{. B. WC3sells, Research Engineer of the Co:rr..izsion'5 staff. The 

~rticu1ar types of service discussed in the report are telephone message to~, 

private line telephone service, l'rivate line teletypewriter service and program 

service, with major emphasis upon telephone ~essage tolls. 

Since the introduction of the two classes o! z:esMge toll telephone 

service (station-to-station and person-to-percon) the tendency has been to incr~e 

the differential between them for the initial p~riod ~~d to reduce the level of 

overtime charges for pcr:on-to-per=on :service to the ~tation-to-~tation level. 

A recent reduction in rates for Long Lines tele~hone messa.ge toll service 

(American Telephone and Telegraph Co~pany interstate sert.ice) applied to the over-

ti:nc charges and not to the initial period char~es. This reduction rcnccts the 

considerable decrease in recent years in the 1ir:.e haul costs as co~pe.red with the 

terminal costs incident to the establi5~~~nt, super\~5ion. ~nd di~co~ection of 

the call. Th~:e reduction.: in tvng Line rates and reductions in Pacii'ic Compar.j 
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intcrst.'lte :'ates have seri~u::ly increased the dispa:'i ty bet.ween these interstat~ 

rates and the higher rntes for ~~tr~~tate ~e~sage toll service in California. 

The intrastate person-to-person weekday ir~tial period rates ere roug~~y 

one-t.hird higher than t.he sir::ilar station-to-station :-ates. A. night and Sund.a7 

rate appli~s to station-to-sta.tion traffic ov~r routes of over forty-cight miles 

and to person-to-pcrson traffic over routes of over fifty-six miles. 

Except for the ::hort haul station-to-st3tion traffic, the :::'cheaules 

provide for ~~ initial period of three ~nutes and ~n ov¢rtime rate for each 

:.inute in excecs of the initial period. For station-to-station traffic over 

routes of more than tr.irty-two mile::; the overtir!e rate per min'.lte is roughly one-

third the initial period ctation-to-station r~te. For each minute of the first 

three minute~ of overtime of a person-to-person message the rate is roughly one-

third of t.he per:on-to-pcrson ir.i tial period rat.,. The ro.te of charge for e~ch 

~nute of overtime of a person-to-person messa~e beyond the initial period of 

three minute: and the first three ;rinutes of overt:ime (or beyond six minute: from 

~tart of conversation) is the sa~c as the overtime r~te for station-to-~tation 

traffic over th~ :a~e route. In the Long Lines sch~dule the ove~~e rate per 

minute is the s~~e for ~ny ov~rtim~ of ~ stntion-to~tation or person-to-person 

~essage over the same route. 

It is thus seen th2.t the Pacific intrastate rate~ in California are 

considcra'oly greater thp..n the Long Lines rtltes for traffic over like distanees in 

respect to both ir~tial period charges ~nd overtime charges. The disparity is 

considerably greater tor the longer dist~~co~. 

Ur. E. F. 1!cNaughton, Director of the Public utili tics Department of 

<;.h0 Cornl'!'licsion, int:"Ocuced in evidence ,'3.S Bx.,"libit No. 3 a statement ~etting forth 

the i tern:! of service for w~.ich the rates of charge would be reduced in accordance 

with the agreement heretofore referred to. The annu~l ~a\~~s to the public 

as esti~~ted by the P~cific Company 3re itemised on the .following page: 
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1. Reduce stlltion-t.o-sta.tion overtime rete: 
(on meso~ge~ over 56 miles) to a be~is of 
25% 0: initial period r~te~ 

2~· Reduce person-to-person overtime rate~ (on 
messages over 40 miles) for the firs~ ) 
minutes to a basis of 25% of per~on-to-pcrson 
initial period rates and the balance of 
overtime to the equivalent station-to~tation 
rate 

). Reduce private line tc1e~hone rates to 
Pa.citic interst~te levels 

4~ Reduce private line teletypewriter rates to 
Pacific interetate level: 

5. Reduce teletypewriter exchange service rates 
,for overtime (on connections over 60 miles) 
to a. basis or 25% of L~tial period rat~s 

6. Advance night Cisco~~t period from 7 o.m. to 
~ p.~. on intrastate tolls . 

Total 

Estima.ted 
Annual Saving 

$ 916,000 

1,294,000 

619,000 

264,000 

45,000 

bbS.ooo 
$ 3,803,000 

Srie!11 stated the station-to~tation overtime r8te~ per ~ute no~ 

applyir~ on a ba~1~ o£ ono-third o£ the initial poriod rate £or the eorre5ponding 

toll route will be reduced to one-i'ourth the initial period rc:te.. The reduction 

to one-fourth app11oe:! to dey and t·~· night end. sunday :;ervice over route~ over 

i'irty-eix mile:. 

Person-to-person overtime rates per minute now on a b~sis of one-third '. 

of the per~on-to-person ir~tial ~~riod r~tes for each of the first three minute~ 

of overtiI:le will be reduced. from one-third. to ene-fourth. The rate for el.lch min-

ute of overtime after the first three =inutes of the pcrson-to-person overtime 

now ~ne-rourth of the ~erso~-to-person initial period r~te will be reduced to 

one-fourth of the station-to-stntion ir~tial period rat.e for service over the 

:a.me toll route. The person-t.o-person night a.."'l.d Sund.~y overtime rates will be 

similarly reduced.. 

Priv~te line tel~phone and teletypewriter rates will be mzde to corre~

pond t~ the rate~ now applicable to p~ciric Company interstate service tr~ugh~ut 
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Tcloetypcwrit.er oxch.::n~o service ratc~ ~or overtime now on Co basi~ of 

one-third o~ t.he ir~ti~l period r~t~s ~re rcduc~d to a b~~is of one-fourth ~f the 

initial period ~tC$. 

Ad.vancing the night di~ceu!'lt period !ro::l 7 p.m. to 6 p.m. will mDke the 

period the ~~~o for L~tr~stnte ~nd. intcr~tate service. 

~r. McNaughton expressed t.he belief th~t ~fterthe reduetion~ ~d~ in 

this d.eci~ior., the P~cific Comp~~y'~ net o~rnings for th~ year 1944, on the ba5is 

set forth in EXhibit N~. 1 will be in exce3S of :5lx per cent. 

The attorney for the Compa~es, after testimony had been presented, read 

a ~t~temor.t into the r~c~rd to record their consent to the entry of ~n order 

formally app~ving the ~pccifically described r~te reduction~ heretofore agreed 

upon .lnc! 5 h~wn or. Ex."libi t. N~. 3. The Comp:lnies c"Jsircd "tho.t the record zhould 

specifically show the rco.son~, which prompted the Comp~~es to agree to the 

revenue reduction i~i:tcd on bj the Cornr~s31on, notwithstanding their view thct 

no reduction was warrp..~t.ed. • • • .n Ar.d further nit 1~ now estimated, a~ .l 

result of recent analyses, th~t post-W.lr cxpcnditure~ of such prop~rtions will bo 

roq~ir¢Q thct it will be neeessa~ for the Companies in meeting them to make plant 

expenditures rcquirinl; ::ri.llions of dell~rs. • • • ." "These hc.:lVY fi.. ... ltlnci.:ll re-

quircm.)nts clearly emphasiz.e that the test ~! the adequacy of the Companies' ro.t(:s 

is whether they provide sufficient carnir.gs t~ attract the ncces~~ry capital. As 

we have h~retoforc pointed out to th~ Ce~~si~n in the c~ursc of our conferences, 

the ~arnings under presen":. rates are below thi~ :-equirement. n 

We do not sgrce '/lith these conclusions. A reduction in the message toll 

~tez ~nd th~ advancement or the discount period !rom 7 p.m. t~ 6 ~.m. h~3 been 

ord~red by the Federal Cor.~ic~tions Cocmi~sion for all 1nter~tate o~erations of 

tho Bell System and our order extends thc~e desirable change~,in pr.rtJto the 

Colifornia 1ntra~tate service of t~e coc~1nies he:-e before us. We ~re s.ltisficd 

th~t th~ proposed ch~nges will be of gre3~ benefit to the de~rtment5 of the 

Government, w3r industries ~nd p~rtieularly to the per~onnel of the ormcd forces, 

~~d to the general public. ~o undue fin~neial burden will be plaeed upon the 

Cornpt:.nies. 
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The Commi~~ion ~~S given seri~u~ ane prclonged attention to thi~ rato 

situation ~d to the Ccopanies' car~~ng~. ~he rQdueti¢n indie~tcd in Exhibit 

Nc • . :3 will oring the Clllifc-rnia intrp..st::..te mes~a.gc toll telephone and private 

line tariffs :nC'rc ne.:lrly in line with the i.."ltcrstate schedules at-Lei will simplify 

their ~Cministration. ~he estiQated earnings of the Compani~s fer 1944 with these 

reductions in effect, we beliav~, will be wholly adequate to meet all of the 

Companies' op~rating anc fin~"lci~l rcquirement~, including the rocent ~age 

increnses. In making our ordor it will bo und~rstood that there will be furthcr 

3tudy ::..nd investigation of the~a ~ttcrs by the Commission and the Compnnie~. 

iVa recommend the foll",xing Order: 

~ R n E R .... -----
The ~bove ~ntitled lWtter having been initiated. by tho Railroad commis-

sir.m on its own r.1etion, a PIlblic he:n1.nl; h.-'lVing been held and the matter Mving 

oeen submitted. for deci3ion, 

Th"E ?J.ILROAD CO!,~.a:SSION OF THE STAT'S OF CALIFORNIA hereby find:: as P. fact 

thP.t the reductions in telephone mess~ge toll~, ~rivate line telephone ~tC$, 

privete line teletypewriter r~tes, tel~typewriter exch~nge ~crvicc rAtos, and 

increase in the night discount period arc justified, therefore 

IT IS ORDERED that The Pccific Telephone and Telegr~ph company .lnd 

Southern California Tc1ephon~ Comp~r" ~h~ll fil~ with the R~lroad. Co~ssion not 

later thnn February 25, 19k4 and ~Jike ef!octivc on March 1, 19k4, modification~ of 

their Ctllifornia intrs~tatc tcri1'1' schedules Mcessary to accomplish the i'c-llowing: 

1. Reduce stntion-to~tation overt~e rat~s on messages over toll reutcs 
of oVer fifty-six (56) miles t~ c basis of twenty-five (2~) per cent 
of tho st~tion-to~taticn initi3l period r~tcs. 

2. Reduce persen-to-person overtime rates ~n messp.ges over toll routes 
01' over forty (40) miles for the first three minutes of overtime to 
a bnsis of twenty-five (25) pe= cent of the pcr:son-to-pers~n initiel 
period rlltes. 

3. Reduce person-to-person overtime rnt~~ on mess~ges over toll routes of 
over forty (40) miles tor ovortime after the rir~t three minute~ of 
overtime, to the stetion-to--stat.ion overti.'tle rates ove·r corresponding 
routes. 

k. Reduce privato line telephone rates to the level ot The P~eif.ic 
Telephonc 3nd Tolegraph CornpllnY interstl)te rates f'!lr ~in:il;ar service. 
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5. Roduce private line teletypewriter r~tcs to the level of The P~cific 
Toalephone and Tol~grtl.ph Compsny intorstllte r.:l.tc:: for ~imilar !ervice. h 

6. Red.uce tcletypcwri tor exchange ~crvice evcrti."!l~ rates fo'!' co::mections 
over routes of over sixty (60) mil~s to ~ b~sis of twenty-rive (25) 
p~r c~nt of th~ initial p~riod rates for simil~r ~~rvicc. 

7. Change the night discount poriod. now cxtanciing from 7 p.~. to 4:;0 a~m. 
to a period extending from 6 p.m. to 4:;0 a.m. 

Except BS othcrwi~c proscribed herein) the effective date or this Ordar 

sb.."Ill be twenty (20) days from a!'l.d. after the date h~ro~f. 

Tho foregoing Opinion and Oreer oro her~by approved and ordered filed 

~s the Opinion and Order of the R~ilr~~d Co~~ssion of the St~tc or C~iforni~. 

D>.ted .tt..~J..", C,lHorr.i., this 16 ..... ' dJ!:y of F.bru.ry, 1944. 

, 
\ . 
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I concur in the result or the order 

1n the foregoing opinicn and order. 

At this time, however, I 2lIl. not ready' 

to accept the changes offered by some of the 

proposals or the Pub11c Utilities Department 

reversing long and well-established principles, 

particularly with respect to rate bese, working 

cash capital, and depreCiation, wh1ch are not in 

1ssue, s1nce the company has indicated its will-

1ngness to agree to reductions ordered. 

Furthermore , it is my understanding 

that the discussion of these matters in the 

opinion is but a review of the Department's 

report rather than Comm1ssion rulings upon 

those questions. 

j 0 " ' 
v.~~ 

ustus :rl. "c~~er-- '\ 
COmmissiOM:r:. " 

., .... " 
~. 

:.'; .' 


